Decision No.

91502 APR2 180

O@"'“NM

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE S'.DA.TE OF- CALIFORNIA

Application of Southern Pacific )
Transportation Company and .
Carriers Listed in Exhibit A
for Authority to Make Effective
on California Imtrastate ’rrafff.c
General Increases in Local and
Joint Freight Rates and Charges
as - Published in Tariff of
Ingggased Rates and Charges,

X- .

Aﬁplic'ation' of The Western
Pacific Railroad Company, ,
Sacramento Northern Railway, -

Tidewater Southern Railway Company) -

Alaxeda Belt Line and The Oakland
Terminal Railway for Authority to
‘Make Effective on-California
Intrastate Traffic Gemeral
Increases in Local and Joint
Freight Rates and Charges as
Published in Tariff of Increased
Rates and Charges, X-357-A.

Application of The Atchison,
Topeka and Santa Fe Railway
Company and Los Angeles Junction
Railway Company for Authority

to Make Effective on California
Intrastate Traffic General
Increases in Local and Joint
Freight Rates and Charges as
Published in Tariff of Increased
Rates and Chazges, X-357-A.

-

NN NN NN N NI NN N \JVWV\/VVV

, Application Yo. 58543
(Filed December 22, 1978'
amended February S, March 1
20, and 22, 1979)

‘Application No. 58556 e
(Filed December 29, 1978; amended =
February 26, March 19 and 20 1.979)._;‘_“ -

Application No: 58623
(Filed January 24, 1979; amended
February 21, Mazch’ 15
19, and 2o 1979)




A.58543 et al. bw

‘Application of Union Pacific
Railroad Company for Authority
to Make Effective on California
Intrastate Traffic Gemeral
Increases in Local and Joint
Freight Rates and Charges as
Published in Taxriff of Increased
Rates and Cha::ges, X-357.

Application of Bu:lington :
Northern, Inc.; for Autbhority to
Make Effective on California
Intrastate Traffic General
Increases in Local and. Joint
Freight Rates and Charges as
Published in Tariff of Imcreased
Rates and Chaxges, X-357-A.

And Related Matters.

WW\IVVWL}VVVVVVVV_

D)
)
3
) .
).
4

Applicatien No. 58687
(Filed February 16, 1979; amended.
March 19, 2 , and 21, 1979) o

Appl:.cat:.on No. 58691
(Filed February 20, 1979--a:nended*
March 19 and 20, 1_.979)

-Case No. 5432 B
Case No. 5438 .
Case No. 5439
Case No. 5441

(Appearances are listed in A.ppendix A)

FINAL OPINTON

By these applications, the California railroads seek to
increase their intrastate freight rates to the same levels named
in. Tariff of Increased Rates and Charges X-357-A (TIRC X-357-A).
Such increases were previously approved by the Interstate Commerce .
Commission (ICC) for application to interstate and fo::e:’.gn traffic
and are generally 7 percent with some selective increases that
are higher or lower, including 15 percent for sugar beets and wood
chips. The increase sc_:ught kerein for sugar beetswas prbtest.e:d, e
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by Amstar Corporation, Sprecﬁels Sugar Division (Spreckels),
Union Sugar Division, Consolidated Foods Corporation (Unioen), and
The Californiz Beet Growers Association, Ltd. (Grc&ers). The
increase sought herein for wood chdps was protested By Fibreboard
Corporation (Fibrebeaxd). By Interim Decision No. 90134 dated
March 27, 1979, the proceedings were consolidated and the appli-
cations were granted except as follows: (1) Southern Paclfic
f:anSpo:tation Company (SP) and Santa Maria Valley Railroad Cempany
($MV) were granted an interim increase of 7 percent on sugar beets,
and (2) all applicants were granted an interim increase of 7 percent
on wood chips. The interim increases on these two commodities
were in liew of the requested 15 percent and were made subject to
possible refund, pending public hearing and fipal decision in
the matter. A petition for rehearing and modificatiom of
Decision No. 90134 filed by Kaiser Sand & Gravel Company was
dismissed at petitiomer's request by Decision No. 90409 dated
June 5, 1979. , . ‘
The wood chip issue imvolves The Atchison, Topeka and
Santa Fe Railway Company (AT&SF), SP, The Western Pacifié Railroad
Company (WP), and f£ive short li.nes.1 The sugar beet issue
involves. SP, two of its subsi;dia.ries,-z—l and SMV.
The five applications were consolidated with QOrder
Instituting Investigation No. 41 (0II 41) which was f£iled
April 10, 1979 and ié'pn investigation to determine whether the
Commission should establish a flexible rete program for changes
in rail freight rates. Public bearing was held before Administrative
Law Judge Arthur M. Mooney in San Francisco between June and

Amador Central Railroad, McCloud River Railread, Quincy Railrocad

Company, Sierra Railroad Company, and Yreka Westerm Railroad

gomngy, each of which is a party to one of the applications
exre - .

Holton Inter-Urbarn Railwzy Company and Sar Diego & Arizona

Eastern Railway Cogzany both of which are parties to SP's
Application No. 58543. | ' _

~3e
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October 1979. There were nine days of hearing on the sugar beet
issuve, four days of hearing or the wood chip issue, and two days
of hearing on the flexible rate program issue. Briefs on the
last issve were filed January 21, 1980. The decision herein is
conmerned with the sugar beet and wood chip-issues only and is the
final decision in the five applications. A separate decision
will be issued in OII 41. | o

In the sugar beet phase of the proceeding, seven officers
and officisls of SP and an officer of SMV testified and 28 exhibits
were presented in support of the sought 15 percent increase, and
two officers of Spreckels, an officer of Union, and two cost
consultants testified and 34 exhibits were presented on behalf
of protestants. 1In the wood chip phase of this proceeding, two
officials of WP, two officials of AT&ST, and three officials of
SP testified and nine exhibits were presented in support of the
sought 15 percent increase, and an official of Fibreboaxrd and
a cost consultant testified and 23 exhibits were p:esmﬁéd" on -
behalf of protestants. '

Sugar Beets _
As stated above, interstate’and foxeign rail rates on
sugar beets are made subject in TIRC X-357-A to an increase of 15-“
" percent in Westernm 'rerr:’.toryy rather than the. general 7 percent
increase authorized therein. The increases in this tariff wexe
found by the ICC to be within the anti-inflationary guidelines-
of the Council on Wage and Price Stability. As justification
to the ICC for the exception increase for sugar beets, the
rail lines presented a revenue/cost ratio showing which showed a

3/ Western Texritory, as defimed in Note 40, TIRC X-357-A,
includes the states of Alaska, Arizona, Arkansas, Califormia,
Colorado, Idaho, Kansas, Minnesota, Montana, Nebraska, Nevada,
New Mexico, North Dakota, Oklshoma, Oregon, South Dakota, Texas,
Utah, Washington, and Wyoming, and parts of the states of Iowa,
Louisiana, Michigan, Mississippi, Missouri, Tennessee (Memphis
' only), and Wiscomsin. It also includes Mexico and that part of

Canada westerly from Amstrong and Thunder Bay, Ontario. .
% T
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present revenue/variable cost ratio for sugar beets of 54.6
percent for single-line movements and 89 percent for interline
movenents. In its December 11, 1978 decision in this matter,
the ICC encouraged carriers to furthexr increase charges for
noncompensatory or marginally compensatory commodities.

California is onme of the major producers of sugar
beets. They are grown at various locations in.the State, |
primarily in the Sacramento, San Joaquin, Salinas, and Imperial
Valleys, although scattered growth might be found elsewhere.
While sugar beets are harvested in California generally nine
months out of the year, the particular harvest season for each
of the areas varies.

Spreckels has four sugar beet processing £actories in
California. They are located at Spreckels, which is near Salinas,
Manteca, Woodland, and Mendota, and they are all served by SP.
Union has only ome sugar beet processing factory in Californmia.

