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Decision No. 41151

BEFORE THE PURLIC UTILITIES COIMISSION

In %the matter of the Application of
San Dicge “1ect*1c Ratlway Company,

a CquOT”T on, fer an investigotion
by the Publlc Utilitles Conmmission of Application No. 2808
the reesonablencss of the ratves, (First Supplercntu*)

churges »ules, regulations and ApplLCthon for an Order
practices of scid ecorporation in the )Vacating Order Creating

Citles of San Dlego, East San Diego, Deprec1ﬂt1 on Reserve
hau*o“\l City znd Cbula Vista in Fund
San Dicgo County.

APPHARANCES

Eerrost A. C
Scbumu & Clari, for Applicant; J. F. Lu Paul,
City Attorney, S. J. Figsins, Assistant City

Att o*ney, and’ W, H. Lines, Rate Consultant, for

City of San Dikee, Protectant.

Cobb and Morrison, Hohfeld, Foerster,

In this supplemental appiication, 1lcd July 2, 1947,

San Diege Zlectric Rallway Company requests tl 001mls lon o

vacate that portien of its order in Deeision Neo. 6834, dated

Novenber 14, 1919, which requirces the company o establish ond
maintain a deprecintion fund, =nd to authorize epplicant to dis-

continue said fund.

Public hearing was had in this matter, 2t San Dlego, on
August 8, 1947, at which time the City of San Liego appeared aos
the so0le protestant. The matter was submitted subject to the
Tiling of Ybriefs, which have been reccived, and is now ready for

decislon.
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The deprecintion fund in question was established by
order of Decision Ho. 6836, dated November 14, 1919, anc - later
modified by Decisions Nos. 11709, dated February 21, 1923, and
18842, dated September 29, 1927. The first decision ordered the
company to

nget aside ond pey in%o a separate depreclation fund

meataly the sum of 318,000. AlL eornings of the fund

from whatever source and to whatever amount shall be
28ded to the depreecistion fund. This depreciation
reserve fund shall he held and accounted for under the
direction of, and shall not be used withoutl th
authority of this Commission.”

Decision Ho. 11709, dsted February 2L, 1922, reguired
the company to deposit monthly in the deprecistion fund an
amount equal to 1/12 of the annual chorge for depreciotion in
lieu of the 318,000. Because of the company aceruing its cepre-
clation expense on o straight line basis, the company was by
Decision No. 18842, dated September 29, 1927, rclieved of the
obligation of adding te the fund interest earned on monsys or

cecurities in the fund. Since that declsion, Tthe interest on tne

fund hos been reported under "Other Income".

Applicant, pricr to Docision Ho. 6836, included in
operating cxpenses an a2llowonce for deprecilation in its proper-
ties and ecredited the amounts as provided in the system of
aceccunts o its depreciation reserve. In Decisicn No. 6836 the
Commission questioned the depreciation practices of applicant
and fixed, as of the date of the declisicn, the amount which
applicant should include in operating expenses because of aceru-
ing depreciation. The amount so included was, as forierly,
credited to the depreciation reserve. The decision, however,

went one step further and dirscted applicant to tronsfer monthly




from 1ts cash account to 2 deoreciaticn fund = sum equal to its
depreciation expense. The amount fixed by Declsion No. 6826 os
depreciation expense was subleet to change from yoar to year be-
cause of the acculsiticon and rotirement of properties. Since
1919 applicant's talance sheets have shown the amownt in its
denrcciation reserve and nlso the anount in the depreciation
fund. As of December 31, 1946, it reports $7,079,290.34 in its
deprecinticn reserve and $6,556,408.94 in its depreciation fund.
This procceding does not involve any change or adjustnent in
applican®t's depreciation reserve. We elieve that the reserve

s adequate. Under the system of accounts no adjustments may be
made in the depreciation reserve bacause of excessive or inade-
juate aceruals of charges for depreciation without waking appli-

ation to tho Commission for zutherity to maike the adjustments.

¢
The abolition of the depreciation fund does not ipso facto make

any chanyes in the depreciation reserve.

