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Decision No.__

BEFORT THD mao_ﬂn cmmss::ow
"OF THE STATE OF c.q:.xwomx‘a..

4114‘4;"’.;-'-;-7{ X
4 “é"‘ : ..‘ : ‘ 2

-CI¢Y O“'"OT”EREY; a: Hunzcxnal
Cornoratlon,

)

: )
'”'- ComPI lnanu,, ;gg‘ﬁ '!*N¢j ¢
:‘vs;"' o Case Yo. 499.ﬁf¢9 "

)

COAST tvmmrs GAS. AND ELE CThIC
CONP; %l y A Cornoratlon,-‘ :

De enaant.

- BSELEMAY,  Commissioner..

s omi’o’ﬁ Ko APPL-ICATI’ON\-\FOR mmm e

On June 30 1914 thls Commxssmon renderec its decislon
- in the above entitled case and an order was entered establi hif'
“certaan sneclfled raxes to e cnarged by vhe defendanf company
'¢he xohe aring as aaked in - pet1t1on ;1lea on July leth [
various grovnas.snecxuled taereiﬁﬁ‘i”éhY*oL:+ne grounds vecified
Cin tne anpllcauzon do not aeed comﬁeat butisome are of suf,
¢101enu lmportance to reqwlre a revzew.l , . -,
Fmrst taxlng un the statement on page 4 of tae pet; ‘o
',tnav ﬂr. llard's examlnatloa waa not made in a hasty mannermand
tnat ‘he Spent as mucn “time. ;n Aonterey as axd ur. Kelley :
best eviaence on tﬁls DOlnu is t e renort 1tse1f‘wn1ch prese t n
‘detaals anc whlcn,zs referred to 1n vhe letter of transmittalMaﬁ
% general examanatzon o* tne nroperty ._ The duraxlon of‘”
fstay 1n onterey 15 no 1nd1catlon of tae tlme expenaedlo_

'I'

‘ valuatlon. Bot &elley and Mr.;&oar spent the bette"

LA mpnth Onlit 4 . Kelley in nls nreparatlon of unlt




and 1ater tnls department in comparlng tne‘varlous estlmates.‘f
I3 annears that ;r. llara maae no effort uO obtain tne‘ 
‘ local costs of constructlon ox even commare tnem.W1th nls eetlm@tes o
 basec on otner vaﬂuamlons‘ | R '
Deutloner, on ve. ge 5 refers to tne scant we;ght glven
uﬂlS renort by *he Coimls°1on ana tne cht taam sznce bdth"these
dpnrQJSals cneck quxte closely, great consmaeramlon snoula‘befac 0T
ed‘them. It is well to note at thms»poznu ta»t M. Kelley'saren
is alBO practzcallv 1den»1cal w;th that of Fora, Bacon ana Davie
'_rltn tne excentlon of the *ollowlng 1tems, - mplne, serv1ces. metera“f-ﬁﬁ
vaving over mains and overhead of these nav;ng over mains. | ounﬁ-'M;
ing to $26 352 22 was excl vaed entlrely from the value used fof”raxeé;;x
purboses, anc.tne lust 1tem 1@ one uboﬁ whlch the greaxest“dxffef |
l ences of onznmon oralnarlly emlst.‘ ‘ ‘ “ | o
| | ne*errlng to uhe Aatter of 51nk1ng fund taken up on‘
nage 7 of petztloner's brief:’ mne convejance re¢erred to Aeref
' the common basis Lo- tne nurch¢se of nubllc utzllty pronerty nnd
glves no lnalcatlon of the flnanczal transactlona of tne pre‘,
‘Qecessor conpanles. | | iR
In regard o petztmoner's contenuzon Por an allowance;forut"
accruea deprec;a»xon not carea for in pPSt operamlons - the ev;dence
on thls DOlnu was 1nsuf¢101en~ to Just14y such allowance.i' A
should snow waether aeprecmaulon was charged off as suchfor‘whetherff?v;f
capltal 1nvestments were made fron.earnlnge, Wﬂlch anould,ﬁave gonefiff”’

.into the denreclaxlon fund.

