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THE VALUATION AND DEPRRGIATION OF PUBLIC UTILITIES
OPERATING IN RURAL CORMUBITIES
, PREFACE - |

The countents of this taesis are distinotly limited
in soope to Tesearch relative to the pwbxm of utilities
opemuns in the wrzmztnm sections of Oregon, m;
writer has m mind the type of mblw; atuuy uauas"kk
small towns and bresching out into rural ammum" The
exasple of a typiosl veluation offeved in the wpmatx
wmarm a prosinent cheess producing Mmu.

During the college vear of 1989-30, the writer was
assoclated with the Chicsgo veluation engineer and orew
of the Byllasby Management and Ergimesrimg Corperationm,
while bringing the valuation of the Mountain States Power
Divieion up to date. !hh um was engaged in mapplag,
charting, mvcm:erﬂng, and aypmmim certain raral oxe
tensions and farm towns to inelude additions, replace~
ments and bettermenta,

 There were several objects in view among which may be
enumerated;

1. The exercise of the parpetual inventory in oper»
ation polisy of the holding company. |

3. The ohepking of extensive raphﬁMﬁ: einge the
previous nlmtmm , :

3. The Oregon State Commipeion mmted the facts.

4. The Bolding company recuired acourate and mm‘t
capitalisation data for financing PUTPOSES.



8, The large budget of the operating menager hnaéad
supporting statistics,

6. The Chicago urtiaq was cutlining & five year poli-
ey of atrntosza future aavelapmmnt.

Valuation data is correlated with'nharts, trends,
prices, rates, eapltalization, oonstruection statistics, and
the tivq~yiar~£eraeutt' This field is rciut&vely new, and
the lxtoruthrckisknat extensive. Consequently, 1t was
n&cuciary to study in the privnEa 1ibrary of the holding
company, and to examine the extensive rilab,;naauunta, and
iutenaiyiaional raports; It was necessary to review ori-
ginal source material such as Commission and Court deel.
elons, annual reports snd their uniform classification of
acgounts for public utilities. A few secondary sources of
tho last decade cantnin;nuademio and thecretical sketches
of valuation work, This materisl has been mest carefully
omittad;'nad & medern working set of valuation principles
set forth in a unique and clear manner, all fully sup-
ported by Commission and ceurtfdaeiaiout for which speei-
fie rttaronetn‘nro'givtn. & eritioal study of tangible |
and intengible capital and overhead coats in their relae
tion to valuation, depreclation and rate-making has been
made. The exhibits trecing installations and removels
through the fixed capital secounts will not be found in
any a&aondnr?\aaurcna,ylikOUXQa_the truatm«nt cr repro-
duotion cost in relation to wage and price trends.



a; @hn large budgu of the opersting manager noeded
, tmmr‘&im atatiatiah

6. The Chicago Mﬂm was outlining a five year
mxzyey of strategic future development.

Valuation data is correlated with the five year
faﬁmny ‘sbwta, tmaﬁa;hrﬂ&mm, rates, mmmmﬁm.
aa%gimaﬂ*ng oonstruction na.;%‘.tniiat ehowing real and pm

jected wmnmwn ia actan are collected with respect
| tn tho territory a«wm* ;

e veluation field ie relatively new, and the 144~
emtum 18 mt extamiu, Coneequently, it ma m&nﬂ‘
to study m the primta ubmry of the hemz.ng oompany,
and to resd the filen, Mw*mts, and mtwﬁniui.ami re=
pﬁrta. It wn g meesaary to nﬂw arigiml emwa e tor-
1al such as G‘minoien an& Court éaeiﬁmn&, annusl reporte
and thelr uniform elmaiﬂmtmn of accounts for publie
utiliities. A portion of the mu_wh is of interest w
the gemml Mnaent of publisc mnmy wmmmiu, atka:r ;
| fmrﬁiom have significance on.y %«a those ﬂpwiﬂuim in -
velustion mrk. ﬂa&wmadﬁr, ﬁzu uhaa.u mtur will be
| aa’bswt 'm extonsive nhanga or revisioa. In any ung the
writer expeote m emgagse in further mm ia mb’ku
uuuty mmmwn, in srmr to ampmhmd the great holdw
1ng conpany as & sational amnizatwm



PART I = INTRODUCTION
CHAPTER I

: OPPORTUNITIES IN THE mmrms rmm
Va.lutma and Appraisal nunm \

~ VALUATION is from the Latin root velers, to be worth.
An artwu, mbstamu or mlxture, sueh as air, i.e. iﬁcﬁ'
geeds, may have intrinsic utility ﬂﬁxwt kanm mham
m:i.ua. Prom the atundpamt af scoomics, thw mmwa m'
mrir.ﬁ value of anythmg is the guantity of amy other
thing that would be giuu in exchange for tm wmaaitn
Veluation refers to the art or practice of unmtwe fair
exehazm sorthe of wmzﬂ.a propertiee,

~APPRAISAL, from the Latin reot precium, referse to the
fixing of a price or sus which the owaers aveept for s
property. 1In wamaam, price is the amount of money that
would be given in exchange for one unit of weslth, meaning
all useful material things owned by humen kbw&ms. Value
and price are related but value may be expressed in terams
of any kind of wealth, property, or service, while the
price of thinge is always expressed in money; secondly,
value is a term used for any quantity of good, while price
relates to one unit. Illustration: If a factory sells for
§500,000, the velue of the factory is said to be $800,000,
or a8 a large unit, its price is #800,000; howsver, imstead
of saying that the price of ten tone of coal is $100, one
should indicate that the value of the coal is $100 whea



; | - ... 2
priced at §10 & ton. Iaventories of dlssimiliar propersy
way M priced giving a monetary value total, thus seking
it maaih&e to kew acmma of maa.tb. property and m»
Mm.

Appraz.aal s.nclud:u the twgibla pmyeﬂy, shile 3 m~
mmm edds to that value the istangible assete, and pre~
sents the total value of the utility or industrial se a
going sonceru. 'this &utimt«wa is bamed on the latest
aergomtion usage aud u;,)on the Latin arigi.a at the words,

Levels ia the Art af Valuation ‘

(1) Informal mlumiaas, resulting z‘mup process of
Mgglmgg in the exchange of ordinary gxwwﬂy, requires aa
exercise of judgment on the ;éart of buyer and unér,, each
taxing into acoount Lis kmﬂa&g& of the properiy, of per-
sona) neesesities or desires, and of prevailing exchange
conditions, but the computatione are relatively elementsry.
These valuations are authoritative and binding, mainly by
mituzl acceptance of a contraot, oral or written..

(3) Formal 'valuatiam are baned on the proceedure of
specially qualified and experiesced valuators for use ia
actual property szles, the determimation of raﬁts, taxti or
. fair commodity prices, ﬁathwtmal computations of great~
er complexity and frequently of o teehamuligor&er are'xom
quired, If technical, the mathematicsl computations way be
son-engineeriug or cngtéeering io charaoter. The actual
formel valustion is not computed by mathensticsl forsula



but is based on ﬁxpert 3aégm¢a&.

| ¥hen fozaaz veluations ar& u&d@ for taa purposs of
facilitating the sale exwhansa ai prayﬁrty other than pube
1iec utilities the vxluatian er&iaar;ly sust be acaaptud by
tha geller and the buyex to mak» it uutha:itat1w¢~ In some
cages, as in the aettlamant of astutet, the authority may
;bélveaﬁad directly in the courts. For gnau;yuryassakatkar
t&aafaxwhaﬁg@g@rtaia @ub&ia,gfﬁiaialn (&s'far‘@x&mﬁlégwin
vaia$tiﬁna for taxat&aa)”ﬁ&i@~th§(fin&1 authority, or final
deﬁiai&a ree® with the courts, In valuations of éubliﬁ
utiiities for muay yﬁtﬁ&ﬂ&& final sathority is vastwé in
-the ocurts, though lagiglativw ﬁmdies BaYy auhjeat ta SO0
katitutienﬁl llmitaziang, presoribe methods and ereate com-
' m&aaians with sxtensive authority.
| (3} Industrial ?aiuatxnn. This aewpriaas %he art of
aatim&ting the fair eschunge murths of speeific properties
id ceses where prodessionsl iaduetrial xnowlaﬁga and judg-
sent are essaﬂﬁiﬁlu Exa@pxsa~ineiuﬂ@ ValuatiénsAaf'aiﬁas;
factories, buildings, engin»axiﬁg eonsiructions of sll
kinds and public utilities, Computatious of varying come~
piﬁxity geﬁeg&&ly are necessary in iandustrial valuation
work, Kevertheless, &8 in ell valuations, the sctual final
aatxmatea of fair exchenge worth are ﬁnt cs@pntaﬁia by
Tormolee; out maat be based ug@n juﬂgmaat, in faduetrial
va&uatianu, iu/iarga &agrve nyan the eagin&ariﬂg 3adsmeﬁt

 of 1ndustr1a1 angineers.



- The ﬂevelnpm&ntiaf‘Iﬁa&strialk?ainatien The art of
lndustrial valustion has developed meiuly within the last
thirty years. Prior %o this,ﬁer:aa.taera praati@alxr'%an
no such ars, although angiatera; soonomiste and the aaﬁrts
were being drawn inta active garti#ia&tian in formsl 1a1naw
%iaﬁ work; which, however, stzll wae ﬁainly the prevla@a of
thc marehaa#, the aaaauntaa& and the fﬁﬁaactar‘ The lztsnn
atur& of induﬁtrial vazaatium, thauah ﬁaw*quzta extarniva,
d&ta& slmost entirely since 1900. B

 Industrial Valnat&&n is still in thu f@rmati?a atagc‘
Engineers, &saeuntants, esconomiste, aud lawyers aantinually
, are etudying the V&riaua phaaan of the art, ﬁubliaaing
their Viaﬂi in ta@huie&l petiaﬁivala and in bn&kﬂ. Tha
fﬁn&tea Etatea, a8 wnll as most of %hu states, hava aptab~
‘linﬁna Commiseions tﬁ ragnlata the various public utili-
“tims, and such 3amuisaiana are publishing their ap&ninns
1&&& decisions in regular annual reports. ' The state and
‘federal courts, which are the final arbiters in #ﬁpiic
‘utility valustions, havqﬁb&g&sﬂ down & mass of daazaiénn;
uhiék show '8 gradual avaiufian toward the aevnloﬁﬁ§nt at
some future period of a snt of clearly farmulaﬁad fundanen~
tal valuation principles. i |

 Hany of the methods éﬁuﬁvaa the fundamentel uuderly-

ing priuneiples ef'xﬂﬂuatxia§r§&luatian &?ekﬁﬁillkiﬁﬁﬁﬁﬁtféﬁ
versy. The student a£ the grt mast remember this uitﬁat&aa

aan&t&ﬁtky, melntainiug &n'égaﬂ siate of mind in consider



ing a1l controverted questions.

