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BEFORZ TFX PUBLIC UTILITIES COMMISSIC~ OF STATE OF ~IFORN!A 

In the Matter of the Petition of tee ) 
E~st Yolo Communi~J Services D~stricc) 
requesti~g the Public Utilities ) 
Commission to fix jus'c compensation ) 
for the acquisition of the public ) 
utility property of Washington Water ) 
& Light Company within said District~) 

) 

APp~ication No. 57906 
(Filec March 2, 1978) 

Frederick G. Gir3rd, Atto=ney a~ La~~ for 
East Yo~o C6mmun::.ty Services District, 
applicant. 

Helle=, Ehrman, White & XcAuliffe, by 
Wev:an L. Lundeuist anc Paul S. Rochroes) 
Attorneys at Law, ~or Washington Water 
and Light Company; and Jack H. Crossma~, 
Attorney ~~ Law (~ew YorK), tor Cic::.zens 
Utilities Company~ respondents. 

OPINION -------
By the filing of its petition o~ ~~=ch 2, 1975~ Eest 

Yolo Community Services District (East Yo~o) ~7okcd the 
C~is$ion's jurisdiction under Public Utiiities Codel/Sectio~ 1401 
~~. to dete~ine the just compensation for the ~equisition by 
East Yolo of the publie utilicy properties of :~e Washington Water 
and Lig!'lt Company (Washington). 

11 All references hereafter to coce sections are to the P~blie 
Utiliti~s Code, ~less o:her~ise indicated. 
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On March 21, 1978, the Coomission issued Decision 
No. 88619 directing Washington to show cause why the C~ission 
should not proceed to hear the petition of East Yolo and to fix 

the just compensation to be p~id for the lands, properties, and 
rights of Washington. Purs~t to Decision No. 88619, prehearing 
conferences were held on April 14 ~d August 22, 1978, and public 
hearings were held before Administrative Law Judge Robert T. Baer 
on October 31 and on November 1, 2, 3, 27, and 28, 1978, in 
S~~ Francisco. 

Concu:rent openL~g briefs were filed on January 26, 1979, 
and concurrent closing briefs ~e=e filed ~~rch 13, 1979. The 
matter is now ready for decision. 
Description of Washington's 
Service Area ~~d Facilities 

Washington's service 3rea is entirely within ~incoroorated • 
a!~as of Yolo County. It generally encomp~sses ~re~s known as Zryt~. 
Brooc~~ek, and West Sacramento. On ~he nor~h ~d ea~~ the service 

3~~a boundary is the Sacramento River, the midl~e of which is the 
border of Sacramento and Yolo Couneies. ~e ser~ice area is bisected 

by the Interstate 80 freeway and includes the Interstate 80 and 8S0 
freeway in~erch~n8e. The most heavily developed p~rt of the service 

area is directly across the Sacra=ento River from Old Sacramento. 
The Southern Pacific ~nd the Sac=~ento ~orthern railroads and the 
Sacramento River Deep Water C~al cross the service area. 

Water is furnished eo the 6,o671/customers from 22 wells 
and through approximately 455,000 feet of distribution main. Five 
steel tanks provide stor~ge of approx~tely 1.6 million g~llons. 
Two cajor treatment ?lants, with total capacity of 7.1 million gallons 
per cay, treat ~ll the water produced by six of the wells. 

As of March 2, 1978, service was provided eo 5,224 flat-rate and 
843 metered custo:ers. !he great majority of flat-rate custooers 
~re resicen:i~l custo~ers, while the ~etered cust~ers are 
generally incus trial and commercial customers. 
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Issues 
!he central iss~es L~ this proceedL~g are: 
(1) 

(2) 

(3) 

(4) 

What standard should the C~ission 
applr in valuing Washington's 
fac:i.dties? 
Is the Commission bound to consider 
only the reproduction cost new less 
dc?rcciation (R~~D) method of 
valuation L~ arriving at its findings 
of just compensation, as Washington 
argues; or may the Cocmission consider 
that method together with the market 
data and capitalization of earnings 
approaches"as East Yolo argues? 
Was East Yolo's ~arket data and 
capitalized earnings evicence properly 
admitted? 
What weight should the C~ission give 
to Washington's evidence of value using 
the R~~ metho~yield~ng an estimate of 
value of $l3,007,450,~1 and to East Yolo's 
evidence using market data and capitalized 
earnings, yielding estimates of value 
ranging from $2 million to $2.6 million? 