It is located at Betteravia and is served by SMV, which conmects
with the SP at Guadalupe. When sugar beets are harvested, they
are moved either via truck or rail from the £ields to one of the
processing factories for manufacture into sugar, molasses, beet
pulp, and related products. Spreckéls moves approximately 30 to
50 percent of its sugar beets to its processing factormes by
rail. TUnion moves approximately 95 percent of its sugar beets to
its processing plant by rail. Several years ago, the Holly Sugax
Company eliminated its rail beet operations. There are mo other
major sugar beet processing companies in Califormia. Although
there are exceptions, Spreckels, for the most part, uses truck
transportation for distasces of 100 miles or less and rail
transportation for distances over 100 miles. Generally, for this
transpoxtation to be profitable for a trucker, it nust be able to
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make two round trips a day, and the limit for this is around a 100-
mile haul. When a rail movement is utilized, the beets are loaded -
into rail cars at certain selected rail locations which are located
on the SP, on the Holton Inter-Urban Railway Company ox the San
D:.ego & Arizona Bastern Railway Company, both of which comnect

with SP at E1 Cent ro ox om the Sunset Railway, which connects

with SP at Bakerff:.e?. nmr-e, SP is involved as an origin carrier
and/or delz.vermg carrier or all sugar beets shipped via rail to
the beet processing facton.c.s in California. The movement from

the field to the rail load'_'.zng dump is via truck and is gene:ally

a relatively short distance. In addition to intrastate rail
movements of sugar beets within California, there is als¢o an
interstate movement of this comodity from Calipatria, Caliform.a,
to Serxape, Arizona. -

SP uses a dedicated fleet of gondola: cars for the
transportation of sugar beets. They were built in the early 1940s
and are used for no other purpese. When not in use they are stored.
Originally, these steel gondola cars had a carrying capacity of
50 tons each, but this was incressed to 70 tons in the 1950s when
wood sideboards were added. The overall condition of the cars
has been deteriorating over the past years because of age. SP.
bas not rebuilt or replaced any of the cars. The only program
it bas undertasken is one of light rxunning repairs, which-are the
necessary day-to-day repairs such as repairing a broken air hose,
replacing a missing brake shoe, and the like, to keep as many as
possible 'operational. As a result, there has been a fallout in
the total number of cars available for servicing sugar beet
traffic. Apparently, ‘the number of sexrviceable cars has Dbeen
sufficient to meet substantially all shipper demands. Cars
requiring repairs are designated bad-order cars. Such cars.
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requiring more than l'ghc-r{mning repairs are designated heavy bad-
ordexr cars, and these are:L~ken out of service and stored. Most
beavy bad-order cars are ncc :repaired and returned to service,
and those in the worst cond utzon are eventually'sold mainly
for scrap. SP in 1978 had 1n average of 1,373 cars in its sugar
beet fleet, including 195 heavy bad-order cars in storage.' In
a written stipulation filed by SP and protestants on November .2,
1979, it is stated that 50 of the sugar beet cars not in service
were sold. This reduces the average fleet size to 1,323, including
heavy bad-order cars. S

Prior to the beginning of each suga: beet shipp;ng season,
an SP representative will meet with the shippers and develop a series
of schedules tailored to the need of the shippers in order to assure
a consistent flow of beets to the processing factories. All ship-
ments for Spreckels are single-line SP shipments, and those for
Union move via SP to Guadalupe where they are interchanged with
SMV for the last 4.8 miles to the shipper’s Betteravia factory.
Once the schedules are set, the railroad yards and temxminals ,
follow through and the sugar beet trains are given priority in
order to meet the schedules. As soon as the sugar beets are
harvested, they commence to deteriorate or lose their sugar content,
and it is imperative that there be no delay in transit inm order to
minimize this deterioration. Any delay in service not only exposes
the railroad to claims for damages for sugar loss but also for
slowing‘down factoiy‘opegations. Most sugar beet shipments are in
multi-car, single-train movements designated beet haulers. Some
smaller shipments consisting of a few cars are transported as part
of a2 freight train handling other freight-also. ‘

A substantial amount of evidence was presented by protestants
regarding the condition of the sugar beet car fleet. Because of
the advanced age of the cars and the reluctance of SP to make any




A.58543'et_a1. bw

major repairs on this equipment, they are concermed as to whether
the entire fleet will in the very near future become completely
obsolete. Their witnesses asserted that: (1) sugar beets are

one of the major intrastate movements handled by SP; (2) the
continued operation of Spreckel's and Union's processing plants

is substantially dependent upon the availability of a viable

rail tramsportation sexvice to meet their needs; (3) SP,. as a

common carrier, is required to provide transportation for the
public, including protestants, and to bave the necessary equipment
to do so: and (4) SP should be required to make all repairs necessary
to rehabilitate the cars and assure the continued availability of
adequate serxvice for protestants. The witnesses pointed out that:
(1) there have been numerous meetings between representatives of
the sugar beet industry and SP regarding the condition and future
of the aging sugar beet cars; (2) as a result of such meetings in
1974, SP agreed to rehabilitate the fleet over a three-year pexiod
commencing in 1975, and in reliance on this 1974 commitment, the.
sugar beet industry agreed not to oppose an increase Sp was seeking
on sugar beet rates at that time; (3) this rehabilitation program

- never materialized; (4) there were further meetings and exchanges of
correspondence between the part:.es on this sabject, and in 1977, |
there was aga:.n an agreement by SF to continue its program of
light running repairs and to rehabilitate the fleet over a three-year
period commencing the following year; (5) this program, likewise,
was never undertaken by SP, and SP has now informed the industry
that it has no intent to rebabilitate the cars and will do nothing
more than the light running repairs; and (6) the f‘.l.eet cannot
remain operational very long under SP's present program. It 1.3
their position thats (1) SP has been making money on sugar 'beet
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traffic over the years; (2) they are captive shippexs of SP for
substantially all shipment moving over 100 miles; and (3) SP should
be required to immediately undertake the necessary progran of
rehabilitation or replacement to assure an adequate supply of
reliable equipment to meet the present and future needs of the

sugar beet industry. ' -

, On the issue of car rehabilitation, SP's witnesses stated
as follows: (1) the meetings referred to by protestants did occur;:
(2) it was SP's intent to rehabilitate the cars; (3) because of a
recession in the railroad industry commencing in 1975, SP'did not
bave the funds available to undertake a rehabilitation program at
that time; (4) subsequent thereto, funds were budgeted for this
purpose, but these funds were diverted to other purposes; (5 the
1977 program was never undertaken because of a substantial decline
in sugar beet traffic resulting from 2 declime in the pr:.ce of
sugar and sugar beet acreage, a pessimistic outlook for a.ny improve-
ment in this condition, inflation, and the fact that it was more
profitable for SP to put money into other freight cars; and (6) SP's
current policy is to continue the light running repair program and
not replace or rehabilitate the sugar beet fleet. TUnder a rehabil:.tat:.on
prog::am, all essential components of a c¢ar would be rebm.lt and
it is anticipated that this would extend the life of a oar from 10 to 1_2 |
or more years. New equ:.pment would have an estimate service life of
23-1/2 or more years. ._cord:.ng to SP's cost witmess, the cost
of a new sugax beet car. at current prices would be $39,750. Thexe
are numerous estimates :Lr the record regarding rehabilitation cost

and they range from under $1 000 to several or more. thousand dollars
for each car.
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Cost and revenue evidence was presented on behalf of SP
and SMV by SP's assistant manager of the Bureau of Tramsportation
Research and on behalf of protestants by the president of a
transportation consultant firm that specializes in cost and
economic studies and presentations. There are basic differences
between the two witnesses on cost concepts and. philosoph:.es.\ The
railroad study is based on a fully allocated cost concepv wheréas,
protestants’ study is based primarily on a variable cost comcept.
Basically, variable costs are those costs that vary w:.th the volume
of traffic, and fully allocated costs include variable costs plus
constant costs which are those fixed expenses that are :f_n'dependent?
of the volume of traffic. Under the $P witness' full cost méthdd-, '
all of the carrier's costs are assigned to all of the carxier' s
traffic. For the sugar beet transportation, this would mclude all
of the variable costs attributable thereto plus an apportiomment
of constant costs. Both witnesses based their studies on the ICC
Rail Form A epproach and used the Rail Form A average 1977 costs
for SP except in those instances where either had developed specific
costs for certain cost components. The SP witness indexed the Rail
Form A average costs he used to January I,“ 1979 wage and price
levels; whereas, protestants! witmess updated these costs to reflect
wage and price levels as of October 1, 1978 and explained that his
reason for selecting this date was because TIRC X-357-A covers
cost increases gemerally up to October 1, 1978 and ‘only some
labor cost increases up to January 1, 1979. |

