SOR
Decision No. Ziui; o)

BEFORT THE RAILRCAD COILISSION OF IFZE &

In the Motter of the Lpplicatlon of
TRANCIS LAND AND WATER COLZANY,
a corporation, for permission to sell
its water system to Public Utilitie:
Celifornia Corporctiorn, & coryoraticn,
and of Public Utilities Californis
Corporation to acquire and operate
said system and to issue $103,000.00
per value of its cepital stock iz
connection with the acquisition
thereof.

B T Y NGV L LD U AR M e g

Orrick, Palmer and Dahlguis?,
by Eillyer Brown and Christopher Jexks,
for Public Utilities Californie Corporation.

Jemes 7. Eenderson, for
Trencis Land snd vater Companye.

BY THE COLMISSION:

In this proceeding the Reilroed Commission 1s asked %0
approve the transfer of the public utility water properties of Francis
Land and Tater Company %o Pudblic Utilities Californle Corporatién axd
suthorize seid Pudlic Ttilities Califorria Corporztlon to accuire end

operate seid properties and to issue 1n poyment therefor, ac said

properties existed oz September 230, 1928, §£103,000.00 per value of its

common capital stock.

Francis Land and Weter lompazy is & Californla cCOTpoXra-
ticn ond has for many years been engaged in the dusiness of distri-
vustirg water to the inhabitents of Ferndale sad vicinity, in Hurboldt

County. Under date of September 19, 1928, the Framcis Lond and




Teter Comperny granted to 7. B. Foshey Company an option (Exhibit "A")
To purchase all of its properties constiituting its water w%%&#?%?%%eﬁ
with adjustment Ior taxes, consumers advances and accounts at the time
of closing, for the sum of $51,500.00. Subsecuently on Jenuary 7,
1929, Francis Land end Tater Company reduced the option price %o
$49,000.00. On. Februery 1, 1929, . 2. Foshay Co., successor of
. Be Foshay Compeny, agreed to sell 2ll of 1ts rights under scid agree-
nent to the Public Ttilities Californic Corporation for a comsiderstion
of ;103,000.00 of stock of said Pudblic Tiilities Callfornias Corpora-
tion.

The properties to be translerred asre sald te consist of about
113 acres of land, 2.51 miles of water collection mesins, 7.97 miles of
transmission end distridution meins, two concrete reservoirs, two red-
wood tanks, services and meters. It appears that there are 387 con-
nected services, of whickh 261 aré metered; 116 are on a flat rate
basis; while 10 services are inactive. The storzge capacity ol the J
resexrvoirs is reported at 1,597,500 gallozs.

Appreissls of the properties have been submitted by The Love-
land Engineers, Inc. znd by representatives of the Engineering Dcéart-

ment of the Commlssion. The Loveland Inzineers Inc. submitted the

following figures as of September 30, 1928;-
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Representatives of the Zngireering Devaritment of the Commise
sion Testifled as to what in their opinion wes the originel cost of
the properties, including present value of land and the originsl cost
of such properties less depreciation, calculated on 2 Tive percent

sinkins fund basis. Their testimony shows the following;-
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The testimony ol the Comzission's engineers weas limited o =2n
estimate of the oriminel cosv of the propertles, which are the subject
matter of this applicatlion, including present value of iand. They
dld so0 because the Commission, as epplicants-~pariiculerly 2ublic Ttil-

vlies Colifornie Corporstion--well imow, has repeatedly held that
apitalization of public utility properties should be ovased on the
actual or estimated cost of the properties. In the event the proper-
tiles are not new end the actual cost is rot known, it is willing %o
accept wn estimate of zuch cosve. It requires tret allowence be made
TOr sccrued dedreciation anc thav cldéeration e glven to the earn-
ings of <the properties. The reason why accrued depreclation 1ls con-
sidered 1s because the purchasing compeny aessumes the liability <To meaxke
replacenents. In the mojority of cases the purchaser does nov
culre any cash set aside to vay for such replecements. Tis only mesns
to secure such cash is vhrough the Issue of securities or sdvances.
Obviously, i the Commiscion were to zccept the seltual or csiimated
criginel cost mew ol the prozerties and then also authorize the iscue

