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Deoision No. ------
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOR!';IA 

In the Matter of the Application or ) 
LONG BEACH MOTOR BUS COMPANY re~ue3t- ) 
ing authority to inorease oertain of ) Application No. 37178 
its rates or faro. ) 

------------------------------) 
Geo~e H. Hook and John Muriholl~nd, tor applicant. 
Wa~ red Jacohoon, Gj Leslie E. Still, tor the 

City of Long Beach, interested party. 
Henry E. Jordan, for Bureau of Franchises and 

PubliC Utilities of the City of Long Beach, 
interested party. 

James K. Gibson, John t. Pearson and H. F. W1ggins~ 
for the starr of the Public Utilities Co~~iosron 
of the State ot California. 

OPINION -------

App11cant 13 a Ca11forn1a corporation engaged 1n the 

business of operat1ng an urban passenger stage service with1n and 

between the cities of Long Beaoh, Se~l Beaoh, Signal Hill and 

Lakewood and the commun1t1es of B~llflower, Paramount and Dom1nguez. 

By this application, tiled July 30, 1955, it seeks authority to 

effect a two-cent increase in its adult cash fares and to canoel 

present token fares. No changes are proposed in school fares or 

in zone boundaries. Applicant's present adult tares, and the in

creased fares which it seeks to ~stab11sh, are as tollows: 

One Zone 
Two Zone 
Three Zone 

Pre.3ent Farea 
Cash. -
13¢ 
18¢ 
23¢ 

Token 

l2t~ (1 token)(a) (a) 
17~¢ (1 token ~. 5¢) 
22~~ (1 token + lO¢)(a) 

(a) Tokens: 2 for 25 cents 
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The present tares were established on April 2, 19~. Applicant 

alleges that since that t1me it! revenues have declined and its 

operating expenses have increased, and that as a consequence the 

higher tares which it seek3 are necessary to the maintenance ot its 

services. 

Public hearing on the application was held before 

CommisSioner R. E •. Untoreinor and Examiner C. S. Abernathy at Long 

Beach on November 16 and 17, 1955. Evidence was submitted by 

officers and employees ot npplicant and of its affiliated companies, 

by vario~s of applicant's patrons, by a representative ot the City 

of Long Beach, and by members ot the Commission's staft. A closing 

statement was tiled by the City ot Long Beach on November 2$. The 

matter is ready for deCision. 

Generally speaking, the evidence which ws.,s presented by 

applicant's witnesses was directed largely to (1) a showing or the 

circumstances that led to the filing of the 1nstant application and 

(2) a showing ot estimated results of operations during the com1r.g 

year (a) if present fares are maintained, and (b) if the sought 

fares are established. According to an exhibit and test~ony sub

mitted by applicant's treasurer, the operations during the past year 

have been marked by a substantial decline in passenger traffiC. He 

reported that the compa~rs passenger volume for the 12 months 

ended with October, 1955, wa3 approximately 's ~ll1on passengers 

less than tor the year 1954. He pred.:1.cted a continuation of the 
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downward trend in traffic in 1956 and estimated a further decline 

in volume of approximately 700,000 passengers during the yaar. 

The treasurer stated that along with tbe decreases in passenger 

traffic applicant has experienced increases in operating costs, 

particularly in those for labor. He said that since the time that 

the present fares were established in April, 1954, his company has 

had to grant two wage increases, one ot 5 cents an hour on 

October 1, 1954, and another of 9 cents an hour on October 1, 

1955, and that it has had to commit itself to a further increase 

of 5 cents an hour, effective October 1, 1956. He said that at 

the revenue and expense levels under whicb the compa~ operated 

during September, 1955, applicant was able to realize virtually no 

earnings. Taking into consideration the wage adjustment ot October 1, 

1955, and that to which the company is committed a year hence, he 

estimated that under present fares applicant would incur an operating 

loss of $20,744 during 1956 and that under the proposed tares the 

company would realize net earnings of $98~776 from gross revenues 

or approximately two million dollars. 

Estimates of operating results tor the year 1956 were 

also submit'ted by a transportation engineer ot the Commission's 

staff. These estimates were developed on the basis or stUdies and 

analyses wh1ch the engineer had made of applicant's operations and 

records. Except tor certain expense items, the estimates of the 

engineer and of applicant's treasurer are substantially alike. 