The witnesses did not use traffic volume and data for the
same year in their respective studies. The rail witness based his
cost study on traffic volume data for the year 1978 developed from

P's files; and according to his exhibit, 17,679 carloads and
1,2'37,530 tons of sugar beets were transported during 1978 and the
empty car return ratio was 2.04. Protestants' consultant based
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bis study on data from his clients' files for the year 1977; and
according to bis exhibit, 27,160 carloads and 1,915,417 tons of
sugar beets were transported in 1977 and the empty car return
ratio was 2.00. Protestants took exception to SP's use of the
year 1978 for traffic data. According to various witness for
protestants: (1) the sugar beet acreage and rail traffic for
each prior year was substantially higher than in 1978; (2) 1978
was an exceptionally depressed year for sugar beets due to drought
conditions, campetition of other crops for acreage, and low sugar
prices; (3) based on accurate forecasts and actual mcperience during
the first part of 1979, sugar beet acreage will substantially |
increase in 1979 and projected rail traffic volume for the year is
25,573 carloads and 1,793,370 tons; and (4) it is antic:.pated that
this increased trend will continue in future yeara. In his cost
study, the SP witness included the current cost of debt and equity
capital as an expense and used the 10.6 percent adopted by the

ICC in 1978 in Ex Parte 353 for the combination of debt and equity
in making this determinatiom, and he pointed out that since the
equity portion of this cost is paid -from after-income taxvftmds",
it was necessary to state this portion on & before-tax basis of
17.24 percent. Protestaets' consultant, on the other hand, used
embedded interest rates for developing the cost of capital in his
variable cost showing, and he asserted that the computation of
return on equity capital is a judgment matter and such subj ect;:'.ve
determinations have no place in a proper cost finding. Both
witnesses also used different bases for developing car ownership
costs, switching costs, car maintenance and repair costs, empty

return ratios, operating mileages, costs assignable to SMV, .and.
clerical expenses. The railroad witness used interest: on :he
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scrapvalue of the fully depreciated cars as his car ownership .
cost and based repair and maintenance costs on & five-yesr repailr
cost average plus overhead; whereas, the consultant used a
depreciation factor based on original cost plus the cost of the
'sideboards for the cars and the Association of American Railroad
(AAR) averages for developing repair and maintenance costs. The
railroad witness developed wmileages from timetables or actual
routes traversed; whereas, the coﬁsultant‘used SP Distance Table
mileages which are the shortest distances between points. . The
consultant was of the opinion that the SP witness overstated
switching costs, empty return ratios, costs~assignable‘to[SMV;
and clerical costs and made, what he considered, appropriate
adjustments in these costs.

- 8P's fully allocated cost showing CExhibit 34) is stated
on two separate bases, (1) omn a present fleet basis and (2) on a
replacement fleet basis. It developed its replacement fleet cost
as follows: (1) the present $39,750 cost for wood chip cars with
drop bottom doors was used as the per-car cost; (2) it was
determined that it would require 611 such cars to transport the
1978 traffic volume; (3) ownership cost was based om a 23.5-year
life and a2 10.6 percent composite cost of capital: and (4) repair
costs were based on average Rail Form A costs. The,followingl‘
table summarizes the costs and revenues developed by SP on these
two bases for its 1978 test year at the X-349 level of rates which
were in effect prior to the 7 percent interim increase authorized

by Decision No. 90134 and at the full 15 percent increase sought
berein: :
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X-349°  X-357-A
Level ;EE!EL_

Through Revenue ' $ 6,944 832'_ $.7,986, 5571/
Full Allocated Cost and Revenue Need: '

Present FleetZ/ - 7,517,113 7,517, 113"
Replacement Fleet ' 10 605 428-; 10 605 428

Net Contribution (Loss):

Present Fleetd/ | | c57z 2813 4694k
Replacement Fleet (3, 660 596 (2 618 87 1)

Revenue=-Cost Ratio: | s
Present Fleet I .92 . | _.06
Replacement Fleet .65 .75

1/ 15% higher than X-349 level. |

2/ Based on salvage value of cars.

The protestant cost witness'’ variable cost showing
(Exhibit 37) is stated on & present fleet basis only and is based
on the traffic volume he developed for 1977, his amalysis of updated
costs, and the X-349 rates. TFollowing is a sxmmation of the
variable cost and revenue data he calculated.

Revenue © $10 ,750-,_37‘7-“

Total Variable Expenses - 8,099.854

Revenue Contribution-]-'-/ ' 2 ',‘650-4,'5233' '

Ratio-Revenue to Variable Costs . 1332

1/ This is the contribut:’.on to constant costs
and profit.

The consultant stated ‘that: (1) with the 7 percent interim: :x’.'nerea.se_,.
the revenue to variable cost ratio would be 139 percent: (2) SP's
variable cost to revenue ratio . for all freight t:ansported” in 1977
was 123 percent; and (3) this clearly indic&tes that at: the X—349
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rate level, sugar beet transportation was making an abové-average"
contribution to comstant costs and profits. The witness asserted
that by using the SP witness' updated fully allocated cost method
based on present fleet and using the 1977 traffic volume, revenue
would exceed the fully allocated costs 2t the X-349 level of rates
by 4 percent and at the interim 7 percent increase level by 8
percent. He pointed out that for SP's system operations fo: 1977
fully allocated costs exceeded revenue by 3 percent. .

Various other witnesses for SP and for the protestants
presented evidence regarding car repsir costs, the future of the
present sugar beet fleet, and various other economic considerations.
The evidence presented by each of the parties varied considerably
and was based on different comsiderations. As stated above, it is
protestants’ contention that 1979 traffic volume will be comsiderably
higher than 1978 and will continue to increase in the future. In
this regard, SP pointed out that the May 1979 Sugar and Sweetener
Report of the U.S. Department of Agriculture estimated that the
207,000 sugar beet acreage in 1978 would increase to 215,000, in
1979, an increase of approximately 4 percent only. |

As stated above, the SP cost witness and the protestAnts?
cost comsultant each advocated different methods of developing,'
cost components and different concepts for detetminingpwhether‘the
sought 15 percent increase is justified. The cost ptesentation by
each of the two witnesses and cost data presented by other witnesses
have all been carefully reviewed and weighed. Based on this review
of all the.cost data of recoxd, we:are of the opinion*that S?*énd'
SMV bave sufficiently justified an increase in the sugar beet rates
and that their cost showing is acceptable for the puxposes of this
proceeding. The argument by protestants that it was 1nappropr£ate.

for SP to use 1978 traffic volumes for its test yeax is not -
persuasive.




A.58543 et al. bw

While & rate that returns only variable costs may not

be unreasonably low, a rate that returns something above fully

allocated costs is not necessarily excessive. A.railrogd,,the .

same as any other commercial enterp:mse is in business to make

a profit, and it needs some contribution from earmings above

total costs to achieve this goal. As statéd; we are of the

opinion that the cost evidence develoPed«and'the‘testfyear'seleéted

by the. railroads is not umrealistic. We note that the ICC has

found that the 15 percent increase for sugar beets is justified

for interstate and foreign commerce and that increases on certain

commodities, including the sugar beets, above the average

TIRC X-357-A level are necessary to bring about a healthy economic

condition for the nation's railroads. The protestants hexein.

also protested the 15 percent increase authorized by the ICC.

Apparently, their showing before the ICC was, in many respects,

substantially similar to their showing herein. Based on S?’SL

rate of return on net investment in transportation property of

1.62 percent for the year 1978, it is cerxtainly not‘uhrealistic

to authorize a maximum reasonable rate here. The sought 15 pexrcent
_ increase is ce:ta;nly‘within the zone of reasonableness for setting

rates for sugar beets. : |

We do agree with protestants that it is SP's responsibilzty

as a rail common carrier to continue to bave a sufficient and -

viable supply of rail cars to meet their transportation needs.

