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dba Dena1:r Water lo1orks,respondent. 
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party. : . ' 
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OPIN'ION' - .... ~ .... --~ 
... r.' . 

Dena.ti:: Community Services DistrIct, apo1itic:il' sub-. : .... 
division within' tb;e County of Stanislaus, Ca11forn1a, by a petition 

of the first class requests that the Comm1ssion fixtbe ju:::t eom-'; 

. pensat10n to be: paid by the District for the lands, property. end~ 
fl" 

rights ofv1111:l::am T. and Della Hammond, doing business as, Denair '. 

v1ater v1orks, a public ut111ty(public Utilities Code~ Secs. 140,1,-
,.~, ·l 

1421) •. 

The COmmiSSion took j u:r1sdiet1on foll~w1ngia bear1ng.~on. an 

orcler to show ca:::se (DeCision No. 70446·, dated March'15, 19~6). The 

District then asked the COtImX1ss1on staff to- prepare and present three ;.;,:,. . y , .. ' , :,,;;.:,:. 
studies pertinent to, the petition. The studies, andcerta1n st1pu~ 

lations. by tbe~,?:str1ct. and Company concerning land' values., wer~ 
..... --

Reproduction Cost New Appraisal, ex~l!Jding ... 1pnd and 
Inta:ng1bles) as of December 14, 1965 (Exhibit 1); 
Accrued DepreCiation :in Connection w:L~h Reproduction Cost 
New Appraisal,a1so. excluding Land and Intangibles., as of 
the s.ame date (Exhibit 2); Origiunl Co&t R:.ateBase' 
Components, as of December, 14~ 1965: and Rates of Return 
for. 'calendar Years" 196:3· through 1965 ~xhibit, 3)~ 

." '., 

.. j 

-1-

. 
I 



.. 

A. ,48122 1m 

I, 

I 

presented at a public hearing beld~ after due notice" atDena1r 

before E'xa.m1nerGregory on May 4 and 5, 1967, at the conclusion ~f 

which the petition was submitted~ for decision. 

The eVidence shows .that in 1949 two, water systems ,that 

had served . portions of the Town of Denair for IIlany years were 

joined by 1, 100 feet· of 4-inch asbestos ee%llent pipe laid through 
, ~~ 

the Santa Fe· Railway right-of-way, and now" as the' Denair'Wat;~,C" 
I I • ~, ~ '" 

v1orks, serve about 288 customers in the town and some contigu¢us 
, ' 

areas. The rr3nnnonds:' acquired tbeutility in 1956 (DecisiOn No.:" ."" 
I . 53829, October 1, 1956, Application No. 38282). " ' 

The present system bas four we lls. at three separate sites. 

The pumps, for two of the wells are :equipped with 7-l/Z'bpmotors;. 

the other two pumps have, respectively,' 15 and 20, hpmot:ors. '!here 

are four pressur~r;~anks with a total capacity of 8','400 gallOns, .. and 
. ' ··~1 . , , 
about 25,000 feet of disa:ibution mains. ranging from one to six 

inches in d:taDJeter:, including some 2,100 feet of,4-:tnchma:Ins, 
. ' , 

ins·ta.11ed after 1963, that parallel older 2-inch. lines. 
, , 

Tb~ utility, follOwing a rate increase in 1963 (Dec:Ls1on 
~::,.I_.; ,r7' 

No~ 6635l,Nove~ 19', 1963, Application No. 45-157) ,and the' 
"I," 

addition of some 3:7. new customers, increased its net '.revenues from 

a deficit of $656', in 1963 to net gains of $1,568: in 1964 and $2,322 

in 1965, as Shown\:~by the staff's adjusted Sl1mmary of "earnings 
,) .; 
. " . 

(Exhibit 3, p:.. 3-5). The improved earnings resulted· in rates, of 
, <;~~: :'~. '. 

return on average depreciated rate ' bases for those years,' 
, " . .' , . , 

respectively, of6.l7 percent 'and 8.5l percent. 

'','_It' Staff eXamination, in the present proceeding" disclosed 
, i':e.' , . " . 

