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- Decision No. /77 9;‘

BEFORE THZ RAILROAD COMMTSSION OF TET STATE OF CALIFORNIA

~000—

Lo the Matter of the Application of )
The CITY OF MARYSVIIIE, a monicipal
corporation, thet the Railroad Com~ )
aigsion of the State of California
fix and determine the Just compensa- )
tion To be peid by the said City of .
Merysville for the water system of )
the IMARVSVILIZ TWATER COMPANY, &
corporation.. L)

Application No. 10,302

W. P. Rich, A. X. Bundy, for the City

of Marysville.

Rickard Belchexr and Devlin & Brooknan,
- by Douglas Broolkmaxn, for
Xarysville Water Company. .

2. Delos lsgee, for Califormia Safe
Deposit and Trust Company.

BY TEE COMMTSSION:
' OPINIOX

This is @ proceeding ﬁpon'pe‘ait-ion wnder section 47(b)
of the Publiec Utilitles dct fa which this Comnfssion it asked
| to Lix the :just compensation o be paid by petitioner, 'tb.é
City of Marysville, & municipel corporation, hereinafter
referred to ag the City, to the Marysville Tater Company, a
- public utility corperation, herefmafier rofemred t0 as the
Co:dpany, Lor a.ll oL the le.r;.d.s, propexrties and rights of said
Company used roz- the production ond digtridution of water Lor
domestic, commeréial, municipal and other purpozes in and
about safd City oz Merysville.
| Tals petition was filed on July 21, 1924, and is a
petition of the second class wnder the statutory provision above
mentioned. A% the hearing upon ihe order to show:gg:z'z:;e herein

»

the Company §‘9.‘;ecéed to the prayer for an alternative valuation -
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02 said properties with amd without 2 certain buflding, and
tae petitioz was amended to imclude all properties of this
Company, as sbove stated, it being s'cipuiated. that safd amend-
nexrt should be deemed to have deex mado as of the original
Tiling Qate. The value of these propervies 1s therefore to
be Tixed as. of July 21, 1924, ard will be found, pursuant to
the statute, ;Ln.:a. single cum, said sum to xepresent sll
elements properly cognig.able and legally to be included therein.
A series of public hearings were held before Exemfner
Veat both at Marysville and Sen Franci s¢co, at waich testimony
was introduced by the City, the Company and the Commission's
gnginee.ring stalf. _Complete veluation reports covering the
Company's properties, as well as teé‘timon.y concerning certein
inte.ngi'blo ﬁlues, were presented for the Compuny by 0tto Von
Gelldern, C. E. Crunsky, and Edwerd Von Geldern, consulting
engﬁneers. Pril J. Divwver, Jr., City Asszessor of Marysville,
also appeared =3 a witness for the Company. N. Rondall Ellis,
consulting engineer, testified for the City of Marysville, and
Tm. Stave arnd X. I. Reed, Eydraulic Zwgincers, Z. P. ieAuliffe,
land expert, and Paul TheRen, Sngineer, appeared and testified
on behelf of the Commission's staff.

“ne properties herein to be valued comprise, in general,

Tae complete water prod.ucing and digtridbuting system of this
Compesny. They inclmde certain wells and pumps, o drick duildfng, ~
combining the fmctions of office building and tank structure,

a lorge flat storage texk resting wpon saild building, certain

land ond the distriduting pipes, services and meters used to

carry the water 10 the premises of the Compaxny's consumers. Iy
arrexgenent between the engineers repre&entmgﬂthe City, the
Compan:&, and the Commissiom, the several reports of value wore
based uﬁo:; a common end agreed inventory, and upon a constructioxn
axd pricing period of two years Immedlately proceding July

on ) the mOSt _ nable
2L, 1924, wasen period was adopted by tae engineeTs 88 /reaso
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period to be wused for the aetemimtion of the ¢co3% tO re-
produece zew the éroperties of the.lcldmpaw. Thi; tm—yegr
pericd will dbe a.c.ccpted. by the %mmi,ssi.én, and will bé uged )
as the lba.sis for ‘cﬁe Tinding of value hereinafter contained.

GENERAL THSTIMONY AS TO REPRODUCTION COSTS

Otto Ton Geldern, for the Company, testified that,
in his opinion, the réprod.uction cost new, less accrued depre-.
ciation, exclusive of paving over mains wacwt by the Conpany,
votals the sum of $500,020, which amount ineludes $420,020
for lands and physical properties, 60,000 for water rights
and $20,000 Zoxr going concern valee. TRe reproduction cost
new less accerued depreciation as presented by the engineers
for the Commission amounied to 2 total of $%28,422, waich
in,clud.es‘no allowance for water rights, going( conecern walue

. or development costs, as well as no allowsnce for cutting and
replacing paving over mains ard services not actuslly dig-
turbed bj the Company. fThe last itenm, however, was estimated
by the Commissdon's ongineors o amount to 740,000 in case al-

 lowezce should be made for this iten Yy tb.e‘Ccmission.