Discussion 
The just compensation for the taking of the land, property, 

and rights of the condemnee is measured by the ~r~et value of such 
land, property, and rights. In Sacramento etc. R.R. Co. v Heilbron 
(1909) 156 cal 408, 409, market v~lue was defined as: 

'}./ 

IT ••• the highest price estimated in terms of money 
which the land would bring if exposed for sale i:l 
the open ~~ket, with reasonable tfme allowed in 
which to find a purchaser, buyi~g with knowledge 
of all the uses and purposes to which it was 
adapted and for which it was capable." 

This figure includes $11.924,800 for f3cilities, $350,650 for land, 
and $732,000 for the taking of Washington's service area. 
(Exhibit 8.) 
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The Commission has applied a s~ilar cefinition, which 
appears to be derived fr~ the Heilbron rule. In Cic~ of Riverside 

(1972) 74 CPUC 193, 202 the Commission stated: 
'~e have used, as the measure of value of the 
properties herein, the concept of the highest 
price, est~ted L~ terms of money, that a 
willing buyer would pay to a willing seller 
for the ~roperty if exposed for s~le an the 
open market, where each is under no unusual 
pressures of tice or circumstance ~d each 
has knowledge of all the uses and p~=poses to 
which the property is best adapted and for 
which it is reasonably capable of being used." 
The Heilbron =ule has in turn been codified in 

Section 1263.320 of the Code of Civil Procedure, as follows: 
"(a) The fair tll.lrk.et value of the property 

taken is the higr.est price on the date 
of valuation that would be agreed to 
by a seller, being willing to sell but 
under no particular or urgentnecessiey 
for so doL~g, nor obliged to sell, ~~d 
a buyer, being ready, willing, and able 
to buy but under no particular necessity 
for so doing, each dealL~g with the 
other with full knowledge of all the 
uses and purposes for which the pro?erty 
is reasonably adaptable and available. 

"(b) The fair market value of property taken 
for which there is no relevant =arket is 
its value on the date of valuation as 
dl~ter.nined by any method of valuation 
t"Clat is just and equitable." 

The Cc.mmission concludes that the Heilbron rule, ~s 
v3riously expressed~ cons~i~utes the st~dard which the Commission 
should a??ly when valuing publie ueili~y proper~ for jus~ 

compensation purposes. 
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The RCNLD Method of Valuation 
Washington contends that in valuing p't:~'olic utility 

property the Commission must apply the RCNLD method to arrive at 
fair market value. It cites in support of that proposition 
City of Riverside, supra, and certain other Commission decisions.~/ ~ 
Although the Commission in the City of Riverside case used the 
RCNLD method in arriving at its finding of just compensation, it 
did not hold that the RCNtD ~ethod was the only method of valuation 
that could be used to value public utility property. L, fact, at 
74 C?UC 202 the Commission stated: 

'~e also recognize that there is no precise 
formula for determination of just compe~sation. 
The Commission, in previous just compensation 
cases, has considered a number of value criteria, 
with varying e~phasis, in the performance of its 
duty to reach an independent judgment on just 
compensation based on resolution of conflicting 
testimony and other conflicting data in records 
before it. Among the criteria .... tpat have been 
considered are: (a) original cost rate base, 
depreciated; (b) comparable sales; (c) capitali
zation of ea=nings and (d) present day cost; 
i.e., (1) reproduction cost new less accrued 
depreciation of physical pr~perties; (2) market 
value of lands, easecents and rights-of-way, 
(3) market value of water rights, and (4) 
organization costs ~,d going concern value. The 
Co~ission has also considered record facts having 
an adverse effect on market value." 
The other Commission decisions cited by WashL~gton do not 

purport to bino the Commission to follow the R~~ method nor do they 
invariably apply that method. For instance, in City .of Redding (1934) 
39 CPUC 193, 195 the Commission stated that If ••• the reproduction cost 
to be arrived at is not itself value but only o~e of several criteria 
of value." And in S~"D (1942) 44 CPUC 467 the Cot!lmission found that 

4a/ See WaShington's opening brief, pp. 4-5. 
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the RCNLD for a portion of PG&E's electric distribu~ion system in 
the Sacramento area was $8,318,000, but nevertheless held that the just 
compensation was $10,600,000. PG&E's and SMUD's estimates of market 
value, based principally on earning power, were $12,500,000 and 
$9,400,000, respectively. 

Washington cited PG&E v Devlin (1922) 188 C 33 for the 
proposition that the Commission must detercine just compensation 
by the RCNLD method. However, Devlin does not so hold. In Devlin 
the only evidence of value offered was based on the RCNLD method. 
Thus, no issue was raised as to the appropriateness of that method 
or of any other method of valuing public utility propert:ies for j\lSt 
compensation purposes. 