Doubtless owing to the foramative situation desoribed
abav«, enginesrs in gamaral are not naarly 80 well informed
on vala&tian as the t&pialy growing sod already sxaat im -
portance of the mrt demaﬁdﬁ; Very few of the ansinuartng
ﬁallegna have pﬁaaaﬁ the subject in %haxr curricula, The
many engineers who find valustion sao important part ét
thelr profeseional %ork usuully mu#t ﬁagiﬁ their work from
a pxactiﬁal rather then & naiant&tie atartima 9aint. Many
engiaaara af high standing in va*aatinﬁ work have givaa
study to the art firss shmm @gllaa-uyun for vesponsible
servics in some aotual vakaaﬁien* Until ummgaratively Tow
contly, Y&lﬁ&%i@ﬂ,%qﬁ been thought of toc manh 88 & mere
process of praparimg pregartr inventories and making aréiau
ary engineering estimetes of cost. | |

 The Professional Practice of Industrial V&Iuattaa
~ FProfeesicnsl eaginagg;ng.x@awleéga$ana judgment yl&nnraza
not sutflaiaﬁf ia valuation work, Industrial valuations
must conform to the same faaéawaatgl esconomic and legal
principles which govern atkar:vaiu&txﬁnsa Hence thﬁ quali~
f164 valuation expert must save epecial valuation training
snd experience, He should have s good working kuowledge
of accountancy, &s aypikad'ta'uéaﬁ,na;maxcial undertakings
a8 wmining, manataaturiﬁgg éad public utiiity hanaaéacat, as
well as the fnaﬂmﬁmntgx‘prinaiyiaﬁ of egouomic wim&&;i Ee
should be thoroughly femiliar with the many court decisions



on valuation cases and understand clearly the ﬁﬁ*‘“ﬂﬂ“ﬁ
legal prinoiples. | :

- At the present time there is a éﬁt ers of greasly
tid«n;ﬂ r&emgn;ti@n of the,#&luaataaminaﬁzing'thvzetéi‘
The engineer rxaqaaatly'is.@ai&a&.uyaa for public §¢r§$é0 -
V@f’ﬁha'bwmaaent god ma¢t~xa¢?oauxblu‘ghaéaetar; xwﬁn&ziﬂg '
. the soundest economic and_saazalégiaai judgnent. Horeover,
. the grest industrisl and finaacial ozganizations of the
ea&h}rr‘ar% calling a&;h‘an4 mnru cxtaﬁaivniy'fnx techni~
oally and broadly trained and sxperienced enginesrs 1o
serve au’raapenszbla éftiaiala; and are aumanﬁiég:engtnncrw
\iﬁé qualifications for an inareasinsly lazge 9§n§¢rtian ¢tf
tﬁ#is—n&lariaﬁ amﬁlﬁyct* Evezy sngineey toﬂay uuut faao -
the probable p@aaihilt%y tha& at any t&na %ha gre&tant op-
portunity of his liie, for gervice and wsuaxa, may prove teo
e of sugh nature that & thorough understanding of the
wethods and fundamental principles of iaﬁustrial valuatian
‘n;il prove invaluable, perhays &nﬂinp&aw&h&n.

%) Engingering Exauuzzvaa& mmgiacara more ana more
trgquently come avnatually to 111 responsible mxcﬁat&r:
pesitions in all linee of manufacturing éaa athex'indauu
trial uadertakings, and in all such cases s knqxlaﬂgn o;
the principles of valuation would eeem zn@uﬁﬁggt* often
esgeutial, |

{2) eaaMultlng Valustion Eﬂgimuartnxa Gnnsulﬁxaa onw
g&n@aﬁing firms end individusle often find eﬁginatriag vale



uation work un important and remunerative part of their
practice, | |

| (3) Selaried Valuatiom xnginamra.\ Great utility oom~
na@idn universally keep on their ﬁa&ha&aal statffs a&l&r&nﬁ
anginaura, devoting their eatire prnfaasicam14&§xvicu¢ to
Vaiuatiea work; frgquan@ly moving from one property 0 ane
other with subordinate staffs. e
| - (4) valaa%&oﬁ Eng£ncakq‘1n“th¢:&ﬁ 8, Civil 8erwi¢§‘~
The Bureau of Valuation of the Interstate Commerce Commis-
sion consista of a large nuubar~ai‘nagia¢a§#~:&¢‘0£n£y ﬁant
dats and related I@thynytaiaing'ta»rnilrﬁaﬁ_?&laatieng
They prepure exﬁ&b&tg f£am,mn¢a2ly1ng data £€i9§¢q¢aaﬁut1aa
in hearings, and xan#tigata epecial problems in railroad
ﬁanstrﬁﬁtien* _ ,
| #an agt at‘aéﬁg%asa'ruqutxing'tha‘zntaratata%ﬁvmmawﬁn
Commission to walue ﬁh# property of all common darriers
doing an int&rﬁt&ts'hnsxn@ﬁn~waa“g&53£§5zafgax§£; 1613@ The
greater part of this enormous task consists iﬁ;asuaah&;ag
& wide arrey of facts, In coonedtion with this work the
-engineering seotion of the Bureau of Valuation makes s come
platal;nventery of all phyqiéai éxap&rty éf ra;lrnaés‘athiw
tﬁ“ﬂllbﬁﬁ, 1n¢xﬁﬁing #u@hkitama as gradiog, traok, bridges,
locomotives, cars, motors, work tyains, «nd other tal;iag
atﬁau, éffiﬁakana)?%&Qx@gxhﬁﬁgaxgga,kghaga, ﬁegez'siﬁﬁtg,
tocle, machinery, ala##&é&n§ docks, and telegruch and tele-

phone lines,*



*VYaluation eflnatutal resources; One hundred valus«
tion engineers, ayéﬁiaixsiag in canz,:ganerai,axaing, DO
metals mining, oil and gae, pulp aand papax, timber, eto.
and in the aypra&aal of industrial prwpartxas, public utile
"1ttaa, g&taaﬁ vw&uaa. and 1%ad valuea are employed Ly %ht
auruaa of Internal ﬁﬁvanue af the ;raaanry Department, ?haf{
wark inwalvaﬁ aatim&tian;ef the ﬂn&ntity af natural ree
uauraas in plagey tha thaﬁratiaal and warkat v&luem of the

natural resource in pleos, and itl preéaﬁtﬁg the value of
| equipaent erﬁiﬁaxily used in tha’ﬁin&ava&y,_axpleitatian.
and utilisation of eush patirsl TesoUTCes] the cost of dew
velopment, uxpiaitatxaa, and utilization of suah a&t&r&l
resources; and aleo tha ﬁgtaxminatlan of ahmalanganaa and
rates of depreciation, iniganﬁ«ott@a,wlth the sclution of
~ such prﬁblema; confersnces 1nfﬁanhingiaa or in t&a'!iald
are frequently raqa&ra& bwtan&n the valustion engiauaxt
and xayr&atﬂt&txvta ot tha %axﬁarers¢ ¥hen litigation en~
aa»a, the uagiﬁaexa naatribuﬁa mnterisily to the preparie
tion @fvlagai briefs and to the yr@ﬁ&ﬂt&tign‘ef‘gviémnaa
pertaining to englneering questions.® 4 kk

(5) Enginesring Graduates. Recent gxnduaten frequente
iy fia& raaﬁy entxunga* wiéa uxpﬁrzaﬁat and inoreasing sale
ruxiau ia tnxs 1at¢rastxng fia&ﬁ. Th&# work appaaxt to
. y@un& wen with 8 aamazdmrablu 1@&&&&3 tamuzd the huntaait

tunities for xngmsmi in the U, 8, Oivil Service,*



eide of engineering.

Olasses of Property Rtﬁuitias,Va&uatieu; Three main
wlusses of property re@uzra‘v&ﬁhatienx
N '(1}; Industrisl ?rapartxsaABaﬁenﬁaat on Specific De-

. 'p@aXta ar ﬁaw ateriais auah as ﬁim@a, Quarries, Tiﬁhﬁt

. Properties, 0il Properties, and Some ganuraeturtng Pragnr* ,
ties; The e&&ra@t&riatias of thie ﬁias@ of gr@@ﬁrﬁiea ares
?irat, that all or at least an 1m§0ttunt pert of the pro»
' perty is uemed up by eparatian, without pmua&bility of To=
placenent, sc thst vartuations must bve prediceted or 1$m$ﬁ»,
aa praduativa 1inoa, cﬂaamd, thuﬁ they are ﬂﬁ% aubjeat o
kaiaaa governsental raguiatiaa of product pri@&ﬂa The
priﬁes of products sre asaumea to be»&zt«rmiso& acm@e%itira
ly, but in faot frequan$1y are established E? mmt& or 1&33
taait, widesprend agxc&mert of producers.

{2) Mamfaeturing Prapertias Yot 3epaaﬁant on Bpoew
ifié Deposite of Raw ¥aterials, Y%Q\chaxaqt**iaﬁiea ef
thia clags of prapertiaa aran ?&rs%. tha% with 9rapar Tow
gi&aam&nt& thair praduettvz 1iveu are not 1&mitea* ﬁawamﬁ,
tﬁ%t they are not ﬁuhjsﬁt to close governmental regulgtxen
of produet ﬁriaeai tha priges of produste are ssauped to
be 4at¢raina& a&myetitivaly, but in feot frequently are ¢ow
t&hliehe& by more or lese wideaprea& teoit mgreaman% ef
rpraéuaarsq | ;

(3) ?ubli& Utility ?rapértiaa¢ The characteristios
of thie elane gf properties are; ¥Firet, that they are éx a
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public nhgzaeter.'ihousﬁ‘in the majority of cases net pabe
1iaiy~owna§§ second, that with prﬂpat replacenents their
service lives are not limited;* third, tha£~thair pmndue§f£
are services, for immediate use by the public where pro= .
ﬁnaqa; fourth, thut tngy aft@u are nazural aannpnlits, 3
hence nop~-gompetitive; fifgh, that in ganaral thair aexvica
prices are subject to strict govermasutal ragulm;ianﬁf A
9&%11& utility is an 1&&&3%:&&1 SODCETR which 18 cf & ﬁnb»
lia @harmater, r@q&iring Gﬁﬂﬂi&l graute by the publia of
rightt ta aaaduat its wus&acaa, t¢ use guélza yraﬂazty,
and @ftaa 10 condes grivatc property for public nae, it is
aevatad to the ﬁroduetxoa, not of cvmmnﬁit&au to be eolﬂ
an tﬁa genersl uarke&, but of aerviaas for xamadiate unc
bw the public where praduetd, ‘ |

It will be ooted that xn&nstrial urayurtiaa ara of (s)
privatn,ch&rnctat {(v) 9ub11e'§haraeter; each of which may
bs ﬁt*(a} limited service IXfe,’(b) anlinitad'aartiea iife.

$

* There ars a few exceptiocns %0 this rule, as in the case
ef an elsotrie 1light aaﬂkpa:ar plact serving a ainiag'ar
lumber aa&sanxty which must absndoa ite location when the

mineral or lumber is exhausted.
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CEAPTER IX
TSSRETIAL FACTORS IY TALUATION PRCOEDURE

In valuation work 1% is assumed justly that all sums
of money pald should begin at once to earn at fair rates
additional sums anmually for thé puyee, which athérwiao
the payor would have received., It is perfeatly apparent
that a given sum of money in hand‘cu a given date is
wgrth more than the same sum not to be received until a
later dete, yet not only laymen, but nomatimasfanginesfa,

“in thelr discussicns on valuation, and lawyers, in their
examinations of witneeses in valustion aaaaa,:at timee
have beoome confused because of overlooking tﬁis'elemnn-
tary fact. -

Valuations for sales or mergers of gra?értiee there-
fore et be ze of definite dats.l If the date of paye
ment is not the same as the date of transfer of the PEO=-
perty the amount of the valuation must be inoreased when
the date of transfer antedates, or decressed when the
date of payment anteéatae, by a sum sufficient to allow
a falr rate for the sarainga and the sarning on the eayn-
ings during the 1utérva1 between the date of t:gnufar<é£
the property and the date of payment therefore. The
amount of such increase or decresse is to be calculated
by compound interest., |

‘ 1 Note the conelderaticn given the date in the vale
uation examples given in the appendix.




