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Decision No. 78695 

BEFORE !BE PUBLIC UTILITIES, COMMISS·ION OF !HE STA'rE OF CALIFORNIA . , 

) Applieaeion of Pacific Southeoast 
Freight Bureau for Authority to 
~e Effective Increases in Local 
and Joint Rail and Rail-Highway 
Freight RAtes and Charges 
(X-265 B ~d X-267). ! Application No. 52329 

(Filed' November 25" 1970) 

S 
In the Matter of the Investigation l 
into the rates, rules, regulations, 
charges, allowances and practices 
of all common carriers and highway ) 
carriers relating to the transporta- ) Case No. 5432, OSH 624 
tion of any ~d all commodities ) (Filed January 13, 1971) 
between and within all points and ~ 
places in the State of California ) 
(including, but not limited to, ) 
transportation for which rates are ) 
provided in Minimum Rate Tariff No. 2).~ 

And R.e.lated Matters. 

Case No. 5330, OSH 55 
Case No,. 5433,;OSH' 36 
Case No. 543S'" OSH, .172 
Case' No. 543&;, OSH, ,107' , 
Case No. 543-7"" ,OSlI:208· 
Case No. 5438:;:(,.OSH:" 8Z" 
Case No,. 5439.' OSH>]38, 
case No·. "S44,0.~ .OSH'" 73 
caseNc>~ , 544l, ," OSH,219: 
Case' No. 5603:,. :OSH: '95. 
case No. :5604,,'OSE' ,26" .' 
Case 'No;~, ;7857;,.OS'R. :43: 
Case ,No.,. 78S3,: OSR'91'. 
Case No,. 8808:,: OSH' , .13 
(Filed January 13:, 1971) 

(Appear~ees listed in Appendix A) 

INTERIM OPINION 

These matters were heard be£o~e Examiner Thompson at 
San Francisco and Los Angeles during Feb:ruary, 1971 and were taken 

under partial submission on oral ~~UIllent held March Z" 1971 before 
Cb.airt:lan V~ in. 
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This is an application by Pacific Southcoas t Freight 

Bureau for authority to increase rail freight rates (excepting rates 
I 

on sugar beets in carloads) by amounts set forth in Tariff of 
Increased Rates and Charges X-265-B (1 percent), and in addition 
thereto, to increase the aforementioned increased rates and the rates 
on sugar beets by amounts set forth in Tariff of Inereased Rates and 
Charges X-267 (15 percent). On January 13, 1971, the Cormnission 
ordered that hearings be held in the several min~um rate eases for 

"., 

the purpose of determining whethe.r cotmllon carriers should be author-
ized and directed to adjust their rates maintained under the 
"alternate application of common carrier rates" prOvisions of the 

various minimum rate tariffs. 
At the prehearing conference held January 20, 1971, 

applicant stated that the Interstate Commerce Commission bad before 
it for decision in Docket Ex Parte 267 the matter of the application 
of the reque.s ted 15 percent increase on inters tate traffic and in said 
proceeding had authorized an interim increase of 8· percent which 

became effective November 20, 1970 (Ex Parte 267 A) •. It:declared 
that the railroads do· not desire to effect increases in rates on 
california intrastate traffic which are greater than those applicable 
to interstate rates and, therefore, applicant desired to go forward 

at this t~e with evidence which will support the Commission granting 

increases in freight rates on California intrastate traffic the same 
as those then Olpplieable to interstate e01XDXl.cree, namely those in 

X-265-B and X-267-A. It asked that this record be kept· open for the 
I 

. t ' 
receipt of further evidence that would support the authorization of 

, 
any additional rate increases or rate adjustments as· may be authorized . 
by the Interstate Cot'IltD.erce CotDalission in said Docket Ex Parte 267 •. 
applicant stipulated. that at such time as. it seeks further adjustments '. 
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herein it will file and serve a pleading requesting further hearings 

in this application.Y 
The principal issue in this interim opinion, therefore, is 

whet:her the increases set forth in Tariff X-26.5- B (1 percent) and 

Tariff X-267-A (8- percent) are justified for california intrastate 

transportation. The Commission staff and virtually all of the cement 

produeers. J with mills in Cal:L£ornia oppose the granting of t:he author-

ity sought. Sugar beet growers and sugar refiners originally pro-

tested the granting of the sought authority but withdrew their 

proeests when at the hearing applicant amended its proposa.l to limit 

the proposed increases in rates on sugar beets in carloads set forth 

in PSFB Tariff 65-N to the increases set forth in Tariff X-267-A 

(8 percent) subj ect to a maximum increase of 16 cents per ton. ' 

Before proceeding to the aforementioned issue there is a 

procedural issue to be discussed. Monolith Portland Cement Company 

protested and objected to the scheduling of the prehearing conference 

and of the heal:ings on the grounds of insufficient notice of hearing. 

It cited Section 1704 of the Public Utilities Code which states in' 

paxt, 

"Upon the filing of a complaint, the commission shall cause 
a copy thereof to be served upon the corporation or person 
comp-lained of • ~ .. " The eommiss ion shall fix the eime when 
and place where a h~ will be had upon the complaint and 
shall serve notice thereof, not less than 10 days before the 
time set for such hearing, unless the commission finds· that 
public necessity requires that such hearing be held at an 
earlier date." 

The cited seetion refers to complaint proceedings; however, we take 

notice of Rule 5l of the Commission t s Rules. of Pra.ctice and Procedure 

which prOvides, 

17 On &icE 1, ""1:971, applicant filed a pet:Ction to assign this 
matter for further hearing for consideration of the 15 percent 
increase sought in the application. 
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If (Rule 51) Notice. In 'complaint or 'inves tigstion. proceec1irJ.gs, 
the Commission will give notice of 'hearing at ,least ten 
days before such hearing,unless it be found that public 
necessity requires he~ at an earlier date. Comparable 
notice ordinarily will be given when hearings arc held in 
application proceedings,." 

Monolith had notice of the application approximately two 

months before the initial da.te of hearing.... It was served with 

applicant's proposed testimony and exhi~its approximately 20 days 

before the initial d4te of hea:ing. Notice w.:u; meilcQ to Monolith 

on January 6, 1971 stating that prehearing conference in the applica-

tion 'Would be heldJ'anu.-"lry 20) 1971 at which time eons:Ldaration would 

be given to U(h) specifying d.ates cOlIlll1encing FebrU3ry 1, 1971 for 

hearing." Monolith partiCipated. at the prebe.<lring conference on 

January 20, 1971 at which the hearing schedule commencing February 1, 

1971 was established. It se:'V'cd its prepared testimony and exhibits 

on February 10th after the in1tia1date of bearing and presented its 

case on F e.b~zy 16th. 

:Monolith had in excess of ten· day's notice .f hearing. 

It had reasonable time to pre, are for cross-e~~nationof applicant's 

"~itnesses and reasonabl~ time in w:':l5.ch to prepare :Lts own case. It 

should also be pointed out that in Decision No. 78184, herein, the 

Commission concluded this proceeding should beset for an early 
hearing because of the fact "that the railroads are incurring 

additional expense each day as a result of the provisions of, Public 

Law 91-541 and that such expense cannot be recovered retroactively 

from rate increases that are prospective". 

Applicant presented estimates of the -revenues and expenses 

of the four major r~ilroadsand their subsidiaries in connec.tion with 

the t:a.ncportation of property in 'California intrastate commerce 

under the proposed rates and at present expense'levels. ·The founda-

tion of such estimates are the results shown ,in Table I of Decision 
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No. 78022, elated December 1, 1970, in Application No. 51944. In said 

decision the Commission found, 

"2. The results shown in Table I in this opinion reasonably 
reflect the operating results of the carriers shown therein 
for the transportation of property in California intrastate 
commerce for the year 1969, and the total revenues shown 
therein amount to over 95 percent of the total revenues 
derived for all transportation of property by railroad in 
California intrastate commerce for said periOd. n 

Applicant made adjustments to said results so as to reflect 

revenues at present rate levels and at proposed rate levels, and to 

reflect December 31, 1970 expense levels. _ Essentially the adjusted 

results purport to show the earnings of the various carriers that 

woald result from transporting "the traffic that moved during' the-
I • I 

calendar year 1969 at the proposed rates if the costs of moving such 

traffic were at expense levels of December 31, 1970. Said es-timates 

are shown in Appendix B attached hereto. 

the revenue adjus~ents were made to reflect general rate 

increases and increases in rates on sugar beets which 'became effective 

after December 31, 1968. This was accomplished by first separating 

from the 1969 freight revenues the revenues derived from the trans-

portation of certain eotmllodities, such as newspapers and milk, which 

rates are not subject to the general increases, 3lld then separating 

the revenues derived from carload movements of sugar beets. '.the 

distribution of the tota.l 1969 freight revenues of $94,627,000- shown 

in Appendix B was $83,339,000 subject to' the general increases, 

$8,789,000 froo sugar beets, and $2,789,000 not subject to' increases. 