N. Razdall E1lisz, for the City, accepted the estimate
of reproduction cost new Less depreciation as presenteld in -the
repoxt of the engineers for the Commission, including the lands,
but exclusive of paving over maing and services not out by the.
Company. Ee deducted Therefrom, however, the sum of $25,000
%o cover functional depreclation, mainly obsolescence, 'leav:.ng
& total of §$303,422. According to the City this amowrt irncludes
what it believes to be reasonable allowences for Intangidle
values sueh as going concern velue and development costs, it
being further claimed that the Company i3 not entitled to a.m-
especial anownt to cover claimed values £or woter rights in

coxrection wita its wderground sources.
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Phil J. Divver, Jr., the City Assessor of .zé.:'*ysvilie',
teat ir.:.e:d. on.. oeh.e.lr of the Compa.ny that the pre-ent a.usos.,ed.
valuetion of *the propemies of the Comp._m- :for taxat ion pu:c-

poses as now ‘wsed was3 prepa:ced. for and at tae request o:r the
City of llarysville by one James G. Staffoxd, a valuetion
expert onm properties for tax sssessment, ard amounts to $318,4%4.
It is the contention of the Company thet as this valuwation is
placea upoxn its propexrties by the City Ltself, the City carmot
In fairness at this time claim a lesser value. It seems
evident, however, that estimates of this characlex cammot de
siven any great weight in proceedings Lor the purposes ment loxed
in the statute under whickh this petition wes filed,--particular-
\ ly viaen, as kere, the person who actually made the appraisal
i3 not produced Lor examination and Cross—-examination as to
the methods followed axnd itens ineluded in his appraisal. ,
‘ The Zollowing presents & table showing the totels fownd
by-the verious witnesses upon the main tems of value here.in’

grestion: Lo L
REPRODUCTION COST DEPRECIATED ‘ .
Réed..Stava. Ton Gellern Divver |
. Neluliffe Ellis Grunsky

Iand £69,000 $69,000 - 72,000 -
Physical Property 242,376 242,276 332, 786 9318 434
Pavizg Cut by Compa.w 350 250 .

Total _ & TILIEE  § BILYIZS .,,ZUS 5’55 m
General Equipment sub-) , '

Ject to aldjJustmert ) 16,696 16,696 15-,000 -
Water Righis .- - 60,000 ’ -
Going Conecerm. - ‘ - 20,000 -
Paving not cut by

Conpaxy . 40,000

Suggested Deductions: :
Thelen (to be mentioxed later) - - - = -$9,655
B2 = = m = mm e o - [ 25,000
Lo
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- By reason of the fact that the various engincers
pursued slightly Gifferent methods in ‘he grouping of certain
classes: of property and equipment, as well 23 in the treatment
oL allowances for overhead costs, it has deen necessary $o re=
arrange the figures presented in the exhibits sz £iled in order

to give a reasonably accurate basis for comparison upon the main -

clasgsitications of physical property. This hes been done in
the ::ollowing table:




: xeproduciion Cost + O.Z.
zoproduction Cost + C.E.:Less Accerued Depreclation
Cl: .Cl : ) 3 : EIRIC. :
Engineerz : Company - :Exgineers : Company
Stava,Reod, : Ensineer :Stava,Reed,: Engineer
MeAunliffe :Ton Gelderxrm:licinliffe :Vor Geldern

Fe

A. Tonded Capital © $69,000 $712,000 69,000 £72,000

B. Non=-ILended Capital ’ e

; (Ineluded in) (Included in)
1. Organization Zxpence $5,350 (Overhesd )} & (Overtesd )
2. 2uildings 93,958 104,827 $75,785
3. Wells 25,730 25,913 23,886

4¢. Pumping Egquipment and '
Intske Conncections 46,734 44,321 29,470

5. Distribution System 157,200 183,735 144, 686
Tenks. 17,021 22,488 | 11,828
Services 21,981 61,070 41,605
Yetors 5,619 5,439 4,079
Paving cut by Compeny 350 234 350 234
Usc. 1ot Ascignadle - ~—— - 1,447

YOX-LANDED CLRITAL 383,938  £448,027 {242,726  $333,020

LAXDED AXND |
TOT-TAIDED. CLPITAL 452,938  £520,027  £311,726 {405,020

Paving rot cut oy
Compony - $40,000 $40,000
Gonersl IZguipment, subject

10 Adfuztment &t tine
of Transfer £16,696 $15,000 16,696

JOTE: Taxes end Interest During Comstruciion
are included in oll items.
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F:"om the'rigures above set forth 1t will be seexr that

between the engmeerﬂ-for the COmpany and those for the Commis~—

ior. there is a d.:.rrerence of opinion in the amount of 464,089
upon the cuestion 02 the total cost to xeprofuce new toe
Physical ;properties, exclusive of pa.vﬁ:ng over mains and sexviees
not‘ cut by the Compaxy, and o &ifference of $90,294 in the
re3pective totals of reprod.uc'gion cost new lecs depreciation.
From the evidence before us it appears that the _princ.ipa.l

reason for the difference in the figures of repg'oduction cost
new may ve attriduted to the difference in the methods used in
pricing materials and in the theories of construction arnd in-
stallation of plant and ecm.pmen.t whicn. were followed. In
d.etermming the unit cos t° the Commission‘o exngineers used.

rices based upon the assumption that 'the materials and supplies
for the entire project would be purchased in the open market
" in suck quantities as %o i-e:tleét to the best alvaxtage of tre
buyer, such prices deing Lixed upon a weighted time average of
toe various prices in effect throughout the twoeyear construction
period, together with fhe further assumption that the labor »
cost of the installatiom and construetion would be deternined,
upon the adoption of a plax of organization such that the
construction program could be carried out efficiently and ec; .
onomicaily, and completed witain the allotted two-year period.
Wnhile in gemeral the Compary's exgineer used 2 similar method

in pricing materials and 3up}}:lies, nevertheless, in many inata.nfes
where comstruction had deen dore by the Compaxy Guring the a.bofo
construction period, the costs of ..,uch materizls and labor as
were thus acma.lly incurred have been used. as the basis upom
walich the unit costs were developed. It is the contention of
the Company that wherever possidle ite actua.l experience in

ledor and material costs on comstruction installed during the

two=yeexr period showld- apply, and that where such work was not.

done duxing tkis period +the local costs of labof and materials
7. LAY
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should epply in accordance with quontities purchased and the
co'ne‘zt;:-uct lon methods wsed in the Compasny's actual experience.
The determination of reproduction.cost n;w by the sdoption of .
such piecemesl pricing results-in a higher total ¢o3t than by
the use of methods embracing large quantifty purckases and 2
contimuous contruction program. - - C e .

