Decision No. 41453
EFORE TFE PUBLIC UTILITIZS COMIISGION CT THL STATE OF CALIFORNIA

In the Matter of the Application of )

WILMINGTON TRANSFORTATION COMPANY, a ) '
corporation, for an Order Authorizing ) Apnlication No, 23824
an Adjustment in its Passenger Farcs )

and An Inercase in its Freight Rates, )

C. P, Fennema and Gibson, Dunn & Crutcher
by Woodward M. ITaylor, for applicant
Roland Thompson, Georee Shaw and Rav Tavlor,
for the City of Avalon, protestant.

OPIXNIOXN

Wilmington Transportatlon Company is a corporation engaged
in the business of transporting passengers and property by vessel as
a common carrier between Avalon and The Isthmus on Sénta Catalina
Island andWilmington.l By this avplication it sceks authority to
establish inercased fares and rates and to effect certaln changes in
the rules and regulations applicable thereto.

Public hearings of the awplication were had beforc Commls-

sioner Cracmer and Examiner Freas on Janwary 7 and 12, 1948, and the

matter was subnitted for decdsion.

Applicant's present passenger fares were first established
as temporary_fares early ;n.lghe wnder an order of the Conmmission
(Deeision Yo, 35019; Y4 C.R.C. 36), and have been continuously in
effect to the present time, excent during.g period when service was
suspended during the recent war emergency.u In_19h7 applicant sought
authority to malie the temporary fares permanent. Following public

hearings, the Commission found that the further maintenance of the

l .
As of December 30, 1947, the legal name of applicant was changed
to Catalina Island Stearship Lines, Ine,

2
Applicant's rates for the transportation of property have been'in
effect in substantially their present form continously since 1935,
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tenporary fares had not been justified, and made its order aunthorizing
the establishment of fares which were lower than the temporary fares
but which were higher than the ones which the temporary fares had
superseded (Decision No. 40515, July 8, 19h7; in Seventh Supplemental
Application No. 24757). The effective date of the latter order was
stayed so that applicant might be afforded an opportunity in these
instant proceedings to make a complete showing as to passenger fares
and fre;ght rates vwhich it belleves presentfday operating conditions
justify. ‘
Since the time the Commission made its order in Decision No,
40515; supra, the company has made an extensive study of the various
phases of 1ts operations and as a result of such studiles has revised
certain qperating practices and agreements which it considers to dbe
outmoded. It bhas reviewed its revenue needs in the light of its re-
vised operations and in the light of the conditions 1t anticipates for
the future, and has concluded that the fare and rate changes which 1t
proposes are necessary to maintain its publie utility operations. The
proposed changes are generally set.forth and compared with the present
fares or rates in the margin below. The changes are set forth in
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rFassenger Fares between Wilmington and Avalon or the Isthris:

Temporary Fares Fares
Currently Authorized by Proposed

Effective . Decision 40515 TFares
Adult one way | § 207 5 2.25 $2.26(a
' ‘ 2.37(v)

Adult round trip 4,28 . 3.9% 3.96(a)

5.0%(b)

Special party fares ‘
30 to 99 adultu, ner aﬁult tlcket 3,76 . Cancel
100 or rore adulis, " 3.09 2.80 Cancel

Commutation book containing ) )
20 one-way tickets 15.00% 195.00% Cancel
10 one-way tickets - - $12.50

(a) Vieekdays, exclusive of Saturdays, Sundays, or
speclfied holidays.

(b) Saturdays, Sundays, or specified holidays.

* No change from fares previocusly in effect,

Ireight Pates between Wilmington and Avalon
Appllcant ProposSes to increasc present freight rates by
50 per ecnt.
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detail in proposed tariffs attached to the application.

Evidence was subnitted by applicant through exhibits and
Seatimony of i1tz general manager and of other witnesses including an
advertising expert, voluation engineers and a certified public
accountant. According to these witnesses, the business of applicant
is primarily that of providing tronsportation for pleasure seekers and
vacatlionists., The City of Avalon iz meintained principally as a
resort town. Compared to the transportation performed for pleasure
scelters and vacationists, thie volume of transportation performed for
those who travel of nccessity Ls small. In view of the nature of its
traffic the success of applicant's business depends to a great degree
upon its ability to induce pleasure scekers and vacationists to male
the trip to and from Santa Catalina Island. For this reason applicant
company considers it ncecessary to spend larze amounts of money for
advertising and for certain amuSﬁment foecllitics for its passengers
while they are achore at Avalon. The geoneral manager testifled
that the company has enjoyed a record volume of business during 1946
and 1947, which volume he attriduted largely to demand which had
acerued during the war and to general prosperity during the last two
years, He believed, however, that the present volume of traffic could
T . -

