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Decision No. ~ 7543 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE ~S'I'ATE OIo' CALIFORNIA 

In the Matter of the Application of ) 
Key System Transit Lines, Cl corpor- ) 
ation, for an order pursuant to ) 
Section 454 of th~ Public Utilities ) 
Code authorizing the e~tablishment ) 
of increases and adjustrnen1~s in rates ) 
and fares for the transportation of ) 
passengers between points :Ln the ) 
Coun~ies of Alameda and Contra Costa ) 
and the City and County of San )) 
Francisco, in the State of California. ) 

Application No. 33113 

~?INION ON REHEARING 

Key System Trans:it Lines operates a unified transportation 

~ sy~tem consisting of interurban rail lines and passenger stage lines . 
~or the movement of passengers by local service within and between 

co~~unities in the East Bay area and in the Counties of Alameda and 

Contra Costa and by transbay service between points in these cOWlties 

and San Francisco. By Decision No. 47432 of July 8, 1952, in this 

proceeding, the company was authorized to increase its local and ~ 
1 

transbay fares. The Executive Committee of the Joint Investigation 

of Key System Transit Lines, Railway Equipment and Realty Company, . 
Ltd., and related companies, by petit.ion filed July 16, 1952, sought 

2 
rehearing of the matter. A number of objections relati.ve to Decision 

No. 47432, as hereinafter dealt with, were' set forth in the petition .. 

By order dated July 22, 1952, the Commission granted a.rehearing 

which was restricted to oral argument of the issues raised 'upon the 

l'No increase was authorized in local fares for the transportation 
of school children .. 
..... 
, The Committee in question is comprised of representatives of the 
Cities of Alameda, Albany, Berkeley, El Cerrito, Emeryville, Hayward, 
Oakland, Piedmont, Richmond, San Leandro and San Pablo and the County 
of Alameda. 
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record as made.. The oral argument was held at San Francisco on 
3 

July 24, 1952. 

In its petition and at the oral argument, pet'itioner urged, 
. ' , 

in substance, that the Commission erred (1) in allowing in the oper-

ating expenses sums covering the amol;'tizatio~ of unrecovered' 'invest­

ment in. abandoned operating properties and interest thereon' and to' " 

provide for removal of tra,:::ks, incidental street repairs and mainte~ , , 

nance of local rail lines, (2) in denying a motion to determine 
, I 

whether profits were realized from the sale of real properties us'ed 

in connection with the abandoned rail facilities when, it was urged, 

the profits should be used in offsetting th\~ remainder or the amounts 

allowed for amortization of unrecovered investment~ (3) in issuing 

a decision in"the passenger fare proceeding in question before the 
, . 

investigation of the utility in Case No. 5259 had been completed, 

(4) in denying the moti'on of the Commission's staff for time to 

prepare an alternate fare structure, and (5) in allowing Key System 

what is claimed to be more than a fair rate of return. 

Petitioner is well aware of the fact that the amortization 

of unrecovered investment ir:l the properties in question was author­

ized as extraordinary expens.e for rate-making purposes' folloWing an 

investigation of' the matter and a finding by the CommiSSion that such 

treatment of the abandoned ~~cilities was reasonable and equitable, 

. and 'Of the £?rther' fact tha't the Commission on two occasions there­

after rejected contentions similar to those now made. No substantial 

reasons have been made ,to appear which would warrant a different' 

conclusion at this time. 

~ The order granting the rehearing ~ontained a 'ii~ding by the Com­
mission that public necessity required the hearing of oral argument 
on the date in question. ' 
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It was contended further that the denial of petitioner's 

request for an investigation by the Commission to deter.mine whether 

any profits had been realized by the company from the sale of the 

real properties used in connection with the abandoned rail facili-

'ties was in error and resulted in failure to reduce or offset the 

remainder of the amount allowed for amortization by the amount of 

any such profits. The amortization ·in question was authorized in 

connection with the substitution of bus for the then existing rail, 

service. In Decision No. ~2298 of December 7, 1948, in Application 

No. 29~34., the Commission saie. "The record clearly indicated that . 