The estimé.te subnitted by the Company’s engineers mey -
ve Gescrided as an estimate of the luvestment if the Property
had all been built wnlder price level conditions .'equal to that
0z the two~year period, except that interest during construction
 assuming wholesele construction was applied. - To this extent
it 13 Incomsistent in application.

The Commission’s enmgineers’ estimate, on the other hand,
is baced on tre a.ssumﬁtion that the entire plant was bailt -
Guring the two-~year period 23 oxne main job, conditions of whole-
sale purchase ané construction “being a.ssnﬁed’..‘ It is =zpparent
thet, to reproduce the properties in 1923-1924, paving sctually
existirg would have to be cut, even though histofrically this
had not "been‘necesse.ry. Tader the assumpfion'made vy the Com~
missionts eng:fneers,‘some welght skowld ‘be given $0 the total
cozt to reproduce the properties in 1923-1924. & TUnder the
Companyts ‘Sasié, no consileration should be given to paving
rot cut. Dotk estimates have merit amd bearing o the question
of 'f;he &.etemimtion of the vélue of the property; neither is
controllirg, however. One represents what it would cost im
1923-1924 to duplicate the existing plant; the other is a
Getormination of the investment assuning 'the' prices of 1923-1924
to have existed during the period of time within whick the pro-

pér'ﬁy was beiig constructed. .
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There appears some co:_'z:r‘a.sion ox the part of the "(:Ompahy
oZ the two fwetions of estimating the cost of reproduction
and Dindfing the fLfalix value of the properties In question. The
estimate of reproduction cost new 1s not the final messure
of Zoir value. It iz merely one of the methols used to assist
the Comnission in arriving at such & value. It is based upon
a certain series of assumptions, all of which are- 3upposq.titious
in chaoracter, and it camot be pushed to its Aogical exnd without
crec;tmg absurdities almost too numer&as- o mention. "’.'fe‘ seel
here a Jjust eqmivelent in dollars of this Compaﬁy’s property,
not a'technically accurate or exact cost Lo mprociuce wder
sny perticulsr taeory of arriving at such cost estimate. Ve
will, therefore, give such weigat as we deem proper and
reasonable to the pricing theory advocated by the Compaxy and
the reproduction cost new vasis used by tae Commission’s
engineers without following. either exactily, and will c&nsider

both as elements which will affect our final detemination of -
falr value.

ACCRUED DIPRECIATION

The next major difference in the two roports under con-

sideratioz is in conmection with the theories used in arriving

av the depreciated value of the physicel properties.. A greater
part of this Cifference may be attriduted to Qifforence in '

opinion amomg the engineers, the principles and mthow\rollowedt,%gj
being principa.ily the same. EHowever, Mr. Ton Geldern, for the
Company, in arrivirg ot the "condition per cont.™ of such

structures ané equipment as w;ve\lls end pnmping,pl:;nts does not
depreciate the entire instellation but only those parts which

be considers perishable. Im the case of wells, the lining or
‘casing only is depreciated by Mr. Ton Geldern, the major items

9 ' P e,
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of cost, such as the labor of d.m’ll:".ng and setting the casing
axd the cozt involved in the comstruction of "ché well pits and
thelr concrete linings being considered permenent and of in-
definitely long life. B a similar mannexr he does not de~
preciave the pump pi,t,s‘and. wells and the pump and motor founda-
tion, although these were designed especially Ior: the type of
equipment Iinstalled.

Although wells may be relined, this is not the gemexal

practice, and the success of such action is offen more or less
speculat'ive.‘ This Company has itself relined omwell, dut tae
evidence shows %hat the well bes not becn msed since that time.
If this theory of partial depreciation should be accepted as
%0 the unperishable parts of wells, pump pits and foundation,
there is 2o logical reason why it should not be extended to
meny other items of property, such as building fLoundations,
cellers, excavetion for pipe lines, gate valve pits, menholes,
etc.y' TO segregate the various component items of equipment
and structures into those perishadle and those unperishable would
not only be impracticable but would result in the utmost con-
fusion. In view of the'facet that many other factors beside
the proba.‘ble period of, existence of the component elexents of
2 structure or a machine enter into the determination of de~
preciation, it appears to us that it i3 souwnder amd certainly
more practicadle o consider such stmcturés and eq ipmemt
as wells, pumps, motors,.ete.,. as complete wnits, basing the
Cepreciation estimate wupon composite condition or the probdadle
1ife of the uwnit according %o the best Judgment ard experience
0L the ongincers malding the estimate.

A Lurther cause for the Qifference in the engineers’
estimates of accerued physical depreciation is the fact _t'cm-;
witnesses Stava and Reed adopted and assumed, life-expectancies

upor much of this system which are less than those assumed by
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witness Von Geldern. TFor example, Von Gelderx assumed o life
expectancy of one hundred years for the cast-iron pipe of viich
practicelly all of the distridution system is conét*ﬁ.cted.
wheress, Stave and Reed. used livec Zor such facilities varying
Irom £iLLy 10 seventy-Zfive yesars, depending upon toe size of
tze pipe. The evidence discloses tha® these’ shorter assumed
Lives were based generally upon an investigation into the actual
experience of this wtility, and that this experience das, in
turn, beex greatly affected by the necessity Lor replacing
‘pipes because of insdequacy resulting from nmnicipal growm.

e value of 2 ‘given system to its ovmer.;, or to a
purcheger, is effected without question by its adility to
take care of mormal growt: without excessive experiitures.
4 system that has leeway is more valuable than ore on wb.icir. pals
additionael customers com be served without extensive recons‘tmction.
o the extent that a system i3 partially insdeguate, we.:.ght nust
be given'to the shorter lives wsed.' . Eowever, the evid.ence is
not such as to Justify the use of lives as short asg e...timatc-d_
by the Commission’s engineers. We shall givé ;'to th.is i‘aétor |
of inadequacy sucfz'might as may seenm reasons.ble in view o:f ‘che
gencral ‘condition of tae system. nere und.er consid.eration. It
is evident that a larger lire-expectancy than was aosu.med. by

the Commission's enginners mast be wsed in this connecti.on, \..nd.
this will be G.one.