13

Bimilarly, the dates of 211 expenditures made in
construoting and enlarging the property must be taken
inta'acccunt, making reduction to & common date by the
principles of compound interest, except as earnings are
taken into consideration correctly in the acoounts of
yearly operation,

Judgments of value are more or less consclouely
bused on various factors, such as the following:

1. The aotual original cost of the property, correct-
ed for depreciation and intangible elements to give the
aatuai investmens in‘ﬁhakpraperty. Thie ie a?kna grent
value in the ocase of large properdies, tut is %g some
value in the acquisition of small eﬁagg:

3. The reyroduﬂtion'uest of the property, based on
prepent prices, and corrected for depreciation and ip-
tangible elements. |

3. The earning value of the property as gempéxga
to phyeical value and ite poastﬁle future net iﬁnomp.

4, The market value of the ﬁweperty, in anapariaen
| with the aetﬁal prevalling sales vaiue of gymilar propere
ties, or as represented by the market prices of the
etocks and bonds of owner companies, |
| 5. The service worth value of the property, or its
value se determined by the remsomable worth of its ser-
vicee to customers. |

6. Puture developments or projects.
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Physical value must not be confused with real value,
for intangible value is just as real as physical., Phy~ |
sical value i syhauymaua with tangible v&luo, which is
the value of that property shich can be tauehéd,

There is greater difficulty in maklng fair estin~
ates of the 1nt&ngib&¢* tnah of the physical valutf Vale
uastors should be very careful both to include all resl
1ntaggiﬁle values and not to include any unreal values,
The intangible values included should be such only as
are capable of clear explanation and of zeaaenably ag-
curate estimation.

Some of the factors which may be ecnsidered in’a
valuation inolude: .

i. The erigiﬁu& coet of th; property, its deprecla~
tion and its iataﬂgiﬁla elements of value, based on ori-
gina)l cost prices, and the actual and the Yprudent® ine
vestment in the property,

3. The estimate of sotual gost, historical cost,
probably because the estimate ie based upon a histaz& of
prices preveiling at the date of the installation, This
is sometimes used when the actual cost oannot be obtain-
ed from the books or records. This term, however, has
frequently been considered ae synonymous with origimal

i The Public Service Commission of Oregon has dew
fined each fixed capital meocant in the *Uniform Claseifi-
cation of Agoounts,¥ effective Jan. 1, 1828.
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cost, although this does ot seenm to,be a correot use of
the term. Hietorical cost may be nakafer less than ori~
ginal cost. ;

In some cases it aﬁpaara’that the term "HEistorical
Cost® has been used when cost has been arrived at by as~
certainiog the actual cost where possible and supplemente
ing where ac¢tual cost could not be obtained by entimates
of coet on the historical basis.

ﬁiatorteal:coﬂt, like original cost, when used fgr
the purpose of eiding 1nkdatormiaing the value of the
property at the date of the valuation, does not mean the
cost of all oconstruction, since the beginuing of the in-
dnutry, bu%‘th@ ooet of so much of the bxaparty/~u ie
found in plaaa at the prenent tine.

3. ?ha regmaﬁnatian cost of the property, 149 depro-
ciation and its intangible element of value, based on
prices p:availiag in the present and expected to prevail
for a considerable future period.

4, The capitalized value of the estimated average
anmal future net earnings of the property estimsted as
likely %o prevail for an extensive future period.

B. The stock and bond valaa of the property, whieh
represents its market vmlut.

8. In some cases, tho gervice value of the prew
psrty, which is its velue based on the reasosable worth

of ite service to customers.
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7+ 411 other factors pertinent to the dethainnﬁioa1
- of walue, including "working ospital,* comparisons of the
property with other valuatlions of similar pxapsfty, the
gemml trend of bueinees conditions, the general tmﬁa ‘
of prteaa; and other fuwterg¢ ;

The general process for the valuation of a apsaifléu
property includes; | L
i, The preliminary gnnaral examination, survey and
atudy of the property and its history. " o
3. The complete, securate, bighly defailed inven~
tory of the entire property. . |
 The items should be arranged in r01&$¢ﬁ~$tnnpt..
In each group the items should be arranged in tabular
form coavenient far saloulations, with items of the same
character and the seme age put together.
The age in service of each iiem must be deternine
ed and shown. |
The general condition 6tueuah item of property
met be determined by direct observetion and noted.
3. The thorough study of the owner company books
and other records in order to obtasin:
Data of the ﬁtemayaf the original propertiy, inelud-
ing their costs.
Data of all items of enlargements and other lmpreve-
aents of the property, inoluding their costs.
Data of all retirements of iteams.
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Jﬁéts of all replacements of ifﬁmn, ineluding their
costs. | |

Date of the original costs all lteas of yt@yexﬁy
which sare now & part of the pxeperty.

Data of the araauazutian of the oampuny; ite stooks
and bonds, and &ts prosotion, franchiee and other pre~
liminary costs.

Data of the coste and income of the company during
the peried of con&truetian,ef the property.

Data of the book values of the property, year by
year.

Data of the yearly incomes of the properiy, each
year of ite history, in detall as %o items. |

Data of the yearly operation ocosts of the property,
each year of ite history, in dn%ailsfaaftaa;tgm:¢

Data of yearly,depraciatian Teserves, gﬁah year ’l
the history of the property, in deteil as to items.

1 Data af yearly dividonde, interest peyments, sufplus
reservations and other finanoial transaaticns of the com~
pany, ea¢h year of ite history.

4. The series of formal investigations of the value
of the property from diffarant points of view, a8 fol~
lowey | |

(1) The Original cost walue, ingluding:

‘ Phyeioal Value
(s) The original coste new of all inventory
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itene of physical property. ,

(b)tha deprﬁaiatiaﬂn to date of valuation,
determined on the basis »f their arisihal costs new,
of all inventory items of physical property.

| Intangible #a&ua

{c) The Poriginal preliminazry expense* of the
eompeny, prier to ecustruction, 1nﬁ1u&$ng promotion
aod franchise coste,

{4) The "originsl going conoern coste® incur~
red by the company d@rlﬂa ite parly years of oper-
ation in securing and developing the business to a
‘paying basis. |

{e) Good will and other intangible values
(such as extra construction expense,) if any.

(2) The Reproduction Cost Value, inoluding:
Poysical Value

{a) The repxo&uctian costs new, based on pre-
eent prices, of all inventory items of physical
property. | |

{B) The depreciations to date of valuation,
determined on the basis of thelr reprodustion costs
aew, of all inventory items of physiocal property.

Intangible Value '

{e) The *reprganutiba preliminary expense,"

which a oompany urgsniszed now wauié.haVﬁ to spend

prior to construotion, imcluding prometion and
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franohise costs. |
(d) The "repreduction going soncern costs,*
‘which & cospany organized now would have %0 incur
to secure and develop the existing business.
{e) Good will and other intangible m’lm#, it
any. | | | |
' (3) The earning values, based on the capitalized vale
ue of the ymwme fumxa awrﬁ;@o yearly net earnings of
the property. -
{4) The stock and boand vailue. ‘miaqﬁ;emeap@m to
the "market value* ! of ordinary property.

1 The market value of security iesues is ot con~
gidered a ta;x or éwtmllim test of the value of pro~
perty for mﬁe—»makwg purposes. The market value of
etocks and honﬁé is a mere indication of the public es-
timate of the wvalue pf the u&ﬂit:; property contridbuting
to the income, which may comprise property not used by
t;u ¢ompany in rendering its seﬂme; gtock and bond
q&etatmaa go up and down at times without such refer-
ence to thelr intrinsic value or the value behind them,
Des loines Water Co. v. Des Moines; Southern P. Co. V.

Bartine. .
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(8) In some casces only, the service worth value.
Thie ie the value of the property determined from the
standpoint of the reascuable value to customers of ite
service, |

(8) A4 study of all other faotors affecting the value
at the property, such as;

The working capital which must be kept on
hand %0 meet daily exigencles of payments,

B The Belues established in sccepted valuations

of similer properties.

| The general trend of prices.
The business outlook, general and for this
property.

Deciding upon the fair value of the property, giviag
fair considerstion and due weight to all factors affegt-
ing value, in the light of the reeults obtained in the
separate investigations of value ocutlined.

No fixed rule will zpply correctly in determining
the weighte to be given the respective results obtained
by the raapeeti#&\gévﬁszigationa, for such weights will
vary with different properties, and with the lsgal deoi-
gions of each at&ta. |

Earning values, for example, may often be of pri-
mary importance in determining the values of properties
of privete character, but can be given only coumparative~-

ly small weight in fixing the values of public utilities,
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becaunse tbaix’aarninaa are subject to regulation by the
public, | |

Repreduction cost values are often given great
welght in fixing the wvelues of public utilities, but &
rallway line about to be abandoned for lack of paying
bus&pess might heve l1ittle, if any, other than salvage
valug.

Qriginﬁl cost values represent albaaly'tne actual
investmente in the properties, to which seme authorities
would give great weight in fixlog values, huthnveat&ant
often differs widely from true value., There is the exw
treme case to consider when the coet wae nqthiag;

Some of the mogt 1ﬁy0rtan$ elementary genersl prine-
eipl#é of valustion generally socepted may be stated sume
marily as followay _

{;) In making a veluation every factark;ffgating
 the velue must be given fair consideration and ressomable
weight. Hepeatedly the courts use such expressiouns &se
*fair value" and ¥reasouable Tates.” In spesific court
deoisions menxian.ié‘aaﬂe of various fac%&r; which must

bp taken into account.

(2) Aflarﬁq,gméunt of englneering work must be done
in meking a veluation of & large. industrial property.
" The minutely detatlaﬂ inveutory of the properity requires
much engineering knowledge and skill snd fxqqacntiy the
extensive use of engineering plane and specifivcations.
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The mat of construoting snd reproducing the plant must
be ssiimated 1o great detail, in much the seme way in
uhiohk'etheranginnring estizites are made. The velue
finally adopted must be capable of clear and full just~
ification in a court of law and therefors mist be bused
in the main upoa expensive and reliable data and careful
and aéaumm computatione. The courts frowd upon guesses.
 {(3) Nevertheleses the :timi value adopted must be
deteruined by jnl;amat rather than by meozwniaai ﬁamt‘aw
tion. The valuator m&stf be prepared to testlfy under
vath, if need bs, that, tc the best of his knowledge, he
has given sareful and falr consideration o every factor
which affects the value, and thet in his best judgmens
. he has '.aseax;mirsaﬁ and reported the sotual falr velue of
the properiy. ,

(4) There are mumerous particulars in which valus-
tors kand' even cour‘k:sy)’ 8till may differ. The veluautor
must be familinr with the differing opinions still held
on éxawteﬁ vaiua;tiaii questions, and the arguments put

forward on «aaaseh,,éma. He must not blind his judgment by
a partisan attitude on any disputed question.

{5) Valustors aust be careful mot to permit themrw
selves 1o be prejﬁdiwd in auy way in favor of either
the owner or the purchaser, although one of these may be
the client who p&yﬁ for the valuation. ‘

(6) Though vomparatively few cases require actual
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litigation, the courte are the possible finsl irb&texn
in & large propertion of valu#ti@ns, including a1l those
of public utilities., Creat welght is given in the courts
to precedente eetablished in former decisicns, which,
though not immutsble, are changed only with great reluoe
tance, | ; ;

(7) By the contimed study and practice of engiuesrs
egonomiste, apcountante and finsnciers, &ﬂd“hy,rtpeutud
court decigions, a bedy of more or 1esé formal and defi.
nite rules and methode glready has attalred an extensive
development in valuation work, It is essential that the
expert valuator be therougbly counversant with all this
body of valustion prineiples, including its limitations
and uncertainties, A few of the most important decisions
by the United States Supreme Court in valustion cases arﬁ
briefly outlined snd discusseed herveinafter.

& precise and :eliable determination of the reason=
able worth to the public of public utility services is
ugually difficult, if not impossible, owing to the fact
thut in most cases guch utilities sre natural mﬁhﬁp@iiaa;
not subject to competition, The}e are BOme qxaaptian:/
to freedom from competition. |

In the determination of reasonable worth to the pube
lic of public utility scrvices there are tveffypes of
cases; '

1. Reasonable worth of publioc utility services de-



; 83
termined by gamgetxtiﬁm. o
2. Reasonable worth of public utility servicee de-
~ termined by commissione and courte. |
Examples of such gases inoluded the followlng:

1. Rallways canrot charge wore than "the traf-
fic will bear," because with higher rates freight
and passengers will seek other meaus o? transporta-
tion,

2. Competition between railways, interurbans,
buses and trucks and private vehicles may cyer@te
to limit traneportation charges,

3. Competition between street carm, Busen and
private vchiaisa may determine the reasonable worth
to the costomers of strest aar‘éervzatq

4. Competition Eetwsen publie gas and electrie
companies and between public companies and private
lighting and heating plants may establieh the
raasonable worth of lighsing and heating service to
customers. ,

8%, Qompetition batyeen stean an&~w&ter powey
and between private and utility paver plante may
determine the ressonable worth of power services.