'with the abandonment of the street railway lines the resulting oper­

ating economies would reduce the company's need for additional reve­

nue by'a sum much in excess of the amount included in the operating 

expenses incident to the abandonment of those rail lines.n4 This 
, 

leaves no r90m" for doubt that the Commission amply safeguarded the 

public interest at the time it authorized the amortization of the 

unrecovered investment in the abando~ed rail facilities. No error 

was 7ommit~ed in denying the motion in question. 

Petitioner's contentions relative to Case No. 5259 and 

its objections to the denial of the motion for the preparation of 

an alternate fare structure likewise have been considered carefully. 

The Commission finds the questions rai:=,ed to be without merit. ' 

We turn now tc the objection made to the rate of return of . 

7.69 percent tha~ was allowed Key System undar Decision No. 47432, 

supra. Petitioner point~d out·that the company was allowed a rate 

of r~turn of only 5.31 pcrcen'c in the previous fare increase proceed­

ing (Decision No. 45205 of December 29, 1950,in Application No.3ll79)l\ 

hereinafuer referred ~o a~ Uhe 1~50 proceeding. feD1Ul0ner appar·' 

4 
Soe ~l~o Deci~ion No. 42200 o~ Nov~mber 4, 1948, in App11c~tion 

No. 29434. 
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for the difference in question. In t~e 1950 proceeding, the Com­

mission said in its findings "We are not convinced, however, in view 

of the conflicts shown on this record, that the full measure of 

relief sought- by applicant in the fares for local service should be 

granted" and also "While the record as thus far developed is adequate 

to justify the increases herein authorized J it is not adequate for 

the purpose of determining certain questions presented in this pro­

ceeding." These findings when read together with the others shown 

in the decision definitely point in the direction that the rate of 
return of 5.31 percent granted in the 1950 pr~ceeding was on the low 

side of the zone of reasonableness. 

The estimated op~rating results produced by the fare 

structure authorized in the instant proceeding are consistent with 

those in the decisions rendered in past fare increase proceedings 

involving Key System. In Deci'sion No. 42200 of Nove:nber 4, 1948, in 

Application No. 29434 , increased fares were authorized designed to 

produce an operating ratio of 94.~ percent after provision for in­

come taxes and in the 1950 proceeding the operating ratio was 95.19 

percent. In the instant proceeding, it 1s 94.68 percent. 

The rate of return represents the earnings remaining after . 

taxes expressed as a percen'tage .of the: depreciated rate base. Fluctu­

ations in the rate of return are, not always attributable entirely to 

changes in the net earnings. For example, when the rate base remains 

constant as a result of periodic replaceme~ts of , operating equipment 

and there is no difference in the earnings, no change will. occur in 

the rate of return for one year as compared with another. However, 

in the absence of the equipment replacements, as is the case in the 

instant proceeding l the amount of the rate base steadily declines 

generally as a result of the recovery of the investment through . 
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depreciation charges. The rate base declines rapidly when, as in the 

case of Key System, motor vehicle equipment having a relatively short 

service "life is involved. Even though the earnings remained constant, 

th.e rate of return in one year would be greater than th~~t in another 

year because of the difference in the rate base. In the instant 

proceeding, the rate of return was calculated on a rate base of 

;9,983,400 as co~pared with the rate base of ~12,220,700 on which 

the return of 5.31 percent in the 1950 proceeding was developed. The 

lower rate base in question resulted both ~rom adjustments made as a 

r~sult of the thorough investigation conducted by the Commission in 

Case No. 5259 and in other ,proceedings referred to in Decision.No. 

47432, supra, and the diminishing effect of the depreciation charg~s 
, . 

accrt;.ed·since the 1950 proceeding. Counsel for petitioner sta~ed 

at the oral argument that no objection was being raised to thE!! lClwer 

rate base. 

