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Decision No. _~6,""8.c..1 .... 3""",6"",,,-__ _ 

BEFOR:e THE PUBLIC UTILITIES COMMISSION OF THE STAtE OF CALIFORNIA 

Petition of the MONTEREY PENINSULA ) 
MUNICIPAL WATER DISTRICT 1:0 have ) 
fixed the just compensation to be ~ 
paid for the water system of EAST 
MONTEREY WAIER. SER.VICE existing, 
within and adjacent to the bound-
aries of said district. ) 

) 

Application No. 41485 

Martin McDonough, Myron B. Haas, and C. T. 
~, for Mon~erey peni~sula Municipal Water 
District, petitioner. 

George D. Pollock, in propria persona, one of 
the owners ox East Monterey Water Service; 
Charles O'Gara HudSOn, Martin, Ferrante and 
~treet, and Albert T. Hanley, for loretta Pollock, 
one of the owne".t$ of :;,gOt Monterey W~ter Service; 
cnd Aleon B. McCallum, for Crocker-Anglo National 
Bank. r~spondent8. 

J. T. -~helps, William Roche, Walter Cavagnaro 
and Parke L. Boneystee'le, for the Commission 
staff. 

OPINION 
-....---~~ ..... ----

On September 14, 1959, Monterey Peninsula Municipal 

Water District, hereinafter sometimes called District, filed its 

petition setting forth the District's intention to institute such 

proceedings as may be required to submit to the voters of the 

District a propoSition to acquire the water system properties of 

East Monterey Water Service, hereinafter sometimes· called EMWS, 

in the Seaside area of Monterey County under eminent domain 

proceedings and requesting the Commission to· fix the just com­

pensation to be paid for said properties. EMWS was named in the 

petition as a sole proprietorship owned and operatec1 by. George 

D. Pollock. Subsequently, by Decision No. 59146 dated October 13, 
,0 
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1959, the Commission 'authorized the District to amend the pe~ition 

to show George D. Pollock and Loretta M. Pollock, his wife, as 

owners of EMWS and Crocker-Anglo' National Bank as a creditor of 

EMWS under a mortgage and under a deed of trust. 

After hearing on the Order to Show Cause issued on 

October 6, 1959, the Commission issued Decision No. 59424, on 

December 21, 1959, noting that n~ cause had been shown why the 

Commission should not proceed to hear the petition a~d fix just 

compensation and ordering that further hearings be beld. 

The petition was further amended by Decision No. 61884, 

issued April 25, 1961, and by Decision No. 67259', issued May 26, 

1964. 

Further hearings were held in the matter on October 9, 

10, 11, 16, 17, and 18, 1963', and on January 2, and 3, 1964. Evi­

dence was introduced at the hearings by the Commission staff which 

had made certaiustudies at the request of the District, by wit­

nesses for the District, and by witnesses for mISe Twenty-five 

exhibits were marked for identification and ewenty-one were ad­

mitted into evidence. Apparently, tl~ough an oversight, Exhibit 

~o. 15 produced by the real estate witness for EMWSw~s not 

offered in evidence, but it has been treated by the' parties 

her,eto as h..a.ving been admitted in evidence. Said Exhibit No. 15, 

is therefore received in evidence at this time. 

The matter was taken under submission subject to the 

filing of eoncur:ent briefs, the last 0·£ which was filed on 

February 20; 1964. 

One 0.£, the owners of EMI1S, Loretta Pollock, evidently 

is urging that the JUSt compensation for the properties of said 

water system as of September 14, 1959, be fiXed at $887,753 which 
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is the sum of the reproduction cost new estimates of the Com­

mission staff le.ss eCJ.ual annual cost or sinking fund depreciation 

plus the fair market value of lands, easements and rights of way. 

The other owner, George D. Follock, testified that the fair mark~t 

value of said properties is $750,000. The District urges that 

the Commission fix jus't compensation in a sum not 'to exceed 

$510,000. 

This proceeding is a companion to Application No. 41463, 

~ich was filed by the District to request the Commission to· 

determine the just compensation for the water properties of 

California Water and telephone Company on the Monterey Peninsula. 