In all cam@s;whare the reasonable worth of publie
utility sesrvices to the sublio can be asscertained from
competive prices, the worth of service value may be o~ |

timated by simply determining the "earning values® of
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euch utilitics with rutes eguul to reasomublie worth of
services $0 custoners. |

la cuces where the reascusdle worth 0 the public
of publlic utility scrvice is sotd &ezérmine& by comnpeti-
tion the principle kg@vemiuﬁ in such casesg is stuted very
cleurly by Judge Savage of the Supreme Court of Maine,
io instruction 13, 14, 15 in the case of T@zﬁh&m ¥ater
Distriot vs‘:‘a&&iyne Vater Couwpeuy, as follows;

"13. In estimatling the vaius of & pubiic service to
the public or the customers, one of the elsments necesw |
sary %0 be ovnsidered ls the expense at whickh the publiec
or customers, us & Sommanily, might serve themselvea,
were they frea to do 80, aud were ;ﬂ: oot for the zaméti»
cally exglusive franchblises of the éupp&ying SoApPany «
dater is 10 Ve regarded as & product, and the cost at
which it can “aé produced kar distributed is an imporians,
though not the only, element of its worih. |

"i4. The worth of & water service ia such conpagtion
iz the worth to the costomers as lndividualsy; but as ine
dividuals maiﬁing up & community af’watar takers. ’

"15, Gommnities are entitled to the benefit of ex-
ieting natural advautages. If thera is wore than one
source of supply, othier things wm; equal, the CORMLI
ity is unutfgd %o have the least eipana&ia one used,
and tm'au;z@liing gompany is oot entitled $0 charge “..
evhanced rate, based in part, least, upon the cost of
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uBing & wmore expensive source.®

in the nuaeizty ¢f valuation cases, ouly iuttlc&ant
investigation ef‘%orthfof service value need to bLe made
as to show that it is not materially leas than the talr
value of the existing property as determined from other
points of view,

in ceses of utility properties very unwisely dege
igned or extravagantly bullt or éverbuxlt;'%ha;r service
w@tth values mey be eetimsted as followas
| 1. Prepare genersl plans (only in sufficient detail
for reliable estimates of gost) of the best *approved®
ﬁti%ity plant, all engineering and econemic and other
pertinant faoctors properly occnsidered, to supply the pnh~
11& utility serviges in question.

‘j 3. Istimate the "reproduotion ooet value' of this
*&pbrnved* utility'proparay (inoluding intangible ele-
men§5), both new and in the average futurﬁ depreciated
con@iticn whioch will heet represent its future servioe.

| 3, Estimate the avgraga'futura‘you:iy dﬂprnesatica
eeats~§I this "approved® utility property.

Asf._. Estimate the average future yearly future opera=
tion costs of this "best® utility property. |

&T The reasonable worth to the publio of the yearly
pnﬁlia'utiilty sarviceazin question may ve olaimed plaus~

ibly to approximate the sums of:

(1) The "reproduction cost velue* of the %ape

T
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proved" utility preperty, 1n iie averape fu&urﬁ deprecia«
ted #ﬂn&itiun, timee the fair rute of rptaxh;

{2) Thz average future yearly depreciation
eoete of the ”apprevédﬁ utility preperty.
(2) The average future yearly operation costs
cf thﬂ‘”aQ§tﬂV£d“ utilitf Qrcpeity;
6. The service worth value of the utility property
io quéetiwn vay be claimed plauzibly to bﬁiagﬁalbtoz

ihe r&ié\gf fair returh.
f4ie ie the capitalized value of B(1) + &(2) + B(3)
and 1s the "earning value® of ihe existlng utility proe

perty with rates sufficieunt ic sedure the yearly incoue
indicuted in £, just above.

The use of estimates of service worth value eatisates
ie subjeet to impcrtant limitations.

1. The property to ve valued is the actual, existing
public utility property, not a subsiiiute, even though
the cubstitute shuuld bs zpproved as betier for ﬁhs pups~
pose. |

2« ALl datas of an “Appreveﬂ“ gubstitute plant are
pure ectiuzates, et 5o reliable as the data of the asiual,
existiag property.

Service worth value estimates will be of Luporte
ance mainly 1o valuiogs

le Public utlility @roéertias whose value is dime



a7
inirhed by developrente of luater competing wmethods

of meeting the gare reeds.

| Flegrantly unsirely desigued and constrneted

putlic utility properties.

The prudent investment in ﬁn iuﬁustri&l'pr@@ﬁrty'is
the total inveetment therein which has beeu made wisely,
in accordance with eound Yueiness judgment and in the
1ight'of the beegt infermetion svelleble at the dates of
inveptment. &xtravsganf or faaiiah‘invaatmehtﬁ in the
property are the fault of the xuvestars,;ﬁnm 2T¢ not en-
titled to remuneration for the consequencee ¢f theii own
mietakes, |

There zre thoee, incivding some present United States
Supreme Court juetices, who argue strongly for making the
*prudent investment® ¥ the main if not the sole fgatar in
vuludtiﬁﬁe of radlways and other utilitiesz subjeet to sabe
1ie regulation.

" Howewer, the majority opinions of the United States
Bupreme Qourt h&ve'heia consgletently that erigivsl coet
(ghieh 1ndieaiés investzent) iz only one of the factore
which rugt be considerad in valuiﬁg utilities aad in
particular that reproduction cost wuet alse be glven &mp |
welght, |

1 Can a state substitute pradent invegtament for pre-
sent fair value aé the ®asie of ratesl

The Speclal Master in a recent cage arising from a
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rate order by the Massaochusetts Departmeat of Publie Utile
1ties said that to hold that a,siato in the sxercise of
the power of regulatlion nay su%stliute sometnlug slse for
th& vaiue ¢f the frap&xty wnia& kas b&en detarmina& 1o dbe
the aeesure of the cauatitutianal protaatign would seen to
nalliiy the protection evea though thut something Ql&# bt,‘
the azount prudently iavested, for, ex hyy¢%§a§1§, the
amount of gruﬁent’iaveatm@ﬁt differs from thc present vale
ue of the gx@géxty. or vo guestion atisaa, He statsﬁ that
the auggeﬁtiaﬁ that the prudert luveetsment theory s oﬁiy
& meaasV6f determining the 9r&ﬁent‘Valu¢}a! the property
iacks reallty, for it is avowedly a mea@ﬁ of escaping from
taiiug preseunt value s thé rate Duse. '
| Tae Special daster said further; "The decisions of
tae Supreme Court, which are a@ntrelliag thie Court, have
cieurly eetablished tae constitutional right of a utility
to be protegted againet regula#ina which 741l prevent it
from earuing a returu based agan the prescent vaiue of its
propezty. Thie constitution i & restriction on the poner
of the state t¢ regulate, and I am unable to see that the
reetriction is any lees effective agalﬁst a regulation »y
definition or determiuation of the rate itself.' Worgsse
ter Light Co. v. Attwill (Fed.) |

1o ansver 1o & claim of confiseation bessuse cf low
rates fized by a Commisslon, At is contended that therve
has been established within's state & practice by whioh
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the rate base 18 largely affected if not practically cone
trolled by prudent investaent. ﬁaearihis effect the right
to a fair returan 0# fair valuet | ;

The Bpecial Master in a iecent rate case based on the
allegation that rates fixed by the,yasaachuaetts Departe-
ment of Public Utilities were confiscatory retuueﬁ_ta
spree with this contention, He stated that the opznien of
the at&tutary‘éou:t rendered in aounactinnlwith the lssu~
ing of a tewporary injunction seemed to have disposed of
ﬁhia‘guestian adversely to tﬁe ogntenticn~af the Comnigde
ion representatives, in Worcester Fleotric Light Co. V.
Attwill, '( Fed.) | |

Must & usility requlié competitive bidding on con-
struction work? |

The ¥amseachusetts Commission held that the fact that
a contraotor Las been employed for aohstruntxonﬂwdrklwith*
out cn&pétltive bidding did nct show that capital had not
been honestly and prudently invested, it appeariog that
the cost wes not exceseive by a comparison of unit costs
with similar work for similar companies. The Commission
said the company had proceeded upon the theory commonly
practiead in opdinary life, that it ocould gel better and
oheaper service by dealing with one contragtor, in uhaao'
han@sﬁy and capacity it had eoﬁiiden@e, xathar than by
~udapting‘the'sy6ten of competitive bi&aiﬁg; and that
while such a practice by a utiitty wae bound to lead to



constant cxii;eian,vin the particulgr case it had not
necessarily result;d to the d»iaa.dma:;ta.ge; of the company.
The Commission further stated, however, that speaking gene
erally they thought better results were obtained from come
petitive bidsiine;, ,Suliivé;,n v, Hingham %Water 0o. (Masms.) |

#%hen may axtra'equipment aot be deemad #iaadwby equip~
went? v e |

It appears that stand-by equipment zuet be available
for substitute use in an emergency. 1In a case before the
Montava Commisslon, artificlal gae ajparatus was excluded
from the rate base of a n&tuxal gas utility uh@rs it ap~
pmred that the property was of oo pmuaﬁ value to the |
utility, that few, if any, of the materials necessary for
its operation wa:é:e mpi;. on hand, and that bé:ta~;za.sit coudd
oe put into servige three or four days must nlapuh;, The
usalass’mim of the‘ apmmtus' as sta%by tqummm.mn
also indicated by the fact that the ﬁtilttxhad endeavor-
ed to sail the mtertgﬁaappamma.' 31115.&3: ¥ Bn.ls‘asc
Gas Co. (Mont.) o |

Property is excluded from tha rate base on the kamud
t}mt it is not used aad’ useful. 1Is the deduction of the
basic velue of that property sufficient without Mﬁacﬂnﬁ
allowances for intangibls iteme? |

The New Jersey Oamiuien has sustained a mmmtmu
that the deduotions for property not used and useful are
inadequate when the basic fhgures represent value of the
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items in questioa without the adﬁitiqq&kfar such intange
~ibiles usm @ﬁin@,@onﬁ&rn value. For this rezson the Come
wission made additional deductions representing the in=

tangible allomances. Re Lakawaqd’wat&r Co. {(N.J.).
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PUBLIC SERVICEL COMMISSIONS GABHOT BASE

THSTR VALUATIONS O CAPITALIZATION OF INOOME.

