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BRUNDIGE, Commissioner.

"OPINION

4

mMhe City of Redding (hereinafter referred to as the
_ City) on May 2, 1918, filed its spplication asking that the Com-

nission, undexr the provisions Qf the Public Utilities Aot,'fi#
the Just compensation to be péid by the City to the Noxthern
Californis Power Company, Consolidated, (hereinafter referred to
as the Company) for the property owsed and wsed by the Compeny in
the City of Redding for the purpose of distridution of eloctrical
energy in the city. A description of the property involved 18
attached to this Opinion and marked as "Sxhibit A"




Hearings were held'in Redding on February 27, 1919,
and in San Prancisco on March 18, 1919. All of the exhibits
and reports filed, as also the briefs of counsel, are now avail-
able, and & decision can be rendered by the Commission.

There are at issue in this procseding the following
elements ertexring into the question of just compensation:-

l. Valuation of physical pro- |
perty plus overheads,

2. Franchise value,

3. Going conmcern,

4. Development cost,

5. Severance damages.

In the able and extensive bdriefs filed by counsel for
both the Company and the City, the urgent request is made that
the Commission clearly indicate in its declsion the successive
steps by which the total amount of just compensation is reached
and how each of the points at issue is disposed of, with reasons
for such disposal. This request appeors reasonable. It~1é in
the interest not only of the parties to tkis proceeding but also
to utilities and municipalities througbout the entire state that
there should be set forth as clearly ss possible the principles
wkhich guide and the methods which are followed by this Commission
in determining what is just compensation.

After a careful éonsi&eration of the facts in this pro-
ceeding and of the law: in cases of this nature in general, I have

resoched the conclusion that just compensation cannot be found wn-

less each of the factors indicated above is glven 1ts proper ‘cobsideratier

The treatment that should be sccorded to these factors can, in my
opinion, Pe best indicated by the following set-up: .




JUST COMPENSATION

Theseo items to be modified by
SpeCiul fectors affecting value,
viz: Item (&) may be modifiled
by ebnormally high or low prices;
by abnormal coxrditions of service;
by the relative efficiency of the
plent and by its sdaptadility to
the performance of the work
actually required of it irn the
most oconomicsal menner; by deferr-
¢d nmeintenance; by obsolescenoce;
by nroperty to be obandoned etc.,
OtC-, a%tCe

(&) YVoluwetion of vhysical
groperty plus over=~
‘need on basis of
roproduction cost
less deprecistion.

Item (b) may be modified by
(b) Pranchise velle. character of franchise; by long
: and short romaining life, ete.

Item (¢) may be modified by
paet, preosent and prospective
earning cavacity; by pudblic util-
1ty charscter of bdusiness; by power
of the city to duplicate plant; by
Tacts regarding development cost,
8UCe

(¢) Going concern includ-
ing development cost.
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Then

{a) ¥+ (b) & (ec) = "Pair Value of Proverty."

Plus ‘
(a) 3Severence Desmages. (Not an element of "value," but
(compensetion for losses resulte

(ing from disruption and severence
(of nronerty.

Then

{a) # (o) ¥ (e} % (d) = "Just Comvensation,”

In my opinion, the treatment indicated is not only in
complete accord with the statutes ac they have heen interpreted'

by the courts, but ic also thoroughly equitable end in harmony

-




with such economic principles as will, in the last ansalysis, be

found to control such metiers.

(1) Valuation of Physical Property Plus Overhecds:

Two valunations of tke p;operty were made and filed ss
exhivits, viz., 2 valuation by the Comm;ssion'e engineering - -
department dated October 2, 1918 (Applicent’s Exhibit No.l) and .
s valuation mede by the Compeny and filed February 27, 1919, (Com-
pany's Bxhibit No.l). There are no essential differcuces in the
inventory of property items. Such money differences as thore are
result from the applicstion of different unit .costs and overhead
allowances and from a dlfferent treatment of the question of de-
precigtion.

The selection of wnit prices depends, in turn, to s
Jarge extent, on ﬁhe construction périod on which the valuation
estimate is based. This guestiop was discussed at greet length
(both from the engincering snd from the lesal stardpoint) at the
hearings in this case and in the briefs of cownsel, where it has
generally been referred to as the questioﬁ of "the date of valua=-
tion."” A decision by the Commission on this point will be neces-

8arYe

(a) Date of Valuation:

Section 47 of the Public Utilities Act wrovides that
"3aid just compensatioﬁ shall be £ixed by the Commission as of
the day on which the vetition was f£iled with the Commission.”
The Commission must f£ind an smount of money which is_"the £ull and
perfect equivalent™ of the property as of thet day. There ocan be
no question, I believe, that thie is the meaning of "Jjust compen=
sation™ as repeatedly ammnounced by the Supreme Court of the United
States end by ‘other Cowrts and by this and other.State Commissionms.
(Monongahels Navization Company ve. United States, 148

U. S. 312,




This"full and perfect equivalenf" for the propexty
talken 1é the "prosent value” of the property as of the day the
petition was filed with the Commission.

It is also well established that the "present vélﬁe"
doeg not necessarily mean investment, or originel cost, or re-
prsauction co8t new, or reproduction cost less depreciation, or
any other single ome of g number of factors that may have to be
consldered and that may enter into the totsl making up "present
value."™ This rule is well osteblished dy the Minnesots Rate Case
and by other decisions by the United States Supreme Court.

(Minnesota Rate Case, 230 U. S. 352.)

Also in Louisville and Nashville Railroad Coumpany vs.
the Railrosd Commission, et al, 196 Fed. 800, 821, the'Court
addressing itself to tre basis ¢of valuation, said "x x the rule
of giving 0 the owner the incrdments of value and subje‘c'bﬂ.ns him
t0 the losses in valueghss the unequivocal sanction of the laws.".

& gfeat deal of the controversy on this point, I am sure,

springs from a confusion in the minds of the parties between the
making of an engineering sappraisal or valuation od the one hand
and the finding of Just compoensation by the Comm;ssiqn on the
other. If 1t is remembered that the making of the appraiéal, a8
covered in an engineering revort on the propexrty to be taken, and

as indicated wnder items (a), (b) and (o) enumerated in the for--

mula given heretofore, is only one step in the task of determining

MTlust compensation,”™ then misunderstandings will Pe less likely.

0f necessity, the enginmers of the Commission had to adopt some
consistent and definite method of making valuation estimstes.

There is no disagreement that this has been done: they have sube

mitted to the Commission seversl figures, each one of which is

based on a fairly comprehensive QinﬂiUiOﬂl 'Wé hﬂve!




The bistorical reproduction cost,

The reproduction cost new on the
basis of average yprices for the
proceding five yoars.

The reproduction cost new on the K
basie of prices as of May 2, 1918,
the date of the filing of this
application. -

The reproduction cost less depre-
¢lation based on the historiecal
reproduction cosat.

The reproduction cost less depre-
¢iation based on the five-yoesar
period reproduction cost.

The reproduction cost less depre= .
ciation bused on the date of
valuation reproduction cost.

It csnnot be said, therefore, that the Commission’s
enginesr's report is incomplete. The Company in 1ts veluatim
gives only two figures, one & reproduction cost estimate onthe
basis of current merket prices of labor and materials, and the
other the reproduction cost less depreciation based on such cur-

rent yrices.

The question is, which of these various methods of

making valuation estimates is to be given the principal weight
insofar as the physical property items =nd the so-called over-
hesds are concerned. Are unit prices to be taken as of a certain
day, regardless of the normelity or sbnormality of prices pn that
particular day, or should they be teken as the aversge over a
certain period, and if so, what period showld be selected?

A contention that cost estimates must be based on a cer-
tain single day (this day to be the date of the £iling of the
application) 18 not raised by the Compary end cannot, in my opin-
fon, be maintained. It bhas been shown to my satisfaction that amn
estimete on such & basis rests upon an engineering impossibility
and vecomes, therefore, an absurdity. I am making this statemmnt

fTor these reasons: The construction of any property of necessity
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involves the element of tixe, and an estimste of such construc=-
tion must take into consideration the time elemont. However long
or short the conmstruction period pay be fixed, it is evident that
Prices for materisl snd labor will fluctuate within wvertain limita
during that period, and that in the nature of things there can bde
20 construction of any considersdle enterprise where every cost
¢az be incurred in g single day. The significance of this obser-~
vation is evident at omce if the items of interest and so~called
overhead expenditures, which are a part o every construction ese
timate, are given consideration. If an allowanae for interest
during sonstruction is made, it must be made for s cortain period
of -time. And the charges for engineering, legal expenses, insur-
ance, administration and other generel expenses, all of whish
enter into every valuation, equally involve the tine eiement. It
is unsownd and mot in accordance with the facts to assume that all
consiruction costs for labor end material showld be had &8 of one
cortain day angd thereﬁrée:uo add to such costs arvitrary - percent.
ages on the assumption that a certain length of time will elapse
betweon the boginning and the end of construction.