Before dealing with the rate of return that was 'allowed 

in the instant proceeding, it should be explained that it is the 

practice of applicants and the Commission's staff to introduce in 

evidence at the public he~rings in fare incre~se proceedings studies 

of the carriers' earni~ position, including forecasts of the results 

of operation anticipated for a future 12-month period usually desig- . 

nateQ as a test year. Tlle forecasts provide the Commission:with 

data showing the eff~ct on an annual basis of changes in traffic 

volume and operating expenses which occur: at various times and 

were not in effect throughout th~ preced,ing 12-month operation. The 

devtalopment of the forecasts necess:lrily involves the exercise of 

judgment relative to what will occur in the future test peri'od based . 
upon the exptarience of t'he past. The Commission's conclusions are 

devoloped from these fi~ancial data and the other evidence olf record •. 
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In alloWing a rate of revurn of, 7,69 percent and a corre-
',', 

sponding opeX"o.t.~ne; ra't.j.o o£ ~.4.6.s percent, a.t'ter prov131on £or 

income taxos in the instant procoeding,. the Commission endeavored· 

to provide earnings for Key System which it considered fair· and 
reasonable and which would assure the.maintenanee o£ adequate and 

dependable service to the public. A review of the record in con­

nection with the 1950 fare increase shows that although the Commis­

sion fixed fares desig ned to yield a return of 5.31 percent for 

the test year involved the estimated results of operation under 

those fares in the test year in the instant proceeding show a rate 

of return of 1.S9 percent for the trilnsbay operations, a loss. on 

the local service and a loss for the combined operations. The 

Commission considered that it was no',~ in the public interest to 

perpetuate this unfavorable earning position. It undertook to 

au~horize in the instan~ proceeding an increased fare structure 

designed to a fford the company a more favorable opportunity to 

achieve reasonable earnings under the conditiono.portrayed in the 

record. 

The record in this proceeding indicates that if Key System 

were required to continue the present fares during the test year it 

would suffer an operating loss amounting to $134,.776. This loss 

is attributable in large measure to increases in the wages of 

employees amounting to moroe than $600,000 per year granted on 

January 13 and June 1, 1952, as a result of required collective 

bargaining processes. These advances were the latest oia series 

c,f upward adjustm.ents that have been made in the wages in the past 

several years. Petitioner and the public generally must understand 

that the Corncission has no control whatsoever over wage rates that 

result from collective bargaining processes. They must understand 
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also th~t if adequate necessary transportation service is to'be 

provided the company must have revenues sufficient to meet the 

higher ,·rages and its other operating expenses to say nothing I of a 

return on its investment. 

The Commission repeatedly has said in rate proceedings 

that operating ratios, rate oases, rates of return ~~d other' 

pertinent data are valuable indices of' earning requirements. The 

Commission has said also that in reaching its concluSions in such 

matters it considers 0.11 available do.ta without limitation or re­

striction to any single method or formula. The paramount issu~ 

involved is that the final result be reasonable. It is clear that, 

under the circumstances, the rate of return of 7.69 percent allowed 

in the instant proceeding 'lI'hen viewed in connection with an 

operating ratio of 9"'.68 percent after provis:Lon for income taxes 

is within the zone of reaoonablerLcss. It is very doubtfUl, however, 

th.'lt Key System will realize these operating results under the 

increased fares in the ~cdiatc future. The record indicatos tllat 

the company nOvr is operating at a loss. Since the increased fares 

involved herein would be in effect for a period of less than 

5 months in the year 1952, the company probably will not be able to 

recover all of the oper~ting expenses incurred for the year. 

Horeovcr, in the face of the continued inflation.ary tl"cnd it appears 

u.""l.lil<cly that it will realize in the year 1953 the full earnings 

estimated under the increased fares. 

