Decision No. QhAIN

BEFO.’:E TZE RAILROAD CQOLISSION OF TEE STATE OF CALIFORNIA

=0Q00=

In the Matter of the Application of 72 RN AN
TEZ CITY OF LOS ANGEIES and the BOARD
OF WATER AND POWER CCMMISSIONERS OF T=E
CITY OF LOS ANGELES, that the Railroad
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buting system of the Southern California
Edison Ccmpany existirg in certein
addivions ©¢ the City of Los Angeles.

Avplication No. 13437

Jess E. Stephens, W. B. Mathews and
George T. Tarren, for applicants.

Roy V. Reppy, 3. F. Wooderd and E. W.
Cunningham, for Southern Celifornie
Edison Conpany.

V. Turney Fox, for City of Los Aungeles and
Department of Teter anld Power of City of
Los Angeles.

Pexl Friedmem, for City of Los Angeles.

F. M. Bottorf, for City of Los ingeles.

SEAVEY, Comissioner:
OPINTON

This 1s a proceeding under Sectior 47(b) of the Pudlic
TUtilities Act in which the City of Los Angeles'and ‘e Board of
Weter and Power Commissiéners of the City of Los Angeles, herein-
after Teferred to as the City, ask the Railroed Commiszon to fix
and determine the Just campensation to be vaid by the City of
Los Angeles to Southern California Edisor Company, Ltd., herein-
alter referred to as the Company, for the toking of certein land,
property and rights of the Company. Suck land, property and
rights are described in the several exhibits attached tc; the ap=-
plicetion end made a part thereof, es supplemented by stipulation
end by emendments offered and sllowed by the Commission dwring

the pendency of the droceedings, and consist of the electric dis-




triduting system axnd franchise rights of the Company in certein
territories annexed to the City since 1922, at which time the
City purchased the then existing system of the Company within
the Civy. |
The application was emended by order of the Commission
dated April 2, 1927, by stipuletfon of the parties dated KNovexber
1, 1927, and filed witk the Commissioxn November 4, 1927, and dy
amendment allowed June 23, 1931.
During.the heerirngs the Company raised several polnts
of law in objection to the proceeding, which, after consideration
by the Cormission, were ruled upon adversely to the Compeny.
Just compensation fs herein to be determined upon said
lends, properties and rights ec of December 31, 1926.
The Compeny aere presenzs.ror consideration,rﬂgures of
conxpensation dased upon the same theory of capitelization of
- estinated net eﬁzzings as has been offered Zor the consideration
of the Commission meny tim&s nefore and as often rejected by
it. There are va&ious methods and fTigures offered by different
COmpan&'witnesses, »ut the bases are fundamentally the same.
There are numerous souﬁﬁ objections to this theory of the Coxpany,
which objections have been set out fully iz previous opinions
of tais Commission, as well as in various opinions of the urts.
The theory was rejected {n the decision of this Commission issued
in Application 10882, wherein the just campensation for cervain
properties of Soutkern Californis Zdison Compeny located withir
the City of Los Lngeles were fixed on petition of said City and
the Bosrd of Public Service Commissioners (Dec. 20707, decided
Teruary 23, 1926, 32 C.R.C. 579). The Comnission there seld,
page S82: " |
nhe income theory edvocated by the company in
substonce has been advanced in other proceedings
vefore ithis Commission and has not been adopted.

It is based upon adopted constents, which are in
fact veriadles. It assumes DT the indelfinite




future that this Commission will not change the
rete of return; <that the net returm, ‘the losses
end the risks incuxred will remein the seme; that
there will de a definite fulture »progrem of duilding
with denrecletion charges and prices remaining the
same; taal future cost of financing will follow
the present; that there will be a certein future
vopuletion; that no other form or mode of heat,
light or power will transplent, modify or compete
differcatly with the present electric service;
that certein estimated bHut unknown revenues and
opereting and maintensnce expexses will accrue;

and that many other Intangible things will come
to be realities.”

