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Decision No. 45205 

BEFORE THE PUBLIC UTILITIES CO}lliISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of ) 
KEY SYSTEM TRANSIT LI1~ES for an order ) 
1ncreasing and ~djusting r~tes ~nd ) 
fares for transportation of passengers ) 
between points 1n the Counties of ) 
Alameda and Cont.ra Costa, and the ) 
City and County of San Fr~nci$co, in ) 
the State of California. ) 

App11cation No. 31179 

Donahue, Richards, Rowell & G~llagher 
Richards and George E. Thomas, for 

J. F. Coakley, Douglas R. Dunning and David I .. vlenclel, 
for County of Alameda; John W. Collier, J. F. 
H~ssler, and Loren W. East, for City of Oakland; 
Ross Miller, Fred C. Hutchison, and Robert T. 
Anderson, for City of Berkeley; Edward R. Plotner, 
for City of Albany; Arthur M. Carden, for City of 
San Lcandro; ltJallace V!. Everett, Jr., for City of 
Piedtlont; P. \'1. Barnard, for Alameda Citizen's 
:ransport~tion Association; Thomas M. C~rlson, 
I'Ja.yne E. Thompson, and Free,erick Bold, for City of 
Richmond; Ri.chard C. Johnson, for City of San Pablo? 
John Fic1-din, for City of HaY\'rard~ and Clifford C. 
Anglim, and Edwin S. Ro\rell, for City of El Cerrito; 
protestmts. 

C~rl Froerer, James Clark, Stanley D. Whitney and 
JOhl"l F. Hanson, Jr.;. for City of Alameda; vlilliam H. 
QUinn, for City of ~meryville; Dudley Frost, for 
DowntO'."n Property Owners Association and the Downtown 
Herchants Association; Di'on R. Holc o.l"l.d. Paul L. Beck, 
for City and County of San Francisco; und ~~s. Kathie 
Zahn~ in propria persona; interested parties. 

\~ilson E. Cline, John F. Doncvan, T. A. Hopkins, Ward. 
Hall, Timothy.C~nty and James Gibson, for the 
Commission Staff. 

Q.I:INIQ.li 
Key System Transit Lines opero.tes a unified tro.nsportation 

system consisting of interurb~n rail lines and passenger stage lines 

within and bet~!cen various comrnunitics of the East Bay in the Counties 

of Alameda and Contr~ Cost~, o.nd between the East Bay communities and 
1 

San Fro.nci·sco. 

~-----------,----------------------------------------------------lGeogro.phically, the East Bay area involved is 0. strip of territory 
30 miles lo~ and approximately 4 miles wide. It is bounded on the 
south by Ho.Y"."D.l"d and on the north by Richmol'ld and is hemmed in by the 
Contra Costa hills and the San Fr~ncisco Bay. 
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In this proceeding applicant seeks authority to increa.se 
2 

certain of its system-wide fares for the transportation of passengers. 

Public hearings of the application were held in Oakland 

before Commissioner Potter and Examiner Laxe ~~d the matter was sub-
3 

m1tted November 2, 1950, upon the filine of brief's. Evidence was 

offered by the app1ica~t, by eleven East Bay cities and the County of 
4 

Alameda and by members of the Commission's staff. The record made 

consists of 1465 pages of transcript of testimony and 24 exhibits. It 

required 15 days of hearing. 

Applicant's position, briefly stated, is that the present 

fares are insufficient to meet the costs necessarily incurred in con­

ducting the system operations. In addition it alleges that the con­

tinuing decline in passenger traffic and the increased costs of opera.­

tion have made the balo.nc'j between adequate service a.nd a financially 

sound operation untenable. 

The Cities and County Group1s contentions, in chief, arc 

that the prGsent fares are adequate to recover the costs of operation 

and to produce a reasonable return on a valid investment. It alleges 

that applicant's account of its net investment j.s va~tly overstated; 

that its antiCipated expenses for the future are in excess of tho=e 

which may reasonably be cxpected~ and that its forecasts of revenues 

under the present fares are understated. 
___ • __ ot ~. __ ... 410._ ... _~ ___ '_"_'4<'_~ ...... _,,- __ , .. , ......... _ ........ -----,..,--.. -.-'-

2The present and proposed fares here in issue are set forth in the 
appenaix attached hereto. 
? 
~The record contains eVidence, developed by protestants, with respect 
to transactions in the securities of the parent corporation 'by present 
and tormer officials of the carrier. Upon consideration of a.ll of 
'the facts and circumstances oi.record applicant's motion to strike 
is denied. 

