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OPINION ON_FURTEER HEARING

Applicants originally requested an increase of 10 per cent
in all of their rates and charges. At the conclusion of initial hear-
ings terminating on December 20, 1943, they changed their request to
124 per cent. Upon consideration of the record made at that time,
the Commission found that an increase of & per cent had been justi-
fied. (Decision No. 36880 of February 15, 1944.) Shortly after
release of that decision, and before its effective date, the Commis-
sion received urgent representations and petitions for reconsidera-
tion of the order from the Federal Price Administrator, the Economic
Stabilization Director, the Seceretary of War, and the VWar Food Admin-
ist:ra‘t:<:>r.:L Generally, petitioners alleged that the evidence was too
incomplete and indefinite to estgblish the carriers' need for the
increase authorlzed; that the Commission erred in allowing various
items in its computations of the carriers' capital investments and
of other figures; that the increased rates would ralse or tend to
raise ceiling prices on commodities; and that petitioners, if afford-
ed the opportunity, weuld offer evidence in support of their petitionms.
Thereupon the Commission rescinded its order and scheduled the pro-
ceedings for further hearing.2

Further hearings were had at Los angeles and San Francisco,
and on April 19, 1944, following oral argument, the matters were sub-
mitted for decision on a consolidated record.

1

The Price Administrator was represented at the initial hearings;
the other petitioners were not.

2

By orders dated March 1, March 14, and March 21, 1944, respectively,
the Commission first postponed the effective date of Decision No. 3680,
supra, then rescinded the decision and reopened the applications for

further hearing to be held on March 29, then reset the date of hearing
to April 10, 1944,
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This decision 1s based upon all evidence of record in these
proceedings. Evidence introduced at the original hearings is described
in Decision No. 36880, supra. Evidence received at the further hear-~
ings was extensive and detailed in many respects, but for purposes of
this opinion may be summarized rather briefly.

Witnesses for the Secretary of War and for the War Food
Administrator testified concerning the quantity and character of
traffic shipped by their respective agencies within California, and

supplied some specific information relating to movements over appli-
cants' lines., These witnesses declared that any rate inerease would

tend to cause a diversion of traffic from the applicants. The War
Department witnesses testified also that applicants have played an
important and satisfactory part in meeting the Lroy's transportation
requirements within California, and declarcd that the continued opera-
tlon of these carricrs is highly essential to the war effort.

An economist for the Office of Price Administration testi-
fied in consideradle detail concerning the inflationery pressure to
which the national cconomy is subject as a result of wartime conditicns,
the development of the stabilization program, and yarticularly concern=-
ing price adjustment policies. Heo explained that in general the rolicy
of his agency in weighing requests for rate Iincreases by for-hire
carriers within its jurisdiction is to allow only such increases as are

shown to be required to meet neccssary expenses and return a profit

which, measured in dollars, will not exceed the average profit enjoyed

in the years 1939 to 1941, inclusive, making allowance for additional
capital invested in the enterprise since the base period.
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‘The director of the law and utilities department of the
California Farm Burcau Federntion, reviewing the history of the
prosent rate structure, expleined that the minimum rates heretofore
established by the Commissioen for the transportation ¢f agricultural
commoditics were placed at thc lowest practicable levels in obedience
to legislative mandates. He stated that although radial highway
common and highway contract carriers, of whom thcre zre some 8,000
in this state, excecded the minimum rates in 1942 and charged still
morc in 1943, the rates of the applicant carriers havc been main-
tained on the established minimum levels. This witness testified
that his organization was more concerned with the possibility of an
impairment of applicants' scrvices than with any fear what the Com-
2lssion might authorize an unrcasonable increase in rates.

Evidence directed épccifically to the revenue needs of
the applicant carricrs was introduced by avplicants, by an accountant

of the Office of Price Administration, and by a scnior transportation

3
cnginecr of the Commission's staff. This cvidence includes the

results of later operations and 1s in certain other respeets more com-
plete than that which was adduced at tae original hearings. Each

of the witnesses introduced statoments of the investments, revenues
and expenses of the applicant carriers for the calcendar yoar 1943,
together with comparative figures for carlier years; and applicants
also offcred some information concerning operating coxpericnce in
January and February, 1944, The witnesses were almost entirely in
agreement concerning the results of 1943 operations as reflected

by the carriers' books, but differed in their interpretation of

these results in relation to future revenue requircments.