Other Commission, state, and federal decisions were cited 
by Washington to support its contention that the Commission must apply 
the RCNLD method, but none of theo support that position. 4bl ~ 

As additional support-for the Commission use of the RCNLD 
method, WaShington argues that only such method provides compensation 
for all elements of utility ?roperty. This point refers to property 
acquired by the utility by contribution or by advances in aid of 
construction. The argument is made that because such property is 
not included in utility plant £or ratemaking purposes, the earnings 
of the utility do not reflect its existence and thus it is ignored 
by capitalized earnings studies. We believe, however, that this is 

l:"~'l I, at~Q y ~ S~~~lOUS lssue. It lS tantamount to 3rguing that. because 
che ca~~calized earn~ngs mechod ~s noc che R~D mechod, it may no~ 

be employed. The question is r.ot whether the capitalized earnings 
methodology involves an accounting of each item of utility ?ro?ercy 
as does the R~~D method. Rather the question is whether capitalizeo 

~/ In U.S. v 564.54 Acres of Land, No. ;8-488, decided Xay 14~ 1979, 
the=On~cea Scaces Su?reme Court helc that allowing respondent the 
fair market value of its property, rather than the cost of substitute 
facilities, is consistent wi:h the principles of fairness underlying 
the Just Cornpensaeion Clause of the Fifth Amend~ent. 

-6-
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earning is a valid ~eans of est~ting just compensation, or fair 
market value, which is used by reasonable buyers and sellers of 
properties to arri~e at negotiated sales prices and which is 
recognized by the courts and the legislature as an appropriate 
v~luation tool. This question will be addressed with more 
particularity, infra. 

East Yolo squarely addressed the issue of contributions 
and advances in its closing brief. It first stipulated that it 
would assume the liability of Washington's unrefunded advances, 
thus making it unnecessary to compensate Washington for the property 
represented by those advances. Of course, the property represented 
by refunded' advances is presum~bly in rate base and is thus reflected 
in capitalized e~rnings studies. 

With regard to contributed property East Yolo argues: 
n ••• these contributions are in fact water utility 
facilities that " were constructed and paid for by 
the water users. The water users were then 
required to don~te those facilities to Washington 

Why should the water users n~~ be required 
to pay Washington ••• for those same facilities? 
We submit (tha~J the proper valuaticn for contri
butions is to recognize tr~t they are in fact 
donated to the utility company subject to a t~st 
or a third party beneficiary contractual obligation 
that they be used for utility purposes. Putting 
it another way the only interest that the utility 
company has in the contributed facilities is a 
possessory interest which must be assumed by the 
acquiring public agency. Certainly the law of 
just compensation does not contemplate or require 
that the water users build and pay for say a 
$200,000 treatment pl~~t, then be required to 
donate it to the private utility and then when 
the water users elect to condemn the private 
utility pay the private utility another $200,000 
for that trea~ent plant which the water users 
paid for and were required to donate in the first 
instance. 

-7-
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"FrClnkly, we know of no case which has considered 
the point but we submit that ~he proper approach 
to contributed property is that it is in essen~e 
held by the private utility as a trustee for the 
benefit of the water users, and that the interest 
of the private utility in that contributed 
facility is a nominal interest and that in 
essence the public agency that acquires that 
contributed facility acquires it subject to the 
trust or third party beneficiary contract~l 
responsibility_ 

'~e submit that the valuation of contributions or 
contributed facilities should be treated differ
ently than other utility property. The facilities 
rep'resented by contributions were required to be 
donated by the water users. A valuatio~ a?~roach 
which recognizes this fact is in essence a •.• 
method of valuation that is just and equitable' 
(Code of Civil Procedure, Section 1263.320(b». 
It is certainly not 'just and equitable' to 
require the water users to buy back from the 
utility company the s~~e property that they 
were previously required to donate to that 
utility company." (E.:lst Yolo's'.<:losing brief 
pp. 22-24.) 
The foregoing quotation expresses the correct view on 

the issue of valuation of contributed facilities. !he Commission 
concludes that it is not bound to 'employ only the R~~D method, 
either on the basis of the authorities cited by washington or 
on the basis of the argument chat only such method compensates 
Washington for all valuable elements of utility property. 
Admissibility of Capitalized 
Earnings and Market Daca Evidence 

Washington contends that evidence of capitalized business 
income is inadmissible ~~der Califo~ia law, citing Evidence Code 
Section 8l9.~/ However, East Yolo cites the case of South Bay Irr. .~ 

2-1 '~~hen relevant to the determination of the value of property, 
a ~itness =ay take into acco~~t as a basis for his opinion 
the capitalized value of the reasonable net rental value 
attributable to the land and the existing icp=ov~ents thereon 
(as distinguished from the capitalized value of the income or 
profits attributable to the business conducted thereon)." 