The manner in which the various increas-cs (X-2'S9-A thru X-265-A)Y 

w~:re applied was pursuant to standard methods; for example, 

'lJ the varl.OUS increases except as- to sugar beets are: 
-X-2S9-A effective January 19, 1969", approximately 31 .. 
X-2S9-B effective October 161. 1969, approxima.tcly 2.3%. 
X-262 effective May 30, 1910, 61.. 
X-265-A effeceive December 26, 1970, 5%. 
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the increases in X-2S9-A became effective on January 19, 1969 and were 

estimated to be 3 percent; therefore, 18/365 x 3 0 0000% which is equal 

to 0.147945% was applied to the revenue which was subject to that 

general increase. The aforementioned increased revenues were then 
adjusted to reflect the increases in X-2S9-B, and so on through 

X-265-A. the resUlt of such adjustments reasonably reflects the 

amount of revenue the carriers would have received from transporting 

the 1969 traffic at the rates that were in effect December 31, 1970. 

Said adjusted revenues are shown in AppendiX B under the caption 

uRevenue, Present Rates" and the total of $-106,262,000 consists of, the 

aforementioned $94,627,000, $388,000 additional revenue resulting from 

increases in rates on sugar beets, and $11,247,000 additional revenues . 

resulting from. the application of the present rates to the 1969 

traffic that was subject to the general increases in X-2S9-A through 
X-265~A.. 

The distribu.tion of the calculated $106,262,000 shown as 

total revenue under present rates 18 $9,177,000 from sugar beets, 

$2,449,000 revenue not subject to general increases; and $94,636,000 
revenue subject ~o general increases. 

The amounts shown under the caption "Sought Increases" were 

developed by taking one percent of the revenue under present ra.tes 

subject to increases (in total l% of $94,636,000), adding that figure 

to the revenue subject to general increases and taking 8 percent of 

that sum (in total 81. of $95,582), and then taking 5.2 percen.,;Jl of 

the revenue from sugar beets under prese%:t rat:es (5.21. of $9,117,000). 

The total sought increases of $9,070,000 consists of $946,000 froLl the 

~ ~he ~2oS-B ~creases do not apply on sugar beets. The X-276-A 
J.ncreases provide for an 8 percent increase ill rates .on sugar 
beets subject to a maximUXll of 16 cents per ton. It was estimated 
that the effect of the "hold-down" was t:o provide an increase in 
revenues of 5.21.. 
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increases in X-265-B, $7,647,000 from increases in X-267-A except as 

to sugar bee.ts, and. $477,000 from the X-267-A increases on sugar beets. 

This calculation is ove.r-estimated for three reasons. The X-265-B 
tariff ,of increases has tables which' provide a general increase of 
6 percent to be applied in lieu of the 5 percent provided in Tariff 
X-265-A. It therefore does not result in increas,1ng a:tJ.y rates which 
are presently less than 25 cents. '!'he significance of this over-
estimate becomes apparent in light of the tcsttmony in this record 
that cexnent in bulk ranks about seventh in carloads or toxmage of 

commodities transported by railroad in California, and'as poin~cd out 
in Decision No. 78022, the average rate on bulk cement in c.arlosds in 

california was around 16 cents per 100 pounds. This initial over-
estimate was then compounded by applying 8 percent to the revenues 
which were overstated. The third reason is that the estimate assumes 
an 8 percent increase in the rates for the transportation of lumber 
and forest produc~whereas Tariff X-267-A provides only a 6 percent 

increase in rates on those commodities. That error would have a 
substantial effect upon the estimated results for Norehwestern Pacific 
Railroad Company and would significantly affect the results of . 
Southern Paeific transportation Company and Western Pacific Railroad 
Company in that those three lines originaee a. large amount of lumber 
traffic in California. 

The column in Appendix B entitled "1969 Expenses" was taken 
from Table I in Decision No. 78022. 'the next column which is 
captioned "Adjusted Expenses" is 111.85 percent of the 1969' expenses. 
This ra~io was developed from the systcm-w-lde experience of Southern 
Pacific transportation Company ~d reflects the increase in total 
operating expenses as of December 31, 1970 over 1969, expenses result-
ing from changes in the levels of the following. categories. of expenses: 

Wages, materials,. fue.l, health and welfare contribUtions', ::retirement 
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supplemental annuities, and equipment rents. the increases in 

contributions to health and welfare benefies were generally effective 

March 1, 1970. 'Xhe actual amount of health and welfare accounts of 
Southern Pacific for the seven months from March l, 1970 through 

September 30, 1970 totaled $-11,560,908 which extrapolated for twelve 

months amounts to $19,818,699. Said amount was compared to the sum 

of the health and welfare accounts in Schedule 320 of Soutbe:rn 

Pacific's A.nnual R.eport for 1969 of $17,327,883 to indicate an 

increase in this expense item of 14.3-7 pel!'cene. Payments under the 

Railroad Retirement Act for supplemental annuities are designated as 

taxes and are shown in Schedule 350 (Railway Tax Accruals) of the 

Annual R.eport Form A. In 1969 the tax was 2 cents per. man per hour .. 
which was increased in 1970 to 7 cents per man per hour. Southern 

Pacific paid taxes on 105,948,741 man hours in 1969 for a total of 

$2,118,975.~ The 7 cent tax would increase that amount to, $7',416,412 

for an additional amount of $5,297,437. 

On J'anuary 29, 1970, the Intersta.te Commerce Commission 

ordered the railroads to adopt revised rc.les covering payment for' 
. I 

use of foreign line freight cars which require, in addition to payment 

of per diexn charges, settlement based on mileage. Such payments are. 

reflected in the Annual Report in the income account (Schedule 300). 

'!he effect of the. changes in rules regarding settlements on use. of 

foreign ears was determined from. a waybill sample. It was estima1:ed 

that the eharges for freight ears and tank cars under the revised rules 

would have been increased by $9,497,078,. This amount results in an 

increase in the !let of total equipment and joint: facility rents of 
19.27 percent. 

2J ThiS ligure agrees with that shown on "lii'ie 37 o:tSClilidUXe 350 of . 
the Annual Report. 
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The effect of the increases in wages of the various 

classifications of employees was made :md indices were cIeveloped for 

five categories of employees; namely, passenger operating employees" 

freight operating employees, yard operating employees, shop craft 

employees, and other non-operating employees. The price of fuel as 

of December 1970 was indexed to· the fuel costs of 1969. !he change 
in the cos ts of materials was determined by utilizing the forms and 

'P1roccoures prescribed by the Association of American Railroads for 

utilization in the prep~:ation of indices of costs of materials. 

After the indices of wages for the various employee categories, fuel 

and materials were developed, the various accounts in the S(:hedule 320 

of the 1969 Annual Report were grouped into those same categories, 

and the categories of health and welfare, depreciation" loss .and 

damage, Pullman operation.s and other items of expense that eould not 

be classified in any of the aforementioned categories of expense. 
the percentages of the atIlounts of expense in each category to the 

total operating expense (excluding hea.lth and welfare expense) were 

calculated and such percentages were utilized to weight the percent-

ages of increase developed from the indices so as to· obtain· an 

es~te of the percentage increase in operating expenses over those 

incurred in 1969. 

The es timates of the increases in expense upon the cos ts· of 

Southern Pacific are s"mmanzed and resta.ted below. 'the format of 

the tabLe is different from the presentation by applicant in order to 

show the increases in terms· of dollars so that the relative impact of 

the various increases in expense is more apparent. 
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TABLE I 

SUMMARY OF ESTIMATED INCREASES IN EXPENSES 
. IN SYSTEM OPERATIONS OF SOUTHERN 

PACIFIC 'l'RANSPOR.'XATION COMPANY 
YEAR 1969 TO DECEMBER 31, 1970 

II' . 196r 
Item Expenses 

Wages-Passenger Operations $ 5~976~S99 

Wages-Freight Operations 91~799~494 

v1ages-Yard ~rations 45,494,961 
Wages-Shop Crafts, etc. 71,530,578 

~vages-Non-Operatiug Empl. 173,417,837 

Subtotal - Wages $388,219,469Y 
Fuel 35 ~ 798, 123 
~~terials 187,468,338 
Other - No Increase 90,503,353 

Subtotal $701,989,233 
Health and Welfare 17,327,883 

Subtotal - Schedule 320 $719,317,166 

2,118,975 
73,871,231 

Dollar 
Increase 

$ 1,121,210 
16,670,788 
7,110,682 
8,261,782 

23 2532,800 
$ 56,697,262 

2,412,793. 
23~O96,099 

-
$ 82,206,154~ 

2,490,816 
$ 84,696,790 

5,297,437 

Percent 
Increase 

18.76 
18.16 
15.63 
11.55 

13.57 
14.60 
6:74 

12.32 

11.71 
14.37 
11.77 

250.00 Tax-Supplemental Annuities 

Taxes-Other Except Income 

Equipment Rents - Net 

Demurrage 
49,290,590 9,497,078 19~27 

~ 5,000,304) 
Total Expenses Other 

!han Income Taxes $839,597,658 $ 99,491,485~ 11.85 
Notes: y Per Annual Report Form. A, Sou.thern Pacific Transportation 

Company. 
Y This figure agrees with that on Line 188: Sched. 320 of the 

Annual Report as' "Amount of employee. compens~tion ch.n.rge-
able to 0ierating e:cpeuses". 