o7 securities to make replacexents, over=-ceopitalizetion would result.
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The Loveland Engineers Inc. in their zppraisal of the

oroperties include $10,000.00 as going comcern value. Ia our opin-

ion, sueh & value huc no place in en estimate of the original cost
of the properties. The Commission iz Decision No. 19467, dated
Mareh 4, 1928 (Volume 31, Opinions zrnd Crders of the Rallroad Com-
nission of California, vages 527 and 334) and Iin many others, has
held %that an alleged golng concern value is not an element of value
which should be capitalized througk the issue of securitles., In De-
cision No. 19467 the Commission rejected sn elleged golng concern
value of $1,745,000.00 and in so doing said--

"ris Cormiczsion hes never heretofore sllowed the
capitalization of potentisl values, nor has it permitted
sublic utilities alfter a period ol operation 1o re~Ifinexnce
or re=capitelize their properties upon such & basis that
+ue outstending securities thereof would De increased %o
reflect en clleged 'going concern value' claimed tTo have
been esteblished subsmguent to the comstructiorn of the
properties in cuestion.”

An allowence of $2,000.00 for orgenizoation and preliml-
aery expense claimed by The Loveland Exngineers Inc. is not sup-

-

ported by cny satisfactory evidence. This property was not con-

ceived as o complete entity or planned at the time of 1ts concep-
tion as 1t exists vodsy. Like meny other water systems, 1t served
But e Tew consumers ot the stert and since then hos greduclly been
extended until 1t reached its present stege of development. There
1¢ nothing in the rTecord Lo show thet the company hes 10t Deen
reimdburzed TOr sny expenditures it mey bave incurred Ior develop-
ment and recomstruction purposes in past years. It 1s not reason-
able to assume thet &s much wes expended for organlzation snd dre-
limary purnoses on this property os would de expended to date for
the construction of 2 weiter system to serve Ferndale and vicinity.
we will ellow for organizetion end preliminary expense the sum of

~E00.00.




The {7,500.00 alleged by The Loveland Zngineers as the
volue of water rights I1s admittedly not axn historxical cost figure.
It ropresents thelr estimate ol the present velue of water
>lghts gnd even &s such an estimate, does not appear 1o be based
on any detelled study. e will ellow for water rights $700.00
which, according +o tke estimote of 2. E. Harroun, on assistint
englneer for the Commission, represexnts his estimate of <he cost

dition, we will allow 4L1,500.00 for ex-

&S L0 tre physicel properties ing land &t precent
velue, The Lovelznd ZEngineers *nc. report on estlzmated orlgimal cosy
depreciated of £60,466.00, including $758.00 seid to rcpresent the
cost of cequiring lands, 25 compared with $48,712.00, reported by
the Commission's exngineers. The difference amounts to §$1L,754.00.

0f this difference, o7 683.00 annlies to lends end rights of way ond
A r W' B2

U4,071.00 to other prysicel properties. The {4,071.00 diflerence

om the use of dirferent unit nrices, different overkead
allowsnces ond the celeulation of scerued depreciation on a six end

ive percent sinking funé besls. The Loveland Izgineers Inc. use

& six percent, exnd the Commiscion engineeXs, & Iive pe:oenf sinking
fund besis. 48 T0 the present velue of land and rights of way,
there 1s & diffcreace of $7,663.00, between the englneers. The

only evidencs offered as to the value of the land by applicants which
1g worthy of any consideration, is 4that of D. T. Francls, of Froncls
Laend and Jater Company. Ee testified as 1o the value ol VWO per=
cels of lond uggrecating 106 acres, to whickh The Loveland Engineers
Inc. assigned & value of £10,300.00. Z. R. Rodbins, ar assisvant
engineer for the Commission, assigned vo the sexe lend o velue of
$4,100.00. The testimony of neither eppears to us to be conclusive
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on the matters at issue. e heve consicdered thelir testimory and

as 2 result of suth consideration, will allow $8,000.00 for the

lend znd rights of way. 4As to the other physical properties, we

£ind the estimcted original cost less depreciation to de y4l,852.00.
Summerizizg; we £ind that the estimated original cost,in-

cluging present velue of lard,of the properiies which Francls Lexd #

and Water Company asks permission to sell to the Public Ttilitles

Celifornie Corporation, to be $64,827.00 enc such cost less accrued

depreciatioz, to be [53,987,00. The order herein will suthorize

the Pudblic Utilities California Corporation to issue iz payment for

the vpropertles $54,000.00 var value of its commoz cepitel stock.