-8-
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Dist. v California-American Water Co. (1976) 61 CA 3d 944, which 
holds that such evidence is admissible, relying upon Section 814 
of the Evidence Code.~/ (See 61 CA 3d at 980.) The Court in 
South Bay reasoned that since capitalization of the income of a 
condemned public utility is not a ~atter included in Evidence 
Code Section 819, it may be a basis for an opinion or determination 
of the market value of the con~emned public utility. 

We conclude that the South Bav case states the correct 
rule on the admissibility of evidence of capitalized earnings of 
a public utility in a just compensation case.11 

Washington's arguments concerning market data evidence 
are basic~lly directed to the weight of that evidence) and not 
its adcissibility. The following discussion of the evidence will 
address those ~r~ents. 

Discussion of the Evidence 
The following table summarizes,the evidence of value 

offered in this proceeding: 

§j 

II 

"The opinion of a witness as to the value of property is limitec 
to such an opinion as is based on ~tter perceived by or 
personally known to the witness or made known :0 h~ at or 
before the hearing, whether or not admiSSible, that is of a type 
that reasonably may be relied upon by an expert in forming an 
opinion as to the value of property, including but not l~ited 
to the matters listed in Sections 815 to 821, inclusive, unless 
a witness is precluded by law from using such matter as a basis 
for his opinion." 
The Commission does not concede that the Evidence Code or the 
Code of Civil Procedure and District Court of Appeal decisions 
interpreting those codes necessarily govern the admissibility 
of evidence in its proceedings. (See Section 1701 of the 
Public Utilities Code.) However, such statutory ~~d case law 
will be considered persuasive authority. 

-9-
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Witness 

R..~odcs) for 
East Yolo 

Clendenen, for 
East Yolo 

Stone, for 
'Washington 

Valuation Xethod 

C ' .. 1' .. " f'" " ~p~~~ .z~~.on 0 ~a~.ngs 

Sales CoO?a=iso~ 
Cost Approach 

Capitalization 0: Ea=nings 
Market ... \.pproach 
RC11..D 

RCNlD 

RCm..!) 

$ 

.' 

Result 
-oeo-

1,636 - 2,235 
2,635 
1,641 - 2,242 

2,800 
2,840 
8,200 - 9,400 . 

9,570 

11,.924.8 

~'c'... 3 ,., 13 ~~. ,pp •• _- indicates =atebase 
of $2,840,000 as of ~~rch 2, 19i8. 

-10-

Opinion 
Of Value 

-000-

$ 2,000 

2,600 

None 
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East Yolo stated in its opening brief, p. 2: 
"In our view it is of li~t:le moment whether the 
reproduction cost new estimate is $9

i
570,OOO 

as testified to by Mr. Clendenen (Vo • 1, R! 
pp. 117-1120) or $11,924,800 as testified to 
by Mr. Stone (Exhibit 5, p. 12) or some other 
sum, and we don't feel that it would serve 
any useful p~rpose to discuss in detail the 
specifics of the respective reproduction cost 
new less depreciation estimates." 
Accordingly, the Commission will accept Washington's 

figure of $11,924,800 as the RCNLD of Washington's facilities 
(exclusive of the land value and other it~s of damages claimed). 

Mr. Stone, WaShington's valuation witness, was of the 
opinion that RCN'LD equalled just compens8,tion. He considered no 
other valuation method in mak~ng his study. Thus, his opinion 
of value must stand or fallon the validity of the proposition 
that RCNLD equals just compensation, i.e., that no other valuation 
methodology is app:'opriate in this case ...... ; 

The evidence in this proceeding supports a finding that 
there is a relevant market for water companies in California. 
Admittedly, sales of water companies do not occur as frequently 
as sales of raw acreage or three bedroom houses. Howeve~ such 
transactions do occur with sufficient regularity for uS to conclude 
that evidence of those sales would shed light upon t~e value of the 
subject property. However, regardless of whether there is a 
relevan t market for property II [l'J he Evidence Code provides that .•. 
its fair market value may be determined by reference to matters of 
a type that reasonably may be relied upon by an expert in forming an 
opinion as to the value of property including where appropriate, but 
not limited to, (1) the market data (or comparable sales) approach, 
(2) the income (or capitalization) method, and (3) the cost an~lysis 
(or reproduction less depreciation) formula." (Legislative C01mIlittee 
Comment to Code of Civil Procedure Section 1263.320.) 
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We are convinced that an expert in forming an opinio~ 
as to the value of the subject property could not re~sonably consider 
solely the RCNLD method of valuation. 

We are impressed by East Yolo's arsument with respect to 
the total price tag Washington has placed on its operation. 