2J Applicant s estimates show this figure as $82,202,945. the 
difference in figures results from the application of a 
weighted average increase to the total 1969' expenses! rather 
than application of percentage increases to each category 
of expense. The difference has no significance in the end 
result. '. 

f:J Applicant's. estimates show this figure as $99,488.,276. . The 
difference is attributable to the calculations described 
in Note 3. 
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The reasonableness of the use of the 11.85 pe:rcent ratio as 

an index in the development of December 31, 1970 expenses shown in 

Appendix B presupposes the following circumstances: (1) '!he 11.85 

percent properly reflects the increase in the December 31, 1970 

expense level as compared. to the year 1969 expense level of Southern 

Pacific in conducting railroad operations over its entire system, 

(2) the experience of Southern Pacific in tha.t regard is typical of 

the experience of the other railroads lis ted in Appendix B-, and (3) 

the index developed for system operations is valid with respect to 

railroad operations conducted in California intrasta.te freight 

transportation~ 

Much o~ the development of the index was, by sampling methods 

and procedures. Such procedures necessarily result in esttmates, or 
'.f 

approxlm:Jltes rather than what might be called 11 actual figures". The 

application of the index developed pursuant to the A.A.R.. procedu:res 

to the category of accounts grouped as ''Materials'' may provide some 

margin of error depending upon the degree with which the types of 

materials and ine quantities prescribed in the A.A.~ procedure 

coincide with the materials and their respective quantities reflected 

in the expenses set forth in those ·accounts. t.1hile there could be 

refinements in the methods and procedures utilized by 'applicant in 

the development of the estimates, the magnitude of the operating 

expenses in accounts in the Annual Report which are clearly in the 

categories of labor, depreciation, pullman, health and welfare, fuel, 

loss and ~mage and mater1~ls (rails, ties, ballast, stationary, etc.) 

as compared to the amounts of expense in accounts that are not so 

clearly designated, makes it apparent tha~ sueh refinements in 

methods or procedures would provide results not significantly 

different from the estimates by applicant. 
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The record shows that the railroads listed 1n Appendix B 

are subject to the s~e labor contracts, the same requirements regard-

ing, supplemental annuity taxes and the same reCj,uirem.~ts regarding, 

settlexnent of eq,uipmellt x:ents. With reopect to materials, the record 

shows that in<liee.s prepared under the A~.R. procedures for the ye3% 

1968 to the December 31, 1969 l~vel were: Southern Pacific, 5.97 
pe-rcent; Union Pacific, 5.98 percent; Western Paeific, 6e 26 percent; 

and AT.&SF) 6.28 percent. It would appear that at least for' the rate 

of increase in expenses involved herein the experience of Southern 

Pacific may be considered typieal of the other railroac1s. 

The total impact of the ra.tes ofinere.ase of the various 

types of expenses upon total cost rests upon the proportion of the' 

various expenses to total cost. In general, labor and materials, 

comprise the bulk. of rail:road operating e:xpenses and beea.use opera-

tions in transporting property are conducted by all California rail-

roads in substantially the same manner it ean reasonably be expected 

that the experience of Southern Pacific would be typical with respect 

to the impact of the increases in expenses involving labor and 

materials. In the case of net rents on equipment and facilities that 

is not necessarily the ease It All of the railroads lis ted in Appendix 

R had debit net balances in rents for equipment and facUities, for 

the year 1969. The ratios of net rents to operating expenses of the 

four ~jor lines were: Southern Pacific, 6.9 percent; AT.&SF, 3.1 

percent; Union Pacific, 0.9 percent; and Western Pacific, 4.8 percent. 

The subsidiary lines except for Visalia Eleetrie and Sacramento 

Northern had ratios substantially higher than 6.9 percent. The 

foregoing would indicate that the impact of the increases in net rents 

upon total cost would be somewhat less in the cases of the other three 

major railroads, and somewhat greater in the cases of the subSidiaries, 

than in the ease of Southern Pacific. 
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Generally, the railroad operaeions in Ca.lifornia intrastate 

co'tlllnerce are substantially the same as those in interstate commerce 

except 1:hat the average length of haul in California"' intrastate 

commerce is shorter than the system averages of the'rail lines. the 

only reasons why the index for system operations might not be valid 

with respect to operations conducted in California intrastate freight 

operations w!~uld eonce:at the inclusion of expenses related to· passen-

ger operations in the index and the use of the "syst:em" figure regard-

i:ng net rents. With respect to the latter, it is reasonable to expect 

that the percentage of traffic moving under local rates (i.e., origin 

and destination on a single railroad) would be greater in the ease of 
California intrastate movem.ents· than would be in the case of· system 

operations and therefore there would be a. smaller percentage of 

tl:affic moving in "foreign" cars in California intrastate traffic 

than in system operations. When "foreign" cars are used 1ncaJ.ifornia 

intrastate commerce the distances involved are shorter than in the 
, 

ease of system operations so that it is probable that the impact of 

the ehange in settlements from the per diem basis to' a combined per 

diem and mileage basis would be less in connection with California 

movements than it would be for system. movements. With respect to the 

inclusion of passenger expenses in the index, the index was applied to 

the estiI:l.ated expenses attributable to the movem.ene of fre1gb.e.:in 

california int'ras tate commerce. 

The foregoing indicates 1:ha.t the only areas of appHea.nt's 

estimates whue a different approach in the treatment of expenses might. 

provide a si~ica:o.tly· different' result are in the treatment of net 

rents and in the inclusion of expenses retated to passenger operations 

in an index of change in expense of' conducting freight opera~ions,. It 
'. . 

is readily ascertei.nable from. Table :t that if net rents were excluded 
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e:c.tirely from consideration (and this assumes that all California 

intrastate traffic moved under local rates in the railroad's own 
freight cars or that the debits and credits in the accounts· for equip-

ment rents of the railroads balanced in connection with California 

intrastate movements - a very unlikely eircums.eance) the index 'Would 

be 11.39 percent instead of the 11.85 percent index estimated by 

applicant. The significance of the inclusion of passenger ~et1Ses 

can be tes ted from figures in the Annual Report. In Schedule 320 

(Operating Exp-enses) the amounts of operating expenses are ",eparated. 

and allocated to freight service and passenger service in accordance: 

with the Interstate Commerce Commission I s Rules Governing the Separ ... 

ation of Railway Ope%'ating Expenses, Taxes, Equipment Rents, and J'oint 

'Facility Rents. 95.7 percent of the total operating expenses in 

Schedule 320 are allocated to freight service. Uti1iztQs the indices 

o:c the increases in wages) fuel, health and welfare and materials 

developed by applicant and applying them to the expenses allocated to 

freight service provides an increase in freight service operating 

expenses of about 11.55 percent as compared to the 11.77 percent 

sho'WD. on Table I as the percent increase in the operating. expenses 

listed in Schedule 320. 

Although refinements may be made in the me.thods and calcula-

tions of applicant in arriving at its estimate of the increase in 

expenses as of December 31, 1970 as compared'with the year 1969, it is 

apparent that there has been an increase of at least 11 percent in the 

cost of California intrastate freight operations as of Dec~ber 31, 

1970 as compared to the year 1969. If that increase is app'lied to 

the 1969 expenses shown in Ap?CXldix :s the a.djusted expenses ~ould be 

$116,790,000, and the operating income at the proposed rates· would be . 

a red figure of $1,458,000. '!his latter figure is a conservative 
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estimate because. the 11 percent increase estimate is eonservative 

and, as earlier stated herein, the revenue estimates are overstated. 

The evidence is sufficient to show that at December 31, 1970 expense 
levels the California Railroads as a whole would transport 1969 

California intrastate freight traffic at a loss mlder the proposed 

rates. Only the Holton Inter-urban Railway Company, a wholly owned 

subsidiary of Southern Pacific, and Sunset Railway Company,. jointly 

owned by Southern Pacific and Santa Fe, would conduct such operat:LOns 

at an operating profit. 

