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Law, for George Orr, interested parties.

Susan N. Weber, Attorney at Law, for
Californisa Department of Water Resources,
intervenor.

CPINION

Winton Sanitary Distriet (District) requests under Pudlic
Utilities (2U) Code § 1401 et seq. that the Commission £ix the 3ust
compensation which shall be paid by the Distriet under the law, for
the lands, property, and rights of the Winton Water Company, Ine.,
(Company). Such lands, property, and rights, which are fully
descridbed in Paragraph VIII of the application, are intended %o
comprise all of the water utility properties of the Company lying
within its service area.

In accordance with PU Code § 1405 the Commission issued on
August 3, 1983, Decision (D.) 83-08-021, its order to show cause,
directing District, Company, and any claimants to appear on
August 31, 1983, at 2 prehearing conference to show cause why the !
Commissioﬁ\should not proceed to hear the application and %o fix the
just compensation to be paid for the Company's water utility
properties.
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The prehearing conference was held as ordered; and
evidentiary heerings were held on January 9, February 27, and
April 6, 1984, before Administrative Law Judge Baer

Evidence and testimony was offered a% hearing by Distriet,
Company, Department of Water Resources (DWR), and George Orr, and the
natter was submitted after the receipt of late Exhibit 15 and
concurrent dbriefs on June 21, 1984.

District's BEvidence of Market Value

The District's expert witness was John D. Reader. He
testified to the market value of the Company's property based on the
historical cost of the facilities ac¢tually installed. Ee divided the
Company's facilities into two parts: (1) facilities installed
recently (1982) with Safe Drinking Water Bond Act (SDWBA) funds,
which are not included in rate dbase, and (2) old facilities, which
are included in rate base.

He valued the new facilitiez at $787,700, the total amount
of the SDWBA loan. In his opinion +the improvements installed with
SDWBA funds have depreciated slightly, but their replacement cost has
also appreciated due to increasing construction costs. He stated
that $787,700 was 2 reasonable estimate for +he cost new, less
depreciation, for +the SDWBA funded improvements.

Por the old facilities he started with the staff estimate
of net plant in Application (A.) 83-03-19 (Company's general rate
increase proceeding) of $247,150. Assuming that the District will
agree 10 refund advances for construction of 5135,840, he then
deducted that sum from net plant. ($247,150 -$135,840 = $111,310).
He then multiplied S$111,310 times a factor of 2.15 to arrive a2t the
value of $23%9,320 for +he o0ld facilities.

New Pacilities (SDWBA funded) $ 787,700

0ld Facilities (8$111,310 x 2.15) +*2 20

Total Market Value $1,027,020
Reader's factor of 2.15 was derived from the average of the

ratios between net plant less advances and sale prices of’szx water
companies, as follows:
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Connanv

Rio Dell
Rancho Mirage
Patterson Cit
Tomarisk '
North Los Altos
Niles-Decoto

Average of Ratios
Rounded Average g

in addition, Reader testified that the value to the Comfany
of the addition of 148 customers from two tracts would be about
$9,300 when 2/3 of the lots are developed. When this occurs, the
rate base per customer will be about $63. (1,595 customersT“times
$6%/customer = $9,300.) Adding $9,300 to %he market value, supra,
gives a market value of $1,03%6.320.

Reader compared this figure with two appraisals
conmissioned by Eeppner'and the District. Municipal Consultants,
Inc., for Heppner, suggested two values in its October 7, 1982,
letter to the Districet: )

$1,0%31.888 (District assumes all company dedis,

$148,365, except two personal loans). :

$1,082,400 (HEeppner assumes all debts).
facilities at $975,000.

The various figures are from high %o low:

Municipal Consultants - Heppner $1,082,400
Reader - District 1,0%6,320
Municipal Consultants ~ Eeppner 1,0%1,888
James J. Palwmer -~ District __ 975,000

Average , $1,0%1,402

T stase R/0 Report shows 1,497 customers plus (2/3 (148 new lots) =
98 lots) equals 1,595 custozers.

-3 -
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In later testimony Reader valued the old facilities using
the depreciated original cost method as of the end of 198%. He used

staff and Company estimates since a decision in A.8%~03-19 had no%
then been issued. EHis caleulations are:

Ttil ity Starf
Ttility Plant 12/31/83 $367,600 $35%,080
Dep. Reserve 12/31/83 117,170 105,930

Depreciated Originel Cost $250,430 $247,150
Reader then averaged the two figures to arrive at $248,790 for the
depreciated original cost. EHe then notes that this figure differs
from the rate base because rate base does not include unrefunded
money advanced or money contriduted by customers or developers.

Since the Company's 1982 Annmual Report showed unrefurded advances of
$135,840, Reader subtracted that sum from his depreciated original
cost of $248,790, yielding 2 value for the utility's old facilities
of $113,000 (rounded).? This Tigure includes contribdutions of
$17,652 as shown on Company's 1982 Annual Report.

Reader also testified concerning a method to derive the
value of public utility facilities based upon their earnings. A% the
tine of his tesiinmory, however, the Commission had not ye: issued a
decision in.the Company's general rate proceeding, so that the date
necessary for making the calculation were not then availadle. On
March 21, 1984, the Commission issued D.84~03-060 in A.83-03-19.

That decision contains the information necessary to make the
calceulation Reader deseribed, i.e. adopted net revenues after taxes
($11,510) divided by adopted rate of revurn (11.5%). The calculation
yields a value of $100,086.95, 2 number within a few dollars of the

2 For comparison purposes the average depreciated rate base for'
1987 adopted dy 0.84-03-060 in A.83-03-19 was $100,270.

-l -
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average depreciated rate base ($100,270) adopted by the Commission in
D.84-O3-060.3_ In later testimony Reader adopted the FTigure
$100,270 as his value of the o0ld facilities based upon capitalized
earnings. These figures do not take into account the Company's
investment funded by the SDWBA loan, which is not irn rate base, nor
the surcharge revenues collected by the Company to amortize the
principal of and interest on that loan.