In; rega’ra o Uav;n& over md.ns. ’Ihere can 'be no doubt R

that on a strlct renroductlon nev tneorJ ta;s 1tem 13 a nroper ona;f 3 i“
., Ke_ley in omautlng it from his report WAS merely adaerlng to ”

the Commlselon‘s nrevmouslv establlshed pollcv'ln not allow;a 1t

for: raxe nuﬁnoses, and 1n accordance wmth nis- statement that.he

haa adogte¢=gpe'nlstorlcalwmethoq ;n‘estlmaxlnr renroauctlon cost

wvherever possible.




Petltloner reoues 8 taax 10 shoula be allowed to earn«oﬁi;
100’ o‘ the value of its property 1_~1ts nlant is malntaaned at 1007l4,~'ﬁ
‘,oneratln5 ef 1ciency. Thet such a condltlon does not obtain 1n tn -
case, is ev1aenced bJ tae rebortea loss of 42% in gas distributzon.‘lw
The allowauce of the Commlss1on was 157_wn1dh 13 raxher 1n excess of ;ﬁ“ﬂ
a norual loss in a well ooerated plant. - S L A

In connect:.on with unit coets wie' ha.ve a,lrewiy re*‘erred ’Go

the Tact tna.t neither the a:xg;mneers of Ford Bacon a.nd Da,vie mm
nor Hr, vIllla.rd attemmea to obts.m actual costs on 1ocal construct:.onwi"i""::-'_“;:i
ir, Kelley 8 um«. costs were . obtamed both Wy companeon 'between .,he 5
.cost of doing suc* worx in Xbrterey lnd elsewherea‘ln Calllornza. E

The actual cost of maln extenslols durxng the paet two years, aa

furni shed by the company, show lc,bor costs. matern.ally 1ower than thosa

used by Mr. KEIley.‘ Some evxdence was lntroduced vy tae defendant”

to shor thax the cost of tnese extenszons was not representative, but

taklnb this exaibit in connect1on w&tn the Commlsslon's Exnibi,;#z,yﬁlﬁfof

w;;ca is 2 map of Monterey and Pacxllc Grove on wn;ch is locaxed the
‘caaracter of the 3011 encouote*ed in the var:ous distrzcte,s ;;fﬁ“”
lKel’ey's costs seem: more amnleﬁA ” | . o

”he actual costs are tabulated a8 follows ana compared B

with M¥r. Kellej's figuree.




. Laterial E Labor o
Total £ ver. ft Total:-gggr ft.;

1 - 760" 1-1/2% Pipe & 78.07 10,272 $44. 27;”5,8?5 i 1¢2.34ffW7'°:””°*
2 ~1500" “ | n: 147.22  9:_.8-1 45 1‘9 2'7'; 2-618 o
3 - 500" " " 51.47. 10,348 : 2{}‘.7@}.‘ , 4.952
- 250" ': LI _17-66'.‘?;064kf 14;34  5;?563“ 82
o 25.08 .7.905 20,07 6.081  46.d5
390 Com L3017 f\7;7éé f 2§}esf 7 141;f *~fm‘._w
234{ | e 2.3 \_s‘évé@f,1v v67f7 ssgaag,-fT Q?
.zzzﬁglv . 20.10" 2 054QTY12 79355.v§iff¥*:;”3 >
ELPUNNC  10.42 $.140°  7.23 6.342.  17.68
C1sa . 10.92 8-645f: 6,86; 5 532i%f':.  ?””j“
..250' * v 258 10, 344""22'90f:9 16

46747‘_  o se4luzs . g23s. 1o}f:; -77}- ¢e79~49§{ ,jff"*’

- ;otal 1nclua1nr contxngencmes g 445¢rﬂfﬂ t ‘5;O9§ﬂg j  14.53?¢

Costs Usés by'Kelley | ‘"“   
Xet. Cost IR _-:\ : HQIQSQ% :