The main pOints of difference whicn are pertinent to the conclusions 
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hereinafter will be discussed subsequently. The respective 

estimates are oummarized in Table No.1, below: 

Table No .. 1 

Est~ated Operating Results under Present and Proposed Fares 
for Year 1956 

Operating Revenue 

Operating Expenses 
Equipment Maintenance 

a::ld Gax'age Expense 
Transportation 
Traff1c and Advertising 
Insurance and Safety 
Administrative and Gen-

eral 
Taxes 
Depreciation 

Total Expenses 

Net Operating Revenues 

Income Ta.xes 

Net Income 

Rate Base 

Rate of Return 
Operating Ratio 

Under Present Far~s 
Comm1ssion 

Applicant Engineer 

Under Proposed Fares 
Commiss1on 

Applicant Engineer 

3~1'715 347,930 3a1,715 -347,930 
1,0 -,,975 1,031,290 1,0 ,,97$ ljO.31,290 

,550 ~J400 ,550 %~400 152,090 12 ,750 1$2,090 12 ,750 

118,960 106,730 118,960 106,730 
18S,4~5 18$,470 191,165 189,920 
1~6z~ ~ 22z2~0 '126z262 22z220 

$1,973,694 
, 

$1,900,$00 $1,979,424 $1,,904,950 
(§ 20z:1W:b) (a) 67,230 201,076(a) 286,085 

102,300 

($ 20,74[) 37,090 '9.8;'776 

$ 530,836 (b ~$ 581, 750(b )$$.30,,836 (b)$ 

148,140 

137,945 

581, 750.{'o) 

- 6C)~ . - 18.·6~ 
101.06% 98 0 1% 95.4~ 

23.7% 
93.7% 

) Indicates loss ---
(a) Inc1~dos $1,100 other income 
(b) Includes valuations for property leased 

from affi11ates 

Another transportation engineer of the Commission's staft pre-
, 

oented a report covering an investigat10n which he "had made ot the 

quality ot applicant's service. Hetest1t1ed that h1sinvestigation, 

which covered a two-aay period in October, disclosed.n~erous instances 

of failure or the bus operators to operate their buses in conformity 

with the ,company's posted schedules. As examples,:. he said that he had 
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observed operators unnecessarily leaving the terminals late, and 

others leaving anead of the scheduled departure times. In varioue 

instances the operators apparently turned back clong their routes 

without complet1ng scheduled runs. The engineer attributed the 

failure of the operators to meet their schedules largely to 

inadequate supervision by the company and said that during the past 

two years the company has decreased the number ot its dispatcher

supervisors from eight to three. He said that the company should 

employ at least three more supervisors in. order to bring its 

service up to mintmum reasonable standards, and he recommended that 

an allowance of $~,OOO be included in the expense estimates tor 

the coming year to cover the costs of the additional supervision. 

Other witnesses who partiCipated 1n the proceeding were 

a representative of the City ot Long Beach, who submitted evidence 

relating to the service areas ot a~licant, and a number or 

applicant's patrons. The latter witnesses testified at length 

concerning irregularities of applicant's services, corroborating in 

this respect the testimony ot the Commission engineer concerning 

service. They emphasized need tor reliable and on-time per~ormance 

and pointed out by way of example that the operation ot buses ahead 

ot schedule results in their missing buses and is the cause of 

seriolls delay and inconvenionce to them~ partioularly in the 

evenings when the intervals between the scheduled r~ are sub

stantial. Several of the witnesses also urged that the company be . 

required to extend its Operations forthwith into an eastern suburb 

-5-



· A-.37118 GF 

ot Long Beach, whioh service the oompany has been authorized to 

perr~~ but whioh, as ot the date ot the hearing in this proceeding, 

had not yet been 1naugurated. l 

Discussion and C'onclus1ons 

AS the foregoing review ot the reoord indicates, appli

cant '~I shovdng herein was eon!'1ned largely to the revenue and expense 

aspeots or its operations. ~he evidence is clear, however, that a 

faotor to be oonsidered along with the revenue and expense data 

13 the serv1ce that applioant is providing and is proposing to 

prOvide. The oompany's expense estimates tor 1956 presume the 

tull operation ot currently authorized sehedules, including the 

above-ment1oned extensions of Routes Nos. 1 and 4.. Obviously, 

with the seeking ot tne benefits ot increased fares on the basis 

of stated operations, there is a eommitment on the part 

or applioant that with the assessing of increased tares authorized 

on the Showing made, the operations will be eonducted as stated. 

The reliability of the service, moreover, is a measure or 1ts value 

to ap~licant-oompany's patrons and in turn a measure of the tares 

that reasonably may be assessed. Fares that are reasonable and 

justified for a service of good quality may well be unreasonably 

high for a service of lesser quality. 