. that. plant balance$' and related reserve for depreCiation, as set 

forth in annual reports filed·witb· the Commission, could not reacl11y 

be verified due' ·to inadequacy' of the utility's, accounting records . 
, "" 

, . . 

and practices.. Accordingly, tbe staff, as a starting pOint, used, " 
. , . " 
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'I"~ , 

balances for ut:t:11typiant':~cCOmlts, related' reserve for depreciation 
',' j 

:, ~ ; ',' : 
and other rate'J)'aSe components as of January 1, 1963, as adopted. by 

""" 
,:Ded.sion:,:N6~:~;:,G63S1, sppra. 'Those balances ,were tben mod.1f:ted by 

, .''1 ~ •.. , • 

certai.n adjfJG-tmCt7.ts- direc1:ed pritnarily to the reconstruction of' 
~, .. ' , . 

pi~nt additions';' ~eti~etcents and depreciation reserve fr~m J'anu~ 
1, :,196:> '~o' July :;l~ ;'1966, based on ~Va11able invoices,., physical 

, .'1 01 , ,I , 

:: in:i'p~ct1on'of the plant and other data furnisbed by the' owner; 
. ,', ' 

The record discloses no substantial issue with· respect 
'. 

to ,.the, results of the staff, studies, s1J'T""arized be low • . 
" A ... tQxirlnal CostR.a.te"'B:lse Components at December 14, 1965(EXb1b1t3) 

The utility t s original cost rate baSe at Deoembei 14,1965~ 

exclu~ive of any working' cash,' is shown in the foll~w:tDg.tabulation~ 
r'.I1¥ 

Utility plant balances· are shown as of the end' of the yeu ,1965, 'as 
;: .. '. . . , . , " ' '. '. ~,:'. . " , 

only, minor charges to':,plant occurred 'between the filing date of ,the 
~ , . , , "1' .' " , 

• • .. ! I ¥ 

petition
c (December 11; 1965) and 1:he end of the 'year •. 

.. . ' •. . 
.. .. .. .. .. . : '; 'Amount·· 

Intan31ble' Pl&:"t 
Land·::". . .. 

"i'/~. " S' b 1 -':"':. .,' . u tota , 
DepreCiable .UtilityPlant . '. . .. · .. ,r .. ': 'Iotal'~til1ty.'Plant 

, Reser;ve· for DepreciatiOn" '. 
"',~!,' . Net UtilityP'lant: . 

UnrefcndedAdvanc:es. c fo~.Cons.truction 
Unamortize'dContribut:l:onsin Aid ofConstruetion 
Materials ...• and .. .supp lies,' 

Depreciated .Ra.te Base ... 
• I • I 

(Red Figwe) 

-
.. -.. -

B.' . Reproduction Cost New and Accrued Depreciation, Including General 
"Overheads, as of December 14, 1965 (Rxhibits 1 and 2} 

The staff's reproduction cost new· appraisal of a,ll water 
, ' 

system plant. and . other ., properties used, by Denair v]aterWorks· and· 

e~sting on'. Deeember. 14, 1965; 'exclusive of land~ rights.-o'£:wayand· 
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1ntan8ibles, together with accrued depreciati!on, is s nT7tmarized in 

the tabulation below. All abovegx'oand facilities were 1tJ.ventox'ied 

by fie,ld inspection. ,Subsurface pipelines ,wexe inventoried by .. 
I 

marking 'out their location aboveground, measuring their length and 
", 

verifying their size, type and', location by seandard' engirieeri~ 

methods including the use of an electronic pipe locator and ~tua.l 
II 

excavations'. Wells, pumping station equipment" t.anks" services, - " , 

meters, hydrants, ,: ;tructures" materials and supplies, wereinveneor1ed 

by' insPection, ~lYSis of available invoices and other' company 
• I ' 

reeoX:d$, and' from. information 'furnished by the 'Owner. 

The 'reproduction cost new appraisal represents the staff's 

estimate of the cost of. reconstructing, in a reasonable and efficient 
.", 

manner, theexise:tng wate~ system. on a continuous" wholesale: con-
I '. , .' 