The range of values to which Reader testified may de
summarized as follows:

Method Value
Comparable Sales* $1,0%6,320

Depreciated Original Cost,
Less Advances 11%,000%*

Adopted Average Depreciated
Rate Base (D.84-03-060) 100,270%**

Capitelized Earnings 100, 270%*

* This is actually a hybrid method, based on
the SDW3BA loan amount, the historical cost of
old facilities, a multiplier developed fronm
zarket data, and an adjustment for new
customers cozing into the systex.

These methods depend upon accounting data,
which, for ratemaking purposes, exclude the

¢ost Or value of or income fronm facilities
installed using the SDWBA loans.

The Company's Evidence of Market Value

The Company called James P. Sievers, a professional
appraiser, as its valuation expert. He used three methods to
deternine fair market value: (1) reproduction cost new less
depreciation (RCNID), also Xnown as the cost, replacement cost, or
depreciated cost approaches, (2) market data, and (3) income.

In arriving at RCNLD Sievers first determined the size,
length, and types of pipe and other fixtures comprising the systex.
The pipe was broken down by type and size. ZEach type and size was

3 The difference is duwe to rounding.

-5~
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multiplied by a cost factor per linear foot. These cost factors were
obtained from various sources

1. Marshall-Swift Valuation Service, a standaxd
publication in the appraisal dusiness.

2. Parrell 3Back~hoe Service, San Carloes, for ‘
contenporary costs of trenching, bdackfitting
and doring. ,

2. Gross Weldrilling, Galt, for contemporary
costs of drilling wells and inserting
casings.

After he deternined the contemporary cost of each type of
component in the system, he also calculated the installation cost of
these components. He added the costs of compcnewts.and installation,
and factored this sum by a cost multiplier to dbring it up to date.
This process produced a replacement cozt of §1,701,000. EHe
calculated deprec*at*on of $86,000, which he deducted, leaving RCNID
of $1,615,000.

Por the income approach Sievers agsumed 1,834 connections,
which ke multiplied times assumed income of $200 per ¢connection
arriving at $366,;000. He deducted a 10% vacancy and collection loss
factor of $36,600 to arrive at effective gross income of 5329,400.
Ee then assumed that expenses would be 60% of gross effective
revenue, or $197,640.

Subtracting those expenses from effective gross incone, he
arrived at net operating income of $131,760. Ee then capitalized
+his income a*t 11.5% to reach the indicated value of 31 1‘58—0004 by
<he income approach.

Por his market data approach Sievers obtained data on six
privately owned water companies gold in California detween 1968 and
1081. 7Prom the sales prices and number of connections he derived
prices per connection as Lollows:

% phe indicated value by Siever's income approach should de
$1,145,739 (8131,760 = .115).

-6 -
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Sales Price per
Name Connection

Patterson Water Co. - 8495.00
Southern California Water Co. 536.60
‘Rio Dell Water Co. : 500.00

Bscolar Water Co. ‘ 526.00

Rancho Mirage Water Co. 634.06

Tanarick Water Co. ' 695.95

Average $564.60

Prom these prices Sievers derived $625 per connection for
the Company. This derivation was baged on five factors: (1) the
majority of the companies have no roem left for expansion of their:
facilities, (2) the Company has almost unlizmited expansion ahead,
(3) the sales are from 3 to 16 years old, (4) nuzber of connections,
and (5) condition of physical plant.

Sievers nmultiplied $625 per comnection times 1,834
connections to reach $1,146,000, his indicated fair market value
using the narket data approach.

Sievers' testimony zay be summarized as follows:

Method Resul%t
RCNLD $1,615,000
Inconme 1,145,729
Market Data 1,146,000

Pron this analysis Sievers concludes that the current
market value for the Company's facilities is $1,400,000,
coincidentally the rounded midpoint between his RCNLD and his market
data numbers. |
Discussion of the Evidence

During cross-examination of Sievers, he disclosed that his
RCNLD valuation of the Company's water system was based upon the date
o% his appraisal report (Exhibit 12) which was March 16, 1984. EHe




A.83=07=03 ALJ/md

adzmitted that he was unaware of the requirement in PU Code § 1211
that the Commission shall £ix the Just compensation as of the dey the
petition was filed (July 1, 1683%). Accordingly, his appraisal date
is wrong by &% months. Sievers concliuded %hat there would e 2
definite difference in his appraisal if he had used the correct date
because prices have gone up since July of 1983. The cost per linear
oot of pipe and the multiplier he used would be aif ferent.
ievers included in his RCNID valuation a parcel that th

Distriet itz not asking %o be valued. However, he did not believe the
inclusior would have much effect on his valus=ion.

Tre parcel involved is Assessor's 2arcel Number 146-182-08.
It is 30 x 90-foot fenced parcel, known as well site #10. Is
contains a 40 hp pump and 2 10 Ooo-gal on storage tank; it is

-

presently In use and is in good condition (Exhibit 12, ». 11). In
his RCNID exnibit Sievers lists the tenk ot 314,000. Ee also lists 2
40 hp pump at $3,000. We assume “hat 2 part of the $66,35% he lis%s
8% the replacexent cost of drilling, casing, 2né sealing an unknown
nuxder of wells is ettridbutable o the well at well site £10.
Assuming that the total cost of replacing well site #10 would be
about $20,000, Sievers is correct thet i+s inclusion is nos
significant in his overall veltation. fThis is clear since he khas
ciscounted his $1,600,000 RCNLD valuation to reach his ultimate
opirion of valuwe of $1,200,000.