It is evident from the nature of the test~ony of appli

cant's patrons~ and trom the testimony ot the Commission engineer 

who reported on applicant's 3erviee~ that the company has permitted 

the quality or its operat10ns to deteriorate to a substandard level. 

The company's failure to operate in reasonable conformity with its 

1 
By Decision No. $1638, dated July $, 19$$, and effeotive twenty 
dnys thereafter, a certificate of pub11c convenience and 
noeessity was granted to applicant herein authorizing it to 
e,:tend its Routes Nos. 1 and 4 into the areas involved. 
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posted schedules cannot be condoned. At the hearings in this 

proceeding applicant's representatives indicated a willingness to 

tmprove the service and especially to satisfy such complaints as 

may be brought to their attention. We are not persuaded~however~ 

that their indicated program of improvement will be sufficiently 

productive as to yield results commensurate with the maintenance 

01' the service standards th~t should be provided. Lack~g in said 

pl'Ogram. is the amount and degree of operational supervis10n that 

trom the testimony of one of the Commiss1on engineers appears to 

be m1~um tor the service generally. We believe~ moreover, that 

applicant's ob11gations to its patrons are to conduct its operations 

1n such manner as reasonably to forestall condit1ons leading to 

1nte~ior service. Such increased fares as may be authorized here-

matter will be sufficient to enable app11cant to provide 1t s 

patrons with serVice of good quality. The exerc1se of the authority 
, 

granted will be cond1tioned upon applic~t's taking aggressive 
2 

and affirmative steps to estab11sJ:l. and maintain such a service. 

2 
P8.renthotically~ it should be observed that with the 1mprove
~nt in service it may reasonably be antiCipated that applicant 
will realize some improvement in revenues over those forecast 
for 1956. The revenue forecasts both of applicant's treasurer 
and of the Commission engineer reflect the downward trend in 
traffic that has prevailed over the past several years. 
Undoubtedly, applicant's traffic losses during the past year 
are traceable in part to service irregularities which have 
a11enated the company's patrons and have caused them to turn 
to other transportation. Correction of these irregularit1es 
should avo1d further patronage losses stemming therefrom. 
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As has been noted hereinbefore, except for certain items 

applicant's revenue and expense forecasts for 1956 and those which 

were submitted by the engineer of the Commission's staff are sub

~tantially alike. Applicant's treasurer, in arriving at his expense 

estimates, included allowances of $61,400 and of $136,969 for 

management expense and tor depreciation expense respectively; the 

corresponding estimates of the staff witness are $49,900 and 

$95) 9.30. Applicant's charges to management expense represent pay_ 

ments to an affiliated management company based on a prorate of the 

expenses of the affiliate among applicant and other companies 

subject to the management canpany's control. The estimates of the 

Commission engineer were developed in a similar manner. However, 

the engineer adjusted certain of the expense items to a level that 

he considered proper for rate making purposes. With respect to 

depreciation, applicant has followed the practice of depreciating 

its buses on a ten-year basis. The engineer computed his estimate 

of depreciation expense at rates reflecting service lives of twelve 

years for the buses. He said that the longer period is more in 

harmony with the actual experience of the company in its operations. 

As between the management and depreciation expense 

estimates of applicant's treasurer and those of the Commission 

engineer 1 the latter appear to be the better supported. In using 

the engineer's depreciation expense it is also necessary to use the 

engineer's rate base, as the two items must be correlated. Adjust

ment of applicant's estimates accordingly and to allow for the costs 

of the additional supervision recommended by the other engineering 
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witness of the Commi8siont~ statt results in the figures set forth 

in Table No. 2 below. These figures appear to be reasonably 

repre~entative of the revenues and expenses applicable to the 

companyf~ operations during the coming year and will be adopted 

as the basis tor our conc1ue1ons hereinatter. 