I~ooking at the bottom line Washington Water & 
Light Company and Citizens Utilities CO~p3ny 
contend that they are entitled to 'just . 
compensation' of $14,773,408,[8/J for the 
taking of utility property that has produced 
over the last~elve years average ~~nual net 
income of only $43,670 ~see Exhibit 2-C).tt 

*** 
" No knowledgeable prospective purchaser 
0: utility property would just ignore income 
and market data ~d in essence buy a water 
utility for a price that is 338 t~es the 
~verage annual net income that:has been 
obtained fr~ the utility property ••. 

"Bluntly stated 03.ny knowledgeable purchaser 
would look at the Washington Water & Light 
Company anc Citizens Utilities Company's 
price tag of $14,773,408 and conclude that 
he could invest that sum in high grade 
bonds or certificates of deposit and 
realize an ~~ual income of about $1,477,340 
(10%) ~~d that it would be Silly to spend 
$14,773,408 to acqui=e ~ wa~er utility that 
had been able to generate only $43,670 of 
[average] annual net i."'lccme. In other words 
a knowledgeable purchAser would realize that 
a conservative investment of the $14,773,408 
in high grade bonds or certificates of deposit 
would result in an annual income that was 
thirty (30) times higher than the annual net 
income that the water utility property hac 
been able to produce. 

~/ The sum of $14,773,408 L"'lc1udes $11,924,800 for facilities, 
$350,650 for real property, $575,335 for severance and related 
d~ages, $1,190,623 for loss of the Port Sae=amento Industrial 
Park (PSI?) System. and $732,000 for loss of the undeveloped 
service ~rea. (Exhibit 8.) 

-12-
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"Taking that into accO\.:Ilt, and considering that 
this water utility will require major expen
ditures of about $10,500,000 to correct water 
pressure ~d water quality deficiencies 
(Exhibit 1, p. 37; Vol. 1, RT pp. 87-88, 
113-116) and additional sums to replace 
tMateri~l Parts of Washington's system' which 
are approaching 'the probable end of their 
service lives' (Vol. 4, RT pp. 417-419), no 
one in his right 'mind would even consider 
paying the $14,773,408 price t~at Washington 
Water & tight Company and Citizens Utilities 
Company contend that they are entitled to 
receive for this water utility p::ope::ty.1I 
(Opening Brief, pp. l06-l07.)il 
That Mr. Stone did not apply the Heilbron standard (as 

codified in Code of Civil Procedure Section 1263.320(a), su~ra) is 
clear from his own test~ony. Mr. Stone was asked: 

"Q' And I take it, then, you didn't appraise 
this property, then, to determine the 
highest price estimated in te~s of money 
which the land would b::ing if exposed for 
sale in the open mark.et, with a reasonable 
time allowed in which to find a purchaser, 
buying with full knowledge of the uses and 
purposes for which it was adopted and for 
which it was capable? 

"A It: might represent that. But I didn't use 
that as any theorem of my appra.isal." 
(Vol. 3, RT pp. 395-396.) 

We have determined that it is reasonable in this instance 
to apply the Heilbron standard (as codified, supra) in valuing 
Washington's property. It has also been determined that willing 
buyers and sellers of such property would not look merely to 
~n appraisal using the RCNtD method to arrive at the price. 

'jj Mr. Powell, one of East Yolo's appraisers, testified to the same 
effect. (Exhibit 3, pp. 17-18.) 

-13-
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Mr. Stone did not apply the Heilbron s~~ndard. He did not consider 
any other valuation methodology in making his appraisal. He 
conceded that the income of property was a "very important 
element in the purchase of property", but that he gave absolutely 
no weight or consideration to that factor. 10I Washing~on is 
asking the Commission eo place a value on its property without 
considering that very important factor of income. However, the 
Commission cannot fail to consider income and still apply the 
Heilbron standard. Thus, the RCNLD method cannot be considered 
to define or govern our finding of just compensation in this 
proceeding. 

The Market Data Ap~roach 
Both witnesses Rhodes and Powell for East Yolo used market 

data in arriving at their opinions as to the fair market value of the ~ 
facilities to be taken. ~ 

Mr. Powell used data for nme sa:I;es of water companies or 
separate divisions of w~ter cocpanies co nonpublic agency buyers. 
The sales took place between 1962 and 1976 and the sales prices 
exceeded $0.8 million. Upon analysis of these sales Mr. Powell 
concluded that the sales prices generally approx~~ate rate base. 
The departure from rate base 
to a premium of 42 percent. 

ranged from a discount of one percent 
The sale with the 42 percenc premiuz 

1:2.1 "C(. 

"A. 

"Q. 

"A. 

. • . Would any knowledgeable buyer of any income-producing 
property, including public utilities, ever even attempt to 
arrive at the value of what he's going to pay for th3t 
property if he didn't know what the income might be? 