Sievers' depreciation appears to be underst tated. A%
586,000, the figure used ir kis RCNID calculation, his depreciation
varies significantly from the staff estirate of average fepreciation
reserve for the year 1983 of $105,9%0.

The most significant feature of his RCNLD wvaluation,
however, is the difference between $1,600,000 and the ceost of
installing the SDWBA funded facilities in 1982. It is undisputed

that the Company borrowed $787,700 to fund *he replacemert of much of
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%$ plant. Sievers agreed that nearly 904 of the plant was replaced
in 1982. Ve are asked to believe that between 1982 and July 1983,
the ¢ost to replace that plant increased %o $1,600,000. We cannos
accept that premise. Assuming that 90% of the plant wes replaced at
a cost of $787,700, and further assuming that 100% was replaced at a
cost of $875,222 (787,700 + 0.9), we would be required to accept
an increase in 1% years of $724,778 or 83%. This does not appear
reasonable to us. Nor can we accept Heppuner's claim that much of
this increase in value is atiridutable <o his unbooked, donated labor
or donated machinery rental. If Zeppner or his predecessors have
failed to record anéd, therefore, have failed to ¢apitalize such
donations, it is too late znow to expect such matiers to de
reflected. Zeppuer ought to have petitioned the Commission to adjust.
his books to reflect such claims and should have supported them with
appropriate records and documents. That was not done in the past,
and Eeppuner has in this proceeding offered no documentary evidence of
these unbooked capital items.
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In concluding that Sievers' RCNLD figure is overstated we
note in passing that the State Constroller's 0ffice performed an audit
of expenditures associated with the SDWBA loan to the Cozpary
(Exhidbit 4).5 It finds that the allowable project costs were
$471,237 and recommends that the overpayment by the State of $29%,462
should be refunded by the Company to the State. We do not pass
Judgment upon whether the SDWBA loan of $787,700 was properly
expended or whether each dollar of loan funds represents equivalent
value in labor, materials, and services used to improve the Company's
plant. 3ut the audit report does suggest that if we were %o find
that the value of the Company’'s new facilities is equal to the loan
principal, we would not err on the comservative side.®

In maxing his income based appraisal Sievers used a 10%
vacancy and collection loss factor, rather than the 12+% factor used
by Palmer in his appraisal. This judgzent was based on umspecified
information received from Eeppner and Sievers' feeling that since
Winton was near an Air Force base, rentals would have a low vacancy
factor and collections would be better than average. Sievers did not
attenpt to odbtain actual records that might have been availadle at
the Company with respect to vacancy or collection loss.

> The District introduced this document without a sponsor and
without objection. 3But it made no use of the information contained
in the documernt in the valuation done by Reader.

6 A Just compensation proceeding is not the proper case in which %o
litigate the State's claim to a refund of 2 portion of its SDWBA loan

t0 the Company. If the State believes 1t is entitled to a refund, it
should file suit against the Company in the Superior Court.

-10 -
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Also, in the capitalized income calculation Sievers used a
60% Zactor for expenses. Ze &id not base this factor upon the
Company's actual experience but uporn the two 1682 appraisals and upon
cozparisons with other water companies. It is noteworthy that <he
ratio of operating and maintenance expenses %o &ross income adopited
by the Commission in D.84-03-060 for the Comnpany is $193,810 to
$230,590 or &£%.7

Regarding the number of connections used by Sievers inm his
capitalized income c¢alculation, he tegtified that he was given
aélresses by Eeppner. levers counted the addresses on the lise
given him by Eeprner and arrived 2%t the nuxber 1,8%4. Ee 2id nos
otherwise verify the nusber either by conparison with Conmpany records
or by visiting any of the addresses. In D.84-03-0860 <he Comnission
adopted the staff method of estimating customers, which, it stated,
was in accord with the Company’'s tariffs. The stafs method resulted
in 1,296 custozers.

Finally, Sievers adopted 2 figure of $200 of gross revenue
per connection that he felt was zppropriate for <ke Company based on
comparisons with other water companies. Ze ¢id not review the setual
revenues of the Company. 3ased on gross revenues znd numbers of
connections adopted in D.84-03-060, the gross revenue rer customer is
$178, rather than the 5200 zssuzmed by Sievers.

In testifying or cross-exazmination regarding his market
data approach, Sievers could no%t explain how ke arrived at kis
estinate of price per connection of $625. Ee said tha* he gave
certain factors more weight then others, but ze did not do so by any
formal methed or mathematical cozputation. Ee said that dates of
sales and numbers of connections carried greater welight than the

7 95% if depreciation and taxes are added 1o operating and
zaintenance expenses.
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possibility of expansion. ZEHowever, if this were so, he should have
reached a lower estimate of price per connection for this Company
than $625. With one exception (Rio Del) the price per connection is
proportional to age of sale; that is, the older the sale the higher
the price per connection. Using this criteria alone the Company
could have been valued at $495 per connection or less. Again, there
is a strong correlation between the price per connection and the
number of connections. As the number of connections increases the
price per connection %tends to decrease. (We would expeet the data to
reflect that phenomenon because of econonies of scale.) Thus,
Sievers' market data shows that the *wo larges®t utilities have an
average price per connection of $515.80, while the two smallest
average $665, more than $150 greater. TUsing all the data, the three
largest utilities have an aversge price per connection of $510.50,
while the three smallest average $618.67, more than $108 greater.

