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Decision No • __ 7-..;4~5W.-;.148r.w.. ___ _ 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of 
BAY CITIES WAREHOUSE COMPANY, INC ~ ; 
BECKMAN EXPF£SS & WAREHOUSE CO.; 
BEKINS WAREHOUSING CORP.; BENTLEY 
MOVING & STORAGE CO.; CENtRAL WARE­
HOUSE & DRAYAGE CO., INC.; CHI­
CHESTER TRANSPORTATION COMPANY, INC.; 
CONSOLIDATED DE POE CORPORATION; 
Edgar and Correnah De Pue Osgood, 
dba DE PUE WAREHOUSE COMPANY OF SAN 
FRANCISCO; DILLON DRAYAGE & WARE­
HOUSE CO., INC.; Chester and George 
Cassella and Elmo Crests, dba 
DISTRIBUTORS WAREHOUSE; Bradford 
G., Harold F. and MOrton G. Baruh, 
dba EAST BAY STORAGE CO.; EMERY 
WAREHOUSE; ENCINAL TERMINALS; 
Charles Lee Tilden, Jr. and Irving ! 
S. Culver, dba GIBRALtAR WAREHOUSES; 
HASLETT COMPANY; INTERLlNES­
BLANKENSHIP WAREHOUSE CO.; LYON 
VAN & STORAGE CO.; MARCENTE'LLI WARE­
HOUSE CO., INC.; John F. Fox, Jr., ) 
George F. Fox and Joseph T. Fox, dba l 
JOHN McCARTHY & SON; PASHA WARE-
HOUSES, INC.; RICHMOND TRANSFER AND 
STORAGE COMPANY; ROBERTSON DRAYAGE CO., 
INC.; SAN FRANCISCO WAREHOUSE CO.; ! 
STATE TERMINAL CO., LTD.; THOMPSON 
BROS., INC., dba The Dodd Warehouses, 
North Point Dock Warehouses and 
Thompson Bros., Inc.; United Calif-
ornia Express & Storage Co., dba ) 
U. C. EXPRESS & STORAGE COMPANY; ) 
WALKUP'S MERCHANTS EXPRESS; and 
WALTON DRAYAGE & WAREHOUSE CO., INC.; 
for an Increase in Rates. . 

Application No. 49526 
(Filed July 6, 1967; Amended 
January 26 and March 12,196~ 

Addition~l Appearances 
(For other appearances see ~ecisiOn No. 72996) 

Jack Scott, for M & M/~rs) and B~ M. Cleland, for 
Parrott & Company, protestants. 

James Quintrall, for Los Angeles Warehousemen's 
ASsociation, interested party. 

Kenji Tomita and Charles J. Astrue, for the Com­
mission staff. 
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A. 49526 1m 

OPINION -------

By Decision No. 72996, dated August 29, 1967, the Commis­

sion granted applicants interim authority to (a) establish the 

increased rates and charges proposed in Application No. 49526, 

except for the 12-1/2 percent sought increase in storage rates and 

charges; and (b) to cancel certain tariff items designated in the 
1/ 

application as no longer serving a useful purpose.- The interim 

relief was granted, pending completion of comprehensive staff studies 

relative to applicants overall sought relief. 

On January 26, 1968, Application No. 49526 was amended to 

include Walkup's Merchants Express. On March 12, 1968, the appli~ 

cation was again amended to include a request for authority to in­

crease further certain specified handling and accessorial service 

rates and charges in order to offset like upward adjustments in 

applicants' labor costs and allied payroll expenses, effective 

generally as of June 1, 1968, and not heretofore considered by the 

Commission. 

The staff studies having been completed, adjourned hearings 

relative to the remaining sought adjustments in applicants' rates 

and charges, not heretofore considered or authoriz,ed by Decision No. 

72996, were held before Examiner Gagnon at San Francisco on April 2, 

3 and 5, 1968. Additional evidence was presented by applicants' 

1/ The specific increases originally proposed by applicants are 
as follows: 

1. 
2. 
3. 

4. 