Sugar beet growing and processing is a significant:-industry in

California and is dependent on rail service for a substantial

amount of its transportation. Foxr many years, the growexs,

processors, and SP have worked closely together to assure adequate

schedules and car supplies for rail sugar beet movements. This

industry has been and now is one of SP's and SMV's ma;or sources

of intrastate rail traffic.
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As the record shows: (1) a dedicated fleet of SP rail
cars is used to transport sugar beets; (2) these rail cars are
constructed and designed for the Lmited purpese of hauling sugar
beets and are not used by the railroads for bauling other traffic;
(3) this equipment was built in the latter 1940s and, other than
adding wood sidebecards in the 1950s to increase carrying capacity,
liztle or no major repalrs of this equipment have beenﬂf undexrtaken
by SP; (4) while SP has indicated to the shippers several times
in the 1970s that it intended to undertake & program of rehabili-
tation of these cars, it bhas, for various reasons, never donme so
and has no present intent of initiating such a program; and (5)
based on the present age of the equipment and SP's reluctance to
do anything more than light runeing repairs for it, a numbexr of
the cars have become unserviceable and have been sold for scrap,
and the future ability of the fleet to continue to meet the trans-
portation needs of the shippers for any reasonable period of time
is doubtful if not nonexistent. SP should be required to take the
steps necessary, either by initiating a rehabilitation, replacement,
or some other appropriate program, to assure that sufficient equip-
ment in reasomable. condition is available to meet the present and
future rail tramsportation needs of sugar beet shippers in California.

We will authorize SP and SMV to increase their intrastate
rates on sugar beets to the full TIRC X-357-A 15 percent sought .
berein ir lieu of the interim 7 percent granted by Ordering Paragraph
3 of Interim.Decision No. 90134. EHaving so determined, the possible
refund provision of the interim decision is moot. We will alse

irect SP to: (1) immediately undertake and complete within a
three~year period a program of rebablilitation or replacement of

its sugar beet fleet or some other appropriate measures to assure
that it has sufficient equipment in reasomable condition to meet
the present and future needs of sugar beet shippers, and (2) subumit .

~16~
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to the Commission, within 90 days after the effective date of this
ozder, the plan that it will undertake to achieve this goal. The
plan should indicate the time per;ods for completxon of each phase
of the rehabilitation and replacement program. In the- -event: hhAt‘
SP does not comply with either or both’ of these two dxrectlves

an investigation oxder will be zssucd to dehe*mine what approprxate

action should be taken by the Commission. In additxon, we place SP on
notice that the granting of increases on sugar beets in subsequent .

ex parte rail increase p*oceedmgs is conditioned on the taking of app::o-
‘priate steps to maintain such ro’ling stock in satxsfactory condxtion.
Wood Chips >

Wood chips are the res;due of ‘sawaills and other lumber (
manufacture. There are two movements of this commodzty 1n Caleornxa.
One is an intrastate movement to Fmb*eboard s plant at Antxoch -
and the other is an interstate movement to the Pozt of Sacramento |
for shipment out of the state. As sta:ed above, the- magor raxl
movement of wood chips ia Callfornxa is by SP ATESF -and WP'and
by several short-hzne :xailroads. The three major carr*ers ‘
have operated a substantial aumber of wood chip cars for many
years. S «
The Fibreboard plant at Antioch manufaccures paperboard
products. It was constructed in the latter 19405. At flrst logs
were to be uxanspor:ed to the @mill to be used for the wood fxbre
'in the manufacturing process. However, sborzly a‘ter the' plant
commenced operations, it became apparent that wood: cnxps could be used
in place of logs, aad over the years, wood chips have complecely
replaced logs. Initially, the rail lxnes had no specxal equxpment
for moving wood chips, and they added'sxdeboa-ds toxgondola cars




A.58543 et al. bw

and removed roofs from obsolete box cars for this.transportation.
Rates were established in the 1950s from various origins om a
unit basis. A unit is 200 cubic feet. This original modified
equipment was capable of carrying appxoximately 3,600;cﬁbie feet .
which is 18 umits. Subsequently, the railroads placed new gondola~
type equipment specially designed for transporting-wqod'ehips in
service, including 23, 30, and 37 wnit cars placed in sexvice by
SP in 1958, 1960, and 1965, respectively. This equipment-dees”net
bave the special capabilities required for sugar beet hauling.

In 1961, Fibreboard installed a rotary car turner at,a_cestfof}
one-half million dollars to unload cars by turning the car upside
down. This dumper is operated 24 hours a day, seven days a week
to speed up the release of loaded cars. In 1967, afnew5Fotest’
Service regulation required that nets be placed over the open wood .
chip cars to prevent the wood chips from blowing off along the rail
roadway and creating a fire bhazzard. Fibreboard rolls up these.
nets and maintains a supply of new omes for the cars as. needed.
Approximately, 60 percent of the wood chips received by szreboa:d‘
are via rail carrier, and the balance is via truck. Generally,
truck shipments are not over 150 to 200 miles, and there- ‘are many
rail shipments within this distance also. .

It is the position of the applicants that: (l) wood" ch;ps
are a low-rated commodity; (2) in accordance with':he admonishment
by the ICC to make upward adjustments in depressed rates, they
requested and were granted the 15 percent increase in the X-357-A
proceeding for interstate and foreign shipments; (3)- the same
increase should be granted by this Commission for intrastate

traffic; and (4) the sought 15 percent increase is ¢learly justified.
Protestant Fibreboard does not take any real exception to an
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increase on wood chips which does not exceed'che'gene al 7 percen'
stated in TIRC X-357-A; however, it s t*ongly ob;ec.s to the full
15 pexcent increase sought by applicants. In this connectxon, :
Fibreboard asserted that: (1) with the new larger capacity’
equipment the zail lines are adding to thex* wood chxp fleets,
their average earnings per caxr are znc*easzng with little, if any,
inecrease in car costs, and none of_tnxs has ever been passed on. to;

" the shipper in the fomm of rate reductions; (2) ic does all that

it can to expedi te the unloading and return of rail ears to the
caxriers and to assist thexm with car records and advance car
orders for suppliers; (3) while there have ocen holddown excep:ions
below the general average increases foxr various: commodxtles in
prior ex parte increase proceedxwgs wood'. ch;ps have always taken
the full increase; (4) in the 1nscant proceeding, general lumber
xates are subject to only an § pe*cen:'mnc-easc ard (5) based
on its cost analysis, ither no or certai inly no morc ‘than ui
7 percent increase is justified. .""
Applicants in their Exhibir 14 and :xbreboard in -its _
Exhibiz 61 summaxized the results of their revenue and cost studies‘
for wood chips £rom the same 17 Calzforn:a oxigins to Flbrcboard'
plant at Antiock. Tae exh~b;ts sbow thc wemgh:ed ave*age “evenhe
with the proposed 15 percent increase and cos pe-'car for thﬁs
transpoztation and the resultant revenuc to cost Tatios ca;culated
by each. Some of the 17 origins are sexrved by one of ;he‘three
major wailroads aad others are sexved by onc of the oho*t-line
carriers. Most of this is interline traffic. Oaly trufﬁﬁc
which is o*igxnated and delivered by ATEST is s_ngle-lzne traffhc.‘
Fibreboard is served by AT&SF ornly, and ‘or traf‘xc for whxch
SP ox WP is a line-houl carrier, the 1nterchange be*ween,SP
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or WP with ATSSF is at Stockton. Applicants' exhibit is based on
‘the variable cost and fully allocated cost they developed at both
embedded interest and at a current cost of capital which they
computed at 17.2 percent. Fibrebeard's exhibit is based on the
variable cost and fully allocated cost it de'veloped at embedded
interest only. The average weighted revenue per car, .mcluding.
the sought 15 percent, developed by applicants in their Exh:[_.b;.t, 14
is $549.82 and by Fibreboard in its Exhibit 61 is $559.45, which is
approximately 1.8 percent higher than applicants' calculation.
The following comparison sets forth the we:’.’ghtédf average .coét per
car and revenue to cost ratio developed by applicants in Exhibit 14
and by Fibreboard in Exhibit 61 on the various bases shown-
Weighted Ave. Revenue/ Cost
Cost per Car Ratio (%)
Exh. 14 Exh. 61 Exh. 14 Exh.'sl

Variable Cost with:

Embedded Interest $415.81 $379.92  132.2  147.3
17.2% Capital Cost 496.61 Tk 0.7 x

100% Allocated‘ Cost with: . : : : .
Eambedded Interest 523.93 487.28 104.9 . 114.8
17.2% Capital Cost 629.50 * 87.3 | %*

% Not shown in Exhibit 61_. o

The basic cost data developed on 2 test year basis b}-
applicants is sumnarized in detail in Exhibit 65, and that developed
by Fibreboard is summarized in detail in Exhibits 59 and 60. 'Both:
used Rail Form A average costs £for the railroads for 1977 updated
to January 1, 1979 with certain modifications by each, and the
test year used by each was based on 1978 wood chip traffic volume -
of 7,218 cars. Applicants' cost witness testiffed that based om -
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special studies and information in the carriers' files, he made
adjustments to the following Rail Form A averages,‘whic&;reduced
car cost: (1) train weights; (2) average locomotive units per
train; (3) switching minutes at origin and at‘destination-wand

(4) interchange traffic. TFibreboard's cost witness testified that
he used the same cost data developed by applxcants' cost: witness
with adjustments in the following cost components ‘that were
developed by either himself or his client: (1) certain’mileages;

(2) weight per car from three origins; and (3) car days at.
destination.