: \~:'''''.-... ' 

stru~tion basiS, ,reflectinS .... '.?oud1tions prevail:I.ng ,during a p-lanned. 
<: . . It . '.~.'.. i ' • : ' 

period immediately prior to and, terminating upon the date ~ filing, 

the petition. The tabulation follows, (Exhibit 2, p. 1-5). " •• ~ .I 

''',I 

" 

::: : &epro- :.ACc:rued: :Percene: 
:Ae.: : duct1on:Depre- : RCN Less :Aecrued: 
:Ne>.: ' Item :Cost New:eiation:Aeer.Depr.:Deprec:.: 

Tb.': .. gible Plant z Excluding !.sud 
315'Wells , $ ,9,.535-
324 PumpiugEquipment' 11,051 
342R~servoirs and Tanks 5,554 
343, Water Mains 49,853, 
345" Services .13',,345' : 
346 Meters / 1 ,139 ' " 
347: Meter' Installations, /j/ 32 " 
348Rydranes , , ,.;{ 1,.214 

$.2,,560, 
4,600 
1,382' 

18,142', 
5,.080~ 

366- ' 
9: 

361 

$ 6,,.975, 
6,451, , 
4,172: 
31~711' 
8,26~ 

773 
23" 
8~3 

371 Structures and Improve- ill,' 
ments,' ,;( 1,136 419 717 

26.87.; 
, 41~6,' 

24.9: 
36.4 
38.1 
32_1 
27.6' 
29'.7.' 

36~9 
49~3, 374,Other, .. Equipment // 597, 294 303:;", 

13~ Ma ter:lals, and Supplies }I .,.n:.l ~T O~O;.;:O:--"""""-"I"'I'I"Pr'._-,.;;l:.z.z,""OO;.;O;;..' _", _~...". 
, To1:4l,:;/ 94,,456, 33,213 61,,243 35'.2 

, , 

.'Ii 
,~/,( 
',' 

;f 
,/ 

,,:/ 
/ " ,'I 

" ! 
.oy , 

j:/ , / 
I, 

/' 
1/ >" :1: 

1/ • 

,(I 
'I' 
I,' 
" 
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the record discloses, with respect to th~ utility's 
., ..... 

" landed capitel ~ that the sum of $1,763 was inc:ludecf,):n Ace'ount , '. 
, ' . ~I 

. No. 306, Laud, in the ut11ityplant balances adopteci:,iD,' 1963 by 
\'" . ,'" 'J {'~,... ' 

",l?ec:isionNo.66351 and was carried forward, unchanged,;:.to t:lie~ bal-
, 

anc:es shown for the end of 1965 (Exhibit 3, Table' 2-A, p.2-4). l'he 

," 

land comprises the utility's, thr.ee well sites located, in the town. . . . . . 

Counsel for the'Distr1et, the utility and' the staff, 

stipulated at" the ,hearing. that'. an appraisal of the· bare l~nd of 

the sites, contained ·ina report by Robert w. Ford:"a Mod~st~ real 
• • , ' • '. I 

estate appraiser", dated' May 3, 1967 (Exhibit 4) would, be r~c:eived 
.' '. , " ," ':- ", ",1 
in evidence; that if Ford were called as a,: witness hewould,test1fy, 

to the content, of the re~rt and would' also testify that >~h~·l.and 
\ i • " 

values shown in the report ~ould 'be, the same if· the appraisal" were, : 
')', -. 

madeasof'December 14; 1965~ 
'" I 

.. J~, .,,"'" Co\1llsel' for the' utility and the District also stipulated .,:;. "j 

~18~ if W. 'I' .. Hammond, owner, of the utility ~ were called as a wit

ness he w';uld testifY,to",certain values for the three well sites. 

The tabulation below summarizes various data of record 

related to land', as of December 14, 1965: 

: . : :originaI COs€:Est1m:ated Market Value 12-14-55: 
:Parcel No.: . Area : . Staff : D:(s,'fr:::'ct.: UEilify. , : 
: (Exh. 4) : (s9.ft.): @she3) : (Exh .. 4) : (Hammond)": 

1 8,250:. $ $2,50.0 $3,:000, 
2 3,994 - , 1,500 2 .. 00.0,: 
3 62~/' , , : 350 750::' 

Total': 1,763: 4,350 5 ,7S(}', • 
, ',.' 