4The group of cities is comprised of Alameda, Albany, Berkeley, 
El Cerrito, Eceryvillc, Hayward, Oakland, Piedmont, Richmond, 
San Leandro and San Pablo. The protestants will hereinafter sometim~s 
be referred to ~s the Citicz and County Group. 
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Bec~usc or the scope or th1s proceeding and the nature o~ 

the ov1~cnco submittod, it is des1rnblo th~t ~ synopsi~ ot the his-

torical background of th~ applicant and its predecessor companies 
preface this opinion. 

The op0rations conducted by Key System arc the outgrott,th 

of service co~~enced by predecessor companies more than 80 yenrs ~go. 

By consolidation in 1912 of the then existing separate companies, a 

u.~1ficd transportation system was.formcd. It was known as the San 

Francisco-O~~land Terminal Rail'\ol:lYS. 

The properties of that com~any wore sold in 1923 under 

court decrco or foreclosure because of the inability of the utility 

to m~ct it~ oblie~tions. As a result of this sale a n~w corporation, 

the Key System Transit Company, was created. The new corporation took 

ove:, the oporations .'lnd o'·','11cr~hip of ne:arly all of the properties pre­

viously controlled by tht;) San Francisco-Oakland Terminal Rail"rn.y~. 

In 1930, the properties were again sold at a judicial sale. 

In this inst~ncc th~ s~le ~l~o resulted from the f~ilure of tho utility 

to po.y interes t on it:; c.ebts .o.nd from. the filing of $. court suit in 

wl"~ich foreclosure of Dlortgaees '\ira.s sought. This sale resultod in ~ 

roorganiz~tion of the utility as follows: 

The Railway Equipment and Realty Company, Ltd., 

~ nonutility' holding company, to control the 

stock of 4 separate oporo.ting utilities, viz.: 

(1) Key Syste~, Ltd., to opcr~tc the transbay 

r~il lines; 

(2) Key ~erminal Railway, Ltd., to operate the 

ferries and tcrmi~ls in San Fr~ncisco B~y; 

(3) East Bay Street Railways, Ltd., to operate 

the street c~r linc~? ~nd 

(4) E~=t E~y Motor Coach Lines, Ltd., to oper­

~tc the motor coachos. 

-3-



A. 311 79·:: .. ::· - PH 

In 1934 the motor conch oporations were transferred from 

the East Bay i\~otor Coa.ch Lincs 1 Ltd., to the East Bo..y Street 

Railways # Ltd. Sub:;equently nnd by sevoral transf.\.C tions the se oper- . 

e.ting utilities were combined in what is now known e.s the Key System 

Transit Lines. However, tho Railway Equipment and Realty Comp~y, 

Ltd., relationship to its subsidlary utilities did not materially 

ch$nge. Por ro:t0-~!laking purpose s we consi der the Railway ECl,uipment 

c.nd ~cc.l ty Company :l."ld Key S~rstem Transit Lines as one company- The 

parent company is presently controlled by the National City Lines. 

Ito acquisition was c.ccomplished throu~~ the purchase of a majority 

of the stock in 1946. 

For ~cny yoars the operations were conducted with electric 

trains and ferry boats in the transbo.y sarvice and with street cars 

in the East B.ly area. 

, 
'. 'rhe train-ferry service was supplemente d in 1937 when the 

carrier Wc.s authorized to ina~gurate motor coach service via the San 

Frnncisco-Oo.k1and Bay Bridge between San Frnncisco, on the one hand~ 

and Rich!:1ond# East Oakland and Hayward, on the other hand. Ferry 

service w~~s discontinued in 1939 at which ti."nc the trains commenced 

operating over the Bridge. 

As early ~s 1924 the th~n existing company commenced 

repl~cins its street curs with motor coaches. This transition com­

~enced with conversion of fceder lines nnd spread to the more 

!1.0 n.vily trc.velcd trunk line s until ~.l!lrch O:l 1948 when the Changeover 

w~s completed. Since that time Key System has carried its local 

pc.ssengers w!.thin the Ea.st 30.y area on motor coachcs except those 

transported on the trc.nsbc.y interurban rail e~ipment. 

The cqlipmcnt presently utilized in conducting the unified 

opcrn.tions consist~ of 88 o.rtic~lated 0lectric train units and 616 

motor coc.che~.5 In add1tion,the operations require land and roadways, 
5 

Of the 88 n.rticulc.t~d train units, 37 are owned by the California 
Toll Bridge Authority and are leased to the carrier. In addition, 
a.pplicant has available for standby emergency service 5 electric 
interurban cars which were acquired from the Sacramento Northern 
::1ailwa.y Compc..ny. 
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tr~ckage for trai~ service, storage yards, office and station build­

ings, shops and m~tcria13 and equipment and ~ppurtcn~nces. More than 

2, 000 persons arc employed. 