Increase all storage rates and charges by 12-1/2 percent. 
Increase all handling rates by 6-1/4 percent. 
Increase all rates and charges contained in certain 
tariff rates and accessorial service provisions by 
designated amounts. 
Cancel so-called "dead rate" items. 
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tariff agent and several warehousemen. Comprehensive financial 

studies conducted by the Commission's Transportation Division and 

Finance and Accounts Division were introduced into evidence. Storers 

were notified as to the amended sought relief and one such storer 

appeared and offered testimony in opposition to the proposed in-

crease. 

Under existing labor contracts, effective June l~ 1968, 

the general merchandise warehousemen in the San Francisco Bay Area 

experienced a 25 cents per hour wage increase for platLt labor and,a 

15 cents per hour increase in clerical labor~ In addition, allied 

payroll taxes and workmen's eompensation insurance have been in-
2/ 

creased.- In order to offset such increases in warehouse labor and 

allied payroll expenses, authority is requested to further increase 

the following handling charges, which are in addition to the 12-1/2 

percent increase in storage rates originally sought by applicants 

in July, 1967, and not heretofore granted by Interim Decision No. 

72996: 

1. Loading or Unloading Cars: Increase car-unloading 

minimum of $1.84 per ton to $1.93 per ton. Increcse minimum 

per ear charge from $15.33 to $16.11. 

2. Storage Withdrawals: Increase withdrawal charge f40m 

75 cents per withdrawal orde~ plus 10 cents per line itee per 

order, to $1.00 per withdrawal order plus 15 cents per line 

item per o~der. 

3. Special Labor: Increase special labor charge from 

$6.66 per man-hour st~aight time to $7.00 per man-hour; and 

from $9.99 per man-hour overtime to $10.50 per man-hour. 

1/ Applicants estimate that, as of June 1, 1968, their hourly labor 
unit cost per minute inereased 4.83 percent since June 1, 1967 
(Exhibit No.6 vs. Exhibit No.8 herein). 
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It is estimaced that the proposed wage offset increast~S 

in the above selected handling charges will return the warehousemen 

covered by Exhibit E of che application, approximately $186,000 

additional revenue; whereas the June 1, 1968 increase in wages and 

allied payroll expenses will amount to about $190,000. 

The tariff agent presented various financial statements 

which up-date prior rc13ted computations, previously introduced at 

the initial series of hearings concerning the results of operations 

of certain representative warehouse operations for the year 1967. 

The revised financial operating statements are designed to show the 

estimated results of applicants' utility warehouse operations (1) 

prior and subsequent to the inter1~ increase authorized by Decision 

No. 72996; (2) under the originally proposed 12-1/2 percent increase 

in storage rates; and (3) under the proposed increase in designated 

h~ndling charges to offset the June 1, 1968 increase in labor and 

allied payroll expenses. 

The staff of the Commission's Transportation Division and 

Finance and Accounts Division introduced a series of fineneie! 

statements setting forth the results of their analysi~ of the boo~s 

and records of certain applicant warehousemen, selected ~s represen­

tative of all applicants, for a l2-month period ending !-1::y 31, 1967. 

The results of operations for the historic rate year w~r.e ir.iti~lly 

developed by a sta£ffin~ncial witness. His financial analysis is 

predicated upon an examination of the accounting records of 10 of the 
3/ 

28 applicants.- The selection was made primarily on the basis of 

gross revenue from warehouse operations. the 10 selected warehouse­

men had combined revenues equal to 93 pe~cent of the total revenues 

of all applicant warehousemen. Staff adjustments to the historic 

---------------... __ .. , ----_ .. - -_ .. __ ._. ------
San Francisco Warehouse Co. was subsequently excluded ftom the 
staff report as their operations for the historic rate year was 
deemed to be not representative • 
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recorded book figures of the selected warehousemen were generally 

as follows: 

1. Eltmination of revenues and expenses pertaining to 

nonut11ity warehouse operations. 

2. Substitution of ownership costs for rental payments 

to affiliates for use of warehouse facilities. 

3. Administrative salary adjustments to estimated 

industry levels. 

4. Elimination of charitable contributions and non­

industry dues and subscriptions. 

5. Reclassification of revenues and expenses to conform 

with the Uniform System of Accounts .. 

A summary of results of operations, operating ratios and 
. 4/ 

rates of return of nine representative applicant warebousemen,- for 

(1) the historic rate year ending May 31, 1967:; and (2) the historic 

r.:te year adjusted to reflect costs of labor and allied pnyroll 

expenses, effective generally June 1, 1968, and the interim increase 

in rates, au~horized by Decision No. 72996, is set for.th in Table 1. 