Petitioner contends that excess profits tax liability 

is involved undcr the authorizcd fare structure. This 
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, 
liability for excess profits tax was based on revenues and expenses 

for the test year as computed for rate-making purp~ses. Under this 

theory no provision was made for inclusion in operating expenses of 

the amounts claimed by the company for tax purposes to cover an 

allowance ·of approximately .jp176 , OOO for accelerated amortization of 

its investment in bridge rail facilities, to cover the shorter lives 

assigned to certain depreCiable assets and the resultant higher de­

preciation charge of acout ~65)OOO and to cover depreciation of 

approximately $36 J 500 on·the 21 articulated units which have been 

classified as nonoperative property. If consideration is given to 

deductions claimed by the company for tax purposes which have not 

been allowed as expenses in this proceeding, to the fact that' the 

new fares will be in effect fo·r a period of less than .five months 

in 1952 and to the continuing inflationary trend,1t is our opinion that 

the cor.:pany vrill no t incur a liability for excess pro.fi ts tax dur­

ing 1952 or 1953 under the fares herein authorized. 

The Commission has carefully considered all of the argu-
. ' 

ments advanced and the pOints made by petitioner and it is of.the 

opinion and hereby finds that it has not been demonstrated that any 

error has been committed. DeCision No. 47432, supra, will be af­

firmed. In view of the evicient n.;!ed for additional revenue, Key 

System will be authorized to establish the rare structure therein 

set forth upon not less than three (3) d~ys' notice to the Commi~sion 

and to the public. 

The company has requested that it be authorized to amend its 

tariffs on l~ss than statutory notice to pr~vide rules governing the 

use and redemption of commutation tickets purchased by passengers 
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before the effectiveness of the incre~$cd f~r0s~ It is proposed that 

20-ride commutation tickets sold prior to the effective date of the 

hiche: fare:: ,.;oulcl contintlc to be honored for a period 'of 12 days 

after the effec:iveness of the new fares. It is proposed also to 

provide that 20-ricle commutati'on ticl~0ts sold prior to the fare in­

crease will be redeemed at the f~re p:lid ,.,herJ. no part of the' ticl:et 

has been used or at a pro rata of the fare paid, calculated to the 

nearest cent, ",hen any portion. of the ticket has bee~ used. The 

proposal appears to '.:le reasonF.l.ble and \>lil1 be authorized. 

ORDER ON REHEARING 
~---

A reh~aring restricted to oral argument of the issues 

raised upon the record as mad(~ ho.ving been held and the Commission 

being fully advised in the premises, 

IT IS HEREBY ORDZRED that Decision No. 47432 of July 8,195'2, 

in Application No. 33113, be and it is hereby affirmed; and that Key 

System Transit Lines be and it is hereby authorized to establish, 

""ithin siXty (60) day:> after the effective <iatc of this order on re­

hearing on not less than three (3) days I notice to the Comm1s's10n and 

the public, the incr~ased passenger fares authorized by the said ' 

Decision No. 47432. 

IT IS F..EREEY F"0RTSER ORDERED that Kel" Systom Transit Lines 

be and 1t is hCl~cby authorized to amcnd its Tariff Cal.P.U.C. No. 11, 

within sixty (60) days after the cffcctivz date of this order on not 
I 

1esz than three (3) dayst notice to the Comm1ssion and to the. public, 
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to provide that 20-ride tickets sold during the period from July 12, 

1952, to and including the day prior to the date of the effective­

ness of the increased fares herein authorized, ~dll be honored for a 

period of 12 days after t he authorized fares take effect, the 12· 

days to include the date on which the increased fares beqome effec­

tive, and to provide for redemption of 20-ride tickets outstanding 

after t~e 12-day period in question on the basis of the fare paid 

when no portion of the ticket has been used and on the baSis of a 

pro rate. or the fare paid, calculated to the nearest cent, for the 

unused portion of the ticket when some use or the ticket has been 

made. 

IT IS HEREBY FURTHER ORDERED that, in addition to the re­

quired filing and ,osting or tariffs, applicant shall give notice 

to the public by posting in its busses and terminals a printed 

explanation of the increased fares and of the honoring limits and 

redemption bases as authorized herein. Such notices shall be posted 

not less than three (;) days before the effective date of the fare 

changes and shall remain posted for a period of not less than 

twenty (20) days after said effective date. 

This order on rehearing shall become effective five (5) 

days after the date hereof. 

Dated at San FranCisco, California, this day 

of August, 1952. 


