A.29921-A},f

Decision No. 42735
BEFORE THE PURLIC UTILITIES COMMISSICN OF THE STATE OF CALIFORNIA
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highway carriers and water lines for) Application No. 29921
authority to increase freight rates ) )
and charges (1948). )
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QPINION

Applicaents are California rail lines and their cbnnecting
highway and water carriers. The general lével of their intrastate
freight raies and charges was last considered in Application No.
28744, Decisions Nos. 40892, 47 Cal. P.U.C. 529 (1947) and 41221,
L7 Cal. P.U.C. 742 {1948), as amended, authorized, with certain
exceptions, increases zggregating 20 per cent. Like increases on

interstate traffic within western territory had been granted by the
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Interstate Commerce Commission in Ex Parte No.- 166,Increased Freight

Rates, 19L7. Applicants now ceek authority further to increase their

rates and charges by L per cent, subject to maximum increases of

6 cents per 100 pounds for fresh fruits, vegetables and melons, and
L cents per 100 pounds for suger and forest products’l No fufther
adjustment is sought in rates and charge; for perishable protective
services. The increases here proposed are the same as those author-
ized by the Interstate Commerce Commission on interstate traffic
within western territory (other than zone 1 of western trunk-line
.territory) by order dated December 29, 1648, in Ex Parte No. 168,

Increased Freight Rates, 1948. The interstate adjustments were made

effective Januvary 11, 1949.

Public hearings on the proposed further increases on
intrastate traffic were subsequently had at San TFrancisco before
Commissioner Craemer and Examiner Nulgrew.

The rail lines are seeking a 13 per cent advance in the
level of their interstate and intrastate rates on a nation-wide
basis. The L per c¢ent increase in western territory granted by the
Interstate Commerce Commission, as well as the greatver increases
(5 and 6 per cent) in other terr?tories and interterritorially, is
an interim adjustment pending full hearing on thé 13 per cent pro-
posal. Representatives of state regulatory égencies, including
Commissioner Potter of California, sat with the Interstate Commerce
Commission throughout the hearing and oral argument. The proposed
L per cent interim adjustment oI intrastate ratcs is baséd on the
extensive record developed by that Commission and incorporated herein,

and on additional evidence relative to applicants' revenue require-

ment Se

1

San Francisco and Napa Valley Railroad, operating between Napa
Junction and Mare Island, seeks no increase in its local rates.
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Since the 20 per cent upward adjustment of applicants'
rates pursuant to Ex Parte No. 166 and Application No. 28744, they
have been required to raise wages of operating employees 10 cents
per hour. Tinal settlement of the wage and hour demands of non-
operating employees awaited a ruling from the President's emergency

board at the time of the hearings on the instant application. Three

of the four major California rail lines estimated their nonoperating

wage expenses for 1949 on the basis of an increase of 10 cents per
hour, but without provision for any reduction in the work week; the
fourth used 7 cents per hour and macde provision for a reduction of
from L& to 4O hours in the work week. Their estimates of additional
wage expense for 1OL9 and of the revenuve which would be produced
during that year by a 4 per cent increase in their interstate and
intrastate rates are shownlbelow:

Southern Union Western
Santa Fe P«cific Paczflc _ Pacific

Wages $20,24L0,000  $19,613,174 $12 LBO 270 $1,386,115
Revenues 16,180,000 la,;SQ,OOO 9,519,000 1,622,000

Under the emergency board's subsequent ruling, nonoperating
cmployees! wages were increased by 7 cents per hour, retroactive to
October 1, 1948, and, effective Septembar 1, 1949, the work week of
these employeces will be reduced from 48 to 40 hours. Computations
made on the basis of Southern Pacific's estimates show that in-
creased wages of 10 cents per hour for operating and 7 cents per
nour for nonoperating employees will amount to approx;mately
$15,000,000 during 1549, a sum greater than the $14,589,000 in
additional revenue anticipated by that carrier. The effect the
LO-hour week will have on its expenses cannot be determined from

the record. The figures submitted by the other lines afford no
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basis for adjusting their estimates of increased wage costs.
Applicants claimed that over-all price levels for materi.

als and supplies, including fuel, have also increased since the
rail rates were last adjusted, notwithstanding recent reductions
in fuel oil and certain other items. Estimated 1949 operating
results submitted by the four major lines and giving efféct t¢ the
wage adjustments, the increased prices, and 4 per cent higher rates,
together with operating results for 1948, are set forth in the
foliowing tabulation:

Operating

Txpenses Net

(including Operating

taxes) Income

$436,932, ooo $43, 594, OOO

Revenues

$L80; 526, OOO

Santa Fe 1949

Southern
Pacific

Union
Pacific

Western
Pacific

1948

1949
1948

1949
1948

1949
1948

526 734,000

L62 939,000
L58 081 279

439, 306 000
37 583,000

L8 595,000
L4, 038,000

h58 018 000

437,231,000
L22, 52& 887

402, 586 000
395, 607 000

&3 ,3435,000
38,700, ,000

68 716 000

25,708,000
35,556,392

36 720 000
4L, 976 000

5,252,000
5, 338 000

According to the carriers, their rates of return for
1949 with L per cent higher interstate and intrastate rates would

be lower than those for 1948.

