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Decision No. _85541 @%“@“N e
EEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALYFORNIA |

In the Matter of the Application of
DREISBACE COLD STORAGE CO., GROWERS'

1 » Application No. 55058
COMPANY . ONTRED Z0ID STORAGE and ONupep (Filed July 23; 1574)
STATES $OID STORAGE OF CALIFORNIA, for
an Incresse in Rates. o :

”

Vaughan, Paul & Lyons, by Jobn G. Lvons and
Dale N. Rettig, Attorneys at lLaw, and
a on, for applicants.

Willlam D, Mayer, for Del Monte Corporation, .
Interested '

Rusgsgell D.: (:omi.ng,.for the Commission staff.

TPINAL OPINION

Applicants are public utility warehousemen operating
warehouse facilities in the San Francisco Bay area for the storage
of commodities requiring refrigeration. The rates charged by these
applicants for freezing, storage, handling,‘ and other services
incidental thereto, and the rules and regulations governing the
application of such rates, are contained in California Warehouse
Tariff Bureau Cold Storage Warehouse Tariff No. 18, Cal, P.U.C.
No. 227 of Jack L. Dawson, Agent, and in Growers' Refrigeration
Company Cold Storage Warehouse Tariff No. 5, Cal. P.U.C. No. S.

Decision No. 83485 dated September 24, 1974 authorized
increases in rates and charges set forth in the margin pending




consideration of applicants' request for a flve pexrcent increase
in all other rates and chaxrges set forth in California Warehouse
Tar{ff Bureau Cold Storage Warehouse Tariff No. 18.1/

The original public hearing of Application No. 55058 was
held before Examiner Mallory at San Francisco on Jamuary 17, 1975,
and the matter was submitted., Pursuant to the Commission's order in
Decision No. 84140 dated March &, 1975, the proceeding was reopened
and further hearing was held before Examiner 0'Leary at San Francisco
on May 15, 1975 at which time the matter was resubmitted.

1/ Applicants' interim authority is as follows:

Rate Changes in -
CWTB Cold Storage Warehouse Tariff No, 18

A. Establish the following new rule re Preparation of Bdok
Inventories:

For the service of pregz.ring a book {nventory of stock on
hand, the chargre will ted on the basis of 10¢ per
lot inventory line, minfmm cha::ge $5.00 pe'.' ‘book -
inventory.

Amend Rule No. 130 - Deliveries ex Warehouse - to read
as follows: - \

Lot: Deliveries

Each lot delivery will be subject to a charge of $1.15 in
addition to the bandling rates provided in this Tariff.

Also, to amend rate pages 18 through 34 of CWIB Cold
Storage Warehouse Tariff No., 18 by revising the lot
delivery charge wording to read:

An additional e of $1.15 per delivery per lot
will be made on all lot deliveries.

Amend Rule No. 145 - Minimunr Charges - by adding the
following minf{mum monthly billing charge:

The minimum monthly billing charge to one account
will be $20.00.

Amend Rules Nos. 185 and 130 by increasgsing . the atrai'ght-
time man-hour rate from $7.82 to $11.00; and the overtime
man-~-hour rate from $11.73 to $15.00. , ,
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Evidence atr Original Hearing \ ‘ :

Applicants’ tariff agent testified that approximately
1,800 notices were sent to applicants' storers adviging them of the
relief sought and the date and place of hear:[ng. No one gppeared in
opposition to the relief sought. _— -

Applicants® witness also testiffed with respect to the data
set forth in exhibits attached to the applfcation. Exhibit D to the
@pplication gets forth operating statements for each applicant for
the year ended December 31, 1973 (yeaxr ended October 31, 1973 for
Schaefer's Meats). The data from that perfiod are from applicants’
books and records, adjusted as explained in Exhibit E to the |
application. The witness made adjustments to substitute landlord
expenses for rents in the instances that warehouse facilities are
leased from an affiliated company; to make provision for owner-manager
salaries vhen no provision 1is made on applicants’ books; to eliminate
Interest as an operating expense; to exclude donations; to .provide
for genmeral office and aduinistrative expense when provided by a
parent company; and to reduce downward the charge to operating |
expense for an extraordinarily lerge loss and damage claim. .