The issues presented in this case are as follows: 

1. Is the proper mea$ure of just compensation in an original 

just compensation proceeding principally determined by the earning 

power of the properties sought, as contended for by the District, 

or, is it the summation of reproduction cos'ts· and market value of 

the separate assets, depending on their nature, as contended for 

by one of the owners! 

2. To the extent that reproduction cost is a factor 1n 

just compensation, is the most appropriate meth04 of depreciating 

reproduction cost new the sinking fund--present worth--equal annual 

cost--method employed by witness for one of the owners, or the 

straight-line methOd as employed by.w1tnesses for the District 

and the CommiSSion staff? 

3. Should an es~tmate of reproduction cost include cost of 

paving of mains where historically no such paving occurred? 

4. What is the fair market :value of t:hc proper~y, in the 

sense that just compensation is thereby do~ermined? 
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5. Insofar as reproduction cost new is a factor in 

determining just compensation" should the Commission rely 

principally on the estimate of its staff or on the est'imate 

of the District's witness? 

6. Among the three estimates of accrued depreciation 

applicable to reproduction cost new produced by the staff, the 

District, and the Company, which is entitled to the greatest 

weight on the basiS of assumed lives and related allowances? 

7. To the extent that fair market value of fee 'lands and 

easements are relevant to just compensation, should the estimate 

of the District's witness Gimmy or the Company's witness Gash be 

utilized? 

We shall discuss the issues in tbe order listed above . 

except that issue 4 will·be considered last. 

In City of North S.qeramento, 56 C.P.U.C. 554 at 561, thiS 
.' 

Commission stated: "In determining just compensation the Cormnissiou 

should consider those·matters which would be considered by a willing 

seller and by a willin'g'buyer each. of whom has knowledge of all the 

uses and purposes to which the property is best: adapted and for 

which it is capable· of being used." This. statement is closely 

related to the .definition of. market value urged by the District 

in the companion proceeding. ,hereto as the proper mea·sure 0·£ just . , . 

compensation which states that market value is "the price which 

would be paid by an informed and agreeable p'urcbaser to an in­

forme<1 and agreeable seller~ nei1:her being under any unusual 
, 

pressures a.s to time or Circumstance." Such definitions establish 

the proper, measure of just compensation in this proceeding ... 
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As in ~he decision of the companion proceeding hereto' the 

Commission will take official notice of the following fac:s and finds 

that an informed purchaser and an informed seller would be aware of 

such facts: 

1. E~S has dedicated the properties involved in this just 

compensation proceeding to the public uSe and is lawfully operating 

such properties as a public utility water corporation in the Seaside 

area of Monterey County. 

2. Properties dedicated to the public use must continue to be 

so used'until abandoned to the public 'or 'Until some other use is 

authorized by this Commission. 

3. No other private entity may operate as a public utility 

water corporation ~thin the service area of E~S ~lessitobtains a 

certificate of public convenience and necessity from this Commission, 

and this Commission can grant such a,certificate only after making a 
. . . , 

finding that public conven:l~ce' and necessity require.or will ,requi:re 

the construction of the system requi:rcd for such ope:ration. 

4. The District-may parallel the lines. of EMWS without 

authorization from th1SCommission. 

5. The rates. which this Cotcmission has authorized EMWS to 

charge for its service are rates which this Commission.has found will 

allow EMWS an opportunity to earn· a rea~onable returcon the original 

cost of its properties (less the :reserve) plus aD allowance for 

working capital and deducting advances for constru~tion •. 

Both a p:rospective seller and a pro'speetive buyer of the 

prop~rties for which just compensation is ~o ?c,ffxed in this pro­

ceeding would undoubtedly consider.the present day eost~ i.e., the 

sum of (1) reproduction cost new less depreciation of physical 

properties other than lands and rights of W3y~ (2) the market value 
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of la~ds and ~i8hts of way, (3) the ~rket value.of water rights, and 

(4) organization costs and going concern value; the original cost less 

depreciation; the rate base, and the capitalization of the earnings of 

the properties as factors affecting market value. Such a buyer would 

eXpect to be able to earn a reasonable return ou.his investment and 

not likely be ~lling to pay much in excess of the present day cost of 

the properties in view of the possibility of the water system being 

paralleled or condemned by a public agency. A willing buyer and a 

willing seller would also consider the fact that public agencies. as 

well as private concerns arc in the market for utility properties. 

