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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

" Application of LOS ANGELES JUNCTION )

RAILWAY COMPANY for authority to g 3

cancel existing tariff and to file Application No. 53472
new simplified tariff, resulting in (Filed July 21, 1972)

)
both increases and reductions im )
rates. | 3

Frederick ¢. Pfrommer, Attoruey at Law, -
for Los Zngeles Junction Railway
Company, applicaut.

Robert D. Stout, for Swift Edible Cil
Company, protestaunt. .

George L. Hunt, for the Commission
start. '

CPINION

This matter was heoxrd and submitted Sedtember 29, 1972,
before Examiner Norman B. Haley at Los Angeles.

Los Angeles Junction Railway Company (LAJ) proposes to
cancel its present switchaing texiff (Terminal Tariff No. 1-W), which
provides a number of different switching rates, 2nd to establish a
new taxiff naming principally a single charge of $36.75 to be
assessed for switching cars between any two locations sexrved by
LAJ. The uniform per-car charge of $36.75, and other proposed
tariff chaunges, would result in increases in some rates aund redac-

tions in others, and therefore would requixe authority from the
Commission to be made effectiveal/

£ Most cars that move umder the current tariff, and which would
move under the proposed new tariff, are iuntrastate in nature and
subject to the jurisdiction of this Commission. A few such cars
contain nroperty moving in interstate or foreign commerce. For

this reason the tariff also is filed with the Interstate
Commerce Commission . ' :
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LAJ serves aporoximately 290 industries im the Central
Manufacturing District located in Los Angeles County. LAJ performs
rail car switching service upon 64 miles of its own track and upon
one mile of track of the Union Pacific Railroad Company (UP).
Applicant's tracks commect with The Atchison, Topeka and Santa Fe
Railway Company (ATSF) and the Southerm Pacific Transportation
Company (SP), as well as with the UP. All of the capital stock of
LAJ is owned by ATSF. The applicant railroad provides omnly carload
service. No less-than-carload service is performed.

Applicant performs three gemeral categories of switching,
as described below.

1. Intraterminal switching service, which is a purely
local movement of a car wholly between any two
locations reached by LAJ;

2. Interterminal switching service, whick is a joint
switching movement between a location sexrved by LAJ,
on the one hand, amd a location within the Los Augeles

switching limits served by some othexr railroad, on the
other hand; '

3. Terminal switching of cars which have beer or will be

line hauled beyond the Los Angeles switching limits

at through rates to which LAJ is a party.
The rates in LAJ's terminal tariff apply to the first two categories
of switching described above. The tariff rates generate approximately
eight percent of the railrcad's amnual tramsportation revenues. The
tariff rates do mot apply to the third category of switching. Such
service is not subject to any separate switching charge of LAJ.
Applicant as a participating carrier, negotiates with and receives
from the line-haul carrier with which it interchanges traffic, a2
division of the through revenue for its services. These divisions
from joint through rate traffic (both interstate and intrastate)

constitute approximately 92 percent of LAJ's annual tramsportation
revenues. -
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L4J estimates that if this application is granted, its
annual gross revemue will be increased by approximately $25,000, or
somewhat more than ome percent. Im recemt years applicant’s pub-
lished switching rates have been subjected to certain periodic
increases which have been authorized to cover increased operatiag
costs experienced by raillroads generallyag/ Applicant alleges,
however, that most of its current tariff rates are substantially
below cost, fail to cover total cost of providing the sexrvice, and
do not afford a return om investment.

Attached to the verified application as exhibits are the
following documents:

Certificate of Amendment of Articles of Incoxrporatiom

of Los Angeles Junction Railway Company.

Balance Sheet as of May 31, 1972, and Income Statement
for Pariods Shown (Year 1971, and 1972 through May).