The witness testiffed that the revemue data for 1973 were
adjusted to give effect for a full year to the rate increase autho-
ized by Decision No. 81756 dated August 21, 1973 in Application
No. 53508 which became effective Septembexr 21, 1973, and for the
iaterim and £inal rate increases authorized herein. Expense data,
adjusted as indicated above, were further adjusted to give effect.
to knoww increases in labor and related payroll costs, taxes, and
POWET €OSTs through December 31, 1974. No adjustment of the histor-
1cal data was mede for the wage increase for engineers effective

March 1, 1975 nor €or plant operating labor effective June'l, 1975.
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The historical and adjusted revenue and expense data.are
set forth individually and also in composite form for a group |
of five test warehousemen. The five test warehousemen used in
applicants' study earn approximately 95.5 pexrcent of the tot_d‘l'.g
Tevenues and operate approximately 94.0 percent of the warehouse
space of all applicants as a group. The following table sets . :
forth the composite operatirg results for a test year under the
interim and full relief sought in the application for the five
test warehousemen and for all applicants.y L

2/ The five test warehousemen are Dreisbach Cold Storage Co.
(Dreisbach), Ockland; Growers' Refrigeration Company (Growers),
San Francisco; Merchants Ice and Cold Storage y (Mexrchants),
San Francisco; United Cold Storage (United), South San Francisco;
ang United States Cold Storage of California (U.S.), San Francisco
and Oakland. - > s PR




TABLE 1

Applicants' Estimated Results of Operation
For 1974 Test Year Under Interim Rates

And Under Final Rates

Under Proposed Rates and
Reviged Expenses

- Expenses
Profit or (Loss) B.T.
§evised Expens
eg A,T.
Profit or (loss) A.T.
Revised Rate Base
Rate of Return A.T.

Opeuting Ratio A.‘l‘.

Rate Adjustment and
Revised Expenses

Five Test

warehousemen

$6,224,606
3, 485 051 .
739 555
357 097"
3, 842 148
’382,458

4 893, 759
. Te8%
90 9%

Und& Interm Accmorial

Revenue Proposed
Revised. es
Profit or (I.oss) B.T.
;rtevised Expenses A
QT.
Profit or (loss) A.T.
Revised Rate Base
Rate of Return A.T.
Opexating Ratio A.T.

3,485,051
’ 555,807

260,299

3, 745 350
295 508
4 877 626

’6.1%

92.7%

Before Taxes
. Aftexr Taxes

B.T.
AT, -

4,040,858

Composite

All
Warehousemen

$4,422,351
3.652 615

769,736

- 380,586
4,0337,201'

7389,150

- 5,289,608

AL

4,229,552
3 652, ,615.

’576, »937
- 279 766-.
3, 932 381

297 7 _
3, 272 804

931

Income taxes in the above table ﬁere calculated by appli-

cants' witness at the state and federal rates applicable, without
adjustment for any deductions from net income authorized wunder tax

statutes, such as deductions for interest paid. It consistmtly has
been the Commission's policy to make provision for Income taxes in
test year operations on & basis that is as close as possible to the
actual taxes that will be paid by the util:[t:tes. If conai‘.dm.tion
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is given to pend.ssi.ble deductions from net utn:l.cy warehouse :f.ncomer
in the same relative proportion to total net income that appem:a on
the 1973 anmual reports of the five test warehousemen, the following
after-tax operating results would appear:

TABLE 2

Estimated Test Year Operating Results of
Five Test Warehousemen from Table 1,
Revised to Show Effect of Permissible

Deductions from Net Income
For Tax Purposes

Operating Results Under ' . Five Test
Full Increase Sought . | o | Warehouaemen“;

Net Income Before Taxes - o $ 739 555 S
Allowable Deductions from Net S Co
Income for Tax Purposes o 62, 198{‘, |
Net Income for Tax Purposes o - - 677, »357. "
Income Taxes o ‘ - 342, 291{:"