Thus, it appears +that while Sievers ¢laimed to have given
greater weight %o the a2ges of the sales and the numbers of
connections, in fact he gave little or no weight to those factors.
Instead of relying on those grantifiable factors he obviously leaned
heavily on the factor of room for expansion.

Regarding that factor, he testified that the majority of
the companies cited in his market data have no rooz left for
expansion of their facilities, whereas the Cozpany has alnost
unliznited expansion ahead. Ee stated that subdivisions on the
plarning table and ready %o build are waiting for the Company to give
then the go-ahead.

Nothing in his testimony supports his generalizations about
the expandadility of the Company versus the six companies he cited.
On cross—examination he stated that a "couple™ of the comparison
conpanies were not expandable. This contrasts with his appraisal
report where he stated that 2 "majority"” were not expandable.
Moreover, his conclusion was largely rebutted by the testinony of
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Genevieve Ansley, elected member of +the Board of Directors of the
District and secretary of <he board.

She testified that expansion of water connections is
limited in the Winton area by the availability of sewer connections.
Persons wishing to build zust obtain a sewer connection perzit from
her ‘with the approval of the Board of Direetors. Only 20 (single
fapily residence) or 30 (apartment) permits are available because the
District is reaching the limits of its sewerage capacity purchased
from the City of Atwater, 0.5 million gallons per day (MGD). Thirty
apariments or 20 single family residences will use up the remainder
of that capacity, according to the District's engineers. 3Before
edditional sewage capacity can be handled additional treatnment
facilities need <o be duilt or capacity purchased from the City of
Atwater. Zither alternative will cost adout $2 =million, bdut in any
event no expansion is foreseen within the next 3 10 4 years. Even if
a development project is not within the District's boundaries, dut is
within the Company's service area, whick is larger than the
District's area, the County will not issue a2 duilding permit without
sewer connections in the area covered by the Winton Specific Urban
Development Plan. All projects now under construction have sewer
pernits already. An apartment broject oL 88 units was covered by s
special purchase of sewer capacity from the City of Atwater.
Chanpagne Estates is a development of 104 homes, 40 of which remain
to be duilt. These homes have already used 104 permits. Thus,
before very nuch more expansion occurs, more sewer capacity nust be
purchased or built.

Sievers' conclusion that the Company had unlimited room for
expansion must, therefore, be tempered by the availability of sewer
permits, a fac¢t he conceded on cross-—examination.

The three factors above-discussed are not entitled to the
welght Sievers gave them in his market data approach. It is true,
however, that since most of the physical plant was recently (1982)
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replaced, it is in excellent condition. 3But taken all together the
factors Sievers mentioned as influencing his determination of value
per connection using the market data approach 4o not support his
figure of $625 per connection in our view. In addition, because he
could not state how he used these factors to weight the market data,

is approach is not entitled to much credit. Reader's approach,.
using a ratio of net plant less advances %o sales price, is 2 better
zethod of using market data %0 value a utility facility, since it
screens out the effects of inflation and the passage of time. It
2lso relates the value of the facilities %o their recorded costs,
which Sievers' approach does not.
Effect of the SDWBA Loan on Market Value

Originally, the District took the position that although

the market value of the improved water system was $1,027,020, the

District should only be required 4o pay $239,000. Reader testified
that:

e

» - « Winton Water Company could not expeet to
sell facilities and reap denefits from property
on which the saze custozers are required o pay
principal and interest (on the SDWBA loan) for
‘another 30 years or s0. The customers should
hardly be expected to pay for the entire water
systen as well as to assuzme the mortgage on the
property." (Exkidit 1, p. 11.)

The District was concerned <that if the Commission found
fair market value %o be $1,027,070, and if the Superior Court o:dered
that azmount to be paid to the Company, and if the Company did not pay

££ the SDWBA loan, the customer would be required both to pay fair
market value and %o pay o< the loan.

Ihis does not happen in private sector real estate
transactions and there is no reason to believe that it will oceur in
forced sales by operation of law. DWR has an interest in the resl
property of the Company which secures its loan. That interest must
be satisfied, either by payment or assumption of the loan, before the
Property can be transferred. The exminent domain law recosniies‘this
inperative in Code of Civil Procedure (CCP) § 1265.220:
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' "Where property acquired by eminent domain is
encuzmbered by a lien and the indebtedness secured
theredy is no%t due at the time of the eniry of -
judgment, the amount of such indebtedrness may de,
at the option of the plaintiff, delucted from the
judgment and the lien shall be continumed unii
suck indebtedness is paid; dut the amount for
which, as be+tween the plaintiff and the
defendant, the plaintiff is liable under Article ¢
5 (commencing with Section 1268.410) of Chapter
‘1 mey not be deducted froz the Jjudgment.”

Under *this section the plaintiff, or the Distriect in Tais
case, has an absolute right to deduet the amount ¢f indebtedness owed
to DWR from the judgment and 0 pay it off on the saze terms enjoyed
by the Company. In effect it may assume the DWR loan. This it has
already agreed ¢ do and has submitted a copy of its assuzption
agreement as Exhidit 15. Article 8(d) of the agreement provides:

"The State agrees %0 provide necessary legal
assis%tance, if reguested %0 8¢ so by Disvrict, as
a co-plaintiff in any action brought by the CPUC,
the Districs, or i%s ratepayers, to recover, fronm

. Irvin Eeppner, *he Company, or any other party,

zissing surcharge account funds of approxicetely
380,000, and any improperly spent SDWBA loan
‘unds. The State further agrees that any of
these amounts recovered by The Siate less court
costs and sums specifically designated by court
order a5 attorney fees, will e for the benefit
of *the ratepayers of tre Company.”