The order of the Commission in Declision 20707 wes up=
held »y the Celifomia Supreme Court by denizl of a vetitfion for

writ of review (S.F. 13461, Southern California Edison Comvany

vs. Reilroad Commission, et al., vetition denied May 13, 1929;

appeal dismissed and petition Lor writ of certiorari denied by
United States Supreme Court 280 T. S. 532, 588.)
| The record in t;e instant proceeding discloses nothing
rew in sxpport of the Company’™s theory of the capitelization of
estimated net earmings. It 1s illuminating to compare in the
following table the several figures of, the Company for total
compensation with the reproduction ¢cost new less depreciation
oT fhe physicel propexty:
Totel Compensation Dr. Soxie, Company Vitness $6,145,000 -
v Dr. Ross, - 6,245,928
B Mr., Xelley, 4,808,124
" . Trott, 5,091,547
v Mr., Balleard 6,000,000
‘Reproduetion Cost New less < ,
Depreciation, Compemy Witnesses 1,308,834
Tze problem of establisxing a LTigure of Just compensation
will be approeched elong the line heretofore used by the Commis—
sion, waich Ttakes into consideration all of the factors tenlding
to establish wvalue, includfing the earning power oL the properties.

It will be teken up and expressed according to the legel recuire-

ﬁ@n:s wader the two heads "Propexty to be Takexn™ and "Severance

Demages.”™




PROPERTY TO BZ TLXKEN

The property o de condemned, with the exception of
zaps and records, was Inventoried as of Decembexr 31, 1926 dy the

Commission's engineers, undef the close check exd cooperation

of the engineers of the Compeny end of the City. There deing

possidble no inventory work on the date of agplicatién the Cox-
mission engineers proceeded in the usual pfactical wﬁy of ad-
Justing the inventory with the additions and betterments dy
excluding overlapping work orders Lfrom the inventory and including
then in edditions and bettermen?s, or vice versa, depending upon
the progress of tﬁz'work under construction. This method witxout
question preserves the interest of the parties.

4 number of errors and omisslons, as is usual Iin an
inventory and valuation of tris nature, developeld in thisc case
and corxrections were made by the engineering staff dwring the
hearings. The Clty accepted the Commission engineers' -repro-
duction valuation and also the estimate of the Company—ror'cost
0% meps and recoxds. The differences to b considered, there-
fore, are tWose betweer the figures of the Company and Commission

engineers. The follovkEng table shows the Two estimates:




Leet, .
No. Classifticatlon - C.R.C. Company

Distridution Lands, $ 10,247.00 % 17,420.00
Distribution Structures, 12,978.,00 = 17,076.70
: " Subst. Equipment, 85,404.40 95,516.33
T Poles,Towers & Fixtures, 254,519,04 316,302.20
7 Q.2e Conductears, 171,324.06 215,176.40
" U.Ge Conduits, 42,834.33 39,681.63
" V. G. Conductors, 27,768.70 30,953.81
Line Transformers, . 78,787.17 86,513.76
Services, £9,274.16 112,302.07
Consamers meters, 168,046.15 182,880.58
Installations orn Coms.Premices, 6,509,332 3,910.70
Street Lighting Equipment, 100,801,.86 118,779.81
Comm. System Equivment, 930.33 760.52

Sub=Total, § 1,049,025.52 $1,237,274.41

Overheads, 176,592.72  219,573.80
Sub-Total, 1,225,618.24 1,455,848.21
Orgaxizatiox, 10,000.00 10,000.00
Franchkises, 400,00 -
Yeps and Recoxds, (Accepted) 7,685.94 7,685.94

TOTAL = o o o = o o o $ 1,243,704.18 $1,474,534.15

The prizcipel differences will be discussed under the ape
propriate headings.

Qverheads:

The Company contends that the zllowance of overaeads by
the Commission engineers which was ecut down from the 24=st estimate
1% not sufficient. I believe the recard sustefns the posLtion
of the Commiscion engincers that their estimates are sample because
of the extremely thorough studies and checks made durfng the
course of the hearings and because of the complete availadbility
of accounts s oving the getual experience.