MATN OFFICE BUILDING

Considerable controversy srose over the wvalue of the
main offte duilding, a four~-story drick structure, the J.owc;r
Tloor of which is used &3 the CompanyT’s office, the second
Tloor rented for ‘Living quarters, and the' two upper storiéé.
(third end fourth) talken up by the structurel steel °upports
of tae 200,000 ga.'z.lon Llat steel ‘storage tank or re.,ervoir

1.




fomi.ng the top or roor of the building. ;Mle there are
several ma.lle* buildings, tae m...in o"fice veilding m.-ﬂ:e° wp
the bru.lk ot value assigned to this item. - The rep*od.uction
cost new ond the aep*eciated. value of all build.:!.ng., a.s presen‘ced.
; by the Co_mpany s engineer amou.nted. to $11,000 anmd $27 ,OOO,
! respectively, niore than the corres;oonding Ligares submitted |
‘ by the engineers for the Co:nmi.s... ion. | |
N . iz relatively lo.rge ve.ria.‘cion in the eﬁtima.ted. d.eprecia.ted.
velues for the main Yailding results Lfrom the d.i:t:teren‘c mthod.
oL estimating the presem; condition of the structure, the c&::—
pony’ts witnesses estimeting it at 75% . | new, and. the Commis~
sion's engineers considering it o be but 50%; The tes‘cﬁmow
chows that the original building on this site was buﬁt in 1859
the height being thixty fLeet. In 1887 the intez-ior was
degtroyed by Lfixe, and the building was then rcbuilt but raise&
%0 a height of 45 feet to provide better pre:.,sure ror 'che disg -
tribvat ion of water. In 1911 it was a,ga.in moe.,sary to increa..,e
tae height o.f tae build.ing twenty feet to px-ov'ic‘.e ad.d.itiona._.
elevation for tae storage tank.

In ascertaining the dzprec.:.avion to be cled.ucted. r*om the
cost to reproduce this bm.ld.mg “'he Gompazry‘s engﬁ;neer consid.e red
it a3 having a. proba.ble life va.rying Lrom 3.60 'co 200 Years, ard
upon this as umption and the results of :.nspection he. es timatcd.
ites present dependable sorvice condition to be 75%. The esti-
mote of 50% condition made by the Comnission’s engineers was
based upon their inspection of the bn.ild.ing. From the eviderce
it appesre that t’a.e estimte of the condition of this build.f.ne;
made by the Company 1s perkaps un.d.ul:r optim;,tic. On the other
hont., the estimete of the Commission’s enginee;-s iz ra.the.r lowe
‘A_ne real cona.ition of the strueture may be consid.ered. very

- properly as lying between these two estimates, and mo injustice
vEll be done by assuming them to be extremes. |

P
Il,)
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L special report on the walue of the main office Tmilding
storage tonk and pumping eguipment was prese::.ted' by Pawl Melexn,
one of the Commisgsionts ergineers. This appfaisément wa.s
based wpon o comparison of the cstimated cost of a modern office
building, a steel tank and tower and centrifugal pumping equipment,
all of equivaleiz'b sefv‘icea.bility and capacity. Decawse tae two
upper stories of the main office building czmmot be used Lor
commercial purposes, & two-story brick building of modern design
was used for this comparison. Consideration was also givem 4o
the cost of adapting the present Muilding either to o two or 2
complete foum-3tory structure. | : P

Elimimating that part of the building devoted to supporting
thetank, “he presext buiid}ing for commercial purposes was ap- -
praised by Taelen at $19,000, which was checked by the metho&s
of capitelizing the present rental value of the building, whick
gave & Zigure of $21,788.  Umsng the cost of a hemispherical dot-
tom steel tank and tower of equivalent heifght and capacity as a”
measure, the tank was valued by Thelen at §19,900. TUsing the
copitalized saving in operating expenses asswed to be galneld by
“ne use of centrifugel pumping equipment, instesd of the present

dispiacement or tr:iplex pumps, Thelen estimated the prosent pump-

ing mechinery to be worth $15;OCO. |

The depreciated values of the main bdufilding, tank and
pumps a3 submitted by Von Geldern were predicéted upon his Jude-
ment a3 to the present physical comdition of the property and
included suck allowances as ke considered proper Lo changes in
the 2vts or obsolescénce. The estimates made by Stava and Reed..
embraced vhysical dspreéia:bibn. dus to age and wse and presernt
conlition only and é:éclu&ed. any consideration of suck factors as
zavings in oPeIratibn-ana'mamtemce expenses due to the possi-—
- bility of substituting more modern construction and desiga. The
appraisement mede by Thelen wes based upon his judgment of the
v'a.luéy"or this specific property in the light of what a

fy -
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progpective purchaser could reasonab'ly afford 1o pay‘ for it‘in.

view of the presext impr’ovemep.‘cs*in the .arts a.nd/ scienf::eg of
duilding and watex worxs const:fuction.. )
For purposes of comparison of the verious values placed
upon tne prvoper't:y digcus'sed. above, it is,‘r.ec;essa.ry %o éroup thae
~fank ond main building togethér. The items below, ’while not
absolutely compaéa.“ple by reason oL slight d.i;trerence,s in tT;e
treatment accorded by the different enginoers, approximately

cover the :i.'t;ems 23 listed.