Net IncomeAfter ‘raxes . R 7 30 Y 7SR

Rate Base , _ S _' 4 3759,‘.‘

Rate of Return | | : ham

Opexating Ratio Aft:er Taxes = g 90.61-:‘ ‘

The witness for applicants presented a. comp:!.lation in
Exhibit 3 to show that applicants will not achieve the rate of
Xeturn or operating ratio set forth above because the full increase
sought in the application will be in effect for only paxt of the
1975 test year, and because the estimated expenses for the test year

fail to include the contractual increage for mrehouse J.abox wh:[ch
will become effective June 1, 1975. '
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The witness testified that the rate of return sought by
applicants will be reasonable in view of the current conditfon of
the warebouse properties operated by applioants and the eat:[mted'
costs of replacing the properties. According to the witness, the
operating properties of the five test mrehousemen are depreciated
to the following extent:

‘Dredsbach 36.01 _
Growers = - 28.4
Merchants 70.0 -
United 61.6
U.S. . 39.0

Weighted Average 47 o% -

Exhibit 4 shows the effect of expansi.on or replacement of
applicants' facilities at present buflding costs. The witmess
assumed that all facilities will earn a profit of 5.4 cents per
cubic foot, in line with the profit factor estimated to result from
this appli.cation. If total warehouse space operated by applicants
were increased by 20 percent the average net cost of the total
property and equipment would be increased from 60.79 cents per cubic
foot to 77.3 cents per cubic foot, and the estimated rate of return
on total investment would drop from 7.8 percent to 6.3 percent.

The witness testified that applicants have been operating at: or
near full capacity for the past two years, so- that any further
demands for public utility cold storage must be met by e:qmnsion.
Evidence on Further Hearing

In reopening this proceeding for further hea::ing the
Commission, in Decision No. 84137, stated:

"It appearing...that opera ratios and rates of
retum for mehousemem. ..Tetlect a substantial
diversity in profitability, and it further

appearing that by reason of such diversity of

profitability, it cammot be concluded that a.n
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increase in charges is essential to ensure juat
and reasonable rates for the most efficient
warehouse operations; and it further appearing
that additional evidence is necessary to show
Special or unique circumstances applying to the
less efficient warehousemen which would Justify
the Comnission in treat Lni ther in a manner
different from that ac led the more efficient
waxe »

"IT IS EEREBY ORDERED that said proceeding is
reopened for the taking of further evidence...”

In response to the Commission's order reopening th:[a pTro-
ceeding the tariff agent for the California Warehouse Tariff Bureau
presented extengive testimony and a series of comparative statements
(Exhibits 5 through 14) on behalf of applicants. He first emphaaized
that it was absolutely essential for appl:lcanta to maintain their
cold storage warechouse operations at the peak of efficiency at all
tives in order to survive in the keen competitive conditZoms existing
in the San Francisco Bay area. Secondly, the tariff agent stated
that from his study and analysis he found no coxxelction between
the efficiency of appliconts' cold s storage opcrations and their
so-called divexsity of profitabllity. Ee further' explained that his
studies clearly indicate that variations in warchouse operating _
Tevenues and expenses are brought about by the type of cold storage
business handled and the kind of service required by the particular
storage accounts. A summary of such variable factors follows:

1. Factors causing varfations in the revenue poa:tt:l.ona of

the various warehousemen.

A. Type of storage accoumts.
1) Quick freezing.
2) Frozen,
3) Cooler atorage. .
4 In-t::anait storage.




Character of storage lots.

gl)- Distxibution on a retail level.

2) Distribution on a wholesale level.

3) large quantities from producers.

4) Small quantities from producers.

5) Consolidation into large lots for
shipment outbound.

(6) Brokers or wholesalers.

Activity of goods in storage.

1) Withdrawals in large ox small lots.
2) Racking of goods In storage.
(3) Density of goods in storage.
4) Rate of turnover of goods in storage.
5) TFavorable or unfavorable warehouse
occupancy because of fluctuations in
pProduction.

D. Type of warehouse - whether multistory or.

single story can influence the cubic foot
Tevenues,

E. Lot size of commodities offered for storage.
Factoxrs causing variations in cubic’ foot storage Costs.

“A. Amount of labor and handling equipment
h Tequired. ~

B. Amount of power mecessary for the gervice
. Tequixed by storer.

C. Fluctuations in power demands creating
- 'electric demand charges which became
minimum for momths of less power usage.

D. -Variations in building and equipment costs.

E. Variations in mmber and type of accounts
sexved. ,

F. loss and gain of accounts.

G. Number of outbound lots pexr each imbound lot
-Tecelved. '

E. Number of inbound lots required to make up
z':‘consol:!.dated' lot for shipment as a laxge
ot. R N o e

.