We come now to the arguments of the parties regarding, this 

showing made by applicant. Staff asserts that ,the separations and 

allocations of revenue and expense to California intrastate commerce 

are based upon formulae developed by $outhe:rn Pacific and provide 

figures different from those set forth in the quarterly reports and 

annual reports filed by the railroads; and that there is no way, 

other than working alongside the railroad employees and computer 

programmers preparing applicant's estimates, to test the validity of 

those es timates. It is true that the revenues shown 10 the quarterly 

reports and the Annual Reports differ from those shown herein as 1969 
California intrastate freight revenues. 'Ihe quarterly reports require 

that applicant report rev<i3:'l'19 from. baggage and revenue from demurrage ' 
I 

and from transportation of property between California. points of which 

a portion is in interstate commerce. The 1969 revenues in applicant's 

esttmates differ from 'those set forth in the Annual Reports because 

of adjustments to reflect move:a.ents between California points under 

transit privileges which are portions of interstate movements. That 

adjustment resulted from the Commission's findings in Decision 

No. 76181 in Applica.tion No. 50445. In the Annual Report expenses 

are allocated on a mi~eage basis to CAlifornia operations pursuant'to 
an order of the CotDmission issued in 1910,. which order has not been 
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rescinded or modified. For at least the past ten yetJ%s no one, 

including applicant, the Commission staff or the Commission', has 

considered apportionment of system expenses to California intrastate 

operations on a mil~age basis to be reasonable.if The procedures and 

allocation methods used by applicant are known and bave: evolved from 

admonitions and suggestions from the Commission and from its staff. 

In discussing the 1969 California intrastate expenses which are the 
basis of applicant's showing herein, the Commission in Decision 
No. 78022 stated, 

"Applicant's witnesses responsible for the separations 
and allocations of expenses underwent l~thy eross-
examination by the staff. If there are a:ny signific.ant 
overs tatements of es timates of operating expenses assign-
able to California intrastate transportation, such has 
not been demonstrated on this record." 

MOnolith and other protestants called attention to the 

Annual Report to· stockholders issued by Southern Pacific Company for 

the year 1969 and point out'that this company reported income from 

railway operations of over 115 million dollars lJllcl had increased its 

dividends and had :lasued securities under favorable texms. Tbey 

assert that the report to stockholders show this company to be in a 

very healthy condition and not in need of additional earnings. They 

also question. how Southern Pacific Transportation Company and its 

'Wholly owned subsidiaries could have a railway operatinS income o·f 

over 115 million dollars for the year 1969 and yet during that same 

year have an operating loss from California intrastate railway oper-

ations of about 7 million dollars as the estimates in Table I of 

Decision No. 78022 indicate. 

Applicant points out that the report to stockholders covers 

Southern Pacific Company and consolidated subsidiary companies and 

that some subsidiary railroad companies do not operate in California.: 

'JJ For example, see Deels10n No. S8~6, dated April 7, 1959, in 
Application No. 38557; 57 Cal. P'ou.C. 117. , 
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In its agument applicant stated that it makes a showing regarding 

intrastate operations only beeause of the insistence of the Commission; 

that until 1952 the Commission had considered the system results of 

the railroads in arriving at its determinations regarding the justi-

fica'tion for proposed rail rate increases; that by the very . nature 

of railroad operations, particularly because of lengths of haul and 

terminal costs, expenses properly allocatec1 to california intrasta.te 

operations will be proportionately higher than those allocated to 

other rail 'Way operation~; that it necessarily follows that if certain 

increases in rates are necessary to provide the ra.ilroads with. 

reasonable earnings with respect to their syst~ operations, those 

sStIle increases should be applied to Ca.lifornia intrae1:ete: transporta-

tion if the latter is to assume a fair share of the transportation 
burden. It argued t:ha.t proceedings of the type herc:Ln have only 

served 1:0 clelay the application of necessary increases to, California 

intras tate commerce and· that California is the only jurisdiction 

which requires the expensive and' time-consuming studies which are 

necessary to show the estimated revenues and expenses attributable 

to intrastate transportat1on~ 

It is apparent thae the parties are not fully cognizant 

of the duties and responsibilities, and the limitations thereon, of 

the Commission in consider1a6 the justification of general increases 

in the rates of railroads. On two· occasions (52 Cal. P' .UO'C. 336, & 

55 Cal. P.U.C. 293) this Cotmllissiot! denied the railroads authority to 

make certain illcreases in rates which had been authorized for 

interstate commerce effective as to California intrastate commerce. 

In each instance the Interstate Commerce Commission under powers 

conferred in Section 13(4) of the Interstate Co1l'ltAerce Actfouncl1:he 

California rates to be unlawful and stated that it would order the 
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increases effective as to California intras,tate transportation unless 

the rates were permitted to become effective by this Commission. 

(See 53 Cal.. P.U.c. 4 & 56 Cal. P.U.C. 90 .. ) The United States Supreme 

Ccurt in Florida. v .. United States, 282 U.S. 194, discussed the powers 

of the Interstate Cotm:llerce Commission under said Section 13(4), 

"lhe authority granted under section 13(4) is ••• to be 
considered in the light of the affirmative duty of the 
Commission (I.C.C.) to fix rates and to take other 
important steps to maintain an adequate national railway 
system. 

"As intrastate rates and the income from them must play 
a 'tIlOS t important part in maintaining such a system, the 
effective. operation of the Act requires that intrastate 
traffic should pay 1 a fair proportionate share' of the 
cos t of maintenance. And if there is interference with 
the accomplishment of the purpose of the Congress bec:luse 
of a disparity of intrastate rates as compared with 
interstate rat'~, the Cotm:nission is authorized to end 
the disparity by directly removing it." 

The Interstate Commerce Commission has authorized the 

increases sought herein in Ex Parte 26S-B and Ex Parte 267-A. It had 

the financial conditions of the rail lines as well as the "system" 

results of operations of the railroads available to it in .o.rriving 

at its4et~tion that the increases were necessary.£! In 

subs tance the Supreme Court of the United States has held that 11: is 

§] We point out here that the PubIl.c Utilities commission haS 
actively participated in the railroad freight rate in,:rcase 
proceedings before the Interstate Commerce Commission for at 
least the past ten years, including proceedings in Dockets 
Ex Parte 265 and 267. Our partieipation has been in opposi-
tion to the increases sought by the railroads and the decisions 
issued by the Interstate Commerce Commission in those many 
proceedings have not coineided with the positions taken by this 
Commission therein. . 
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not within our province to detexmine and fix reasonable earntngs for 

the railroads that operate in California. It is within our province, 

however) to determine whether the rates for the transportation of 

property in intrastate commerce in California are paying in excess of 

!ta. fair proportionate share" of the cost of maintenance of an adequate 

national railway system. Comparisons of earnings from California 

intx.a.state transportation with system earnings as well as comparisons 

of California intrastate rates with their interstate counterparts are 

material and are the basis of the aforesaid determirl:ation. '!he 

development of earnings from California intrastate transportation 

necessarily involves separations and allocations of revenues and 
expenses. While the results presented by applicant in this proceeding 

and in prior proceedings have shown earnings from California 

inttastate transportation to be less favorable than earnings from 

"sys1:em" operations, those results rest upon the separations and 
allocations procedures utilized by applicant. The Commission bas not 

yet promulgated rules as to separations of railroad property, revenues 

and expenses where interstate and intraseate operations are involved 

although it notified applicant of its intention to do so in 19S1.ZI 
!he Commission staff has notified ~e Commission and the parties that 

it is now engaged in a study 0·£ the operations and accounting: of the 

rail eru.-riers for the purpose of deve.loping suitable rules for the 

separations anc1 a.llocations of properties) revenues and expenses and 

that it is anticipated that said s~dy will be completed towards the 

end of 1971. We desire to have the benefit of that study, and any 
7J In !1ecisiotl No. 2i:057z~crated December 18·) I9Sr loU A:pP.Lication 

No. 32219, 51 Ca.l. P.U.C. 341, 350, 

I1In light of this general rule, we hereby place these applicants 
upon notice that this Commission will take action with a view 
to promulgating rules as to separations of property, revenues 
and e~enses where interstate and intrastate operatl.ons are 1u-
volved and req,uire compliance with such rules when established." 
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other analyses of the separations problem, before considering. the 

validity of applicant's contention that earnings from California 

u'tras tate transportation necessarily will be less favorable than the 

earnings from interstate transportation. 

The evidence presented by protestant cement mills was sub-

stantially the same type of evidence they presented in Application 

No. 51994. that evidence shows that in the marketing of bulk cement 

the mills have maintained terminals in primary markets end have 

utilized rail transportation from the mills to the terminals. Tbe 
circums tances regarding the marketing and transportation of cement· ,,. 

are related in Decision No. 78022 and need not be recited herein. 

The effect of adjus.tm.ents in truck rates and in rail rates upon the 

marketing of cement through terminals was clearly brought out by the 

evidence presented by California Portland Cement C~mpany. It has a 

mill at Creal which is near Mojave and has had terminals at Sun 

Valley) which is in the northern portion of the Los Angeles area." and 

at Carm.enita, which is near the boundary of Los Angeles and Or8%lge 

Counties. From Creal the constructive mileage upon which truck rates 

are based is 93 to Sun Valley anel 133· to Carmenita.. For a period of 

time prior to October 10, 1970, the rail rates to Sun Valley and . 