This is an approprigte resolution of the problex posed in
O0II 93 @ond alluded *to here of the allegedly missing surcharge funds
anéd 2lso the prodvlem of the refund allegedly due DWR. Until these
ratters are litigated or settled, we cannot deternine what izpacy, if
any, <they should have upon our finding of fair market value. I
funds are eventually collected haseld upen these claims, then the
ratepayers can benefit by a reduction of the indebtedness that they
would otherwise pay.

8 The second indepexdent clause of the section is irrelevant 2o
this case as it deals with the proration and payment of ad valoren
taxes, pernalties, and costs. :

- 15 -
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DWR's Position

DWR sponsored no valuation evidence but did offer testimony
regarding the history of the SDWBA loan involved here. In brief DWR
asked that the Commission £ind +tha%t net value of the new assets
(those funded by DWR's loan) <o the Company is'33,812.18.9 DWR
arrives at this figure by sudiracting the unpaid principal of the
loan as of July 1, 1983, ($783%,828.13) from the original loan
principal ($787,700). Stated another way DWR believes that the
Commission should set the Lair market value of the new facilities at
a figure equal to the Company's "equity"™ in the proPerty (loan
principal less principal to be paid = equi y) This is not what the

a*utes and case law require of us.

The Just compensation for <the %aking of the land, property,
and right of the condemnee is measured by the market value of such
land, vroperty, and rights. In Sacramento ete. R.R. Co. v Heildbron
(1909) 156 Cal 408, 409, market value was defined as:

"...the highest price estimated in terms of money
which the land would bring if exposed for sale in
the open market, with reasonable time allowed in
which %0 find 2 purchaser, dbuying with knowledge
of all the uses and purposes to which it was
adapted .and for which it was capadle.”

The Commission has applied a similar definition, which
appears $0 be derived from +the Eeilbron rule. In Citv of Riverside
(1972) T4 CPUC 193, 202 4he Commission stated:

"We have used, as +the nmeasure of value of the -
properties herein, the concept o0f the highest
price, estimated in terms of zoney, that a
willing buye* would pay %o a willing seller for
tne prope *y i€ exposed for sale on the open
nary where each is under no uwnusual pressures
of time or circumstance and each has knowledge of

all the uses and purposes +o which the property.
is best adapted and for which it is reasonadbly

capadle of being used."”

- 16 =




A.85-07-03 ALI/ma

The Eeilbron rule has in turﬁ been codified in § 1263.320
oL the Code of Civil Procelure, aw follows:

"(a) The fair market value of the property iaken
is the highest price on the date of
valuetion that would be agreed to by o
seller, being willing %o sell but under no

- paerticular or urgent necessity for so doing,
nor obliged to sell, and a buyer, being
ready, willing, and able to buy dut under no
particular necessity for so doing, each
dealing with the other with full knowledge
of all the uses and purposes for which the
properity is reasonadly adaptadle and
available.

"(v) The fair market value of property teken for
whick there is no relevant market is its
value on the date of valuation as determined

by any method of valuwation that is just and
eguitable." '

The Heilbron rule, as variously expressed, constitutes the
tandard which the Cozmmission should apply when valuing public
wtility property for just compensation purposes. (1 CPUC 24 474, 476~
477.)

The Cormission is regquired 4o estadlish the fair market
value. The disposition of the liens encumbering the sudbject property
is the prerogative of the Superior Court, which will be guided by the
Code of Civil Procedure. (See § 1265.220 guoted suvra.)

Orr Proverty

In its application the District listed, as one of the
parcels of real property owned and operated by the Company, parcel
12, Assessor's Parcel Number 146-182-08. The Company identifies this
parcel as Well Site No. 10.

A copy of the application was served upon George Orr as a
Possible claizmant to parcel 12. Orr appeared in this proceeding and
testified to his ownership of parcel 12. There is no dispute that
Orr is the owner of record of parcel 12. | ‘ |
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Orr is a déveloper. Ee agreed with Heppner to develop
parcel 12 as a well site. EHe spent $6,500 %o install a well, pump,
and storage tank, dbut was never reimbursed for his investment as
Heppner had agreed. Accordingly, Orr did not convey the parcel to
Eeppuer. _

) However, since the District stipulates that it is not
seeking a valuation of parcel 12, it is not necessary to deternmine
whether the parcel has been dedicated to public utility use.
Accordingly, our finding of just compenmsation will not include any
recognition of parcel 12 as a part of the utility facilities to be
valued in this proceeding. If the District desires to acquire parcel

12, it may do so as part of its eminent domain action in the Superior
Court. '

Pinding of Just Compensation
or Fair Market Value

Estizating fair zarket value in just compensation or
exinent domain proceedings is not an exact science. It is not exact
because the only way the fair market value of a property can be
devernined exactly Is to offer the proper:y on the open market. The

resulting sale price would by definition conmnstitute the fair market
value.

Since that cannot be done where private property is sought
to be taken by a public agency, 2 judiecial proceeding is substituted
for the open market. ZIvidence is taken from the adverse parties.
This evidence usually presents divergent views of the fair market
value of the property. The owner's evidence %ends t0 value the
property highly while the public agency's evidence is usually at the
low end of the spectrum. Various methods of approaching fair market
value are used by the expert appraisers. In this proceeding we have
seen RCNLD, capitalized earnings, carket data, rate bese, originai
cost, and a hybdbrid method. ZEven where the same method is used
results may vary from appraiser o appraiser.
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The Commission is not required by law to select only one
method of appraisal in reaching its finding of fair narket value. p////
t may consider all the appraisal evidence and reach an informed
Judgment based upon a weighing of that evidence.