I. Whether installation of racks required for

small lot storage or for commodities requir-
ing racks in order to high pile,

J. Density and lot sfze of comod:[t::l.es offered
for storage.

The tariff agent's comparacive statements set forth the
results of his study and analysis of the aforementioned economic
factors as they are reflected in the 1973 cold storage operations of
five test mehoulemen :

In Exhibit S operating ratios and rates o! return based
upon assessor's value plus working capital are set forth as follows.

TABIE 3

Test Pexrcent of Pexcent of Operating* Rate of
Warehouse Space Revemie Ratio Retum

U.S. 53.7 38.6 90.8 3.7
Mexrchants 16.1 13.7 91.3 3.6
United 4.7 7.2 90.0 5.7
Growers 2.9 6.6 88.0 g2

* Based on Assessor's Value Plus Working Capité.i.
# Operates in Reunted Facilities

Exhibit 6 analyzes. expenses and proposed revenues per cubic
foot of storage space. operated. Pertinent portions of the exhibit
ares _ : o CeE




TABIE 4

Breekdown of Test Warehouses
According to Expenses and Revenues
Per Cubic Foot

Proposed Proposed
Expenses Revenue Operating Rate of % Net Property &
' Per Ratio Return Equipment
Cu.Ft Cu.Ft. Yo A - Depreciated
(In Cents) - @y 0 BT

37.9 41.7 90.8 3.9 ’ 39.0-
45.4 49.7 91.3 2.5 w> - 70,0
79.7 88.5 90.0 5.4 L7 6L.6
80.0 87.2 91.7 5.8 N 36.0

1i46.9 13005 88.0 15.1% 19.8% 28.4
52.8 538.1 90.9 4.4 7.8 47
El} On Undepreciated Rate Base

2) On Depreciated Rate Base
* Rented Property not included
in Rate Base
In Exhibit 7 the tariff agent presents. an analys:f.a of the

expenses :anur::ed by the warehousemen for labor, power, depreci.ation,-
and property taxes. He explained that applicants labor and power
COsts represeat the only area for potential increases in operating
efficiency. While labor and power costs are extremely sensitive to
the influences of current economic inﬂationary trends, the mrehouse-
men state that they have devoted substantial effort to maintain such
costs at levels consistent with efficient operations. A summary of
the tariff agent 8 cost analys:f.s follows-




 TABIE 5

Apalysis of Labor and Power Costs Incurred
. By the Test Warechousemen as of 1973 |

. Proposed -
% of % of Operating
Test '~ Proposed Total labor’ Costs Power COSt:s Ratio
Warchousemen - Revenue  Space , Per Cu.Ft. Per Cu.Ft. %

(I Cents - (Tm"Cents) -

U.S. 38.6 53.7 17.4 2.9 - 90.8
Mexchants 13,7 - 16.1 14.0 3.6 91.3
United 7.2 4.7 36.8 8.1  90.0
Dreisbach 3.9 2.6  37.2: = 5.6 917
Growers . 6.6 - 2.9 62.1 &3 8.0
Total - 100 100 2%.9 40 -
% of Total o ‘
Expenses : o . |
Before Iaxes ' - . - 47.1 _7 6 -

Labor and power costs const:l.tute approximately 58 percent:
of the test warechousemen's total expenses. Any significant changes
in these two major areas, due either to current inflat;onary trends.
oxr a deterioration in operating efficiency, would have a dramatic
impact upon applicants' results of operations. No such correlation_
w2y be drawn, however, between the various differences in ‘the test

warehousemen's labor and power costs and thelr respect:ive operating, :
ratios.
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The commodities tendered applicants fbrchld”sgozage;andf“"
handling services in the San Francisco Bay arez consist primarily
of prepared foodstuffs, fruits and vegetables, Julces, juice
concentrates, meat, fish, and poultry. The storage accounts may be
genexrally classified as either distribution‘busineqs (xetail, whole~
sale, brokerage) or productionhbusiness (food processors, packers,
and agriculture). The storage and handling characteristics of such
commodities as described in Exhibit 8 reflect the interplay of
basic economic principles of marketing and distrfbution. The
comparative data clearly show that the storage and handling . -
charaéteristics.of commodities have a considerable bearing upon the
level of each warehouseman's operating revenues and expenses.
Bowever, such ecomomic variables are pot mecessarily determinative
pPexr se of the diversity or degree of profitability experienced by
each warehouseman as measured by its respective operating ratio.