The indicated reductions are from

6f32 to 4.0l per cent for the Santa Fe, from 3.22 to 2.33 per cent
for the Southern Pacific, from 4.40 %o 3.85 per cent for the Union
Pacific and from L.48 to L.LL per cent for the Western Pacific.
The estimated rates of return for 1949 cannot be adjusted to re-
flect the nonoperating employees' wage and hour settlement from

the information of record.
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Applicants! witnesses testificd that their revenue ¢sti-
mates were overstated. They explained that thesce figures'did not
aalke allowancce for the interstate incrcase not hecoming cffective
until Jenuery 11, Yor the subscquent cffcctive dates of Intrastate
incrcuses, and for the limiting cffcet of the maximum incrcascs 6n
various commoditics. They 2lso claimed that thelr cstimates falled
o glive f0l1l effcet to the tralfl osscs zttridbutable to the scvere

wintor weaticr, ineluding the attending destruction of perisnable
b Y & p

¢
commoditics, or to a prospective dowvmtrend in gencral business

activity.

In rcegard to opcrating results from California intrastate
traffle, applicants represent that such rosults would he gencrally
comperable to those hercinbefore sct forth for thelr systomevide
opcrations, They point out that interstatc and intrastate operations
cre commingled. It 1s not practicable, they claim, to assign or
cven approxXimate expenscs for intrastate business., Such cxpensces,
they insist, would be no lower than interstate cxXpenses. '

Showings similar to thosc madce by the fowr major lincs
worc submitted by various other applicants. They indicate thot on
the whole the opcrating results of thesc carricrs have beon and will
be less favorable than thosc of the najor lincs.

)

Applicants clainm that they have cffceted operating ccono-

N4

nics and improved <ifficiency. In this regard, their witnesses sub-
mitted studics showing that thcy have hettered thel utilizatioh of-
motive power and other cquipment. They rcferred, as illustrative
of action which had been taken, to the installation of centralized
traffic control systems, to thc substitution of dluscl for stcam
power, to the wsc of mecharnieal devices to reduce maintonance and

opcrating costs, and to the abandonment of unprofitable scrvices.
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They asscrted, however, that the cconomics and inmproved c¢fficicncy
had been more than offsct by higher wages.

A traffic witncss testificd that the carricrs' considercd
Judgment was that the requested % per ccent interim inercasc would not
moterially affcet the amount of roil traffic aandled in competition
with other mecans of transportation. He pointed out that therce were
nuzerous instancces where intrastate and infcrstatc movements were
compcetitive and that failure to make like rate adjustmcnts would dis-
turt long standing compctitive relotionships. He also pointed out
that the rail lincs hcd cstablisacd uniformity in intrastate and
interstate rates between Californic points, that it is often diffi-
cult readily to determine the churacter of the traffic, and that
maintcnance of the same rates for intrastate and interstate traffic
avoids difficulties and wunccrtainties in determining applicable rates,.
Hc cmphasizcd that, to the cxtent that intrastate rates are not ad-
justed to the % por cent interim dasis, the carricré’ rovcﬁucs will
fall short of the amownt thc Interstate Commcerce Commission found
neeessary in Ex Parte 168, supra.

Various shipper interests opposcd the granting of the
sought incrcascs. In general, their positién was taat further
freigint rate inercascs cannot be passed on to their customurs and
would Givert traffic to motor truck operations (both for-hirc and
proprictary), and that intrastate inereascs should bé'hcld in abey-
ance wntil the 13 per cent inercasc proposal is disposcd of by the
Interstatec Commerce Commission. Requests were mode for exempstion of
specificd commoditices.

A rcpresentative of the Canncrs' League testificd that
the sougnt rate advances would further handicap its members in roach-

ing competitlive markets, add impetus to the deeccntralizaotion of thc
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industry, and homper processing and distridbution of the
agricultural products.

Witnesses Tor the beet sugar industry said that a rail
rate advance would rcduce the acreage in sugar bects and that in
othcr producing states intrastate rates had not been inercascd.

Ccment shippers testificd that prior to 1940 virtwally
all cement was shipped by rail; thot the car shertages of the post
fow years had forced diversion of considerable cement traffic to
trucks; and thet, oven with tac currcntly imprévcd car.supply, rail
tonnage had continucd to declinc beesusc of thc lower cost of truck
‘transportation. Somc of the cement shippers, whilc opposing any
inercasc, urged that should an incrcasce be found nceessary it be
cstablished on o flat basis in order to prescrve competitive rate
rclationships. Rock, sand and gravel produccers and'graih and hay
shippers oppescd the sought inercasce for rcasens similar to thesc of
_thc cement shinppers.

The represcntative of o peint and insceticides firm
stated thoat his company had wndertalken proprictary operations for
loeal traffic. Further roil rate inercascs, he said, would

cneourage cxtension of this operation to other hauling.