The spread of the appraisals that the Commission may
consider in this proceeding is as follows:

Party Witness Method Result Cpinion of Value
PDistrict Reader Rate Base S 100,270 '
" " Capitalized
Earnings 100,270
" " Depreciated
Qrig. Cost 113,000
" " Conmparable _
Sales 239,320
" " Hybrid 1,036,320 _
" " ) $ 100,270
Company Sievers Capitalized '
. Baraings 1,145,739
" " Market Data 1,146,000

" " RCNLD 1,600,000 , :
" " ‘ $ 1,400,000

For the reasons stated above in the discussion we have
discounted Sievers' appraisal methods and his opinion baéed.upon
those methods. 3Bach of his methcds‘was flawed in thé ways we have
indicaved. It would be difficult, if not impossible, to recast his
zethods to eliminate the provblems we mentioned.

In our view, %he best evidence of the fair market value of
this property is derived using the capitalized earnings approack. As
vhe Distriet so aptly argues, there is no water systen in the state
which is substantially similar %0 Winton. This Commission has had o
take the extraordinary step of seeking a court-ordered receiver o
manage and operate the utility because of its extremely poor
nanagenent and operational history. Thus, a "comparableVSales"
approach would erroneously assume that other sales involved-
comparadble utilities. They did not. -

-19-
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We believe that the capitalized earnings approach captures
the fair market value of Winton. It ¢ertainly represents the
reasonable investmeat value of the utility to Heppner. Thisz approach
night even overstate that value given the outstanding claims against
the utility. There is certainly no record in this case upon which %o
adopt any additional incremenss for the goodwill associated with an
ongoing dusiness concern. Therefore, we will adopt Reader's
capitalized earaings value of $100,270 for the old facilities. We
will also adopt Reader's value of $787,700 as the fair market value

£ the facilities coastructed with the SDWBA loan proceeds. To these
values, we will add Reader's value t0 the company of its loss of <he
new customers shortly to come on the systexn of $9,300. Thus, the
total fair market value is: |
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New Pacilities $ 787,700
01d Pacilities 100,270,
New Customers 9,300
Pair Marke: Value e97,270 .

In reality the District will only pay %o Eepprer the sum of
about $109,570 or the fair market value less the principal remainingy///
%o be paid on the SDWBA loan. The District has an adsolute right to
assume that loan, which is at a favorabdble rate of interest,(sé% for .
35 years). In addivion, %the Distriet will obligate itself to refund
advances for comstruction of $135,840, at zero interest, if and when
they become cdue and payadble. |
Conclusions of Law

1. QThe District has the absolute right under CCP § 1265.220 %o
assunme the SDWBA loan. |

2. The just compensation that the Commission is required %o
set for the taking of pudblic utility property is equal to the fair
market value of that property'on the date the application is filed.

3. In finding fair market value the Commission may'consider‘
any valuation method likely to shed light on that value. |
Pindings of Pact

1. The RCNLD, market data, and earnings evidence of the
Company is not entitled to great weight. |

2. The best evidence of the fair market value of the new | ,
facilities is the cost ©o recently construct <hen, représented by'the
principal anmount of the SDWBA loan. ‘ '
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3. Por the old facilivies the bhest evidence of value consists
ol Reader's capivtalized earaings appraisal of $100,270, augmented dy
the value to the Company of its loss of the new customers of 89,300.
4. The Just conmpensation to be paid by the District for the
land, property, and rights (exeluding the Orr property) of the
Company is the sum of $897,270 as of July 1, 1983, +he day on whick
the application was filed with the Commission. '
5. The foregoing Linding assumes that District will assume the
duty <o refund advances for construction of $135,840.
6. This proceeding is closed.
This opinion becomes effective 20 days from today.
Dated AUG T 1984 at San Francisceo, California.

LEONARD M. GRIMZES, J3.

Somminsiomer Priscilla C. Grew, President
De ..l urcessarily adsent, a4l TISTOR CALVO
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WILLIAM T. BAGLEY
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The Commission is not required by law to select only one
zethod of appraisal in reaching its findings of fair market value.
It may consider 2ll the appraisal evidence and reach an informed
Judgment based upon a weighing of that evidence.

The spread of the appraisals that the Commission may
consider in this proceeding is as follows:

Party Witnecs Method Result Coinion of Value
District Reader Rate Base S 100,270

v " Capitalized
Zarnings 100,270

Depreciated
Orig. Cost 113,000

Comparable %o
Sales 239,320

" Eydbrid 1,036,320

Sievers Capitalized
Barnings

» 145,739

1
" ¥arket Data 1,146:000
1

" RCNLD 600,000
" : $ 1,400,000

For the reasons stated bove in the discussion we have
discounted Sievers' appraisal amlethods and his opinion based upOn_
those methods. ZEach of his rethods was flawed in the ways we have
indicated. It would be difficult, if not impossidle, to recast his
zethods to eliminate the/iioblems we mentioned.

In our view”/éhe best evidence of the fair market value of
this property is whaflit cost to build it recently. Accordingly, we
adopt Reader's vg}ne of $787,700 as the fair market value of the new
facilities. We will also accept his value of $239,320 for the old
facilities, baged on the comparable szles method. To these two
values we will add Reader's value 4o the Company of its loss of the
new custoneré shortly to come on the system of $9,%00. Thus, the
total fair market value is: ‘ i
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New Facilities s 787,700

01d Facilities 239,320

New Custoxers 9,300

Fair Market Valve 1,036,320
. We reject Reader's eppraisals ranging between $100,270 and

$113,000 because they were offered in view of the District's concern
for double peyment of the SDWBA loan. Since that concern is
illusory, it would not be proper to value the Company's systems using
accounting data that eliminate SDWBA funded facilities and revenue
attridbutadle thereto for ratemaxing purposes.