Se




Land Values:

The Company here comtends for & valwe upon the lands
to be taken of over 70 per cent more than the valuation by, the
Commission appraiser. L study of the record, together with the
fact that the land bureau of the Commission has had prbbably nore

experience than any otker agency in evaluating utility prdperty

In the State and the further fact that its findings have waiformly
been fomd sownd and ¢uite generally accepted by utilities them-
selves In the past, leads to the ¢comelusion that Its figures here

are proper ones to use.
2

- -

The Commission engineers used priées corresponding to
those that the Company's experience Indicated did prevaii during’
the pricing period. The Company estimeted prices that a con-
tractor buying for this particular job would have paid. This
latter is hardly a falr criteriom, for a contractor capable of
doing this work would have zn established buying advantage greater
than the immediate work im hemd. But even If not, the Commission
engineers? method seems more reasonably applicable here because
the property must be comsidered for comstruction under the con-
ditions surromding it at the time. As situated, It undoubtedly
would not be proénced except by ome of the large utilities
or by the City, any ome of whom would have at least the purchasing
power and facilities for construction here assumed. The use of
.the Company's’price experiences and the Commission engincers?

estimates as to what the Company should have pald seems Justified

25 a measure Of costs.




Labor Costs:

2oth the CQmpany end Commission engineers based their

lobor costs upor studies of the Compamy®s work orders. The

Commission engireers used as a basis for estinating lador costs
vhe uzit costs thus obdtained from the records. The Company, on
the other hand, added 20 per cent +to the unmits of wage reflect-

- ed In I%s work orders to equal what 1t clafmed was the union

woge, and an additiomsl 25 per cent to reflect a claim T the
inefficlency of newly oxgenized constructior créws. If is ap=-
varent {ram the record that the estimetes of the Commission
engineers re on a safer ﬁnd more equiteble besis than those of
the Compary. Here, again, the only reasonabie sssumpiioz 1is that
the construction .would be performed by axn orgénization amoly
equipped to do the worx. The determination remaining is as to
the proper allowance for labor costs. The Compaxy coxrectily
maintaips that the déy wage peld by it is less than the union
vage. There i1s conflict iz the testimony ac to whether the
wnion wage would meed o be veld by a vrivate contractor, Los
Angeles being an opei lebor &istrict. These questions, however
ere not comntrollirng. The Commissior engineers took the work
aréers of the Company a5 a basis for the necessery lcbor costs,
ond as the ¢osts of the Compeny are ayproximately the seme as: those
for other utdlities end the City, 2o pay the union wege, 1t would

appear that adequate lebor costs had been alloweé.

Allowance for Vacte, Sacx, ete.

The Companmy cleims a substantial additionel amount over
whet has beex recamended by the Commissior engineers Lor ellow-

axce for sag, waste, ties, etc. 2oth the Company and the Com=

7




mission had engineers of equal caxpetency and experience meling
studies on these items. Zowever, one of the Cormission engineers
who made o consideradle part of the Lleld studies left the employ
of the Commission before thls matter ceme to heerfng amd 414

not testily and bYecame mbjiect to cross-examination. This being
the case more weight will be givern tae Compeny's testimony amd

en allowance in 1¥s Lavor will be made in oxder to cover any
Question of undervaluatiozn. A careful check of the record does
not indicate thet the other deteiled claims of the Coxpexy

should edd any further amount to the figure arrived at by the

Commission engineers.

Reproduection Cost New Lesc Devrecietion:

Zotimates of the depreciated cost new of these pro-
perties wexe introduced by the Compeny, the City, and the Cont=

mission engineers. The remlts of these several estimates are

showa in the Lfollowing table:




:City do-
Compeny*s :duction
m. 17. 'foz' in.cro

C.2.C.
EOAOC -
ZxhS.5=36.