Los Angeles Junction Railway Company Terwinal Tariff
No. 1-W (including Supplements Nos. 1, 2,and 3).

z/ LAJ's switching rates were last adjusted pursuant to Decision
No. 80377 dated August 15, 1972, in Application No. 53107.
That decision authorized Califormia railroads a gemeral 2-1/2
percent surcharge increase in Intrastate freight charges, which
was equivalent to increases authorized by the Iaterstate
Commexrce Commission in order dated December 23, 1971, ia ICC
Docket No. Ex Parte 281l. The increase was made applicable to
California intrastate traffic in Pacific Southcoast Freight
Bureau Tariff of Emergency Charges X-28l, Supplement K-33,
issued August 24, 1972, effective Sentember 9, 1972. The
proposed wiform rate of $36.75 and other proposed tariff

provisions would not be subject to the Tariff of Emergency.
Charges X-281.




Verified Statement of Kyle'Harrell (Vice President
aud Gemeral Mamager of LAJ).

A. Los Angeles Junction Rallway Company, .
Operating Expenses for Comstructive Year 1972.

B. Investment in Railway Property Used in Tramsportae-
tion Service, Net Railway Operating Income and
Rate of Return. The AT&SF Ry. Co., Union Pacific
RR Co., Southern Pacific Transp. Co., and Consoli~
dated Return for the 3 Roads, Year 1971.

C. Los eles Junction Rallwa Company
Net éggestment - 1971. 4

D. Los ingeles Jumction Railway Company (LAJ)
Terminal Tariff No. —_ (Proposed).

Dixect evidence on behalf of applicant was presented
through its vice president and general manager. He introduced two
exhibits in addition to the documents attached to the application
with his verified statement. His Exhibit No. 1 cousists of LAJ
balance sheet as of August 31, 1972, and ircome statement for 1972,
through August. The witness compared the balance sheet as of
&ugust 31, 1972, with the balance sheet as of May 31, 1972, attached
to the application. He pointed out that between these two dates that
assets cecreased approximately $9,000 2nd that liebilities imcreased
approximately $66,000. The income statement in his Exhibit No. 1
showed a loss of $190,283.20 at the end of August 1972. This
compares to a loss of $109,732.74 at the end of May 1972, as showz
in the income statement attached to the application. The witness'
Exhibit No. 2 is LAJ estimated income Statement and expenses for
constructive year 1972. It will be discussed hereinafter im

comnection with the estimated rate of return under the proposed:
tariff. o
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The railroad's 1971 operating revenue was $1,968,093.
The witness estimated that net revenue wmder the proposed |
tariff, if authorized, will be increased approximately $24,870.
He based this estimate upon the fact that Juring a test period
of 120 days during 1971 (10th through 19th of each month) that 1,467
caxs moved under principal revenue producing items of the current
taxiff resulting in revenue of $41,858. He pointed out this omly
partially reflected a nine percent increase in rates in Jume 1971,
and did not at all reflect an increase of sbout four pexcent In late
December. Taking these increases into account for a full yeax, he
estimated that the revenue from those cars would have been approxi-
mately $45,510 at current tariff rates. Assuming that the proposed
charge of $36.75 had been assessed for each caxr, he caleulated that
a2 total revenue of $53,800 would have been'produced.éj This would.
be an increase of $8,290 under the tariff, or approximately 18.22

percent. BHe annualized that figure by multiplying it by three to
arrive at $24,870. '

2

:j The proposed charge of $36.75 would apply to mosSt car movements.
For switching special equipment (other than defined '"ordinmary
equipment’) an additional charge of $35.90 would be assessed
under Item 3 of the proposed tariff, subject to certain named
exceptions. Special equipment consists of higher priced
specialized cars. Decision No. 74400 of July 16, 1968, (38 Cal
PUC 519) authorized estaeblishment of the extra switcki char§e
for special equipment by California railroads (then at $25.C0).
In Finding 8 the Commission stated "Establishment of the proposed
charge for Califormia intrastate traffic will discourage the use
of specialized equipment in purely local switching service, to
the extent that such use is made, and will tend to improve the
availdbilit{ of such equipment for lime-haul service.'” The LAJ
witness explained that the provisions of pzoposed Item 3 must be
the same as comparable tariff provisions of the other railroads
serving Los Angeles. He asserted that charges for switching
special equipment under the tariff amoumt to very little.
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The witness explained that its tariff is unpecessarily
complex, that it contains a number of rates and charges, each of
which is subject to a number of descriptions and conditions, amnd
that such rates and charges vary substantially in amount and basis
from charges elsewhere stated in the same taxiff for essentially
similar, if not identical, switching services. He stated that
during 1971 the LAJ terminal tariff produced revenue ranging from
$18.02 to $44.72 per car, depending upon application of different
texriff items to a variety of described switching situationms.