In rezlity the District will only pag-to EHeppner the sum of
about $253,491.87 or the fair market value ‘gé the principle
renaining vo be paid on the SDWBA loan. ~Lhe District has an absolute
right to assuze that loan, which is & favorable rate of interest
(5%% for 35 years). In addition, the District will odbligate itself
to refund advances for construcsion of $135,840, at zero interest, if
ané when they become due and Aayedble.

Conclusions of Law

1. The District - the absolute right under CCP § 1265.220 to
assuze the SDWZA loan . |

2. The just compensation that the Commission is regquired %o
set for the taking of pudblic utility property is egual to the fair
zmarket value of/that property on the date the application is filed.

3. In finding fair market value the Commission may consider

/
any valuation method likely to shed light on that value.
Findings of Fect

1. The RCNLD, rket data, and earnings evidence of the
Company is not entitled to great weight. *

2. The Yest evidence of the fair parket value of the new
facilities is the cost to regently construcet them, represented by the
principal amount of the SDWBA loan.
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5. Por the old facilities the Yest evidence of value consists
of Reader's comparable sales appraisal of $239,320, augmented by the
value to the Company of its loss of the new customers of $9,300.

4. The just compensation to be paid by the District for the
langd, property, and rights (exeluding the Orr property) of the
Company is the sum of $1,036,320 as of July 14"1983, the day on which
the application was filed with the CommiSS’éﬁ.

5. The foregoing finding assumes Ahat District will assume the
duty %o refund advances for construfﬁﬁégmof $135,840.

6. This proceeding is close

This opinion becomes effective 20 days from today.
Dated /§; San Francisco, California..
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The prehearing conference was held as ordered; and
evidentiary hearings were held on Januvary 9, February 27, and
April 6, 1984, before Administrative Law Judge Baer. :

BEvidence and testimony was offered at hearing by District,
Company, Department of Water Resources (DWR), and George Orr, and the
patter was submitted after the receipt of late Exhidbit 15 and
concurrent briefs orn June 21, 1984. -

District’'s Evidence of Market Value

The District's expert witness was John D. Reader. Ze
testified %o the nmarket value of the Company's property based on the
historical cost of the facilities actwelly installed. e divided the
Company's facilities into two partss (1) facilities installed
recently (1982) with Safe Drinkipg Water Bond Act (SDWBA) funds which
are not included in rate dbase,/and (2) old facilities, which are
included in rate base.

He valued the new facilities at $787,700, the total amount
02 the SDWBA loan. In h¥s opinion the improvements installed with
SDW3A funds have depreciated sligh+tly, but their replacement cost has
2lso appreciated due to increasing construction costs. IHe stated
that $787,700 was a /reasonable estimate for the ¢cost new, less
depreciation, for the SDWBA funded improvements.

For the/ 0ld facilities he started with the staff estimate
of net plant iz/ﬁpplication (A.) 83=03-19 (Company's general rate
inerease proceeding) of $247,150. Assuming that the District will
agree o ref%pd advances for construction of $135,840, he then
deducted that suzm from net plant. (8247,150 -$135,840 = $111,310).
He then mu%ﬂiplied_$111,31o times a factor of 2.15 to arrive at the
value of ?239,320 for the o0ld facilities.

“Xew Pacilities (SDWBA funded) $ 787,700
01¢ Pacilities (8111,%10 x 2.15) +239,320
Total Market Value $1,027,020

Reader's factor of 2.15 was derived from the average of the

ratios between net »lant less advances and sale prices of'six water
¢companies, as follows: ‘




+

A.83-07-03 ALJ/=d

re

Company Ratio
Rio Dell 2.2¢% .
Rancho Mirage 1.97
Patverson City 2.02
Tomarisk 2.17
North ILos Altos 2.23
. Xiles~Decoto 2.19
Average of Ratio 2-145
Rounded Average 2.15

-

-

In addition, Reader testified that the value’fg the Conmpany
0f the addition of 148 customers from two Tracts wégid be adout
$9,300 when 2/3 of the lots are developed. When this occurs, the
rate base per customer will be adbout $63.(1,595 customers’ tizes
$63/custozer = $9,300.) Adding $2,300,4%0 the market value, suopra,
gives a market value of S1,036,329;////*

Reader compared this figure with two appraisals
connissioned by Heppner and the/aistrict. Municipal Consultants,
Inc., for Eeppuer, suggested <wo values in its October 7, 1982,
letter to the District:

$1,031,888 (District assumes all company dedis,
$148,365, exceépt two personal loans).

$1,082,400 {Zeppner assumes all dedbts).
James J. Palmer for/the District appraised the Company's facilities
at $975,000.

The various figures are froz high %o low:

/
Municipal Consultants -~ Zeppner $1,082,400
Reader - District 1,036,320
Muwnicipal Consultants - Eeppner 1,031,888
/Jémes J. Palmer - District 975,000
' Average - $1,031,402

1 stage R/0 Report shows 1,497 customers plus (2/3 (148 new lots) =

. 98 lots) eqguals 1,595 customers.

-3 -
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. mltiplied by a cost Tactor per linear foot. These ¢ost factors‘ were

obtained froz various sources:

1. Marskall-Swift Valvation Service, a standard
publication in the appraisal dusiness.

2. Parrell Back-hoe Service, San Carlos, for

contenporary ¢osts of trenching, backfitting
and dboring.

%. Gross Weldrilling, Galt, for contemporary
costs of drilling wells and inserting
casings.

