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BEFORE THE RAILROLD COMMISSION OF T

t
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;

OF CALIFORNIA.

In the Matter of the Application of

the CITY AND COUNTY OF SAN FRANCISCO,

a manicipel corporation, that the Rall-
road Commission of the State of Cell-
fornia fix and determine the Jjust com=
pensation %o be pald by said City end
County for certain pexrts and portions

of the electric generating, transmission
end distridution properties of the GREAT
TESTERN POWER COMPANY OF CALIFORNIL, &
corporetion.

4pplication No. 9767.

J. T. O'Toole, City Asttorney, and Johm J. Deiley,
Speciel Counsel, for City end County of San
Francisco. .

Chaffee E. Zell, Guy C. Zerl and Pillsbury,
Medison & Sutro, by Alfred Sutro, fox Great
TWestern Power Company of California, and
speciel eppearance Ifor Baxkers Trust Company,
Alvin 7. Krech, The Equiteble Trust Company
of New York, The inglo-Californie Trust
Company end Mercantile Trust Company of

Californie.

T. J. Deuel, L. S. Wing and Zdson Abel, foxr

California Farm Bureau Federation.

SEAVEY AND DECOTO, COMMISSIONERS:

0RINION
Ttilities ict in which the City and County of Sam Francisco (e
zunicipel corporation), hereinalver referred %o as the City, asks
the Reilroad Commission %o £ix end determine the Just compensation
to be paid by the City and County ol Sen Frenclsco to the Greatb
Western Power Comparny of California, herelnafter referred to &s the
Company, for the taking of certain lend and property of the Great
Western Power Company of Californie. Suck land end property are
deseribed inm Exhibit "i" of the originel petition filed Februery 1l,
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1924, amended as shown in "Application to imend Petition" filed
Octcbef 20, i925, and mede a part thereof, end consist of all
properties of the Company in San Francisco used In its electric
business, including property acquired by the Company from vhe
Univer.al Electric and Ges Comnany, except certein small combinetion
stean heat and steam eleciric gezerating plants and electric sub-
stations end the submerine cables between San Franciscc end.Oaklend.

Ve have before us in this record two distinct theories of
arriving at Jnst compensetion. It &s necessary first to decide
which of these theories shall be followed.

The Conpeny bases its clain of just compensetion primerily
upon the theory enunciated by its witness, Dr. ne Ta nadley, -although
it presented two alternative structures which will receive attention
Jater in this oninion. Dr. H;cley mnintained that»the value of &
public utility business should be megsured by the income which it
produces; that where the whole property is teken just ccmpensaticn
will be the permanent recovery, of the total.ioes’of pfosﬁective net

earnings, and thet where a portion of the propexrty is taken just com-

pensation I1s the permanent recovery of the prospective impairment of

income of the wkole, investment.

In applying this theory the Compeny used two'nethods. One
method consisted of meking estimates of loss of net revenue for &
aumber of years in the future, the net revemue for each year, after
being corrected for the additional investments necessery to conduct
the business, being reduced to its present value by the use.of present
worth tebles based upon 6 percent interest. . Under the other method
the estimated nel revenue of the property during the first yeer after
the date of valuetion was cepitelized &b 6426 percent, walch was shomn
to be the sverage yleld of money invested 1n electric public utility
securities with the same investment cheracteristics as those of this

Company exd classified in the same proportion eas like securities in |




its capital structure. This last method was supplemented by cal-
culations showing the sum necessary under the theory to be invested
in the Company‘'s own securities. The Company showed the amounts
necessary as of January 1 end Fedbruary 11, 1524, and alse if sever-
ance were to take place in subseguneat years. The rollowins'is &
summery of the Company's cleims under the adbove theory:

Present worth of future snauel losses of net
revenue corrected for additionsal invest- :
ment - Severance &s ol Jex. 1, 1924, eeessee 533,051,000:

Same as above - Severance &s of Jex. 1, 1926, ... 34,890;000.
Seme as eghove - Severance as of Jen. 1, 1928, ... 37,171,000.
Capitalization of £irst year's loss of net

revenue at 6.26%, Severance on Februaery ~

ll, 1924"I...............Q...I.....‘....... 30,900,000.
Same as ebove - Severance lete in 1926, ceeeen... 36,143,566,
Same 25 above - except assuming investment in

Great Westeran Power Co. Securitles, ‘ ‘
Severance OnR Fedbruery 11, 1924, ececencscsces 0L,860,290.

The City takes phe position that the value to be fixed

should be obtalned by finding & figure of reproduction cost new
less depreciation, to waich should de added golng value and -severance
demages. The results obteined dy the City in using its method are

7

as follows:

Reproduction Cost New - Great Vestern System, ..$7,552,474.
Deduct Straight Line Depreclation,; scececevacecs 2,500,6%80.

Reproduetion Cost New - Less Depreciation, ceeea$5,051,784.
Money expended on 4's & B's prior to 2/11/24,... 63,902,

Totvel, £5,115,686.

Add Coing Concern TAlUE, eccccosccscccrcsccnves 530,000.
Add sever&nce Dmge’ IR RN NN TR EE LN EER X ER R AN 2’766,465.