If an eleotric light and power company ia“ﬁhs abaence
of publis regulation had a gr@ss,ravbnny of $84,@@@,000,
apexnting‘expnns#a and depreciation of $13,000,000, and a
~net income of $12,000,000, cepitalization at 8 per cent
would make the market value of the corporation $150,000,
000. If the commission accepted §180,000,000, but held
that 6 per cent was a faly return, it would then reduce
the price or rate on eleotrioc current to 87.5 per oeut of
the old rate, which would yield 87.5 per oent of $24,000,
000 or §21,000,000 gso8s revemue and $9,000,000 net ine
come, or € per ceunt on @150,000,006‘ If the stock market
capitalized $9,000,000 a2t 8 p&r oent the totel is $113,8500,
000, 6 per gens of this amount capitalised by the stook |
market at 8 pex cent again scales down tbe value. The
veluation 6£ the property and the income would be & vare
iable approaching a 1imit of sero but never reaching it.
If the commission decided 8 per gent was to0 low a return
on the valuation, and increased the rates to 10 per ceant,
the larger net earnings would be reflected in a greater
gptock market valustion, which would then be acoepited by
the commiseion es oause for another inoresse in rates.
Thie process would be limited by the loss of customers
who would continue to buy elesiriec current, otherwise

sarnings and valuation would &ﬁpraaeh infinity.
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Under the Valuation Act of 1913, the I. 0., C. has
been making a "physical valnatiaa‘ of all xailrauaa.‘ th!
yublic servige comﬁisaiaus must do somethlog of the same
kind. Public service womuﬁaeionsfmayz ‘ j
1. ﬁith the ald of engineers, #ﬂéﬁe&igts,\statistzaw
lans, and ot&era¢‘§at;m¢tg the cost @#!gagatrnetian-ﬁn the
basls of the costis of laba:, mataria&i@”ﬁngﬁl&at, etg., at
the time of construgtion. Since there arc no adequate re=
cords of the costs of these things in ul& looalities ten
t0 fifty years ago this method is not satia!ﬁatozy. o
Z. With the aid meat&qn@d, tiey may estimte the cost
of duplicating the ex&atinﬁ plant at the prﬁiﬂnt ¢oste of
labor, mate:rmx;,; supplies, ete., mﬂw due 'a.ilamma
for depreciation. If the level of prices is higher than
‘ whan;thazyl;az ¥ae aanairﬁntgﬁ, the raluu%l&a will be
above th# agtual coet of anQu%mQﬁﬁﬁnifvtho,priﬁy is low.
er thekValmstiun will he below the ;a&ualkeastkot construo~
tion. - | | ;
~ The I. 0. G. has been using 181¢ price levels, Land
valuee are treuﬁleaama,Yas the land may have T 11tt10
and now is higher. If a valuutﬁen sere made, say in 1813,
and rates fized to yisld 8 p@r.azne. the !bll@wlms fag~
tors will upset caloulations:
1. A gensral rise or fall in prices.
3« A general rise or fall in interest rates.
3. Rising land wvalues.
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4. Industriel aenmpwanti resulting iﬁ.niii »’Mozﬁ“d
| demand for the produot or semicéa of the z@«latod QOM~
panies, | |
Illustration; CQoneider the following datm




¥slue of the

Property: £10,000,003 §100,000
Tith § per |

ceat bonds
Cutetandiag: 5,000,000
Ret Earciage
at 10 per cent
Gross sarninge
at rates to
yield & per ceat
Deduct charge of
& por gent bouds

Fet esrsinge &t & per cest

21,000,000 at 10 per gent

Tialé per share Hurket ¥,

§10

§3

#1850

108

§45

(s
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It willlbe‘uean that regulaticn of rates %o yield €
per cent instead of 10 per ceat on the valuation leaves
& recent purchaser of shares, who b@u@hi on the 0id earo~
ing basie, robbed. |

The range «f rates approved by court decisions in
utility 0as8es ap?arantly iz from B per cent to 10 per cecut
with most cares between & per cent and 8 per ¢ent. ,

The rate which will be held confiscatory, and thenoe
justifying enforced increase ih rates, is lower than the
rate whioh will be held so high as to justify enforced
reduction in rates.

The fair rate of net return is lower for safe and
stable enterprises than for those invelving business
riaks;

In geneval, the feir rate of aet return is equal to}

Tpm P+ Tg where

Ty = fair rate of net return

ry = prevailing rate of interest on gged safe
bonds

Tg = additional rate which will furnish a satis~

businese risks of the interprise.

factory guarantee or aaaur&nﬁ; agaiast the
The fair rate of net return applies to the fair
value of utility properties, uot to the iuvesiment.
The priuciple, ae stated by the U. 5. Supreme Court

in 1898 in the case of Sayth vs. Ames, and as 8ince upe
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held in zeny court decisions, is thats

"W¥hat the company is entitled %0 ask is & fair re-
turn upon the value of that which 1t employe for the
publie aenvedieﬁaﬁul .

Thie principle is subservient to the principle that
| the public.is entitled to dewand that no more be exacted
frnmfitkfar the services renderaé by a public utility
than the services are "reasonably worth.® |

Valuation for rate waking will be more fully dis-
cussed Xn a later ehaptat. |

Legal batiler are stilli being xnﬁsht ever 7alaatienn,
but taaa_ta diminish with a bette:wundar:tsnﬂiﬂa of econ~
wﬁia'prtnéxnloq, uniform socounting contrel by commissiens
bucgetary eontrol of fized capital expenditures by men~
agers, and the investment by the genmersl putlic in the
stocks and bonds of public utilities.

Through the "improvement requisition,” to be aenw
eribed 14%‘, the depresiation accountancy, and subsidiary
liability socounte, th@ m&g&a&iﬁi ;¢ pr&vié&ﬂ forx 1naxeu:&
ing or deoreasing the valaatian with the trend of the
times. The valuation egginc«rn of the operating division
are constantly at work checking, mapping, 1avan&mry1ng.
appraieing, and éwyamtmg in every Way with the ao-
counsing division 191&&@ grgatleai'ﬁanxrhl of fixed cap~
itsl. | S

Reinstatement of value and appreciation under the ve-



38
production oost theory has not been an altogether weloone
adjustment ef’assutfvaluaa’tm rany utilities confromted
with recant haavy dﬁgxeeiatian charges, interest, and
bigher ftxed charges, Yar-time valuee result in added
costs, inoreased taxes, insurance costs, deprecistion,
and dividend requiramenta that in some cases have caused
very 9&210@« reéulta\ana the recent ﬁholblaia.retlrement
of oapital with a consequent ahrinking of ﬁhe surplus.

It is one of the purposes of state ragulatisn to
gecure an agcurate xeaet&kot the eust of atizxty.grapezzy
in gervice ané through the dupet?iuien of ssourity
1ssu¢s te maintain a au{e rnlatian bnt«aen the inveet»
ment end the capital 1i&bilitiesﬁ Puring the four yeara
~ending with 1837 all the Byllvsby pubsidiary corporations
made ghargea~ﬁa,retiremeat rererves f9r~pzupéxty withe
drawn for service the amount of §3%,373,136, An abande
oned street railway representing an invesiment at §1,276,
000 was written off under the auperviaien of the rtilrutd~
commission, and cutstanding cepitel reduced ascordingly,
Io 1929 the ﬁaateru division operating in rural commun~
ities, took a depreciation cherge of & cuarter million

dollars,



PAMT 11 THE LEGAL BASIE
CHAPTER I
THE LECAL TREYD I UTILITY VALUATIONS
The Development in the United States of the Legal
Principles of Utility Valuatious.
The devalagment of the legal principles of utidity
valustion hae beea couperatively receot, Its nistory 1
thie United States may ve classifled in periods, and

briefliy ciscussed, as follows}
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n

Luring the fizst periocd; 1820 %o 1570, steam ralle

ways were developed in the United Etztes as private en~
terprises, from mere experiments to e position as the
leading internmal transpertation sgeuey of the ceuﬂtr};
.Tha rallways oéérated,uh&e: franohises. Some seven
railroad commigsions~--six in New England and the other
in dew Yorkw~were astab}iahsﬂ'betwaan 1844 and 1869,
There wa@, howaver, no recl public regulation of rall-
way zates.

Lovsl publie utilities developed in moderste mum-~
bers duriag the same period, auy%l%ing watergg§aa and
sireet car sexvices. ‘These operated under fracchises,
some of which were of the nature of ¢ootracts with the
public to quppiy the serviges at atﬁtea prices. Theaere

were no utility comsiseions with authority over such

local utilities, and they ware not subjected to pullie

regulation of rates octher than the ragquiremonts etated



in Iranchises. |

Thus, there was little or no development, prior %0
1870, of the 1«3&1 pringiples of at%@ity valuation. |

The second period, 1870 to 1893 was marked by great
railway expansion, accospanied Dy wild speculation, many
unjust rate disoriminations, and much political interfess
ence in pumw affairs by mumn. ‘!’hua abuses aroused
-~ widespreed pubilo discontent, whioch auz.uxmted in the eo~
called *Granger Laws® designed to contrel railway rates
by state legislative acts, and in the establishuent of
additional railyoad commiesions with broadened powers.

In 1885, there were 37 states with mumd aemwa&om.
In 1887, Congress uubliamﬁ the zatwnuto Comw

- merge Gomluian, with comparatively limited powers,
which were greatly enlarged in successive acte in 1808, .
1913 and 1830, | |

Local utilities continued to increase in numbers
and electric utilities began to make their appearsnce.

In 18185, the first state comnission having 3uriua1ﬂtmn
over local utilities was estabiished ip Massachusetts, to
regulate gas and (after 1887) electric service.

During the period from 1870 to 1880 manmy utility
cases reached the U, B, Supreme court, and a number of
prisoiples of law were eminciated, which establisbed fully
the legality of govermmental regulation of @tiut&ea. kaxmﬁl ,
otherwise clarified the sdtuation. |
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Two important duses are:
Muno vs, mzmm 94 U, 8, 113,. 4in 1878,
Stone ve, Farmers! Loan snd Trust Company 116
U. 8, 307, % an* .
During the $hird perted, 1890 to 1908, the right of
. the pudblic to wsuhta public utilities became fully es~ "
~tablished w& widely recegnized. The mombers and the
, pawaxg-fat railroad and other state utility commissions |
were '&ﬁézw#m. There were macy conflicts between the
utilities and the publis, some politicel and some legal,
which brought a mumber of cases to the oourts, leading to
decisions of the U. 8. Ciyouit Courts of Appeal and the
' U. 6. Bupreme Court establishing sose of the most importe
ant legal principles of mniﬁy valuation.
Four zaportunt enu are: |
3. them, ¥ilwaukee and 5%, Paul Railway
Gompany vs. Mionesota, 134 U, B. 418, :.aem
3. Rengan ve. Farmers' Loan and Trust Compeny,
154 U, 8. 363, 1894. |
3. National ¥ater Works Company ve. Kanses
Oity, Ee. 469, 470 (63 Fed. Rep. 883,) in
1894, ¥ |
4. Smyth, uwrmaamml. et 8l ve. Anes tt
: 81, ¥o. 49~51 (18 Bup., O%t. Rep. 418) 1098.
ﬁarwg the period from 1890 to 1905, some of the
wost in?paxtant of the legal priosiples of utility valus~
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$ion were established,

In & series of desisionaj mlaimtzm in mma e,
Ames in 1858, the U. 8, &uprm Court established the
principle that utility owners osn obtain from the nmm
pmtw%fwn mimt unjust 1am % § auuw gommiss ion ore
~dore for imadequate rates. | :

The demui@a, A.u 18@4, in the Eansas cmr Yater |
twka Qase established the prinsiple that proper allow
ance zmr intangible saim sooneern values shouid be &uwu-"-
- ed 1o dotum&nim the fair values of utility properties,
| The celebrated dwtﬂw in 1898 in the famous oase
- of Smyth ve. Ames hos ever sinoe been the recogniszed |
fundasental suthority for msoy of the most isportant
legal principles of at411ty valuation. This decision
has bwn qnatoa as the mmmam suthority in other
aourt duumm in vary gn&t oumbere of cases.