According to the witness LAJ switched 60,147 revenue cars
during 1971 of which 55,527 moved at joint through rates to which
L4J is a party. He explained that LAJ's tariff switching charges
are generally lower tkan the revenue xeceived by it from line-haul
carriers for performing similar,if unot idemtical, switching service.
0f the 60,147 cars switched during 1971, 4,520 were subject to LAJ's
taxiff rates. These produced a revenue of $132,717 or an average -
of $28.72 per car. If the same car arrived in lire-haul service
from a point beyond the Los Angeles switching limits, LAJ's division
of lime-haul revenue for performing the same service was $31.21.

The LAJ witness stated that the different categories of
cars under the terminal tariff receive approximately the same
bandling in the same train movements by the same crews as the
revenue division cars, and, with minor exceptions, that all caxs
incur approximately the same expense. It was his position that the
proposed single rate of $35.75 xeflects the fact that switchirg
sexvice performed by LAJ is essentially the same £rom car to car;
that it would be simple to apply; that it would return revenue
sufficient to cover costs of providing the sexrvice; and that it
would give the railroad an opportunity to eaxrm a reasonable return
on its investment. In addition to the proposed taxriff charge of
$36.75, the witness stated that LAJ is also seeking through negotia-
tions a revenue division of $36.75 for switching cars for the lipe-
haul carriers. | '

~6-
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The LAJ witness developed figures to show the overall
Teverue needs of the railroad to cover expenses and produce what
he believes to be a fair rate of return. He believes that the rate
of xeturn for LAJ should be equivalent to the comsolidated rate of
return of the three trwpnk line carriers with which L4J connects.
He produced figures to show that the rate of return based on average
et investment at the beginning and end of 1971 was 5.20 percent
for ATSF; 5.81 percent for UP; and 3.76 percent for SP. The consoli-
dated rate of retuxrn for the three carriers was 4.89 percent. He
adopted this figure as a reasomable rate of return to apply to the
LAJ average 1971 net investment of $4,230,957.81. |

The vice president and gemeral manager testified concerning
estimated operating expemses for a constrxuctive year,1972. He based
the figures upon actual experience for the first five moatks of
1972 and upon estimates for the balance of the yeaxr. He explained
that he regularly makes such estimates for his own management
purposes. Expenses were adjusted to reflect for a full 12 months
oy increase in wages which will take effect during 1972 as a
result of collective bargaining agreerents previously entered into.
He stated that all such agreements have been approved-By the Wage
Board. He amticipates that there will be little, if any, produc-
tivity gains resulting from the agreements. The witness explained
that certain major transportation expense accounts are directly
affected by the number of cars switched. The number of cars bear

upon the number of enginme hours, the number of yard crew shifts,
and certain related expenses. '
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The witness explained that for the first five months of
1972 the actual mumber of cars switched was 23,198, compared with
26,233 for the same period in 1971l. For the last seven months of
1972 ke estimated that the number of cars switched will be 33,700,
compared with 33,914 for the same pericd in 1971. Thus, for 1972
he estimated that the total number of revenue cars switched will

be 56,898. This figure represents a reduction of 3 2249 cars from
the 1971 total of 60,147. The witness believes that if actual
traffic for 1972 is greater or less than predicted, that this will
not have aay significant effect upon needed revenues per car because

operating expenses probably will be increased or rcduced'in propor-
tion.