. DEPRECIATED TAIDE
:Ton Gelderm: Stava & Reed : Thelen

Tomk snd Mafn Buflding §67,546 441,830 438,900
Pumping Equipment 24,540 21,725 15,000
Total- $ 92,086 463,555 452,900

While the suggestions of W?tne‘ss Thelen have muck to com-—
mend them Lrom tﬁa.e ‘practical stand.pof.nt' of ascertaining wazt 2
"willing tuyer” could efford to pay, they, like the estimates
ot "z-eprod.uctic;n cost™, are not 4o be comzidered as the exaect
. measares oL "Lair va.l{w"- 'thc- extl sowght here. Ve shall give
them weight, dut do not Tind. them controlling as to ouvxr
detemmination 02 falr valve in this proceceding.

OBSOICSC'ENCE

| The City ccmtended. tb.a‘t the :Ca.ct that 't:he only wa.ter
.,torage on the en‘c re system consisted of b.e ta.nk foming

pa.rt o:r the 'oop o the mzin bu.ild.ing, not only reduced thc va.:z.u.e
of tb.e bullding for commercial purpo se3 but was 2 seriou" b.a.nd.i-
cap to the system as a stora.e;e tank, beca.use inc.rea.sod. pmssurc
d.ema.nd.a wou.ld recuire the mtnm misi‘.ng oL the te.m: and build.—
ing at con id.erable ezpen , Or the insta.lla ion. o:f.’ ad.d.itional
sumping equ.z.;oment. It was m*ne* contended th.a.t 2 considerable
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saving conld be made in operation ond upkeep Dy the use of
more flexidle and more modern ?umping nachinery, susceptible of
automatic control. To cowex this item the City claimed that a
deduetion of twenty~-Live thousand dollars .skhould be made from the
value 0f the physical propexrties as set out in the main report of
the Commission’s engineer. . This deduction may, in gemeral, de
sald to aave beexn suggesf:ed. to covexr the City's engineer's estimate
the preszent realized functional depxecia.ticn. or ob.;.ole...con.'c
condition of these Lacilities.

In this connection the Company 3ets forth that the exist-

ing eo;c:iﬁment is now rendering good anld afleqguate szervice at proper

pressures and is mainteined in. good workding oxder avd condition:
that 2t the time of installation -and construction the buildings
and.equipment conformed to established stenderds of water works
practice; ‘that substitution of any of its present plant for
ecuipment of Improved d.e.,ig;n at this time iz v.nneccessa.ry from.

a ‘:‘aervice standpoin® a.:ad. unsound Lor economic rea...ona- | a:ad.
thérefore. that vi‘t is entitled. to ¢oapensation for i%s eq,uipmeﬁt
and plant in its present cond.i"ion without refuction fox "unétional
depreciation, o'b.,olescence or any other :ﬂ'actor" which d.irectly or
inc'.:.rectly reflect vresent or prospective cb.a.nges in the ms.

T4 is further clafmed th.ga.t the City o:f.‘ Mmsville. i seezd.ng to
divest the Compeny, egainst its wishes, of its public wtility
properties by the exercise of the powers of eminent domein,

has specifically designated certain property which it desires and
Tor which idexntical property tae Citj.mus‘a Py & £oir value, baczeld
upor Lits present condition arnd not ﬁpon an assumed standard of

the ‘value of some other "subdstitutiomal equipnent® or improved
type of construction con..;.id.e:ea. more pleasing to %he eye cr more

efficicnt in operation. .




The controversy appesrg to us o grise largely because
methods 0f determining velme are seemingly confused with the
n2imal falr value" sought to be ultimately,estdblished'by this
Commigssion. The‘property which the City seexs to acquire nbere
is definitely xnowrn and set out. There 2re, however, several
methods wWalch mey be pursued to meacure its velue. Onme of the
measures is the cost to reproduce the properiy nev, less aceru-
ed physical'depréciazion.' This depreciate& figure itsels, ex-

copt by accident, is got the final valuwe sought and may be affes t-
. ed by many ovher factors which snould be given proper considera~
tion, one of which is the result of & reaconable comparisonm with
the present cost of an installetion of recognized snd approved
standards, cepedble of rendering au equivalent service.  This
does not mean that +ne ocxisting eguipment is not velng apbrais-
" ed, but merely that in arriving st sn estimate of 4ts wvalune 1t
13 bveing subjected to a yard-stick of comparative values.

Changes in the arts do not ordinarily affect the worth
of mechinery and equipment of relatively long lives, .such 88
usually comprise water works systems, &2 greatly as 4o such
chenges in some other lines of business, and meny o water syctem

can still be operated satisfactorily which would not be duplicat-

od if equivalent service were to be sought by more modern methods.

In the present instance it is our opinion that the exist-
1ng building and tank of this company do not, rogerdless of tre
theoretical cost of duplication and regardless of their actual
paysicel condition, possess a "valune” In excess 0f what would
be the cost of g new and nodern etructure end tank of egual
serviceability apnd annual coste. . consi&erafion of the
testimony herein sdduced leads us to the conclusion, however,
+that it hes not beer shown that the reproductior cost of such

structures less accrued physical depreciation is, in fact great-

or than the probsble cost, origineal o:zrcuai. of suck "modern”
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ecuipment. The evidence upon which we muzst base our deter-
mingtion in this proceeding does not, therefore, werrant a
£inding of value for Such itoms less than the depreciated

cost of the eﬁ;sting equipment.

'

PAVING OVER MAINS NOT ACTUALLY CUT

" -

-

The Company’s englneer estimeted the reproduction cost

of cutting and repiacing such paving as was actually removed
auriﬁg tﬁe existen;e of the company in the installation of meine
azd service commections to be 3234.00. rhe_COﬁmission’s orgin~-
oers ostimated thic coct to be £350.00, and in sddition to this
presented to the Commisczion for‘its,information the estimated
cost of cutting and replacing all paving over moins and services
in place oz July 2L, 1924, dut wkhich had not been sctuelly cut
by the Company. This amownted to $40,000.00, whick wes sccept-
ol as & reasonsble Ligure by the coﬁpany and the c¢ity.