Onerating Revenues and Expenses 

Applicant, members of the Comrnission' 5 st~ff ~nd the Cities 

and County Group offered evidence with respect to the revenuos and 

expenses of the carrier. Tney submitted nnd explained, in consider­

able det~i1, exhibits de~line with studies of truffic trends, 

revenues and expcns~s for past, present, nnd futUre oper~tions. In 

nddition, the Corr~~ssion engineer submitted forecasts of revenues 

~nd expenses for n test period under a1tern~tiv0 bases of faros. 

The ~ctu~l results of operc.tions for two 12-month periods 

ending December 31, 1949 and ?\iarch 31, 1950 and the estimated 

results of oper~tions under present r.nd proposed fares for a test 

ye~r as cc.1cu1~ted from the oxhibits are set forth in the following 

tc.bulo.tions: 

Condcn$cd Comp~rutivc Statement of Onernting 
Revenues nnd Exncnses Prenared on a Consolidated Basis 

Operating Revenues 
Other than Rents 
Miscc11~neous Incomo(Acct.212) 

Totn1 Oper~ting Revenues 
Oper~tins Bxpenses 
: .. ~o.lnten:t."lcc and Oper~tion 
I)+.) proc i 0. ti on 
Amortiz~tion 
~nxes Including Federal Income 
Rent Expense 
:\ent~l IncoI:le 
Truck Removal & Repo.ving Costs 

Toto.l Oper~tins Ex,enses 

N~t O~~~~tint R~u~nu~ 
Ol'crctin~ Rntio 
~et Inve~tm~nt in Tansib~o 
Property 

Rato of He·turn o.ftor Incomo 
Tc.xes 

t 

Ye~r Ended Twelve Months Ended 
De c c~mb e:r 31, 1949 _....;;::·,'l,;;;,Il;:.rc~h~3:;;,;1:. • ......:1:.:9;;.;;5;.;:0;....... 

$14,058,019.76 ~13,749,164.96 
4,529.47 4,304.97 

$14,062,549.23 ~13.753,469.93 

$10,841,503.91 $10,598,503.35 
1,214~116.60 1,215,905.69 

45,624.60 45,624.60 
1,078,667.50 1,093,108.81 

11,260.25 11.306.69 
(55~OOl.79) (51,177.46) 
191,792.49 203.357~90 

~13.327!96~.56 $1~,116!629.58 

$12,778,454.78 
5.75% 
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Estimated Revenues and.Ex?~nses'for Test Year Ending June 30, 1951, 
Under Present ana Proposed Fares. Before Income Taxes. 

... . , . .. 
System Operations 

R'€!venues 
Expenses 
Net. Operating Income 
Incooe Bette~ents from 

nAn Line Abandonment. 
Net Operat.ing Income 

Local Ouerations 

R.evenues 
Ex'Oenses 
Net Operating Income 

Transbav O'Oerations 
" 

Revenues 
Expenses 
Net Operating Income 
Income Betterments from 

1t A" Line Abandonment 
Net Operating Income 

Svste~ O'Oerations 

Revenues 
Exoenses 
i~et Operating Income 
Income Betterment from 

nAn Line Abando~~ent 
Net Operating Income 

Local Operations 

Revenues 
Expenses 
Net Operating Income 

T~ansbay Operations 

R~venlles , 
Expenses 
Net Operating Income 
Income Betterment from 

nAn Line Abando~~ent 
Net Operating Income 

PRESENT FARES 

Applicant 

$12,594,013 
13,141,947 

(547,934) 

Commission Citle~ ~nd 
Engineer County Group .. 

$12,613,520 $13,429;$$0 
12,662,213 (2) 12,474,725 

(4$,693) 995,155 

61,618 (1) 
(4S6, 316) 

115,518 
1,070 ,673 

7,4Z4,366 7,3$1,6$0 
8,004,010 (1)7,730~,590 

( 579,644) (348,910) 

5,169,647 
5,137,937 

3I,710 

61,61$ 
9,3,,328 

PROPOSED FARES 

A~"Olicant 

$14,366,$50 
12',972,634 
1,394,216 

. 61,618 
1,45),$34 

$,529;576 
7,877,432 

652,144 

5,837,274-
5,095',202 

742,072 

61,61$ 
S03,690 

5,231',$40 
,(1)4,931,623 

300,217 

( J.) -... -~-
300,217 

Co::unission 
Engineer 

$14,400;200 
12',494,363 
1,905,S37 

(1) -----
1,905,837 

8,476,270 
7,610,330 

$65,940 

5,923;930 
(1) 4',884',0,3,3 

1,039,897 

(1) ,-----
1,039,897 

5,595,47$ 
5,105,649 

489,319 

115,518 
605,337 

Cities and 
County G·roup 

~15, 293,404 
12,314,213 
2,979,191 

115,518 
3,094,709 

8,94$,224-
7,200,29$ 
1,6e7,926 

6,345. 1$0 
5.053~91S 
1~291,262 

, 115; 51$ 
1,406,7$0 

(1) Adjustments for "A" Line abandonment included in expenses 
and revenues. 