Carmenita were 11 cents and 11 1/2 cents, respectively,. and the truek 

rates were 17 1/2 cents and·22 1/4 cents, respectively. '!he differences 
between the rates were 6 1/2 cents and 10 3/4 cents, respectively. 

'J:b.e rail-truck movement· from 'C11l to jobsite through the texminal ~ould 
I 

be competitive with the direct truck movement only when the: truck 

rate from the terminal to jobsite was 6 1/2 cents oX' less in the ease 

of the Sun Valley texminal and 10 3/4 cents in the ease of the 

Ca.'""meni ta terminal. This . meant that a.t that time the rail-truck 
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movement would be competitive with th~ direct truck movement to 

jobsites within 5 miles of Sun Valley and within 4S miles of 

~enita.~ On October 10, 1970 the truck rates were increased by a 

flat 1 cent per 100 pounds. The differences between the rail ra.tes 

and the truck rates from Creal to the terminals increased to 7 1/2 

cents in the case of Sun Valley and 11 1/2 cents in the case of 

Carmenita, but because the truck rate from the terminals to jobsites 

also increased 1 cent per 100 pounds, there was no change in the 

competitive relationships between the rail-truck movements andtbe 

direct truck movements. At that time the relationships of the rail 

rates to the truck rates were such that it was less costly to ship, 

direct by truck only to points in the nortbwes t portion of the Los 

Angeles area (Pacific Palisades and' north of Beverly Hills) and to 

points in a strip extending generally from El Segundo to Exposition 

Park. North of that strip it was advantageous to ship via. the termin-

al at Sun Valley and to points south of that strip it was generally 

advantageous to ship via the terminal at Carmenita., 

When the X-265-A increases became effective in December, 

1970~ pursuant to Decision No. 78022, the combined rail-truck rate via 

Carmenita still provided an advantage (although a lesser one) for 

cement sh:tpme:o.ts to points south of· the aforementioned strip. In the 

case of the Sun Valley terminal, however, it was less costly to ship 

to all points in the Los .Angeles area via direct truck or via 

~ 'IEls is not exactly true in al! cases because the truck rates 
are based upon constructive mileages. Obviously to points 
directly intermedi~te on the highway route between Creal and 
Carmenita the mileages from Creal become shorter and the mileages 
from Carmenita become longer as the point gets farther from 
Carmenita; and., conversely, when Carmenita is intermediate on 
a direct truck route to points beyond, the distances to such 
points from both Creal and Carmenita increase by the same 
amount of miles. 'the statement in the opinion is for illus-
trative purposes. 
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Carmen1ta.. Insofar as 1llarketing bulk. cement from Creal into the 

Los Angelos Basin area. is concerned, rail-truck movements via 

Caxmenita. are competitive from a ra.te standpoint only to· points 

generally south of a line from El Segundo to MOnrovia. To points 

nort:h of that line it is less costly to ship by truck direct from 

Creal. 

the proposed X-267 -A increase will furth,er reduce the area 

in the Los Angeles Basin in which the rail-truck movement via 

Carmenita will be competitive with direct truck movements from Creal . 
to points genera.lly sou.th of a line from San Pedro to Duarte. 

Increases in rail rates result in diminishing the radius about a 

terminal within which the combined rail-truck rate is comp~titive 

with the rate for truck transportation direct from the mil]J~ 'Ihe 
" I 

increases in the truck ra.tes· have not changed the relationships 

because the same rate increase has been equally applicable to the 

combined rail-truck. rate and the direct truck ra1:e • ... 
the aboVe described situation prevails generally among the 

cement companies that now maintain or have maintained term!nals 1n the 

primary markets. In sOt:l.e instanees, .as in the case of Sun Vall(~y, 
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the combined rail-truck rate now exceeds the direct truck rate to 

points less than one mile from the terminal. In other instances the 

radius of the area that can be served out of 

rate disadvantage has been so reduced that terminal operations, are 

not economical. California Portland Cement Company ceased its 

terminal operations at Sun Valley. Southwestern Portland Cement 

Company closed its terminal at Paramount. The X!l&lag9r of eraffic 

and marketing services for the Cement Division of Kaiser Cement 

and Gypsum Corporation has recotm:n.ended that the company 1 s terminal 

at Long Beach be closed. Monolith terminated rail shipments from 

its plant to a bulk cement terminal at Norwalk. It has utilized 

rail transportation from its 'plant to team tracks where it transfers 

bulk cement to trucks by means' of a portable unloading device'! known , 
as a "Cemtote"; however, increases in rail rates d:imulish the-economic 

\ 

feasibility of such operation at a number of points :Ln the Los Angeles 

Basin. area. 
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The evidence shows tbat the rail lines have lost cement 
traffic as a result of the reduction in the distribution of cement 

via terminals op.e.rated by the. cement m::lls. Ibe traffic that bas 

been lost, as well. as the. traffic that may be lost if the proposed 

increases are made effective, bas been or will be diverted to· other 

forms of transportation. While. the rate comparisons tbat have been 

~de consider only the minimum rates for transportation of cement 

by for-hire carriers, the principal competition of the rail-truck 

movement via a term1nal is the transportation from the mills via 

tbe proprietary trucks operated by the customers of the cement mills. 

Proprietary hauling of cement by customers of cement mills) particu-

larly transit 'Clix concrete companies, bas been increasing steadily. 

Protestants argue that because the proposed increase in 

rail rates on bulk cement will divert traffic from the rail carriers 

to other forms of transportation, mainly proprietary trucking, the 

increases are not justified in that (1) the proposed increased rates 

will exceed the value of the service, (2) the increases will promoee 

the excessive use of the highways by the hauling of bulk cement by 
9/ 

motor vehicle contrary to the intent of the Highway Carriers Act,-

and (3) the increase in the participation by motor vehicles in the 

transportation of cement will result in increasing the discharge 

~I Section 3502 of the Public Utilities Act states in part, 
lilt is the further purpose of this chapter to eliminate, 
so far as reasonably possible, the excessive crosshaul1ng 
of portland and similar cements which has heretofore 
pertained, when they are hauled in a motor vehicle or 
motor vehicles loaded substantially to eapacity with such 
commodity or commodities, since these commodities move in 
great volume in vehicles that are lo~ded substantially to 
the permissible gross weight limits provided by the 
Vehicle Code .. " 
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of pollutants into the atmosphere contrary to the intent and purpose 

of the Environmental Quality Act of 1970 (Division 13 of the Public 
, 10/ 

Resources Code effective November 23:" 1970).-

Protestantsfarguments regarding the combined rail-truck 

rate" by reason of increases in the rail rates, exceeding'the races 

of highway carriers or other forms of transportation were discussed 
at some length in Decision No. 78022. The issue here, as it was 
thero" i9whether under the conditions which have been described the 

railroads should be compelled to maintain rail rates at levels sUch 

that the combined rates for rail-truck transportation will meet the 

~I Section 21000 of the Public Resources Code sUltcs in part, 
"(3) 

"(e) 

"(g) 

The maintenance of: a quality ~nvironmcnt for the 
people of this stolte now <lnd in the future is 
.:l tloltter of st.:ltowidc concern .. " 
Every citizen has .a responsibility to contribute .to " 
the preservation and enhancement of the environment. 
It is the intent of the Legislature that,atl agencies 
of the state government which regulate activities of 
private individuals, corporations, anc public agencies 
which are found to affect the quality of the environ-
ment, shall regulate such activities so that major 
eo'O.S1deratiotl is given eo preventing: environmenul 
damage." 

Section 21001 of the Public Resources Code states in part,. 
"The I.egisl~ture further finds and declares that.it is 
the policy of the state to:" 

"(d) Ensure that the long-term protection of the 
environment shall be the guiding criterion in 
public decisions .. " 

"(g) Require governmental agencies at all levels to 
consider qualitative factors as well as economic 
and technical factors and long-term benefits and 
costs, in addition to short-term benefits· and 
costs and to consider alternatives to proposed 
actions affecting the environment." 
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competition of direct truck rates. It is not a matter of tbe rails 

meeting truck competition between points that are at railhead; in 

=aet, the rail rates are lower than the minimum rates for highway 
carriers and prob~bly lower than the cost of proprietary truck 

operations between railheads. Under the prov:L:sions of the Public 

Utilities Code the railroads mBy establish rates to meet existing 

competition from. other modes of transportation unless such rates 
are below out-of-pocket costs and will thereby. burden otber traffic 
or are below the charges of competing carriers or the cost of 

transportation which might be incurred through o:her means of trans-
portation. There 1s no provision under which the . railroad's may be 

compelled to ~et the charges of competing carriers or the cost of 

other means of transportation. This record shows that tbe rail lines 

have lost oement traffic as a result of increases in carload com-

modity rates on cement; it shows that if the proposed increases are 
authorized the railroads Will lose additional cement traffic. lhe 
rates for the transportation of cement are lower than the rates for 

commodities generally and in p.:trticular are lower than the rates for 
noumetallic minerals transported in covered hopper cars ••. The rates 

on cement from mills to terminals were established at levels above 

out-of-pocket costs and below fully allocated costs by the 'rail 

lines in order to permit the mills to meet tac~competition o£ other 

mills in the primary markets and in order to meet the competition 
, , 

from '?ther forms of transpo:rtation. (See Inv. Reduced Rat4~S on 
Bulk Cement, 50 Cal .. P.U.C. 622.) In view of the substantial 

increases in operating costs the loss of traffic which will result 
from ~he establishment of the proposed inc:eascd rates will not 

impose an undue burden on othe;!:' traffic. With respect to' the matter. 
of whether the loss of traffic under the proposed rates or the 
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retention of traffic under the present rates will be more beneficial 

to the railroads themselves) as we stated in Inv. Reduced Rates on 

Bulk Cement) supra, the Commission will not assume the functions 
and responsibilities of railroad management. 

