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Dccisi.,n No. 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

!n the ~~t~er of the Application 
of N. J. Radunich and Ben F: Hawes, 
partners, doing businesz as Red Line 
Carriers, for authority to increase 
rates. 

Application No. 33909 

App~arances 

Frank Loughr~n, for applicants. 
A. ~. Russell, for Sears Roebuck & Co., 

G. L. 
interested party. 
!V'J.alq.uist, for the Commission's 
staff. 

·O"P I N ION ,-..--------

N. J. Radunich and Ben F. Hawes, partners, doing business 

as Red Line Carriers, operate as a· highway common carrier.. Thoy are 

engaged in the delivery of general commodities from retail st"res 

in San Jose to customers situated in the t~rritory extending from 

the San Francisco Bay area on the north to Hollister, Salinas and 

Carmel on the south. In addition,. they conduct a for-hire carrier 
. . 

operation under a highway contract carrier permit and also.an 
1 

applience installation business and a stcrag~ service. By this 

application they seek authority to increase their common carrier 
2 

rates by 14 percent on less than statutory notice. 

A public hearing of the application was held at San Jose 

on January 2$, 1953, before CommiSSioner Mitchell and Examiner Jacopi. 

1 
The appliance installation business and the 5torage service were 

described as nonutility operations. 

2 
The application was filed with. the Co~~ission on November 29, 1952. 
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Decision No. 46725 of February 5, 1952, in Application 

No. 32913, authorized applicants to increase their common carrier 

rates by 6 percent. The authorized rates .have been in effect since 

!~rch 1, 1952. It is alleged that the revenue from ~he present rates 

is insufficient to cover the cost of the common carrier servi~e, by 
,. 

reason of increases experienced in wages and other expenses and that 

the proposed rates are needed to provide a reasonable margin between 

the revenues and the expenses. It is estimated that the proposed 

rates will produce additional revenue of ~25,3S7 per year. 

The financial results of operations under the present rates 

and those anticipated under the proposed rates were portrayed in a 

series of exhibits introduced by applicants' accountant and by a 

transportation engineer of the Co~mis3ionTs staff. The exhibits 

included the combined operating results for the common carrier, 

contract carrier and nonuti1ity services and also the separate results 
3 

for each of them. It was explained that applicants maintain book 

segregations of revenues and expenses for each of these services. 

Assertedly, this is possible because different operating equipment 

and personnel are e~ployed in the operations. Most of the expensez 

are assigned on the books directly to the services for ·~hich they: 

:3 
The over-all operating results under the present rates as set forth 

below for the periods indicated were taken from the exhibits in 
guestion. 

Revenu¢s 
Operating Expensos 
Net Ope r,at ing. Revenuc(l) 
Operating Ratio(l) 

(1) Before 

Applicants' Exhibits 
7 Months March 1 to·, 
September 30, 1952 

$151,$59 
l4.1,7~6 

$ 10,1 3 
93.3% 

Commission Engineer 
12 Months Ended 

September 30, 1952 

~255,722 
242,427 

~ 13,293· , 
94.$% 

provision for income taxes. 
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are incurred. Administrative and general expenses and a few other 

costs which are commonly incurred for all operations arc apportioned 

on the basis of the ratio of the direct expenses for each service. 

The separate operating results for the common and contract 

carrier services under 'the present rates submitted by applicants' 

accountant and those for the common carrier operations introduced by 

the staff engineer are summa.riz~d'in Table No.1. 

Revenues 

'Operating 
Expenses 

Table No.1 

Revenues and Expenses for Applicants t 

Carrier Operations Under the Present 
Rates For The Periods Shown. (See Note.) 

$101,319 ~43,168 

~ 9S,556 $134.,001 

Commission Engineer 
Common Carrier 
12 Months Ended 

September 30, 1952 

(2') $181,337 

~174.,794. 

N~t Operating 
Revenues (1) $ 2,763 

. 
~ 7,723 $ 10,486 ~ 6,;43 

Operating 
Ratio(l) 97.3% . S2 .. 1% 92.7% 

(1) Before provision for income taxes. 

(2) The actual revenue for the 12-month 
period in question amounted to ~176,$07. 
The engineer adjusted the revenue to 
$181,337 as shown to reflect the effect 
throushout the 12-month period of the 
6 percent increase in rates that took 
effect ~lrch 1, 1952. The increased 
rates were in effect during all of the 
period used by th~ accountant. 

Note: The nonutility services were 
conducted at operating losses 
aggregating $500.41. The 
operating ratio was 106.9 percent. 

