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Decision No.  SS186 . - @R”@HNAL .
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA - .

In the Matter of the Application of L ; T

United Parcel Service, Inc., for ' _Application No. 55317

authority to increase certain of its - (Filed November 15, 1974;

zates for common carrier parcel amended March 28, 1975)
- delivery sexvice. - o BRI

In the Matter of the Investigation
into the rates, rules, regulatioms,
charges, allowances and practices of - _ _
all common carriers, highway carriers Case No. 5432, OSH 837
and city carriers relating to the (Filed January 14, 1975)
transportation of any and all ' o .
commodities between and within all ‘
points and places in the State of
California (including, but mot
limited to, tramsportatien for which

- rates. are provided in Minimum Rate:
Tariff No. 2). | -

~ . | Case' No. ‘5439‘,: OS'H. 241_
And Related Matters. .Case No. 5441, OSH.330.
| - (Filed Jamvary 14, 1975)"

(For appearances see Decision No. 84537.)
Additional Aprpearances

C. D. Gilbert and H. Hughes, for California Trucking
-~ Assoclation, Interested party. ‘

FINAL OPIN:ION:

United Parcel Service, Inc. (UPS), a2 highway common
carrier, seeks authority under Sections 454 and 491 of the Public
Ttiiities Code to establish on less than statutory notice certain
Increased rates applicable to its Irntrastate common carrier parcel
delivery service between points in California. ‘ o L
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Interim Decision No. 84012 dated Jamuary 21, 1975 authorized
TPS to increase its rates as follows:

(2) Amend Item 45 of Local Parcel Tariff Cal.
P.U.C. No. 18 by establishing a charge of
75 cents for correction of wrong addresses.

(d) Amend Item 80-A of said tariff by esta'blish:ing
a charge of 75 cents for each C.0. D received
for collection.

(¢) Amend Item 150-D of said tariff by establish:.ng
~ a charge per package of 55 cents.
After hearing, Second Interim Decisi.on No. 84537 dated -
Jue 10, 1975 authorized UPS to establish the "ollowing Increased
rates and charges In its Local Parcel Tariff Cal. P.U.C. No. 18:

(a) Amend Item No. 45-A by increasing the charge
for correction of wrong addresses to 85 cents.

(>} Amend Itexm No. 80-B by increasing the charge
for each C.0.D. received for collect:l’.on to
85 cents. '

(c) Amend Item 150-E by :.ncreasing the charge per

package to 60 cents.

The amended applicaticm seeks add'.f.t:f.onal‘ relj.e,f not graoted
in Decisions Nos. 84012 and 84527 to raise the rate per pound by
1/2 cent for each territory or zome, except Zone 2. ‘

Further hearing was held on Jume 30, 1975 for the purpose of
receiving argument and ruling on the motion of the Commission staff
that applicant be ordexed to produce certain financial information
and records. Applicant was directed to furnish sPec:'.fied f:f.nancial
Information pursuant to the staff motion.

Further hearing was held on September 9 and 10, 1975 in
San Francisco to receive the reports and re.commendations of the
Commission staff. The matters were subm..tred on the latter date.
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U'PS's Showing :

UPS's showing, as presented at the hearings held in
April 1975 and set forth in Decision No. 84537, is repeated in part
herein for the purpose of comparison with staff data. _

UPS operates in several states. In California, UPS conducts
a specialized common carrier sexrvice for the tramsportation Of 'smal‘l“
packages from other than retail stores (the service for which increased
rates are sought). In addition, UPS conducts retail store
delivery operations in the metropolitan areas of San Framcisco and
Los Angeles as a comtract carrier, and pickup and delivery of
Interstate shipments transported by United Parcel Service Ccmpany,
an alxfreight forwarder. Both UPS and Tnited Parcel Service Company
are wholly owned subsidiaries of United Parcel Service of America, Inc.

Buildings and other plant facilities used by UPS in its
operations are leased from subsidiaries of Service Plants Corporatiom
which, In turn, Is a subsidiary of United Parcel Service of America.

