
In the ~tter or the A~n11cat10n ot 
~crs LL'ID .bJ.\"'D 'jjAi']:R COU?.tlli'"Y, 

a corporation, for permission to sell 
its water systom to ?ubli¢ Utilitie~ 
Cc.l!.1'ornia Cor!,orc.t1oIl, e. corl'or::.tic'::J, 
and of Public Utilities Calitorn1a 
Corporation to ~c~uire and operate 
said system and to issue ~l03,OOO.OO 
par v~lue or its ca~ital stock ~ 
connection with the·c.cquisition 
thereof. 

Orrick, P~er ~nd Dahlqu1s~, 
by Hillyer Ero~ and Christopher Je:ks, 

for Public Utilities California Corporation. 

J~es ~. Ee~derson, tor 
:Francis Land e.nd ::"ater Coz:lpany. 

BY TEE COMUlSS!OK: 

C?IRION 

In this proceeding the l'ailroad Commission is ~sked to 

ap?rove the tr&nster o! the public utility water properties ot Francis 

Land and Ttater Co:pany to ?~b11c Ut:llties california Corpor~t1on a~ 

authorize said Public Utilities Ca11fo~ia Corpor~t1on to ac~u1re and 

operate ~1d pro~rt1es and to issue 1n p~~ent therefor, ae s~id 

properties existed OIl Sept~ber 30, l~28, ~lOZ,OOO.OO par v~lue of its 
. 

commo~ capital stock. 
Francis Land und~ater Co~pa~y 1s a Calltorn1a corpor~-

tion ~d has for many ye~s been engagod i~ the bus1noss of d1str1-

butj~ wate~ to the ~b1t~t~ of ~er~dale ~d vicinity, in ~oldt 

county. Under date of September 19, 1928, the FranciS land and 
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~ater CompaDY granted to ~. B. Foshay Company an option (Exh~bit ~L") 
and w,e. tel' .. to purchase all of its propert1es constituting its water workslsyst~ 

with adjustment tor taxes, cons~e=s advances and accounts ~t the t~e 

of closing, for the sum of ~51,500.00. Subseq,uently on Je.nue,:ry 7, 

1929, Francis ~nd and ~ater Com~~y reduced the option price to 

On February 1, 1~29, ~. B. Foshay Co., successor or 

~. E. Foshay Company, agreed to sell all of its rights under s~1d aeree-

~ent to the Public Utilities Californ1~ Corpor~t1Qn tor a consider~tion 

of ~103,000.00 of stock of said Public UtiLities california Corpora-

tion. 

The propert1es to be t=~sterred ere s~id to consist or about 

1~3 acres of ~d, 2.51 miles Of water collection ~1nS, 7.97 miles or 

transmission and distribution ~ins, two concrete reservOirs, two red-

vrood. to.:o.ks, services :!Ild meters. It appears that there are 387 con-

nected services, of which 261 are metered; 116 are on a flat r~te 

basis; while 10 services are inactive. The storage capacity ot the 

reservoirs is reported at 1,597,500 gallo~s. 

ApJ:>re.1sals of the propext1es have been submitted by :he Love-

land Engineers, Inc. and by representatives or the Engineering Depart-

ment of the Commission. The Lovelan~ Engineers Inc. submitted the 

tollow1ng figures as of Sept~ber 30, 1928;-

: : :R~J''Orclauc t 10::. : ~:;rtd.m~. toQ.: ~l.151dns 

:P.eproduction:Cost New Less: Original: FUnd 
ITEU · Cost Xew : De?rl"leiat1on : Cost : 1..c cumu'.a t:!.al · Physical properties · vlO2 ,701. • r.; 86,01:2. ::.; 6~ ,elO.:~ 9,902. · ·V 

Organization end Pr~- .. · · . · · .. .. 
l:!..::11:o.a.ry expen.se : 2,000. · .2,000. : 2,000.: · Franchise .. 250 • · 250. · 250.: ......... · .. · Cost of acquisition of: · · ~ · · .. 

lands · 758. · 758. .. 758.: ........... · · · :rater rights .. 7,500. · 7,500. · 7,500. : ••••••• .. .. .. 
Gp1ng concern value · 10 aOOO. .. 1°..1000 • .. 10 z000.: · · .. 