In the City of Avalon applicant company operates a bird park and
the upper portion of the casino wherein is located a ballroom. "It
also madntains 2 street orchestra and miscellancous attractions. The
bird park and the cosino, in addition to their amuscment aspeets, are
asscertedly of groeat value to applicant as focal points for its adver-
tising programs. The bird parls and casino propertics are operated
under a lease agreement wecently negotiated with the Santa Catalina
Island Company, owner of Santa Catalina Island, with the eoxeoption of
various proyertics within the City of Avalon. The Santa Catalina
Island Company is sole owner of the stocl: of applicant company. It
2lso owms and operates hotels and other accommodations on the island,
offers sightsceing and pleasurc trips by boat and motor bus, a theatre,
golf course, and other busincsscs and attractions on the Island, and

is cngaged in other activities such s furnishing to the City of
Avalon its water, clectricity and gas.




not be further maintuined without conslderable busincss~getting eflort
by the company and that the proposcd fare ddjustments and adver?ising
campaigns to promote travel during slacel periods were neccssary.
Financlal =nd other dato which weore submitted by applicant's
witnessos include analyses of nossenger volume, various revenue and
oxpense analyscs and comparisons, cstimates of 1948 revenues and
expenses, valuation figures for the physical propertics, and rate
base figures. Statistics of passcengers earriced show that the number
of passengers transported during 1947 reached o record figurc of
434,500, Analysis of the statistics indicates that approximately
70 por cont of the total number of passengers malie the trip to and

from the island during the monthis of Jun¢, July and August, and

that travel reaches its peak on Saturdays, Sundays and holidays.

The eoxhibits set forth revenue and oxpense figures in dotail. One
such oxhibit contains figurcs to show that oporating costs on the peag
days of travel oxcced thosc costs on othier days by about 45 per cent.
Another cxhibit; which peortains to the compony's frelght operations
only, indicates that the 1947 revenues, which totaled $106,183, failed
by $31;953 to meet out-of-pocket operating costs before allowance for
any jJoint costs of opeoration. According to a summary of applicant's
net earnings from 1920 through 1946; the company's public utility
operations have resulted in an average rate of return of 35per cent

on the value of the propertics devoted to such operntions.  Applicant
estimeted that 4f the proposed farcs and rates are in cffoct through-
out the year 1948 they will result in an inercasc of $67,000 in
passenger revenues and an ineronsc of $51;OOO in freight revenues.

The cstimated operating results for 1948 arc swmmorized in Table 1

The average rate of return shown is 3.6 per cent of a rate base
calculated on undepreciated costs of the propertics and 2.6 per cont
of a ratc basc calculated on the depreciated costs., Rate of return
figures for 1947 operations were not submitted. However, it can be
computed from the exhidits that the rate of roturn carncd from 1oW7
operations was less than the averages stated.s
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which 1s sct forth subsoquently herein. Rate hase figures weore de-
veloped and submitted on four difforent bascs to show the results
which would obtain Ifrom the valuation of the operating propertics on
the basis of undeproeciated original costs (sinking fund method), of
depreciaved originel costs (straight 1;20 nethod), of prescat replace-
The acecountant-witnoss

ment costs, and of prosent lair values.

stated that, consideration boing given to the noture of apnlicant's
operating propertics, 1T was hic vicw thot the rate base developed by
tne sinking fund mcthod provides tihe fairest basis for measuring
applicant's carnings.

Evidence zelating to applicant's operations was alsoe sub-
mitted by an accountont and a transportation cngincer of the Commise
steff, The accountant submitted o finoneial renert of
applicant’s operations for the cight moath-poriod cnded August 31,
1947, and the engincer introduced comparetive cstimates under present
anc proposcd fores of the operations during 19+& The cngincer's
cstimates differ from thosc of applicant's witnesses in thot his

revenue cstimates are somowhat lover and his expensc estimates arc

somewhat higher.
Tigurce in measuring the anticipated oncratine rasults.
The eostimates for 1948 which were supplicd

Morcover, the ongincer cmploved o lower rate baso

by applicant's
witnesses and by the Commission ongincer are summarized and set forth
in Table I vhich folloys:

6

Current rate base figures so

Deprecioted orizinal costs
Undoprecisted original cost
Presont reoplacement costs
Present falr value

. The difference in rate base fi
in estimetes of the working copit

ol
(

cveloped were as follows:

f!Sl;ooe ,553
6,636,c62
2,465,580

stralght line ncthod)
inling fund method)

gurcs is duc largely to a différence
2l requirenents of the company.
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TABLE 1
Estimated Results from a Year's Operations
Bascd on Revenue ond Expensce BEstimates for 1948

(Figures are stated in thousands of Dollars)

APTLICANT COMMISSION ENGTINEER

Proposed Fares Present Fares Proposed Fare
(2) (L) €D 215 12)

Operating Revenues $2,209 $2,209 $2,082 $2,082 $2,168 $2,168
Operating Expenscs 2,100 2,064 2,161 34132 2,161 2,137
Net Operating Revenues & 109 § 145 (78) (&) 7 31
Income Taxes Ll picke - - 2 9
Net Operating Income $ 65 & 87 & (7)) (Eo)% 5% 22
Rate Base $1,003 $2,518 & 730 $2,273 § 730 $2,273

Operating Ratio 95%  93.4%  103.8% 102.6% 99.7% 98.57%
(Before Income Taxes)

Rate of Return 6.48% 3.46% 69%  .95%
(After Income Taxes) _

Indicates Loss *  Adjusted figure

(1) Assumes depreciation expense comnuted on a stralight-line basis
and the stralght-line method followed for caleculating rate
base.