-InC1thn” C°ntlngen01es S '9;955?ﬂf  SR U

'Inclualns Contzngencxes and RIS
Sunerlntendence - S 10,9507

Total Unlt Costa ‘,._' o 1i;?78¢f;g ﬁ?* "f5"w

In ragard to lakor: cost of 1nstelling meters, afteru
| comnarzson w1th consmaerable aata ‘on tnzs 1tem. the flsur“'used
| ;ppears ample. _‘ _.  _l “ _ ; : _

- o As nrev1ously stated, oveﬁhead nercentages and 1ntangiblesx
such as rlgata and organlzatzon. are-speculative and the mere onlnmo
_ of a wztnesa on such matters even though uncontroverted by"otherﬂexpert‘
.testimony, neea not be followed When, as here, nowever, otherfengzneers
’dlsagree, the - COEMlSBlon certalnlv is not bouaa to accept anyfteét;monyﬁv
on these. intanglbles wzth mnlch it does not agree.f Wb nave everyM
rea°on to belleve unat vhe fzgures used in’ cdls casé are SnfflCIQH
to cover all itews- of tals cnaraczer. The raie of return obviousl

more tnan covers tne cost of obtalnxng canital.

~de.




It is not deemed necessary to dzscuss further the question @pw-”

of golng value, ag the Comm;331on nas alreadv fully expladned ita
position on this poznt. ) | \

The actual rate of return allowed 13 subgect to dispute

'1aasmuch a8 the gae sales were incompletely reported by the company.,d;ﬁf%

Thej did not dpclude sales to flat. raxe consumers whlch were there-:']:f:f

foTe. eatlmatedy'/basis of our calculatlons the return w111 bﬂ at%'“w
least 8%. | \ o |

As regarde the general crltlcism oe tne decislon, little‘
need oe‘sald The Comm1331on used the language therein found | :
dadvisedly and used toe mildess erm thax seems appllcabbe to such !
a case When it designated ae mental dishoneety'the practice of

engzneers in nxtemntlng to affect values by every conceivehde

addltion vhat can be thought of hrough tne means of mnltifarzous

intan 1b1es. I relterate tne statement maae in the prevzous opznlon h’l

that the valuaxlon p*esented in tnzs case does vlolate the principles{p“

of conszstency, and while I regret thatleuch language shouldﬂwound

 tde feelings of any one, still I believe that tms Commission is n i

duty‘bound to cal l attentlon o ohe tendency on the oart of"

‘utllity englneere, actlng 28 w1tnessee, 1nvarlably to exaggerate ;“«fﬂ“'“

- their: Values.

Mr . Ybodbrmage, tne englneer wao: made tne valuaxmon herein,"

‘testified that the overnead oercentages and. the 1ntan51b1ea wore puf f&:\jﬁ

in by engineere ouher than himself, and it is not ax nls valuation

that the Commissxon compladns ut at thax whzch wae emguned by the

*inancial enblneers of tais concern in an endeavor no doubt, tom:awejfi

this Commieezon establish prlnclples 1n this<re1at1ve1y unimportant
case. waich, if followed out generally, would unguetly 1ncreaee the
rviluation of utxli+1es in vhzs State. ‘. |

I cannou see why 2 nublxc uriouna_ sn.uld be criticized
merely because of the fact- that it rLs‘awa&er to a program that

is belng conce;ved and carried *orward beeore 1ts very eyes.; That

there is a Drogram on the »art of 1arge flnancial concenne interested %j‘ﬁf

in oublic utxlxty securlules, oartxcularly in tne soocx of publmc

. . . tare!
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utilities for which ordlnarlly no’ money hae been" paid to exaggerate”"”””h

the value of tne pronerty of these public utilitiea, in my opinxoﬁ,
acmits of o coubt. ‘That their procedare is but natural make ":

none the less neceseary for nubllc autnorlty to be on 1t8 gﬁard;Lwﬂ
These interests fznd themselves in. the follow1ng condltmon.v,fﬁh]“*

