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BE;~O?E 'I'l1E PUBLIC UTILITIES CmJiMISSION O.?' THE S'1.'AT.E OF CALIFORNIA 

In the mntter of tb~ APplicction o~ 
San Diego Electric R111way Company, 
a corporation, for 811 invGsti~$.tio.n 
by the Public Utilities Cor.LT.is~ion of 
tho::: r~c.sol.".O.blencss of the !'3tes, 
C \-,~"f\"'''t' .... ul,::o.s ..... ::\,..·'1 ...... 1· 0 .... $ "nd ... .;,.- ~ 0. '..-:: ""'. ~,J.. ~ ~ tJ. \.;.i., l,.; J..... t:,~ 

prQcticcs of scid corporation in the 
Cit1cz of San Diego, E3St s~~ Diego, 
N ~·~oP~l C4ty ~na.' Chul" ~~e~" ~n r 0 ~I. __ .~.. _ ~:.. .~.. v .... ..., w ~ oJ. 

S~n Diego County. 

----~--~-----------~ 

) . . 
) 
: j\o:olic~.tion .~lo. 3808 
) (First SU1?:pl\~mel1t:;.1) 
:Application tor an Order 
) 1lCl.Cotine Order Crc:r..ting 
: Depreci8.t:"on ReSer"lC 
) Fund 

)
\ 

ForrN'.:.! h Co.J2.'g eno. M~,2'1"ri~" Hohf i:,ld, EQ£J'!::ter, 
Schum::.m ~ Cl~~l':, for Appliccmt; !L.. 1:.:. Du Paul" 
Ci t:v" Attorn0Y, §.:. h Hig~ins, Assist,~nt City 
Attornc-y> and ~~ li.:. L,1nes, Rc.te Cons\21to.nt, for 
City of Ssn Diego, Prcte~tant. 

F!RST SuPPLEMENTAL QE...lNION 

In this supplel':J.Gnto.l .o;.pplict:,tiorl, filed July :2, 19) .. 7" 

S:1n Diego 31ectric Ro.11way Compo.ny rc<:ut:'~ts tho Comm.issiol'~ to 

vecatG that portion of its order in Dcci~ion No. 6836, dated 

mo.intain s dep:r·cci,"::.ticn fund, ,-::nd to c.utl'lorize ~'pplic~mt to dis-

continue said i'1;nd. 

PubliC 2'lcnrinr; Wc.s :-~ad in this mr-.ttcr, :It San D:lego, .on 

August 8) 1947, at which tiltO the City of Snn Diego :,ppeared ~1S 

the sole protestant. The ;'r1.8.tt.cr w~.s sub:-.li tteC sullj ect to the 

filing of briefs, wh.ic:-~ hove been received) and is r.ow ro~dy for 

de·cision. 
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The d.cprc:ci~tion l\;.nd in qU0st::'on \'lOS esta~lished 'oy 

orde= of Decision No. 6836, d~ted NovcQ~er 14, 1919, anelate:::' 

modified by Decisions Nos. 11709, cl::l::ed }",~bruary 21, 1923, and 

18842, d~ted September 29, 1927. The first decision ordered the 

COr.lpony to 

11 set r.sid.:) ~mcl pcy into a scpe.ro. te dcprecj.n tion fund 
::lont~ly the zum of $18,000. All e8r!,~j.r~gs of the fUl.'lc 
fro:n whatev~r sourc~ ond to wnatev0r amount shD.ll be 
Qdded to the de?reci~tion fund. This deprecintion 
reserve func. sh;J.11 be held and accounted for under the 
direction of, nne. shall not b~ used without the 
p..uthori ty of this Corn::lission. II 