, ,I 

We doubt that Section 3502 of the Public Utilities i;Act 
I: 

and The EnVironmental Quality Act of 1970 apply to- the issues here. 
The Objective of'those statutes, insofar as the facts :Ln tb:Ls case 

/' 

are concerned) is the und~sirablc effects upon the public of 
the operations of motor trucks engaged in transporting cement in 

I 

truckload quantie:Les on the public highways. Assuming arguendo 

that a denial of the authority sought herein will curb excessive 
, 

~se of the highways by motor veh:Lcles hauling cement and thereby 

will prevent the additional release of harmful emissions of smoke 

and gas into our environment, the denial of the relief sought on 

said grounds would result in the railroads bearing the entire f1nan. 

cial impact of the cost of curbing, for the benef,it of the public, 
~ndc$ir~blc effects caused by operations of their competitors. 

The denial of the pr?posed increases purely upon said grounds would 

not be just. When viewed in the light of the evidence herein that 
California intrastate rail transportae1on ae ehe proposed rates' will 

\ 

not provide revenues in excess of opera~ing expenses and that cement 

ranks seventh among the commodities in tonnage tr~nsporeed by rail-
road in California in~rastate commerce, ~he denial of the relief 
sought by applicant beeause of the statu~es cited could well be a 
confiscation of property prohibited under the Consti'tut:f.on. 
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In its argument Cala.veras-Cement Company asserted :f.t is 

now paying, and under the proposed increased rates will pay, more 

than its fair proportionate share of tbe increases in rates. Under 
the increases that have been authorized by the Interstate Commerce 

Commission through Ex Parte 265-A, the rate for the transportation 

of bulk cement from Calaveras' mill at Kentucky House to· its ter-

minal at San Leandro would be II cents instead of the· 12 cents rate 
published by the railroads pursuant to authoriey granted in Decision 

No. 78002; and under the increases autborized by the Interstate 

Commerce COmmission in Ex Parte 267-A the rate is 12 cents rather 

than the rate of 13 cents proposed by applicant herein. There are 

two factors that produced the result t~t the present and tbe 

propose.d rate are one cent higher than the rates result::Lng-from .-. 
increases which have been authorized by the Intersta.te Commerce 

COmmission. At the request of certa.in cement mills, and upon sbowings 

that a flat increase on all cement rates in lieu of a percentage 

increase was deSirable, and on evidence presented by Atchison, 

!opeka and Santa Fe Railway tha~ a flat increase of one cent per 

100 pounds would provide revenues equivalent to a 6· percent increase 

in the rates on cement, the Commission in Decision No. 77184 autho-

rized the rail lines to increase the rates on cement by one cent 

per 100 pounds in lieu of the 6 percent increase sought by applicant 

and which had ceen authorized by the Interstate Commerce Commission 

in Ex Parte 262. Because of the rounding off to the nearest wbole 
cent in the application of the 5 percent increase authorized in 

Decision No. 78022 (Jt-265-A), the affective increase in the aforesaid 

rete w~s 9.1 percent instead of 5 percent. As a result of those ~o 
circumstances the present rate and the proposed rate on-bulk cement 
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between Kentucky House and San Leandro are one cent higher than 

would have resulted had the increases authorized by the Interstate 

Commerce Commission, and requested by applicant, been adopted. The 

aforesaid sitUA~1on, together With its impact upon the distribution 

of cement by Calaveras in the San Francisco- area market
7
is discussed 

at some length in Decision No. 78022. / 

Calaveras did not participate in Application No. 51480 

wh~ch led to Decision No. 77184 and therefore was not one of the 

cemc~t mills that urged a flat incr.ease rather than the percentage 
11/ . , 

increaa~ sought by applieant .. - In Application No. 51944 Calaveras 

opposed the authorization of a flat increase rather thana percentage 

type incre~se. The reason for the flat increase was to maintain 

historical co~etitive relationships among the mills. Tae purpose 

of maintaining fteight rate relationships is to permit the cement 

mills to compete iu the markets within their respective spberes of 

interest.. This has been of particular importance in connection 

with the competition among the mills in the southern California 

market. Calaveras' direct eo~petition in the San Francisco Bay area 

market includes Kaiser, Ideal Cement Company, and Pacific cement and 

Aggregates. Kaiser utilizes rail transportation from its mill to 

points of ultimate destination in the San Francisco Bay area only 
to serve custo~ers, such as manufacturers of concrete and concrete 

11/ - It should be noted in Decision No. 77184 it is stated that 
the cement mills urged a flat increase of 1/2 cent would be 
appropriate, and the one cent increase that was authorized 
was based upon e finding from evidence presented by Santa 
Fe that a one cent increase would provide additional revenues 
equivalent to a percentage increase in rates of 6 percent. 
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articles, that are located at railhead and utilize bulk cement in 
volume. It distributes bulk cement in the Bay area generally by 

truck direct. This record is silent regarding the manner in which 
Ideal and Pacific market bulk cement in the San Francisco area. It 

is wi thin our knowledge from prior proceedings that Ideal has a ='11 
at San Juan Bautista not at railhead and a terminal at Redwood City 

where it receives bulk cement by vessel, and that Pacific has its 
, 

mill at Davenport served by Southern Pacific Company and utilizes 
12/ 

rail transportation.--

It is true that Calaveras is paying charges for rail 

transportation of bulk cement from Kentucky House to San Leandro 
in ~~cess of those which would have been effective had the increases 

authorized by this Commission in Decision No. 77184 corresponded 
to tho~e authorized by the Interstate Commerce Commission ~n Ex 
Parte 26~ However, that circumstance also pertains to the rail 

movements by California. Portland Cement from Creal to Sun Valley 

and Carmeniea) by American Cement from Oro Grande to Sun Valley and 

tong Beach) by Kaiser from Cusbenbury to Long Beach, by Monolith 
from its plant at Monolitb to Los Angeles) and by Pacific from 
Davenport to the destination it shipped the majority of its rail 
shipments in C~lifornia. In everyone of those instances the rate 
is the same as that from Kentucky House to San Leandro. If Calaveras 
is entitled to rate relief on the grounds that it is paying more 
than its "fair proportionate share ll on transportation from its mill 

Exhibit 10 in Application No. 5l480, discussecl in Decision 
No. 77184, shows that during 1969 there were rail shipments 
of bulk cement from Davenport to only four california des· 
tinations. Well over one-half of the tonnage of those rail 
shipments was to· a single destination and was subject to 
the same level of rate as that applicable from Kentucky 
House to San Leandro. 

.: 
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to its 1:erQinal, the other mills are entitled to the same relief 
on the same grounds. It was the testimony of the witnesses for the 

cement mills, however, that the preponderance of the bulk cement 

moving by rail in california intrastate commerce is from the.mills 
to their terminals. If the aforesaid rate were to be maintained at 
a level correspo~d1ng to those authorized by the Interstate Commerce .. 
Commission, then other rates which are now lower than the corres·-

pending rates author17~d by the Interstate Commerce Commission 
I 

should be raised, otherwise cement would not "pay its fair propor~ 

t:ionaee share". 

It is true that Calaveras did not support a flat rate 
adjustment in Application No. 51944 and succeeding proceedings; 

however, Pacific did support such adjustment and the primary market 

for the output of its mill at Davenport is the San Francisco Bay 
region. It is not possible from. the record to be assure<t that an 

adjustment in the rate from Kentucky House to San Leandro would not 

result in unjustly discriminating against Pacific or other mills 

. in the marketing of bulk cement in the San Francisco· region • 

We find that: 
1. On June 5, 1970, Pacific Southcoast Freight Bureau filed 

Application No. 51944 request:ing authority to increase railroad 
freight rates on California intrastate traffiC by amounts equivalent 

to increases authorized by tbe Interstate Commerce Commission in 

-31-



A. 52329 et al. JR 

an order elated May 27, 1970 in Docket Ex Parte 265· and which 
authority had been exercised by the railroads by the publication of 
Tariff of Increased Rates and Charges X-265-A. 