In determining the method of depreciation to be used in 

developi'Og accrued depreciation for a reproduction cost 'Cew. study, we 

recognize the extreme dollar differences that result from the two 

methods in this proceeding. The sinking fund--present worth--equal 

ano~l cost method produces co~siee~ably lower amounts for accrued 

depreciation than the straight-line average life method. Only as plant 

reaches the end of its life span do- the two methods pxoduce compaxable 

:results. This difference is caused by the injection olf an interest 

factor into the age life relationship. We are iD this proceediag 

concer'Oed primarily with an attempt to measure the dollar loss in 

service value as related to a reproduction cost new study. While an 

interest factor may be appropriate in certain types of economic 

studies, in a proceeding. of this type it has to be considered in 

relation to the type of appraisal involved. This loss in service 

value is the end result of a considerable number of phYSical and 

functional elements of depreciation which do ~ot le~d themselves to 

precise quantitative measurement. As between the two methods we' find 

that the straight-line method will produce the most reasonable xesult, 

and we therefore conclude that t~e straight-line method should be used 

in conjunction with the reproduc~ion cost new stud1esin this 

proceedi~g. 
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If a public agency were to parallel the water system . 

involved in this proceeding it would have to replace norihistorical 

p~ving rather than historical paving. Therefore, we conclude that 

the estimate of reproduction cost should include the cost of paving 

cains 'tI7herevcr such paving waS in existctlce as of September 14, 1959.' 
, 

\ 

Also since a public entity can parallcl the system, whercas'.! 

a privity entity could not except in special circumstances which have 

'Cot been SnO¥h":'l to Cy.ist in this p:roceeding, we conclude that the .. 

rep:oduction cost. esttmate to' be used in this, proceeding should be' that 

ef c public rather than a private entity. 

!he reproduction cost new estfmate of the Commission staff 

for a public entity including nonhistorical paving was $l,031~l64, 

whereas such est~~te of the District's witness for a public entity 

including nonhistorical paving was $783,171. Both estimates' wexe 

prepared at the instance of the District. 

Summaries of the record respecting these estimates and the 

positions taken by the paxties to this proceeding relative thereto are 

well-stated in the briefs of the District, the Commission staff and 

EMWS. We have considered the qualifications of the witnesses, the 

thoroughness of the respective studies and the testimony of the 

witnesses regarding the rcp:oductio'Q cost new estimates. '!he 

Commission is cODvinceG that the construction period a:d pricing 

methods used by the CommiSSion staff 8:C more realistic than those of 

the District T s 'Witness. The Coxmnission finds that the reproduction 

cost new estimate of $1,031,164 submitted' by the Commission' staff 

;;'0 reasonable ~G ob.oulc1 be acloptea in this proceeding. 
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the District and the staff both computed accrued depreciation 

through the use of the straight-line :emaining life method. EMWS used 

the equal annual cost or sinking fund method. For the reasons previ­

ously stated the straigr.t-line remainin8 life method is the method 

which should be used in this proceeding. As pointed out in the brief 
I 

of the District, as betweec the staff and the District, the percectage 

of accrued depreciation is very close. The District used slightly 

longer remaining lives and somewhat less salvage. The choice between 
, -

results of the Dist~ict and the staff depends largely on the base 

selected. The Commission has adopted the reproduction cost new 

estimate of the staff, and it will also adopt the accrued depreciation 

of the staff. The Commission finds that accrued clepreciation in the 

amo'l.Ult of 0273,164 :reasonably should be.eeducted f:roc. the re!>roduetion 

cost new est~te of $1,031,l64 to arrive at repr~euet1on cost ~ew, 

less accruecl depreciation of $758,000. 

The witness for EMW'S in his appraisal of land included two 

parcels which were acquired after the date the petition herein was 

filed and omitted one parcel which the District does seek to acquire. 