As to the mileage adjustments, Fibreboard's witness
testified that the changes he made were based on short-line
mileages shown in the carriers' tariffs. The mileage changes he
made from the mileages used by applicants' witness in Exhibit 65
were as follows: (1) a reduction from 6 to\3gmiles for the distance

from Quincy to Quincy Jumetion via the Quincy. Railroaed which
resulted in a 1.3 percent reduction in the total mileage for the
haul from Quincy to Fibreboaxd; (2) an anrease from 53.6 to

61 miles' for the distance from Oakdale to Fibreboard via ATESF
which resulted in increases of 7.1 and 9 percent in the total
mileage for the haul from Standard and Keystone, respectively,

to Fibreboard; (3) a reduction from 236 to 199 miles for the
distance from Terra Bella to Stockton via SP which resulted in

a reduction of 14 perceat in the total mileage for the haﬁlff:om‘
Terra Bella to Fibreboard; (4) a reduction from 409 to 296 miles
for the distance from Weed to Stockton via SP which resulted in

a reduction of 25.8 percent in the total mileage for the haul
from Weed to Fibreboard; (5) a reduction from 178.4 to 131 miles
for the single-line haul via ATSSF from Madera to Fibreboard,
a reduction of 26.6 percent; and (6) a reduction f:amfl73;1v§d  f
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136 wiles for the s:.ngle-l:.ne. haul via AT&GSF from 'I.‘rigo to
Fibreboard, a reduction of 21.4 percent. Of the 7,218 sha.pments
covered by both applicants' and Fibreboard's cost studies, the
mileage reductions by Fibreboard affected 17.7 perceat of this
total, and the mileage increases by it affected 17.8 percent of
this total. ’

With respect to the weight per car and car-day adjustments, N
Fibreboard's witness testified that he obtained the data he used
from information developed by his cliemt. F:.breboard's Exh.tbit 45
shows that the average number of units of wood chips per cax a
shipped from Quincy, Chaney, and Sloat was 28 and not ‘18 as used.
by applicants in their cost study. Fibreboard's witness sr.at:ed
that he used this corrected data in his cost anmalysis and that by
so doing, the average weight per car from these three origims
was increased in his cost study from the 53.7 tomns used by
applicants to 64.3 tons, an increase of 19.7 pexcent. This weight
change affected 3 percent of the total number of shipments inmcluded
in the cost study. Fibreboard's Exhibit 48 shows that the average
time a rail car was at Fibreboard's plant was 16.7 hours. The
witness testified that applicants used:the Rail Form A average of
four car days at destinmation in their Exhibit 65 cost analysis N
and that based on the actual average car time at destmat:.on shown
in Exhibit 48 . he used one car day at destinat:{on in his study, )

a reduction of 75 percent.

Fibreboard's cost witness, in compa.r:’.ng his Exhi‘b:.t 61 |
with applicants' Exhibit 14, pointed out that the additional $9.63
weighted average revenue pexr car shown in his exhibit i:esul:ed from
the increased car weight he used from the three aforementioned origims
and that the decreases of $35.89 and $36.65 in the wei’gﬁted‘ average
cost per car at variable cost and fully allocated cost, respectively,
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both at embedded interest, resulted from t‘ne adjustments be had made
in mileages and car days at destination. His per-car var:.able and
fully allocated costs with embedded interest are 8.6 and 7 percent,
respectively, less than those used by applicants. The witness
stated that the car-day adjustment at destination accounted foxr
approximately 97 percent of the total adju;sment bhe made in
applicants' costs. In explaining his mileage adjustments, he
stated he was not aware of actual operating routes which might .
have been longer than the short-line distances for at least some

of his adjustments.

‘In xebuttal to the cost adjustment nade by :E‘ib:eboard'
cost witness for the reduction from four to ome car day pexr’ ‘shipment
at destination, applicants asserted that a substantial period of
time was required for each loaded and wmloaded car cycle (loaded
origin to destination and umnloaded destination to origin) and that
all of this time was not included in the cost calculations by |
either themselves or Fibreboard. Following is a summary of
evidence they presented based on samplings of wood chip movements
by WP, SP, and AT&SF to support their position that a substantial
numbexr of car days were required: (1) for transportat:.on for
which WP was the line-haul carrier, the average total loaded and
unloaded cycle time for a wood chip shipment, including t:’.me. on
ATSSF, was 16.66 car days, not including 7.99 days the car was
suxplus or ir the ship, and the average number of days a car was
at a loading point ranged frem 3.98 to 7.21, with the substantial
majority of the cars at the loading point approximately 6-1/2 days s
(2) for traffic for which SP was the line-bhaul carrier, the awierage
loaded and unloaded cycle time for a wood chip shipment, excluding
time on the AT&SF, was 14.27 car days, and the shipper time at
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origin averaged &4.24 car days; amd (3) for transportation for which
AT&SF was the line-haul carrier, the total loaded and unloaded
cycle time for each shipment ranged from 12.15 to 15.69 car days.
Based on this evidence, they asserted that: (1) Fibreboard's
witness adopted the same Rail Form A average of four car days

at origin they had used in their cost exhibit- whereas, the evidence
shows that in many instances, car days at origin exceeded this
number; (2) the cycle times adopted by'Fibreboard's wmtness from -
applicants' cost exhibit did not include some of the time wazting
for short-line origin carriers to oxder or to pick up cars, some

of the time caxs were on the lines of short-line carrxe:s, and
other additional car days, all of which add to the total overall
cost of pexforming this transportation- and (3) all of this addi-
tional car-~day time should have been taken into accowmnt in developing
the costs for tramsporting wood chips; and had it been,. £t would
have substantially, if not more than, offset the car-day coétf‘
reduction at destination made by Fibreboard's cost witness. As

to the five reductions and two increases to the tariff, short-line
mileages made by Fibreboard's cost witness, which together with

the revision he had made in the average weight per car from three
of the origins accounted for the remaining 3 percent. of the total
adjustments he made in applicants' costs, applicaats ‘stated that
the mileages they used were based on the miles via the actual routes
operated, and they asserted that this is an- aeceptable procedure

in cost development.

According to various exhibits placed in evidence by
protestants and applicants: (1) the applicable rail tariff
provides that rates on wood chips do not alternate with lumber
rates for California intrastate traffic but do for intexstate
traffic and elsewhere; (2) from the 17 origins used in the cost
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studies herein to Antioch, the current lumber rates with the
8 percent X-357-A increase converted to the wood chip unit rate
basis, which is 200 cubic feet and averages 4,590 pounds'pe: unit
exceed the proposed wood chip rates from 12 and are less from 3,
and there are no lumber rates published from two of the origins:
(3) while SP's Oregon tariff provides higher intrastate rates for
wood chips than those proposed for Califormia, most. wood chip rail
transportation in Oregon is under a contract arrangement between
the railroad and shipper, and the contract rates are less than those
proposed herein; (4) the Oregom contract rates. a:e subject to cextain
conditions, including a requirement that 70 percent of the traffic
move by a favorable route of the contracting carrier, and if these
conditions are not met, the higher tariff rates apply; and (5) this
contract arrangement is exclusive to Oregon intrastate traffic.
Fibreboard presented the following evidence in support
of its position that cost development for wood chip transportation
should be developed on the basis of embedded interest only:
(1) applicants have an adequate supply of wood chip cars to meet
shipper needs; (2) since this equipment is in reasonably good
condition and much of it is relatively new, none will require
replacement in the foreseesble future; (3) there is, therefore,
no need for applicants to obtain or expend new capital to replace
this equipment for a number of years; (4) the use'of current cost
of capital would be proper only if the carriers would’today replace
each and every wood chip car now in service with a new car; other-
wise, carriers would be given additional profit if current cost
of capital were adopted; (5) the ICC has pointed out in a recent
decision, Docket 36180, San Antonio, Tex. v Burlington No.., Inc.,
et al., sexved June 1, 1979, that in its best judgment a rate
based on fully allocated cost plus a return factor_basedVﬁpon-the'
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carriers' overall capital costs and a 7 percent xncrement is &
maximum reasomable rate Zor the txaffic involved; (6) based on
thls decision and the fact that the movement of wood chxps does
not require major new expenditures, carriers' overall capital’ costs
on wood chip movements are embedded debt; (7) the fully allocated
cost at embedded debt developed by its cost witness plus the
interim 7 percent increase would result in a revenue-to—cost ratmo
of 1.068 percent which would be the maximum reasonable rate based
on the test set forth by the ICC in its San Antonio decision.