 Add divided portion of T.E. & G.. COe; sescesses 666,620,
foney expended on A'S & B's prior to 2/11/24, . 4664

444 rem&iniﬁg portion of Us E. & Ga éd; System,“ 671,258.
Tust Compensation, o 39,750,496.




The following deductions were made to the above
figure for Just Compensation, in the City's brief:

Miscellaneous Sexvice Eaulpment:
Greet Western Systen, $137,655,
Universel System, - 44,888,

Totel,

A's & B's prior to Fedb. 11, 1924:
‘ Greet Testern System, $ 63,902,
Universal Systen, 466.

Use of 2 year pricing veriod: '
Great Western System, £163,529. ‘
Universal Systen, o 33,519 ' )

Total, - T t £197,048,
' Totd Deductions ’ LI BN N B BN B AR N .‘. - & l. [ ] ... - e eas '. ..- %3"959"
Total Just_Compensation, vecccccessacscees 39,306,537,

. 3 L]

”he wide divergence of the results obtained indicates that
cne or Both of these theoriles are serliously et fault. The income
theory advocated by the Compexny has heretorore been rejected 1n pro-

- ¢ceedings before this Coxmission. The general objections to it have
been stated in other opinions ané findings. 4As a measure of velue
1t 15 considered %00 unstable. It is dased upon constants which
are in fact variadles. It assumes for the indelinlte future’ that
this Commission will not change the rate of return; that the net
return, the losses and the risks incurred will remain the same; that

there will be a delinite Ifuture progrem of building'with depreciation

cherges and prices remsining the same; That future cost ol finencing

will follow the presenﬁ;' that there will be & oertein future popula-
tion; *hat no form or mode of heat, light or power will treanspient,
nodify or compete differently with-the present-electric 'services
that certain estimated but unknown-revenues-and-operating eand main-
tenance expenses will accrue;- aud that wany- other indeterminabie
things will come to be reslities. | ' . \ -
Surely ‘the Compeny goes faxr atield and oests doubt on 1ts
sincerity when, as l1s done in the first of these methods, it esks
this Commission to f£ind Just compensation on the basis of Income
esrned from property, the investments in which it estimates it might
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meke in the future. Ve deem it our duty to fix just compensation
on the basis of the property owzed and to be tekenm on the day of
taking. - ’ S

In the secohd method, perticulsrly, the witnesses for the
COmpany‘indicgte thaf they ignore as such the value of the tangible
and intangible property taken and damage to the prbperty not teken.,
ind efter arriving at an assumed net loss of income, which under
various suumntions iu to be projected as a pernetuul capital loss,
the actuel application of the Company's theory is by means of a purely
mathexaticel formula which determines the auswer without the exercige
of judgment. _

This Commiséion in the instant proceeding, as in previous
ones, is convinced that in order to act with that reeson which the
law lmposes, it must refuse to give any material weight to the oSn-
clusions Ceveloped under this theory advanced dy the Compeny. The
facts and figures developed in this record regarding this property
from ‘the stendpoint of income will be fully considered, together with
othefvractofs thet form a basis for determining velue. Therefore,
the process of arriving at a figure of just compensation for the’
property involved will proceéd in a general way aloﬁg the lines indi-
cated by the City, taking into consiceration the other ractors tenaing
to esteblish velue and as heretoZore adopted by the Commission in

other similar proceedings. The matter of considering just compensa=

tion will be hendled in deteil under %wo main headings, "Prdﬁertﬁ to

be Teken" and "Severance Dexeges," the lew mequiring thet these two

items be set up seperately.

PROPERTY TO BY TAKEN

The detailed inventory of the rroperty to be taken as of
February ll, 1924 wes mede in the field by engineers of the Commission
and checked ﬁy the engineers of(theACQmpany ané City. Tals 1nventofy
end itemization of the physicel, structural and real properties as

presented in the record was-accepted Dy all perties.
-o-.




| In collaboration with the’englneers of the City ==nd the
Compeny, the Commission enginmeers ax»ived at” certain unit prices
besed'upon e time average of material prices and wages prevailing
during the estimated perioc of three end one-half years, ending on
February 11, 1924, waich ﬁnrt prices were apyplled to the invenfbry
in the process of ar**ving at the *eproductioﬁ‘cost new of the

property. mhese wit prices, while not wholly agreed to durlng the

hedring by the Company, seem to have been Zinelly accopted by dboth -

it and the City ia the briels. In eddition‘to‘this; orher price
studies were likewise made covering periods of five,'rour; three, twWo
and oxe years, ending on the same dete,wand'elco 8 spot price as of
Tebruary 11, 1924, to which prices 2o disagreement seems to have bdeex

recorded.