Set forth below is a summary of the LAJ witness' overall
estimates for 1972. '

Constructive Year 1972

Operating Expenses . $1,701,500
Other Expense Items : - 394,200

Total Expenses 2,095;7oof
Estimated Revenues (other than switcaing) - | 212;200.
Deficit | | 1,883,500

Return on Iavestment (4.89%) ‘  1206;8§4"”

Switching Revenue Needed $2,090,394

Revenue Per Car Needed e
(Switching Revenue Needed + 56 »898 Revenue Cars) - $36.75
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In his Exhibit No. 2 the witness estimated that federal
income tax would reduce the astimated return of $206,8% to 81 07,585
This would be a 2.54 percent rate of returm on the LAJ awe*age 1971
ret investment of $4,230,957.81. This was asserted to be less than
a faix rate of return, but that applicant plans to establish the
proposed tariff charges and to achieve actual data before conszdcr;ng
whether 2 higher charge is justified.

A copy of the application was served upen each of the
290 caxload shippers and receivers served by LAJ prior to August 1,
1972. There was one prorestamt.

Testimony in opposition to certain of the proposed “arxxf
changes (Exhibit No. 3) was presented by the traffic mamsger of
Swift Edible 0il Company, Division of Swift & Co. (Swift 0il). The
teot.mony of this witness was essentially in opposition to cancella-
tion of certaim free switching provisioms in Item 115 o the cuxrent
tariff and substitution of tkhe wmiform charge of $36.75. He was
concerned primarily with imtraplant switching of empty private tamk
cars (cars leased by Swift 0il). In this commection he_asserted
that there should be & lesser charge for switching privately-owmed

than for railroad-oumed cars when the movemert is not incidental
2 line~-kaul movement. |

Inbound loaded czxrs are spotted by LAJ at Swift OLl's
wloading track. After wmloading ZAJ spots the ompty cars at the
plent stoxage track. In order for Swift 0il at Los Angeles to load
and ship products in tank cars, a sw1u9h.zs NECesSsSary Irom plint
storage track to cleaning track and another switch from clegning
track to loading track. It was the traffic manager's understanding
that cach of the empty caxr moves would be assessed a charge of
$36.75 undexr the proposed LAJ tariff.
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It wes the traffic manager's positiom that the empty
private tank car moves are imcidental and essential to preparing the
caxs for cutbound rail shipzents; that the switching of empty privat
tank cars is of no ecomomic benefit to Swift 0il; that LA will

remove empty railroad-owned cars to the rajilroad yaxd without.charge;

that LAY will furnish sultably clean rallrsad-owmed equipment to che
Swifs 0L

loading track without chaxge; that no less switching is
involved by LAT to furnish a railroad-cwned car than to make the
necessaxy switches of privateiy-owned Swift Oil taok caxrs preparatory
to outbound movement; and that the furnishing and switehing of
rallrozd-cwned equipment is more costly than switching private temk
cars because, among other things, there is a cost of the cars to
the railroads. It was the witness' understanding that costs for
switching empty tank cars for Swifs Oll are inciuded in the freight
Tates zpplicable to outbound joaded moves. In this connection ke
cited certain free empty car movement rules in tariffs cf ATSF, SP?,
anc UP that govern switching pexforred by these carriers at Los
Avgeles, including the plant of Swift 01l. He recomrended that LaJ
beexr the cost of switching service performed by It which Zs imcidental’
to limc~haul movements. , ,
Counsel fox applicant cross-examined the Swift Oil sraffic
nanager aad respernded to his testinmony. The LA4J cowmsel explairzed
ttat It was not applicant's intention that 2 switching charge be
applicd to 2 car of private owaerstip which has been wmlozded and
placed oa a storage track amd subsequently moved, first to a clcening
treck and then to a looding point, as long as the cax goes in lime-
haul service. He Stated, however, that there should tot be an
wniinited purber of free moves involved. Ee also stered that if is

o devr s
up to the shipper or receiver to Plan its operatious so that therc

18 a reasonable coamection In point of time from the time & cax

> .
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placed on a storage track after unloadiag to the time It is moved
to 2 ¢leening track, and thence to point of loading for cutboumnd
zovement. Accoxding to the attormey, applicant plans to prepare
in the future more specific tariff provisions whick will cover mnot
only the Swift Oil problem, but any similar problems that may occur
at otker ivdustries. He sald more specific language should not be
frowed at this time because applicant needs an opportumity to
review the situations at other industries on its linme.