In support of their position that. curreat cost of
capital at 17.2 percent is a proper basis for determining‘costs
for wood chip transportation, applicants presented‘the following
evidence: (1) the ICC San Antonio decision cited by Fibreboard
involved a captive shipper, i.e. market dominance by the rail
carriers which {s defined in 49 C.F.R. 1109.1 as a rebuttable
presumption arising wher a carxier handled 70 pexcent ox more of
the traffic during the preceding year, the rate in issue exceeds
variable cost by 60 percent or more, or where substantxal invest-~
ments have been made by shippers or consignees in rail-related
equipment which make it impractical to use anotber transportation
mode; (2) none of these circumstances exist here, (3) the ICC in the
San Antonlo decision, in addition to the statement referred :o-by
Fibreboard, further stated that in its opinion a rate set at fﬁlly‘
allocated cost calculated at the revenue need level of the catriers
is reasonable in the interest of providing increased revenues to’
meet the system needs of the carriers, and in defining_revenue
need level concluded that the weighted cost of capital for rail~
roads is currently 10.6 percent on an after-tax basis (17.2 percent
on a pretax basis), based on a 13 percent cost of;eqﬁit&fcépital,f
a 7 percent cost of embedded debt, and a 40/60 percent debt/equity
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structure mix; (4) the ICC has also applied the 17.2 percent before
tax cost of capital in two recent decisions, Docket 36970, Volume
Rates on Coal Wyoming to Flint Creek Arkansas, and Docket 36980,

S. W. Electric Power Co. v Burlington No., Inc., et al., both served
May 25, 1979; and (5) applicants’ adoption of the ICC 17 2 percent
before tax cost of capital, which they consider to be conservat:.ve,
in their cost analysis herein is reasonable. -

As the record indicates, Fibreboard is of the opinion that
if any increase is to be authorized for wood chips it should not
exceed the interim 7 percent increase authorized by Decision:

No. 90134, and it strongly objects to any additional iﬁcreé.‘se‘. ‘
The primary issue for our determination, therefore, is whether the
additional 8 percent included in the fﬁll 15 percent increase
sought by applicants is justified.

The evidence clearly establishes that the substantia.l
amount of the difference in the weighted average cost per car
developed by applicants and by Fibreboard for the same test year' |
was due to the reduction to the ome caxr day per shipment at .
destination by Fibreboard from the Rail Form A average of four car

' days per sha.pment at destination used by. appln.cants. With the
amount of rail traffic to Fibreboard, it would seem ‘that appl:.cants
should bave been aware of the actual average time for cars at
destination and that they could have used this rather than the Ra:‘.l
Form A average in their cost analysis. However, they did point ‘
out that they did use less than Rail Fomm A averages for some of ‘
the cost components used in their cost development and that Fibreboard
used all of these reductions ir its cost study. They also presented
evidence which showed that more than the Rail Form A average of
four car days at origin, which both they and Fibreboard‘ used, was
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required at many of the origins and that certain other car time |
did exceed the car days both they and Fibreboard had used in their
cost studies. While applicants did not present a revised cost

study incorporating the expense for these additional car days,

it is apparent that they would have increased the weighted average
per-car costs presented by applicants and would have, at least to
some extent, offset the destination car-~day adjustment‘by'ribreboard.
The other adjustments made by Fibreboard in applicants' cost and
revenue showing were not substantial. | '

As pointed out above, the weighted average revenue-to-cost
ratios developed for the test year by Fibreboard were on an embedded
interest basis only. With Fibreboard's cost data, the ratio for
variable and 100 percent fully allocated costs on a 17.2 perceat.
current cost of capital basis would be approximately 123 and 96
percent, respectively. By using either party's cost study, the
weighted average revenue to cost ratio would be under 100 on the
fully allocated cost with the 17.2 percent current capital cost basis
for the traffic in issue. In this regard, Fibreboard has poinred
out that since no replacement wood ¢chip ears should be required
for a substantial period of time, embedded interest is the proper
basis to be used in determining the amount of inerease that is
justified and is of the opinion that the ICC's San Antonio decision
suppoTts its position; Applicants, on the other hand, assertithat, |
based on thelr interpretation of this decision, the San Antonio
decision supports theilr positionm that 100 percent allocated cost with
17.2 percent cost of capital is the proper basis for determining the
reasonableness of the sought full 15 percent increase, and they
pointed cut that in its recent Volume Rates on Coal and S. W.. Elec:r

Power Co. decisions, the ICC has recognized 17.2 percent as: the
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railroad's current cost of capital. As stated, the ICC in the
X-357 proceeding before it granted the full 15 percent increase
in wood chip rates, and its purpose in so doing was to authorize
increases in so-called low~-spot rates to improve the economic
condition of the railroads and to remove any burden such rates
may be having oc other traffic.

Based on a review of all the evidence, we are of the
opinion that the sought 15 percent increase: (1) does not exceed
a maximum reasonable increase for wood chip transportation; (2) is
within the zone of reasonableness in rate setting; and (3) should
be granted. Eaving so determined, the possible refund provision
of the interim decision is, as with sugar beets, moot.

One last comment is Fibreboard's statement that no new
wood chip caxs will be required for a nuwber of years. As the
evidence establishes applicants apparently have an adequate and:
reasonably good fleet of wood chip cars. The problems that exist
with sugar beet equipment do not exist here. To keep the wood chip
fleet in good condition, or for other reasons, it is possible that
the rail carriers may replace some or all of the wood chip cars
much sooner than Fibreboard anticipates, and it is also quite
probable that the rail lines will be faclng other capital expendi:ures
for roadway and other equlpment in connection with this transportatlon‘
in the near future.
Findings of Fact

1. Except for sugar beet rates of SP and SMV and wood chip

rates of all carriers, Interim Decislon No. 90134 dated March 28,
1979 authorized each applicant and intexrvenor in the five;applie‘
cations herein and highway common carriers for rail alternative
rates they publish to establish the same increases in their California
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intrastate rates as now authorized fox inters_tate‘ and jio'reign’ '
traffic by TIRC X-357-A, including current supplements thereto.
For SP and SMV sugar beet rates and for wood chip rates for all
carriers, the decision authorized an interim 7 percent increase.
subject to possible refund in lieu of the 15 percent provided for
in the aforementioned tariff pending public hearing and final
decision regarding the amount of increase, if any, that should be
granted for these two commodities. ~

2. SP and SMV request authority to increase their intra-
state rates on sugar beets; and SP, AT&SF, WP, on behalf of themselves .
and other rail carxriers, req_ﬁest authority to increase their intra-
state rates on wood chips by the same 15 percent authorized by
the ICC for interstate and foreign commerce within Western 'Ierr:.tory,
which includes California.

3. The transportation of sugar beets and wood chips with:x.n
California is major movements for the railroads imvolved.

4. Spreckels, Union, .and the Beet Growers protested any
increase in rail sugar beet rates, including the interim 7 percent.