During the fourth period, 1905 to 1814, there wae .
oontimiing development af the legal principles of utile
ity mlmt&en, inoluding espeoially the m&mtp}u that
utility owners are entitled to golleot sums from cus tom
ers sufficient to make good all depreciatiocn losses of ,
value (besides payiong operation costs, ineluding repaire)
and providing a fair net return, and that aotual depre-
giation losses of value must be deducted in detersining
the fair values of utxuty propertxu.

rm reproduction aowt new less depreciation methed
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of estimsting the value of utility property became highly
davala?ad duxing#thia;pcriaa'aithaudh,imgugutsn& as only
one w;y of securing dsta helpful in determianing the value.
umu aﬂez 1914, 1t aid not give results vapylng smﬂy ;
e wmnl watf ‘_ r imaﬂmnh

”a iﬂwg%ﬁt ﬁaﬁﬂl a”! o

. Knoxville u. tlmnula ﬁatw QW!&? {39 Sup.
et Rep. M&J in mam - | |
a‘ ﬂnamx et al. (%blm semiw mnsoa &t ;

 ew York) ve. cemauauaa Gas Qompany, m. i

, ouph Ot. Rep. 162) in 1908,
3“ mnnnwa Pate ﬁmal, 850 U. 8, 3863, 1n 1913.

mr&m the fifth pmm fm 1914 to 1930 the wwld
» Yas m“é violently ﬁwm&tta@ mcrnaca of muuy

 property construction cost prices and operation costs
| prm”,f which culminsted in mw when they averaged 381
pasr'mm of thé"u ¥4 1933; '!‘hey then fell to 178 per
cent in 1922, hm rebounded mm to & level which hae
mma& £rom 315 per cens xn 1%4 to 208 per cent in 193?,
all as mamtad with average 1913 construction prices.
Reproduction Cost vs. Prudent Investment
As a result of the violent changes in price levels :
.between prices pwva.&uné singe 1933, the latter more
than double the former, many aaﬂxumm, Anteriuding
" the Interstate Commerce Commiseion, and some courts, ine
oluding a respectable minority of the U. 8. Bupreme
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Gourt, have sought to nxxbitxmu 8 methbod a! valuation of
utility pméuﬁun‘ which mekes their ﬁ»mu ‘substantially
equal to the "prudent mVaatmntci ia iheix propsrties |
for the rule lald down, in 1998, in Suyth m. Ames, that
all mww affedting value must be considered sad given
*meh might m is mat and ti@zt* in m case.
Prior to we World War, many public Wtility veluse
t&em agpmvm by the courte estabiished falr values j
alauxy appwximtma their remauatmn amu nmr loas E
 their d&pnzmtmmg Buch practioe muld st the prmat;;,
time &aumua values for those portions of utility pm\f;
mrtin imtauod prmr ta wm apsroximating double th'
‘mtuai invpstments in ﬁ“ar i
Mnm the World !!gr, anny utility ownere have tamt,
nmnxly to secure raluatmna baud mbn%anﬂany on the
| ; easts at praunt rapwdwum te secure these large in- 1
armns of value over wtual investment, There are other
utuxty owners who fomu the danger that, if, and when,
future coustruction prices regeds materially below the
prosmit level, a Mm#inﬁ nay 'd"a}.op such that méw
éaetmn cost valu» will be lower than sotual 1mru$mmj
m atu&ty pwpcﬂxsh
M regarde the "prudent icvestment® theory vr mi‘sw
tion, m U. 6. Supreme Gourt has uﬂaw, 11 -dsvided .
opznwm, it is true, the prtmiph that *Such weight as
is Jmt s.ud right in each ocase® ’mat be given %o repro~
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duction costs of utility property, and has ovefruled val-
uations where neglect of this prineiple would meke &

daﬁisiudiimmﬁm in the rates of actual return on the
valua.» | | | | '

m most &n\mmm ouses &!‘03

1. aeuthnntarn Bell Telephone va, ve, Hissouri
362 U, 8. 3{6, P.U.R, 1923 O, 193. 1n 1933,
a. 8%, Iawu and e*hiua Railway Co. lt al-ve

~ United States et al ¥o. 131 and xaa, u. s.

| Supreme éeu:ﬂ. 1@39.

‘nw mmzon case has bua called “the Niggeet hu-e
suit in Mstery;' for the maon that it is a test case |
which may determineg the policy of the m,tarﬂau Gommeree
Gemzuwa in fixing the values of all tm railways of
the nmttd States, and it ie eawnzmma that thair wm
value mght be mma as much as $15,000,000,000 over ﬂu’k
total by methods, sdvecated by the Interstate Commerce
Commiseion, heretofore, which would approximete the
actusl prudent lnvestments in mailway properties.

Kénver, the U, 8, aixpm‘ Court has oot at sny time
set up 'any“"%mermla for datatm:uas .vémt weight should be
given to roémduction oost in valuing utility property,
ather than the ru:le mw down in Smyth vs. Amee that the
telaht shall Le such fas ls just um right in csse."
Apparently no other rule is possidle. The weight which
should be giwn‘ mpmr&wti&n costs may well Le very great
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in some ¢sses, but sbould be practically nothing in the

case of & railway about to be abandoned for laek of pay~
ing business. A | |
Deduotions From The Value of Utility Properties on
Awwht of Depuczatiéé |
flot content with striving to establish the present | |
’Vrnpmamuaa Mst as pnctmuy the solo umdurd of
value of unuty pmmrty. theraby immuing 3:«:'&11
t&u values of much utility pmparty, uny utility owners
Mvn mgacd ntummnly in reomt ymm aminat any de~
ductions from utility property wlues on acoount of do-
preciation, although at the saze time they demsnd mates
shich will provide reveme surfmzcm to recoup all des
preciation losces. The ghaim is put formard that every
utxuty property whioh u maintained in as high a state
of attimam‘ ae practicable is *ae good as new®, and
mﬁt no dmetiéns should be made from ite value #n a0~

count of depreciation. ,

‘nia courts ssem still to adiere to the rule Aaid
down in 1808, in Knoxville vs, xamwxuo ¥ater Conmpany
and in 1913, in the mnmota Bate anu that all aotusd
doprmiauw 1owaa of value ahoam be deduoted in ﬁa—»
tommmg the fair Mua of uznuy pmpeﬂiu.

!im murta rmuim that the depreciation deduvted
“thuu be ‘only the actual depreciation, suoh ‘aa ¢an be
awoﬁniﬁaﬁ ‘by kwtml ‘mmimtwu '»g 'mmzaa observars
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,e;nd 'pmvw in goourt by-'*thayir evidence, and not merely
Stheoretical® depreciation, such as might 'ﬁa calouluted -
by an ascountant viﬂxent enginsering tralining, who pers
hnpa had never even eeen the pmpcﬂy in detail.
3ympac: of Bome Iuperum Court Decisione in mm
ity ‘talnatmn Cases .
aympms will be prucmeﬁ ksntn of a fe'r of tha

most im

ortant court deoisions in valuation cases. kS
Kinsee City Waterworks Case. Hatlooal Waterworks
Company ve. Kansss Olity; Kuma Oity ve. Hational Water |
worke Company. | e
u‘ 8. Cirouits Court of &pptalu. Eighth a&m&t, aulr
3, 1694, No. 469, 470 (62 Ped. Rep. 853.)
In this csee the franchlse, whioh wes about to ex~
|  pire, provided for purchase of the nteﬂarb by the olty
in ouse of fallure to renew the franchise. Hevertheless
the oity planned to bulld a new watermorks of its own,
refusing either to buy the exieting waterworke or to ree
new th,é'tramhina. ‘nu company preferred %o contimue to
own and operate the waterworks rather tban sell. The de~
clsicn was on an appea} from the lower oourt.
j‘!!m gourt required %:hq O1ty to by and the eompany
%o Bell the watervorks for & price of §3,000,000. The
opinion was WRitten by ‘!ra Jaauen ‘MW“#
| m court aninﬁ at this ft.gmec by adding to the
*wu e# rapm&uatian‘ er thz ghyeical ﬁlﬂlﬁ a M“*’m % 
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ellowaace for "going value.? It intimated that 1t would
have considered the "original aoet® of the plant Lif the
faots had been amua‘bla, which was not the case. (The
cost or reproduotion was: abmmuy lov at the time owe
ing ta a buninnu Mpmnzon‘) The aeapmy urged that

the earnings be msmmu. thus allowing a large zun-

| ‘ehtu value, whiah the court. xamué. The city urg‘d L
that aaly the bare cost of npmauaiw the phyatml pl.aat ~
be amwaa, wh ioh rsqusﬁt» nlm m: refused. The eourt
stated that *the origiml cost caznot contrel, for ori-
| ginal cast and present va,lue ara a0t equivalent toma
| The ¢ourt took into account the amount of bonds and other
liens against the property and the %gntire history of
the ﬁﬂmut&am between the company and the oity,® and
stated that 1t deoided ‘uwn a valustion of ta,c#m,m g
(the lower eourt had u&nﬁted $8,714,000 and the company
had elaimed n,m,uc@) *after much discussion, compari~
son of figuree and regdjustaents.®

Bayth ve. Ames. Sayth, Attorney General, et al vs.
Azes ot al. Bame ve, Suyth et al. Same vo. Higgineon
et al. L

U. 8, Supreme Court March 17, 1898. No. 4961 (18
Bup. Ct. Rep. 618.) |

’s‘ha desision in this case of %3myth va, Ames® 18 the
most famous yet made by the Bupreses Court of the United  "
8tates. It laid down generel principles of valustion of
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utilitien *-Meh have premua to. we prum& $1ae, end

have just been m!&imw by ﬁm? #. Supreme Court {in
,;3'329} in the O'Pallel “Pailvey Case. Both valuatore sod
the courte thaualve: refer to thie deolsion in mpmﬂ

of t’h‘"ﬁlr wmluu&am mm Srequently ﬂmn to any other.
'}fn this case (th_ph vas appesled tm the Cireult
ceum of the United Bfatﬁa for the Distriet ef ﬁohmk;d;
suit had been brought in behalf of the railways sgainet
the At‘tmmy General aud Mhex' ottmau of the glﬁto &f ¢

| mmm fer tht mxpo“ of preventing the mfammmt
of the Webrasks 1aw of April 13, 1693, to regulate raile.
way mm. on the arcmnd mat uwah law was ummumu
8l b :_;un, gontrery to the 1t amendsent to the Fed-
‘uml ﬁ»mnwtwn. it mmm deprive the mumy #mmui
~of thazr property *wi.ihtmt duo process of law,*® una m&d"
| ‘dmy thm ’mo equal pmtwtmn of the laws.* ‘ |
nm Us 8. Supreme Court ruz;aﬁ that the Eab:mska
mxlwy rate lavw was umammmtmml, ‘&h!ﬂw ﬁwiﬂm

that t:. 8. courts will imensm vhenever uwnwmh&r :
low utuiw mtes are pmwribcd. on the ground that ube
mmmbly low mtu mum take private property without :
dus ##&eub of ylm‘u Tais precedsnt had ‘been set already
by the same high wthnrny., &nd has hm tanona singe ;y.
ia a.il United Btates Gourtm | '
Mt part of tae api.nien which Mu with the ’auls |

:W“?g_':tamimtlon of fur velue and of fair rates is ﬂu
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most famous, It may te suid to be the foundation of sueh
of the valuation practice which has prevailed since 1898,
The passage most often guoted is as tcllawt:

*l@ hold, hawava:, tbat the basis of all @alnnlaitean
pﬂxntinn saiataiaing e hxghway under laginlat&va uunlt&wqi
 mast hn the falr value of the prﬁycrty used by it for “1
the aenvenianot of the pubaze. 4nd ,io order to mscers
talin that mlum -ﬁm ermzml cent of aemtmﬂmm the
suount cxpendsd in pnruunant xnpnrvamaata, thn aaaun$ ,
kand,markat value of itn b@uﬁt and stock, the present as if
oemparad nitn the oristnnl coet of construotion, the pwﬂk
hablu_analng cepacity of the property under particulay
' rates pressribed by statute, and the sum required to mest
operating expeuseés, are all metters fnrvauﬁniﬁmmktien,
aod ate to be given weight as may be just and right in
ea¢h~§apo. We do not say that there may not be othey
aatti&n to be regurded in estimating the value of the 5
property. What the company is entitled to ask is a fair
retﬁxﬁ‘u@au the value of that which it empleys for the |
publie couvenienge. ‘ﬂa the athiz*hahﬂ, what the publie
is entitled to demand is that no more be exacted from it
'tor the use of s publle nighway than the aervie¢§ ronder
ed by it are remsonzbly worth.* | |

sote the uxpraasxanrﬂtatr’vsiuo' in the fourth line,

This éﬂaraatianrracuzn‘fxqquanzly in vsluation treatises.
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The student should comamit to mmﬂ the last two ﬁm : |
teacee, exsatly as they sppear in the opinion, They
are quoted very frequently.