PRICING PERIOD:

The City, while agreeing %to the invenoory axounts and %o
the prices ror the oeriods, does not egree that the oricing period
of‘three and one=-hall year° is the proper one to "be ' used in this
proceeding. ”he City contend, that the three- and one-halr year"
.period was. celected erbitrarily as approximately the period ol con-"
struotion assumed by the Commission engineere, that 1t extends too'
far back into the pericd of higk prices; that prices projected
ceveral years subsecuent to the t ze of the. app_ication would be more
applicab_.,' gxd thet the WO yeer pricing period would more nearly
represent a proper level of prices. The City does not teke any
erceptiod'to the construction period assumed by COmmission engineers.
 The pricing period must of necessity con:orm reasonably to the con-
struction period. . The pwo,yoer,pric;ng,period is claimed by the
City to represent a proper level projected 1n£o‘;he;fgtnre, ) Th?%q.
is very.doubtful,,however,,ac,thetwo_ycer.period is.the ;owestseag ,
in the.period of prices pabplated,uthe_one‘year periocprecorering to
within one per cent of the three and ome-helf yeer prices, and the




one dey period as of reb“unry i, 1924 mninuaining-approximntely
thnt Saxe level., But in any'event, the projection of prices into
the future, in our opinion, cemnot be considered,. beceuse the cost
is to be estimmted s orfFebruery 11, 1924, upon which date the.
property is %0 -be completed and taken. .. Prices subseguent to that
d&te‘cnnnot enter into tne determination of this.proeeeding; Te
beiieve.the three'an@‘one-hnif voer, period used by the Comnission<

engineers re:lects a'trner'condition oI prices.

onlLO TANCES ON LAND:

The ,Company, waile egreeing to the appralsal plnced‘npon

lands and rights of way by the Cozzission staft as to, nerket value
on February 11, 1924, oiaims tnet in addition to this certain esti:“
mated costs chould be ellowed, consisting generally of surveys,
preliminary plens, real estate agents®' comadssionm, title insnrance,
expense ol land department, portion of genmereal supervision expense
and interest and taxes during const*nction.' A5 to those several
itens constituting what nay be termed cost of accuisition we are
convinced such smnll amonnt as could be cle_med necessary is axply
'coverea by the liberal allowanoe wnich 1s made herein for orgsniza-
tion expenses ‘and other general overhead Also as to interest and
tnxes during construotion we ere uneble to agree with tne Compeny.

Te axe here striving Zor a composite L sure ‘to be used as a meesnre
of value. If tnis property as @ whole were; in & oomnercial sense,'
marxetable, we would by expe t testinony arrive &t merket-’ value with—
out regard to *hese nany perplexing problems thnt enter into repro—
duotion new. | ﬁnt es & whole it is not in the aceepted sense,'
nnrketable.' Land, 2 distinétive pext, of this property, 1s recognized
as marketable; ahd when thet mnrnet valne is oun&, as in this '
instance by expert testimony nnd asreement there Is nothing to be
added to furither’ indicete’ velne ol lnnd except it be that intangible

value which attaches to the composi e nroperty 13 use. Vothing in
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this record indicates a reproduction cost new figure for land duilt
up by the method used for structures and equipment, end therefore

market value as ascertained will be usec.

PRELININARY ORGANIZATION:

-

Tﬁe Compeny contends‘that it should be ailowed'cerpain
sreliminery expenses such as reasibility surveys and reports,'p;e-.
liminary engineering hnd legel advice, carporate orgeaization, travel
and other sundry vrelininery expenses. It 1s our opinion that within
reason&ble bounds this is a proper cheracter of expense to be in-
cluded in reproduction cost new. e @0 Kot £ind that uhe Commission
stefT hes made allowence for tris element.  The ‘amount miéixsd by
the Company has’ not been seriously questiozed in the'recofa'éhd as
it is in’ line with ellowances nade aereuorore by tais COWmis»ion for
such ‘expense taere will be included in the ‘finsl figure of repro- *
ducfiod'coéf an item of 3125,000.00 to céver'o;ganization exvense Lor
the total Great Western and Universal properties %o be teken from’the

Company.

EKECUTTV“'SU°ERVISIOY‘

~* ' The Company claims thet en edditlonel allowance of % per
cent of direct costs should be made for what it terms nexecutive - *
suner%ision." .This is of the nature of expense sometimes called -
construction. manasement fee. TWe heve carefully consicered” this  °
metter and are of. the opinion thet any a&dition&l sllowence for over—
heads would be a duplication which’ cannot be allowed. T |
v

INTEREST DURING CONSTRUCTION: -

‘The estimetes made by ihe Commission staff end the Company
of intereut during construction wez ~e substantially upon the same
1nterest ‘rete and construction progrém;' " The méiﬁ”dirferehcés‘iﬁ
results ceme abqut"froh'the'racf'thét;thé'cbﬁpén§ assued thaet money
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would have to De o2 hand, and payments made on“material a logéer'

time prior to its imstalletion than was assumeld by t;e,éomm;ssion
; - ! ke iR 5

engineers. The Gompeny alse inereaced ife {ffefact ahenges M

allowiné interest on interest. 4L consideration of the testimony

on, this subject leads us to the opinion that the Company's olaim is

exaggerated beyond that which is practicelly and reasonabdbly necessary
and that the.estimate of the Commission stall more nearlyxrérlects

the costs under roasonable assumptions. .