mhe difference between such amount of stock ané the estimeted originel

cost of the properties should be credited to the company's reserve

for accrued depreciation.

Frencis Lend end Tater Compary, having asked pemission W
cell its pudblic utility water propertles to tlre Dublic TUtilities
California Corvoration, end Pudblic Utilities Califormla Corporation
reving asked nﬂr"‘ssio* to accuire such propertles, operate the sae,
ard to issue Ll03, OOO 00 par volue of its common capital stock 2
vayment for tte proderties, o public heering having been held ovelore
“xaminer Fonkheuser endé the Commission beilng of the opinion that
the transfer of the properties is in the public interest, but that

Dublic Ttilities Celirfornia Corporation should not issue more than

554 ,000.00 par value of Lits common cepitel stock in peyment for

such properties; thet the money, yroperity oT labor to be procured or
vaid for by the issue of the $54,000.00 per value of common capital
stock is reasonably recuired by apylicant, Public Ttillities Celdi~
Zfornia Corporatior, that the expenditures herein cuthorized are not
i1 whole or in pert recsonedbly chargeable 1o overating expenses or

[y
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to income, axd that this gpplication insofar as it involves the

issue of $49,000.00 per value of stock should be denied without pre-

judice. therefore,

I Is HEREEY ORDZRED as follows ;=

L. Francis Lend andéd Tater Company ey, on or dDefore Decem-
ber 3L, 1929, sell and transfex the propertles described in this ep-
plication, znd more particulerly ia Zxhibit "C" filed in this pro-
ceeding, to Dublic Ttilities Califoraie Corporation, which is hereby
authorized to acguire suck properties cnd operate tle same;

2. Dublic Ttilities Californie Corporation may issue at |

not less than per on or before Decembder 31, L1929, L54,000.00 pax

velue of ‘345 comop capitel stock in pamen‘t or the aforesaid
properties.

S. This applicatioz insofar as it involves the lssue of
549 ,000.00 per value of common capitel stock of the Public Ttilitles
Celifornia Corporation, be, and the same is héreby denied without
prejudice. |

4. Public Utilities Califorﬁia Corporation, if it accuires
the aforesald properties, msy charge to its fixed capital or othex

et cccounts, en omowat not exceeding (64,827.00. If it pays Ior

said properties more then §54,000.00 per velue of its common capital
stock, it mast ehorge the difference bDeiweez the £54,000.00 exd the
orice paid, to its corporate surplus account.

5. Twithin thirty days after the acquisition of the pro-
perties of Francis Land and Water Company, Public Ttilities Cali~
cornia Corporation shall file with the Reilroad Commission a certi-

fied copy of the deed by which it acquires and holds title Yo said

properties.




6. The authority herein granted will decome effective
ten days cfter the date hereol.

7. Dublic Ttilities Californis Corporation shall,

<thin thirty days after cccuirizg the aforesail propertles, Lile

with the Reilroed Commission for approval & copy of the dook~Xeepizng
entries, by means of whickh it records the purchese of the aforesaid
properties and the distribution of tke purchase price to primary ec-
counts. It skell elso file with the Railroad Commission reports,
as Tecuired by the Commission's Cenerzl Order No. 24, which oxrder

insofar as epplicadble, is made a pory of thils ordcr. V==

DATED ot Sen Francisco, Celifornia, this L day of

Dy s

—
. ‘?
r

\_\__\J—CMW

%7%0&7//¢M
S

%/ﬁ@

Conmissioners.

September, 192G,