In arriving at the expenses for UPS's California intrastate
common carrier operation, it is mecessary to allocate joint
operating expenses incurred in UPS's comtract carrier operations amd
the pickup and delivery operations of its freight forwarder affiliate,
as well as the expenses incurred by the common carrier service. The
methods of allocating operating expenses were the same as those used
by UPS in prior proceedings. Operating rents for facilities; leased
by UPS from its affiliate were eliminated and so-called landlord
or cumership costs were substituted therefor, in order to eliminate
any element of profit in transactions between affiliates.

Managzement fees covering expemnses for legal, accoumting,
persormel, and other services incurred om behalf of all affiliates
are charged to the affilfates. The charge on UPS's books for the
wanagement fee in the base year used in the exhibits developed fer
the amendment to the application (year ended June 30, 1974) was |
based on 4.5 percent of gross revenue, For ratemaking purposes,

e
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UPS substituted a value based on 2.2 percent of total operating
expenses. That percentage is the ratio that the total operating
expenses f£or UPS's intrastate common carrier services bear to total
operating expenses of all subsidiaries of the paremt corporation to
which a charge is made for menagement sexrvices, In the base and
test year operating results developed by UPS, depreciation expense
for revenue equiprent and plant equipment Is adjusted on a remaining-
life basis to reflect the service lives for such equipment found
reasonable for ratemaking purposes in the last. proceeding :anolving
UPS rates (Decision I\o. 83217 dated July 30, 1974 in Appl:f.cation
No. 54517). ,

UPS ad_-;usted base year operating revenues to reflect the
increases resulting from Decisions Nos. 83217 and 84012 and prior
decisions on a full-year basis. Operating expemses were adgusted to
show on a full-year basis the additiomel costs that would have been
Incurred for wage and fringe bemefits which becane effeetive in the
test year and before. Related ad_';us“ments were made in management
expense and regulatory fees. ‘ ‘

The following is UPS's estimated operat‘:.ng resulrs for
a2 test year ending June 30, 1976. Colum 1 represents hist‘oric
data for the year emded Jume 30, 1974 'ad‘justed for Increased revenues
resultiog from higher rates authorized ‘on an interim basis and ad_-;usted
experses reflecting increased wages and related payroll expense.
Coiumn 2 adjusts the data in Column 1 to show the increased revenues
from the greater package volume expected in the test year and to

saow the estimated increases in ncnpayroll expenses (excepting
business sexvice expense). | . ;
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TABLE 1
UNITED PARCEL SERVICE, INC.
CALIFORNIA INTRASTATE COMMON CARRIER OPERATION

Income Statewent
Projected for 12 Memths Comencing July 1, 1975
Adjusted to Show Results of Proposed Rate Increase
And the Effect of Assumed Increase in

Volume, and Increase in Nompayroll Expense (Excluding
Business Service Fee)
(exhioit 1o)

@ | @
Adjusted. Projection ,
! _ ‘Bagse Year = =~ _(Note 1) o
Packages | 68,655, 73257," 76,000,000 -
Cperating Revenue $89 270, 175fv ~‘$98 822‘300;‘”
rating E ses B

yroll and Fringe Benefits _ $63 476 499 $70 269 600,;'_,
Nenpayroll Expense 14,984, 324'”. . 18 171,600
Depreclation Expense L ‘ 893 280 . >988, $790°
Business Sexvice Expense o 1 745 ;790 . 1.967 459 S

Total Expense " | $81,099; 393;.'1"" :j“ $91,397; 4191‘."_‘,1':,-" ‘
Net Operating Revenues | $ 8 170 282§ 7 425 381&]*
Income Taxes | ‘

State s 695 sesﬁ ‘.fs 627 zssﬁ~'q
Federal . 2,944 616 - 2,613.07%

‘I.‘otal Income Taxes $ 3,640,184 . - $3,2640,326
Net Tacome %4 530 098§ 4,.85—055!
Opercting Ratio Before Income Taxes 90.85% - 92.49%
Operating Ratio After Income ‘l‘axeé_., 94.93% 95. 77‘7.‘

(Cdn: inued)
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TABLE 1
(Continued)

Note 1:

Packages ~ Assumed intrastate volume for 12
months ending Jume 30, 1976.