DeciSion l~o. 11709, d:::tcd Fcbruo.ry 21, 192.3, :"cquired 

the co:r.po.ny to deposit mOl1thly in the ooprccic.tlon fund :=In 

c;ll::ount 0<1'.10.1 to 1/1:2 of the ':"'''1nua1 ch~.rge for depreciCl.tlon in 

lieu of the $18,000. Because of the compony accruing i ts c~eprc-

ciation expense on :1 strai~ht lj.nc 'baSiS, the com.p:m~" WOoS by 

Decision No. 18842, dcted September 29, 1927, relieved of the 

obligc..'tion of o.dd:lng to the fu'.'lc interest e~.rned on ~~!:"3yS or 

securi ties in thE: fund. Si~cc t:r~:.t d0cision, tht:::: interest on ti" .. e 

f,,;nd he s been r eported ur:.c.~cr !lOther Income T1 • 

Applic~nt, prior to DJcision No. 6836, included in 

operating expenses ~n :llow~nce for dcpreci~tion in its proper-

ties c.nc1 credited the smou.""l.ts 2.S provided in th~ system of 

accc::.u.""l.ts to its deprccir\,'tic1n reserve. In Decision No. 68.36 the 

Co~~j.ssion ~ucstioncd the doprecintion pr~ctices of ~pplic~nt 

cmd fixed, 3,:; of the d;;.t~ of the deciSion, the c.mou:'l:t ..... hich 

c.ppliccnt should include in op~rating expenses because of accru­

ing deprecic. tion. The amount so incl\;lccd wt.s, a::; fO!'i,~erly, 

credited to the depreCiation reserV0. The deciSion, ho~ever, 

'.'lent one step :further o.nd directed ,'J.pplic::mt to tr.'!Jnsfer monthly 
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i'rOr:l it!; c<.~sh account to ~. c<.;1preci.:1ticn fund S 3um ec;,um.1 to its 

depreci?, tj.on (;!xpense. ':'~e 2.l':J.Our..t fixed by Decision No. 68.36 ~s 

depreci~tion expe~sc w~s subject to ch~nge from y~~r to year bc-

causa of the acquisition ond rctire~0nt of properties. Since 

1919 applicant's b,11ance ShC0tS ho.ve sho\m the c:;:,o<.mt in its 

c.e:n'cci:J.tion reserve and r:llso the 3.i."l1ount in tl'l.0 dcpreci::1tioll 

f'u."lcl. As of Dccc:'loor .31, 1946,> it repol'ts $7,079,290.3.'4. in its 

dop:'Gci,'1 ticn reserve and ~,6, 656,4('8.94 in its o(:!preciotion fund. 

This proceeding d00S r:.ot involve any cl'langc o!' o.dju::;tment lX'l 

:?,pplic:::.nt 1 S c1cprcci,1 ticr'. rCS8rvc. We bc:J.i~vo thot tl1e rt::servc 

is ~dequ3te. U~der the systc:;:, of occcm~s no adjust~ents ~ay be 

made in the depreciation res~rve bccnuse of excessive or in~de-

~U3tc accruals of ch~rgcs for de,r0ci3tlon without making app11-

c~~ion to the Cc:nrr.:!.ssiol'l i'or authority to mol-:c the .~C.ju~tr.lcnts. 

The) t'ooli tion of th0 d~proci8.tion fund c.oes !'lot ipso fo.cto t:131~c 

~ny chan~es in the deprccintion reserve. 

The record shows th3t npp1icnnt h~s m3int~inea its de-

prcci~tion fund accounts :Ln accordance with the Corn::~ission' s 

order. It hOos construed such ordc::- to l:'le~n th3t the money in 

the fUl'ld could be \.!sed o!'lly to repl~.ce p!"op.;:rty units worn out or 

rE,tired by property in l-:ind. At the time ot the cst~:~lishment of 

the deprccinticn ru:.'1cl .•. ;.pplic~nt' s oper:'l.tion w~s entir~ly t:J.~t of 

a:n electric rs.ilwfl.Y system. Subsequent to th~t ti.r.:e :;.. m8.jor 

portion of the rlJ.il opeN~''cio:1S h:?V9 be~n aban(ioned cDd repl~ced 
wi th :notor coo-en service. The most recent m.:,,'.~or r::.'l.i.~ o:\'o~n(lonC1c:tlt 

App11c.:m~, now op..:;!r:,tcs 304buS0S which .. c.uril1.g J·..mc, 

1947, perfol":n~d S69~ of tr.c vehicle ~'~iles oper::: ted" ~s compared to 
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14% by 78 street Cf.irs. This tr;;.ns1 tior. has completely c!'langed the 

original plan for • .,hich the fu."ld was established in that 60% re­

prcsE:nts rtccruals on tracks, cquip:1cnt, substations, and other 

rail facilitics, and 40% other types of properties. The City of 

San Diego in Exhibit "1" reports the amount in the depreciation 

fund on December 31, 1946, ~t $6,656,469. It cstim0tes th~t of 

this amount $1+,020,582 is "permanently frozen" 'bece.use ro.il 

facilities will not be replaced with like rail f~cilities, and 

th~t $2,635,887 is ov~ilo.ble fo: repl~c0~ents. 