(2) Corrected for error of $3. 
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The variations in the estimates of revenues are attribut-

able primarily to differences in the number of passengers estimated 

to be transported. The forecasts of passenger traffic for the test 

yc~r under present and proposed fares as calculated by the witnesses 

are shown in the table below: 

Estimated Passengers for Test Year Ending 
June 30. 1951 

Local Service 

Applicant 
?rotestants 
Co~~ission Engineer 

Transbay Rail 

Applicant 
Protestants 
Cor-mission Engineer 

~ransbay Motor Service 

Applicant 
?rotestants 
Commission Engineer 

Present 

70,029,700 
74,435,744 
70,)07,000 

15,402,360 
16,24.3,1.31 
l5,~$4,000 

6,392,600 
6;977,736 
6,S4g,OOO 

Proposed 

66;430,100 
70;785,221 
66,564, 000. 

14,702;460 
15,504,00$ 
14,595,000 

6,122,100 
6,673,8$$ 
6)2$0,000 

The applicant's forecast was based upon the traffic level 

for a seven-month period ending April 30, 1950, annualized and ad-
6 

justed to reflect a do"wnward trend of traffic of 7 percent. 

Protestants' forecast was based upon a four-month study 

~nding with May 1950. No adjustment was made to reflect traffic 

trends. A witness for protestants testified that in view of the 

unsettled world conditions and the activated defense measures no 

dOi~ward trend nor upward change would likely occur; although, he 

also said, nwe can well expect an enormous expansion in the traffic 

in this area****." 

The Co~~ission engineer'S estimate of r€venues for the test 

year was based upon the daily average number of passengers handled 

6 
The v;itness pointed out that although the trend indicated a 10 per­

cent decrease, a decrease of only 7 percent was used. 
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over a 12-month period ending May ;1, 1950, adjusted to reflect a de­

crease in the rate of decline in the trend of traffic prevailing 
7 

since 1945. 

All .of· the witnesses used the same diminution factor for 

estimating the decrease in passengers due to the proposed increase in 

fares. 

In proceedings of this kind~ involving the fares of car­

riers whose operation~ are similar to those of applicant, the estimat­

ing of future traffic with any degree of certainty is difficult. This 

stems from the fact that passenger travel is influenced by a Wide 

variety of forces, some of which are of a permanent nature, such as 

the riding habits of the public, while others, such as weather or 

seasonal factors, are only temporary although in some instances re­

current. The results thereof are flu.ctuati.ons. in the volume of 

traffic. The for~$ of a pe~anen~ nature' can be .adjusted for~y·thc. 

projeC'tion of traffic trends, ... ,hile ,those of a temporary character 

are to.a large extent reconciled.when forecasts arc calculated upon 

operations embracing a sufficiently' long·--period. of ·time. 

In this .proc~ding'the .periods. used by applican~ and the 

protestants in estimating i'utur.e- traffic re.sults. are far too shcrt to 

be reliable. 1v:oreover 1 while the ~ffl:~ct upon al'lplicant' S £\lture . 

traffic due to economic changes caused by international conditions 

might have some effect upon the future traffic trend, the extent 

thereof cannot, upon this record, be evaluated. 

The .estimates of future revenues developed by the Commis­

sion -engin-eer "rest upon a. broader basis than those used by·.ap.p.li.cant- --.. .. " 
or the protestants. His estimates appear to be equitable and will be 
'7 .--.-----_. __ ..... -. _._-
The adjustment was stated to be equal to 1/4 of the rate of d("~1i!"l~ 

in the traffiC trend experienced for the l~t.m~.t, 12-m~nt..h r(~Y':I (\d 
studied. 
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used for the purpose of deter~1ning the ade~uaey or applieantls 

present fares and the reasonableness of the proposed fares. 

The esti~tes of the various witnesses relating to ~~t1c1-

pated expenses were founded ~pon book costs. They were adjusted to 

reflect incre~ses in the cost of labor, fuel, maintenance, tires and 
other 0'Per~ting ex?enses. They were also adjusted for reductlons in 

costs which result ~rom a decreao~ in the m11e~Gc oporAted as a 

" result of tho downward trend in traffic ~nd diminution of passengers 

resulting from the proposed fares. The amount of the adjustments, 

however, were not in nll in~tances the same. ~hc prin~i~~l diffor­

ences in the <:lstimtes subrntted. by tho vn.rious witnesses of tho . . , 

operating expenses for th¢ test year o.ppenr in tho reserves for 

injurics nnd d~gcs ind thc ~ddod costs resulting trom'r¢cont end . " 

prospective wugc increases. 