-3-



'. e 
A.33909 SJ 

It was pointed out, how~ver, that advanc~s in w?ge~ 

and the ~stablishment of an employee welfare plan which occUrred 

soon after the operating periods shown in Table No. 1 had resulted 
4-

in substantial increases in the cost of operation. According 
, " 

to the accountant's calculations, the results of operation of th~ 
. 

co~~cn carrier servic0 under the present rates would have shown 

a ioss of $2,620 if 'the increased costs had been in effect during 

the 7-month period cov~red by his figures in the above table. 

The operating ratio would have been 102.6 p~rcent. Similarly, 

the staff engineer calculated that the operating results devclopc~ 

by hi~ in the table would have shown a loss of $2,380 and an 

~perating ratio of 101.3 percent under the higher costs in 

question. 
• " I'" " • I"' , , 

Estimates of the results of operation of the co~~on 

carrier service anticipated under the proposed rates also were 
• • •• '"~ I 

shown in the exhibits presented by the t-..;·o, witnesses. The 
... "I 

estimates were based upon the co~~on carrier operations for the 

periods dealt with in Table No. 1 as adjusted to reflect the 

additional revenue anticipated from the sought rates and all . . 
known increases in tho ~perating expenses. The estimated operating 

results under,the proposed rates are shown in Table No.2. 

4 
The record shows that the resulting' increases in'exp'enses amounted 

to 8.537 percent for drivers and helpers and $.5 percent for office 
employees effective October 1, 1952, and to 5.618 percent for 
shop ~ersonnel effective October 15, 1952. 
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Tabl~ No. 2 

Estimated Rev~ues And Expenses For Applicants' Common 
Carrier Operations Under The Proposed Rates Based 
Upon The Operations For The ·Periods Shown Below. 

Revenue 

Operating Expenses 

Nct Before 
Income Taxes 

Income Taxe::; 

Net Income 

Estimated R~te Base 

Rate of Return 

Operating Ratio After 
Income Taxe:: 

A.:pp~.tc..2:.nts r, Acco'tll'ltant 
7 Months 'March 1 

to Sept~~sr'30~ w1~2~ 

$ 115,489 

__ :1:2.3,940 

$ 11,51+9' 
(1) 

(1) 

$ 68,805 

(1) 

(1) 

(1).' Not furnished by applicants. 

~m6~~n En~ine~R 
~2 Months Ended 

~e~tem~30, 1952 

$ 206,724 

184,167 

$ 22,557 
(2) 6 592 . . , 
$ 15,695 

$ 73,198 

21.8% 

92.3% 

(2) Estimated ~n the basis of current income 
tax rates applicable to individuals. ' 

The operating results shown in Tables Nos. 1 and ,2 are 

not entirely comparable because of the different period:: covered 

thereby. A number of differences, however, require discu:sion. 

DepreCiation expen::e on ",ehicle eqUipment was calculated by appli-< 

cants r accountant on the basis of a 4-year s~rvice life as provided 

in the book depreciation schedule. In addition, the undeprcciatcd 

value ot the eqUipment is reflected on thi~ oasis in the accountant!: 

rate base figure. The staff engineer, however, doveloped that 

applicants were experiencing service lives ranging from 4 years to 

8 years, depending upon whether the e~uipment was purchased new or 

used. He extended the book service li:£'e on these bases for' 
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equipment not fully depreciated and he ca.lculated the depreciation 

expense accordingly. The effect of the longer lives is reflect~d 

also in his rate base figure. The accountant and the engineer 

included allowances for working cash eapital in the rate base equal 

to the average operating'cxpenses 'for one month, exclusive of 

depreciation chargcs.5 The accountant cxpl~1ncd that bills for 

transp~rtat1on charges are sent to the shippers at ?-day intervals 

with a request for payment within 7 days thereafter. Assertcdly, 

the payments generally are not received until from 2 weeks to 

3 weeks after the issuance of the freight bills. 

The operating results in Tables Nos. 1 and 2 submitted by 

the staff engineer arc based upon a more representative period of 

time and, thro.ugh the adjustments above indicated, portra.y morc 

realistically the operating conditions being eXperienced. His 

figures will be used for the determinations to be made in this pro­

ceeding. The CommiSSion finds the estimated rate base of $73,198 

developed by the engineer to be reasonably l"epresentativc of the 

value of. the property devoted to the common carrier operations. 

\1c turn now to the position taken at the b.eal"ing by 

representatives of two of the retail store shippers served oy 

applicants. They testified that applicants probably wore entitled 

to some increase in their rates but they maintained that the amount 

of tho advance sought was too great. Aszertcdly, applicants provide 

a satisfactory service and its continuance is essential. 