Revenue - Assumed intrastate volume times
Columm 1 average reveaue per
package. _

Expense = Pavroll and Fringes - Assumed:
intrastate volume times Columm 1
average payroll and fringe benefit
e¥pense per package.

Nomnayroll E:_c%nse - Reflects result
oL increasing Column 1 expense per
package by 9.547 based om average
increase in intrastate nonpayroll
eypense per package over last &4-year
period, and mltiplying by 76 million
packages.

Depreciaticn Ex se - Assumed Intrastate
volume times élm- 1 average depreciation
expense per package.

Business Service Experse - 2.20% of -
payroll, nonpayroll, and depreciation
expense. | ‘ S
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UPS presented the following statement of operating |
properties as of December 31, 1975, representing the midpoint in the
rate year, for the purpose of showing an average or midyear rate
base:

TABLE 2
UNITED PARCEL SERVICE, INC.
CALIFORNIA INTRASTATE COMMON CARRIER OPERATION

List of QOperating Properties.
As of December 31, 1975 (See Note A)
(Exhibit 17)

Cost Depreciation Book Value

Land 2nd Structures $16,041,062  $ 1,907,207  $14,133,855
Revenue Equipment 19,798,718 8,586,391 11,212,327
Plant Equipment 15,465,363 5,430,914 10,034,449

Improvements to Leasehold ' S N g
Property 4,425,904 476,068 3,949,836
Materials and Supplies 422,428 - 422,428
- $56,153,475  $16,400,580  $39,752,895

Note A: TFacilities leased from related companies
Included on an "as-cwned'" basis. Deprecia-
tion computed on a remaining-life basis,

using depreciation lives found reasonable
in Decision No. 83217.

UFS also developed in Exhibit 19 a working cash amalysis
for its intrastate operation for the year ended Jume 30, 1974 using
the methods described in the Standard Practice U-l6-Determination of
Working Cash Allowance, promulgated by, the Com:!.ss:.on s Utilities
Division. Exhibit 18, summarized in Lable 3 below sets forth
applicant's estimated rate of return m the test year mder rateo'
proposed in the amended appl:[cat:f.on- ¥
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TABLE 3
UNITED PARCEL SERVICE, INC.
CALIFORNIA INTRASTATE COMMON CARRIER OPERATION
Sumrary of Earm
For 12 Months Comencing Ju J 1, 1975
Depreciated Value of Operating Properties (Table 2) $39,752,895
Provision for Working Cash (Exhibit 19) | . 2,558,883
Ratc Base - $42,311,778

Net Income per Columm 2 of Table 1 (above) $4 ,185; OSS." |
Rate of Return 9% 9‘7.'.

Tinance and Accounts Division Evidence

The report of the Commission's Finenee and Accounts

Division (Exkibit 24) was presented by 2 pablic ut::.lf.ty financial
exzminer,

The repoxrt states that the examination of the accomting
records of UPS included a gemeral review of the accountmg nethods
and procedures of UPS and a utilization of auditing techniques and
variows tests of accomsing records considered necessary by the staff.
The examiration was conducted at UPS offices in I Los Ange.les, Santa Ana
New York City, and Greemwich, Commecticut. In add:v.t:i'on, several
operatirg centers were visited. | o

A study was made of certain affiliated companies o
determine the reasonabiemess of charges made to Califomia common _
carrier operations. The report states that these are four affil:tated
entitles, all of which have subsidiaries doing b\.s:f.ness with each
other. Those entities either have cotmon directors, conon off:.cers,
oxr coxzon owaership according to the witness.