That's a v~~ important, very important element in the 
purchase or property. No question about it. 

And that's someehing ~hat you gave absolutely no weight or 
consideration to? 
Not for this appra.isal, for condemn.:r.t:ion purposes." 
(Vol. 3 RT pp. 401-402.) 

-14-
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included 1,800 acres of l~nd which the buyer consicered developable. 
Excluding that sale and another sale (where the premium was 23 percent), 
involving special circumstances not present here, the range was from a 
discount of one percent to a premium of eight percent of rate base. 

Mr. Powell also analyzed the sale of Washington to Citizens 
Utilities Company in 1967 and found that the purchase price w~s at a 
premium of about 19 percent over rate base, again in the general range 
of the rate base rather than at a multiple of rate base. He testified 
that such sale "shows that repl.:l.ce:nent cost new less depreciation was 
not a significant factor i.~ det.er.nining the amount paid by Citizens 
Utilities for the property." (Exhibit 7, p. 15.) 

y~. Rhodes, an appr.:l.iser for East Yolo, also used market 
data in arriving at his opinion of fair :arket value. He analyzed 
four sales occw::z:-'...ng between 1969 and 1976 and determined that the 
price paid per service connection is a reasonably comcon denominator. 
The price per service connection ranged from $365 to $507. Each of the 
four sales was analyzed .by comparing it to the subject property on the 
basis of the general condition of the physical plant, the amount of 
accrued depreciation, and the proportion of equity involved in the 
price. M:. Rhodes then adjusted each price to give effect to the 
three factors. After adjus~ent the prices ranged from $273 to $407 

per service connection. B~sed on this range Mr. Rhodes concluded that 
Washington was worth $400 per service connection. The witness then 
multiplied 6,588 connections1l1 times $400 ?er connection to arrive 
at his rounded market d~ta est~te of $2,635,000. 

Washington criticizes East Yolo's market data evidence on 
the oasis that the sales selected are not comparable, that the n~ber 
of sales of water companies are insufficient to establish a market, 
and that the sales did not reflect the most significant part of the 
:narket sales to public entities. 

11/ Washington's figures on connections are 6,595 c~~ections, 
including 487 public fire hydrants and 42 private fire protection 
connections. (Exhibit 4, p. 9.) 
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None of these contentions are meritorious. First, 
~. Powell's study avoids the c~iticism of lack of comparability. 
He does not state that because utili~y A sold for $2,000,000; 
therefore, Washington must sell for $2,000,000. It would, 
concededly, be difficult to find ~~o water companies whose 
facilities were so similar in type and ~uantity that a recent 
sale of one could be said to establish the value of the other. 
What he does state is that sales of water companies be~~een 
private parties occur at a price approx~ting rate base,~/ 
and that, tnerefore, rate base C~~ be used as an indication of 
market value. 

Mr. Powell's study sc~eens out factors which would 
elfminate particula~ sales as noncomparable, factors such as 
sales dates remote in t~e, involving locations far from the 
subject property, and facilities vastly different from those of 
the subject property. 

~z. Stetsen~ an'exp,ert appraiser for Washington, supported this 
conclusion in his 'rebuttal" testi::1ony: 

"Q. As I understand your testimony .•• you indicated ••• 
that the ••• sales [between private utilities] are 
generally based on rate base. 

"A. I didn't say that. I said valuation of private 
sales usually indicates that they are sold at a 
value approachi~g rate base. 

"Q. SO, in essence, those sales show that they are 
transferred, purchased and sold at a price 
approximating rate base? 

"A. Yes,. or. a m~ltiplier of rate baseS a small 
mult~pl~er. (Vol. 6 RT, p. 657. 
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Actually, Mr. Powell's study states no more than what 
should be obvious to 3nyone familiar with the utility business 
in California. Public utility ea~ings are regulated by this 
Commission. The basis of those earnings is an original cost, 
depreciated rate base. The sale price of a utility's facilities 
does not determine its earnings, since, under this Commission's 
regu13tion, the new owner may not inflate rate base to reflect 
a sale price in excess of the original cost, depreciated raCe 
base. No informed and reasonable private sector buyer, absent 
special circumstances, would pay ~o, three, or four times the 
rate base for a hypothetical utility earning 10 percent on 
rate base, since he would earn only 5 percent, 3.33 percen~ or 
2.5 percent, respectively, on his invest=ent. 

Second, the l~~ited number of sales evidence herein 
provides sufficient evidence of a market, as we have previously 
concluded. Although not regularly traded, a few sales of these 
properties would be a valie indication of the value of similar 
proper:y precisely because of the Commissjon's regulation. 