Pacific and Valley 2lso introduced some ovidenee in support of a
supplemental proposal that the sought rate inercase be extended to
certain joint rates as will be hereinaftcr explained.

-4
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- Southecrn

The rceord shows that Southern suffered an actual nct

operating loss of $110,244 for the yeoar 1943, and an additional .
loss of $14,491 for thc first fwo-months cf 1944. lpplicant

rested on these figurcs and on the record previously mede, largely
direeting its cvidence at the further hearing to .2 prOpoéal that
it be permittcd to distribute the revenue inercasce unequally over
rates for various lcongths of haul.4 The Commission's cngincer
cstimated that the 1943 oporating loss on the basis of higher wage
rates which became effcetive in the latter pert of the yoar would
have been $158,844,

Pacific )

Tho "Paecific" applicants arc Pacific Freight Lines and
Pacific Freight Lincs Express. Pacific Froight Lincs, in addition
to traffic involved in 4ts application, operates 10 tank vchicles
in the transportation of petrolecum products in interstate commeree,

& third corporation under the same omership and managerment, Pacific
Tenk Lincs, 18 cngaged in the intrastate transportation of petroleun
products in tank vehicles as a contract carricr. Pacific Tank

Lincs 1s not an applicant. ‘

In the revenue study introduced on benalf of thc Pacific
carriors, the investments, revenucs, and cxpenscs cha::hablo to the
tanker operations were segrcgatc@-aﬂd finally oxclatws. This was
donc on the theory thet the resuliang figures refleet all intrastate
common carrier operations of the itwo applicant corporations, and that
the contract and interstate movements have no proper place in the
application. To the figurcs thus developed for the year 1943, the
Prcific witness added scevernl substdntizl adjustments to opernting costs
3

This proposal will bec further discussed hereinafter.

“He
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Tor the purpose of cstimating future expenses on the basis of the
latest avallable information.s

The Commission's enginecer omitted the nonapplicant Pacific
Tank Lines from his study, but did not underteke to segregate the
interstate petroleun transportation performed by Pacific Freight
Lines. He made an adjustment in the 1943 operating expenses to chow
the effect of the labor cost upon'a full year's opcration at the
present wage scales, but other then this he did kot develop estimates
of higher expenses for the future, as did the Pacific witness.

The accountant for the 0ffice of Price Administration
submitted a consolidated statement of the 1943 figures as recorded
in the bdooks of Pacilfic Freight Lines end Pacific Freight Lines Ex-
press, with an adjustneat for Increased wages. The investment base
which this witnecss set up for Pacific was consideradly greater than
that allewed by either or the other witnesses, and the reason for
this difference was not e¢xpleined.

The investments, revenues, and actual or adjusted operating

gxpenses a5 develoned by the three witnesses and as considered by us

for the purposes of this decision are set forth in the following

table:

T4IZ 1 - PAGTFIC () (5]
(1) (2) %§§ Combined

Commission Pacific
Annlicant Engineer __0Q.P.A. Operations

Investmens Base $1,736,558 51,886,699 $2,213,677 $1,824,459

Operating Revenues 3,672,820 3,922,114 3,922,114 4,277,719
Operating Zxpenses 3,845,760 3,903,170 3, 861,393 L,175,391

Net Operating Revenue § (172,940)% & 18,944 § 60,721 & 102,328
* Yoss '

Column 5 shows Pacific's combined operations, including

Tank Lines. We conclude that in thiz proceeding, in order to reflect
the financial condition of thesc applicants, Pacific's over~all reve- .
nues, expenses and net should have consideration, regerdless of the

co*porate structure, and including all traflfic.

Suranee, 1038 2ﬂd

sdjustments were: wage in neaoc5 847, 209i retroective wages,

§17, 7305, grered mamcgmoc,; o

amage, ¢5 ,908: total, $203

(arg0

-l
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Discussion and Conclusions:

The Public Utilities Act of California provides that no
public utility shall increase its rates except upen a showing before
" the Commission and a finding by the Commission that sueh increase is
Justiried. In these proceedings we are called upon to determine
whaether, or to what extent, the rate increases provided by the
‘applicant carriers are justified within the meaning of that statu-
tory provision.