In determining reproduction cost new, sll improved
mothods of construction have been given weight, bettor tranc-
portetion facilities due to paving are considered, eud the
excess cost of cutting paving in determining that estimete 1o
on elemont. The question still remsins,--vkat waighz'ih:de{

termining the fafir value of the property should ve given to

The reproduction cost lesz deprecistion dotermined on sueh
& basis, end in particular, of this Ltem of cﬁftiﬁg'paﬂiﬁé’
over mains. We sha;l give to this‘item what we bélieve'to
be a proper weight in detormining “fair velue" in this case.

~ -




WATZER RIGETS

The Marysville Water Company obtains its entire
water supply by pumping L£rom nine wells all located within
a c¢circle heving a radius of one hundred fect. These

~ several walls tap five different weler-besring strata,
and are located on property bvelonging to the company in
the rear of 1ts office vullding irn the heart of the city.
They have s capacity with the present pumping éguipment.
of approximately £ive million gallons daily, vhich, ac-
cording to the company, can be sugmented to six million
gallons dally 4f necessary. IMr. O0tto Von Geldern in
nis report has stated th#t he places e value of $60.000.
on the right of this compony to teke water Pfrom thiz |
tndergromnd source. C. E. Gruneky and Edward Von Geldern .
both testiffed that im their opinion the und.e;g:rov.nd_t "water
rights” of the company ore ressonsbly worth $60,000.00.
| ¥. Ramasll Ellis, for the City of MYarysville,
'tes;t;ified thet gemerelly thromgkout that portion of the

»iver valley in which Morysville 1 cituated the lands

are underlain with numerous strate of water~-bearing grave
els so that water can be and 18 obtained in large

quantities from undergrovnd sources practically anywhere




within the immed.id.'te vics.ni‘ay 0L Je.rysvﬂle. The City, there-
fore, ’ca.kea ’che po it 1on that wa.ter he.mg readily obtainable
rrom wells throo.ghout th.e City, this Cc)mpa.ny iz not em:i tlel

o a:n.y ..pecia.'l. incremcn‘t o"’ value for water rigats Ih a.dd.ition
to that molud.ed in the values of the lend. _

In su-.pport of it:-: clains for water rish.'t val&es, thé.
Compa.ny, tnrouga the .,timony of itc enginecers, con'cené’... thet
it ha° a nroven sw:ply o:f.’ poto.ble, pure and mcontaminatod. weter,
u.,ed. :ﬁrom ’che ;a...e sources con‘cimzon.sly for considera.‘b]y ower -
.-,iry Joax th ¢ b.a.s a right against all others to puxp
at least five million gllons da.ily from underground sources
that there iz great strategic walue in the fact tb.a.t,md.erlying
the woll field of the Compamy there are five &istinet wator-
dearing strate from vafckh water ey be dev‘eloped in large
quantities; anf that it is mot proven that suck o condition

obtains in any other sec’cion. of the City or in the immed.iate
v'::.cini'ty. ' '

The evidence shows that water is obtainable from wells '
gene.-ra.ily—throughout Marysville. Yube City, located Just across
. the Feather River, obtains its water supply from wells. There < -

are several ixdustrial pr.t., in. Mowysville that have QQ.iJ:l’ed.‘ :
their owx wells axnd have ob'tained. water therefrom, ..nd. are n.ow
using the same in varying q_mptit.z.es, yresumebly su:f.‘:ﬂ'icinnt :to:r:
their requirements. .Appmn:r.ly suck private use of other wells
in this locality ‘has not in axy manner diminished .the yield of
noxr Interfered with the wnderground watexr: resources of the Con:-
pany. o evidence was submitted teniing to Indicate that the
Company has a prescriptive right %o any of its wa.térs, as against
any other »erson or pe:scms; or that it he.s.ever at any time |
sought to s‘.:op.or ‘_enzo‘in any ome Irom obtgining water Lrom the
other undergrownd sources in Marysville or it genmeral vieinity.

19. >
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No testimony was preseanted to the Commission showing that
axy sales of rights to acquire and pump undergrownd water of-
gimflar type bave ever been mede in or about Marysville.
We ore, therefore, of the opinion that the Company has falled
to establish the existence of any especizl or separate value
Tor its "water right™ to punpy Lron wnderground somxrces, aszide
from those values al.i-eady Inclwded in the walue of the lands
as water bearinge. |

This Commigsion has repeatedly held that where water is
obtained from wdergrowad sovrces as distinguished Lrom ap-
propriation from natural surface stream flow, there atiaches
thereto no water »ight value, separate and {istinct :trozn'tb.e
laxnd, other than that fixed for suck land as water bearing, un-
less a preseripiive right is established by the use of the water
in suckh = manner as to interfere with the rights of other
owners, or urnless there has been estadlished by adverse use z
right % more than the fakerfs fair share thereof. (Eudsor vs
Dailey, 156 Cal. 617; City of Coalinga va. Pleasant Talley
Tater Company, 6 C.R.C. 23.) We shall mot dopert from this

conelusion In <tho present fnstonce.

GOING CONCERN VAIDE

L

On bebalf of the Company, Otto Ton Gelderz estimeted the

"going concern value” of this propexrty to amount reasonably

1o $20,000 in addition to the walue of the physical properties

and weter rightse Iz his report Ton Geldern tokes thoe position
that on this systenm weter rights end going concern value axre
more or less inter-related, and that 4t matters btut little
vaether the warious elements are segregated into water rights,
development expense, ete., or wiether all itens are grouped into
2 single uwnit and called, for instance, "Development of the
Buziness®™. This view is well set out in tue :following state--
ment'in ];.is report:
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"Meny other examplea like this have

- impregsed mporn the engineer the Jjustness
of the wvaluwe of this so-called water right,
whick may be defined as & premium dwe to
the successful effort to establish o water
supply for s growing community, or, to put
1t ir another way, & compensation due Zor
& contridbution to gemersl prosperity.™ ™ *
A water company ic therefore entitled to o
certain interest in the prosperity which LT
hag helypeld to creste.”