In ny opinion, the proper prooednre for the enginsers
to follow is this: Pirst, to determine that period of time which
would reasonably be required to comstruct & plant of the kind and
chgracter of the 6ne to be valued. In small plents -the period

would, of course, be shorter than in plants'of larger enterprises.

Eaving determined this reasonsble comstruction Poeriod, it should
be extended bacikward from the date on which the petition was filed
with the Commisaion; The unit prices sctuwally in effect during
that pexriod should be applied in making the reproduction cost new
estimate, and the acoruwed depreciation should be deducted from that
figure.

In the proceeding at issue, it is my conclusion that a

construction period of ome year is an ample and fair time for the -

veluation estimate.




T™is general rule, in my opinion, hos the support of lawe
In Brunswiock and T. Water District V. Maine Watexr Conm-

pany, 92 Me. 271, 59 Atle. 537, the Supreme Court of Maine says:

"4. The next request is: 'If and so far as
structure value depends upon ¢ost, the market
price of pipe, labor, skill and supervision are
to be taken as they were on the 18t day of Jan=-
uary, 1904, and not as they were at prior times
when the contrict would have been necessary for
the bullding of the structure to be completed
for delivery on that day'. The wltimate fact -
to be ascertained is the value of January 1,1904.
The act provides that the valuation shall be fixed
as of that date. DPrior cost in this respect is
orly evidence, more or less valuable, as having
& tendancy t¢ show value on that day. The value
on that day may be more than the cost or it may
be less. To say nothing of depreciation, prices
may have gone up or they may have gone down. If
they have gone up, the company is entitled to The
benerit of it; ir they nave gone down, tThe compsny
loses it. UThis we lave already stated in the
Tormer part of this opinion. The cost of present
reproduction is evidence of the strongest character
0% the present veolue of a structure, though other
things are to be considered also. In determining,
not cost, but present value, present prices, of
course, are the standard, rather than I ormer prices.
It is suggested that in fixing the wvalue on January
1, 1904, allowasnce must be made Lor the fact that
a plant ready to be delivered on o given date must
have been commenced a considerable time before,
cortainly. When we say Tpresent pricea’ we mean
prices within s period necessary for comstruction.”

The figure thus t¢ be found 1s a very definite quantity
and can be determined by competent enginecers. It is not to be the
ultimete figure, even for the physical property slone, and may
kave t0 be modified by otker considerations that are not necessar=
ily susceptible of mathematical znalysis and computation. OQOther
factors such as have been indicated in the formula given above

May enter, and 1t may not be possible to define them beforehsmd

oxr to lay down strict rules as to how they should be measured.

But I am of the opinion that the engineering veluation estimate

showld be the first step and that this estimete should, in &il o '.-




valuatdon' | proceedings, show reproduction cost based on prices
for material and lsbor during a fair construction period immedi-
ately preceeding the date of the application with s deduction
from that estimate of such a sum as will represent the item of
depreciation. |

The figure fourd by me for the physical property plus

overhead rests on tanis basis.

(b) Deprecistion:

There is no dispute that depreciationjia an element to
be recognized as an ecomomic fact and as a matter of law, snd that

the accrued depreciastion must be deducted from the value of the

plant new. The Company contends that because of the methods used

by the Commission's engineering depsrtment in ascertaining the

ALOUDE OF gnorued dapvaniatisn adifiscatiss of o corbeln emoumd

~ of caypital must inevitably reoult. Company's counmel in his brief

aays:

"We think it can be fairly steted that

the wore recent investigators have resched the
conclusion that so much of deyrecliation as does

not represent deferred maintenance should not
beo deducted in making an appraisal, for thie eole-
ment of depreclation cannot be avolided or over-

come, and does not represent & real diminution

in capital valunes.”

The Compony cleims thaet all considoration of "theoret-
ical depreciation as disclosed by the so~-called life tables™
should be disregarded by the Commission and thet actuel :ather than
theoretical deprecliatlion should controle The Company then contends
that depreciation should be measured by the so-called sinking fund
method rather than by the straight line method since with the lat~
ter method injustice would be done to the Company and confisbation
would become inevitablee

There is an obvious inconsistency in the contentions

of the Company when, on the ome hend, theoreticsl depreciation and




life tables are rejected and condemmed, sud, on the other, it is
denanded thet deprecistion should be estimated on the sinking fund
b asis. Bot:k the sinking fund method and the straight line method
are theoretical estimates of deprecistion. 3Both methods, of neces-
sity,‘depena on life tables. I am of the opinion that the argument
in this mstter proceeds, in’ the main, from false premises and that
the apparent inconzistencies in the treatment of thais subleot dis=-
appear upon closer observatlion.

What must be sscertained 1s the difference in value be=-
twéeh this property new and the same property in the actual condi-
tion in whick we find it on the day of the valuation. It is neces~
sary to find this difference by mecens of en engincering estimates

The Commission’s engineers use the term Mcondition per cent.”

If the condition per cent of s new plant is set down as 100 and the
present condition as 76 per cent, then 25 per cent of the total
in the reproduction cost new estinate wounld be the measure of the
acorued depreciation. I cun see no odbjection to the émployment of
this systep, and am in full sccord with the contentioﬁ of the
Company "that the condition per cent a8 finally depermined by the
pommission should control in tke valuation to the entire exclusion
of the theoretical devreciation.”

The inquiry should confine itself to. the methods em-
ployed and the reliavility of the judgment of the men who did the
work,, when the amount of accrued deprecistion was ascertained. -
It appears that the Commissien's engineere have made & careful in-
spectiin on the ground. I use the word "careful” advisedly and
in spite of the claims of the Company'™s counsel to the contrarye.
Asaistanf Engineer L. B. Cramer, am electrical engineef of many
years oxperience, who has been employed by the Commission and has

been engaged in valuation work since August, 1916, Spent an aggre-

gate of several months on this work oxclusively and made s thorough




investigation of the property and of the company'’s records. A

Part ¢f his work was done togethor with the representatives of the
Company and of tﬁe City; and in addition ke had the advice and
assistance of & number of other engineers iﬁ the Commission's of-
fice. He hald also at his disposal all of the Commission's dates |
and recerds, which, admittedly, are uwnusually complete and reli-
able; The estimate of depreciation according to Mr. Cramer's
testimory and according to his report (Applicant’™s Zxhibit Ko.l) .

was made substantialiy a8 follows:

reproduction
Prom the/cost of the property there is deducted the

salvage value at the point of usage. The remainder is called
wearing value. This wearing value ic then divided by the esti-
gated life of the property and the quotient is called exnual
deprecistione The actual age of the property, in years,iia multi-
Plied by this annual deprecistion, amd the result is called the

total accrued depreéiation. If, on imspection or by reason of any

other avnilable daté, Such as maintemance records, etc., there is
reason to believe that this‘ascertained condition per cent does
not represent the actual condition of the property, then the
theoretical condition percent is modified =2nd the facts ascertained
by an inspection sre given grester weight than the result obtained
from a considerction of averuge experience as reflected by life
tables.

It is important to note here that this process of sscer-
taining condition per cent is not applied to the property 28 a
whole, or even t0 any considerable group of property items, but
. is separately and individually csleulated in the Commission's en-
gineeriﬁg revort for each individual property sccownt and Ffor each
separate item listed ir each account.

T™he other aspect of the prdbleﬁ of depr;oiétion has not
directly any bearing on the value 0f this property aﬁd enters only

incidentslly into the question of just compensation. I have refer=

ence t0 the denrecistion reserve as an insurance fund set sside to
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take care of and imsure against the wasting of property by reaton
of physical depreciation and obsolescence, and the treatment of this
fund as a finencial and bookkeepong matter.

This Commigsion, since the beginning of the exercise of
its rate makdng powers, has consistently sllowed out of rates to
public utilities three itemxs of return.

(a) Operating expenses, including without question

Pey~-rolls covering wages actually peid to
employeas other than executive officers,
taxes and the cost of ordinary meintenance
of propertye

(b) A "fair retuwrn™ on the investment or value of
the property devoted to the public sexvice.

(¢) 4n sllowance for & depreciation resorve to
provide for ‘the renewal or replacement of
guch portion of the plant as involve large
expenditures ané which cannot readlly be
charged to oxrdinary maintenance and included
in operating expense.