The Ford appraisal~ whieh describes the location and· 

potential uses of the sites and gives data on sales, of comparable 

land, notes that' Parcel l' is zoned R-l and is adequaeeforbuiid1ng 
. .' ... 

,a residence; Parcel. 2' though zoned R-Z, isllmitedby' its" sma'll" 

,I"" 

" , 
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size and narrow street frontage and probably could only, be used, 

economically with one of the adjoining properties; P'~cel 3 is a. 

25' x 25' well site located at the end of a 20' alley and cot:ld 

only be used as a well site or as plottage to the adjoUdng lot .. 

Tbeonly evidence of record' concerning the value of ,any 

easements owned' by the utility is a resol~tionby the'Board' of' 

Supervisors of Stanislaus County, adopted" in .1uly ~1941, granting 

the right to lay water pipes in Denail:' (Exhibit 5). The"document 

was offered by Counsel for the utility, without further comment. 

Counsel for the District, however ~ observed that since the origitia.l 
, , , 

cost of land, shown in the staff's Exhibit 3" does not ,indicate, 

additional values: for ease'.Cle1lts, that fact' "would be s~ evidence, 

of what the easements ,are worth at the presentt1xl:e ff
• (Tr. p.,96.) 

Summary and Findings 

Determination of just compensation by the Commission, under 

applicable law, requires the exercise of an informed j,udgroent' on 
, " 

what the -record discloses with respect'to the fair market value, 

in money" of the sougbt properties viewed as of the f1l1ng'date of 

condetlll'Lor 'spetit1on. !here is no universally applicable foxmula 
" , 

or matbematiealcomputation for the determination of ehatissue,~ 
'!be criterion of "fair market valtJe" has" from titre to 

time, been questioned, when appli~d to the taking of, ~til:Lty pro-' , 

perties because there is normally only a limited ''market'' for, such 
~ 

proper tie's and the utility is not, ordinari.lr stibject, eo the 

economics of: the market place. But: when a utility is for. sale 
'!' , 

ana a purchaser is in,1:erested1n buying it, tbexe is ,a, "mar~t:" 

to that extent and use of, the criterion is justified when-necessary 

in, the ' fixing of j,.tst compensation by an impartial body, when 'the >,' 

parties' cannot agree. 

-6- . 
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The term ''market value If ~ or flfa~ market value n ~ bas' been 

variously defined and~ as so def:1ned~ bas been equated"with "just 

compensation" in recent proceedings before the Commission (cf. City 

of North Sacramento, S6 Cal~P.t7 .C. 5St., 561, cited in Monter!!y 

'Pen1nsulaMunicipalWater DlstTict, 63 c.a.l~P.U .C.S33:, S36 and 

Aldereroft Heights County v7aterDistrict, 64 Cal.P.U .C. 429', 433). 

As stated in City of North Sacramento, supra: 

'-:tn dete'rming just compensation the Commission 
should consider those matters whicb would be 
considered bY' a willing seller and by a willing 
buyer each of wbom, bas 'knowledge of all the' uses 
and purposes to wbich 'the property is best ad3.pted 
and forwbich it is. capable of being used. t., 

Informed andnlling sellers. and buyers would be expec1:ed 

to conSider a.t least the followillg facts, ~certainable by in

spection or byref~ence to'public law.and:records, that concern 

the properties·' sought. here: 

1. The-properties., fo~ many years',' have been operated as a 

public utility \mder, regulat10nby this CommissiOn 'anCtmustcontinue 

to be $0, .operated until S01Jle 'other use is auth~r1zed by the cOm
mission.' 

, 

2. No other privately o~dut111ty may operate as a public 

utility in the company's service area unless 'granted a certificate 

by this Commission based cuits finding of public convenience and 

necessity. 

3. A public district may parallel the utility's lines a.ud~ 

subject to liability for pa~t of compensation ~ublic Utilities' . . . . 

CQde:~··Secs. 1501-1506),- may operate a competing system' in 'the Town 
. . . 

of Denair without a.uthor1~t:ion from this Coumd.s'si~; . 