Those entities are:

1. United Parcel Serviece of America.
2. Service Plants Corporatiom. ‘
3. The U.P.S. Retirement Plan.

4. The U.P.S. Thrift Plan.
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United Parcel Service of America (America) fs the operating
entity. Its largest subsidisry is UPS (United Parcel Service of
Ohio) which has three operating districts in California and which
operates in almost all of the states except those in the ththeast
and New York State. In addition to the other subsidiariés,.AmeriCa
owas 30 leasing subsidiaries which lease the land and building
occupied by the various operating subsidiaries including those used
in the California districts. United Parcel Service General Services
Co. (General Services) {s another subsidiary which, together with
its parent, provides 2ll management sexrvices to all other affiliates.
The combined management service expense for 1974 as recorded on the
books of Gemeral Services and America was $27,114,561.

Service Plants Corporation (Service Plants) owns 83 leasing
subsidiaries of which 14 lease operating centexrs to the California
districts. Neither Service Plants nor its subsidiaries have employees.
All genmeral and administrative sexvices are performed by Geperal
Services. United Parcel Service Retirememt Plam Corporation |
(Retirement Plan Corporation) is a substdiary of Retirement Irust which
leases equipment and facllities in seven operating centers in the
California districts. Gemeral Sexvices performs all required
general and administrarive services for Retirement Trust and all
its subsidiaries. United Parcel Sexvice Thrift Plan Corporatlon
(Thrift Plan Corporation) is a subsidiary of Thrift Plan Trust. Thrift
Plan Corporation leases 12 operationm centers to the California
districts. All required general and administrative functions are
performed by Gemeral Services. '

Based on the financial staff's study and analysis the
staff witness recommended that:

L. Operating reats be adjusted for facilitles leased
from Thrift Plan/Retirement Plan.

2. Management fees. be determined om 2 method different
than that used by UPS, and

3. That service lives of Tevenue and plant equ;pment ‘
be extended. - _

Cg-
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Operating Rents :
The Commission has consistently eliminated operating rents
- paid to affiliates and refle‘cted such properties and expemses on an
"as owned" basis. The staff concluded that in addition to the
. adjustment made to properties leased from the affiliare Service
. Plants Corporation an adjustment shouid also be made to
properties leased from Retirement Plam and Thrift Plan Corporatioms.
This adjustment was made by the staff witmess for ratemaking |
purposes for the calendar year 1974. S

The following ‘.abulaticn summarizes the amounts of property,
plant, and equipment per books, staff adjustments to tae books and

the staff adjusted total property, plant, and equ:.pment at December 31
1974: :

TABLE 4
UNITED PARCEL SERVICE, INC.
Property, Plant, and Equipment
California Districts
At December 31, 1974

ZEEEbi t 52;5

Gross : Before .
Ttems Assets s Trans. Net Assets

Fixed Assets Per | | o
Books $50,213,077 '§$ - 322.':904'»46571"32751303,;612? -
Adjustments for - . e e A
Affiliated Props.: : | :
Service Plant 21,870,489 2,835,508 19,034,981

Retirement Corp. 1,470,454 "198,741 1,247,843
Thrift Corp. 1,379,618 212,566 __1,124:271

Staff Adjusted  $74,932,638 , $26,151,280 $48,715,707
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Management: Fees

The report of the staff financial examiner scates the
Commission has adjusted management fees for services rendered by the .
parent to reflect assignment for costs based on underlying expenses
of the parent. The witness recommended that the 2.2 percent of district
expenscs proposed by UPS and accepted for ratemaking in the interix phase
be modified, based on the staff's examination of the procedures and
supporting data found in the general offices of the parent. The
report shows that operating subsidiaries of America are charged
4.5 percent of revenues as gemeral office business expemse. This
amount assertedly represeats, in the view of the | parent company, the
reasomeble charges for the bemefits accorded to each subs:x.dmry
by the services performed by the parent. The report further
states that past decisions of this Commission have substituted for
zatenzking purposes a lesser amount for such funct:ion based. on the
relationship of total management expenses to the total expenses of the
operating subsidiaries. Based on 1974 operating results, the UPS
method developed a management expense of 2.2 percent of total expenses
for TPS's California intrastate common carrier operatioms.