Assuming 'a reasonable compensatory rate structure, applicents
argue that it is the volume, velocity (storage‘turnover),«andﬁvalue'of
sexrvice which, in the final analysis, dictate the warehousemen's
results of operationms. Cyclical fluctuations in these basic economic
elements are direct reflections of the general vitality of the
econony as measured within the economic system'of“markettng'and
distribution of products. In Exhibit 12 the historical operating:

ratios authorized in prior rate pProceedings are presented:
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TABLE 6

Historical Operating Ratios Previously Authorized
The Test Warehousemen in Prior Rate Proceedings

Rate Proceedings~Applications Nos. Average
, _ Operating
Warehousemen (1974) (1972) (1970 (19672 Ratios

U.S. 90.8% 88.97% 89.97% 102. 8% 93.172 3
Merchants 91.3 100.0 99.9 '94.8 96.5
United 90.0 91.1 9.4 91,3 91.7 .
Drefsbach 91.7 93.7 92.4 93.0 92,7
Growers 88.0 89.6 . 90.2 * 893

Total 90.9 92.1 = 92.3 98.0 - 93.3

* Not & test warehouse.
(1) Proposed operating ratios.

It is apparent Srom the record in this proceeding that
there 1s no single factor which explsins the var:[ab:.lity of operating
ratios and rates of return among the test warehouses. Variations
might be due, among other factors, t:o- (1) failure of the relative
rates- for warehouse services to correSpond to the relative cost of
servn.ces--thus for example, if storage charges are relatively too
low and handling charges relat:l’.vely too high, warehouses which perform
a dicproportionate amount of storage services will be less profitable
than others; (2) differences in management efficiency; (3) unpredict-
able shifts in market conditioms for storage for different commod:f.t:[es 3
and (4) the age of the warchouse. An older warehouse, which has been
highly depreciated, may have a market valae considerably h:l'.gher than

its book. Its rate of return on book value m:[ght then exceed“ the
average for newer warehouses. o ‘
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The appropriate way to reflect these differences is through
the competitive process. Warehousing, today, 1s an inherently
competitive industry, not 2 natural monopoly. For this reason the
Commission khas urged the lLegislature to end the public utility regula-
tion of warehouses.

Absent new legislation, this Commission continues to have
the duty to regulate warehouse rates. The record in this proceeding
indicates that applicants are in need of rate relief and that the rates
Tequested will allow applicant warehousemen an opportunity to experience
operating results which have been found justified by this Commiss...on in
the past. The rate relfef requested will be authorized. :

However, the basic concern which led the Cormission to reopen
this proceeding for the taking of further evidence d‘iétates that hence-
forth a mew regulatory policy should be adopted in the regulation of
warebouse rates. Principally, the Commission intends to emcourage the
availability of individual tariff filings by the various warehousemen
and to protect the potentiality of individual action both within and
among the various tariff bureaus. Accordingly, the Commission will
henceforth set rates on an individual basis, granting permission to
increese rates only to those warechouses which are both efficient...y
operated and unable to earn a reasonsble return at existing rates.
Group £ilings of a single rate for warehousing services where no
individual justificatfon has been made by the members of the group
will be subject to dismissal. _

The Commission is aware that the difficulty with this pro-~
posal is that individual warehouses may be unwilling to put rate
increases into effeef: for fear of competition from other warehouses
not allowed to increase rates. However, in that case the low-return
warehouses could propose a rate schedule which would reflect the
special aspects of theL. business (other tham any inferior efficiency
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of their operations) which are respomsible for their relat:!.vely
uvnsatisfactory rate of return. Thus, for example, the relative rates
for storage and handling could be adjusted if it developed that most
of the low-return warehouses were specialized In one or the other
activity. Similarly, any enduring cost advantage of handling s
particular commodity could be reflected in a new rate structure. Aftex
mad.ng these adjustuments, the rate structure should provide a compa-~
rable rate of return to warehouses of comparable efficiency, with two
exceptions: (a) any inaccuracies in the depreciat:t.on formula used
for warechouses might be reflected in a relationship between the age of
a warehouse and {ts profitability, and (b) unpredictable market shift -
would still affect profitability. Ihese conditions, however, are
likely to hold true under any system of regulation, and even in some
degree under a competitive regime,
This alternative to the present regulatory scheme is