Item (¢) is the one here referred to. The Company olsims
that in estimating the present value of this proyerty as compared
with new, depreciation should be computed on the sinking fund besis
because this method has been employed, in iate fixing proceedings
involving this compeny, and because the sinlking fund curve fairly
shows the actual course of deprecistion. I have already poiﬁted
out the inoonsistency oL the Compary's poeition when, on the one.
hand, it obJects to the use of life tables, and, on the other, de-
nands the application of the sinking fund methods:

In & rate proceeding heretofore, the Commission f£ixed
& rate t0 ¢over not only the operating expenées, including taxes
and the cost of ordinary maintencnce, together with s "falr return”
on the investment, dut also to provide & depreciation reserve
fund. In setting up this depreciation reserve, it was computed -

upon the 6 per cent sinking fund method. This allowance fig-

ures out at sapproximately 1.42‘per cent of the ther valuation

figure of the property involved in the rate case. The Company now

claims that the actual present day comdition of the property must
be estimsted in conformity with that derived percentage. It is
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cledmed that if an accrued depreciation grester than the caleu-
lated percentago were deducted, confiscation of property would
result. This reasoning is fellacious. |

IL it vwere the vurpose of this inguiry to ascertein
the exuct number of‘aollars which actually huve been invested
in the business and to return these dollars to the Compeny without
olther increase or dimunition since the date of their originsl
investment, +then thore might be some besis for such contentiona
But we are not now concerzed with the originel cost of this prop-
erty. e seek to eostedlish its"present volue," and to find the
"perfect equivalent” which the City of Redding must pey to the
Company in ezéhango for its plant. AS has been stated heretofore
that "pfesent value™ is belng éompuxe& upon the dasis of reproduc-
tion cosSt new less actual devreciation. ‘

Numerous decisions guotod by counsel for the Compeny,
clearly'point ot that increments and losses wllke attach to owmere-
cship of proverty. If o compeny expects to benefit oy advdncing
priées in éondemnation rroceedings it also must oxpect to suffar

the losses that come from deterioration or wasting of property.

Tnless we adopt'%he seerifice theory and proceed to value property

upor the basis of original coet, which hes been rejected oy the
Courts, there can be neo considerstion given to the claim of config-
cation due to decrease im value caused by deteriorstion or depreci-
ction, regerdless of whether any means had or hed not been taken

to provide a fund to cover suck deterioration or depreciation either
through operating expenses or otierwlise.

Noither can it be chown that there is any relation
wastsoever between the sum of monéy that would de in the deprecic-
tion reserve fund, if the morey hed actually been set 29lde for that
purpose, end the actual present condition of the property. Thet we
are trying to ascortain is thls eetuanl condition in which the
property is now found and whoet we must determine is thoe difference
betwoon the proverty In ite new state and the condition in which wé
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£ind it today. Whether or not the Compeny hes msde provision

(in depreciation fund or otherwieé) to reimburse itself szalnst
the effects of the actual accrwed depreciation, cannot be of any
cancern in this proceeding where we have, &8 one step in our task,
 to find the falr velue of this property s it exists today.

It is desireble, in\my opinicen, that adequaté 8110W=
ance should be msde by the Commission in rates to teke cere of
deprecistion, and I am slso L£irmly comvinced that such allowsnoces
should be surrownded by safeguards whiéh will make certain that'
they will be used by the utilities for the very purpose for which
they are paid by the rate-payers. 3But, irrespective of whe ther the
allowances are sufficient or imsufficient, and irrespective of
whether they are used properly or improperly, the fact rémains
that in eminent domain proceedings it ﬁnst be the ao}ual condition
of the property at the time oE?galuation that is to be considered,
regardless of the actusl amomnt of the original investment, and

regardless of whether the owner heg accumnlated a depreciétion re~

Serve or not, and regardless of whether the reserve is built up by
the sinkiné fund or the straight line methods Tor the réasons
stated I can seo no merit in the Company's criticism of the methods
of measuring thisproperty’s condition per cent , 25 they were em-
vloyed by our engineerse

The service condition of the plant as & whole and 1its

efficiency as a whole a8 comparel with the best availeble standards
is not entirely reflected by the condition per cente To illustrate:

In the item of "poles snd fixtures” (Ci.R.C.AcctaNo.C-14), there ere

listed 103 seoparate property itéms, each one of which has its om

estimated condltion per cent. These percentages vary from 30 1o
100, and the weighted average for the entire group in this account
gives 2 condition rer cent of 65. And so on with éach group of
proverty items as classiﬁiod on the prescribed valuation forms. The

sondition per cent, therefore, merely reflects the condition of

individual plant items ss compared with new and takes no account of
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the general usefulness and efficlency of these working perts in

their relation t0 the working capecity of the entire mschine.

If we consider o vlant in the light of "o mechine constfucted for

the purpose of performing a definite service it is clear that we
cannot actuglly compute the service condition by e consileration
alone of the probable Life of the separate working partse Nany
other considerations enter into such celeulations. Besidfes the
-wisdon or unwisdom ovidenced in the plan or design of the comple-
ted plant, and the gquestion of the sdeptability of the verious
verts to the efficient cnd oconomicél performance of the Lunction
requircd of then, also & consideration of waether the plant has
been overbuilt oxr wnderbuilt, thore may be many fectors other than
thoce involve&'in the cost and the age of the separate peris
wrich have a direct besring upor operation of the plant ceusing
1t either to bo economicel end efficlent or wateful and extrave=
gent.. It iz to Ve admitted that 2 machine whick is economicsal an¢
e2ficicnt in operation has 8 gresteXr value than one that is waste=-
ful and extravagante Thet this comsideration cannot be 1nclu§e&
in a conputation of the age snd the cost of the various parts
comprising the plant ig evident, »8 &z illustration, it csainot
be contended that e lesaky and wasiteful system of gas distributing
meirs has, in proportion to its age, a&s great a value 8¢ 8 systen
that ic tight end in whickh transmission losses of gas are reduced
to & minimum.

The question of zervice conditions will be discussed
further eleewnere in thils opinion.

It cannot be seid, therefore, that the method‘of
measuring deprociation wsed by the engireering devartment is
essentially arbitrary oxr theoretical. I am satisiled that the facts
oesteblish a contrary conclusion. I om dnclined to believe that it

will be Aifficult to devise




a fairer method of messuring depreciation or one better caloulated

to reach the exact trufh (insofar as such an ideél is possaible
with such a subject). |

I agree with counsel for the Company that under this
nethod, cases are conceivable where at the time of the sppraisal
it will be found thut a certain proportion of bona fide capital ex-
renditure 'ls necessarily lost to the owner of a property. It is
equally true, on the other hand, that his method will, in other
instances, result in showing a property value greetly in excess
of the bona fide capital expenditure in snite of & oconsliderable
amount of accrusd deyreciction. This later condition will be
found to be the faot with the proﬁerty wder consideration.  Here
it is admitted that the estimate for re production cost new is con-
giderably in excess of the boms fide capital expenditufe and\it
is apparent that this condition results from the increase in comts
of labor and matexial during the last few years.

I cannot agree, therefore, with the contentions of the
Company that fhe exgineering department’s valuation should be
modified because, in the ascertainment of deprecistion, life tables

have Beem ﬁsed and the siniking fund method has not been applied.

(e) Valuetion Totals:

The report of the Commission's engincering department
(Applicant™s Exhibit No. 1 and memorsmdwm of April 21, 1919) show
the ‘following veluation totals:

Revised Pigures

Hictorical reproduction cost

(without deprecistion) $ 50,365.07
Reproduction cost new on basis of

average prices for preceeding

five years (without deprecistion) 48,557,211
Reproduction cost new on the bssis

of prices as of May 2, 1918, (with=-

out depreciastion) 66,666,99

“he Company's grend total of &ll accounts covering phys~
icel property and comparable with the figures of the engineering
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dopartment on the basis of the reproduction cost new based on Pra-
sent prices, is shown to be $64,096.00.(amended figure)s

Por ressous stated horétorofé, I am of'fho opinion that
the engineering valustion should be basaa on & reproduction~¢ost
with a construction perdod of one year prior to Mey 2, 1918, and with
unit costs and prices for materisl and labor as they average during
et yeuxr. On this basis the first two engineering depaftment fig'uroa
are 00 1ow snd the leSt one is t00 high. On this basis the lest
figure, that of reproduction cost new withlpriééias of May é, 1918,’
and without depreciation, and deducting overheada,.becomes*$53,968.é€.
The reproduction new cost estimste on the basis of average prices for
the preceeding five years ($48,567.11) becomes, when overhesds are
deducted, £41,859.58. DBecause of difference in time sllowance for

construction of plant and other differences, the originsel allowsnce

for overhead in these two estimates were not iﬁnmmichl. It is apper=- .