The estimates arc as follows: 

Inj~rics & D~a~es 
Cost of vlago Increa.:::c~ 

COmr.lission 
A#Plic~ EpginQer 

$623,276. 
250,000 

~~3?7, 920 
185,880 

Cities and 
.Q..oJaP t y Or <:m:Q 

$l.;43,789 
18;,880 

The c:::tieatc submitted by tho cpplic~t for the costs of 

injuries and damagcs fails propo~ly to recognize improvements in 

ol~im experience which have followed equipment betterments, the 

result of its safety program and other fa70rablc f~ctors cncountered 

since the hieh accident rate of thc , ... o.r years. The Ci'cies and County 

Group on the other hand based their estim~tc upon an insufficient 

period to reflect accurately normal conditions. The Commission 

er~inecr used ~ broad base reflecting conditions over a nine-year 

period. Ee attempted to give appropriate recognition to improved 

conditions in recent yenrs. His estimatc is superior to tho other 

estimates and will be used. 
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As in the case of the estimates of the cost of injuries 

and damages exten~1ve evidence was introduced with respect to the 

additional cost resulting fromrocent ~no prospective wage in­

creases. 8 The estimates submitted differ primarily because applicant 

included in its calculations an estimate of a prospective increase in 

wages to certain of its employees whereas the CommiSSion engineer 

did not consider such increases. 9 Other minor differences flow from 

the estimates of mileages and from tho methods of calculating the 

number of work days for the tost year. 

The Commission engineer's estimate reflects the actual cost 

of waSe increases for which the company is presently committed. 

~batever ~ddit1onal expense which may accrue as a result ot wage 

increases in the f~ture is not a matter to be considered in this 

proceeding. The en~ineerfe e$timate will be used. 

The witness' estimates 0;[' the totals of other operating 

ex!'enses were relatively close. Although there were differences 

in particular groups of ex~enses, they tended to offset each other. 

Certain extr~ordino.ry expenoes included in the estim~tes 

of operating expenses of the a9plicant and ~~e staff engineer for 

amortization tor unrecovered investment and interest thereon and 

for the repaving of the streets as a result of the transition to 

motor bus operations were questioned by the protestants. Th~y 

~lleged that had the company used sound depreciation practices, 

B 
The recent wage increase contemolates an over-all 5 cents per 

hour increase for a majority of ~~e operating employees. 

9 
Protestants used the Co~~ssion eng~neerts estimate without 

a.djustment. 
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including provision for obsolescence) there would be no necessity for 

amortizing such costs.. Furtho!'more, they asserted that if suoh 

a~ortization costs are to be considered as un extraordinary expense, 

it wou.ld not be proper for the oompany to ('tlrn n different rate of 

return on the aver-age balance of the unrecovered investment than it 

should be perF.~tted to earn on its operating p:o.nt. 

~~e ~ortization of the unrecovered investment and ro-

paving costs tosether with interest thereon was authorized for rate­

fixing purposes 0.$ an extro.ordino.ry expense followine. u thorough 

investigation ~d findinc by tho Co~~ission that such treatment was 

reasonable and equl table .10 Protestants have not" on this record" 

shown that the Co~nission's order in this mo.tter should be modified 

or rescinded. ~Vc believe" however, that the expense for amortiza.tion 

of the unrecovered investment tosether with interest thereon should 

be adjusted to reflect income tax saving end only the net result 

applied as the extraordinary expense for rate making purposes. This 

runounts to ~136J492 in lieu of $249,038 for the combined operations. 

With respeot to the interest rate sought to be applied on the 

balance of the unrecovered :Lnvestm.ent, protestants did not establi$h 

that it was unreasonable or improper. In any event~ the effect upon 

the rate of return by, the amount of interest cla.imed by applicant 

for this purpose is insignificant. 

VJi th the adjustment heroinabove indicated for income tax 

saving on the expense for ~ortization of the unrecovered investment, 

the osti~~tod results of applicant's operations, as calculated by 

the Co~~ission en~neer~ for the future l2-month period under present 

and proposed fares would be o.s follows: 

10 
DeciSion No. 42200, in Application No. 29434. dated November 4, 

1948. 
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PRESENT FARES 

System Local Transbay 

Total Operating Revenues $12,613,~20 $7,381,680 $~ ,231, 8l.rO 
Operating and Maintenance 

Expense 9,745,402 5,849,970 3,895,432 
Expense of Wage Increases 185,880 109,860 76,020 
Amortization and Interest for 