The traffic manager of & fivbreboard prcducts company and

its subsidiarics testificd that his company had gradually shifted
traffié to truck transportation, and that 2 further rall rate in-
ercasce would accclerate decentralizotion of various'production wnits
with the attending reduction in transportation rcquircmcnts.‘

Tne doiry industry contends that prcfcrcnfial treatment
has been accorded other commodities and that the rates for its

products arc unjust, unrcasoncble and prejudicial.
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The forcgeing objections arc to-; large cxtent similar
to thosc offcred i Application No, 23744, supra. Certain other
shippors were peraitted to inecerporate lilc tcstimbny in thdt appli-
ecation in the instant record by roference.

The record is persunsive that the additional revenuc which
would be produced by & & per ccnt inercasc in applicanté' intrastate
and interstate rates would not apprcciably_cxcccd the inercase in’
wage costs. Indeced, it is doubtful that the rate increasc wovld be
cnougihh to offsct the higher wages. Appliconts have shown, morcbvcr,
that other ¢xpensces have inercascd sinec the level of their rates
wes last considered by this Commission. There is no reusonnble
cxpcetation that, in the face of curront césts, operating results
cquivalent to or better than 1943 would result under 4 per cent
higher rates. It is clear thet applicants' carnings under the sought
rate level weuld not be execssive, | |

The shippers' objections to the propoéed inercascs arce

ascd largely on potenticl losses of rail traffic. This is a revenuc
procceding. Consideration must nceessarily be given to app;icants'
over=all requiremcnts. The extent to which commercial and traffic
conditions, including‘compctition with othcf mcans of transportation
angé poicntial decentralization of industry, moy reéuirc rail rate
adjustnents 1s not 2 motter suscceptible of being disposcd of on the
recerd thus far mede. In view of applicants"dcmbnstratcd nécd for
greater rovenuc, autherization of the proposcd ineroascs should not
be withheld for this reason. The conclusions hercin arc without
prejudice to thosce which may subscqucntly be¢ reached in this or such
other proccedings as may arisc,

Upon corcful consideration of 2ll thc Tacts and circum- .

stances of record, we arc of the opinion and hercby find that the

-
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proposcd interim increnses in rates and charges arce justificed., In
authorizing thesc inerctscs the Commission docs not make any finding
£ fact os to the reasonsblencss or lawiunlness of any particular

rate oOr ¢canrge.

INTERIM ORDER

Futlic hcearings having been had in the above-cntitled
appiication, and bascd upon the ovidence of rcecord and upon the
conclusions and findings sct forth in the preccding opinion,

IT IS EEREZY ORDERED thot the interim increases involved
in the above-cntitled application be and they arce hereby granteds
and that the inercoscs herein authorized moy be cstablished within
sixty (60) doys after the effective date hereof on not less than

ive (9) days' notice to the Commission and to the publie,:

'IT IS EZREBY FURTEER ORDERZD that the increases herein
authorized shall apply in connection with basic Sreight rates and
charges (including rates and charges for the transportation of milk
and cream in passenger service), except'rates and charges for per-
ishabie protective services. DBasic freight rates and charges are
- defined as those nov in effect, whether established by order of the
Commission or voluntary act of the petitioning carriers, iﬁcluding
any rates held ﬁnderlsuspension anG investigation orders. Basic
freisznt rates and charges iﬁclude rates prescribed by outstanding
orders of the Commission, 1f any, when and as the rates therein
sreseribed become effective, and alsc rates pubiished by the car-
riers and on file with the Commission prior to the effective date
of rates apd ¢harges authoriéed by the Commission in’this proceeding.

IT IS HEREBY FURTHER ORDZRED that applicants be and they

are nereby authorized to depart {rom %the provisians of Séction(2#(a)
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of the Public Utilities Act to the extent necessary to effect the
incrcasc herein authorized. . _ .

IT IS HUAEBY SURTIED ORDIRED that applicants be and they
are hereby autheorized to publish the inereased rates énd charges in
the form authorized by the‘Intcrstaﬁe Commercce Commission. To the
exteht departure ffom the teorms and rules of Tariff Circular No. 2
of this Commission is required to accomplish such pubdblication, au~
thority for‘such departure bo and it is heredy granted.'

IT 1§ HIREBY FURTHER ORDERED that the authority herein
grantecd 1s subject to the express conditibn that applicants will
never urge vefore this Commissién in any procceding under Section 71
of the Pudblic Utilitics Act, or in any other procecding, that the
opinion and order herein constitute a finding of fact of the reéson-
ableness of any pasticular rate or charge, and‘that the £iling ‘oi‘.i
rates and chargcs pursuant to the authority herein granted will $é
construed as conscnt to this condition. -

17 IS HEREBY FURTHEER CADERED that the Commission shall
have and it docs horeby retain jurisdiction oflthis procééding for
the purposc of altering or amending the lncreases hbrein suthorized
and for the purposc of cstablishing or ‘approving such other %
as may appear proper in the light of other or further evidence
recoived herein. | |

This order shall become cffective twenty (20) days after
the date hereof.

Dated at San Francisco, California, this _/3___ day of
April, 1949. |