Af%er he determined the contenporary cost o{/eégﬁ type of
component in the sysvtem, he also calculated the installation cost of
these components. ZEe added the ¢osts of components and installation,
and factored this sur by 2 cost nultiplier tgfbging it up to date.
This process produced a replacenment ¢ost 03/31,701,000. Ee
calculated depreciation of $86,000, which/he deducted, leaving RCNLD
off £1,615,000.

For the income approach Sievers assuzed 1,834 connections,
which he multiplied *times assuneé/fncome of $200 per connection per
custonrer, arriving at 8366,000.‘/Ee deducted a 10% vacaney and
collection loss factor of $%6,600 to arrive at effective gross income
of $329,400. Ee then assumed/;hat expenses would be 60% of gross
effective revenue, Or 3197,6&0.

Subtracting those expenses from gross effective income, he
arrived at net operating/;ncome of $131,760. Ee then capitalized
this income at 11.5% to/ reach the indicated value of 31,158,0004 by
the inconme approach.

Por his market data approach Sievers obtained data on six
privately owned wa;ér companies so0ld in California bhetween 1968 and
1981. From the sales prices and number of comnections he derived
prices per connection as follows:

4 The fndicated value by Siever's income approach shouléd de
$1,145,739 ($131,760 + .115).

-6 -
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DWR*'s Position

DWR sponsored no valuation evidence but did offer testinony
regarding the history of the SDW2A loan involved here. In drief DWR
asked that the Commission £ind that net value of the new assets
(those funded by DWR's loan) to the Company is 83,812.18.9 DWR
arrives at this figure by subtracting the unpaid principal of the
loan as of July 1, 1983, ($783,828.13) from the original losn
prineipel ($787,700). Stated another way DWR Bpliéves that the
Commission should set the fair market value of the new facilities at
a figure equal to the Company "equity" inthe property (loen
principal less principal to be paid = eguity). This is not what the
statutes and case law require of us

The just conmpensation fcé,the taking of the land, property,
and right of the condennee i;zgpasured by the market value of such

land, property, and rights. n Sacramento etc. R.R. Co. v Heilbron
(1909) 156 Cal 408, 409, market value was defined as:

"...the highest Yrice estimated in terns of money
which the land/would bring if exposed for sale in
the open market, with reasonable time allowed in
which to find a purchaser, bdbuying with knowledge
of all the tses and purposes to which it was
adapted and for which it was capable."

The Comzmimssion has applied a similar definition, which
appears to de de<?4ed from the Eellbron rule. In City of Riverside
(1972) 74 CPTC 393, 202 <he Cozmission stated:

"We have used, as the measure of value of the
properties herelin, the concept of the highest
price, estimated in terms of momey, thet a
willing buyer would pay %o a willing seller for
the property if exposed for sale on the open
rarket, where each is under no unusual pressures
of time or ecircumstance and each has knowledge of
all the uses and purposes to which the property

is best adapted and for which it is reasonadly
¢apable of being used."

. ° Mathezatically the correct figure is $3,871.87.

- 16 ~
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The Commission is'not required by law to select only one
method of appraisal in reaching its findings of fair zarket value.
it may consider all the appraisal evidence and reach an informed
judgment based upon a weighing of tha%t evidence.

The spread of the appraisals that the Commission may
consider in this proceeding is as follows: '

Party Witness Method Result Opinion of Value
District  Reader Rate Base § 100,270 ' |

" " Capitalized
Barnings 100,2
Depreciaved
Orig. Cosz 3,000
Conparable
Sales 239 r320

" Hybrid 1,036,320

"

$ 100,270
Coxpany ievers
1,145,739
" 1,146,000
" 1,600,000
" $ 1,400,000

Por the reasfns stated above in +the discussion we have
discounted Sievers' appraisal zmethods and his opinion based upon
those methods. 3ZacX of his methods was flawed in the ways we have
indicated. It would be difficult, if not impossidle, to recast his
methods w0 eliminate the provlems we mentioned.

In ouy view, the best evidence of the fair market value of
this property Yg derived using the capitalized eafnings approach. As
+the District so aptly argues, vthere is no water systenm in the state
which is substantially similar to Windton. CThis Commission has had o
take the extraordinary svep of seeking a court-ordered receiver to
manage‘and operate the uvtility because of its extremely poor
management and operational history. Thus, a "comparable sales"
approach would erroreously assume that other sales involved
comparadble utilities. They did no%.

- l19-
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New Pacilities S 787,700
0lé Pacilities 100,270
New Custonmers 9,300
Fair Market Value 897,270
In reality <he Distriect will only pay to Eeppner the suzm of
about $109,570 or the fair marke? value less the princi?le remaining
Y0 be paid on the SDWBA loan. The District has an absolute rigat %0
assume that loan, which is at & favoradle rate oﬂwigé rest (5¢% for
35 years). In addition, the District will ob {Eéte ivseld 4o refund
advances for construction of $135,840, at zéro interest, if and when
they becorme due and payable. '
Conclusions of Law .
1. The District has the 2bhsolute right under CCP § 1265.220 %o
assune the SDW3A loan.

2. The just compensaticn that the Commission is required %o

sev for the teking of pudblic utility properiy is equal to the fair

zarket value of +that prg?égty on the date the application is f£iled.
3. 1Ia finding fafr market value the Conmission may consider

any valuation nmethod I{kely *0 shed light on +that value.

Findings of Pact

1. The RCN%D, zarxet data, and earnings evidence of <he
Company is not entitled to great weight.

2. Qhe ggst evidence of the fair market value of the new
facilities is/the cost T0 recently coanstruct them, represented by the
principel amount of the SDWBA loan. |
/
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