The further hearing drought into sharp relief the Tluctua-
ting ang unstable conditions under which the applicant carriers
are operating. Valley's opereting retio changed fronm about 102
for the first eight months of 1943 to approximately 98% for the
last four months. TFor the first two months of 1944 the ratio again
advanced to about 102. Southern's operating ratio increased from
approximately 964 for the first six months of 1943 to more than 110
for the balance of the year. Similer instability is indicated for
the immediate future, for already & number of potential changes have
been suggested which may be expected to have important effects upon
operating ratios. Among these, in addition to increasing operating
costs whiek the applicants undertock té predict and estimate, are
greater use of wartime tires and tudes, requirements of future mili-
tary operation, possible diversion of War Department and othexr traf-
Tic because of rate differentials, and new wege demands already cer-

tified to the War Labor Board for settlement.

Public Utilities Act, Section 63(&) "No public utility shall
raise any rate, fare, toll, reatal, or charge or So alter any classi-
fication, contrazct, practice, rule, or regulation as to result in'an
increase irn any rate, fare, toll, reantal, or charge, under any cir-
cumstances whatsoever, except upon a showing bvefore the Commission
and a finding by the Commission that such increase is justified.”
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Many considerations enter into the determination of the
fundamental question whether rate inercascs arc justified, but
primarily, - and particularly wder the present Eircumstances - W
shall not lose sight of the imporative necessity for maintaining in
full vigor the public transportation services of the three applicants
The Office of 2rice Adminiatration concedes that where price stabile-
ization policles cannot be roconciled with needed revenue Increases
for essentlal scrvices, the service nocd rmust prevail. Tho War
Deportment and the War Food Administretion mede 1t abundantly clear
that. applicants' services are cssential to the war effort snd must
be prescrvcd‘

Therc is no wmaterial conflict in the record so far as
Southorn is concornecd. Some questions were ralsed concerning its
accounting mcthods as applied to tires and tubes, loss and damage '
claims, and vehicle depreciation, but no dasic errors were discloscd,
nor deos it appcar that oany roasonable modification of the accounts
would materially © affcet tho known facts as they folate to Southern's
revenwe nocdc. On basis of 1943 experience, without any adjustment
wvhatever, 1t may be roughly caleulated that a revenue increcss of 8
per cont would reduce the operating ratio only to 97 per cent, and
allow o rate of return on investment of some 10 per cent beforo pay-
mont of income taxcs. Adjusting labor expoense to reflect current
wago scales for the entire year of 1943, tho Commission's engincer
calculated that an 8 por cent revenuo increase woald produce an
opcrating ratio of 98,79 per cont, and a rate of return, beforo
income taxes, of only 4.52 per cent. Considering this and cther
cvidence of reeord, the conclusion i3 inoscapable that Southern must .
be permltted to raise its rates and charges sufficiently to incroasc

its operating revenuo by at lcaczt 8 por cent.




With respect to Pacific and Valley careful analysis of the
evidence developed at the further hearing leads to the conclusion
that the uniform rate increase of € per cent, as found justified on
the original record, is somewhat greater than the present augmented
record shows to be essential. If all of applicants! major conten=-
tions were accepted without question, a revermxe increasc of 8 per
cent would give to Paclfic an opcrating ratio of 97 per cent, and a
rate of return of some 7 por cemt bofore income taxes, and would
give to Valley an operating ratio of sbout 96 per cent and a rate of
return, before payment of Iincome taxes, of 13.6 per cent. Certain
of the adjustments in operating expenses made by applicants on tho
bacis of projocted and estimated cost increases were not entirely
porsuasive; others were problomatical. Disallowing certain of appli-
cants' questionable contentions, it may be caleuwlated with sulfficient
accuracy for present purposes that rovonue incréeases of approximately
4 per cont for Pacific and Valley may turn out to be sufficlent to
satisfy all oporating expenses, and produce aﬁ overall return cdnsist—
ent with that cnjoyed in the years 1939 through 1941,

This preliminary conclusion presents the serious gquestion
whether different rates of increase chould be authorized for the
several applicants upon the basis of the available informstion. On
the one hand, it is axiomatic thet within 1limits the record in each
application must be judged on its own merits. These proceedings
were consolidated for hearing as a matter of convenience, but with
the‘cloar understanding that cach application would stand or fall on
i1ts own base. On the other hand, many advantages of a uniform
rate of increacse are apparent. The principal witness for the
Secretary of War testified to the desirability of rate uniformity.
The operations of Southern and Pacific are highly compotitive in
the southern part of tho stato. The establishment of difforcnt
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ratc levels between the competitors would unquestionably have a
teadeoney to divort trarffic from the carrier maintaining the higher
ratcs, thus perhaps reducing itc revenuc and eveantually requiring

8 still greater rate inercasc in order to insure continuwed operation.