Item 

Revenues 
Expen:se:s 
Operating Income 

Income Taxes 
Net Operating Income 
Opera.ting Ratio 

After Taxes 
Rate of Return 
Net Plant Investment 
Rate Base 

TAU 1 

Results of Oporation~ 
:Historic Rate Year : Adjuste~ P~te 
:Ending 5-3l-67 : Ye~r En~ing 6-1-68 : 
:(Exhibit 14. T~ble B-10) (Exhibit 15. Table C-3): 

$4,686,923 $5 1 124,;19 
4.434,705 ~T796,287 

252,218 3271732 
79,599 114,052 

172.629 213,680 

96.3% 
b.3% 

$2,728,005 

95.9% 
7.4% 

$2,8671 616 

4/ The nine applicant warehouse operations selected by the staff as 
being representative of the overall operations of all applic:an,te 
are: (1) Bay Cities Warehouse; (2) Central Warehouse & Drayage; 
(3) De Pue Warehouse; (4) Encinal Terminals; (5) Gibraltar Ware­
house; (6) Haslett Company; (7) Thompson Bros.; (8) Walkup's 
Merchants Express; and (9) Walton Drayage & Wa~ehouse. 
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It will be noted from !able 1 that, in addition to devel­

oping operating ratios as a basis for evaluating the estimated 

results of applicants' warehouse operation under various circum­

stances, the staff also computed a so-called net plant investment 

and a rate base for calculating rates of return. The staff finan­

cial witness explained that net plant investment includes gross 

plant dedicated to utility warehouse operations, less applicable 

depreciation thereon, as found on the books of applicant warehouse­

ment. In addition, gross plant rented by the warehousemen from their 

affiliates, less accrued depreCiation, as shown in the books of 

said affiliates, was included in the computation of net plant 

investment. No plant facilities leased from parties other than 

affiliates nor provisions for working ca~h were included in net 

plant investment. 

The estimated results of applicants' utility warehouse 

operations, as determined by the staff engineer, is predicated upon 

the historic rate year initially determined by the staff financial 

witness. the engineer brought forward the historic rate year, plus 

further adjustments he deemed appropriate, to reflect, among other 

projections, the interim increase authori~ed by Decision No. 72996; 

as of ~une ~~ ~968; and ehe est~mated rC3U~~S of operac1ons under 

the ini~ial and subsequently amended proposed incroases. A com­

parison of the estimated financial results of operations, for a 
projected rate year~ as determined by the staff engineer and appli­

cants' tariff agent, is set forch in the following ~able: 
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TABLE 2 

AEElicant · stati: · · · Original : Amended · Original : Amended · · · · · · · Proposed : Rate · Proposed: Rate · · · · · : Warehousemen : B3te~ : fI020~21 · Rates : Pro2osal · · · 
(Percent) (Percent) 

Bay Cities 82.4 
Walkup 89.4 
Central 90.5 88.8 91.2 89.5 
De Pue 103.4 100.5 96.4 95.0 
Encinal 90.3 90.1 87.9 87.7 
Gibraltar 98.2 95.5 98.4 95.7 
Haslett 94.9 93.4 95.0 93.5 
San Francisco 105.3 100.2 
Thompson 96.4 94.7 91.6 89.8 
Walton 96.1 93.8 99.1 96.1 

Total 91.7 95.5 93.2 92.6 

It will be noted from Table 2 that the tariff agent and 

the staff engineer both expect the representative warehousemen to 

experience somewhat comparable operating ratios under the original 

and amended rate proposal. Should the sought relief be granted, 

Table 2 indicates that applicants should realize an overall operating 

ratio of approximately 92 to 95 percent. If, as in prior proceedings 

of a similar nature, the current and projected operating ratios of 

applicants were to be stressed as the major criterion for evaluating 

their rate proposal, the requested relief would meet the standards 

previously observed by the Commission when finding similar increases 

to be justified. However, the staff's recommendations are, in this 

particular instance~ predicated upon che present and projected rates 

of return developed by the staff engineer. The rate base determina­

tions, from which said rates of return are calculated, stem from the 

net plant investment computed by the staff financial witness plus an 

allowance for working cash, the approximate equivalent of two weeks 

operating expenses. 
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The tariff agent stated that the warehouse operations~ 
5/ 

with the exception of three~ own no significant rate base due to the 

fact that their operations are conducted primarily in rented 

facilities. For this reason, the tariff agent contends that the 

revenue needs of applicants should be evaluated, as in the past ten 

years, on the basis of operating ratios found to be justified by the 

Commission. The tariff agent did, however, introduce in evidence a 

rate of return study (Exhibit 11) and a study of the estimated cost 

to finance the capital investment required if the applicant warehouse .. 