The staff developed a three-factor method of allocating
nanagenent expenses. The factors are similar to those set forth in
the California franchise tax laws for the purpose of allocating
expenses of muitistate corporaticns that are subject to the Califormiz
corporate income tax. The franchise tax factors are: tangible .
property, wage and payroll expenses, and gross revenues from sales.
The staff witnmess substituted for the last named factor the gross
revenue from all operatioms of the paremt compeny and its subsidiaries,
inciuding intercompany transactions, such as reat paid affiliétes ai:c.
expioyer contributicns to retirement and thrift plems. A port:n.on of
the total management expemse was allocated by the staff witness
£0 the Retirement Plan Corporatlion and the Thrift Plan Corporat:.on
for the rcason that management funct:\'.ons are performed for such’
catities, but no managewent exp&nse is charged to such compan...es.
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Exhibit 27 aeveloped that by using the allocation methods
zdvocated by the staff the estimated management expenmse chargeable to
UPS’s California intrastate common carrier operatioms for  the year
ended December 31, 1974 is $1,374,709. The correspondxng amount " for
that period based upon 2.2 percent of operating expenses (as used in
UPS's Exhibit 16) and the staff adjusted expenses (less management
fees) set forth in revised Table 6 of Exhibit 24 would be $1, 701,436

Adjusted Lives of Property

The staff financial examiner recommended that the—study
presented by the staff engineer and adopted for ratemaking purposes
in Decision No. 83217 in Application No. 54517 (Exhibit 20) be
reevaluated to extend the average age for automotive equipment, and
that sexvice lives of other operating property also be extended.
Adjustment to actual operating expenses and rate base for the yeaxr
1974 to accomplish this was set forth in Exhibit 24. Such recommenda- .
tion was not adopted by the staff engineer in his projection of test
year opexating results set forth in Table 5 (infra). '

The. service lives recommended by the financial exam;ner
for use in computing depreciation expense for ratemakxng purposev as
set forth in Exhibit 24 are as follows:

Revenue Equipment:

Sexvice Caxs - 20 years, 10% salvage
Tractors and Trailers - 20 years, 10% salvage

Plant Equipment ~ 18 yeaxrs, 10% salvage

Leasehold Improvements - Amortized over 40 years '

Thrift Plan Trust and Retirement Plan Trust Proverties

Cross-examination of the staff fimancial witmess by UES
developed that Thrift Plan Trust/Ihrift Plan Corporation and Retirement
Plan Trus /Retxrement Plan Corporation are separate entities from.
UPS, formed to invest the retirement funds and the savings of .
UPS‘s camployees. The boards of directors of the trusts areiofficers ,
oxr directors of UPS or its parent. Earnings'from-the‘:entals,off
properties owned by the Thrift Plan Corporation and Retirement Plen
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uo—poration do not redound to UPS, although such earm’.ngs increase
the value of employees' interest in retirement fumds and provide a
retuzn or savings held by the Thrift Plan Trust. (

Exhibit 33 contains a statement of the funds allocated by
General Services to Thrift Plan Trust/Thrift Plan Corporation and
Retizement Plzn Trust/Retirement Plan Corporation for the: year ended
December 31, 1974 for the activities performed by Gemeral Services
for those companies. It is TUPS's view that the funds ollocated to .
Tarift Plan/Retirement Plan activities should be deducted from the
total expenditures of Gemeral Sexrvices and the balance alloczted . as
& management fee in the same manmer as accomplished in Ups's
Extidbit 16 (Table 1). |

It is also UPS’s contention that the st:af‘= 's tbree-factor
method is incorrect, in that the fzctors skould be identical to those
used for franchise tax purposes. UPS asserts that the staff’s |
results are distorted by using intercompany rents and other inter-
company charges in aggregatmg the revenue factor, rather than

using gross revenmues from its carrier activities (gross revenue from
sales).