Applicant’s attorney produced a list of requested findings
of fact, Including findings required by the Federal 2xice Commission
regulations, and by Rule 23.1 of this Commission’s Rules of Procedure.
He referred to specific portions of the recoxd which assertedly

support each of the requested findings.
Discussion

The evidence is clear that applicant is operating at a
loss at existing switching rates and under the divisions of joint

through rates waich it receives from the line-haul carxiers, and

that applicant is in need of additional revenrue to cover expenseo

and to provide a return on investment. The record snows that
appiicaat’s cost of performing switecring service is approximately

the same from cax to caxr, whether subject to its terminal taxifl

cxr subject to division of revemue from other railroads; that im 1271
applicant received approximately $2.50 less zverage revemue fxom
texiff cars then from revenue division cars; that revenue for switch-
ing all taxiff cars (ordimary eguipuwent) should ve the same; and |
that the proposed tariff attashed to the application es appen;xr L

of Bxhibit No. 4 is justified. The record furlther shows that
appiicant’s estimate of $2,090,394 of revenue required to cover
surrent total zailroad expenses and provide a rate of returm of

4.3% percent oa LAJ average 1971 net investment before federal

income taxes Ls a reascnable estimate; and that opplicent’s estimele

0L §$24.,870 additional revenue that werld be Ca:ned under its proposed
ugrLff 2lco is a reasounadle estimate.

~11-




In connection with federal price controls and Rule 23.1
of tais Commission'®s Rules of Prectice and Precedure, the LAJ
witness testified that cexrtain of the natiomal labor agreements to
which the switching railroad i{s subject were negotiated subsequent
to November 13, 1971. Such nationel agreements spparently provide
for wage increases which exceed the Price Commiscion’s policy of Limit-
ing wage increases to 5-1/2 percent per year (including £ringe bene-
£its). However, the zmowmt that this excess labor cxpense would affect
total expenscs related to switching teriff cars by IAJ would be very
mizor and would not affect the findings and comclusion which follow.

Applicant’s proposed tariff would not apply to intzaplsant
switching of private cars which ordinarily and necessarily must bde
pexformed preparatory to and in conjunction with outbound movements
for which applicant receives a division of the line~heul revenue.
As indicated by its attormey, epplicant will look into this matter
to determine whether any revisions are needed to clarify epplicaticn
of iZts tariff. Under the c¢ircumstarnces no findings are regquired
at this time concerning application of the LAJ tariff, or the
tariffs of line-heoul caxriers containing joint through rates, as
the case may be, te intrapiant cwitching cf private carS'by“LAJ;
Firndings :

L. Aprlicant £s 2z railroad common cerxrrlexr in Intrastete as
well as in interstate and foreign commerce, performing raliiroad
switcuing gewvices over its tracks and vpon one mile of UP tweack
in Los Angeles County, Califormis., As cuch, it is\subject-to the
juxisdiction of this Commiscion. Applicaat is a wholly cwmed
subcidiary of ATSF, &lso 2 railzoad common caxrier subject ¢o the

urisdiction of thls Commission. '

2. Applicent provides switching service between points on

ire, including interchange trecks with connecting caxTiers where
car iz To or from a point on the iire of emother carrier within
switchizng limits of Log Angeles. This switching sexrvice s
performed pursuaat to epplicant’s temminal switching tariff

vndosn g

regularly Siied with this Commission and the Interstate Commexce

~12-
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Commigsion, and such shipments wmder this tariff account for épprox-
tely eight percent of agpplicant’s amnhual transpertatiion re#enues.

Snipments woving at this tariff would be affected by thils applicaticn.

Almost all of such switching is Intrastate commerce. |

3. On treffic moving between points on its line aad po fats
on the rails of line-haul carriers beyond the Los Angeles switching
limits, applicant participates in the jolint through linme~haul rates
and 1s compensated for switching cars between industries or its lize
- and interchenge tracks of conrmecting caxriers, by-dividing the .
revenue from such joint rates with the other participating cafriers
in such amounts as may be negotiated. Such divisions constitute
approximately 92 pexrcent of applicant?s ammual transportetion
revenues. Such traffic is not subject to this application.