men were to build their own warehouse plant facilities and thereby r~~ 

place existing rented warehouse buildings and land (Exhibit l2).It was 

explained that such studies were intended to show why applicants 

must rent their warehouse plant facilities. It is not the contention 

of the tariff agent that the rates of return developed by his study 

would, in fact, be those actually experienced by applicants. 

In order to compute a rate base which would reflect all 

of the warehouse plant facilities utilized by applicants, the tariff 

agent first determined the number of square feet of building and 

land space rented by the representative applicant warehousemen. The 

replacement value of the rented buildings and land space was deterw 

mined on the basis of $5.00 and $2.00 per square foot, respectively. 

The tariff agent explained that said replacement costs are under­

stated for the metropolitan area of San Francisco and Oakland. The 

total cost of the rented buildings and land space thus determined 

were further adjusted, as tndicated in Exhibit 11, in order to deter­

mine the net replacement value of the warehouse facilities rented by 

the representative applicant warehousemen. !o this computation was 

added the net value of the warehouse property and equipment owned by 

1/ Encinal Terminals, Haslett Co.) and San Francisco Warehouse Co. 
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the selected applicants plus an allowance for working c~sh which was 

based upon two months' operating expenses minus depreciation. 

A summary of the overall results of the rate of return 

studies conducted by applicants' tariff agent and the staff engineer 

is set forth in the following Table 3: 

. . 

TABLE 3 

Summary of Rate Base Computations and 
Estimated Rates of Return for Selected 
Representative Applicant Warehousemen 

for a Rate Year 

item : App,licants . . Staff 

Period-Rate Year 
Working Cash 
Warehouse Property 

$ 
1967 
811,988 

Year Endin~ May 31, 
1) 

and Equipment­
Net Value 

(See Note 4) 
Value Rented Property 

and Equipment 
Total Rate Base 
Rate of Return 

(a) Original Rate Proposal 
(b) Amended Rate Proposal 

Note 1 
" 2 
" 3 
" 4 

2~119z219 
2,931,207 

(2) 

7,438,958 
$10,370,165 

(2) 
$2,867,616 

12.9% 
16 .. 7 

3 .. 31. 
5.4 
8 .. 0 
8.4 

1967 

(1) Working cash included in total rate base. 
(2) Net plant investment plus rented facilities from affiliates. 

. . 

Note 1. Rented warehouse facilities considered to have a replace­
ment value of $5.00 and $2.00 per square foot for buildings 
and land space, respectively. 

" 

" 

" 

2. Rented warehouse facilities considered to be SO percent 
depreciated. 

3. Rented warehouse facilities considered to be 75 percent 
depreciated. 

4. Rate base includes only net value of warehouse plant owned 
plus working cash. 

It will be noted from Table 3 that the total rate base and 

related rates of return computed by the tariff agent are in sub­

stantial disagreement with the like calculations of the staff 
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engineer. The rate base and related rates of return determined by 

the staff do not reflect, as do the like computations of the tariff 

agent, the value of warehouse facilities rented by the representative 

warehousemen from parties other than affiliates; which, as shown on 

Table 3 hereof, constitutes a major portion of the warehouse plant 

faeilities involved. It should also be noted that the tariff agent's 

allowance for working cash is based upon two months operating ex­

pense; whereas the staff's allowance reflects an amount equal to 

approximately two weeks operating expenses. The comparative 

differences, together with the dissimilarity in the adjustments to 

the recorded financial results of operations for the selected appli-

cant warehousemen, deemed proper in the judgment of the tariff agent 
and the staff, ~espect1vely, account for the more favorable overall 

~ates of return developed by the staff. In this connection, it 

will be noted that from a rate base of $2,931,207, which compares 

quite favorably with the total rate base of $2,867,616 computed by 

the staff, the tariff agent develops 3 projected rate of return of 

only 8.4 percent; whereas the staff antiCipates a net rate of return 

of 16.7 percent should the sought relief be authorized. 