~ Here first seems to have been stated s cosparatively

mau for valmnaua pf utiuty properties in
the united 8tateu‘ ﬁw opinion was written by r. Jus~ 4
'tws Harlan, :

| 'ﬂw attention of the stumm should be giwn very
: 5‘f’i 1y to the pr&miplw gmm&nufd, which may be mv
merized as follows: : .'
) Charges to the public shall not be greater ma
| the services are reascoably worth.

As a corollary, the falr value ut the pmm
‘is not bigher than is ocnsistent with the prineiple.,’ Sk :

(3) The company owaning the utilisy {m&jwi to the
prineiple enumerated in (1) just above,) is entitled %
| ask a fair return upon tha fgir valu# of the amm
| property devoted by it to the mb&u gervice.

It must not be fommnn that thie rmt is nﬂ» |
jeot w the limitation that uo more shall be exacted
from the puhua thm the services rendered are rnumhlr
worth, .

(33 In order to sscertain the fair value every peXe
txmnt eomiﬁemtmn must fazirly be taken acoount off,
among whien wrtimn@aomia@mﬂom the gourt emuseratens

(a) The original cost of the original pwm '
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and of sll permanent improvemenis. |
(b) The present as compared with the origimal®
cost m‘if&z required the consideration of both apprecias
tion anﬂ daprwiaticn, and has led to the dwolamnt az |
8 pmesﬁ known es the *eeat of repmﬁuetwn new less w
91*&93%1@:1‘ wethod. .
| | (a) The earning eapwuy and the owmum m
penses, which wgamar fix the nest aaming ﬂa;m:aty. ‘SM
opamtins expenses bam mentioned should zmlude nm;l.
ﬂepr&at&twn. , ‘, ~ ,
| (4) The amiunt ami maTket value of the stech
aud bonds. '
(&} 'rm eourt stateas ¥e do not da.v that ﬁﬁn
| may uot be et!aer matters to he sonsidered in mmmg _
the value of the property.* ,
() In w&ditmn, it i2 to be noted that the
court stated: *On tha other hand, what the pubiu is
‘antuled to dmn& is that no more be exacted from itytﬂr
i the use of & publio highuy than the auﬂiew rendered

| * The words "mwwmnm* and "depreciation® are

- not xwad m thqﬁayth“u. Ames decision, and are introe
’ﬁﬁwﬁ sbove into thé’ explanaﬁgn by thé writer m show :
how the “present as umpareu with the original mt of

| ’eomtmtmn,' whlch iz mentioned by the cours, and '“ﬂ
sum reqn&mﬁ to met capamting expenan,* alw neﬁtsam;'
vy tm  court, may be aowutsd.




| 53
by 1% are rezsonably worth.*

It 'ia bherdly too much to say that the whole develw
opment since 1898 of formal prooesses: tm* mktne valugs
tione of public utilities hes been ba.wﬁ in the mm upnn ’,
the amyw v8. Ames dmiuen, na written by Ky, Justice -
Rarlan. o r -
o Kmam.un VB, Kmﬂne ater u'czkn.‘ uyor aand ‘A
. | »dama of the City of ﬁmxuua. Appt., VB, Kmxvixle

ﬁater 6¢mny’ v. 3. Egprma Court, Jamry 4y 1909 (39
| 'aup. Ot. Rep. 148.)
| ur. mstwa Hoody "Mc the opinien af ﬂm t‘.‘wr‘k*
\“me ex? g tances are awm by him as rowm {in pu.rtﬂ,
4This ia an a.ppeal by tbe city of Kmviua fm a
dmam: of thc aimit court of ttm Baﬁ.taﬂ Ma,tmn for thw
\ mstam distriet of Tmmmem The nppalhe isa ;m:m

uwiu aemm%wn; shartered for, and aﬂmaa in, the
tausxngna of eupplying that city and ite imbumu nm,,{fi
water for domestic end other uses. The cpuse in which
the : mme was rendsred is a suit in equity whick was
 brought by the compeny on December 7, 190, against the
¢ity to restruin the enforcement of a eny ordinanse i’ix»
mg ic detail the mmu mtcn to be ahwgoé by the coms
pany. This ordisance was enacted on aroh 30, 1201. fthe
Bi11 contained meny silegations, which have besome ime
mturial by the deocislon of this eourt in Raaxvxnn htaa
Co. ve. xmnille; 189 U. 8. 434, 47 L. “w 887, 33 Bup.
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O%. Rep.. $31, in which the wvalidity vﬂnt;lwe ordinance was
sustained, except fo far as it might kcanﬁmm the pros
peﬂy of the compeny by fixing rutes 80 low as to have
that aﬂ'mﬁ. The Mttur contemian alons was left open. .
o the comparny, and w 4% the remainder of thw bill is
mmiy direated. Tha anasatm:w in ﬂmt rumrd are,
that the 7ates fixed by the ordinmnce were so low that . .
| they amaa to the aumﬂv e msomb&m return upon the
| property mpflwad in. thn business, and thereby took i%
for public use withous ﬁmpﬂmtion, in viclation of %hcy, 3
14t Ammmm to the Constitution of the United smtm.@ |
| Aﬂer amnr w‘ ‘tht mswndmt and replisation ’va the
wanplmmnt the oause was referred to & special matmf,
whose rapett ma mnﬁm@d by the courg. fisses

'ﬂu special master repom:
Faiz Value* Mareh 30, 1901, A | | i
without deduction for depmiauan $608,437.95
Gross income, April 1, 1800 to "

 Maren 3, 1803 | 88,481,80

mwmung expenses, Lpnl 1, 1%0 ; s
¥aroh 31, 1901 36,780.19

 Insome under ordinance rates ’ 70,887.78

gat i.nem undey emnmma mtea,
ﬂﬂawt providing for depmntiw w,ms.m
'mu 18 lese than 6 per cent, whersas mc ameter
wmiénm& that 8 per cent (inoluding 3 per aant for ée» :

-
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prwtmmu) would be faiw,
The oircuis ocur‘t. rled in :t‘avar of the mtcr ooms -

» holding the ordinance confiscatory, and lssulng »
wmﬁam zngumuon agaznst ua enforcement,
‘ma ﬁuprme cwrt reversed this deoree, and mmmmv,
tha aaua to the wurt balmr wuh tmtnwtiom to dimiu
_the ml without prejudice. i :
'mu decision of the auprm an ie based mnny “
on two conolusions; |
nrﬂ-. *The courts ubnuld mt enjoin the antamo- |
umt af a mnioipal ardimma ﬂ.xwg maximis weter mtenr
on the ground that euoh aralmme is invalid under Bn&Mf
8tates Constitution, 14% - Amendment, as afcnzimmory, um
less the ao;:xﬁmnoq is cleerly apparent.® (Quoted fm
syllstus 7.) e
MM, *"& deduotion for deprecistion for age and
use mat be mﬁa fmm the estimated cost of reproducing
a waterworks plant when determining the present value ﬁs

the tangibla property for the purpose of testing the w,
T »ammmu of mtza fiz:ed by e manicipal ordinance,® |
( mmud from ayuabus 2,)
,:,G,n the firet of the sbove conclueions, the sourte
ressoning wa.a stated in she opinion, as follows:
| *There cen be at thie day no doubt, on the one h&aa; |
that the courts on ponetitutional grounds, may emmxw ‘
the power of refusing to aniarm lagialat&o% mr, on m
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other hund, that power cught to be exerciced only in the
clureét‘@&mm - The gonstitutioml i‘mliﬁity}shﬁum:by
wanifest, aud where that invelidity rests upon disputed
queat.tmm of fact, tha ixwalmating facts mst be pmm
to t&w uﬁsﬁﬁﬁon of the court. In view of the mw
Yer ax‘ the ,,umm P m:x iovoked in such usu it is zam
tolerabie thm z.ts exeroise mmﬁ.ﬁ rent smrﬁy upon ﬂmi
tiwngs of a mmr, even though they be confimmed by :
the trial court, The power ie bast safeguazded aga&.mt .
abuse by preserving tn ttzia acnﬂ complete freadon in
duuw with the facts of each caae. Fothing less than .
this ie demanded by tlw raspeet due from the judicial "y
‘tht legislative autharmy. It must not be understood ﬂ:at
the ﬂndmma of & master, oonﬁmd by the trial- awrt.
are without weight, or that they v,;.:ll not,,_gx a pmﬂim
question, sometimes be regarded u aom}.uu'n. 511 ﬁmt;
is intended to be said is, that in aaaac of this eham;z
ter this oourt will not fotter its diseretion or judg-
ment by any artificlal rules “u,s to the welight of the .‘ ‘
master's findings, 'hauavar ueeful and well settled these
rules may be in ordinary litigation. We approach the
Msmamn of the faote in thie spuﬂ.

On the second of the oonolusions, the rwwnias of
the amwt, beczuse of ite jimportance, is given at length
from the opinion se follows:

*fhe first fact essential to the conclusion of the
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sourt below is the vaiustion of the property devoted to
the public uses, opon which the sompany is entitled to
earn a return. That valuation (3ﬁ9&,900) mst now be
gonsidered. 1% waa maao up by adding to the uppxal:-ant
in ninuto detall of a1l the tangible 9rogerty, the sum
of 81;3,000 for ‘or@amtion, pmmtmn, eto.’ and M.W
ter ‘gelng eonnern,“ ?hs latter sus we unﬂerstuaﬂ to.be.
an axprunasan of the added vuinu of the plant ad 8 ihnlt;%;
avar ths sum az the values of ite aauﬁanont par%s. nbivh?=~
is attuahad.to 1& beaau&a 1t is 1n actxvt anﬁ Gu#@i#ﬁ!hl;;
Operstion and earning a return. We axpzaaa 50 opinton -
as to the pxupriaty ar 1n@1udin¢ theua two items in the ? 
"valuatian of the plant, ror the purpose for mmh it u
vﬂuad in this osse, but leave that guaﬁtian to be coDe
. sidered whan it neocsaarily arises. We gasuna withaux
dceiding, ﬁhat these Lteus were prapariy added in this
case., The value of the tangihaa pr@paaty found by tha
master is, of courwa, 0698,009 lesaened by 679,0@&, th%
‘value attributed to the intangible property, making
$538,000. This tmlnatian was detcruinnd by the master
by ascertaining what it would Coss, nt the date of the
azdinunee. to xeprnducc the axistina glant 28 & new pxaat.,'

The coes of rvpradnatioa is or3 way of aaeex$aining the
present value of & plant like that of a water eegpuny, |

but that test would lead to obvicusly incorrect resulis |
of the cost of reproduction is ot diminished by the éo~_?
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ptoeiatwn/uhieh has come from kmfa and m;' The company
goutends that the master, in fixing upon the valuation
of ihe tangible property, did make an allowanoe for dew
prw&mmn, but we nu umble to aguu ta to u., m: um:}

and tha .ungx».go of his report is 1mnmutant with such ',_5‘
s n&mt&ou‘ The figures which he adopts. are thoee of ug;gj;
{ *fair wntmnwrw pﬂca.ﬁ The hwia af Ma mﬁmmwﬁ

s m; testimony of s omnmn ﬂtmu called by.the
wmm. That witness wmumd s table. lhwh svc\w&y _
nhmad the cost of repm&mtma’ without all,nmme !mr
' dopnaistwn. The m&uss teatified $o by him weye ud#p%g

ed by the msster in the great mjority of cases. The _

,vnmse '8 valuation of the mngiblt pmporty wae aamm#f |

reduced by the masta:, but the méwtmm were mt haw&

upon the theory of éeprmutmn, but upea a Mffauma )
ut opinion as to tha repygduciion mat.