UPS 2lso objects to placing the Caliform';a 'operating
properties leased from Thrift Plan/Retirement Plan on an "as-owned"
basis for determining operating expenses and rate base oecause UPS
believes that Thrift Plan/Retirement Plan are not af‘ﬂ:’.ates mor
alter egos of UPS or its parent.
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Transportation Division Evidence

An associate transportation engineer presented Exhib:.t 25
vwhich contains a lead/lag study to develop the amount of working
cash allowance waleh should be included in. rate base- development of
working cash allowance for UPS's Califormiaz intrastate common carriexr
operations; and development of operating revenues and’ expenses,
income taxes, and net income for a test year ending July 1, 1976.

Working Casb Study | '

The working cash study undertaken by the staff engineer
is the first made by the staff since that presented in Application
No. 50030 in May 1968. The lead/lag study was based cu amalysis of
approximetely 5,000 invoices involving trarnsactions by UPS during the
donths of March and October 1574. A record was made of the date
that each invoice was received and the date that such :n'.nvoice‘ was
paid by UPS. From such record the days of lead or lag were ‘determined.
A review of UPS's billing was also made to cetermine the lag days
from the date service was performed to the collection dwe date.

The staff engineer made a study of the ninimum bank balances
required to offset bank ebarges. That study showed that all mom.es
collected flow through ome bank account. The :nonthly statements for
that sccomt were analyzed for a 42-month period between July 1971
and December 1974 and a monthly average service charge was developed.
The witness testified that the account sexvice charge was based on
a money factor related to the interest rate for 90-day "‘reasu::y B...lls
and that the money charge changed durn.ng the 42~month per:.od
anaiyzed by kim.

UPS, through cross-examination, developed tbat the money.
charge used by the staff witness in detemining the m:in:.mm bank
balances compenent of his working cash allowance did not refl ect ‘the -
most receat data available, and if the most recent data were used an
average acnthly bank charge weuld have beex grc,atel as shown in-
Exkibit 29. TUPS also developed that. tb.e lag tige for collect::.on :

il
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of freight bills was wmderstated, which would also increase
the 2mount of the working cash allotment. |

Results of Operatioms Study

The staff engineer developed estimated test-year operaticg
results by revising the data presented by UPS in Table 1 to reflect
the £collowing adjustments: ‘

1. The operating properties ownped by Thrift Plan
Corporation and Retirement Plan Corporation axe
treated as if owmed for ratemeking purposes, in
a mammer similar to the treatment of operating
propesties of Sexrvice Plan Corporation. Using such
method, recorded operating rents for Thrift Plam/
Retirement Pian properties are disallowed, and
ownersnip expenses such as real estate taxes,
depreciation, insurance, and repairs are
substituted therefor. '

Business service expense calculated by the staff
financial witaess was substituted for the business
sexvice expense allocatiocn in UPS exhibits.

Rate base is revised to reflect the working cash -
allcwance éeveloped from the study made by the
staff engineer.

The recommendations of the staff finanéial witzpess that -
sexvice lives of operating properties te adjusted was not adéptgd ‘
by the staff ergineer. - R |

The staff engireer accepted certain changes In his lead/lag
study as set forth in Exhibits 29 and 30. Based om sucb.‘re\fisiod
tke sta2ff witnmess concurred in the adjustments to his working cash
alloweace as set forth in Exhibit 31. That exhibit develops a2
working cesh allowance of $2,051,039 for UPS's California intrastate
common carrier operations. The total rate base set forth in
Exhibit 31 for the test year enmding June 30, 1976, including the
wevised computaticn of working cash allowance, is $41,640,903.

The following table sets forth the staff emgimeer's estimazed

-15-
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TABLE 5 L
UNITED PARCEL SERVICE, INC.
CALIFORNIA INTRASTATE COMMON CARRIER OPERATIONS
Commission Staff

Estimated Revenues, Expenses, and Rate of
Return for a Test Year Ending June 30, 1976

At Rates Sought in Amended lication
ZESEE{'Sfts 24, Z8, end §’z’s

. ' ‘ ' ‘J.‘raf_‘ficf;Voim;e‘ o
| . Estimated. for

L

- 76,000,000
s9m,s2l500

Pé.ckages '
Opexating Revenue

nggztin _Expenses |
yroll and Fringe Beneflts

Nonpayroll Expense
Depreciation Expense
Business Sexrvice Expense

Total Expense
Net Operatin,g Revenues

Income Taxes
State -
Federal

Total Income Taxes
Net Income - _
Operating Ratio (Afrer Taxes)
Rate Bace
Rate of Return

Rarte of Returm

s s

$70,565,461
17,890,400

1,775,831
1,960,957

92,102,609

seew0s

1,616,363

$ 2,151,965

 $4,478,180

e5.5%
$41,640,905 .