GENERAL ‘OFFICE EQUIPMENT:

The Compeny estimates a reproduction cost of $100,000.00
emd 4he Commissior engineers yresent an amount pt.$l&,783.00?rof.
<5enefdl oZfice records and equipment{.. The Company dismisses this
matter with.the statement that it is uaimportent, inasmuch as & new
.inventory,of this equipment will have %o be made. when.the property
15 Tinally trensferred. - That is probably. true but 1t is important
3that'a~figure~be errived at acs.of Februery ll,.1924.‘ Lo%er a study
of the -matter we are of the opinion that & reasonable figure to
cover this item fully is the sum of $30,000.00, waich sxount will De
.used in the,tofal sum.

- CONSTRUCTION WORK-IN PROGREZS: -

¥e are of the opinion that o rully.pro;écxutbe.rightsmand
_interests df-:he Compeny the amoun:,or.éonstrﬁction work in jrogress
as of Februafj 11, 1924 should de 1ncluded in the.figure. of. TepTro-.
duction'cosx-new and rerlecteﬁ-thereby in.the’ figure of Just compensa-
tion es of that date. The record discloses that for the Great
Testern property .that figure is $63,902.00 and for the Compeny's
portion oI-the~Universal propexties $466.00.

e

| MISCEZLLANEOUS SERVICE EQUIPMEND: . .

A new inventory of miscellaneous. service equipment., which

-9-




the’Company cleims as part of itc property to be teken, was not

attempted‘in'detail because o the time and expense necessarY. Only
e pertial spot-check was made.by Commission engireers. An agreexent
among parties was hed regarding this property of tﬁe Great VWestern
and Universal Companies which resulted in establishing reprocuction
cost mew at $241,100.00 axnd & depreciated value of $152,500.00, which
exmount is included in the Comxission epgineers' rigures for the
Compeny's portion. ere was no agreement, however, that this
property should be included as property owned by the Comm&ny and to
-be taken and p_id for by the City. + of the soner hat uncertain
and conrlicting testimony on this subject we gather W;at appear to be
the rollowing controlling factis ‘ '

The p*operty in cuestiox is that equipment between the
properuy line and the meters inside the premises of the owner. ., The
totel was arrived at by tekxing from the Compaly’s records the amount
of work of this character from time to tine inotalled under work
orders. It was adm;tted that these work orders may have 1ncluded
6the: than the particular property sought. . T;ere was noth;ng to
défeémine whatiampunt.may have been wholly removed, substituted,
captured by competing companies, or left in permanent disuse. IV
wes feirly well established that muck of this work was put in by the
Company as en inducement to get business, and undgr g:gewor coupetli-
tion. The record also indicaves tha# ordinarily the gquipment in
qﬁestion is insta;led by the owner of ;he prqmises and would not be
included in estimating construction ¢osts. .Wb_arg_convinced under
the recoxd befofc us.that it would beierroneous ?o ;nclude #he
amount set up, or any amouant, Ifor tgis,?;ass qf property in the
figﬁres for repﬁoduction cost new, bul tggttconsidération should be

given it as one of the elezents of going concern value.




UNIVERSAL ELECTRIC AND GAS PROPERTIES:

\ Prior %o the beginning oL these proccedings.the system
of the Universal Electric and Ges Compeny in Sen Francisco was taken
over and operated by the Compeny vhrough agreement with the Paciric
Gqs and,E;ectric\CQmpany,,which tter Company subsequently, on
October 28, 1934,:became the legal owner ol one-halfl of the aistri-
butiqnvproperties, exclusive of substatlion properties. On December
9, 1927, as shown by this record, the City and. the two companies
enteréd invo stipulation undexr which tue interest of the Pacific
Company in vhe Univerval n*ope*ties wes to be excluded rom'fhe
amount of the anpraiual under the instent Anplicazion No. 9767 end
included in the &pnraisal under ipplication No. 9768. = There will
be considered in the totals in this proceeding, uhe“ero*e, the re-
mainder or the Uhiversal vroperties arte* aeduc.ing the interest
Q# thg,Paciric.Comwuny, and adding the p:eper proportion of the con-
s?rg;tion work in PTogress.

The finding of Just compensation herealter recommended in-

cludes $728,800.00 for t e undivided Portion gr the ProPegty f?;ﬂﬁf}?

ownod by Universal Eloetric and Gas Company.

DEP?&CI&EIOY‘

In the matter of depreciation the City contends: ror the
application of the straigat line method efter exriving at estimated
probaeble userul lives. The Commission eqsineers.ha#e'depreciated,
on the age aad life basls, ;etting up the :esulté by both the sinking
fund and straigat line zethods bus mminzaining hatiphe.sinking fund
ba51° is «he vetter indicetion ol valpe.“égThg.Qoppany,;with,certain
exceptionu, accepted the resulis of the sinking fund bosis as estad-
lesned by the Commission engireers.

'In the following table are shown the character and extent
of the property witk the results obtained dy the different perties:
~1l-
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The principel difference in the above final amounts arises
from the applicaticn of the streight lize end sinking fund methods of
depreciation. It is necessary, therefore, to determine wh*ch of

these two methods should be adopted In thls T oceeding.