Third, the sales selected were from the private sector 
only. None of the sales i~volved a public agency purchaser. 
Ease Yolo's wienesses did not include such sales in their study 
because, in· their view

3 
such data is inadmissible under Section 822 

of the Evidence Code.1-/ Even assuming Section 822 is inapplicable, 
the lack of data on sales to public agencies merely affects the weight 
of the evidence. Since, Wnshington offered no evidence of sales to 
public agencies, we are not called upon to ~eigh such evidence against 
the evidenee of sales in the private sector. 

13/ Evidence Code, Section 822 states in relevant part: 
"Notwithstanding the provisions of Sections 814 to 821. 

the follOWing matter is inadmissible as evidence and is 
not a proper basis for an opinion as to the value of 
property: 

"(a) The price or other terms and circumst~,ces of an 
acquisition of p~operty or a property interest if the 
acquisition was fo= a public use for ~hich the property 
could have been taken by eminent domain. 1I 
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Evidence Based on Ca~italization of Earning 
In his capitaliz3tion of earnings seudy Mr. Powell used 

Washington's "earning power", !'aehe!' than its actual earnings to 
arrive at a fair ma!'ket value. In other words he assuoed that 
Washington's rates produce dollar earnings equivalent to its 
authorized rate of return multiplied by its rate base. Under this 
assumption, market value is equal to rate base. Accordingly, Mr. 
Powell concluded that, since Washington's rate base is $2,840,116, 
the capitalization of earnings approach would indicate 3 ~rket 

value of the facilities being appraised in the ~~ount of $2.8 
million as of March 2, 1978. 

Mr. Rhodes used a different methodology in arriving at 
market value based on capitalized earnings. First, he obtained 
his capitalization rate by ~~acining foU!' sales of water companies 
occurring between 1969 and 1976. Fo!' each of the four sales he 
mathematically computed the relationship,~ecween net operating 
revenue and the sale price in percentage terms and found that the 
net operating revenue as a percentage of sale price ranged from 5.2 . 
percent to 6.69 percent after adjustment. He selected 5.5 percent14/ 
as the capitalization rate he would use for further calculations. 

Next he developed three net operating !'evenue figures 
($90,000; $122,950; and $104,160) usL~g three different methods. 
When divided by the capitalization rate of 5.5 percent, market 
values of $1,636,000, $2,235,000, and $1,.894,000 resulted. 'From 

this range of market values Mr. Rhodes concluded that his 
capitalization of income methodology indicated a market value 

of $2,000,000. 

The average of the four figures~ 5.2 ?ercent, 6.2 percent, 6.69 
percent, and 5.3 percent, is 5.9 percent. However, the use of 
the figure 5.5 percent benefits Washington. 

-18-
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Just ComDensation 
In arriving at a finding of just compensation we have 

discounted the evidence of value based on the RCNLD method. As 
indicated above, we do not believe any reason~ble, willing buyer 
would for a moment consider using such a.valuation methodology to 
determine the price he would pay for the facilities, rights, and 
properties of a uti~ity company such as Washington. On the other 
hand, the evidence of value based upon capitalization of earnings, 
market dat~, and rate base ?~es the va~ue of Washington's property 
consistently in the range of $2,000,000 to $2,840,000. We find that 
the just compensation fo= the taking of Washington'-s lands, properties, /' 
and rights is $3,000,000 151 as of March 2, 1978. vr 

Severance and O~her Damages 

Washington clatos that in addition to compensation for loss 
of its physical plant and l~~d in the sums of $11,924,800 and $350,650, 
respectively, it is also entitled to damages of $575,335 for severanee 
and related d~ages, of $1,190,623 for loss of the PSIP System, and 
of $732,000 for loss of its undeveloped service area. 

With respect to the ite~ of $1,190,623 for loss of the PSIP 
System it is sufficient to note that there is no evidence of 
Washington's ownership of the ?SlP System. Certainly there is no 
reason in law or equity to compensate WaShington for the taking of 
property it did not own on the valuation date of March 2, 1978.~1 

This finding of value is based on the assumption that when it 
acquires the properties of Washington, East Yolo will also assume 
Washington's obligation for unrefunded advances for construction 
which totaled $1,267,024 (Exhibit 3-A) as of December 31, 1977. 
We are informed by the parties that waShington purchased the ~ 
PSIP System on November 30, 1978. Section 1417 provides that v' 
the owner may file a petition for augmentation of just 
compensation to reflect expenditures made after the filing date 
of the original petition. 