2. Hearings in said Application No. 51944 were held August 4 
through 7,1970 at wbich Joseph T. Enright and Eugene Rhodes appeared 

! 
, 

on behalf of Monolith Portland Cement Company, a.protestant. Said 

Josepb T. Enright actively participated at the hearings and at oral 
argument held August 13., 1970 in said proceeding. 

S. On November 4, 1970, the Interstate Commerce Commission' ' 
issued au order in Docket Ex Parte 265, authorizing the railroads 

to make effective increases in freight rates not to exceed 6 percent 
to be established in lieu of the 5 percent increase it had authorized 

in its order of May 27, 1970. Said authority was exercised by the 

railroads with the publication of Tariff of Increased Rates and 
Charges X-265-B effective November 20, 1970. 

4. On November 4, 1970, the Interstate Commerce Commission 
issued an oreer in Docket Ex Parte 267 suspending the operation of 

Tariff of Increased Rates and Charges X-267 which had been filed 
by the railroads and ordered an investigation thereof. It further 
ordered that pending said investigation the railroads were autho-

rized to make effective increases in freight rates not ~~ exceed: 
" 

8 percent over the level of rates it had authorized in its order 

in Docket Ex Parte 265. Said authority was exercised by the rail-
roads by the publication of Tariff of Increased Rates and Charges 
X-267-A effective N¢vember 21, 1970. 

I 

5. Ou November 25, 1970, applicant filed the instant appli-
cation for autho~ity to make effective as to, California intrastate 

traffic Tariff X .. 26,7 (which had been suspended by the I.C.C~) and 
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'tariff X .. 26S-B, together with "Petition for Interim Increase Pending 

Holding of Hearings" in which applicant sought authoritY. to make 

effective, prior to hearing, Tariff X-265-B and Tariff X~2'67-A. 
Applicant averred that it bad served a copy of said applieation and . 

petition upon "each of the parties appearing in Application No. 51944 

and consolidated eases". 

6. In a letter dated December S, 1970, on the letterhead of 

Monolith Portland Cement Company and signed by E. R.. Rhodes, the 

Commission was informed that in regard to the Fetition for Interfm 

Increase Pending Holding of Hearings in Application No. 52329, 

"Monolith protests the gra:o.ting of any rate increase witbout a 
public bearing" • 

. 7. On December lS, 1970 applicant fi1e4 an a~endment to the 

application of "Supplemental Petition for Interim Increase Pending 

Holding of Hearings", and on January 4, 1971 filed Second Amendment 

to Application No. 52329· of "Submission of Exhibit Showing Sumary 

of Earnings in Support: of Proposed Int"erim Increa.ses". Certificates 

state that said pleadings "were sent by first-class mail, postage 
prepaid, 1:0 each of the parties appearing in Application No·. 51944 
and consoliclated eases". 

8·. On December l, 1970, the Commission issued Decision No .. 
78022 in Application No. 51944 and consolidated eases, and on 
December 2, 1970 a copy of said decision was mailed to Josep~ T. 

Enright, Monolith Portland Cement Company, 606 South Hill Street, 
Los Angeles, California 90014, and to Eugene R. Rhodes, Monolith 
Portland Cement Company, 3326 San Fernando Road, Los Angeles 9006$. 
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9. On January 6, 1971, there was ~iled to all parties who 

had been served with Decision No. 78022 a notice that a .prehearing 
conference in Application No. 52329 was scbeduled for 10:00 a.m., 
Wednesday, January 20, 1971,at San Francisco to give consideration 

to, among other things, "(h) Specifying. elates commencing Februe,ry l, 

1971 for hearing". 
10. On January 13, 1971, the Commission ordered hearings in 

case No. 5432 and other minimum rate investigations consolidated 

with proceedings in Application No. 52329, and issued its Decision 
No. 78184, herein, denying without prejudice applicant's Petition 
for Interim Increase Pending Holding of Hearings and concluding 

that: this proceeding should be set for an early hearing. Said 

order, decision and a notice that prehearing conference in Appli-
cation No. 52329 and Case No. 5432 (OSH 624) and related matters would 

be held January 20, 1971 for the purpose, among. other things, of: 
"(h) Specifying dates commencing Feb:ruary 1, 1971 for hearingll, 
were served upon interested parties, including Joseph T. Enright 

and E. R.. Rhodes at the addresses stated in Finding No.8. 

11. Prehearing conference was held January 20, 1971 at San 

Francisco at which time, among other things) a schedule of bearings 
commencing February l, 1971 was determined. Joseph T. Enright and 
Eugene &. Rhodes attended said prehearing conference. 

12.. Public hearings in Application No. 52329 and case No·. 5432 
(OSH 624) and other consoliclated matters commenced February l,. 1971 . 
at San Francisco at which time applicant presented its case in chief 

consisting of the prepared testimony of J. H. Lyons (Exhibit 1), 
the prepared testimony of Thor H. Sjostrand (Exhibit 2), and 
estimates of revenues and expenses (Exhibit 3). Exhibits 1 and 2 
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were served by applicant January 11, 1971 upon all parties of record 

in Application No. 51944, and Exhibit 3, was mailed to all parties 

of record in Application No. 51944 on January 4, 1971.' 
13. Monolith Portland Cement Company presented its case in 

chief at public hearing held February 1~, 1971 at Los Angeles. 
14. california intrastate transportation of property by rail-

roads at the rates resulting from the proposed increases in Tariffs 

X-265-B and X-267-A will not provide revenues in excess of the' 

expenses reasonable and necessary for the conduct of said 
transportliLtion operations. 

15. to the extent that the increases in rates resulting from 

tbe application of Tariffs X-26S-B and X-267-A will result in net 

operating revenues from California intrastate railroad operations 

by any railroa~such earnings will not be excessive. 
16. the proposed rates on bulk cement are substantially lower 

than the rates of higbway carriers for the transportation of cement 
between tbe same pOints, and they are lower than the proposed rates 

applicable to commodities generally and lower than the proposed 

rates for similar commodities, including nonmetallic minerals, 

moving in identical types of railread equipment. 

17. In the marketing of cement the origins of the traffic 
are cement mills at railhead and the destinations ordinarily are 

construction jobsites not at railhead, and the greater portion of 
the rail· transportation of bulk cement has been from. milJ;s to 
terminals where the commodity is transshipped via truck ~to 

destination. 
18~ By re~son of increases in rates authorized by the Commis-

sion in the past year the combined rates for rail transportation 
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of bulk cement from. mill to terminal and for truck transportation· 
from terminal to jobsite in many instances have exceeded the rate 

for the transportation by highway carrier.direct from mill to con-
struction jobsite, and have exceeded the eost of other means of 

trQnsportation, including proprietary carriage, from mill direct to 

jobsite. Said circumstance has resulted in mills discontinuing 
their terminal ope:r:ations at a number of locations.. In such instances 

the ~ement of bulk cement bas been diverted from the rail carriers .. 

19. The application of the increases in Tariffs X-267·to the 
rates on bulk cement will result in additional instances wherein 

the co~bined rates for rail-truck transportation from mill to jobsite 
via a terminal ~ll exceed the rate of highway carriers, or the cost 

of other means of tr~nsportation, for the hauling. of "bulk cement 

from the mill direct to job~ite. In such instances, unless. there 
are ancillary advantages to moving cement through· the term1~ls, the 

traffic will be diverted from the rail carriers. 
20. The aforesaid eircumstance will not result in the increased 

rates on bulk cement being unreasonable, per se,nor will tbe loss . 
of cement traffic beeausc of such circumstance necessarily place 

an undue burden upon other railro~cl traffic. 
21. The diversion of cement traffic from the rail carriers 

may result in greater use of the public highways by motor vebicle 

for the transportation of portland cement and thereby result in the 

release of additional amounts of smoke and gases into the atmosphere; 

however) the prevention of such circumstance by denial of the 
increases in rail rates sought herein would require the railroads 

involuntarily to bear the entire economic burden of preventing said 

undesirable effects caused by tbe operations of their competitors 

and is not justified. 
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22. The increases which will result from the application of 

Tariffs X-26S-a and X-267-A, together with the prior increases in 
rates:l will not unreasonably burden cement as compared with other 

traffic, nor will the transportation of cement pay in excess of 
its fair proportionate share of. the burden of said general increases 
in rates. 

23. T~e increases in rates that will result from the establish-
ment of Tariffs of Increa.sed' Rates and Charges X-265-B and X-267-A 
have been shown to be justified. 

24. The rates and cbarges of highway common carriers and other 
common carriers published and maintained on the level of the present 
railroad carload rates are insuffiCient, unreasonable and not jus-

tified by transportation conditions to the extent such rates and 
charges are both lower than the increased rail carload rates and 
below the applicable minimum rates. 

We conclude tha~: 

1. The assertions by MOnolith Portland Cemen~ Company that 
it had not sufficient notice of prenearing conference and of.hearing, 

and that it bad not been afforded opportunity to present its ease 

are without merit. 