4. The utility's presentlyauthori~d'ra~s .£~ water serviCe 
,'- . 

are those whicb' this. Co~ssion bas' ·£ound will allow the OWXle%S an 
, . , , 

.' opportunity' to eama. reasonable ~turn on. the. orig1na.l eosto£tbe 

-7-



~, 

e· 
A. 48122' 1m 

utility's properties (Plus an allowance for' working capital) 7 after 

deducting' .the dep:eciat1onreserve, unxefunded advances for '~on

struct10n and contributions in aid of construction. 

The record ~s plain that the district' s off1ci~lsand 
I 

the owners of the utility are informed, or have had ampleopportuniey 

to become 1nformed7 on the foregoing matters. 

The Commission may consider 3. number of criteria in 

detennining just compensation. .Among these are: (1) reproduction 

cost new, less accrued depreciation; (2) or1g:tnal cost of rate base 
, . ' 

components, less' depreciation; (3) Cjmpa:rable sales; (4)eapitalized. 

e.arn1ng7 1f earnings are shown; and (5) ~ present day 'costs
7 

defined 

as the sum o£(a) reproduction cost new less depreciation of'physi

cal properties other than laud ~d easements; (b). market value of. 

land, ea5e1CCnts and water rights; and (c) <n:g.anizat1on costs. and 

going concern value. 

Generally, and witbout regard to the status of petitioner. 

as a pub11e.a.gency, a purcbaser of water utility, properties would 

undoubtedly consider both their present and potentiale.arn1ng. power. 

and their present clay cost as factors affecting market value, .and ' 

would.expect to be able to earn a reasonable return, on his invest-

ment. He would be unwilling to pa.y much~ if anytbing,in ,excess " 

of their present . day cost, especially if'he planned to '~ontinue . 
'. , 

operations as a public utility, ~ view of tbe poss1bilitythat a 

'. public agency migbtparallelor condemn his system. 

This record; unlike others recently c01lSide~ed by this 

':Commissionin j.Qst compensation proceedings 7 does not contain an 
.' . 

affirmative showing by the utility on cost, or by e:!therthe district 
, . 

. or tbe utility on market va.lue,) of depreciable assets. l:Ienee~ ~e 

are not required to consider' or weighconf11cting opinions on those 

subjcct$~' for there are none •. Our fUnction here is to ,draw. our, own 
! •. "" ..... , ........... ' 
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conclusions on just compen.~t1on from. the record before us. Value 

judgmentscover a wide spectrum. of subjective opinion. Cost de~r~ 

,j,J
r 

.' , 
00-,,1 .1',: ........ 

minations, being objectively verifiable, do: not. Accord1ngly..""we':f::~{'! '-::-:~" :;,." 
I • :;;:':-- ..... ,. ,.,' &" . J.' ,...~, '" ,::;'.~.; • 

can do no more, on this record~ than to express oa:ropi~~:;,.'.;:n the' 
.. ..,'.. .-

. '. .: .. ;. ' .. ~, ' . 

form. of a "£:tnding", of what we consider to be the nomber of. do~lars 

that will compensate the utility, within the limits of eonstitutional 

guarantees and in accordance ~th judicial concepts of reasonableness 
, ~.l. 

and fairness; for the taking of its properties, and to state ,the 

fa.ctors. used in reaching that determination. 

Preliminarily, the record discloses that the, Town of Denair 
I I 
, ' 

(pop. 898,U.5. Census, 1960) is a small,agr1culturally, oriente,d 

comnumi ty located' some 16 mi~es southeaSt, of Modesto, the county' 

seat of Stanislaus County. The town provides goods and s~rv1ces 

to the. surTounding farm area~ The· District, has undertaken to pro

vide a sewer system and, by this petition, seeks toacquh'e the 

utility's water system. as a, nucleus for developing 1tsownwater 
, . 

, . .'. 

facilities and service 1n'the Town and adjacent areas.·~ . 
... ' 

The record also shows that the utility, during 1964-l965, 

added 37 new customers to its service and had a rate of return, in 

1965, of 8,.5 percent on an average depreciated rate base of $27,.300. 
". 