ent, therefore, that the estimate ac of May 2, 1918, exceeds the
estimate of the five year period by adout 29 per cent. The five year
period preceeding May 2, 1918, includes &1l of the abnormsl war prices
(with the highest prices ever nown for sopper, whickh is one of thé
largest single 1tems in this valuation). Simce all estimstes of ‘this
nature must be bused on aversges, apa ocan at best be only éloae approx~
imatlions, I have resched the conolusion,. mfter a careful oonsidetation
of the mass of conflicting unit cqate in the reco;d in thiec proceeding
Which ¢co8ts cover the time from the date of the filing of the applica-
tior to well beyond the five year period, that a 20 per cent sddition
t0 the engineering departnent’s reproduction cost new estimaﬁg basged
on the 5 year period will give & figure approximating, as nesrly as
mey de, the cost of reproducing tris plant upon a basis of wnit costs
prevailing during the year immediately proceding the date of £iling
the City's application in this Proceeding. We will then have:

Zngineering lopartment®s reproduction cost ’
new on B-yeer basis without overheads $ 41,869.58

434 20 per cant 8,371.92

Totel physicel properties without overheads  $80,231450
- 17 -
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I am of the opinion that to the sum above cet forth we:

should add an overhead alloveance covering engineering, administra-
tion, insurance and legsl expenses, 0f 10 rer cent of the last
total snd that Interest should be allowed on the basis of a l-year
construction period and at the rate of 6 Yer cente -

It will be fair and reasonable to assume thet 1nterest'
will accrue om 8ll of the money involved for one half of the as-
sumed construction period for the obvious reason that only the
£irst expenditures will be burdened with interest payments for the
full year, while the last expernditures will carry no interesat charges
whatsoevere This intereat allowansge is a fair one, in my opinion,
for the further reeson thet the bulk of the expenditures (ooppor,
poles, transformers, service and meters) under the adopted con-
struction period will mot ocowr until the latter portion of the
construction period. We have then:

Reproduction cost new on the basis

0f one year comstriotion period $ 50,231,560
Add overheads 10 per cent 5,029.15
Sub-totel 56,254.65

Add Interest during construction on

6 pexr cent basis (3 per cent of :
last tqtal) ‘ 1,667.64

Total $ 66,91.2.29

Foxr reasons already giver, I am satisfied to accept the
condition per cont of 73, as estimated by the ensineering'dopartr
ment, as sn accwrate and feir ome. On this basis I £ind thset the
reproduction cost less depreclation of this property is $43,5%6;

I am the more satisfied that this lsesst figure is a resw-
sonably accurate one since it is subject to further modification
because of at least one other factor having s beariﬁg on the value
0f the physical and operating property which has not as yet been
considered. This factor is the gemersl condition, from an opers~
ting standpoint, of the plant as a wholee

-~ 18 °




(d) Operating Condition of Plant:

~Strenmous objections were raiseld by 6ounsel Loxr tha

Company against inquirles along this line. It is contended by the
Company that any considerstion of the operating condition 6f the
plent as a whole results in a duplicetion of deductions male far
depreciation and obsolescence. Counsel'for the City, on the othex
hand, stremuously urged that this matter was one of the moest im-
portant factors to be considered by the Commission in the determi-
rgtion of value and that it had no relatior whatsoever to the
condition pexr cent of the individual proPerty'itema ag determinred
by the Commission's engineers in their valuation report.

According to the City's contention, this question of gen~
eral operating condition of plant pertains rather to the sub’esct of
golrg concern value. Since the c¢laim of going concern value as
advanced by the Company rests or an altogether different line of
reasoning, a8 will appear hereafter, I prefer to deal with this
iten of general operating condition under the head of the wvalue of
physical propertye

I am setisfied that the condition per cent as determined
in the engineering revort does not touch the question of general
operating efficliency of this plant as an electrical distributiné
system. It is conceivable that the indiwidusl property items mey de
in first class physical condition, that the machinery and installe
ations are uall modern and adequate and that consequently the:e is
no obsolescence but that nevertheless the general arrangement and
operating conditions '0f the plant 28 a whole are such as to woduce
wasteful, inefficient and costly operation, resulting in oyerating
costs tkat are above normele Where such s cordition exiets, I
believe it camnot be denied that s physicel plant will be less valu-
able becaunse of such condition than it otherwise would bee

The testimony on this point shows that the system at ﬁoﬁ-
ding is the result of the comsolidation of two systems and that

there is a cexrtain amount of duplication iﬁ pole leads and that _
A0
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there are uwnnecessery voles. It is to be noted, however,
thet 2ll of these duplications snd superfluou; items of pro-
noxty are included in the totals given above.

It is also in %he rocord thet there is certain

overhead construction on this systen not in accordsnce with

the laws and orders of this Commission governing such censtruc=

tion in thils staste. This observetion is not intended as e
criticism of the Compsay dut is made merely to esuablish the
fact that considerable expenditures are nececsary to remodel
this plant in order to bring it into corformity with existing
laws and to create safe working con&itions. The Cify will
have 0 Incur this expense after the vrovexrty is acquirede No
estimate was made 1o show In dollars what it will cost to put
tiis distriduting system in what might be cﬁllea first class
condition. It is ovident to me, howover, thet whatever weight
this factor of inferior opersting condition may heve, will

act as a deduction from the depreciated ylant va;ue as it has
been found above.

A large aggregate of plent items, in whatever de-
prociated condition they may be, will, of necessity, incresse
the total of the physicel valuetion.. It does not follow,
however, that because of the greater quantity ofnnnnecess§ry
proyexrty items the plant is more valuable as an operatiné
property. If, by the elemingtion of a pqrtion of the plaht
and the sudstitution therefor of simplier apparatus, opersting
costs could bPe decreased, the owner would be justifigd tn‘

going to consideradle exponditure in bringing sbout such a
result.




(e) Abnormsl Valuvation Prices:

It i5 true that the veluwation figures as found
avove reflect the hizhest abnormel war vrices. The Commission
is urged by tho City to tsake tais fzctor into consideration
and to £ix the ultimate fair value of this plant in & just
compensation procesding on the basis of normel conditiors.
While I am of the opinion that the engineering estimste should
Properly be made undexr the method Indicated sbove, I am not
convinqed that there might not arise cases where gbnormsl cost
fluctuations during the assumed construction poriod might
noT result in such abnormal valustion totals as would very
cleaxrly lead, were the figures to be used wonmodified, not to
a "fair™ velue of *the property to be taken and not to a "justﬁ
compensetion, but %o an unfair velue and =n unjust ¢ompensa-
tion. |

I am not vorsvaded, however, that thic is the
result in this particular instance. The plant is & cmall one,
and the construction period I have sllowed, is, perhaps longer
than would be absolutely necessary to construct a plant of
this kind under rush orders and with =ll materisl purchased
and on the ground. On the other hand if we are to assume s
construction period beginning with the securing of a franchise

and srranging for the necessary funds to carry forward the

enterprise and extending to the date upon which the comple=~i-

ted plent is put into service, allowing sufficilent time for
the comparny to take the bést advantage of market comditions dm
purchasing materials, then I am convinced that one year is a
roasongble allowsnce of tvime for the comstruction of this

varticular plant.




The one year periéd will allow for some fluctustions
in labor and metexial cocts in bvoth directions and at the same
time will sllow a larger sum for interest upon the c¢apital in-
vestmont than had a shorter peried of time been adovted fox
the construction porlod. 4Llso, while discuscing the method
of determining wnit costs which necessarily constitute oné of
the most important factors in determining the ultimzate Talr
value, 9 certain amount of specuwlation as to what will happen
in the future cannot be eatirely dispensed with, but I =m not
convincoed that labor coste will have o mserked Qownward VYrend
iz t2¢ lumedlute future.

I shsll woke no correction, therefore, in the

alue of the physicel property because of the higk and abaormal

mit coste used in the engincering woluctlion, further then such

abnormal prices are reflectod in dewnrecilation.

(2) PFrovznise Value

The Compuny iz the owaer of three frenchises, all
£ which sro t0 be token by the City except to the extent
tzat they will be enjoyed oy the Company Lor the rurpose of
sexving its own propertiec witain the City of Redding, and
also for the purpose of corving the City of Redding in the
event thet 1t should »urchase electricity from the Company
after the »urchase of the distributing system.

It i¢ the contention of the Company that the value
of these franchiges must be determined and that thie value is
not resiricted to original cost. The approximete originsl
cost of the franchise is shomn by the Company to be $495.00
end there will be no guestion that this originsl ¢ost should
be Imcluded in the sum total of the fair value of the properﬁy

and of the just compensation.




In goneral, whatever the facts may be as between the
vublic granting franchises, on the one hand, and the utility
enjoying the franckises, on the other, and whatever falrness
and equity may demand in this matter as between these two par-
ties, I think there is no doubt that the courts have held that
franchises are property and as such must be paid for in con-
demnation proceedings. This 1s s question of very great inm-
portance and it should be gome into thoroughly when & case
cones up where the matter has mors welght than in this one.