2. Applicant should be authorized to establish by appropriate 

supplement to Tariff of Increased Rates and Charges X-26S-B the 

increases in said tariff provided, however, that said' increases 

shall not be applied to commodity rates on sugar beets' published 

in Pe.eific $outhcoast Freight Bureau Tariff 65,"'N (ICC No. ~726). 

3. Applicant should be authorized to establish by appropriate 
'. 

supplement to Tariff of Incre.o.se~ R.ates and Charges X-267-A the 
I. 

increases in said tariff provided, however, said increases shall not 
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exceed 16 cents per ton on rates on sugar beets in carloads set 
forth in Pacific Southcoast Freight Bureau Tariff 65-N 

(ICC No. 1726) .. 
4. Common carriers maintaining rates based on rail rates 

should be au:horized and directed to increase those rates to the 
level of the increased rail rates or the level of the otbeMse 
applicable minimum rates, whicbever is the lower .. 

S. Common carriers maintaining rates based on rail rates 
which rail rates have been canceled or changed should be required 

to adjust such rates to conform to the changed rail rates or to the 

minfmum rates otherwise applicable. 
6. Applicant and common car"riers should be authorized to 

depart from the proviSions of Section 460 of the Public Utilities 

Code and from the terms and rules of General Orders Nos.- 8~~A and 

125 to the extent necessary to establish the increased rates 

authorized or re~uired herein. 
7. The record should be kept open for further proceedings 

herein. 

INTERIM ORDER. 

IT IS ORDERED that: 

1. Pacific Southcoast Freight Bureau, on behalf of the 

carriers listed in Application No. 52329, is authorized to establish 
by appropriate eupplament to Tariff of Increased Rates and- Charges 
X-265-B the increases in rates set forth in said tariff provided', 

however" that sai~ it)',creases shall not be applied to commodity :cates 
on sugar beets published in Pacific Southcoast Freight Sure au 
Tariff 65-N (ICC No. l726). 
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2. Pacific Southcoast Freight BureaQ, on behalf of the 

carriers listed in Application No. 52329, is authorized to establish 

by appropriate supplement to Tariff of Increased Rates and Charges 

X-267-A the increases in rates set forth in said :ariff provided, 

however, that said increases shall not exceed 16 cents pe.r tOn on 
rates on sugar beets in carloads maintained in Pseifie Southeoase 

Freight Bureau Tariff 65-N (ICC No. 1726). 

3. Tariff publications authorized to be made as a result of 
the foregoing authorities shall be filed not earlier than the 

effc~etivc date of this order and may be made effective not e3rlier 

than five d4ys after the effective date hereof on not less than 

five days' notice to the Commission and to the public, and. said 

~uthorities shall expire unless exercised within sixty days after 
• 

the effective date of this order. To the extent that departure from 

the terms and rules of General Order No. 125 is required to accom-

pli~h such publications, authority for SUCD departure is hereby 
, 

granted. 

4. The authorities set forth above are granted subject to 

the express condition that applicant and the carriers on whose 

behalf it is p~rtieipating herein will never urge before tbe Commis-

sion in any proceeding under Section 734 of the Public Utilities 

Code, or in any other proceeding, ~hat the opinion and order herein 

eonstitutc ~ finding of fact of the reasonableness of any particular 
rate O~ ch~rge; and that the filing of rates pursuant to the autho-

rity herein granted constitutes an acceptance by applicant and said 

carriers ~s a consent to this condition. 

5. Common carriers maintaining~ under outstanding authoriza-

tion permitting the alternative use of rail rates, rates below the 
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specific minimum rate levels otherwise 3pplicable, are authorized 

and directed to increase such rates to the level of the rail rates 
established purs~nt to the authorities granted in paragrsp.hs 1 and 

2 hereof or to the level of the otherwise applieable specific 

minimum rates, whichever is lower. To the extent such common 
carriers have mainta.ined such rates at differentials above previously 

eXisting rail rates, they are authorized to increase such rates by 

the amounts authorize~ in paragraphs 1 and 2 hereof provided, however, 

thae such inereased rates may not be lower than the ratesestablisbed. 
by the rail lines pursuant to the authorities granted in paragraphs 

1 and 2 hereof, nor higher than the otherwise applicable minimum 
rates. 

6. Common carriers maintaining, under outstanding authoriza-
tion permitting the alternative use of rail rates, rates based on 

rail rates which have been changed or canceled and which are below 

the specific minimum rate levels otherwise applicable, are,hereby 
directed to increase such rates to· applicablem£nimum rate levels 

and to abstain from publishing or maintaining in their tariff rates, 

charges, rules, regulations and accessorial charges lower in volume 

or effect than ~hose established in rail tariffs or the applicable 
~nimum rates, whichever are lower. 

7. Tariff publications required or authorized to be made ~y 

common carriers ~s a result of ordering paragraph 5 hereof. =ay be . 
made effective not earlier than tbe fifth day after the p~blieat1on 
by applicant made pursuant to the authorities granted in ordering 

paragraphs 1 and 2 ·aereof, on not less than five days' notice to 

the Commission and to the public; and such tariff publications as 

are required shall be made effective not later than thirty days 
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after the effective date of the tariff publications made by applicant 

pursuant to the authorities granted in said ordering paragraphs 
1 and. 2. 

8. Tariff publications required to be made by common carriers 
as a result of ordering paragraph 6 here~£, may be made effective 
not earlier than the effective date of this order on not less than 

five days' notice to the Commission and to the public and shall be 

made effective not later than sixty days after the effective 'date 
of this order. 

9. In ~king tariff publications authorized or required by 

ordering paragraphs 5 through 8, incluSive, common earr'iers are 

authorized. to depart from the terms and rules of General Order 

No. SO-A, to the extent necessary to comply with sa:id ordering 
par~graphs. 

10. Applicant and common carriers, in establishing and main-
taining the rates authorized hereinabove, are authorized to depart 

from the provisions of Section 460 of the Public Utilities Code to 

the extent necessary to adjust long- and short-haul departures now 
maintained under outstanding au~horizations; such outstanding autho-

rizations are hereby modified only to the extent necessary to'comply 
with this order; and schedules containing the rates published under 

this ~uthority shall make reference to the prior orders authorizing 

loog- and short-haul departures and to this order. 
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11. The record shall re~in open for further proceedings . 

herein. 

The effective date of this order shall be twenty days 

after the date hereof. 
Da ted at san 'FraJl.ci3CO ------------------

this, ___ __ 

day of ____ M.;,:..:A"""Y ____ , 1971. 

< 
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APPENDIX A 

LIST OF APPEARANCES 

Fo:r Al)l'>11C4t'l.t: Chdrles W. Burkett, Jr .. , W'. Harney Wi19cn snd 
Leland E. Butler, Attorneys at Law. 

P-rot~&ta.nts: J. Randolph Elliott, Attorney at 'L.aw, William '! .. 
Barkl1e and Hugh M. Fl8.nagan~ for California. Portland 
Cement Company; Joseph T. Enright, Attorney at Law, and 
Eugene R. Rhodes, for Monolith Portland Cement Company; 
Eugene A. Feise, for Calaveras Cement Division of 
F11ntkote Company; Harvey H. Lowthian, Jr., for Kaiser 
Cement: and GypStIl'Il Corporation; William E. Mitze, for 
Riverside Div1sion of American Cement Corporation; 
George B. Shannon, for Southwestern Portland Cement 
Company; Eoo Joo Bertana, for Pacific Cement and AggregAtes; 
and Jack CedarblAde, by E. Joo Bertana, for Rock,. -Sand & 
Gravel Producers Association of Northern California. 

Interested Parties: Richard E. Costcllo~ Attorney at Law, 
for Spreckles Sugar Division Amstar Corporation, Union 
Sugar DiVision of Consolidated Foods Corporation, and * 
California Beet Growers AsSOCiation; Thomas B. K1reher, 
for Spreekles Sugar Division Amstar Corporation; Kenneth C. 
Delaney, for Los Angeles Area Chamber of Commerce; K. L. 
Mallard, for California Hawaiian Sugar Company; Arthur D. 
Maruna., H. F. Koll:myer and A. D. Poe, Attorney at Law, 
for CalifOrnia Trucking ASSOCiation; William Doo Mal':er, 
for Canners League of California; James L. Rone~, for 
Dart Tra.nsportation Service; Richard A. Starr, for 
Morton Salt Company; a.nd Ralph Hubbard, for Cal:i.fornia 
Farm Bureau Federation. 

Commission Staff: B. A. Peeters, Att:omey at Law, and A .. L. 
Gieleghem. 

*Originally a protestant but withdrew the protest. 
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ESTIMATED FREIGltI' REVENUES, EXPENSES Atm nET RAILWAY OPERATING INOONE 
ATTRIBUTABLE ro CALIroRHIA INTRASTATE TRAFFIC BASFD ON THE YEAR 1969 
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