Undor the facts and circumstances as they now appear, but
onc answer suggsests itscelf, namely, to 2uthorizo Southern to incrcase
its ratos by & per ceat, authorize Valloy to incrcasc its rates by
L por cent, and autkorize Pacific to incroasc its rates by 8 por cont
in the generel territory scerved by Southern with no inerease else-
wheree The resulting revenue incrcasce for Pacific may not be
accurately predicted on this rceord, but it mey be reasongbly cxpccte
cd to approximate the 4 por ceat which has been shown to be required.
This course has the obvious acdvanvege of allowing to cach applicant'
the amount of z2dditional revenuc which sppears to be necessary,
witkout requiring major carricrs %o maintain different levels of
rates in competitive territory. e are not uamindful of the Taet that
this course will neccsserily sanction a diffcrence in rates between
territories and will causc Pacific to somewhat compllcate its rate
structure, but in view of tho morc scrious objections which present
themsclves on cither side, we must conclude that these disadvantages
are heavily outweighcd and are in fact unavoeidabdlc.

Considering the highly unstadble conditions tnder which these
applicants arc now operating, it is hardly to be aaticipatod thet any
le#el of rates ¢stadlished today will prove to de porfectly adapted
to conditions of the futurc. Testimony of record regarding the
continuing upward tread of costs hos been noted. Nevertheless, condi-
tions may change at any timc and the Commiszsion should proceced with

caution. Either upward or dowmward adjustments in tho rate levels
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may'be necessary as the future conditions are unfolded. TFor these
reasons the Commission will retain its jurisdietion in these procced-
Ings and will hold the matﬁors open rof,rurther;considcration when~-
ever 1t may appcar that a further adjustment is proper Or ncecessary.

Tho Office of Pricc Administration oxpressed anxicty over
the possivle inflationary effcets of any rate increcase Iin excess
of L pcr c¢ent, particularly in consideration of the possivility that
our conclusions in thesc proceedings might be viewed as establishing
a precedent for future judgmentsvin this or other jurisdictions.
We may point out that some of this anxiety was apperently occasioned
by a misconception of the relationshipnbetween fhe rates maintained
by these applicants and those which have been4observed as "goling"
rates by other carriers in this state. Regardless of the relative
position of these carricrs, however, wc see nothing in this record
or in our decision thcreon which mey logically be viewed as deter-
minative of a rate of increase, if any, which may be justified at
a future date by any other carrier whether in California or clse-
where. The éransportation conditions under which these applicants
operate may be distinguished from those found in other parts of the
United States. Consideration must be'givcn po the numbers and types
of competing carriers, the average leﬁgths of haul, the statutory -
provisions and limitations and the relative'ratc ;evels.

Several incidental and supplemcntél matters rémain

for consideration. JAmong them is Southgrn's proposal that the -
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rates be incrcased by amounts varying accoxding teo distance. In sup-

port of this proposeal, Lirst suggested at the further hearing, Soutk-
¢rn introduccd considerable evidence to show that in relation to
costs tho preseat rates arc relatively low for short distances and
relatively high for longer distanceé. This carricr expressed the
fear that a uniform increcase in all rates might tend to cause

some divorsion of Its relatively profitable long-haul trafficd

The other applicants did not concur in this position. The evidence
adduccd i3 not sufficicant to justiry the suggested geﬁéral readjust-
meat of the rete structure, nor do we consider that these proceed-
ings arfford an eppropriatc occasion for the iaking of such an ad-