STRAIGHT LINE vs. SINKING FUND:

The contention for tae use of the Straight line meﬁhod‘in
this record is founded primerily upoz the following points:

(a) That it is a simple method;

(b) Tret it represents the mean between the elements .
thaet tend to augment, being principelly ®vime and interest, aﬁd the
elements that tend to deplete, being principhlly increasing costs,
quallty and quantity o* output, and nsycho ogy of desiring a new

rather than an old sxticle; and
(¢) That the Interstete Commerce Coxmission. uses 1f in

its valuations exnd under its rules for setting'aside dépreciétioﬁ

rTeserve.

Simplicity of meéhod hes no virtue-in this p?oceeding '
unless it gives an answer thaet can de demonstrated to Se witﬂiﬁ |
reason. In regerd to the elements of time and {nterest there is
no division of opinion that whea appliéd toelr resultsiare eiactiy
determinable and sudstantisls. A4S to tlhe eleme;ts_of;increaging
costs and ¢uality end quantity of output;;tﬁe City-wifnesé péodﬁced
no comerete figures substantiating his claim, but to the contrery the .
data presented in the record indicate thet Ior the prdperty in
question very little depletion actuelly took place because of these
elements.. And the effect thet psychology has in dealing with these
vroperties is more obscure then 1n the case of its compenion elements.

The Interstate Cormerce Comnission has tentatively reqﬁired
depreclation reserve to be set up by utilities under its supervision

upon the straight line dasis. It hes also used the streigbt line

=13~




method in 1ts general rallroad valuations and in its recovery cases.
A recovery case is similer in effect t0 a rate case where the propérty
value found determines part of the rate base. The Californis Rail-
road Commission has invariably used the siniking-fund method in rate
cases. But as a matter of fact, it is quite within r'eason, depend~
ing upon fhe coordirete methods adopted, that the use of either
straight line or sirking fund method of depreciation in a rate case
should result in approximately the seme rate level, although not the
same property value, None of the above _so-—called. vaiuos,‘ however,
are analogous in use to the vaelues to be found in this proceeding.
They are more in the nature of "reasonable period" valnea of private
property oontinuoualy dedicated to public use, ‘ ‘
The properties here in question are to be condemned &nd
t&keﬁ from their private ower. The consideration, 30 far as the
promftj to b‘o taken is concermed, must be fhat which‘represents
th.o mll velue as of the day of taking. TUnder the record before
us we beliove the application of the sinking fund method of deprecia-
tion to the reproduction cost new will give the better index to the
velue sought. The Commission engineers exexmined the properties
as to physicel condition and mede careful studies of ages and lives,
waich added greaily to the welight to be given their determinations.

PRICE SUBSTITUTION:

© The Compeny claims/that the Commdission engineers, im -
arriving at reproduction cost new less depreciation on .certain
equipment no longer on the market, have acted in violation of the
principle of substitution as laid down by the United States Suprenms
Court in MoCardle v. Indisnepolis Water Compsany, 272 U.S. 400. We
Tail to see thet there is here & situation analogous to that in
the MoCardle case. In thaet case, in axriving at the value of the .

Wwater Company pro;mrfy, & steam pumping plant was substituted for
R
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The existing gravity water canal. Here, in obtaining depreciéted

reproduction cost new of the property, the Commission enslneefs

took the seame kind of equipment as lxproved to date and at present
prices. Throughout this matter of reproduction the Commission
engineers have used the period prices, character of material and
supplies available as of the present, and preseatly improved methods
of construction. The Compeny stresses the point in opposition to
this price substitution thet the figure should point purely to
reproduction cost and not toAvalue, axnéd yet it vigorously upholds
tée hends of the Commission engineer when he testified: "The answer
I g0t in the sinking fund colump is my opinion as to the value
tigure." The 2inal answer of velue We are here seeking would

be the same even if we allowed the equipment to go in as the Compaxny
contends and then applied deprecistion from a1l causes. We prefer
the method of the Commission engineers as being more direct and con-

sistent in this proceeding.

GOING CONCERN:

The staff of the Commission presented no evidence as to
going velue. The Compeny set up no Ifigure for totel goling value
but did present four bases of analyzing and estimeting cost to
reproduce business, and claimed that this item wes not less than
$4,000,000.00. The following shows & gemeral description and
eriticiam of the four methods:

L. The reproduction new theory, which presupposes
povential load in & district being already served but having an
unsupplied demand:

| Estimate
New Business Solicitation:

First 31,800,000. of gross at $2.00 per $l.00, $3,600,000,
Next . 700,00C. of gross at $L.00 per $1.50, .1,050,000.

Engineering Expense — 2% of Consumers' COst, 160,000.
Financial Expense - 2% of Consumers' Cost, igg,ggg.

Supervision, ete., 10%, :
Total Cost of Acquiring BusilesSSececececcccceces 55,407,000,
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| The assumptions upon whicb. this estinate is bazed are out
of lme with those that should nornally de assumed, we belleve, but,
taking the Compeny's own set-up that there is & potential load in a
distri&t:. being elready served but having en unsupplied demand, it is.
preaxmptuoué fo assume that consumers demending service would 'need
80 much monéy spent upon them to0 induce them to come on the systenm,
a.nd that there wou.?.d. be need of such & large ‘amount to take care of
a.ll actually necessary expense of n:cocuring the business.