(2) Assumes depreciation expense computed on & sinking-fund basis and
the sinking-fund method followed for calculating rate base,

Note: - In the calculation of sinking-funé requirements, appli-
cant employed an interest rate of 6 per cent whereas
the interest ratec uscd by the engineer was 3 per cent.
Annual charges to depreciation exnense would be lower
under applicant's method of caleculation.

I\
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Cranting of the application in sc far as it pertained to
restrictions on the use of commutation tickets, was opposed Ly repre~

sentatives appearing for the City of Avalon. These representatives

withdrew tihieir protest upgn amendment of the restrictlions involved by

stipvlation of applicant.

In this proceeding anplicant undertool: to make a full show-
ing of its operations to justifly the fare and rate changes it seeks
to establish, In gencral, the record well substantlates applicant's
contentions that the proposed cianges are reasonable and necessary.
although considerable variation is showvn in the foregoing table be-
tween the estimates of 1948 opnerating results which were submitted by
applicant and by the Commission engineer, it avpecars that such vari-
ations largely represent differences in judgment. It appears that in
certain instances the exnense estimates of anplicant may be low in
relation to the expenditures it will be called upon to make during
the ensuing year. Some question may be ralsed as to whether a portion
of the expenses chargeable to appllicant for the overation of tihe upper
portion of the casino arnd of the hHird parl should be borne by the
Santa Catalina Island Company, since enterprises operated by thls com=-
vany uwndoubtedly share In the benefits accruing from the operation of

the ¢asino and the bird nark. On the other hand amnlicant undoubtedly

Applicant originally sought authority to restrict the use of commu-
tation ticliets to the purchaser only, but agreed to the amendment of
the proposed restriction to permit the use of commutation ticliets by
the purchaser thercol, his wife, and hils dependent children providing
that such users will sign the boolis of tiecliets at time of purchase.

9 .

One proposcd change, to inecrcase classification ratings on certain
articles, was not supported by evidence. Authority for such change
will be denicd. Applicant may suvpply evidence with respecet to this
change in a separate proceeding.




dcrives some benefits from the Santa Cotalina Island Company cntor-
priscs. Vhat adjustments, if any, should be made in the charges for
the casino and bird park cannot be mode on this rocord. However, we
belicve it unnccessary to resolve any questions as to the precise
charges for the bird nark or casino opcrations or as. to the varictions
betwoon the cstimates of the applicant's and of the Commission
witnesses. Consideration being given teo the naturc of applicant’s
tusiness, that it is primarily an amusement business and subacct to
the greater risks of loss that usually ﬂttcnd such businesses, it is
clear that the inercased fares and rates will not result in exeessive
revenues. We coneclude and find as o faect that cxeept as notoed in the
order which follows, the proposcd fares and rates arc justificd. The

application will be granted.

Public hearing hoving been had in the above entitled oppli-
tion, full considerction of the matters and thingu invelved having
been hud, and the Commission being fully cdvised, |
IT IS HEREBY ONDERED THAT

(1) Catolina Island Stcomship Lines, Ine. (formerly

Vilmington Transportation Comnany) be, and it is hereby authorized to
¢cstablish and to assoss for transportation rerformed between Avalon
and The Isthmus, Santa Cataling Island; and Wilmington; increasecd
fores and rates and to revise its tariff rules ~nd rcgulations; as
such fares, rates, rules and rcgulatiops are sct forth in its proposcd
Local Passenger Tariff; Cal. P.U.C. No. 21 and its proposed Local
Freight Toriff, Cal. P.U.C. No. 7, which tariffs arc attached to and
are part of its application; oxcopt that |
(a) The rulcs and regulations so cstablished as pertaining

to commutation tickets shall not be more restrictive than those to

which applicant agrced by stipulation ot the hearing in this

procceding; and oxeept thot
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(b) Tho authorit vy grantod herein docs not extond to the
cstoblishment of the increases in classification ratings as
included in the proposced Local Freight Tariff, Cal, P.U.C. Wo. 7.

(2) Tariff £1lings node pursuant to the authority herein

granted may be mede offeetive on not less than one (1) day's notice
to the Commission and to the public,

IT IS HEREBY’FURTHER ORDERED ' that'in all other respects the

application in this proccoding bo and it is horcby denicd.

This order shall become cffective twenty (20) days from the

date hercof. )

Dated ot San Francisco; Californié; this JéZ:f\day of

/, 1948,

J@/;@jf///vm/!/

CommIssioners