Justments

Valley and Pacifie urgoed on further heariﬁg that any in-
crease granted by us be extended to rates meinteined jointly with car-
ricrs other than the applicants in these proccedings. Valley asked,
in the alterrnative, that it be given euthority to cancel the Joint
rates or to maintain higher local retes between intermediate pointse
Pacific likewisec secks autiority to maintaia higher rates at the in-'
termediate points in the eveant the joint rates are not incrcascd. Evie
dence offered at the further khearing shows that the revenues from the 
Joint rates accouat for roletively small portions of applicants' incore;

that other participants in the ratcs favor the uniform increase; and

8 ' ' |
More spccifically, Southernfs proposal was that tae additional
revenue be obtained from increceses of 12 per cent in rates for dis-
tances up to 15 miles; 11l per cent from 16 to 30 miles; 10 per cent

from 31 to 45 miles; 9 per cont from 46 to 60 miles; 7# per cent
from 61 to 90 miles; 54 per cent from 91 to 120 miles; 4 per cent
from 121 to 150 miles; and no incrcase for distances over 150 miles.




Appls. 25& 23784 and 25841 - ZM

that 1nability to increase the joint rates would result in serious
tariff’complications. One commecting carrier introduced evidence
showing that the service performed under the joint rates here in=-
volved was unprofitable. This, however, was not true of his opera=-
tion as a whole. Clearly this meager showing is insufficient to
Justify an increase in the joint rates, and certainly no justifica-
tion has been established for the cancellation of such rates. How=
ever, in view of the rather serious difficulties of tariff ﬁublica-
tion and application which would result from maintenance of the

lower joint rates as maxirum at intermediate local points, applicants
will be temporarily relieved from the operation and requirements of
Section 24(a) of the Public Utilities Act to the extent necessary

to put into effect the increases hereinafter authorized. Applicants
will be expected within the period hereinafter provided to either
remove the 24th Section departures or show satisfactory justification
for continuing them in effect.

Applicants asked that they be permitted to avold the use
of unnecessary fractions in application of the rates by computing
the inereased rates and charges {of 10% cents or more) to the near-
est whole cent; and that the increases on percentage class rates be
determined by applying the authorized increase to the basic class
rates rather than to the percentages thereof. These are matters of
convenience and practical tarilf application which can have little
effect upon the rates, charges or revenucs of the carriers, and will
be authorized,

Upon careful consideration of all of the facts and cir-

cumstances of record In these proceedings, we find as a fact:

J
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l. That fincrcased rates and charges as specifioeally
provided in Appondix "A" of the order which follows ape fully
Justified and necessary to the maintonance of adequate transporta=
tion.

2. That applicants should be euthorized to depart from
the provisions of Section 24(a) of the Public Utilities Act to the
extont necessary to cnable them to observe tho provisions of the
order; provided that such authority shall be temporary in so far
as 1t concerns joint rates maintained by applicants with carriers
not partics to these proceedings.

The following form of order i: recommendeds:

QEDER

Further nearings having been had In the above entitled
applications, the proceodings having been duly submittod, full
consideration of the matters and things Involved having boen had,
and tho Commission now being Nully advisoedq,

IT IS HEREBY ORDERED that Southern California Freight Lines,
Southern California Froight Forwarders, Pacific Freight Lines;
Pacific Freight Lines Express, Valleoy Mo%or Lines, Inc., and Valley
Express Co. be end they &ro, and cach of them 1s, hereby authorized
to establish on not less than five (5) days' notice to tho Commission
and to tho public and to make effective on or after the effective
date of this ordor, increascd ratos and charges as specifically pro-
vided in Appendix "A" which is attached hercto and by this refercnece

mede 2 part hercof.
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IT IS HEREZY FURTEZR ORDERED that applicants bg end they
are, and each of them iz, hefeby authorized to depart from the provi-
sions of Section 24(a) of the Public TUtilities Act to the extent
necessary to carry out the effect of the order herein; provided
that such authority shall expiro six months from the date hereofl in
so far as it concerns jolnt rates maintained by applicants with
carxriers not parties to these proceedings.

IT IS HEREBY FURTHER ORDERED that thc authority herein
grarsed is subject to the express condition that applicants herein
will never urge before this Commiss;on in any procecding under §ec-
tion 71 of the Public Utilities Act, or in any other proceeding,
that the opinion and order hereln constitute a finding of fact of
the reasonableness of any varticular rate or charge, and that the
f1ling of rates and charges pursuant to the auvthority herein granted
will be construed as consent to this condition.