5. Sugar beets are grown at various locations in California,
primarily in the central valley and coastal areas and in the’
southern part of the State. The harvest season for each area varies.
Spreckels has four sugar beet factories located at Sprec.kels
(pnear Salinas), Manteca, Woodland, and Mendota, all of which are
served by SP; and Union has one factory at Betteravia, which fs
served by SMV. All line-haul transportation of sugaxr beets is via
SP. Shipments to Union are via SP to Guadalupe and from there for
the last 4.8 miles to Betteravia via SMV. When sugar beets are
barvested, they immediately commence to deteriorate and lose-
their sugar conteant; and time is of the essence in moving tb.em from
the field to the factory. '
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6. Between 30 and S0 percemt of the sugar beets moved to
Spreckels' factories and approximately 95 percent transported to
Union's plant are via rail, and the balance of the hauling is via
motor carrier. Most of the truck tramsportation is for distances
not over 100 miles; and for distances in excess of this, Spreckels
and Union do not consider truck transportation ecomomically
feasible. |

7. SP and the sugar companies. togethex set up special
schedules for tramsporting sugar beets from ‘the various growing
areas to the factories during the harvest seasons. Most of this
transportation is via special beet bauler trains used exclusively
for this freight.

8. All rail cars used for hauling sugar beets are owned
by SP and are gondola~type, bottom dump cars dedicated exclusively
to this hauling. Other types of railroad equipment are not:
considered compatible for sugar beet hauling. The sugar beet
cars were built in the late 1940s and had wood sideboards added
to them in the 1950s to increase their carrying capacity. SP
has never undertaken any rehabilitation or replacement program
for this equipment and has done only light runn;ng repairs on
the cars.

9. Because of the age of the sugar beet equipment andePYs
reluctance to rehabilitate or replaée any of it, a number of the
cars have become unserviceable and have been sold for scrap; and
the remaining fleet has detexriorated substantially.

10. Due to the inferior condition of its sugar beet fleet,
SP cannot continue to meet the rail transportation needs of its
sugar beet customers for any reasonable period of time unless it

initiates a major rehabxlitatmon or replacement program for this
equipment. ' |




A.58543 et al. bw *

11. SP has had various meetings with sugar beet shippers during
the 1970s regarding the condition of the sugar beet car fleet and
on several occasions has indicated to them that it was its intent
to initiate & xrehabiliczation program for this equipment' however, :
it has not, for various reasons, done sorand has no ptesent xntent“
to undertake such a program. : ’

12. In 2 written stipulation £filed November‘2,71979,‘by‘837
and protestants, it is stated that 50 of the'sugar beet cars net‘
in service bave been sold. This reduces the avexage fleet szze o
approximately 1,300 cars, including those that are heavy bad~'
order cars. :

13. SP should be directed to initiat e‘and complete within
a three-year period 2 program of rehabxlltatlon or. replacement of
a suf‘xexent number of its present sugar beet fleet or some. ether |
appropriate program to assure that it will have an adequate supply‘
of suitable equ;pment in reasonable condi tmon to meet the present
and future needs of sugaz beet sthpets. Sﬁ'should be plaeed on .
anotice that the granting of increased rates on sugar beets in~
subsequent ex parte rail proceedings is contxngent upon the takxng'_

£ appropriate steps £o maintain sugar beet ollxng stoc& in
satisfactory condition. o .

l4. The cost of rehabxlxtattnb a sugar beet car would be
approximately several thousand dollers or more, and’ the'cosc of
a replacement car would be at least $39 750. , :

15. It was not inappropriate for SP to use 1978 traffxc
volume for the test year in its revenue and cost development for
sugar beet transportation. This was tht latest shipment data
available to it; and although sugaxr beet acreage and 'esultxng
traffic was greater in prior years, the May 1979 Sugar and
Sweetener Report of the U.S. Department of Ag::zcultw‘e projected
only a very minor increase in sugar beet aereage for the year 1979.

16. The ICC in wvarious decxsions has admonished the, rail*oeds
to take steps to improve their return on so-called low-ra ed
coamodities and Improve thelr economic condxtxon..e
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17. Io response to this admonishment,the interstate rail
carriers, including SP, requested and were granted in the X-357
proceeding before the ICC a 15 percent increase for interstate.
sugar beet tramsportation in Western Territory, which is the
same increase for the same commodity sought by SP and SMV herein.

18. The ICC in its recent San Antonio, Volume Rates on Coal,
and S. W. Electric Power Co. decisions adopted 10.6 percent‘ as

' an after-tax and 17.2 percent as a before-tax current cost of
capital for railroads. :

19. The cost data developed by SP and its pres_entation
of this data on a fully allocated cost basis with current cost of
capital adopted by the ICC is acceptable for this proceeding.

20. The sought 15 percent increase for sugar beet rates
does not exceed a maximum reasonable rate for this tra;nspor’tation
and is within the zone of reasonablenmess for setting rates.

21l. The sought 15 percent increase in sugar beet rates
is reasonable and justified by the evidence herein.

22. Fibreboard protests any increase in wood ch:Lp rates that
would exceed the interim 7 pexcent increase authorized by Decisi.on
No. 90134. \

23. Wood chips are the refuse of saw and’ l‘u:nber‘mills,,and
there are two movements from these origins within California. Ome
is an intrastate movement to Fibreboard's paper board plant at
Antioch, and the other {s an interstate move to the Port of
Sacraxmento. The interim 7 percent increase a.pplies to the intrastate
movement, and the 15 percent increase in TIRC X-357-A applies to
the interstate movement.

24. The three major rail lines handling inr.ra.state wood' chip
bauling are SP, AT&SF, and WP. Some of the origins are served by
one of the major carriers and others are served by -sho:tf-lﬁc o
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carriers. Fibreboard's plant is served by A'I&SF only, and all
traffic for which SP or WP is a line-haul carr:.er is :x.ntercha.nged
with AT&SF at Stockton.

25. The railroads have a sufficient number of wood ch:r.p cars -
to reasonably meet the transportation needs of Fibreboard. This
equipment is adequately maintained, and some of it is rela‘:i.véljr :
new. | A

26. Revenue and cost studies based on 1978 wood chip traffic
volume were presented by applicants and by Fibreboazd. Both studies
were based on Rail Form A averages with certain adjustments. Othex
than wminor differences in the average weight per car from three |
origins and in some mileages, the difference between the two studies
was due to the reduction to the actual average of one car day per
shipment at destination by Fibreboard from the Rail Form A average
of four car days per shipment at destination used by applicants.
Bowever; more car time was used at some origins than the Ran’.i; Form A
four-day average per shipment used by both applicants and Fibreboard
in their studies, and there was other additicnal car time peither
bad used. Had the actual origin car days and other additional car
time been used by Fibreboard in its study, this would bave, to some
extent, offset the destination car-day adj ustment at dest:'.nat:.on by
Fibreboaxd.

27. In response to the ICC admonishment referred to in Finding
16, interstate rail carriers, including applicants, requested and were
granted in the X-357 proceeding before the ICC a2 15 pexcent :anreaée for
interstate wood chip transportation in Western Territory, and: th:!.s
is the same increase f£or the same comodity sought by appl:-..cants
herein for intrastate traffie.

28. The cost data developed by applicants on a fully allocaz:ed
cost basis with the current cost of capital adopted by the. _IC_C isﬂ
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acceptable for this proceeding. On this basis, the wéightedlaverage
revenue with the sought 15 percent increase to cost Tatio using
either parties costs is under 100.

29. While the wood chip car fleet of the railroads is in
relatively good condxtion, it is possible that the carriers may
have capital expenditures for this fleet and related equipment
in the near future. ) o

30. The sought 15 percenmt increase for sugar beet rates does
not exceed a maximum reasonable rate for this transportation and is
within the zone of reasonableness for rate setting. |

31. The sought 15 percent increase in wood chip rates is
reasonable and justified by the evidence herein.

32. The ICC bas heretofore found that the 15 percent increase
on sugar beet and wood chip rates conform with the standards set forth
by the President's Council on Wage and Price Stability, and we so
£ind. - B
Conclusions of Law

1. 7The increase sought by SP and SMV for intrastate
sugar beet rates and by applicants and intervenors herein for
intrastate wood chip rates to the same 15 percent level authorized
in TIRC X-357-A should be authorized.