Zowever, -0f the total of 380,000 estimated by Vonr

Geldern a3 n conservative allowance Zfor all intangidble values,

£60,000 was slloceted by him to water rights and the remaining

ezo.ooo'to going valune. According to this witness, golng con=-
cerrn value should be recognized as a'legitimaﬁe elenent of value
%0 cover the expenses necessary for %he develOpmént of a8 business
toward a self-supporting end. A part of these’expensea.may g0
toward the develoRment of water; another part is duwe to the
direct 1083 of adequate interest on investment over 2 reasonsbly
long developﬁent period, and is an element of value iﬁ addition
t0 the value 0f the physical'properties'by reason of the féct
that the system is not bare sad idle but is in actusl operéfibn
and doing business with lerge pumbers of CONSWMOTSE.

c. E. brunsky. for the Company, testified that he con-
sidered the sum of £80,000 suggested by O0tto Ton Geldern to ﬁep
e reasonable and proper allowence for the invangidle values for
waich the Marysville Yeter Company i3 entitled to receive coﬁl
pensstion, bdut did“not place an independent velue on the water.
rights as distinguished ZLrom goling velue. A1l intangivle
veltes were considered as o single snd undivided entity. This
estimate i8 based upon the theory that every pudblic utility con-
cern is entitled to obtain on the legitinately invested capital
at least an ofdinary,interest return at prevailing-marketrates,
for morey, and to compernsation for manegement snd the risk

{nvolved im the dbusiness, and is also entitled to & fair share .
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fn the gemdral prosperity wiaich it has holped to create. In
further exvlanation Mr. Grumsky stated 4hat in & voluation

Zor purposes of ~sa.l’é an gllowance mede in.earnings o cover
management ond risks of busingss caxmmot be capitalized because
such "eiément:?. have no valae to a pxircﬁé.sér. Te acsumes that a
concern should reasonably be entitled vo an ellowance of 15%.

of the voluxe of business done during the year to coqér,‘chq’
above items. In thiz case the ammwal earnings are approximale-
iy ibé,&,ooo, vaich would meke the above allowance §$9 ,690-, seg-
segated {nto one-third as compensation Lor risk m'mgément
becouse in this case the dbusiness has been long estadliched a;ib.
the risk therefore not 20 great and the management compa.rat.‘.veiv
simple, the other twe-thirds, or 6., 4:00 repre*en‘bi.ng the returm ox
the other Intargible values w.aico. ha.ve ocen created, whe'tb.er watexr

rights or going concern walue, as it i3 generally calleé, ox,
as clasgfied here, a "shaxe in the general prosperi‘by“ |

-

Ca.pitali.,a.tion of this figure at six per cent rezults in a va.lue
slightly in excess of .,,100 00Qy waich witness Grunsky held’ to o a.
alir allo-vance for the..,e intangible itenms.

For purposes of comp..rison, reo Grunsky Lurther testified
that by &apita.lizing 'tb.e Qifference between a fair roturn taker
at 8% and the cost of money at 6% based upon am assumed le.giti-
mate Invegtmont of .,,350,000 for the physical propert.ies, app;ica-
tion of the methods 'ou‘aliz:.ed. above will result In a value -or'
278,000 o3 t‘:.é’ Company's chare in the general prosperity. 3y
theze metaods he concluded thet kr. Ton Geldern's estimete of
,,»80 OOO iz o reasonable allovence for the mtanc,n.ble velues o.s’.
this ystemz, inclu.d.in'" water rigats axnd going conce'"n v'a.lue. ‘

+ Rexdall Ellis, ren: resenting the City of Ma.rysville,

contended that mder the repmd.uction cost theory, carly develop~ |

ment costs and cumwlative losses, less than a; Lair retarn




sugtained during the operating history of the Company are zot
& Proper measure of going concern valus. He states, however,
tha’c Lfor purposes of czale or oondemnation o wtility iz entitled
vo reimbursement for the f£imancial lag in earning power or thc
seerifice of return on investment incurred during 4he poriod

oL plant construction. ZEllis takes the position thet as con-
strustion is carried on, parts of the system will be placed in

operation ..nd. will be sexrving comsumers 223 3007 as pozsible, and
as the ent ire plant is conzidered to de completed and. serving
ell conﬂmers at the end of the two-year comstruction vexriod,.
it‘ iz therefore reasonable to assume that on an average, one~
half of the plant will be operative during the entire con~
struction period. Based upon. this, assunption am. uwpon the
:t’%:.rther consideration that interest during construction should
Properly cecase when equipment. becomes Opexrative, he coxcluded
that the Company has already been adequately reimbursed for all
finaneZal lag end other intangidle values to whickh it mey be
entitled through the allowances dready ma.é!.e in the valuetion of
tae physicel properties, amownting t’d$5~,060 for organization
expense and Interest during cons‘:metién provided in the over~
nead at 7% covering ome-half of the twp-yea.r construction yexriod.
It must be f::a.ni:ly conceded that in any attempt to as-
certe.in - Gefinite value for such a vague, elusive and Intangidle
element as "going concern” we enter the realm of speculation
wsually covered by opinmion, evidence and so-called Texpert
testimony™, where economists . and engineers camot e.éree. I""Z:Le:-e:
is undouoted.ly 2 value which attaches to a goling concern that is
not existent when the bare bones of the proverty are olove - -
considered. Iz the present instance, however,.as above ‘stated,
we are not convinced. that .the .claimed water rights- in themselves -
bear any such defin{te relationship to what .we-are -seeking as