'rOTAI. ••••••• : ~i23l!259. · .... 106,5Sb. .. 'f~Oal18·:X 9,902. .,... · 

The physical pro~erties include a total ot ~13,775.00 for 

lands e;c' l'ishtS ot way. 
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Represe~t~tives of the Engineering Department of the Comcis-

s10n testified as to ~het in thei: opinion nes the original cost or 

the properties, including prezent value of land and the original cost 

of such ~roperties less dep=ecia~ion, calculated on a five percent 

sinkinG fund basis. Their testimony ShOi':S the following;-

: ~s~~ted Orlgln~ :~s~~te~ origlriAl 
IT'El: : . . IJ,'o.nsible cap1 tal 

Int~neible ea~1tal: : 
Organizat1on ..••• : 
?r~oh1ses ••••••• : 

Cost New :cos~ Less ~e~reciation 

600.00 
250.00 

· · · · · · 
600.00 
250.00 

r,Vo. ter right s.. .. .. •• :_~~~-.;.-:;.:.;~~. __ ....:.. _____ ~~.;.;~~ ____ _ 
TO'!'.bL, ............. : 

700.00 · 700.00 · 'c' 60,,977.00 ;;;00.262.00 · .( · 

~he testimony ot t~e CO~lssion's engineers was limited to ~n 

est~te of the oriG1~1 cost of t~e properties, which are the subject 

m~ttor o~ this applicct1on, including present value of land. They 

did so because the Co~ission, as applic~ts--?articularly ?ublic wtil-

ities C~lifornia Corporation--well know, has repeatedly held that 

tte capitalization of ~ublic utility properties sbould be based on the 

o.ctu~l or esti~ted cost of the properties. In the event the ?roper-

ties are not new e.nc. the c.ctue.l cost is not known, i't is willing to 

c.ccept an est~te of suc~ cost. It re~u1res that allow~ce be made 

~o~ accrued depreciat10n ~~~ tha~ conz1de=atlo~ oc given to the earn-

ingz of the properties. The reason ~hy accrued depreCiation is con-

sidered is because the purch~~ing company assumes the liability to make 

=e~l:.cer.:.ents .. In the ~jority o~ cases the ~urch~ser does not ac-

~u1re any cash set aside to pay for such replacements. Its only mecns 

to secure such cash is through the issue of securit1es or ~dv~ces. 

Obviously, i~ the Comm!s=ion we=e to ~ccept the ~ct~l or csti~ted 

c:':!.Ginlll cost ne'i'l 0: "';he pro~erties a:lcl then also :lutho=1ze the issue 

ot securities to ~e rcplo.c~ents) over-capitalization would result. 
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The ~ovel~nd Engineers Inc. in their ~ppraisal of the 

p!'ope::'t1es inoludo ~;lO,OOO.OO as soing conoern ·lalue. In our o1'i::1-

ion, ~uch a v~lue h~s no ~lace in ~ es~~te of the oriG1n~1 coct 

T~e Coremission ~n Decision No. 19467, d~ted 

~:::-c~ .~, 1928 (Volume ~l, Opinlons ane. C:-de:rs of t::.e Rail:road COtl-

IUss10ll of Califo:'n!a, pages 327 e.ncl 334) and. 1n many others, ha.s 

held tto.t :m clleeed. €oing concern va.lue is not an ele:c.ent ot value 

which ~\hould be ca:pi talizec. through the :1. seue of secur:!. t iec. In De-

cision No. 19467 the Co~ss10n :'ejectec. an alleged goine concern 

v~lue of ~1,745,OOO.OO and in so 'oine said--

"Tn! s Co:crn.i:::' s1o::l has r.ever hereto:!."o::e allowed the 
cu,italiz~t10n of potentiel values, no:' has it :pe:::-mitted 
?ub11c utilities atte:' a period of operation to re-t1~~ce 
O:J~ ro-ca1'i talize the!:- properties upon such c. basis that 
t!:le outst~d1ng secur1 ties the:-eot' Vlo"..lld be 1::wreased. to 
relflect an c.lleged 'e;oine CO::lCer:J. vc.lue' claimed to hc.ve 
been estab11sb.ed subs:eq'\:..ent to the constructioIL or the 
properties in ~uest10n." 