2, The cost of consolidating & number of small unprofit-
eble systems, aggregating the same gross load here contemplated.
The COﬁpany estimates tht.a.f the gross revemme in 1924 would be
2, 500. c;oo.oo- the net revenue $900,000.00; and that the pu:rch;s.u

' or the Universal property in 1922 was on the basis or $5.56 per
$l.00 or gross revenue, and that of the United Light and. Power in
1915 on & basis of $4.10 per $1.00 of gross. The Company witness

assumed 2 cost of $4.00 per $1.00 of gress.

Estima‘to
Property and Gross Revenue, $2, 5oo,ooo. at 34.00, ' 810,000,000,
Steam Plant Similar 0 North. Beach : 1,300';000._.
Ldjustments to System ~ 10% of $10,000,000., 1,000,000.
Tom, TR REE NS $13,500,000.
MPMS:.C&]- Hoperty -...l..-.‘.......'.‘... 8_.100’000.

Value Of BuSINeSS cecececssssscocscsssse § 4,200,000,

3. The expense incurred in purchasing prorita.ble going
utilities serving tho same load as here considered. Here the
witness for the Company uses the cost to the Company ¢of the City
E]Jeotric Compeny in 1911 of $6.70 per $1.00 of gross revenue and
$17.50 per $1.00 of net. Tlﬁe rigures'shown below include & sub-
stential amount as paymen&: ror the going value of a successful

enterprise.




‘Estimate

$2,500,000. gross &t $6.70.cccc......5$16,700,000.
900, OOO. net 8% $17.50 cecceconnnn. 15800,000.

I.eas physical propertyececccccss 8,100 000. ,100,000.

4. The historical cost of acquiring the San Franciseo
electrio properties, based on the a.otual erperience or the COmpany
' Estimate

TAOnual Gross : Cost of : Cost per $l.00 :
:Revenue (1623) : Acquiring : of Annual Gross -

City Rlectric, $017,000.  $3,470,657. $3,79
Consolidated Electric 230,000. 110,452, . «48
Universal, : 354,000, - -

Total Purchased, $1,501,000. $3,581,109. $2.39
Current New : : A
, Bllain0$8, - 814,000. 447 ,473. 055 R

Toteleceo.. 52,325,000,  $4,028,582. $1.76

'

The primecipal fallacy in the three estimates above is the
fect that the Company witness assumes that the reascnable reprodic-
tion cost of attaching the business considered in tbis proceeding
should be measured by the cost of profitable and unprofitable
properties purchased by the Company to meke its eutry into Sem
Francisco and té extend i1ts operations, especially where such
properties held more or less strategic and auisance p'c;si'tiohs'.
The City presented an estimate of going value, wWhich in-

cludes cost of developing the business, in the amount of $530,000.

. This was based upon the theory of going velue as advancod"oy Dr.
¥. F. Durend, & witness for the City. Dr. Durend defines zoing
velue as that warth attached to &n operating business over and '
above the cost of the property and material in plece, the total over-
all being the market velue. EHe lays down the following premises
which form the grownd work upon %hick to arTive &t an suswer. ' The

rate base and the historicel investwent will be practically identi-

cal, which meens that return received and interest paid will be
17—




rigu::ed upon the same capi:'ggl smount. To the owxer, therefore,
golng v:i‘al.?:_.g wiil be the capitalization at market rate of money of
the dirrerende ‘betvreon return and cost of money. ‘The bﬁyer ﬁi“ll
be willing to accept a somewhat lower return on his capitel, but
what this will dbe depends upon the attractiveness of the enter-
prise, the over-all rate of return from his investment, and the -
obligations, risks (imcluding condemnation) and cares which must be
aqmed..- The cost of qttaching the business 'is included in the

going velue. And, lastly, whilq some of ‘th_e dements of goling

va;Lue mey be arrived at mthmtioany, the £ingl answer Is the
rasu.lt of the exeroise or jud.gment. | '

. Another witness ror the City, in a gene:ral wey, ad.optod
the theory outlined above. In arriving at the figure of $530 »000.00
he took into comsideraticn the pdst end possibleé future g:.‘owth ot
the City; the rate Sase end attitude of this Commission toward rate
base and rate fixing; cost of coznecting up the business, which
ipo;.faq:og losg of profit or earning during the necessary time to
connect up the business after construction; possible risks of the
businoss, dncluding zmmioipal condemnation and oompetition, but no
consideration o0 preseat competition; and ’che fact that earnings in
Sen Franciseo are greater than for the average of ;he whole system.
One of the checks made by the Witness to test his estimate was to .
mltiply. th_e Sen Frencisco historical rate base by the difference
between the rate of return comsidered to be presently allowed by the
Commission, 7.6%, and the probable cost of momey to.the Compeny, 6.2%,
capitalize this result at 6.2% and divide by three. The difference
between the wWhole emount obiained by.cppi_.tg.lilzp.tion and p:ﬁe' opne-
third of such amount is expleined by the witness to be lazjge;y due to
the risks of the busivess end the fact that oapital must be encouraged
fn Californis. The Tisks include those due to possible mmicipel .
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competition and condemnaticn and changing attitude of the Coumission.
The Commission hes recently considered this theory and:
method of its epplication in Decision No. 20707, Application No.
10882, application of the City of Los Angeles for valuation of cer-
taln properties of Southern Celifornia Edison Company, and what was
said there is applicable to the instant proceeding. We quote as