In addition the ~tness for E~S did not include an amount for ease­

ments. EMWS's appraisal adjusted by reasons of these omissions and 

additions is $37,346. The District's appraisal of land and la~d 

rights is $77,500. We are convinced that the appraisal, of the District 

is the result of a more thorough investigation of the properties and 

is more reliable than that of EMW'S. We find that for purposes of 

determ:Z:ning the present day cost of the system in tl1:i.s proceed1~g, the 

land and land rights rc~conably chou1d be incl~ecl at a v~lue of 

$77,500. 

We further ,find that the present ciay cost o~ the syster.t 

I 

~nvolved in this proceedi1.'lg is reasonably the sum of $753~000 and j 

$77,500, or $e35~500. 
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There is no dispute as to the original cost of the properties 

depreciated and the rate base. We find the rate base compon~nts of 

the properties involved in this proceeding as of September 14, 1959, 

are as folloW's: 

Original cost of utility plant, 
exclusive of land and land 
rights •••••••••••••••••••••••••••••• $391,439 

Less deprcciatiotl reserve ••••••••••••• 85,,016 

Subtotal ••••••••••••••••••••••••• 306,[:.23: 
Original cost of land and land 
. rigl:l.ts ••••••••••••••••• ~ '. • • • • • • • • • • • 13? 021 

Subtotal •••••••••••••••••••••••••. 319,444 
1.ess adv.:lnces for construction ........ 52,35,7 
Rate base '.............................. $267,087 

Ot!:er evidctlcc in this p:occcding shows that George D.', 

Pollock offered to sell the properties euri~g the summer of 1963 both 

to the District and to california Water & Telephone Company for 

$750,000, but that both rejected ~ne offer. George D. Pollock testi­

fied that he thougbt$750,000 was a reasonable amount to be paid for 

the properties. Pollock refused to sell the properties to California 

Water & Telephone Company for $500,000. 

The Municipal financial consultant for the District testi­

fied that in his opinion a fair market value of the properties as of 

September 14, 1959, was $510,000. In making his estfmate this witness 

:relied principally on the eartling poW'er or the productiveness of the 

pxoperty, as the principal dominant element bearing on the question of 

fair market value. He tooI< into· account and considered the :'extent, , 

type, and stability of the territory served by the system" the 

adequacy of the sources of water supply for present and future require­

ments, the possibilities, for expansion, :hc, reQ,sonableness of rates 

in effect as of· September 14, 1959, the stcl;,ility of the enterprise, 
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and the past earnings of the property as reported in the annual reports 

to the Commission. In addition he e~mined certain actual transfers of 

water properties to determine the relationship of the sale or condemna­

tion price to the depreciated plant book co'st. The ratios· ranged from 

about 99 percent to a high of 164 percent of depreciated' plant book 

cost with about 70 percent of the transfers taking place at less than 

140 percent of depreciated plant book cost. The amount of $510,000 is 

~, about 160 percent of the original cost' of the properties less deprec:L-
, 

ation and approximately 190 percent of the rate base, of $267,087. We 

find that the value of the properties based principally on the 

capitalization of earnings is $510,000. 

The following is a tabulation of the preliminary findings 

on which our finding of just co~pensation is based: 

Present Day .Cost ••••••••••••••••••••• 
Original Cost •••••••••••••••••••••••• 
Rate 'Base a, ••• a. a a • a ••••••••• a. a a ••••• 

Capitalization of Earnings ••••••••••• 

ULTIMATE FINDING AND ORDER 

$835,,500 
319 444 
267;087 
510,000 

The Commi~sion finds, that the total just compensation to be 

paid by the MOnterey Peninsula MUnicipal Water District for the taking 

of the lands, properties ancl rights described'in the District's 

petition, as amended, is the sum of $550,000. 

The Secretary is directed to cause certified copies of this 

order to be served upon the parties, and the effective date of this 

order, as to any party, shall be twenty days after service upon such 

party. 

Dated at _____ &n_F_r_an_c_is_cO ___ , California, this .:270/}, 

day of ____ ....Io .... C_T ..... O .... 9 .... !:'~'--_, 1964. 
, , 

, ' .. ,.-' ' ..... ,,. ... ,, . .,; ... , 

COUltll1ss1Ollers 