-
-
-
-
-

Acet:
No. .Classirica‘tion

a0 AN 90 0t

301 Organization £10,000 £10,000 ..,:LO Q00
302 Tranckises 400 400
342 Lexds 10 247 10,247 14,765
343 Dist. Structures 12 540 12,540 16,742
344 " Subt. Equip. 82 028‘ 79,500 92,490
346 7" Poles & Fixtures 228 083 216,162 283,197
347 " 0.Z. Conductors 157,765 157,765 197,981
348 T U.Ge Concxitis 38,100 38,100 35,316
349 " U.G. Conduits 23,310 23,310 26,310
350 Trarxsformers 63,924 635,924 70,297
351 Services 79,425 79,425 92,370
352 Meters 133,374 121,430 150,8%9
335 Inst. on Cons.Prem. 5,475 5,475 3,308
357 Stelight Equip. 82,745 82,745 102,100
382 Com. System Exxipe. 530 520 737

TOTAL =~ 2 92’7,946 $ 901 553 ¥ 1,096,470 25 269

Overheads 154,242 149,755 204,678 4,296
TOTAL ~— mmma

Xaps emd Records i 7.686 7.686 7.686
TOTAL v I’@gygsz v I’csgpgg; ¥ I ‘553353; -
Dedﬁcf for IDCTe
M nternance - 29 565 -

TOTAL = l 089 8'74 $ 1,029,429 $ 1,308,834

Iz these depreciated Ligures the Company accepted the
conditlion per cent determined by the Commisslion engineers so that
the difference vetween the two 1s the reflection in the Company's
figures of its reproduction cost new estimates. The City accepted
the Commission engineers® estimates except or sxb=-~statfion egqzipment,
poles and equipment -and meters., The City on these three itens
made changes Iin the lives only. The City also made additional
deductions for increasing meintenance witk sge. We cannot find

that on the property here considered the recoxd warrants any more

%




considsaration for ineréasing meintenance with age than was ac-
counted for iz the estimetes of the Commission engineers, and
noither can we Z{nd a substantial besis for decreacsing the lives
as clefmed by the City, vhich were based by the Commission
engineers upon an inspection of the property anéd a stuly of the

experience of the Edison Company and other comparabdle utilitles:

in the State.

Going coﬁcern Talue:

No evidence as T0 going corcern value was smbmi‘tied by
the engineers of the Cormission. No separate item wes set up dy
the Company to identifly this pexrt of the value of the property;l

The lowest figure that may be used to derive an approximation of
the Compeny's cleafm for g ing valuve is that of $2,'540,'77"€:., set
up as the vélue of the property and dusiness. Deducting Irom
this the Company’s claim for o depreciated velue of physical pro=-
verty of 31,308334., there vemains as going walue 53'.2.',231,942.:'7
or over 90 per cent of the physicel proverty. The highest figure
set up by the Company without severance wes $3,500,000. Deducting
the reproduction cost mew less depreciation leeves sas going value
$2,130,429., or over 160 per cent of physical property. These
are figures vhick it is impossidle to allow as going vaiue oz the
property under consideration. | '

The City presenteld testimony on goingm value, clziming
to follow the theory propqunded vy Dr. W. ¥. Durarnd in previous
matters before this Commission. TFigures produced under ‘:his
theory are worthy of considefé.tion in arriving at suck & velue.

A study of the Durand theory as descrided by 'its autkor lealds to
the comclusion that the Company 15 in a measure corvect in its

claim that the City witness &id not adhere to the anmounced method.

i0.




Zspecially is it apparent that <he Duraxnd theory, proverly m
epplied, would not in a developed cémpany abruptly rluctﬁate

the going value because of yearly Zluctuatlon in ecrnings and
cost of morey; nor were certain controlling influences accounﬁed
ror as prescribed oy Dr Durend.

This property is a going concexm, éapable of mekding |
reasonable earrings and there adheres to it a substential going
value wWaich will be accounted for in the finel figure of campensa-
tion.