Lollows:

' "One can follow to a consideradble extent the .
formula for going value herein laid down and follow=-
ed by the city, dut it wounld seem impossible to agree
with all of it and particularly with the extra-
ordinary effect given to the fact that the property
in question is subdject to condemnation and parallel-
ings I faill t0 see how ordinerily the liadbility
of being condemned substantially affects the going
value of a public utility. A public utility is not
usually dartered and sold as are other businesses.
The possibility of delng condemned facing an ordi-,
nery business quite likely might seriously affect the
roperty adversely, although this would not always
be 50. But in the case of a utility which occuples
a derinite field in & monopolistic way, whose financing,
income, rates and service are regulated, and whose
teking must be compensated, it would seem that any
possible buyer would not depreciate its already
restricted going value., The possidbility of parallel-
ing would have a very definite effect, bdut even there
we must be aware that usuaelly the municipality 1s the
only party that might do this and that it would de
disadvantageous to the city as well as the compeany.™

And generally rega.rding go:!.ng value we quote the tollow—
.‘Lng from the above Decision No. 20707, as a.'l.so applicable to tho
1nsta.nt mtter-

"As intimated above, the going value of a pudbliec
utility is much less elastic and perhaps more stable-
within its limitations than that of a private bdusi-
ness. « The private concern takes on no public respon-
sibility, dbut by means of its wares, service and
public relations-develops a going value :(aside from
& good will) wholly by its own efforts and upon which
it may treade without limitation. The utility assumes
an obligation to serve which it camnot escape, except
by comsent of governmental eauthority, and scquires.
the right to continue with & certain protection. I,
in effect, enters into a contract with the public, the
result of whick is to0 allot to some extent The value
of 'going concern &s well as good will between the
contracting parties. The methods of arriving at
going concern for a private bdbusiness, therefore, can-
not be applied in full %o a public utility.”
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The element of value defined as "Going Concern™ exists
in this property to a substantial smount and will de conéidered in

the final figure of Just ccmpensation, ' '

'Depositions {rom four witnesses in the east as o market
value of thesa properties were taken end included in this record as
part of the presentation by the Company. A sumery of these
Tigures showa' the following:

Zstinates of Market Value

Woodward. £ddinsell . witohell
Total System with §74,500,000. 565,000,000, 3721'&5"000. £$75,000,000.
San Francisco, : :

Total System less . 42,000,000.  40,000,000. 3$,000,000, 50,000,000.
Sen Framecisco, ) . ‘ . )

$32,500,000.  $25,000,000, $33,000,000. $25,000,000.

These witnesses were matagers in or members or different
investment banker firms. They based their estimates on a cartain sot—
up of general facts and figures regaxrding these properties givan then
by the Company. They had no personsl up-to-date lmowiedge of the -
prqpem;ieg. It is pexfectly obvious that neither these witnesses nor
any other expert would give a final figure of market value for a
purchaser upon the informetion underlying the above figures. Three
of the witnesses derived a judgment figure without disclosing 'any
substantial basis for their Jjudgment. The other Witness vrent into a
little detail but in some of his caleulations used capitaliza.tion of
income, which method hag heretofore been, passed npon by the Commission.
We can give very little weight to the figures disclosed by these

witneaaes.

Wo recommend, after considering ell the evidence, that v'the
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Commission find as a fact that the Just compensation, not including
severance dameges, which the City should pay to the Company for the
land and property to be taken under this applicetion, including '

going concern, is the sum of $8,440,000.00.

SEVERANCE DAMAGES

The engineers of the Commission presented no estimate or
testimony as to damage caused by severance. The California Farm
Buresu Federation presented an estimete through exhibits and testi-
nony as to severance damsge. Due to the rﬁct that this estimate of
the Bureau's engineer was founded upon a beasis similar to that

' advenced by the Compeny for ‘just compensation, which we have already .
~Tejected, We deem 1T umnnegessary o consider his results.

The City and Company présented e'stima;tes ‘or éevefance
demages which are set forth'in the followlng table, both being taken,
from the record and mo&;riéd according to bdriefs, &s near as oould

sra S
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SUMMARY OF SEVERANCE CLAIMS

Itenm of Equipment company City
‘Bay Cables No. 1 2nd NOs 2, eeeeeeaess  $214,359, a192 337,
Bay Cable No., 3: | '