The Company assents to the proposition that sumoh
value a8 may inhere in the franchises (exclusive of the item
of oviginal cost) may be properly comprenronded within the |
. @lement of golng concern value. It is clear that in other
proceedings of this nature which have been before the Com-
mission, confusion and duplication have resulted from the
attempt to value framchise rights and going concern separate-
1y.. It may be sgreed, therofore, thet this itexm is included

in the oodn=ideration oI poing concern.

(3) Going Concern.

Going concern value is defined by the Company &8
mralus of the buciness™. It is & value which is said to
exist separately and to be distinct Lrom the plant value Or
the physical value. We may resdily sssent to tils deZinition,
gnd I vecognize that there is a large difference in value be~
tweon the "bare bones" of a plant and the same plext &9 &
2TOCHETONE LOLNE CONGSLN.  Tue iaw and courts and the authori-

ties without exception hold that going concern or golng con=

carn value must be recognized and considered a3 an element in

condemnation cases.

mhe dotermination of this item in terms of money

depends, of courze, on the methods uged. It becomes of
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groatest importance, therefore, t0 examine these méthods close-
1y snd to see if reliable factors are used and 1f, in the com=
putation, proper weight is given to 8ll factors so that they
way reflect the facts and give the correct resultse

In considering the elements entering into the "going
concern”™ value, it must be borne in mind that certain overhead
charges slready have been allowed in computing the plant value

on the basis of reproduction new less depraclation. It goes

without sayings that costs which already have beon allowsed in
estimating the plant velue should not aéain be considersd in
computing the "going coucern” value, dut that there may be less
oonfusion concerning the eloments entering into "golng concern™
value it may be well to refer to those which have been con-
sidered elsewhers and therefore should be eliminated Lrom this
discussion.

Anong the items included in "overhead chsrges™ and

for which allowsnce already has been made by adding 10 per

cont to the totel OFf the roproduction new value of the plant
are these:

Bngineering costs in preparation of plaxns, surveys,
superintendence, etc.;

Losses dus to accidents t0 workmen and injuries:
to material, together with costs of insurance,
etc.:

Contiﬁgencies;

Cost of administration, inmeluding time and money
expended in purchasing materlals, etcs;

An additionsl asllowance of 3 per cont has been made
t0 cover the interest upoxn the acfual invested capitallduring
the entire period of construction.

41s0 thera has been made an allowance to cover the
proaotion of the emterprise, the.organizaxion 0of the Company
snd intevesting capital therein, and the legal and other




neoceslary cxpensges involved in scoeuring Lranchiszes ond in
incorperating the Company.
Agetn 1t iz true that any costs imeurred in developing
L2058 sueh oo golicitetiorn, advertising, e¢tc., which
cluded in opersting oxpensec and actuclly returneld
to thc owrers of the r»lant in rotes, elso should be cxeluded
from conzideration. On the other hand, 18 these development
cocts have zmet dn foet been fcturne& o the Company ond nroner-
1y chould be conglidored g on element in determiring the failxr
veluwo oX thc propexty to o condomned, they should, under the
plen £olloved in this procecding, e compuited separetely, wn-
der the hoaling of "deovelopment coztse ™
Alzo 1t nas heon gencrally held thet the clement of
voeood will™ az applicd to the ousiness of the ordinary wmerchont
or menufacturer dealing witk the public generolly is not to be
conzidored in csotimating trhe value of 2 public wtility plant
¢h ag this, for the reasoen thot the ordinery »rivate hucincess

puilt upy under competitive conditions through which trade

attracted by verious meons oll tending to ostablish the

roputation of the concern, wad into vwhick enter guectionc of

the trogtmeont of »otrons, the cuality of goods, the comparstiva

wrices cnd on clmost dinfinite number of olnor conciderations
wnd cirewoctances, practicelly ull of which are absent in a
public wtility whica enjoyes a monopbly of a rperticulor busi-
nese in the comunity it serves, wnd wihere vthe public desirous
of using itc product must buy Lrom the wtility at o Lfixed rate
or Go without cuch scrvice.

In Doc oinee Gos Co. va. Des lioines, 238 U.S. 168,171,

Xr. Jusvice Doy zaycs




"When, a8 here, & long established and
successful plant of this character ic valued
for rate-meking purposes, and the value of the
‘property fixed as the mester cortifies upon the
" basis of a plant in successful operation, and
overhead charges have been allowed for the items
and in the sums already stated, it cannot be
ssid, in view of the Lfacts in this case, that
the c¢lement of going value has not beenm given
the conciderstion it deserves, and the sppellsnt's
contention in this behalf is not suctained.”

IZ wo eliminate from consideraxion'in going concern

value those elemexnts of overhegd costs above rveferrad to and

which already have boen caved for by sdding 10 per cent to the
reproduction cost new, together with sn sllowsnce of 3 per cent
t0 cover the interest on invested capital during the period of
construction, snd if further the olement of "ecod will®, 88
irdicating that element of value which inheres in the Lixed

and favorable consideration of customers arising frbﬁ an
established snd woll-=known snd well conducted busingsé is

to be oliminsted as indicated in the Des lMoines Gas Company

case (238 U.S. 164-165), then tho only remsining olement left

for consideration as ontering imto going value must consist

of losses sustained during the development period of the

enterprise = losses which were incidental to the developaent
period and of necessity ineurved in bringing the plant-inxo

successful operation, snd which have not been returned to the

Compary in rates during the later period of successful oper-

atione.
411 public utillty enterpcises g0 through three

stages of dovelopment. First, theve is the construction
veriod. The second mey be termed tke developuent period
end tne third the period of profit or goling concern.

1n the Zirst or comstruction period‘all itenms of
axpense,including capitel invested in the enterprise snd |

ell recessary ovorhead requivad to put thc plant in com= -




dition and readiness to vender Service are properly charge=—

able to cepitsl account.

The second or development periocd may be sald to
bosin when construction is completed and the plapt is inm
existence ready to operate and to produce the product to be

~sold. |
" With most business onterprises, whether public utility

or otherwise, & shorter or longer poried will elapse between

the begimming of operation and the time when the dusiness will
earn not only its operating expenses, its depreciation allow=
snces, the taxes 10 beo pald and other carrying charges, but

also the return on the investment, which return will be avail-
able for the payment of interest, dividends end other surplus.v

During this peviod the investment for the original
plant vemains constant and ail expenses incurred in the pro=
duetion and in the marketing of the commodity to be sold are
charged to operating expenses. In ordor that customers may
ba rapidly found it freguently occurs that the Company must
unéerteke additional and unusuwal expense to defray the costs
of solicitation, advertizing, etec. Those and other costs may,
and often 40, 80 increase the operating expenses during the
development period that the expenses sre greater then the
total receipts and an actual loss occurs Quring this period.
These 10Sses represent an actusl outlsy of money on the part
of the Compahy nocessarily incurred in the establishment of
a sucoessful business and waile genmerally snd more accurately‘
voferrod tg?ideVelopment costs™ constitute a real and a
tengible element of the "going concern” Value.

In this proceeding I have attempted to trest the |
itens of “goirg councern” and "developmenf costs™ a8 sepsrated

metters, and by the process of elimination have found that the
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only items which mey under any theory be considered ss entering

into "golng concern™ and wiich have.not boon considered and allowed
clsewhore, consists ol waat I profer to dcsigmnate as "developzent
costs,” In ny opinion overioad chsrges lrcurred during +the cone-
struction period khave no placo vwhatsoever in the determinaiion of
going concern veluce.

Development Cozts.

IL 4t 1o to be conceded that the sctusl smount of money
expended by o compary over wxd above the amount of its recelpts
during thc development period,vsuch oxpenditure being recessary
to the ostoblishmont of o successful business, should bhe con-
sidered se an sctusl invesiment in the businese, then in giving

roper concziderstion to thic itom it will be nocessary to fix

i¢ peried of time for suckh developmonﬁ. Yocessarily

e Gevelopment period will very with the circumctances and con-
ditions surrounding cach soparate plant; wpon the extent of the
demand Tor such service, the slze of the community to be served,

ae prosperity of the people cald their desire snd ebility to duy.
Doughly, this developmont period mey well bear some definite re=
lation to tre *time allowed foxr the construction of the plant.
If, for example, s& cage, the time cllowed Zor the con-
struction of the »lsnt is fixed at oxne yesar, it would, in my opin-
ion, be recesonable to soy thet within two or threc times the period
allowed Tor coastruction, thet iz, two or thrce years, the conmpany
world khave emple time to demonzirstc whether the enterprisc could
or could not be made @ sueccescful going concera. If within o
reosonchle period of time the crterprise cannot be developed
into & suceessful business, then the project ils a finercial
failure ond roc no "going concern™ value, which atieochos only

+0 o suceesafel dusinezs.




n

In thic cese there is mo question that the business
ls iz sucecessful overation. CThe plant hes been opersted suc-
cessfully for = lozg neriod of years. Thorefore, 4L in this

we fix & perioed of threc years for development of the

ouziness ~ the longest poscible reasomable period tast caﬁ be
allowed in thic case = it thon romains for the Company to show
The extent of the sctucl losses necessarily incurred in +the
development of its business durinmg this poriod, and z2lso to show
thet the Company after incurring such losses during the gevelop~-
mens period of its business kas not later recouped itsel? from
subaequens carnings for 'such losses.