Table No~ '2 
" 

Adjusted Estimated Operating Results under Present and Proposed Fares 

for Year 19.$6 

Operating Revenue 

Operating Expen~es 
Equipment Maintenance 

and Garage Expense 
Transportation 
Traffic and AdvertiSing 
Insurance and Sarety 
Administrative and General 
Taxes 
Deprec1at ion 

Total Expenses 

Net Operating Revenues 

Income Taxes 

Net Income 

Rate Base 

Rate of Return 
Operating RatiO 

Under. Present 
Fares ...... -

: " 

. .331,71" 
1,0,7,975 

4,550 
152,060 
107,4 0 
18,,43.5 
221230 

\ 

$1,93,~15S 
, 

$ 16,69.$ 

';,476 

$ 11,219 

581,7.$0(a) 

1:93% 
99.4.3% 

'; , 

Under. Proposed 
Fares 

33l~715 
1,057,975 

4,550 
152,ozo 
107,4 0 
191,16.$ 

. 2212Jo 
$1,940,885 

$ 238,,1.$ 

123,107 

$ 115,408 

581,150(&) 

19.~ 94. 
(a) Includes valuations tor property leased from affiliates. 

It is evident from the data in the foregoing table that 
',' , 

it present taros are maintained during the coming year; applicant's 

operating revenues will be hardly more than enough to meet the costs 

of the service, that the excess of revenues over expenses 

will not be a sufficient margin to assure the stability of the 

operations against normal contingenc1e3~:and that the company's 
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net earnings will be unreasonably low': Clearly; the circumstances 

justify an increase in fares it applicant's services are to be 

conducted at a satisfactory level. 

It would also appear from the rate of return figures 

shown in Table No. 2 that it the sought increased tares are 

established, the earnings that applicant will realize will be very 

substantial. In this.regard, applicant's vice pres1dent took 

particular exception to a determination of tae reasonableness ot 

the ant1cipated earnings by the rate or return. He asserted that 

where transit companies are concerned, the rate of return does not 

provide a reliable test ot fair earnings because of rapid fluctua

tions in the rate base resulting from the short service lives of 

the operating properties; the tact that the operations of transit 

companies are subject to different and greater risks than are the 

operations ,or other public utilities; the fact that transit compa

nies have no·min~um monthly enarge, as do other utilities, to 

protect the level of their revenues; and the fact that transit 

companies operate 1n a highly competitive field and do not enjoy 

the degree ot monopoly found 1n the operations ot other utilit1es. 

He said that for these reasons it is his opinion, and the opinion 

of others 1n the trans1t industry, that reasonable earnings should 

be determined by the use of operating ratio and that an operating 

ratio of 90 to 92 per cent, atter allowance tor income taxes, is 

appropriate. He pointed out that a higner operating ratio will 

result under applicant's operations during the caning year at the 

tares sought. He explained that ~e application herein was tiled 

prior to the recent wage agreement providing for wage increases 

effective October 1, 1955 and 1956, that such wnge agreement was 

entered into in order to avoid interruption ot his company's 

services by strike, and that rather than to experience the delay 
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that amendment of the application to reflect the changed conditions 

" , 

would entail, his company had elected to go rorward on the original 

application. 
, -

We recognize the merit in the argument advanced by appli-

cant 1n support of reliance on operating ratio tor determination 
".~ ',~. 

ot reasonable earnings in the ease of transit companies. In the 

1n»tant case the company's rate base, even with the value of 
, 3 

property leased from affiliates and not owned by applicant 1ncluded, 

is less than one-~uarter of the original cost or the properties~ 
, • 'I }. 

It is not our pract1ce, under such c1rcumstances, to limit the rllte 

ot return to the levels deemed appropriate for other ut11ity 

operations, and wo give appropr1ate wei~b.t to operat1ng rat10 in our 

determinat10n or reasonable rates. We do not~ however, accept the 
. , 

conclusion that operating rat10 should be the solo determinant or 
. ,~ 

the reasonableness of rates. Wo take into consideration all 

!,ortinent factors); such as rate of return", amount of' net revenue, 

and financial requirements, as well as operating rat10. 

App11cant has here1n sought increased tares as a means 

of improv1ng its financial position. In a prior proceeding the 

company's attention was called to certain operational econom1es 

which it apparently could effect through reduction in schedules 

without materially impa1r1ng its serviee.4 It is now ev1dent fr~~ 

3 

4 

, 
Vinere a public utility acquires the use of operating properties 
under rental agreements with a non-utility affiliate, the 
agreements are disregarded at times and the expenses of .. the 
~t111ty operations are developed as if the rented properties 
were owned. This procedure is followed as a means of testing 
the propriety or the rental agreements. In, this instance it 
appears that treatment of the leased properties as owned 
properties has but little affect upon'the level of applicant's 
expenses. It does, however, materially increase the rate base 
and decrease the rate of return. 