We have conSidered this ev:tdence of growth .and ea:rning power· as a 

positive. value factor in reaching our ultimate determination here. 

Otherfaetors eonsidered here .are ta~ul3.ted be1ow: 
r.,· 

R.eproduction CoseNew, Including Overbeads:r 
Less Accrued Dep%'eciat1on and Excluding :ta.nd ••• $ 6l,243 

Original Cost Rate Base C¢mponents,. Depreciated, 
IncludingI.andandIntangiblePlant ••••••••••• 26,657 

Land (3; well sites)" Ave2:~ge of District .and 
Company Estim.a.te s •••••••••••• ' ......... ' •••• ~ •••• 

capi tal1zed, ,Earn1ngs ............................ . 

(a) Original COst R.ate :sase multiplied by 
8.5% (1965 Rate of Return), and divided 
by nominal 57. interest rate •. 

-9-
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We have' concluded that the owers of the utility would be 

fairly compensated for the t.1king of their wa~r system by payment 

to them., by the District, of II sum. derived by giving approximately 

equal weight to 'tbe:,:tbree measures of value available-on' th:Ls 'record, 

nmnely, (a)reprod~~t1on cost new, depreciated, plus market value , , , 

of land; (b) original 'cost. ra.t:ebase; (c) capitalized earrdngs~ . , , 

determined as above. The value for land ($5,0'50) comes to ,about, 
, ' 

$1,800 more than the amo~t calculated by USe oftbeaverage price ' 
, . 

per square foot of ,comparable lot sales in Denair, as sbown 1n t:b.e 

D:ts'trict "s exhibit (Exhibit 4). 

The Commission finds, on this record, that:,' 

1. Petitioner, Denair Ccmmunity Services District (District) 1I' 

is a duly organ:Lzed and ~x1st1'Qg public agency functioning' under the 

laws of the State of california. 
, . ,. ~: 

2. R.espondent Denair Wa.ter~7orks. (Company) is a public utility, 

owned' and operated by William T. and Della Hamorld, husband and wife, 

that presently supplies water to some 288 customers 10 the Town of 

Denair, Stanislaus :!!?unty, Ca11forA14, pursuant to, the regulatory '-authority exercised by the Public. Utilities Commission. ' 

3. District, on December 14, 1965, filed the i~tant petition 

to bave: this Comm1ss1on £1..,,< the' just compensation to be paid by it 

for all of Company's water system, including lands,' propCrty .and 

rights of any character 'Wbatsoever; District requested .and paid for 

the preparation and presentation by the Cotcmiss'ion 'ssta.:f·of three 

studies, described hereinabove, conce~ tbe O'.rig:tn.al cost, 

reproduction cost new and aCCl:'ued depreciation of the sought 

properties ;tbereafter, a hearing was be ld at Denair) after due 
'J, " 

notice, on May 4 ~d 5, 1967; at' wbich District, Company and the 

COmmiSSion staff appeared, each represented by counsel; eVidence,. 
:1 .. "', 

both oral anddocuxccntary" rJlative to dle, cost and value "of the . 
, ' . "'/I' 

" 
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sought properties as of December ~4, 1965 was received, together . 
" 

with argument of counsel, and the petition was thereupon s.ubmitted 

for decision. 

. 4. ·!be record does not contain evidence from which can be 

determined, or approximated with reasonable certainty, the just 

compensation, if any,expresse<i in money, of: (a) goingconeern 

value; (b). good will; . (c) easements, or (d) water rights. 

5. The total jost compensation to be paid by District fen: 

the lands, property and. rights described 1n the petition herein is 

the amount of $46 _000 :00'. 
, "'-" "I 

The SeeretmfY of the Commission is directed' to ea.use 

certified copies of tb:is' deciSion to be served on the parties. The 

effective date of thiS:: decision shall be twenty daye aftertbe· date 

hereof~ No order is necessary~ 

Made and filed at __ San __ ~_"_T'l_("i_~CO ____ , Ca1iforn1a~ this 

"),.47,,( day of 
I ----~~~~----~--

1967. 

.. ,.;1.', 