The record shows that applican® has maintained its de-
preciation fund acceunts In accordance with the Commission's
order. It has construed such order to mean that the aoney in
the fund could be used only to reploce property un*ts worn out or
retired by property in kind. At the time of the estatlicshment cf
the deprecintion fund, applicant!s operation was entirely that of

an electric roilway system. Subseguent to that time 2 major

] ! af and re
sortion of th rail operctions have beetl 4DANMONAL ZNG repkaced
with motor coach service. The meost recent wnnjor rall avandonmeat

waes dn June, 1947.

Applicant now operotes 304 buses which, during June,

1947, performed 86% of the vehicle miles operated, as compared to
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14% by 79 street cars. This transitiorn has completely changed the

original plan for which *the fund was established in that 60% re-
presents acceruals on tracks, equipment, substations, and other
rail facilities, and 40% other types of properties. The City of
San Diego in Exhibit "L" reports the amount in the depreciation
fund on Pecember 31, 1946, at $6,656,469. It estimetes thaot of
this amount £4,020,582 is "permanently frozen" vecouse rail
facilities will not be replaced with like rail facilities, and

that $2,635,887 is available for replacements.

The money in the depreciation fund is presently in-
vested with the J. D. and A. B. Spreckels Company, owner of all of
applicani's outstanding stock. The Sprecikels Company is paying
applicant 337 interest on such moneys. Applicant urges that if it
is required to maintain the depreeciation fund, or any part
thereof, it should be included in the rate base and applicant be

pernitted to earn a falr return thercon.

The conditions that gave risc to the Commission's order
directing the ceompany to estabdlish and maintain a depreciation
fund do not now prevail, znd have not for some years past. The
record shows that applicant has f{inanced the purchase of equip-
ment without recourse to the depreciction fund. In doing so, and
also to maintain in part the depreciation fund, it borrowed money
from the J. D. and A. B. Sprockels Company. As of August 31,
1947, it was indebted to that company in the amount of
$3,124,871.82. The testimony shows that if the Commission grants
applicant's request it will use money in the depreciation fund to
pay such indobtedness. We expect applicont to carry out this

comnitment.
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The witness for the City of San Diego testified that he

and the City would oppose the establishment of a denreciation

fund Initially at this tinme., In reg#rd to the present fund he
testified "I think 1t was a swell theory in the year 1920 but it

is outdated and outmoded and will nof'work and has not worked and

it ought to be abolished." He further testified that the coavany
should use the money now in the fund first, to pay the debt due

the parent company and second, the balance should be placed 1n the
general cash account of the company, subject to the proviso that

it be used by the company to pay the cost of additions and petter-
ments to its properties or pay the cost of replacement of properties.
The City of San Diege in its opening brief took a position consistent
with the testimony of its witness, but in its reply brief asxs the
Commission to deny the company's application, However, the City

is willing that the Commission should remove any restrictions
heretofore placed upon the fund in so far as such restrictions reguire
moneys in the fund to be used only for the replseing of worn-out
property with property of like kind or character. -

We have studied the record and briefs submitted by the
partles. Section 49 of the Public Utilitles Act authorizes the
Comnission to require a public utility to establish and maintailn
a depreciation fund. The authority %o require the establishment of
such a fund implies the authority to disestablish the fund, when
such action is in the public interest, " We find that it 1s in the
public interest to abolish the depreciation fﬁnd of San Diego
Electrlc Rallway 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 actlion taken
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hereln the company is not being relieved of any of its public
utility obligations.

FIFTE_SUPPLEMENTAL ORDER

A public hearing having been held and the Commission
having considered the evidence submitted at such hearing, and it
being of the opinion that the request of San Diego Electric
Railway Company should be granted, therefore,

IT IS EEREBY ORDERED that the provisions 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 Diego Electric Kailway Company
to establish and maintain a depreciation fund be, and the same
are hereby, vacated and set aside, provided that the company pay
1ts indebtedness to the J. D. and A. B. Spreckels Company at the
time the San Diego Electric Railway Company avails itself of the
the authority herein granted.

IT IS HEREBY FURTHER ORDERED that this order will become
effective twenty (20) days after the date hereof.

Dated at _Aén./\%ww;ua, California, this 4¢a

day of January, 1948.
> TN