-19-



• • 
A.57906 dz/bw 

Washington also cla~ damages of $732,000 for loss of 
its undeveloped service area. However, we believe that such a 
cl.:lUn is not a proper subject of sever.:mce damages. Washington 
asks this Commission to speculate ~~on the futu:e potential of 
the service area and to judge Washington's loss of business 
opportunity from the taking of its facilities therein. Washington's 
citations in support of its cla~ are not persuasive and the factual 
basis for the cla~) resting as it does on Mr. Stradley's projections 
of significant customer growth in the =ueure, is not entitled to 
much weight in light of Mr. Stradley's cont~ary projections in a 

recent rate proceeding. 
The last item of $575,335 for severance and related 

cam~ges is a composite of several diffe=ent it~s. Severance damages 

to washington are calculated as :o~lo~s; 
(1) Deferred debit, 

Account No. 146 $102,133 
(2) Preliminary Survey Charges, 

Account No. 142 
(3) Transfer, storage, sale, 

and disposal expenses 
(4) Lease payments 
(5) Mortg3ge prepayment penalties 
(6) Additional interest costs 

TOTAL 

6,334 

8,151 
6,500 
3,593 

38.007 
$164,718 

In addition to damages of $164,718 :0 Washington~ Ci:izens 
Utilities Company and its affiliated companies also cla~ $159,617 
for lost allocated charges, consisting of: 

(7) 

(8) 

(9) 

(10) 
(11) 

Administrative and gener~l 
expenses 

Insurance premi~ 
Data processing expenses 
Salaries and wages 
Retraining anc relocating 

expenses 

TOTAl. 
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Finally, as related damages Washington claims $251,000 for the 
following itecs: 

(12) 
(13) 
(14) 
(15) 
(16) 

!.cgal fees 
Real estate valuation fees 
Stone and Webster fees 
Cost for company witnesses 
Other company expenses 

'rOTA!. 

To s\'ml%!1arize, Washington claims: 
Severance damages to 

Washington 
Severance damages to 

Citizens, et 301. 
TOTAl. SEVERA..~CE DA..V.A.~ 

RELATED DA..'!AGES 

GRA.'ID TOTAL 

$150,000 
12,000 
70,000 
14,000 
5,000 

$251,000 

$164,718 

159,617 
$324,335 

251 7 000 
$575,335 

It would unduly lengthen this opinion for the Commission 
to discuss each of these 16 items of alleged severance and related 
damages. Suffice it to s~y that seve=~nce da~ges represent 
the decline in value of the property of the owner left after a 
partial taking by the condemnor. Since East Yolo is taking all 
of Washington's utility facilities, there is nothing left to 
be damaged. Thus, items one through eleven are inappropriate 
items of severance da:nages. 

Attorney fees and costs of suit are recoverable when 
a statute so provides. Washington has cited no statute to support 
its claim for damages in items twelve through sixteen. 

We are convinced that no award or finding should be 
made with respect to the sixteen items of severance and related 
damages .11./ 

111 For an extended discussion of each of the sixteen items see 
East Yolo's opening brief, pp. 108-120. 
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Conclusions of Law 
1. The Heilbron rule should be applied in valuing public 

utility property for just compensation purposes. 
2. The Commission is not compelled, as a ma~~er of law, ~o 

employ only the RCNLD method in arriving at fair market value in 
a just compensation proceeding. 

3. Capitalized earnings and market data evidence was 
properly admitted into evidence. 
Findings of Fact 

1. There is a relevant market for water companies in 
California. 

2. Evidence of sales of other water companies sheds light 
upon the value of the subject property. 

3. It is not reasonabl,e to consider solely the RCh~D I:lethod 
of valuation in this proceedil:'l.g. 

4. Willing buyers and sellers of water companies in 
California would not look merely to an appraisal USing the RCNLD 

method to arrive at the p=ice they would payor accept for such property. 
S. Water companies are bought: and sold in california 

at prices a?prox~ating rate base. 
6. It is reasonable in valuing the property of WaShington 

Uat~r a.nd L{~ht Comp~ny tor j1.lst compensatlon purposes to accord 
the greatesc we~ght to ev~dence of cap~ta~~zed earn~n8$, market 

data evidence, and rate base, and the least weight to evidence 
of value oased upon RCNLD. 

7. The just compens~tion to be paid by East Yolo Communi~y 
Services District for the lands, property, and rights of Washington 

~ater and Light Company is the suo of $3,000,000 as of March 2, 1978, 
the day on which the petition was filed with the Commission. ,-
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8. No severance damages should be paid. 
9. No related d~ages should be paid. 

The effective date of this order shall be cwenty days 

after the date hereof. 
Dated at ______ ~$n~n~Frn~n~ckw~ ___________ , California, this ~ 

day 0 f _____ ..ui}W .. Nu;;F_-=--__ ) 1979. 