Unrecovered Investment and 
Repavine of Streets (1) 3)'5,649 (1)317,773 (1) 37,876 

Operating Taxes 1,091,~6 69~,930 395,406 
Depreciation 1,171, 0 651,700 519,700 
Total Operating Expenses 12,549,667 7,625,233 !.r,924,43l.r 
Net Operating Income bef'or.e 

Income Taxes 63,S53 (2~3~22~) 307,406 
Operating Ratio 99.49% 103.30;- 9!.r.12% 
Income Taxes (Sec Note) 
Rate Base 12,220,700 6,104,400 6,116,300 
Rate of Return 0.52% 5.03% 

(1) Adjusted to reflect approximate income tax 
saving which would accrue to the carrier 
on the unrecovered investment. 

Note: Interest of $200,230 deductible from net 
operating revenues eliminates income tax 
liability. 

(----) - Indicates loss 

PROPOSED FARES 

SystElm Local T,Ian sba:z 

Total Oporating Revenues $14 , ~.QO , 200 $8,l.r76,270 $5,923,930 
Operating and !t.aintenance , 

9,576,022 5,727,020 3,S!.r9,002 Expense 
Expense of ~.'!age Increases 182,090 107,620 74,470 
Amortization and Interest for 

Unrecovered Investments .and 
(1) 355,649 (1)317,773 (1) 37,876 Repaving of Streets 

Operating Taxes 1,096,656 700,860 395,796 
Depreciation 1,171,400 651,700 519,700 
Total Operating Expense 12,381,817 7,504,973 4,876,844 
Net Operating Income before 

2,018,333 1,047,086 IncoI:le Taxes 971,297 
Operating Ratio 85.98% 88.5l.r% 82.32% 
Income Taxes (2) 853,168 (2)411,371 (2)441,797 
Net Operating Inco~e after 

Income Taxes 1,165,215 559,926 605,289 
Rate Base 12,220,700 6,104,400 6,116,300 
Rate of Return 9.53% 9.171~ ,9.90% 
Operating Ratio after 

91.90% 93.39% 89.78% Income Taxes 

(1) Adjusted to reflect approximate income tax 
saving which would accrue on the unrecovered 
investment. 

(2) Calculated'at prevailing income tax rates. 
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The rate bases foundad upon the estimated net investments 

developed by the applican'c, the protestants, and the Commission 
J.1 

e~1neer for the mid-point of a test year are set forth below: 

~et Investment 
12/31/5'0 

Ma.teria.l and Supplies 

Change Funds (1) 

Rate Base tor Test 
Year (2) 

Applicant 

~~11 ,687,212 

480,5'02 

114,324 

.w.ttttapt ~ 

$9,165,243 

480,000 

Coz;unission 
~Q..~ 

$11,719,300 

5'01,400 

12,220,700 

(1) Funds used by operators to make change. 
(2) The similarity in tho estimates ot the applicant and the 

Commission engineer appea.rs to result from the treatment 
of overheads and service lives of certain equipment. 

The prinCipal factors to be considered in determining a 

rate base are (a) what arc the properties necessary to the operation 

of an adequate ~~d afficicnt service, and (b) what is the value of 

such properties. In this proceeding we arc confronted with thrac 

estimates of an appropriate rate basco The pOints in issue arc well 

defined J.:'1C~_ \lrill be considered hereafter. 

The carrier's records arc not such as will permit a deter­

mination of the precise va.lue of its investment upon which a rate 

base could be estimated. This condition is not new. It h~s prev~i1ed 
12 

~or many years. As early as 1925' the Comnission found it necessary 

to conduct an investigation to detormine for rete-making purposes a 
13 

v~luation of the carrier!s operating.p1~nt. Again in 1944 and in 

11 
The Assistant Director of Finance and Accounts submitted ~ study 

of the Companies t rocords ~s of March 31, 1950, but did not develop 
Co rate base. 

12 
Apparently this results, to a large extent, from the many chances 

that have occurred in the financial roorganiz~tions of the carrier. 

1" 
~The Co~mission by Decision No. 19027 dated November 9, 1927, in 

Application No. 11329 establi3hed for rate-mnking purposes the ~ts­
torical values of the oper~ting pl~nt as of December 31, 1926. This 
vtlluo.tion will be referred to as the 1926 appraisal. 
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1948 ~djustmcnts in the recorded investments were found to bo ncces­

s~ry before ~ reason~ble rate b~se could be determined. 

Tho record clc~r1y demonstr~tos th~t ~pplic~tts estimate 

of its r~tc b~so ns calcul~ted for the test year is overst~tcd. Its 

failure to ~djust its doproci~tion resorv~ in !~rmony with the 1926 

a.ppr~isa.l alone casts doubt upon the useft11ness of' the company'_t: 

showing for the purposes of est~b1ishing 0. r~te b~sc. 