IT IS HERZBY FURTHER ORDERED that the rates and charges
authorized herein may be published without regard to the provisions
of Tariff Circular No. 2 and Genoral Oxrder No. 80 to the extent
necossary to carry out the elffcet of the order hercin.

IT IS HEREBY FURTEER CRDERED that the authority herein
granted shall be vold unless the rates and charges suthorized in
this order are published, filed, and made effective within ninety
(90) days from the effective date hercof.

IT IS HEEREBY FURTEER ORDERED that the Commission shall
rave and it does hereby retain jurisdiction of these proceedings for
the purpose of making such further adjustments in the rates and
charges hereby authorized as may hereaflter appear proper in the

light of other or further evidence received herein,
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This order shall become effective ten (10) days from the
date hereof.

The foregoing opinion and order are hereby approved and
ordered filed as the opinion and order of the Railroad Commission
of the State of California.

. Y
Dated at San Francisco, California, this /7 % dsy of
May, 1944.

CERTIFIED AS A TRUE COFY

Secretary, nallroad Commission
of the State of California
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APPENDIX A"

Local rates and charges of Southern California Freight
Lines and Southern California Freight Forwarders may be Increased

not to exceed 8 ner cent.

Local rates and charges of Talley Express Co. and Valley

Motor Lines, Inc., joint rates and cherges limited to transportation

over the lines of these carriers, and jolnt retes and charges

limit ‘ ;
1mited 1o transportatlon over the lines of these carriers and the
lines of the Paciric Freight Lines and Southern Callifornia Frelght

Lincs may bde incroacsed not to exceed 4 per cont.

Local retes and charges of Pacific Freight Lines and
Pacific Freight Lines Express, Joizt rates and charges limited to
transportation over the lines of these carriers, and joint rates and
charges limited to transportation over the lings of Pacific Freight
Lines Express and Southern Calitornia Freight Forwarders may be
increased by 8 per cent betwoen points on and south of the following
line:

Beginning at the point the Venture County-leos Angeles
County boundary line intersects “he Pacific Ocean; thence northeast-
erly along said county lire to the point it Intersects étate Highway
No. 118 approximately two miles west of Chatsworth; eauter;y along.
State Highway No. 118 to Sepulveda Boulevard; northerly along
Sepulveda Boulevard to Chatsworth Drive; nortbcasterly along Chatsw
worth Drive to the corporate doundary of the City of San Fernando;
westerly and northerly along said corporate boundary to McClay Avenue;
northeasterly along McClay Aveaue and its prolongation to the Angeles
National Forest boundary; southcasterly and easterly along the Angeles
Nationel Forcst and San Bermardino National Forcst boundery to the

county road xnown as Mill Creck Roady westerly along Mill Creek Road

-1-
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t0 the county road 3.8 miles north of Yweipaj southerldy along said
county road to and including the uaincorporated commuxity of Yucelpaj;
westerly alorng Redlands Boulevard to U.S. Highway Noy 99; southeast-
erly along U.S. Eighway Now 99 to the point it intersects the River-
side County-Ser Bernardino County Line; thence casterly along sald
county line to the Colorado River. See¢ Notew
Note: Incorporated cities and unincorporated communi-
ties waicek are biseceted by said lime will, for
the purposc of applying the increases authordized

gerein, be concsidered as wholly south of said
inec.

COMPUTATION OF INCREASES

In connecction with rates based or a multiple, portion or
poercentage of another rate (such as onc and one-half times 1st class,
one-half of Lth class or 120% of Cless E) <the increases herein auth-
orized will be applied to the dasic rate.

In computing incrcascd rates and charges the following
will govern in the disposition of fractions:

Where prcsent rates or charges are 102 cents or less:

Fractions of less than 2 or .25 of a cent omit.

Fractions of 2 or .25 of 2 cent or greatver dut
less than 3/4 or 475 of 2 cent will be
stated as 1/2 or .50 of a cente

Fractions of 3/L or .75 of a cent or greater,
increase to next whole figure.

Where present rates or cherges arc over 10% cents:

Fractions of less than 1/2 or 50 of a cent omite
Fractions of 1/2 or .50 of a ceat or greeter,
incrcase to next whole figurce