2. SP should be directed to: (1) immediately undertake
and complete within a three-year period & program ¢f rebabilitation
or replacement of its sugar beet fleet or some other appropriate
program to assure that it will have sufficient equipmert in
reasonable condition to meet the present and future needs of o
sugar beet shippers, and (2) to submit to the Commission, wzthin
90 days after the effective date of the order whickh follaws,
the plan that it will initiate to achieve this goal.

.

v R
; ",»:"J;
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3. Because the rail lines are in need of the addifidnal
Tevenue that will result from the increases authorized berein, the
order which follows wxll be made effective on the date of issue.

FINAL ORDER

IT IS ORDERED that:

1. Santa Maria Valley Railroad Company and Southern Pacific
Transportation Company are authorized to increase their commodity
rates for the tramsportation of sugar beecs within this State to
the level named in Item 810-A, Tariff of Increased Rates. and
Charges, X-357-A. :

2. The Atchison, Topeka and Santa Fe Railway Company, The
Western Pacific Railroad Company, Southern Pacmfzc_":anspor:atlon
Company, and all other applicants and intervenofé_in‘the'five-'
applications herein are authorized to increase their commodity
rates for the transportation of wood chips within this- State to
the level named in Item 941-G, Tariff of Increased Rates and Charges,
X=-357-A. :
3. Southern Pacific Transportation Company shall:v‘(l)'immediately
initiate and complete within a-three-year period a program of reha—
bilitation or replacement of its sugar beet fleet or some othexr
appropriate program to assure that it will have sufficient equipment
in reasonable condition to meet the present and future needs of
sugar beet shippers, and (2) submit to the Commission, within
ninety days after the effective date of this order, the-plan that
it will undexrtake to achieve this goal. -

4. Tariff publications authorized to be made as a result of
the foregoing authority shall be filed not earlier than the effective
date of this order and may be wmade effective not earller thar one .
day after the effective date hereof on not 1ess than one day s
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notice to the Commission aad to the publiec, and sa*d authorz:y

shall expire unless exexcised withi a sixty days af tex the ef‘ectmve

date of this oxder. To the extent bhat departure from .erms and -

rules of Genexrzal Oxder No. 125 is xrequired to accompl,sh such |
publications, authority for such departure is hereby g*anted N .'-{_W;_

5. Comm on'ca riers maintaining, unde“ ou*s:and;ng aut ho*xzatxons
permitting the alternative use of rail rates, rates below the.speCLfic
minimum rate levels othexrwise applicable are authori zed_and directed
to increase such rates to the level of the rail zates estébliShed‘
pursuant to the authority granted in paragraphs 1 and 2 hereof or o
the level of the oche*wiée applicablé, specific minimun” rates,
whichever is lower. To the extent such common carriers have
maintained such rates at _ffe*en*;a_s above p*evzously exist ing
rail rates, they are authorized to ~ncrease such waces by the
authority granted in pa*ag*aphs 1 and 2 hereof, p’ovzded, however
that such Increased rates may not be lower than the. rates establxshed
by the rail lines pursuant to .he au*ho-xty grantcd in pa*agraphswwnm
1 and 2 hereof, nor nigher than the othe*wbse applxcaole mznﬁmum
ra.es. :

6. Common carriers maintaining, under outstandxng author;zat;ons
permitting the alrernative use of zail rates » Tates based on rail

tes which have been changed or canceled and which are. below'the R
specific minimem rate levels otherwise applxc;ble_are.hercoygd-,gcted_ s
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to increase such rates to applicabdble minimum rate leveié'and to
abstain from pudblishing or maintaining in their tarxffs rates,
charges, rules, and access rial charges lower in volume ox effect
than those cstablished in rail tar;f‘s or the applzcable mxnlmum ,
tes, whichever are lower. C
- 7. Taziff publxcaczons required or aut horxzed bo bc made by
common carriers as a restlt of paragraph 3 ‘hereof may'be made
effective not earlier than the fifth day aftexr the publlcatxon by
applicants made pursuant to the autho-*-y g“anted ln paragrgphs L
and 2 hercof, oz not less than five days’' notice to the Commxssion
and to the public; and such tariff publications as are :equx:ed shall
be made cffective not later than thirty days afze*‘th¢"¢£fcct§vc‘
date of the taxiff pablxcatzons mede by applicants purédantfto_“:hc
authority granted in said paragrzphs 1 and 2. ' - |
8. Taxriff p b,ica ions required to be made by common - ca*rxers [-
2s a result of paragraph 6 hereof, shall be £iled not carlze 'Lban
the effective date of this order on mot less than Live days notxcc
the Commission and <o the publ;c and shall be made eff ectxvc
not later than thizty days after the effective date of thxs order
. In zaking tarif publlcatxons authorized or. requxred by
paragraphs S through §, inclusive, common carriexs arxe authormzed to
deparc from the terms and rules of General Oxder No. SO-Series *o the
extent necessary to comply with said ordexing paragraphsﬂ
10. Applicents and common carriers, in eszab Lshxng aand
me2intaining the rates authozrized hcrexnabove are authorized to
depart frow the provisions of Section 461.5 of the,Publzc utllzt‘cs
Code to the extent necessaxy .o\adgust long- or shoxt -haul dcpartu:cs‘
now maintained under outstanding authoxizations; such ou;s:anding
authorizations axe Hcreby modified oaly to the ettcnt ncccssa*y zo.
comply with thzs order; and schedules conbazrlﬂg the ratcs publ shca
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under this authority shall make reference to the prior -’Ordérs L
authorizing long- and short-haul departures and to this order.
11. In all other res;:ects, Dcc:.sxon No. 90134 sha.ll rema:.n
in full force and effect. ’ ‘ ' _‘
12. The Executive D:.rec..or of the Cowzn...ss;on snall ca.use

service by mail of ch.z.s oxder upon all parm.es lz.sced’ :.n Appendxx A
to Decision No. 90134. : !

The effect:.ve daze of this ordcr a.s the date hereof.\
Dated APR 2 180, at San Franca.sco Ca.lifornia. .

COmz.ss'onor Cla:.ro i Ded::icz bo..ng ‘
necoss arily absent,.. ad not ‘particivas t0 .
‘in ,..ho d..uposit_on of th..a procood..ne ‘
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ATPENDIX A

LIST OF APPEARANCES :

Applicants in A.58543 et al. and respondents in OII 41:
Carol A. Harris, John MacDonald Smith, and Richard S. Kopf,
Attorneys &t 3w, for Southern Pacific Transportation Company;
Leland E. Butler, Attorney at Law, for The Atchison, Topeka
and Sa&nta re Rallway Company; Rugene J, Toler, Attormey at Law,
for Western Pacific Railroad Compary; Donald B. Blavleck, for
Buzlington Northern, Imc.; and Robert M. White, Attorney &t
Law, £or Union Pacific Railrcad Company.

Protestants: Morrison & Foerster, by James P. Bennett and
Charles A. Farrar, Jr., Attorneys at Law, for Unlomn Sugar,
Spreckels Sugar, and California Beet Growers Association;
Robert L. Schmaltz and Stephan J. Meyers, Attorneys &t lLaw,
for Amstar Corporation, Spreckels Sugar Division; and Patxzick W.

Pollock, Milton A. Walker, and Barter Williams, for Fibreboard
Corporation.

Interested Parties: Jess J. Butcher, for Californiz Manufacturers
Association; C. D. Gilbert and J. C. Kaspar, for California
Trucking Association; Allen R. Crown and Glen J. Sulliven,
Attorneys at Law, and Ralph 0. Hubbard, for California Farm
Bureau Federation; William D. Mayer and Caxvin T. Dowke, for
Canners League of califormia; Louise Weitbrecht and Philip G.
Blackmore, for Californiz and Hawailan Sugar Co.; George B.
‘Shannon, for Southbwestern Portland Cement Company; Don Austin,
Tor Monolith Portland Cement; Frank Spellman, for himself,
Calhoun E. Jacobson, for Traffic Managers Conference of
Calirornia; william Mitze, for Riverside Cement Company;

T. W. Anderson, for Gemeral Portland, Inc.; Jobn J. Wynne, T.M.,

Tor owems~lllinois, Inc.; Mike Mallin, for Lone Star Industries;
and Philip XK. Davies, for himsel:l.

Com:gui;siih’:i@n Staff: Robert Cagen, Attorney at Law, and carroll D. -