not fully satisfactory as it will not produce as faixr a rate
schedule as would competitive pricing. We conclude, however, that
this approach is more compatible with our regulatory. ‘responsibilities.
So long as warehouses are regulated as public util:‘.ties, the Coumission
mest aggressively pursue a policy that will not grant rates which-
result in exceptionally high profits unrelated to efficiency.
Findings

1. Prior to the :Lnterim relief granted herein applicants
rates were last considered by the Commission in Application No. 53508.
Decision No. 81756 dated August 21, 1973 in that proceeding, it was

estimated that, under the rates authorized therein, applicants' compo-

site operations would result in an operating ratio (after taxes) of
92.6 percent and a rate of return of 5.6 percent.

/




. '
) ... -

A. 55058 ep A%

2. 1Interim Decision No. 83485 dated September 24, 1974, in \
this proczeding authorized applicants to increase certain accessorial
charges, pending hearing on the full amount of the relief sought.

The interim increase was estimated to result in additional revenue
of $91,502.00, an operating ratio (after taxes) of 93.0 percent and
a rate of return of approximately 5.6 percent.

3. TUnder the full increase sought herein applicants estimate
that they will realize an additiomal revenue of $192,799.00, a’
composite operating ratio (after taxes) of 91.2 percent and a rate of
return of 7.4 percent for all applicants, and that the five test

.warehousemen selected by applicants will achieve an operating ratio

(after taxes) of 90.9 percent and a rate of return of 7.8 percent.
(Tadle 1.) X ,

4. The estimates of applicants fn Table 1 should ‘be edjns.ted o

to reflect, as nearly as possible, income taxes actually paid. The
adjusted results of operations for the five test warehousemen set-
forth in Table 2 reflect interest and simflar allowable Income
deductions for tax purposes in proportion to the net public utility
warehouse income of applicants. The operating results in 'l‘able 2
- ere reasonable for the purposes of this proceeding.
5. Storers of property in applicants’ warehouses were notified

of the filing of this application and the time and place of hearing. .

No one appeared in opposition to the sought relief.
6. The fincreases in rates sought in Application No.: 55058 are
Justified. :

7. There is no apparent single fector which explains the
variability of operating ratios and rates of return experienced by
the test warchousemen. The appropriate method to reflect these
differences is through the competitive p::ocess.

N PR AR A SR SR D I ST AN s o m
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8. To promote the establishment of competitive ratemaking, |
rates should be set on an individual basis granting authority to
increase rates only to those warehousemen which are both efficiently
¢pexated and unable to earn 3 reasonmable return at existing rates.-
Henceforth rate increase applications involving warehousemen wﬂl be
considered on an individual bagis.

Conclusions

1. To the extent not granted in the interim order here:r.n the
relief sought should be authorized,

2. Applicants should be authorized to establish the autho-
rized increases on five days notice.

FINAL ORDER
IT IS ORDERED that:

1. Applicants are authorized to estsblish the increased rates
proposed In Parts 1 and 2 of Appendix A to Application No. 55058.
Tariff publications authorized to be made as a result of the order
herein shall be filed not earlier than the effective date of this
oxder, and may be made effective not less than five days 'af'ter the
effective date hereof on not lesg than five days’ not::[ce to the
Commission and to the public,

2. The authority herein granted 1s subject to the express
condition that applicants will never urge before this Commission in
any proceeding under Section 734 of the Public Utilities Code, or in
any other proceeding, that the opinion and order herein constitute a
finding of fact of the reasomablenmess of any particulsar rate or
change, and that the £iling of rates and charges pursuant to the

authority herein granted will be construed as a consent to. this
condition.




3. The authority herein granted shall expire unless exercised
within ninety days after the effective date of this order.
The effective date of this oxder is the date hereof.
Dated at San Franclses , California, this X4
day of __AUGHST » 1975, a

Comfasion_"s'\ O