In thisz case such chowing has not boen made.

we have here & »iesnt which has been in oxistence
since 1901, ten yegr: prior to the ensctment of the Public
TUvilities Act. During the perib& prior to the time the Reil-
road Comxicsion wos suthorizoed to fix fair rates it must be
precsumed that the rates in effoct were compernsatory,and thet
wactever losses were incurred by the Company in developing its
busirness werce roturncd to the owners.

In 1912, electric rates for the City of Redding were

fived by the Commiscsion in ordor to gremt rolief from chaotic
conditions Following & rate wer which was disestrows $o the

Tho rates that wore nut into efLfoet Dy the Com=-
mission at thaf time were highox than the rates tho Compony
had opcrated under volunterily prior thereto, send they were
cxpressly doclarced to e falr rates by the Commigzion?s de-
cigzion. - In 1916 the Comuission ogein fixed rotes upon a

esic 0% cost of mozney to the Company of 64 por cent and 2
roturz of 8 per cexnt was 2llowed on the in;estmcnt used end

useful iz its ecleetricel buciness. Mhe allowonee for an 8

per cent profit was mode sfter meking adecuste allowances
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for oporating expenses, depreclation snnuity and maintenance.

The rates were daeclared by the Commission to be Just and
reasénable aﬁd woere accfted‘as such by the Commany.

If, in spite of this conditiqn and aftor an operating
period of 18 years the Compeny declares that it has been un=-
able to reimburse Litself for smch porticn of its opevating
expenses as are classifled ss "development costs” if is clesr
that such expenses were incurred pfior to‘1912 when the Com-
migsion fixed fair rates snd when the Company was engaged in
& competative war snd volwmntarily assumed 8ll the risks and
a1l the comseguences of such conditions. Such.losses,lin-
curred undor #such conditions, and at So remote period cannot
properly be charged to suy roasonable development cost. 0
pold otherwise would be most unregsonable end wnfair, elther
in & condemmation czse, such as this or ina rate procesding.
Tho losses- if such sctually exist - incurred by & Company
in unrestrainea snd competitive warefsre belore the period
of regulation of rate by publiec auxhority. cannot by the
wildest stretch of imaginamion be ;ncluued within any 1eg1ti-
mate and reacsonsble development costs.

In ény event, under the applicatioh of the rule that
the Company is entitled t0 reimbufsement for losses actually
sustained in devaloping'a sueccessful business, provided that
the Compeny hes not beretofore been compensated for such
1osses, the obligation rests upon the Coupany to prove tha&
such losses sctually were incurred within a reasonable devel=
opment period, to show the purpose for which these losses
were incurred, theilr nature and their extent. Such showing
nes not been made by the Compeny in this prbcee&tng and I sm
therefore compelled to reject the Company's claim for com=

ponsation in thic particular.




In thiec connoction I wish to say that I reject as
wsound the theory advanced by the Company for messuring
"going concorn™ valuo by the capitalization of & poriion of
the profits. Lhe vompeny suggests that the commission might
well adopt as s “rough measure 0f going concern value in con-

demnation cases the canitalization or the marzin of net

earnings betwvees what might be terucd o minliim rate 0% Ta-
bUTL Cai 8 wOTwdd Tabe 0X vevuras“. Counsel for the Company
says:

"Such & measure would not work injJustice to
either the public uwtility or the public authoritye
17 carunings under rates fixed by the Commission have
beer less than a normsl vreturzn, the public utility
is rnot thereby muleted of any portion of bhusiness
value which properly should belong to it; if carn~
ings on the other hand have for any reason been in
excoss of a norumal return, the public authority is
not reguired to pey for s business value measured by
such excess esrnings. Ve think that the Commission
will eventuslly adopt some suck criterion. If ap-
plied in this case, a raturn of 6% may properly de
tekon ss the mikimum, ard & return of 8% as the nor=—
msl, snd the difference of 2% between the two when
related t0 the sscertained value of the physical
properties and capitalized &t an interest rate of
6% migat fairly be accepted as o messure of golng
concern velue without doing apparent injustlice to
sny interest.”

T believe that the adoption of this rule by the

Commission would be altogether unfelr bdoth to uwtilities
and to the pudblic snd would also be in violation of the

lawe




Under such rule, if the utility actually eaxned

Joas than 8 ver cent end $01d out, the public would be
required 70 Pay, 1 sadition %o tho Tair value otherwise

found, a sux that would forever give t0 the past owners

the difference between actusl earnings in excess of
6 por cent snd what Would have Deen Osrned hed the Compeny

made & profit of & por cent.

The epplication of this rule would be t0 say
trat & utility earning loss than & full 8 per cenxire-
turn has ¢ groeater "going concern” valuo‘ﬁhan ore earning
e full 8 per cemt return. The mere 9tatement of this
proposition reveale 1ts abeurdity.

Me foregoing discussion of "going concern"
value ie confined to the facts of this case and is not in-

tended as a final pronouncement of principle to govern

in al} ceses arising in the future.

(5) Severence Demages.

Severance damages, to the extant that actual
gseverence occurs, will be alloved.

The Compeny cleims for this item the sum of
$102,097.62. This sum is made wp of throe items, as

follows: .

(a) Copitelization of annusl expense of
continuing Redding local orgeni- \
zotion (%4,750.24 at & per cent) #79,170.66

(v) Capitelization of gencral execu=
tive end edministrative exponses
now chergeadle to the business in -’
the City of Redding ($1,127.83 at
6 ver cent) 18,797.16

Construction of new olectric and

%eolephoze circuits from Company's

gubstation to its shop end dis=-

petehing offico to 1ts meter

testing statlon, switehing sta-

tion and to gas house 4,129.80

_h

Total $102,097062 T,




In addivion, Counsel For the CTompeny in his vrief con-

tonds o8 follows:

"L fourth element of ceverance damages might
well Lave becn clalimed, bHoth upon »rincinle snd
autnority. The Company is o lose for all vime
the rotull profitv derived from the Reodéing Distiri-
suting corvico. In faet, there 1is no asgurance that
1% will even occupny the nosition of a wholesale
purveyoy of power to the city, since the latter can-
not ve orevenved from seecking other sovwrces of
electrical energy. Tor the prrpose of thls proceed-
ing however, we nave glven the c¢ity the benefit of
Whe Goubt and assumed that energy willl be purcassed
from the company. Deyond all guestlion, however,
the distrivution profit will be lost to the company
and galined by thc ¢ivy. The loss of this revail
profit wes concidered by the Commission & proper
element 0L soversnce damage in the Southern Califor-
nis Ddison ¢ose, and iacluded in its sward. To have
not nere put forth any cleim based upon the loss of
vals retail wrofit becsuse we think i1t mey be pro-
oerly included in the computation of golng councern
value. ALgain, however, we desire thaet there snall
o no misconcention of the company's position. IT
tae value of the business lest to the company tarough
the acquirement of the Redding distriduting system
by tho city were not to be included in the determi-
nation of golng conceran value, the compsny would
expect vo recelve compensation for this clement ;
under the heald ol soverance damages. In brief, the
company expects complete roimbursement, but nothing
nore.”

The Commliscsion has repeatodly made its position clesr

-

88 regards ailowances for coversnce damages, and this position is

in accordance witn the decisions of tne courts md the authoritieS.

If capitalization of proflits caanet e used as a measuwre of going

concern, 1t con &lso not He uscd us o messure of sceverance dameges.
It is my conclusion from the evidence in this proceeding

that the value of the Company's businesé and earning cavucity

n0t be Impeired by the sale of the distributing system in the C:

of Redding if the Just compensetion to be m»aid for the property is

taken 1unto consideration.l There will be, after severance, & mar-

ket for sll of ihe Compeny's output ol electricity. It is essumed

by the Company == wnd in my opinion this zesumption is a coxrect

Qoe == thwt the City of Redding will buy olcectric power wholcsale

frowm thae Company. Inssmuch as the rate Lor such power will ...




be Tixed by the Commission, the assumotion is that the
Commany will be allowed to esrn & profit on the sale of

such pPower. Since the City of Redding, in accorunce with

the Compuny's owm computations, absorvs only approximately

the total X.W. hour cales of the system, and
18 V0 be chargoed with less than ¢ per cent of the
total comnected load of the system, it is evidendt. that no
noticeadle disturbance in the Company’s business will result
snd no porvion of the Comnsny’s business will become idle
tarouwgh the conswmmetlon of this tramsaction. It may very
ligely develop that the Company's Redding dusiness, in *he
evenld of wholesale distridbution to the City, will be nore

-,

profitable Lo the Company in the future than it was in the
past becsuse of the high cost of retall distridbution.