Conclu5i~ 

The record shows that the revenues derived .from the present 

rates arc insufficient to cover the cost of performing the common 

5 The accountant allowed $13,400 and the engineer used a figure of 
$1~,8~ •. The variation is due to the usc ot'different opcra.t·ing 
pcr.iods for the estimates. 
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carrier service u..~d~rc'J.rr~nt cost levels. .The rates sought by 

applicants, however, would result in carnings, as shown by tho staff 

cng1nl-"!cr's estimate in Table No.2, that arc greater than necessa....7 

to sustain the ope,rations. Ex.",i,bi t:; presented ·by the start eng,i,n-ee:r 

in connection with an alt~rnatc rate structure show that an in.c,rease 

of $.5 perc~nt in applicants' present rates would produce annual net 

income of $9,$40, an operating ratio of' 95.0 percent a!'t'er p,ro;,rision 

for income taxes ~~d ~ r~tc of return of 13.4 percent on a r~te base 

of $73,19$. 

In appraising the reasor~bleness of earnings, the 

Commission considers all data of record without limitation or ro-

striet5.on t¢ any single £,o.rm1)~a. It is clear that 'the rate base con­

structed ~rom applicants' books with certain adjustments is largely 

depreciated. and does not represent the true operating condition of 

the properties. On the books, 1$ of 26 vehicles operated in the 

common carrier service have been fully depreciated.6 The fact iS 1 

ho~ver1 that applicants are performing a zatisfactory service to 

the public with the equipment in question. It is apparent, there­

fore 7 that beca.use of this understatement of the rate base the' true 

rate of return is correspondingly less than that above indicat~d. 

Under these circumstances~ the Co~~ission finds that the rate of 

return of 13.4 percent, when considered in connection with the 

rate base of $73,198, the net income of $9,$40 ar.d the operating 

ratio of 95~0 pp.rccnt after provision for income taxes, is n~t 

unreasor.able. 

Upon consideration of all of the evi4encc of r~cord, the 

Commission is of the opir~on and hereby finds that ~ increase of 

8.5 percent in applic~~tsT present rates is reasonable and just~fied. 

6--,. . 
The depreciated value of th~ 8 vehicles not fully depreciated 

amounts' to only 25.4 'percent of the original book value of the 
fleet of 26 vehicles. 
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, .. ; . 

'\ ... 

, ... 

To this extent, the application will be gr~~ted. In all other 

respects, it will be denied. 
, I ' ~ •. 

In this proceeding, consideration has been given to 

a;plicants t over-all revenue requirements and no study has' be'en~ 
made of each or any of the' rates or charges. In authorizing the 

increase in rates the Co~~ission does not make a finding of fact 

of the reasonableness of any particula~ rate or charge as so 

increased. 
.. /' 

" ' ~ 

o R D E R ..... - .... - ~ 

" 

Based upon the evidence of record and upon the conclu~' 

sions and findings set forth in the preceding opinion, " 

IT IS HEREBY ORDERED that N. J. Radunich and Ben F. Hawes, 

partners, doing business ac Red Line Carriers, be and they are 
" hereby authorized' to establish', on not less than five days f notice 

to 'the Commission and to the p~bliC, an increase of $.5 percent in 
, , 

the rates and charges published in their Local Freight 'Tariff No; 1, 

Cal .. P .. U.C .. No .. 1, and that in . computing the 'increci,S'~d rates and 
" , 

charges herein authorized fractionc of less than one-half cent shall 

be dropped and fractions of one-half cent or ove~'~:~ha11' be increased 

to thc next whole cent .. !I ',', (; ,!... .f' 

IT IS HEREBY FURTHER ORDERED that thci'; autho~itY"he~eiri 
granted is subject to the express condition that applic~~ts wii~~ 

. . .. 
ncver urge before thi: Comrllission in any proceeding unCier'Section 

,:- ... '1' 

734 of the Public Utilities Code, or in any oth~r proceeding, that 

the opinion and order herein constitute a finding of fact of the 

reasonableness of any particular rate or charge, and that the filing 

of rates and charges pursuant to the authority herein grantcQ will 

be construed as consent to this condition. 

-$-



A. 33909-AH 
'I' 

IT IS HEREBY FT.iRTHER ORDZRED that the authority herein 

granted sha,ll ~xpire unl~ss exercised '..r.i.thin sixty days after the 

effective date of this order. 

IT IS HEREBY FURTHER ORDERED that in all other respects 

the above-~ntitled application be and it is hereby denied. 

This order shall bocom~ effective twenty days after the 

date hereof. 
, ;t/J 

Dated at San Francisco, California, this o?1-- daY' of 

Februa::-y, 1953. 