The uniform practice nas been in the oast to- conaxructff: ’

their oronertles largely from the proceeds of bonds, ana to: give5ﬂﬂf?77"57

as bonus tne stock of the corboratlon, except that wnlcn should.Efﬁ:‘
be withnel d by the promoters. Thus the ac ual property'cost T
originally has been 1ess than vhe face Value of the outstanding bonds,

to say notnan of the stock- because unaer tnls Aetnod bonds are f% : q;t
usually,sgld\at less uhan var. ”he p*oblem o¢ those in control,‘
therefore, has been to vay he bond interest and araﬁually build

up a vaiue benind the stoeck waich orlglnall > of course had no

- value. XNow they find themselvns nalted in. thzs-program in many
instances, and by valuaxlons by commissmona the real relaxlonshlp
between the obllgaxlons and the assets ié qiscloaed.; Almost frantic
endeavors, therefore, are being made to bersuade bublic authority “; ;ﬁ
to place values uyon the pronerty of these utzlities wn;ch 8hall ‘{.h
be suf fzc:ent to cover the bonds and leave if not enough to repre-{fm
sent par for the stock at. leaso enough vo renresent sometningd _ :
otnerwmse ouch etock will be seen to hawe no. value.- Furtnermore‘

many of these utllltles expect, and I 1magxne a great manv deaire,f§ -

nubllc ownersaip of tnelr n;onertlea. In antlczpatlon of auch

publmc ownerenin, in rate 1nvestlgatlons they do not nave the ratefff‘w ‘"

inouiry alone in mlnd bu+ with an eye to the future eeek for thisxtff‘ ff

 ‘reason too to 1mport eleuents of value that nave no other foundation  

’than in the de31re of the- utllltv to set tne hignest nossible price‘f;ff:y

for its broberty. | | '  " ‘ | DRI e
Concernmng tais matter,_Dr. Delos F Wilcox. a wall known EERN

‘ coasalting francnlse and publlc utllity expert of‘Kew York City'

in ne Iay issue of tae Annals of the Amer;can Acadcmy of Polztical

and 5001al Scxence, aays.




“valuatzone nave come to bte. uhe big4tn1ng in the publlc
utility world. Though for the present these valuations. are Iv.,
usually made to serve as a basis for rate revulatxon, it 13 T
clear. from the attitude of the courte that etill khigher
valuations would be required in many cases as. a basis for
municival purchase. In the play for advantagesin the regu-
latory system now being esteblished, the public service - -
corvorationrs have not been slow to see the critical imnortance

of the valuation. Accordingly, all their ingenulty, powcr
and influence, direct and indirect, are being brought to.
bear uovon the problem of discoveriag new ‘elements of value,
and of persuading or coerciag the commissions and courts -

to recoznize them. In this way, the almost inevitable <rend
of valuation is upward. Commissions, botn out of the desire
to be fair and even liberal to the companies, and also out .
of fear that their decisions may be upset by the courts, are
continually giving the benefit of the doubt in valuation
cases to the corporations owning the property. It seems -
*easonably certain, therefore, that, while the most: scandalous
abuses in capitalization will be corrected by means of regu=.
lation, nevertheless the recognized value of the actunal
proverty will be gradually swollen until it includes every
conceivable element of 'overhead charges! so-called with
certaan additions tnrown in for good measure.®

In pass;ng it mlgnt be well to staxe thet. Dr.\Wilcox E

has made an excention in fovor of the Cali ornza Raalroad Commisszon_.lv"“

in this regard, and up to the breaent time thls Commission, acccrd-.fgf'w‘

ina to him, has not. fallen 1nto the error o the eame extent as
$ther comm;salons.
I repeat, as was in substance said 1n tne main opinlon,

taat this valuation 15 80 1nf1ated that it is impoeamble fcr mc to

conclude that there was any other design t%an to induce,thzs Com» ;‘iffiﬁf;

mission to nlace a value which is unwarranted unon *he nronerty

ol this company. If I am unjust to anyone connected w1th ‘tals com.,yf““

pany I regrei it but I am plainly of this opinlcn and it ahox dfbe1ﬂf Tc?

no more of an affront to the gentlemen conaected w1th this in-'c‘

stitution for e to e*presa the ocinlon waicia I have'concerning

3he1r valuatlon than- to have such oplnlon withoat expresslng 1t.3_,iﬁﬂf-'M

Concern also seems to. ve gzven tc *he defendant becauae R
_ofAcertazn language used 1n the opinlcn in thls case and whzdh
quoted out of 1ts connectlon._

The fcllowing staxemenﬁ acpears ia the aoplicatlon fo

'reaearxngc‘.