The esti~ted rate be-se developed. by protestants i~o.S 

founded. upon contc::ntions, mo.ny of which were not'-.supportcd with pro­

bc.tive evidencc nor bottomed upon ~ sound found~tion. For cx~plc, 

the ~ount of the o.djustment in tho carrier's depreciation reserve 

on the investment prior to 1930 was developed from data. obt~ined from 
14 

statements and mcmorando. furnishc::d by the carrier. On rebuttal it 

was pointed out that the data furnished wns a memorandum prcpared in 

an o.ttempt to compute 0. theoretico.l Qoprecio.tion reserve; tho.t it 

~~s not based upon book values of the company; thnt it included de,r0-

cio.tion on items not conSidered in the past :loS depl'ocio.ble by the 

Com:ission; and, that it was not wh~t tho company believed the histor­

ic~l deprcc1~tion res~rve to be. In addition, the protestants 

included an adjustment for obsolesconce, tho ~mount of which was not 

disclosed. 

Protestants' contention that certcin o.rticulo.tcd units were 

overvalued was developed lo.rgoly on the bo.sis of o.n o.pplication of 0. 

~~it depreciation ro.te whereas the matorialused in the construction 

o~ thc e~uipment ~s not ~ubject to wear ~nd tenr nor deprec1o.t1on to 

the s~c extent as the ttnit to which the dcpreci~tion rate had been 

14 
Statements containing different f1gur.es were furnished protesto.nts. 

To determine what they believed to be 0. sour~d baSis, protestants 
o.vero.ged these figur~s. 
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15 
~pplicd. Their estirnate~ on overv~luotion of land were based 

largely o~ t.1.e parcels of land sold by the company without regard to 

nll of 1ts holdin3s. While the protestants Questioned the propr1ety 

of the Cornrni~sionTs appraisnl made almost 25 years ago, they made 

no thorough nppraical but relied l~rsely on tho parcels of land sold 

by the company which for the most part included those on which a 

loss hed been incurred. 

Admittedly, protestants T contentions with respect to non­

opernting properties w~rc based on an estimate. It was developed 

fro=t an incomplete examination 01"' the taciliti es and books and memo'-

randa of the carrier. The record shows thnt n portion of the amounts 

claimed is for property used or useful in the conduct of the present 

operntions and thnt certain properties, although not used to the 

extent for which th~y were originally obtained, would require, it 

replaced to acco~~odatc present needs, a greater investment than 

that now carried on the books of the company. However, it is doubt­

ful on this record ~~ether ~pplicant has in all instances adj~sted 

its ~ccounts wlth respect to the properties which have become 

inoperntive vr no lon~er useful by reason of the transition from 

stroot cars to motor coo. c.."e s. While ad jus tmen ts therefor cannot be 

rnnde on this record o.pp11cant'o accounts should be o.djus~ed, with­

out further delay, to reflect its true condition. 

\":0 turn now to t..."le rate base ostimD.te submitted by the 

engineer. This study is free of most of the infirmities pointed 

out by protestants with respect to applicant's estimate although no 

detailed study was made of all the nonoperating property. It was 

based upon tho 1926 appra1sal adjusted by subsequent investigations. 

In addition, ~djustments were made for overheads whiCh the company 

had L~cluded in its estimnte. 
15The record does, however, indicate service lives used by the appli­
cant in calculating the depreciation of the unit are subject to some 
ouestion. 
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Genernl Coneluslons and Findin~s 

?ne record clearly domonstrates th~t the revenues applicant 

is lik~ly to obtain from its co~bined o~erntions will be inadequate . . 
to meet the increased operating costs. This condition 1s croated by 

reason of the fact that the carrier's present fares for local service 

within the Eo.st So.::t territory do not produce sufficient revenues to 

cover the cost of this operation. It is u9pnrent that these fares 

should be adjusted. We arc not convinced, however, in view of the 

conflicts ~ho~~ on this record, thnt the full meo.surc of relief 

sought by applicant in the faros for local service should be granted. 