At wage levels and allied payroll expenses experienced by 

applicants as of June 1) 1968) and the interim increase authorized 

by Decision No. 72996, the staff contemplates that the representative 

applicant warehousemen will experience an overall operating ratio of 
95.9 percent and a rate of return of 7.4 percent (Table 1). Under 

the original sought increase, which includes a 12-1/2 percent increase 

in storage rates in addition to the interim increase in handling 

charges previously authorized, the staff estimates that the 

applicants, as a group, would attain an operating ratio of 93.2 

percent (Table 2) and a rate of return of 12.9 percent (Table 3). 

Should applicants now be granted the additional sought wage offset 

increase in handling Charges, not heretofore considered by the 
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COmmission, the staff estimates that applicants would achieve ,an 

operat:i.ng ratio of 92.6 percent and enjoy a 16 .. 7 pere'~nt rate of 

return ~s shown in Table 3 hereof. It is the considered judgment 

of the Commission's staff that a ten percent overall rate of return 

would be reasonable for applicants' utility warehouse operations. 

The staff contends that applicants' earnings under the interim 

increase were adequate prior to the June 1, 1968 cost of labor and 

allied payroll expenses. In vi~ of such increases in labor and 

related expenses, the staff now recommends that applicants be 

granted a further increase of 6-1/2 percent in storage rates, in 

lieu of the sought 12-1/2 percent increase in such rates and tbe 

additional wage offset increase in handling charges requested by 

applicants. The staff estimates that its alternative.rate proposal 

will produce an overall ten percent rate of return when predicated 

upon a rate base of $2,867,616. 

The staff's alternative rate proposal is vigorously opposed 

by applicants. They contend that the staff recommendation is basi­

cally unsound in that it is predicated upon rates of return con­

structed from a rate base which is assertedly completely unrealistic 

to the extent it does not include a major portion of the leased plant 

facilities actually utilized. In view of the fact that applicants 

assertedly do not own a rate base, it is contended that the Commission 

should continue its past practice of placing greater emphasis upon 

applicant warehousemen's operating ratios. Applicants have en­

deavored to show (Table 3) that if they were to replace all of their 

leased plant facilities in order to develop a realistic rate base, 

a rate of return of only 3.3 percent could be expected. From this 

it is argued that no prudent warehousemen would invest its capital 

in warehouse plant facilities when the exis~ing financial market wil! 

pay a substantially higher interest return than 3 .. 3 percent. Con­

sequently the tariff agent contends that it is essential that 
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applicants continue the existing practice of renting a major portion 

of their plant facilities. If applicants were to replace their 

existing leased warehouse plant facilities with like installations 

of their own, the tariff agent has shown (Exhibit 12) that the cost 

to finance the required capital investment would necessitate, in 

addition to the increase sought herein, consecutive five-year 

additional increases in rates of 13.2, 9.8 ana 5.6 percent, respec­

tively. 

The staff engineer's projected rates of return, under the 

amended rate proposal, for the individual representative warehouse­

men range from a high of 152.9 percent to a low of 6.0 percent. This 

wide divergence in the staff's computation is, to a large extent, 

due to the fact that the staff's rate base determinations include 

only the relatively small portion of the total warehouse plant 

facilities involved which is actually owned by applicants or operated 

through their affiliates. For this and other reasons ~~uliar to 

applicants' warehouse operations, the Commission over the past decade 

has been disposed to place greater emphasis upon the operating ratio, 

rather than the rate of return, as a significant barometer for 

evaluating the reasonableness of applicants' rate proposals, and 

to consider the industry as a whole in any particular locality rather 

than approach the subject on the bases of the individual warehouse 

operation. Moreover, to now place major emphaSis upon rates of 

return as a measure of applicants P financial results of operations 

when determined from a rate base reflecting only a relatively small 

segment of the total plant facilities involved could, if pursued to 

its ultimate end, lead to unrealistic conclusions as to what consti­

tutes a reasonable net income. 