"Neither is tne def endant company content to rest
their case upon the theory expressed in the opinion that
it and its properties are 'literally at the wercy of the
state' and that by inference legal consideratioans uouching
the rights and protection to private nroperty are to have
no consideration from govornmental agencmea. : :

What *he Comnission said, with 1tsaconneqtibn;wié”'7

as follows:

"It snould be understood YLy atilities and “the- bubllc‘
alike and recognized by commissions and courts that. when:
you take away from an enterprmse~vhe right to determine
for whom and for whait price it will conduet its business, .
you have eliminated the poss;bllity of applying the sane
rules of value as obtaln in an unregulated entervrise.
Value, as commercislly understood, is something wnlch‘
caanot be determined until after the earuning power is:.
deternined and the fact upon which commissions are. asked
+to find, when asked %o find value as. commercially under=
stood, is a fact which Tinally has no existence until
after the aunthority of the state nas been exercised inm -
determining the proper conditions upon waich the busaness
shall be conducted, %he proper rates, and so the earning
power, The soomer it is understood by the utilities that
under modern conditions they are literally at the mercy .
of the State, the sooner they will realize that only .-
eguitable consxderaxlone are the ones that will flnally
have weight, and until commissions and courts representlng

the soverelgnty of the State reaslize that alvays they. =

should make the ‘tought' determine the 'must! such govern-f
mental agenczes have not become equal to their task. I -

do not mean “o suggest that any agency should be subject.

to the caprice of goveramental auvthority, but I do insist’
that it shovld be recognized as a plain fact by the utll-
ities that they are subject toresulation and tihat the
charactér of such regulation and its exteant will be: lnrgely
determxned oy the attitude of the utxlltles themselves. N

I have reclted the entire bnra%raph because apnarently
the attitude of the Comm;sszon in thls regard aas been misunderstood “

Vhat I had in mlnd was: the fact as I thought was plainly stated

in the langu zuage used, that the beneficial value of a utxlity prop- 5f "‘“

erty to its owners is determined by what it can earn. and thax thlﬂ
earning ie deterﬂlned by the State, tarough comm;sslonz under the
caeck of the courts ana tnat fzﬂally when the determinatlon shall
rest 1n the urxbunal havxng the 1a3t\xx say sudh determlnation :
1nev1taoly and flxedly establlsnes tne value af the property of

the utility to its owaers. Thy, under these czrcumstances, there
saou‘d be a2 heeltancy on the nart of utmlltxes to accept 9 doctrine

which urgea that equitable conszderations in faxor of aa well aa/




1a°ainst the ut;lity ahould be considered I cannot understand

t camnot be that thls utility, or any. other, contends tham con__:n;nég; :

sideraulons oe'eouity when uhey are favorable to it shall not
have weibnt. Conversely then 1f tais doctrlne is to apply at all

it must. apply in favor of the nublic if it is to be applled 1n

favor of the ut:llty. It is not p0881ble to have general rnles ;fﬂ;' ;

tnax shall be adonted to annly in all cases and to every state of

_ec+e. Yecessarlly, dzscretlon mvet exlet somewhere or 1njustice fn,

will result. It being-: establlshed and admitted thax uoillties
are subaect to rernlatlon as to thelr rates and earninw nower ’
and that dlscretlon exzsts in commisezoneand courtsfzn determining ’
tnese, necessarily it must follow thax such commissionsand courts
represent ing the state control the velfare o? utllitiee.,;f
” ”he warning nrown out 1n the naragreph in question |
cannoo, Ty falr 1nference, be. construed as havlng any bearing

‘upon: the attitude of this Commlsslon. It is snecifically etated

that canrice shall not be followed, and of course sound economics }fifnf .