I recommend, after considezing‘all of the evidence of
record, that this Comission £ind as a fact that the just corpense-
tion, not including severance damages, whick the City shouvld pey
to the CQﬁpany for the laxnd, propexty and rights described in ;he
application, as amended, Iincludizng golrng walue and franchice
rights, is the swm of %£1,265,000. - |

SEVERANCE DAMAGES.

The Commission engineers offered no ;stimate or testizmony
regerding severance demage. The Company estimated the physfcal
severance d&smage at an amount of £8,124., which was accepted'by
the City. ’ '

Two Company witnesses estimated intangidle severance,
oxe pfoducing figures for seﬁeral severence of $2,120,400., an&
for local severance $l;476,§oo., the other estimatiﬁg genexral
severance at $1,350,000., and local severance et $1,040,000.
Thése figures are so fantastical that they cannot be acceuted.

The City witness estimated a severance damege Zor cost

of recomzection and demege to idle plent of $25,000, end $100,000.°

for dexmage due to reduction irn the intrinsic womth of the property

not teken.




I recommend, Iin the light of ell of the evidence, that
the Cormission :C‘.!.nd_ as a fTact that the <otal Just capencsation to
ve paid by the City to fche Compeny &g totel severance demeges
0 the remaining lands, proverty and rights of the Compeny ﬁrter
the Taking of +the land, prope:rty' end »ightes descerided in the ap~-
plication, as eamended, is the sum of §$125,000.

FINDINGS

The City of Los Angeles, a2 municipal corporatior.,' and
the Boerd of Water and Power Commissioners of the City of Los
Angeles having filed witk the Reilroad Commiszion on the th:!rty-
fir st day of December, 1926, a petition as above entitled, end
the Commission having proceeded in accordence with the provisiors
of Section 47(b) of the Pudblic Ttrilities Act to fix and determine
the Just compénéation 0 be paid by the City of Los ltngeles and
the Board of Water and Power Commissioners of the City of Ios
ingeles to the Southern Califormie Edizen Company, Ltd. for tie
teking of the land, property and rights described in the applice=~ -
tfon herein, &s smended, pudblic hearings having been held,’the
matter heving been submitted and driefs Iiled thereos, gxd the
Redlroad Commission being now fully apprised In the matier, makes
the following Lindings:

1. IT IS EEREBY FOUND AS A FACT thet the Just compense-
t1oz to be paid by the City of Los ingeles end the Zoard of Teter
and Power Comissioners of <he Ci‘ty of lLos ingeles to the Southern

Celifornia Edison Compeny, Ltd., for the land, properiy ard rights

descrided in the applicati‘.oﬁ, as zmended, not incl_uding sejrerance

-

daxages, is the sum of $1,265,000.

12.




2. IT IS EEZREEBY FOUND AS A4 FACT that the just compense=
tion to be pézid'by the City of Los ingeles and the Zoard of Water
and Power Commissioners of the éity of Los ingeles To the Southern
Celifornie Edison Compeny, Ltd. ac severance damages %0 the re=
naining lands, property and rights of the Compenry after the Talkizng
of the lané, property and rights described ir the applicetion, as
amena'ed, 43 the sum of $125,000. ‘

3. IT IS ESREBY FOUND AS A FACT that the total Just
compensetion to be peid by the City of Los Argeles and the Board
of Weter and Powexr Commissioners of Tlhe Ci‘t:y o Loz Angeles tTo
the Southern Califormie Edison Company, Ltd. for the tekizg of
the land, property snd righis deseribed in the cpplication, as
amended, 1is the swm of $1,390,000.

- The foregoing opinion and ffndings are heredy avproved
end ordered filed as the opinion end findizngs of tke Reilroad Commis~-
sion of the State of Californizs.

Dated at Sen Francisco, Califorzla, tais ,/4/,// ~  day

'or -'%/%;/4/7 ) , 1932.
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