Section L’ ' EEEEEEEE R NIE N NN NN NN IEN RN ] 55’120’ 47,390.
" , TEESEEEFYEEEEE N R RN B N N NN J 76’035. 35,781‘
" c’ [EEEEEEEERE RSN NN N NNENNNNENRZS ] 5’6570 4,881..
" D, '"EEEEREEEERNENEEERENRERENR NI N N NN B "47’%7. 25’9%.
Bay Cable No. 4: ‘
&ction A’ ...I-.-..OOO-C.t.-.‘.‘... as’m. 211,973.
' " B’ s PG LGB BbO B ERAERAETES 42’088. 41’057.
'!' c"-00-..-..-..-5-..‘-.--..o 150’9390 88,769.
Tie I.iﬁe ~- 4th Ave. to Yerba Buena Sub., 24,698. 22,043,
Tie Line - Golden Gate Sub. to Yerbe ‘ '
&ana &lbc, ----- [ EEEERE XN N W R NN} 45,310. ' 47’8910
Tlectric Sub. Equip. at Bush, Phelen |
' - and Whitney Statlions: ' .
USQIOSB Eq_uipmﬂnt, IR NN NN RN NN . 227,108‘ 124’462.
: Usable Equiment” ‘.’.l;....".'tll....‘ 36,8&0 Y . 54'%5’
Tlectric Production Zquip. &t Bush S 3 :
and Phelen STtations, eeceses-es 374,408, . 62,198,
Land ané Building at Bush Stetion, ... 142,242, 30,320,
Zydro Production end Transmission:
) DiVGJ.'Bi'W, "IN R E R E R N N N N & 2 J 7,629,000' NOBO
othe: mesa costs, T EEEEREEEREE R N B B N J 9’591’0000 1,797’104.
General Administration EXpensSs, ccec.. 778,000, None
TOTAL SEVERANCE DAMAGE, $19,626,373.

$2,766,465.

The City's estimetes above are,on many items, mach too low,
becanse of the use of historical cost and the straight line method of
depreciation. The City has also falled to sufticiently take into
account, aside from purely paysical demege, other causes of dmnaée to
the property not teken. With these correctlons mads, the City's.
figures point neerer to proper severance damage fhan those of the
company.

The Compsny's estimetez, in most instances, of damage
attsching to s;peciﬁcuunits of %le system remaining after severance
PO
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were more indicative of the proper resulis than were those of the
City. In other items of severance the comsclusions developed by
the Compeny have nét been particulerly helpful. In its estimates
of demege to hydro production and tramsmission the Coxpexy indulged
in most obvious speculations, nmade use of capitalization of net
income and loss of net income and ar:ived. et widely varying results
by different methods, We are unable to see whierein -these methods
give estimates which relate themselves directly to the damage sus-

tained because of production and trensmission property rendered

useless end the diminmution of velue of the remeining property. But

12 there could be found any such relationship, the uncertain emd
highly speculative oha.rac‘ceﬁr of the nmethods renders them unsa:e{ .
for use. |

The Company in this proceeding is entitled to an awerd of
severance dammges for loss sustained through diminution in value of
the property not taken, including cerrying costs on property rendered
permenently and temporarily less useful. For the guidance of the
Commission in this proceeding in thus fixing severance damages
evidence has been introduced showing loss of propérty rendered
permanently useless, carrying costs on property rendered permenently

and tempofa:ily lescs useful, and loss sustained by reason of many

other eosts tending or purperting o establish dzinution in the
value ¢f the remaining property.

Te recommend, after a thorough study of the evidence, that
the Commission £ind as a fact that the totel Just compensation to bde
peid by the ci'cylto the Compeny as seversnce damages, after the taking
of the land end propexrty descrided im the application, is the sum of
$3,375,000,00. |




FINDINGS

The City and County of San Francisco, & municipal corpore-
tion, having filed with the Rallroad Commission om the llth day of
February, 1924, a petition as above entitled, and the Commission
having proceeded in 'accord.anoe with %he provisions of section 47(Db)
of the Public TUtilities Act to fix and determine the Just compen.éa—
tion to be paid by the City and County of Sen Franciseo to Great
Western Power Compeny of California (a corporetion) for the te.k:ing
of the land and property described in Exhibit "A", attached to the
application herein and amended ax shown in "Api:.'l_t cetion to Amend

Petiticn" filed October 20, 1925 attached hereto, public hearings
having been held, the matter having been submitted end briefs filed

thereon, and the Railroad Commission being rully apprised. in the
matter, makes the following £indings:

le IT IS ZEREBY FOUND AS A FACT that the just oompensa-
tion to be paid by the City and COum:y'c.:r San TFrancisco té .-éros.t
Western Power Company of California (& corporation) for the .'Lan.d and
property. described In Exhibit "Av, attached.‘to the arplicationas
emended, not including severance damages, is the sun or $8,440 ooo.

2. IT Is HERERY FOU"\ID AS A TACT that the Just compensa-
tion %o be pad.d. by the City ancl County of San Francisco to Great
Western Power Company of Calirornia (a corporation) as severanoe
&amages after the taking of the land and property deseribed in
Exhibit AT a.ttached. to the e.pplice.tion as amended, 1s the sum or
§p3 :575,000.




3. IT IS EEREBY FOUND AS A FACT that the total just
compensation to be paid by the City and Cownty of Sex Francisso to
Great Western Power Company of California, (& corporation) for the
taking of the land and property describded in Exhidbit "A™ attached

%o the application as emended, 1s the sum of $11,815,000.

‘We oconcur in the foregoing opinion and findings, and
the seme are hereby approved and ordered filed as the opinion and
rindings of the Railroad Commission of the State of Californie.

| Dated at San Francisco, Califoinia, this /7>/ day
//444r1, ., 1s29. " |

,////

/ Commiss ioners.
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