and sound Juégment the vtilities have a’ rigdt to exnect But tne
warning neld out and the suzgestxon thav the attltude of the utzl-
1t1es, as regards\fairness, zizht ultlmately affect their fate
*ose from seversl concrete illustratzons tnax have come to the
axtentzon of this Commlssxon illustramlng'the folly of a. course
of conduct on the nart of a utility waich leads a communxty to

belmeve that suen ntllity is unfamr. _ One of. these illustratlone

‘ will suffice to make clear Just what the Commieszon has in mind.g.j7"°

A certain water company serves terrltory w1th1n the

State of California. Tor a long tlme this water comnany hae been

in trouble with ite consumers wntil a feeling of mntual antagoniam o

Hne £TOoTn uP. Recently one of +he mnnlcloallties eerved by thls‘““
water connany decxded that to relzeve 1tse1f of further annoyanbedf‘“
it woujd inetall ite own water svs~em it having the 1ega1 rlﬁht

of course, to do sO and there bezng a sunnly of‘vater available

-9_




Wanen it 1nst°11ed 1ts waoer system it refused to bev one cent for

tne system of +the utility *hereto*ore~servxng it with the result

that such utility lost its entire inveetmen+ wnthin such municxpallty.f;ff

In another case now nendlng before this Commiesion, the
water comoany, the ev;dence sqows, hae a1Wst been careful and con;?f%,”e*
siderate of its patrons, and in tais case “the munlcipal authoritiesi:ff??'
express A desire to the Commlsslon to secure for an adequave nrzce ﬁ"3ﬁ
the nroberty of thceutlllty in question although another eource of ﬁlk"
eu'pply is a.va-lla.’ble. | R

I suppose tnls defendant here does not epnreciate any ”effﬁ¥‘5tb
suggestion from thzs Commisslon 28 10 the pro“er eitltude a utillty;?eﬁ H
shot ld assume towaro the public and belleves that this Commission B
is not within ite nrovxnce when me klna such suggestaone, juet
as I assume the water company in uhe fzrst 1nstance WOuld have saialw'ﬂ‘
if such advice had been siven to 1t. But such water company applied
to this ommissxon for relief, whlch this Comm;ssznn had no power
to give it, and wase bitter’y 1na1gnant at the alleged unfa;r treat- ri%?i
ment given 1t by the munmcmpellty wnich refused uO purchase 1ts o
system, | | _ | 7

I Have gone more at length 1nto tnls appllcation for
renearing than is nerhaps necessary, but I went to make it very
plaln that thls comnany is consmdered by this Commissmon exactly?{i°‘\
as. eve*y ovher commanj waich comes. be-ore this Commlesmon, and
this. Cowmaq51o" he dust as much the . 1nterest of thlB Canany din’
mind ss 1t has the 1nteresu of any comnanj doing busznese Within N
the State, and is Willinrz at a1l times to do a,mr*.m ng in :Lts power‘
and con51stent vnth ite auty to be helpful to thms company, Just
as 1t is w1ta refererce 1o e_l 111t1es, bvt tne reculrement

that Justlce e cone between bqllltleq and their consumers w111 not

permit this Coammission to approve values such‘ as here' bréeenté&-;




I see nothing further in the qnp.glcation *equir.«.ng coment e

_a.na I recommend that the same be demed and sucmi‘b ..he following ‘
order: | ' | |

ORDER -

- Tone def endar nerem hav:.ng an d for 2 rehearing wi'thin T
*he tlme 9J.lowe6. bv 3.aw, a.nd the sare havlng been fully considereé.v
and belng fully awnsed wn the nremisea, ‘ o
IT IS EER'ECBY ORDERED ths.t the a.ppl:.catmn for rehear:.n"‘:

Ye and he same. 18 hereby demea.

The foxegoinz opzn;on and orde” are hereby ap:proved
and ordered filed as the om.m.on and order of the Railroad

Commission of the State of California.

Dated at San Francisco, Celifornia, this3Q  day:ef . %

July, 1814.

-

. Commissioners.