Coi0.8%

The staff engineer testified that the operating ratio and :

rate cf return set forth im the gbove table are 2ot more _fe.'véx'able ‘thao:




455317 et al,bw’ | o ®

that authoxized to UPS in past decisions of th:.s Comm.ss:.on.J-_/ o
Therefore, it was his conclusion that the balance of ‘the rate. :an*ease‘
gought herein should be granted. On the other h.a.nd the staff
financizl witmess stated that UPS's Exhibit 23 shows: that it seceks a
rate of return of 10.6 pexcent at proposed rates for a testlyear

ending June 30, 1976. Therefore, the financial examiner recommended
that a rate of return not to exceed 10.6 percent be authori‘zed ‘herein.
No rate of return study was presented by the financial examiner to
support his recommendation. : '

UPS stated, in reply, that it does not seek a’ spec:.f:.c rate
of veturn in this proceeding; rather, it seeks a level of rates which
it believes is reasonable for its operatiors within California, in
considexation of its revenue needs and the rates of United States.
Paxcel Post znd of competing carriers in the package de].:.very :E:.eld
seck as Greynound Lines, Imc.

Discussion

UPS disputes the manrer in wkich the sta.ff treats the ‘
operating properties owned by Retirement Plan/Thri ft Plan Corporations
and leased to applicant znd the manper in which the staff allocated
business service expense to UPS's Califormia intrastate operations.

UPS points out that even with such zdjustments the s':t‘aff;'s test year -
operating results under the full amount of increase sought herein
produce an operating ratio (after taxes) of 5.5 percent and & rate
of return of 10.8 percent, which is less fc.vorable than that prev:mx.s-
ly suthorized to it; therefore, it urges that the apphcatn.on, a8’
amended, be granted. ‘

1/ >Pemanent increases in rates were granted to UPS in the following
proceedings. Both zrate of return and operating ratio (after taxes)
were considered in determining the reasonableness of the mcreases
authorized.

Decision Application 'rest Yzar Rate of Operat:.ng P.at:.o
No. No. Ended Return (Afzexr Taxes)

- 75692 50760 2/28/70  12.00% 95.67%
78711 52262 2/28/72 9.05 $7.17 -
82582 53615 12/31/73  9.85 96.91
23217 54517 12/31/74  8.92 96.71

Cel7-
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We view the ownerzship of property by the Retirement Plan
Corporation and Thrift Plan Corporation to be sufficiently distinet
from that of UPS, such that operating rents may be properly used in
computing results of operations, rather then converting to property
expenses on an "as owned" basis. The three~factor method of allloca.t:mg‘
management expenses snalogized from state franchise tax law treatment
is not convincing. The method of allocating business sexvice expenses,
previously found reasonable by this Commission, will be util:ized
The transportation staff’s Adjusted Lives of Property and lead/ lag
study and methods for the development of working cash allowance as
modified at the hearing are reasomable for the puxrposes. of this pro-
ceading and as a basis for develop:.ng the workz.ng cash component of
rate base in a future proceeding.