~EDe
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may properly be considered in attenpiing to farrive’ at a ve,lz;e

" for gofng concern oOther than the fact that a waler systen

must necessarily have a dependable wa..‘cer'supply ‘in order to be

2 going concern. It can oxly be to this extent thal water

rights aave any direct bearing upon going concern value.  On

the other nand, we believe that the contention of the witnessz .Ellis
that all intangidle values have been Pully provided for in’ the

allowances for organization e:fc.pense and interest during con-.-
stroction, is open to the obJection that such zllowarnces should

be and undoubtelly were Iintended to cover only the items of
the physical property which they embdraced. ‘

IZ the term "going comcern value™ iz to have any signi~
£icance it can only mean the velue which.attaches to bare Pro-
vexties thru cxnd because of the expendituvre ¢of fwmds and effort
in Geveloping the business Vo its present status. We &0 not de-
cire to0 de undexrstood, however, a3 confusing this element of
value with what bas been called "ldevelopment cost". They are
related in that both refer to the dringing o:,the’busingss 1nto
& live and working status, apart from the mere actual con-
struction of tae plont {tself, and in some instances attempts
have beez melde to bring the one into play 23 o measure or check

0L the other. In the present Instance, while the allovwance of

. interest d.uring'constmct ion has been made for the purpese of

covering thevphysic;a.l‘property alone, there i3 merit fn

Witnesz Ellis’ suggestion that Lrom o practical standpoint cer-
tain operatioﬁs wonld be commenced before. the Two-year con-
svruction period had fully elapsed apod that come of the lag world -
therefore be taken care of in the z2llowed interest. Thiz can-
not be .supposed, howevez, $0 cover all the eléme_nts of value
properly classified under the head of "going concern®. This

water system moy be comsidored %o de in e Loixly proé:p_eroua and
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going condition at the v*esen‘t time -2 system that is earning
2 return upon the rea.son...ble v:alue o:f.‘ the property useld and

useful ix renlering the. service. But even conceding that it

iz entitled to an allowance in thiz instance to cover its

A Y

"golng concern value™, we are of tb.e ‘opinion tb. a2t the sum of

-

(f;eo 000 claimed by the Company's witnesses is excessive. As

' stated above, however, we are also of the opinion thot the con-
tention thet the value of these projerties does 20t exceed the
nere repmd.uc‘cion. cost of the phy..:.ca.l properties, less a.ctua.l

scerand pkw-ical d.enrecia.tion ond cla.imed. fwmetionnl deprecia=
tion, is wmreasonable in this case. Te vill, thorefome, ine

clude in the vo.lw.e of these propertiez as found lerein ax item
to cover wh.ut we believe to be 2 rea.yomble allowance fox go‘ing

concern walue.

OTMt Im - -

Cextain items ofi property. were valued by the respective
pe.rtiés at approxizately the same amount , 28 in the’ case of
londs, where the difference iz nominmsl. While discussion has
not been entered into concerming all of the items hewmein, the
Co ssion bms conzidered each and every factoi-'entering into
a...d. aZfecting the value of tke properties oi' this c:ompam The
order kherein™will provide the ‘cotc.l Fchoveloeaks ‘bo e pa.id b;mtb.e City
of Morysville or the pm'oe:rbiev of the Marysville Tater. Com-
peny, axd vill include the sum of $15,000 ’for'general' equipnent,
material ‘and“éup;gliéé on’ ha.m'," éubjec‘t to adfustment ot the 4ime
the transfer iz made, ©0 be confirmed by supplezental order’
of tais Cormission. By agreemont of the prities herein the velue
of suckh prdperties as shall have been instelled 's;ifﬁ'seqt;ht' to
the date of the*ffling of this apvlicetion will be concd dered
Irom the books znd records of the’ C:ombany, ..,ub,;ect to ...pproml'

tke time ol ..he transfer by ...upplementa.l ord.er of this Com~
mission.




Cince the entire public utility proverties of the
Company are herein sought to e voluwed, there is no severance

damage -to be Tixed in this proceeding.

PIXDINGS

The City of Marysville, o municipsl corporction, having
filed with the ailroad Commission on the twenty~-Lirst day of
July, 1924, o potition as entitled sbove, and the R2eilrosd Com-
mission having proceeded under the prov1"10n° of sectlion 47(b)
o* the Public Ttilities Act to fix and detormine the just com-
pensation to be pald by the City o2 Lorysville to the lMarysville
WaterVCOmpany, & corporation, for vhe pudlic utility water system
supplying water tovconsumers in and in the viciﬁity of the.01ty
of Lerysville, public hesrings having been held thereon,.tho
matter having been submitted and the Railroad Commission belng
aow Sully apprised in the premises,--

IT IS FEREBY POUND AS A FACT that the Junet compensa~

tion to he paild by the City of Merysville, o municipal cdrporation,
to larysville Vater Coﬁpany, o corporation, for said Company’s
public utilit; water systex uupplying water t0 consumers in end

, in The vicinity of the City of Marysville &s said water °ysuum
existed on the twenty-fﬁrvt day of July, 1924, and 2% more par-
ticwl arly described in Exhidit "A" ottached hereto and herebdy
zade g porT 02 the firdings herein, ie the sum of Three “undred
and seventy~two thongéna four hundred dollars (5372,400.00).
Seid sun includes the smomat of fifteen thoussnd dollers




(§15,000] .for materials ond supplies: on hand as of the ebove
twenty-2iret day of vuly, 1924, and 13 thereZoze sujbjeet to
ad justment for the fair value of such materizls ond supplies
as mey be oxn hshd. if and wh:en the abom system ’is ac’qo:ired. vy

éhe City of Marysville.

Da.ted. a.‘c San .era.nciaco Coliforhis., this ,;/"’

»,

d.ay oL Decomberx, 1926.