There is then left for analysis the CompsnyT’s
clain for severance CGumages under ithe three items enumerated
above. The Compauy's estimate of the first of these items,
it is %o be noted, vroceeds on the theory thet there are now
certein lubor, material end overnead costs associated with the
Redding business thet cannot ve discontinued und that will have
to continue for oll time t0 come if the Compsny dlscontinuves
revall distribution of electricity Iin Redding. Anaiysis of
tne first item shows that there is included in the charge to
be capitalized such item& ag the Setting and removing of
trancformers, the setting snd removing of meters, reyairs
Vo overheuod dlstridbuting system, repsirs to line Ytransformers
and devices, repalirs to electrical services, new dusiness
expenses, collections and other ltems delinitely chargeable,
in my opinion, %o the cost of meintaining the Redding electric

distridbuving plent. OSuch expenditures, after this sale of




the system to the City, will, of course, cease. I can see
no reeson wuatsoever wiy expenditures of this neture should
continue in tae years {o come waen %he Company will no
longer e responsible for the urkeep of this property and
business axnd for the collection of bHills.

Ofher charges to the first item such &g
selaries, office supnlies and expenses, suyerintendence,
general lubor snd suonlies snd commerciasl doparitment sslaries
end expenses are also made. It may be tha’ it is not poesivle
to eliminate aliogether some of these expenses after the

Redding property is sold. I can $6e no reasoa, howevelr, way

Shey should not be climinated in & large vart and why the

small remaining oortiod is not & vroper charge elther to re-
tail dbusiness in olther districts or to the future wholessale
busiress with the City of Redding.

“he fmet that the Compuny 8lso operates
) gut and w wuter utllity in the City of fedding and that
the business of bolh of these utilities will mot be arffected
by the sale of the electric »lant, ic, to my mind, snother
resason way it should be posscible to reduce oxpenses for
Supervision, mebterial eni lebor to the degreo roquisite
under the changed conditions.

The evidence shows that the same clerical
force now ls utilized in keeping the booxs, collecting accounts,

gtc. in the cliy of Redding for <he electrical,'the &as and
the water nroverties, and thut 4né expense of maintalning
Such organizatlon now iz aprortioned to thecse throo utilities.
“oo compeny claims that it is entitled to Gemages by reason

of the faoct that there ure certaln ocoonomios in such Joint




will not Ve able t0 reduce the cost
office force in prowortion to the cmount which
against its electricel promerty. This nay “e
‘must ve borne im mind thet whatever cost is
ary to maeintain such accounting and collecting foree
cetly churgeable (o oversting exnense, end must 56 vorne
oy ket purlleulur utility so lomg &5 they are reasonable.
If by reason of combining soveral utilities under one RENGZO =
mexny cervain ocoromies result *therefrom %he later geparsiion

ol those utilities will not orevent each of those severed

utilities from charging the il legitimate expense of ac-

couwnting end collecting Vo the conswuners which they serve.
Monlfestly 1t would be immos sibdlo in future rube proceecdings
involving the waler ond the gas properties owned by thls company
in the City of Redding for the Commissior under its formé of
accovniing to keewy in mind thst & portion of the cost of maine
telning the sccomating cnd collecting orgsnizetions Tor *ho
TWO rem&ining utilities owned oy the compapy 288 been waid for
sihls proceeding and should be ved Lrdm the toval of
thelr operating expenscé. There is no doubt that tho woter and

cost of accounting and colleoct-

of tis expense bo nassed over V0 the eclectrical consmmers.
Inle cledm cunnot be allowed.

There remaing the considerution of thewthira
item, reprosenting the cost of construciion necessary to muxe
connect10ps of circuits for the »urpose of eéonomical operatlion
of tae Company’s business after the Redding Distriduting system
has been talken over by the City. The City has announced its

Pl

willingness to grant tae Compnany for its telephone system %he




use of the Civy's poles and abks the Tompaay to pay merely

& foir proportion of muintensnce charges. The City is alszo
on record ug ugreeiny to furnish tho Company with such pbwer
88 1V may necd for theconduct of its gas and water business
witiin the City ot sctual cost and without profit. The use
o the CLty's voles for the Company's velephone wires is
eavirely practicable snd iy in line with s number of Joint
pole agreements in verious naris of the stete.  Suen & Joint

extv Lor the purpose of furnishing transmission

for electric power Zox the gas and water plant, could, no dount,

be mede between the City and the Comouny in case ihe latter
desires to maintain independent circuits for those PULPOSSS

»

und 6oes not wish to wvail itsell of %he City's offer of sor-

»

vice abv aciual cost without profit. belleve it is in the

interests of Loth partics that duplicate comstruction crould
be avolded if vosgidle. I suggest that the City und the Con-
pany enter into & writiten countract providing for satisfactory
crrangements ae regaras telephone sud power lines. In the
event of o fajilure %o come %o an un¢erstending as regards such
& contract, the Cily should be usked to pay the sctusl costs
ol such construction as may be necessary for such purposes asnd
iV snould pledge itself sccordingly.

It is not necessary 4o make an sdvance ese
timate of suck cost or to fix upon a definite sum of money
o Ve p&id‘by the City for that purpose. A binding egreement
oz Tho pert of the City will ve sufficient,

Yo severance dsmuges

resul® to the Company. The Compnany’s entire generating systen

ewd 211 transm isgion lines not gold will ve cxactly as uselul




as <hey were before. The same smouwnt of electric energy
will Dde generafed end the same amount will be sold and
congumed, and there will be a profit from the business, as
far as this transaction has any besring on such profit,

Just a3 great as there wes before the sale of the vroperty.

{(6) Summery of Just Comvensstion:

It i3 my conclusion thet the Just compensation

for this property should be made up of the following items:

(a) Poir value of physical propertlies plus over-
heals, including franchise value and going
CONCOTL. = v & o o« &« o % 2 2 » o o = & » a $42,0¢10

(b) Development cost showld not be allowed in
this case for the reasons heretofore
statoed.

(¢) Severence dsmeges can probvably be eliminsated
by a contract between the Company snd the City
providing for adequate arrangements for
telephone and power circults for the Company's
needs in the City of Redding. If an agree-
ment cennot be reached, the City should
PledRe itcelf to the vayment to the Company
of the actual cost of msking the necessary
arrangenents, such construction to be carried
out either by the City and at the City's
expense 1to the satisfaction of the Company,
or by the Company at the City's expense.

In either cese the Commission will be will~
ing to lend such assistance a8 it may be able
to offer for the making of necessary srrange-
ments in the most ecomomicsl and efficient
mnannere

In conclusion I wish to make a few observations
on what to me appear to be some very significant tendencies
anéd facts developed in this proceeding.

The City of Redding in conformity with the powers
conferred on it by the Constitution, by the Public TUtilities
Act znd by the general laws, desire to avail itself of its
right to acquire s utility in ordexr to overate it as a municipal
enterprime. It goes without caying that in such proceedings.
jnst compensatiorn should be psid for the property




10 be tskon, it does not appesr that the laws of %he

stute contemplate ihe throwing of wnnecessary obstacles

in the way of & munilcipality desiring to embdbark on such

au wadertaxing. Do my mind, the term "just compencation™

implies that the trunsaction should be & Just one %o dvot:z

the owners of the willivy and the citizens of the city.
Lle the possibvility of the City's dwpli-

caving thls sysztem and ignoring the existence of %ae Com~

vany's olent (with the resulting cconomic waste), has not

in any way influenced s determination of the amount of just

compendation in this procecding, I would be blind 4o the -

facvs 1F I 416 not recosnize that ithis possibilivy oxicts.

ccious theories and uwareasonable construction of

perfactly sound genersl rules laid aowm WYy law snd by the
Sourts, 1V i casy to build uw figures so clearly out of
rcason that they cannot be brdught invo wccord with eny
concoption of "Just compensation.” If the amount demended

by the uiility on the fsce of it is soverul 4imes whaet the
City would heve 10 pay 4f Lt proceceded %o dupnlicate existing
propertios, vioenm it Ig cuite evident to me %het the provisions

o

of the 2wblic Utilities Act enabling citics 40 wroceed in an

orderly and economicslly sound memner %o scauire wtitlities,

-

Vg a coad letter. Work such w5 this Commission is

Wil
aoing in cuses of Vals nsture will be lost motion and cannot
possibly leod to prscticul results. In this case, il the
attompt were male to compel the City of Redding to pay bae
gum of §226,809.01 for this proveriy, Lt is at once ovident
that the City would Giemiss the procoedines wad eithér nave
to abenlon its nolicy or procecd wita the bulilding of a