The following table sets forth the adopted adjustznents and
a revised result of operation, based on Table 5. Granting the
remaining relief requested in the application wi 11 produce an
operating ratio of 95.58 percent and a rate of return of 10.86 percent.
We believe the showings by UPS and the staff engineer indicate that
the £ull amount of the xelief sought should be granted. The operating
ratio and the rate of return are closely within the range authorized
over the last six years and are reesonable.
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TABLE 6

UNITED PARCEL SERVICE, INC.
CALIFORNTA INTRASTATE COMMON CARRIER OPERATIONS-

Adopted Results of Operations
For Test Year Endicg Jue 30, 1976
At Rates Sought in Amended Agpi:.cat:.on

I::af‘:.c Volume -
Estimated for

Packages | 76,000,000
Operating Revenue | , $98 822 800( -
' Q_%ratin§ Expenses .
ayroll and Fringe Bemefits $7O 555 461_ ,
Nonpayroll Expense 18 12& 307

Deprecistion Expense 1, 739 772,; S
Busiress Service Expense ‘ 1, 989 540

Total Expense $92,423; 080;_

~ Net Operating Revenues : . $5 5, 399 720‘;;‘:_ .
- Income Yaxes : ‘ : :
State - | s 514,863 -
Fedexal - 715187961

Total Incoxe Taxes $ 2,033, 824
Net Income | - $ 4,365, 896""-:'\'
Operating Ratio (After 'Iaxes) « - 95. 58'/.
Rate Base : , | $40 208 052
Rate of Return " o 10 86/, S
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Findings : 3

1. Interim Decisions Nos. 84012 and 84537 in this p::oceeding
authorized UFS to increase its rates, pending completion of Commigsion
staff studies and their receipt in evidence.

2. Relief not heretofore accorded to UPS in the interim orders
referred to above would permit it to further increase its rate per
pound by 1/2 cent. The estimated annual revenue :anrease from such
proposal is $2,530,000.

3. The studies undertaken by the Commission st:aff have been
completed and were received in evidence at the hea::'mgs held cn
September 10 and 11, 1975. ' '

4. As set forth in Tables 1 and 3 above, UPS's test estimates
indicate that its intrastate common carrier operations would result
in net operating revenues (after taxes) of $4,135,055, an operating
ratio (after taxes) of 95.77 percent, and a rate of return of
9.9 pexcent.

5. As set forth in Table 5 above, staff's test year estimates
indicate that wnder the full amount of rate increase sought herein,
UPS's California intrastate common carrier operations would result /
in net cperating revenues (after taxes) of $4,478,180, an operating
ratio (after taxes) of 95.5 percent, and a rate of return on rate
base of 10.8 pexcent. ‘

. 6. Over the last six years, we have authorized UPS to increase
its rates based on adopted results of operations which produce
operating ratios (aftexr taxes) ranging between 95.67 percent to 97.17
percent, and rates of return ranging from 3.52 percent to 12.0 percent.

7. We authorize as reasonsble the operating ratio of 95.58
percent and the rate of return of 10.87 percent set forth in Adopted
Results of Operations Table 6. Such an allowance is reasonably within
the range previously granted to UPS and will not produce eoccessive
earnings for UPS's intrastate common carrier operat:.on.
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8. The balance of the rate increase sought in. the appl:.catlon, _
as amended,and not hexrctofore granted in interim orders w:.ll be
reasonable and is justified. ‘
Conclusions -

1. The balance of the rate increase sought herein should be
granted, as provided in the order which follows. .

2. Minimum Rate Tariffs 1-B, 2, 9-B, and 19 should be amended
by separate oxder to reflect the increased wholesale parcel delivery
rates authorized herein, and commor carriers now maintaining parcel
delivery rates comparable to the rates of UPS but otherwise lowex
than the established minimum rates should be authorized and directed
to increase such rates to the level of the rates authorized to UPS
herein in order to maintain competitive relat:.onsh:.ps. 5

FINAL ORDER

IT IS ORDERED that:

1. United Parcel Service, Inc. is authorized ‘to establisb. t.he
increased rates and charges as proposed in Appln.cat:x.on No. 55317 as’
amended.,

2. Tariff publications authorized to be ma.de as a result of
the order herein may be made effective not earlier than five days

ter the effective date hereof, on not less than f:.ve days not:.ce
to the Comuission and to the publn.c. ‘
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-

3. The authority grented herein shall expire unless exercised
withis winety days after the dete hereof. -

Taz effective date of this order shall be twenty days
after the date horeof. | . |

Dated at San Franciseo , California, this _Zr«
dey of DECEMBER ., 1975.- |