An ~llow~ce of ~2,OOO.OO for organizc.t10n and ~re11m1-

no.ry ex:pI,nse cla1:!lled by The :'ove~d Engi!leers !nc. is :Lot sup-

ported by cny satisfactory evidence. ?hic property ~~s not con-

ceived as 0. complete entity or pl~ed at the time ot 1ts concep-

tion ~s it exists today. Like ~pny other w~ter systems, it served 

'but eo tew consmners at the stsrt and since then ho.s grc..du:.lly been 

extended ~til it reached its present stage of develo~ment. There 

ie nothing 1n the record to Show th~t ~he compuny has ::lot been 

re1mbu=z~d tor any expendltuxes it Dey have incurred tvI' develop-

ment and reconstruction purposes 1n past ye~s. !t 1s not reason-

able to assume that as much was expended tor organization ~d pre-

11mArY pur~oses on this pro:perty ~s would be expended to d~te for 

the construction o~ a water system to serve Ferndale and vicinity. 

',:[e w1ll allow for organization and p::e:"1:r.inary expense the sum or 

:~800.00. 
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11he ~j7 ,500 .. 00 ~;'leged. by The Lovelanc. Engineers as the 

vc.lue of v:e.ter r~ght= is :::.dIIl1tted.ly not &!l historical cost :"igul'e. 

It represents thei.:::, est~te 0: t~e :present value of the 7:~ter 

riehts ~nd even as such un est~te, does not appe~ to be based 

on any cet~11ed study .. '.Ie '.1ill c.J.lo"i't 1'01' water :::'ights :;:700.00 

,t'hich, according to tr~e est1mc.te of ? .. E. Ec..rroUD., :::.n assist~t 
eng1neer 1'01' the COoc1ssion, re,rcsents his est~te or tte cost 

or such rights. :n addition, 7:e will $.11ow 01,500.00 for ex-

v~lue) T~e Loveland Zneineers !nc. report ~ est~te~ or1g1nal co~t 

de~l'ec1c.tec. of ~60,466.00) includins ~758.00 said to :::'cpresent the 

:~e t1ffel'ence ~mcuntc to ~1l)?54.00. 

Of this difference, ~7,683.00 applies to lands and rights or way and 

The ~4,0?1.OO dif~erence 

ar1ses from the use of c.1~·teren t un1 t !Jr ices, d1f::'ere:::lt overhead 

allowance: and the c~lcul~tion of uccl'ued ~epreciat1on on ~ s~ and 

~he ~ovel~d Zngineers Inc. use 

!Uno. basis. .~s to the ~resent value o~ l~d and rights of way, 
tllere 1s c. d!:!'t":.:-o:o.co ot ~7,6$:3.00) oet1lee:c. tt.e ens1nee:::-s. Z'!:e 

only evidene~ o~:ered as to tLO v~uo o~ tbe l~e by c.pplic~~s wb1ch 

is ~ort~y o~ ~1 con3ide~atic~, is that o~ D. E. ~~ncis, or ~rancis 
I.~nd c..:c.c. :70. te:- Co:w.pc.::::y. 

cole ot lend ~esre~t1ng 105 ~cres, to whlc~ The I.ovel~nd Ene1neers 

Inc. assigned ~ value of ~lO,oOO.OO. E. R. Robbins, an essistant 

engineer tor the Comnission, ~ss1ened to the s~me land ~ value ot 

;';;~,lOO.OO. The test~ony o~ neither appears to us to be conclusive 
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on the rnztters ut issue. ,':e have cons1d.ered the1::- testlmony and 

o.S 0. re!":ult o~ ... <>,'''''h cons1o.e",p.~io_""I, ... .; 11 .," 10'" ·~·8 000 00 ~o'" the - ........... ... - _., ... -... "'I;', • ...... 

land _"'nO. r ... ~ """'ts o~ ' ........... y. ~. ~ to "''''0 othe .... """'y 1"" 1 "" 0"" ...... 1 eo ~ ~ A... 11_ ... ;I'" S va .;."r ~e ... " e ... , we 

find the est1mcted original cost less o.e~rec1at1on to be ~?1,862.00. 

St.ll:llD£.I'1zi:::.g; l'ie tind tho. t the est1.tl.:lted oriSinul cost ,in-

clUdins ~resent value ot la~d,of the ~ro~e=ties wh1ch Francis ~d r 

and ';':ater Compa:lY asks ?er!I:.issior. to sell to t:!le Public utilities 

C~lifornia Corporation, to be ~64,8Z7.00 an~ such cost less accrued 

deprcci5.tior., to be (;5~,987.00. The order herein will authorize 

the Public ~tilities Calitornio. Corporation to issue ir. payment for 

the propert1es ~54,000.00 par vclue of its co~on capital stock. 