4. Applicant performs substantially the same service on all
cars which it switches, whether at a division of throdgh*line-haul
rates or under its terminal switching tariff, and the costs to
zpplicant of perforaing scush services &re svbstantlsally the same.

5. Applicantts cuxrrent tariffs provide for switching services
which are substentially sizZlaxr, if not fdentical. A number of
different per-car switching charges sre expressed sometimes iIn rate
per unlit of weight, sometimes gz 3 flat charge per car and sometimes
as o combineticn of such rate 2ol charge, in widely varying amounts
subject to varying and confusing technical cenditlons which have
0o real relationship to the service performed by applicent, or its
cost. Totel revenue received from 1ts tariff fs insufficilent to

permit applicarnt to cover expens2s and provide a return o Invest-
MENRC.

6. Applicant®s proposed new tariff will name a single per-car
charge of $36.75 o de uniformly essessed for most swit ching,servicc
pericrmed by aprlicant under {ts taxiff.

7. Toe proposed pew tariff will wecult in both increases and
recuctions Ln rates and charges. Taken together, the increas es aod
Teductions in rates and charges are justifled. The rules and othex
proposed taziff provisions also sre justified. |

-12-
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8. The estimate that the proposed new per-car charge of $36.7
will increase applicant's annual revenue by approximately $24,37C
per year is a reasonable estimate of anticipated additional tariff
revenue. This amount would be approximately 1.26 percent of LAJ
1971 aggregate annual revenuve of $1,968,093, or approximately 18.74
percent of its 1971 tarlff revenue of $132,717.

9. In compliance with Rule 23.1 of this Comnission's Rules of
Practice and Procedure promulgated pursusnt to the Economic Stabili-
zation Act of 1970, we find and determine:

a. The proposed new charge of $356.75 is cost justified
and does not reflect future inflationmary expecta-
tions. The expense and traffic estimates, as set

out in the opinion, are reasonable estimates and
should be adopted.

The average or composite rate of return for 1971
of the three line~haul carriers with which appli-
cant interchanges the traffic from which it derives
92 pexcent of its revenue, is 4.89 percent. After
provision for federal income tax, application of
the proposed charge of $35.75 to the sum of its
tariff and revenuwe division traffic would give
applicant a xate of return on its iavestment of
approximately 2.54 percent.

The proposed uniform per-car charge of $36.75
should, at anticipated levels of traffic, return
to applicant a sum sufficient to recover its
expenses of operation at current levels, plus 2
return on investment before federal income taxes.
Under the circumstasces, the proposed charge is
the minimum required to assure continued adequate
and safe sexvice or to provide for necessary expan-
sion to meet future requirements, and will achieve
the winimum rate of return needed so as not to
impair the credit of applicant.

d. Any increases in rates or charges which will result
from approval of the tariff changes do not reflect
labor costs in excess of those allowed by policies of
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the Federal Price Commission, and there are no
expected end obtaimable productivity gains susceptible
L0 quantitative meesurement which may de taken Znto
sccount.

139. The procedures of the Commissicn provided for reasonable
opporturity for participatica by all interested persons or theix
representatives. Notice of the hearing was sent fo carrier and
shipper orgenizations known to be interested. The shippers and
Trecelvers were notiffed by applicant of the proposal prior to
August 1, 1972.

The Commission comcludes that the application shoulid be
granted.

IT IS ORDERED that:
1. Los Angeles Jumction Railwey Company is authorized to
cancel its Ternminal Tariff No. 1-W aad to establish in its place
the proposed tarfff appended to the applicaetion o8 Appendix D of
Exhibit No. 4. Taziff publications authorized to be made &s a
Tesult of this crder shall be filed not earlier than the effective
date of this order, and shell be mede effective on net less than
ten days’ notice to the Commissfon and the public.




after the date hereof.

day of

2. The authority granted herein, unless exercised, shal‘
expire 120 days after the effective date hereof.

The effective date of this order shall be tweﬁ:y—days

Dated at

San Francisco

JANUARY.

, Californfa, this g %

‘Commissioners

Commisstoner Villianm S:mon... .'fr... deing

nocescarily. absent, did not.. participatoA_"-u

in the dispoaition or this proceoding.