The money in the depreci~tion fund is presently in­

vested with the J. D. and A. B. Spreckels Corn:p.~ny, owner of all of 

applicc.nt' s outst~nding stod:. The Spreckels Compo.ny is p:l.ying 

applicant 3~% interest on such moneys. Applicant urges that if it 

is required to maintain the d cprecio:tion fund, or 0.nJ" pnrt 

thereof, it should be incl~ded in the rate base and ~pplicant be 

peroltted to earn n fair return thereon. 

The conditions th~t gave risc to the Co~nission's order 

directing the co~pany to establish nnd maintain a depreciation 

fund do not now pr0vail, t.nd h~ve not for zo~e yelrs pest. The 

record shows that applicnnt has financed the purchose of equip­

ment without rccour~e to the depreci~tion fund. In doing so, and 

also to mair.tain in pert th~ deprcci~tion fund, it borrowed money 

from the J. D. :1nd A. B. Spreckels Compru-!y" As of August ;1, 

1947, i t w~s indebted to th.'), t compnny in the amount of 

$3,124,871.82. The testimony shows that if the Commission grants 

.:tpplicont's request it will usc mO~'ley in the c.eprecintion fund to 

p~y such indo"::ltcdness. We exp0ct applic:mt to carry out this 

com."':li tment. 
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The witness for the City of San Diego testified that he 

and the City would oppose the establishment of a depreciation 

fund initially at this time. In reg~rd to the present fund he 

testif:Led "I think it was a swell theory in tne year 1920 but it 

is outdated and outmoded and will not- work and has not worked and 

it ought to be abolished." He further testified that the com?any 

should use the money now in the fund first, to pay the debt due 

the parent company and second, the balance should be placed in the 

general. cash account of the company, subject to the proviso that 

it be \,l,sed by the company to pay the cos t of addi tions and better­

me~ts to its properties or pay the cost of replacement of propert1e:. 

The City of San Diego in its opening brief took a position consistent 

with the testimony of its witness, but in its reply brief asks the 

Commission to deny the company's application. However, the City 

is willing that the Commiss:ton should :remove any restrictions 

heretofore placed upon the fund in so far as such restrictions require 

moneys in the fund to be used only for the rcpl~cing of worn-out 

property with property of like kind or character •. 

We have studied the record and briefs submitted by the 

p~rties. Section 49 of the Public Utilities Act authorizes the 

Commission to require a public utility to establish and maintain 

a depreci~tion fund. The authority to require the establishment of 

such a fund implies the authority to disestablish the fund, when 

such action is in the pub11c interest. 'We find that it is in the 

public 1nterest to abolish the depreciation fund of San .Diego 

Electric Railway Company. The continuation of the fund could well 

have the effect of placing a burden on the rate payers of 

applicant. It should be understood that by the action taken 
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herein the compa.o.y is not be1ng relieved of any of its public 

utility ob11gations. 

FIFTH SUPPtE!~~~At ORDER 

A public hear1ng hav1ng been h€ld and the Comm1ssion 

having ,considered the evidence submitted at such hearing, and 1 t 

being of the opinion that the request of San Diego Electr1c 

Railway Company should be grant~d, therefore~ 

IT IS HEREBY ORDERED that the pr'ovisions of the order 

in Decision No. 6836, dated November 14, 1919, as amended by 

Decisions Nos. 11709, dated February 21.,1923, and 18842, dated 

September 29, 1927~ requiring San Dieg~El~ctric Railway Company 

to establish and maintain a deprceiat1:on fund be, and the same 

are hereby, vacated and set aSide, ll'l':ovrd-ed that the company pay 

its 1ndebtedness to the J. D. and A- ~. Spr~cke1s Company at the 

t1me the San Diego Electric Railway Company avails itself or the 

the authority herein grante~ 

IT IS HEREBY FURTHER ORDERED that this order will become 

effect1ve twenty (20) days -after the date hlS-reof. 

Dated at -rr£.at-I~--~~, California, this L~ ~ 
day of January, 1948. 
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