The tariff agent's rate of return study for individual 

representative warehousemen, when dete~ined from a rate base 
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reflecting replacement costs of all rented warehouse plant facilities, 

range from a high of 7.1 percent to a low of 1.1 percent with, as 

shown in Table 3 hereof, an overall rate of return of 3.3 percent. 

If the rented plant facilities were considered to be 50 or 75 per­

cent depreciated, the tariff agent explained that said overall rate 

of return would be increased to 5.4 and 8.4 percent, respectively. 

Due to the peculiar facts and circumstances surrounding these ware­

house operations, the tariff agent's rate base and rate of return 

studies appear to be more of a reflection of the potential earning 

power of the warehouse plant facilities utilized by applicants 

rather than a measure of the actual amount of net income earned. 

Operating ratio and rate of return studies, such as con­

ducted by the Commission's staff and applicants' tariff agent, 

collectively represent critical indices for evaluating the revenue 

needs of the warehouse operations. However, such st~nd~rds for 

determining applicants' financial need when standing alone or tek~n 

out of context from all of the other .related facts and conditions vi' 
surrounding the warehouse functions may be very misleading as to 

the true financial results of applicants' warehouse operations. 

Findings and Conclusions 

The Commission finds that: 

1. Applicants are experiencing increases in their utility 

warehouse operating expenses which are not reflected in their 

tariff rates and charges. 

2. Applicants h~ve demonstrated a need for additional revenues 

in connection with their public utility warehouse operations~ 

3. The estimated results of operations under applicants' 

amended sought tncreases in rates and charges, in lieu of the exist­

ing interim increase authorized by Decision No. 72996, are reason­

able. 
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4. The sought: increase of 12-1/2 percent in ;torage rates; 

the requested additional increases in certain handling and acces­

sorial service rates and charges named in specified tariff items to 

offset recent upward adjustments in the cost: of labor and allied 

payroll expenses, effective generally as of June 1, 1968; and the 

continued application of the interim authority granted by Decision 

No. 72996 have been justified. 

5. In view of the fact that 'upward adjustments in applicants' 

cost of labor and related payroll expenses have been in effeet 

generally as of June 1, 1968, authority should be granted to estab­

lish the increased rates and charges found justified herein on 5 

days' notice to the Commission and the public. 

Based upon, the above findings, we conclude that Appli­

cation No. 49526, as amended, should be granted as provided in the 

ensuing order. 

ORDER 
--~-.-

IT IS ORDERED that: 

1. Applicants are authorized to establish the increased rates 

and charges proposed in Application No. 49526, as 8mended~ Tariff 

publications authorized to be made as a result of the order herein 

may be made effective not earlier than five days after the effective 

date hereof on not less than five days' notice to the Commission and 

to the public. 

2. In publishtng the increases authorized herein applicants 

shall dispose of fractions as follows: 

(a) Where the resulting rate is less than ten cents, 
fractions less than one-half mill will be dropped 
and fractions one-half mill and greater will be 
raised to the next whole mill. 
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(b) Where the resulting rate is ten cents or 
over, fractions less than one-half cent will 
be dropped a~ld fractions one-half cent or 
greater will be raised to the next whole cent~ 

3. The authority her~in granted is subject to the express 

condition that applicants ~'111 never urge before the Commission in 

any proceeding under Section 734 of the Public Utilities Code, or in 

any other proceeaing, tha~ the opinion and order herein constitutes 

a finding of fact of the reasonableness of any parti~ular rate or 

charge, and that the filing of rates and charges pursuarlt to the 

authority herein granted will be construed as a consent to this 

condition. 

4. The authority herein granted shall expire unless exercised 

within ninety days after the effective date of this order. 

The effective date of this order shall be ten days after 

the date hereof. 

Dated at, _________ S_Wl __ ~ ___ C~_c_o _____ , California, this /" ~ 
d f I AUGUST 968 ay 0 __________ , 1 • 

.. ' 

Commissioners 

Comm1~$1oncr William M. Bennett. being 
ncce~~nrily ~bs¢nt. did not p~rt1c1pate 
in the d1~po~ition ot this proceeding. 

Comm1S51ol'l('lr Frod P. Morr1:~sey. 'being 
rleel''',..A""J b~ f:'l):.iocnt. did not. parU<":ipate 
i~ the disposit.io~ ot this proceed1ng. 
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