Decision No. 51638, dated July 5, 1955, in Application 
No. 36738. 
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the record which has been adduced in th1s matter that a modification 

in schedules as suggested is less desirable than an increase in 

fares, and would not meet with the approval either of applicant's 

patron$ or of the City ot Long Beach. It appears that increased 

revenues of the volume that the oought fares would return are 

neCe3S8rY for the adequate maintenance of applicant's operat1ons 

at a satisfactory service level. 

The Commission hereby finds that the serv1ce and faci11-

ties of applicant are unreasonable, inadequate and insuffiCient 

because or an insurficient number of supervisory personnel and the 

absence or effective enforcement of applioant's schedules and that 

public convenience and necessity require that the additional 

personnel provided tor and required by the order herein be 

employed by applicant and that the other conditions specified by 

said order be carried 1nto effect promptly. 

It is concluded, therefore, and the Comm1ss1on so finds 

as a tact, that the sought fares have been shown to be justif1ed. 

The an.ticipated operating results under the proposed tares, as 

evidenced by the operating ratio or 94.7 per cent, appears 

granted subject to c&rta~ eond~t~ona re~&t~ng to oerv1oe. 
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o R D E R - - ---

Based on the conclusions and tinding~ set fortb in the 

preceding opinion, 

IT IS HEREBY ORDERED that Long Beach Motor Bus Company be" 

and it hereby is, authorized to amend 1ts Local Passenger Tariff 

Cal. P.U.C. No. 12 (or reissues thereot), on not less than rive 

daysT not1ce to the Commission and to the publiC, so as to cancel 

present token tares and to Etstab1ish increased cash tare e as follows: 

Adult tare, per one-way ride, 

Between pOints w~tb1n one zone •••••••••••• 1$ cents 
Between pOints in contiguous zones •••••••• 20 cents 
Between points in two zonestbrougb. 

an intervening zone ••••••••••••••••••• 2$ cents I 

IT IS HEREBY FURTHER ORDER?D that, in addition to the 

customary tiling and posting of tariffs, applicant shall g1ve not 

less than five days' notice to the public by distributing and 

posting in its buses a printed explanation of the increased fares. 

IT IS HEREBY FURTHER ORDERED that the authority herein 

granted be, and it hereby is" subject to the following conditions.: 

(1) Applicant shall not make any reductions in its 
authorized schedules except after approval by 
the Comm1ss1or... 

(2) Applicant shall establish and maintain the 
extended service on its Routes .Nos. l' and 4" 
authorized by paragraph (2) of Dec1s"ion 
No. 51638" dated July $, 19$$, in Application 
No. 36738. 
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(5) 

(6) 

Applicant shall establish and maintain a start 
of not less than six supervisors or supervisors/ 
dispatchers (exclusive of applicant's general 
manager, superintendent, assistant superintendent, 
or other officers or employees having similar 
duties and responsibilities), each of whom shall 
be on duty not less than forty hours weekly. 
The operation ot ap,plicant's services shall be 
subject to the supervision ot at least one of 
said supervisors or said supervisors/dispatchers 
trom the beginning or the !'irst schedule to the 
close of the last schedule daily. 

Applicant shall formulate, put into effect and 
maintain a program, satisfactory to the COmmission, 
which 18 designed to assure the conduct ot its 
services in conformity with its schedules. 

Applicant shall report to the Commission •• 1s4"\; <Tt/.it 
once a month concerning the results achieved 
under the program specified in paragraph (4) 
above. 

Applicant anall not put into effect the increased 
tare schedule heretnabove authorized until it 
shall tirst nave 

(a) Complied with the conditions specified 
in paragrapbs(2), (3) and (4) and 
tiled an affidavit with .the Commission 
stating that it has done so; and 

(b) Filed witn the Commission an acceptance 
or J and its agreement to.. the rema 1ning 
conditions herein specified. 

IT IS HEREBY FURTHER ORDERED that the Commission's stafr 

be and it hereby is directed to make a.n independent check.. at least 

once a month until otherwise directed l or the quality of applicant's 

service and to report thereon to the Commission. 
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IT IS HEREBY FURTHER ORDERED that the Commission retain 

jurisd1ction 1n thiS proceed1ng and take sucn further steps and 

make such further orders 8.3 shall be necessary to insure comp116.Dce 

w1th the foregotng prov1sions of th1s order. 

Th1s order shall become effect1ve twenty days a~er the 

date hereof. 
:t n Dated 8. t , __ .::8a=ft:::..:.;FJoan:.:;::.:;:cf::.:.:ftOt)~' __ , Ca11fornia, this /;......' day 

of Iitf(1lt!ltV II 195.£-
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