~he difterence ~etween such ~o~t of stock and the esti~ted orig1n~l . 

cost of the properties should be credited to the comp~y's reserve 

for accrued depreciation. 

O?DZR 

Franc is Lc.nc. and ·::ater Compa~, havins asked peJlllission to 

sell its public utility water ~roperties to the ~blic Uti11ties 

CQlitornia COr~oration, ~~d ?ubli¢ Ut~11ties Cal1!ornia Corporat1on 

having asked per:iss10~ to ~c~uire such properties, operate the s~e, 

~d to issue ~103,000.OO ~ar v~ue ot its co~on capitil stock in 

payment for tbe ~ro?ert1es, ~ public hear~ h~1r.g been held oefore 

ZXaminer F~auser and the Co~issio~ be1ng of the opinio~ that 

the transfer of the prop~rties is in the public interest, but that 

Public utilities Cali~o=nia Corpor~tion should not issae noro than 

~54,OOO_OO par v~lue o! its coomon c~pitel stock in peyment for 

such ~roperties; that the money, property or labor to be ~=ocu=ed or 

paid for by the issue of tte ~54,000.OO p~r v~lue of common capital 

stock is reasonably required by a??11cs;lt, ?ublic Uti11 t1es Celi-

fo=n~a Cor~orctioD., that the expenditures herein authorized are not 

in whole or in pe.rt reasonably Chargeable to 0~erat1ng expenses or 
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to income, and that this ~pp~!catian insofar as it 1nvo~ves ~he 

issue of ~49,OOO.OO p~ value or stock should be denied without pre-

judice. therefore, 

IT IS HEREBY ORDEw~ as follows;-

1. Francis Land ~d ~ater Co:pany ~y, on or before Decem-

ber 31, 1929, sell and tr~ste~ the ~ropert1es described in this ap-

plication, ~nd more particularly in ~~ib1t "CW filed in this pro-

ceeding, to Public vtilit1es C~1torn1a Co~por~tion, which is hereby 

authorized to ac;uire such properties ~nd operate the s~e, 

2. Public utilities California Corporation may issue at 

not less than per on or betore Dec~~er 3l, 1929, ~5{,OOO.OO par 

v~lue of 'its common ca~ital steck in ~a~~ent fo~ the afo~esaid 
1':'01' erties. 

z. ~his ~ppl1catio: in~orar as it involves th~ issue of 

~49,OOO.OO par v~l~e of commo~ capital stock of the Public Utilities 
Cali1'ornia Corporation, be, and the se.:c.e is hereby denied without 

:prejudice. 
4. Public utilities C~lifornia Corporation, it it ac~u1:es 

the a:oresaid properties, ~y ch~se to its f~ed c~pi~al or other 

a:n:et ace ounts, an eI:lount not exceedi:o.g ~64 ,827 .00. If it pays :'o!' 

said propertios ~ore than ~54,OOO.OO par velue of its co~o~ capital 

stock, it ~ust c~rse the difference between the ~54,OOO.OO and the 

price paid, to its corpor~te surplus acco~t. 

5. ~ith1n thirty d~s after the ac~uis1t10n of tho pro-

porties or Fr~eis land a~d ~ater Company, ?ublic Utilities cali-

fornia Corporation shall file with the Ecilroad Commission a certi-

fied copy of the deed by which it ac~uires and holds title to ~1d 

properties. 
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6. ~e author1ty here1n gr~ted will oeco~e eftect1ve 

ten days after the date hereo:. 

7. ?ub11C Utilit1es California Corporation $hll~t 

within thirty days after uc~uir1:s tho atoresa1d pro~ert1es, tile 

wi th the Rc.Uro"!c, Com::Jiss1o:ll !o= ap:p::::-oval e. copy or the oook-keepi:g 

entries, oy mea~s o~ which it reco~ds the ~urehase of the aforesaid 

p::opert1es c.nd tbe distribution 01' tJ::.e purchase price to 1'=1marY ac-

counts. It shall also rile with tbo Bail:oad Commission reports, 

as re~u1red oy the Commission's Cenerel Order No. 24, whi~ order 

DATED at San Fr:mc1sco, C&llt'ornill, 'this 
It: 

2. t day o~ 
insofar as e.l'p11c~blo, is ~de a p~t of this order. 

Sel't~be=, 1929. 

II 
CO:::lI:llssione:::'s. 