Under the circumstances, o.pplicant will be authorized to establish 

increased fares of 13 cents ccsh or 2 tokens for 25 cents. No 

change will be authorized in the school children's fares nor in 

applicant's trnnsbny far~s. The fares herein authorized will provide 

a reasonable and sound fare structure. Based upon the esti~ted 

results of operations developed herein, the net effect of the 

increases authorized would result, after provision for income taxes, 

for the combined operations in net revenues of $649 , 000, in an opera-

ting ratio of 95.19 nnd n r~te of return of 5.31 per cent on the rate 

bnS0 developod by the Com.rnission engineer. The net rovenues the 

ccmp~ny would ~enliz~ undg~ the fares authorized herein, whevncr 
te5ted by tho oPQr~tin5 r~tl0 or r~ta or r~turn arc rully j~~t1~1od 

by n!,pllc~nt's i'lnc.ncial noeds. Undor prosent conditions the faros 

establishod by this decision will produce sufficient net revenues to 
enable applicant to op0r~te succ0ssfully, to m0'1ntain its f1nanc1al 

intogr1ty, to cttr~et c~pit~l and to co~pcnso.te its investors for 

the risks n.sSUI:l0d. 1:!11i1(; the;. record DoS thus far developed is 

adequate to justify the increcses herein authorized, it is not 

o.dcquo.te for th~ pur,osc of dGt0rminin~ certain questions presented 

in this proceedin~. The Cor~ffiUssion is of the o~lnion that these 

qU0~.tions should be 1'inc.lly detcrrr'.ined. Accordingly, wo shc.ll 

instituto an invozt1go.tion to that end. 
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It is to be noted that Key System Transit Lines does not 

h~ve a monopoly of transportction in the territory which it serves 

but is a regulated utility competing with private automobiles and 

other methods of transport. The effect upon applicant's revenues 

from this competition cannot be measured precisely but it is evident 

that this situation, together with increases in the cost of opera­

tion, are contrioutory factors to the financial condition with which 

th~ carrier is presently faced. While fare increases tend to offset 

increased costs, they c~n well aggravate the effect of the competi­

tion and result in diminishing returns. Applicant is cautioned, 

therefore) that before again proposing a general fare increase it 

s~ould explore all other avenues through which it may improve its 

financial condition. Consideration should also be given to. the 

present zonal strv.cture in order to induce trA.ffic and incrr.las~ 

revenue from the short haul ~nd off-peak riders. 

Upon consideration of all of the facts and Circumstances 

~~ record, ~e are of the opinion and hereby find that increased 

fa~es, to the extent indicated above, have been justified and that 

in all other ~espects applicant's proposals have not been justified. 

Aoolicant reo~ested that if increased fares are authorized it be . . . 
?ermitted to establish them at the earliest possible date. In view 

of the evident need for increased revenue for local operations 

authorit.y will be granted to establish the fares herein authorized 

on less than statutory notice. 

Q.B.Q~~ 

Based upon the evidence of record and upon the conclusions 

and findings set forth in' the preceding opinion, 

IT IS HERESY ORDERED that Key System Transit Lines be and 

it is hereby authorized to establish, on not less than five (5) 

days t notice to the Commission and the public, increased fares. of 
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13 cen'ts or 2 tokens for 25 cents in lieu 0 f the pre sen t 

fare of 11 cents or 10 tokens for ~1.00 for adults. 

IT IS HEREBY FURTHER ORDERED that applica~t be and it is 

hereb)' directed to post and maintain in its vehicles a notice of 

the increased fares. Such notice shall be ~\de not less than'. 

five (5) days prior to the effective date of such incre~sed fares 
\ 

and shall be maintained for a period of not less than thirty (30) 

days. 

IT IS KEREBY FuRTHER ORDE1\ED that in all other respects 

Application No. 31179, as amended~ be and it is hereby ~enied. 

IT IS HEREBY Ft~THER ORDERED th~t the authority herein 

granted shall expire ninety (90) days after the effective date of 

this order. 

This order shall become effective twenty (20) days after 

the date hereof. 

Dated at San FranciSCO, California, this .2.y~ day of 

December, 1950. 
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APPENDIX 

Local Fares 

Adult Single Zone Fare 

20-Ride School Book 

B~idge Toll Pl~zo Ticket 

Prese:'1.t Proposed 

each 11 cents Cash 13 cents 
Tokens 10 - $1.00 

$1.00 $1.25 

11 cents 13 ccn7-.s 

Transbay Fares 

Between San Francisco 
and East Bay 1st Zon~ 

20-Ride Book 
Children 

Eetweer. San Francisco 
and East Bay 2nd Zone 

One -'\:ay C~sh 
Two Tickets 
20-:~ide Book 
Children f 

Between San Francisco and 
East Bay 3rd Zon~ 

One-\iay Cash 
Two Tickets 
20-Ride Book 
Children 

30 cents 
$5.40 

15 cents 

35 cents 

$6.30 ' 
20 cents 

45 cents 

$8 .. 10 
20 cents 

35 cents 
~6.50 

15 cents 

40 cents 
75 cents 

~7 .50 
20 cents 

50 cents 
90 cents 

$9.00 
20 cents 

~pplicant also maintains in~erzone cash fares of 10 cents for 
each zor.e traveled when full interzone fare is paid at one time. 
No change is proposed in thes~ fares. 