& yet it would seem difficult 4o cevise




& gsystem caleulauted to alford the Commany o Tailrer desal
vnan the system proucrived in Sectilon 47 of the Public

LS y
Utilitics Act, aad 1t is a certainty that by the installa~

tion of apli RN , the City oand Compary wowld

I do not velieve that the Commission shoLl

-

ignore considerutions of suceh u lundamental nature on the

sssumption, porhaps, that the low reguires it %o proceed
along & narrow interpretation of the Act without keeping
in mind skat this fLet nluces upon the Commission no% oni&
certain Judlcisl functions dut =lso, in the main, genersl
mianictrative functions. It ic my oninion tuwt 1t wes
because of ite suprosed fitness Yo deal Lo on idtelligent
menner with tho gregter ¢uestions involved that the law placcs
camisslion the dauty of determining +he just com-
cages of <his naturo.
According to the Compuny’s own statement, %he
profit frow whatever investmont 1t has in the Redding plaent

ana business smouwnts 1o less than 33,800 This stetement is

more or lesc wncertalin. IV is more likely that & fair measure

-

Redding investment is hed by applying
Comnany’s entire plant & general

»

average Of all the Company's esrnings. Tois general average
ngs been Shown to be boitwecn 4 wand 3 ner cent:; or, on the
tasle of the Tigure fouwnd ws componsation, somewhere in the
nelgnhborhood of +2,000.
A simple tect of whether or not Just compensation

is greated the Company from an eusrning stundnoint can thorefore




2resont condition: Compsny Ls now earning nct
in excess 01 O per cent on sa investmoent in
the “edding property of enproximately
$80,000. L. UL L o T U0 0L 82,500,
la addition, the Company earns sy smount
suf{lclent to tuxe care of deprocistion.

Condition alter wrowerty is sold and Jusv ¢ome
POREYTION PVulG: COMDENY wall T6COLVE TOT PLO-
—— o e oy b m - P :
Perty ane ousiness p42,041l. This enlire sum
may ve invested in Compsny’s omm 5 or & per
cent vonds which now soll in *he open market
w4 o price ylolding better then o ver conv.
(65 on 42,041 = $2,5282.)

Compeny retains scocumulated depreciation resexrve
Tor Redding prorerty.

Zarning cepacity of Company will 20% o roduced
Tor tne veason that City will be buying powor

waolesule, end no idle »lant capncity will result.
City will buy mower from Company ot rates yield-
ing o profit.

Toere will be 2 net saving incopérating exvenses
and in depreciation of ut least $3,000 per Fear.

See Commenyts Exhivit No. 1.)

Letusl cost of severance will be paid by tnme
City of Redding or arxsngements eliminaving
Severance will e made. :

I1 this cune test is applied to the Company's
claims, we nave the following startling results:

() Total cleiu for juss compensation is 5226,209.01.
Tkis enfire mmount would be avallable for rein-
vestment, as stated above, since the esarning
capaclty of the Compuny will remain the sgme.

Toe smownt invested in the ComvmanyTs honds at

& yield of & per cemt would give an ammual net
return of (13,379, or more thanm five times as

much a& tue property is now eurning. This amoun?t
would e ocarmned with & lecsser risk than st presert
and without responsibdiliiy for propoerty and manage~
ment. '

Comoany would retain depreciation reserve snd wowld

naxe nev cavings in operating expenses of at least
43,000 per your.

Company would pay for the actusl cost of construc-
tion of new cireuits end for telephone lines the
c09% of walen, aceording the Company’s own esti-
mate, would be y4,lZ0. '




% will be noted, therefore, that if these
laims were allowed, the Company would find ltzelfL, insolfar

the Redding property is concerned, in =% loezt 92x times

&3 wood & position ag compered with its present and Tuture

earning cupecity.
No more profituble transactions could vossidvly

-

ve imegined then condemnction csces of *his neture, esypecially

if the wtlility were able %o sell out to municlipelities oxn
a plocemesl basis.

I submit to the Commission the following

\ .
DING, & municipsl corporation of

Yhe sixth cless, kaving filed with the Ruilrosd Commission s
retition setting forth tre intention of sald City to accuire
under eminent domsin vwrococdings or otherwise specificelly
desceribed parts or wportions of »roperty snd rights
NORTEFRN CALIFORNIA POWER CONPANY, CONSOLIDATRED, o ;
utility, ané asking %the isilrosd Commission o fix
termine the Jjust compensution to be paid to NORTHEERY CALIFORNIA
20VER CUURAYY, CONSOLIDANRD, Tor swuid proserty and rights;
9 oublic hesring having been Leld, tae partles hereto having
been secorded full opportunity Lfor the preseniction 0Ff wiagte
over ¢vidence they dcsired %o introdgce: briefé naving been
Tiled, this procecding naving beon submitied aend “ho Railroad
Commission having been fully apprised in theo promises:

The Seilrosd Commission hereby mekes its

Tindings of feete as follows:~




(1} Tae Railrosd Commiscion hereby finds as s fuet
thet the just compensatlon to be paild by the CITY OF REDDING to
NORTETRN CLLIFQUNNIA POVAR COMRANY, CONSCIIDATITD, Lo

z portion of said Company's property and rights, not Includ-
ing severance damages, wahich sald property and rights are de-
seribed in Apvendix "A™ und made part of these Tindings, is the
sun of $42,04%.

The Ruilrosd Commission hereby Ffinds s & fact

that the just compensation to be »uid by the CITY COF RIEDDING to

the NVORTEERN CALIFORNIA 20WER COL2ANY, CO ; Sever-

ance domages to the properiy and rights of the YORTHERY

CALIFORNIL POTHR COIZANT, CONSOLIDATIT, not to be taken by

LN Y

the CITY QI RIDDING, resulting from the taking of the proverty

and rights deserivod in Appendix "A™ attached hereto and made

vart of these findings, is the actual cost of meking or con-
gtructing such now circults from tho Company's subst#tion in
the rorthern outskirts of tue City, %o its shops and dispatcning
novse, exd from this polnt %o its meter testing statiom, its
switching stotion in the souvnherly pert of the city and to 1ts
&S house, &€ may “e necessary, these circuits to carry eléc-
tricity and also to provide & position for the carrying of
telephone clreults whero necesvary; all as per agrecmont to e
entered into between the CICY CF REDDING ond the NORTEZRYW CALI-
FORNIA DCUVER COLRANY, COXSOLIDATRED, this agreement o e gp=-
vroved by tke Commission.

At a more satisfactory alternative, it is
suggested that the Company and the City of Rodding enter into
an agreemont, o be anrroved by the Commission, avoldlng unmeced-

sary and duplicate construcetion smd providing for the use of




the City’s noles by the Comnuny i‘o: such electric and
telephons circuits s, may be necesssry snd on terms mutwally
sgrecable to the City and to the Company. |

The foregoing Opinlion snd Mindings areé nere-
by apvroved snd ordered Liled ag the Opinlon cund FinGings

of “he Raliroed Commissicn of the Stete of California.

Dated ot San Prencisco, Californis, tule £/

duy of July, 1919.

/ ;

ComnigBloners.




FZHIBIT "AW

Descrivtion of 2roverty to be Acculred by she City of Redding
irom wue sorfaern Culilornim rLower comnany, voasolidateaq, &8
LOVeXed 11 ANDLACRULIO0N O(LOe

{Description as per smendment %o or‘ginal spplication
filed vy thne %Lty 0oL Redding on Feoruary 27,
1916%.

A full and complete description of the pudblic
uvllity »nroperty ighte, or the paxvts and portions thereof

which 1t ic intended to acguire, 1z as follows

590 poles mnd sppurtienances, inciudiag cross—arms.
pins, brackets, cross-srm braces, bolts, lags, spaclng
bolts, pole svevns, anchors, guys, guy uardg, puy clamps,
all transmlzsion wire and in u¢utorb %rqns;ormera wita
cutouts, switches and anpurtenances, anﬁ all service wives
with insulators and appyurtensnces, conduits, meters ig-

cluu;n& all ﬁuouvUonancosand &nol;ances used by the For=
&S

thern lifornia Rower Comnany, Conaolidnted, in distri-
buting electrical enerpy to the City of Redding and its
inmhabitants, tho suld pronerties being more particularly
doszeribed in the report of tho Ingineering Deopsartment of
tne Rallroad Comuission ¢of the State of u&l;forn*u. dated
October 2nd, 1916, which deccrintlon in said report is
"heroby referred 1o und made 8 nart hereof.

(Lccompanying decision of the Railrosd Comwission of the
State of Californis in Apolication 3718, decided
19165.)