’ "The cost of reproduction w not uuyn a Tair
mealmre of the present walue of & plant shich hae b"% |
in use for many years., The items conposiag the plant dm_

| pmci&ta s.n vyalue !‘mm year to year in a mnins dcgm

Some pieces of property, like real estate for instamse,

’&mraeiaw oot at o.n; and sometiues, on the cther hand, o

uppmmtt in value. But the reservoirs, the maine, the
ssrvice pipes, structures upon reel estate, standpipes,
pusps, ba:.lem.‘ meters, tools andv applhmu'at every

1\«
|
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kind begin to depreciate with nore or fleé-aa rapidity from
the moment of their first use. It ie-not easy to fix at
any gim time the amount of depreciation of a M |
whose ccmpenent yatts are of different asn, tiw e
fer'em expaetatiene e:r Iife._ But it i clsazr that m
auhatgltxa.l anewame for éeﬁmhtimn ought t@ han
,, i‘wmfﬂ de io this ows. The officers af the aompo.ny, |
alio mtuitu, enmem what they callod *xmempleta do~
preciationt of this plant (which we nademmmi M im 'ﬁw
depreciation of the survivizzg parts of it atul in usn}
at §77,000, which is 14 per cent of the master's m; f m

ment of the tangible pmpertyy A witnees called by

city placed the reproduction value of the tungihu srw
pwty at $363,000, and estimated the ellowanoe that
ahnu:;d be made for depreciation at tus,cm. or 323 per
cent, In the view we take of the ocase it 1a not mmw
that we should undertake the difficult task of determime
ing exactly how much the mester's Valmuoa of the uww
ible gmarty ought to have been dimiuiahad by thﬂ dcpw -
ciation which that property had undergone. It 1s ‘encugh

t0 sey that there should heve Deen ® Gonsiderable Uit .
‘utien, mtrwum. at least, %o raise the aet inocome

fwnd hy the court sbme 6 per cent upen the whole valuss
tion thus dxuinithed. zr, for imtanac. the master's mlw

uation should be diainished by $850,000, allowed for o
‘prw;gtmn, the net earnings found by him would show &




return of substentinlly 8.5 per sent.® | |
The dfcision in the Knoxville euu has been pmanm

herein in mmiﬁamhzc Mtﬂl because of its important

, baa.rmg on the qumtxan of whether tc make deductions !w‘ ‘

acmz. ‘depreciation in ﬁataminlnz ﬁw fair value of utile

1%y gmpam. It we the firet desieion in which the pom

1 sitwn of ﬂw Unwed ﬁmtea Supreme cwﬂ en t&zu quess

tion e alenrly anmnmea. g
| - On the same dsy on which the Knoxville decision nn
nnmumad (Jamary 4, 1908, ) f.har U. 8, Bupreme Goart, Lu
the maa of eenmudutod Gas %apaay ve, Willoox (aza 3; ,
8. 19,) in alse mveming,u lower courts desree of io»
anmﬂon againet a regulatory ordinange, did m‘ withous |
discuseing dcpmiatmn'd‘aéuaﬂom although the mamter '
in thet case made only s limited "deferred ssintevanse®
deduetion, This faot has been used by those who n'auc
againet the legality of depreciation deductions as am ’
ment to offset the prinoiple, so clearly announced in the
Knoxville decieion, t!mt ﬂeductiam for all agtual des

preciation losses "must be nide.”
With tha deglsicn in the Enoxville ﬂa.tn Case »

precedent, deductions for &ﬁmaci&tlan,mm made in a

mumber of desisions of federal and state sourts follow .
ing 1908, R | |
m 1913 another aotable mumn requiring dedustion
for depreciation was made by the U, 8. Supreme Court i

-
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the "Minnesota Rate Cases.* ; ,
l ﬂis ¥innesota Rate Cases. Simpson et rl, oconstitule
ing the Railrcad and Warehouse Commission of the State
of mnneact’a, ve. Ehepard, 830 U. 8, 353, June 8, 1913, ; !
'ﬁmse were rate mses, between the Minnesots Raile

rond nnﬁ Werehouss eamzaama and certain milweys, lae |
clud:ng the Northern Pacific and the Oreat ngthem.
~ The railway companies sought injunotions againet the ene
fogament of a-hedulea of rates presoribed ’by the cemiwi?
" ‘sion, on the ground that’ they um_um be confiscetory withe
1n the meaning of the 1{th Amendment to the Constitution
of the United States. |
!m opinicn of the U, 8. euprem Court wae writtm
by Mr., Justice Hughes. ; ‘, o
' The syllabue of the dwmion ‘tumﬂzed a%m import-
ant general mc.tum, s& fellwn {ase report of American
Soﬁiaty of Civil. xnginee‘x'e! comﬁtee om Veluation, me;,
sctions, Vol. LXXXI, 1817, p. 1401):
‘ Wor fixing rates the bmu of culwiatma of nl:u
de the falr velue of the pmpaﬁy of. thp earrier usad
‘for the convenience of the pubua.  (Smyth rn, Anes,
160 U. 8., 4€6.) ' N
| "There ts no formila for the asecertaimment of the :
fau value of property used far«.ponvemama of the pubw :
110, but there must be a reaaoém‘ble judgment having its
- basis in a proper consideration of 21l relevant facte.*®

.

g
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fAsaets and prapem of & carrier 2ot used in the
tmmmﬂatsan business eannot be :mum in the valua~
uiuaa as a hah for satemaking.

*Property of & railroad company oannot bawued
for a ‘huu of ntmkzns at e price sbove other sluf~ f"f"
lar gmparty mlﬂy oy mwa of the faot that it is
uud m & railroad, aua &wuum in velue over cost mm;.,
not “b#mm”a bay«and the mm& inorsaze of atmr n&ﬂ»
lar ﬁmvnrtn | | | ‘ .

‘ma following txtuan rm the um:t wtuxan tu
nlaui.mtiag. |

*;t is clear that in aumﬂaia&ag the present n.‘!.ua
we are mt limited to the consideration of the maat af
th# aotual investment, If that has been rwnua or ime -
pmvﬂpnt, loeses may b«mﬁa&ma whieh the manr e
does not underwrite. As the company mey not be protected
in 1ts actual investment, if t”w value of the property bo
plainly less, so the making of a Just return for the use
of tlw pmmm involves the mgnltiw of ita fair vale
ue if 4% be more than ita ooet. The pmyerty is held m
grlmtc ownership aad 1t ‘18 that propezty, :md not wt
original gost of it, of which the owmer may not be de- |
iariwd ti&hwt due process of law., But stil) it is PrO-
party”ewioym in a public aa:c.una, subject to governs
mental regulation, and aan‘ under the gulise ot such roge
nlauan u may not bc canmscmaa; it is equally tmo
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- that there is attached to its use the ocondition that
- charges to tho ‘public ehall not be unreasonable.*ss

*The incresse sought for ‘railway velue' in thtu
ns@t? ad inorement over all outlays of the carrier tMn
over fha Muu of smnm land in the viacinity. It u |
an 1mmnn‘t %i& osunot be referred to any :mn ori» 1

| 'tarmn; but muet rnt on & mere expression of judgamt
., 'sh.w ! tindu no ptepqx tut or standard in the tuma»—
bﬂone of the buuncss mrlei. It is an inorement whioch
1n t:he last amalyeis must rmt eu an utmu of thq Mm
ef ﬂ;a milmﬁ use as compared ‘li‘hh othexr hu@imn uses;

it mwlna an sppreciation of the returns from mtu
(tkma mtm themselves are in diswto) and a nnping
somm&mmxan enbracing mmummxy all the activities
of the community. For an aummc of mxs sharecter
thcz-e is no warrant. |

’Aummins that the eamny ia entulaﬂ to a :msww—
able ﬂmm in the gemml pwamrtty af the amnitiu
ﬁiﬂ: it serves, and thus o a.ttrimto w its property
an zm:mu in value, still tlu increase so a&lwwd, &~
pmrt trou any iupwvmonh it may make, uamt pmmm
, utom beyond the fair a.nme of the pormal market value
of land in the vicinity having a eimflar character,
Othenue we enter the realm of mere Mnjuwrcﬂ“

The Minnesota Rate Cases decision reaflirmed ﬂu
Kmxvuln ve. Knoxville !Mer ﬁumny doaumn thut all

o
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aotual depreciation losses of value must be deducted in
determining the fair value of umm propexty.  Justice

Ku@as said: f ' ‘ ' R

_;'i‘ha property Mhar than land, as the Mtanwd ‘%&w

& ows, eabraced all items of comstrustion, zmluaing |

a&;oﬁ, bridges, tuamu, atéq, struotures of every wﬂ,;
and an a.pyuamau snd agutmnt. The cost of mpm/
tion m wae aseerta lned by reference to the prices for

such mrk aod property. Ian vtw of the range of the
mmnmas we have been aa%lea upon to oconsider, we Ml
not wztm& this opinion tar the mmn of mviwiw

this utmu, or of pa“mg uwn exaeptions to vanm
items in it, as their é&smaiuan would not a!faﬂ the |
remlta.

"The laster allowed the cost of reprodustion new
without deduction for depreciation, It was not denied o
that there was depresiation ir fact. Ae the Master saigd,
kk"xveryﬁhiag on and above the mqama depreciates from
weat and weather stress. The life of a tie t? from eight
to ten yesars only. atmmn: become antiquated, inade-
guate and more or less dih;aidaud. Ballaet requires
nmm, tools and Mimq wmt mt, tars; losomotives
and oqu&mama as time gaos{m are worn out or &imrdmd
for newer types,' But it was found that this dqpmutmn
was more than offset by appr clation; that ‘the road-bed
uc'; that 1% 'becomes

was constantly insreasing &
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s0lidified, embankmente and slopes or exeavations begowe
settled and stable and #0 the better reesist the tﬂwh

of rains and zmw; that 1% 'hecomes ad;wztm to o
amimgt, and the aﬁamtannt ln made pamnom by wm

| m&—bed long ia un Hn far more v&immo than one mm

iy wmtmatm. It was Said that 'a large part M’ the

dmrmiuttea is takm care of oy consiant repairs, um«»

| aln, &dﬁttmm and mplmmunn, & sufficient sum mzm

, uamny s2et aside and :mﬂm to this purpose, so mu

~ this, with the s.ppumtwn of ménb&& and u&pﬁ%aa h

~ the madz of the country and of the ublio served, Wt-
ber w:lir& working éwltulmwmz.y Mfuta sll a&amum

and mnﬁam the physical pmpart&es of the road net im |

. valuable than thelir vost of reproduction new,! And in

‘fnrmar statement upon thc pos.m, the ‘knowledge daﬂnd i'
from mermmv and. *rudinam to sexve' were unﬂcm
&8 mamam offsets. |

| ' %e omnmot approve this disposition of the matter
of deﬁrwu’smm It appears that the Master sliowed, in
the emt af rwnﬂmtiam the sum of §1,613, €123 fer |
udwt@tim and solidification of roadwbed, this being
inoluded in the item of grading and being the eetimate
of the engineer of the state commission of the proper
amount %o be ~llowed. It would seem to be inevitable
that ia parts of the plant there should be such Mrwm
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~tion, as for exumple in old stmoturés and equipment ro~

- malning on band. And when an wtmta of value is néﬁ
om the basis of reproduotion new, the mum?‘of'axtﬂ%m
éegmhﬂm n!xma be shown am deducted. This appapre
mtzy um aono sn thq umtmm admitted by thu ummw
to tb;"? Xnurstau ammc a«mm,en in the 8 " i

:ﬁpm&mtma of the cnum mntu as e! Haroh, mz. g
yian 15 ,.cm. Reps 395, 396.) In the prnm oaes, it
avmm t!m& the ongimw: of the state oamiuim ”tw

. the @mrwuum in tm prapaﬂy as betwgen M@t aM,
nioe ﬁiuun mum 12 tha.m are items entering mh
the utmu of vost whmh nhcum be credited uih wpm
atauan, this alse u!wum apmr; so that instead of a
bmd wmpnrimxs there uhaula be amum ﬂnd:.naa thm
ing the itmw which dmter mta me agoount of yhystm
mlmtmn on both sides. ‘~ - ,

o "Xt must be rmamﬂ& that we are concerned with s
:@h&rgi of ewﬁmﬂi&a af pmwrty by %m denia) of &
falr Mturn for m tﬂt} and ta determine the truth of

the mrga thers is acuaht to be ascertained the ymmﬂ
value of the pw;&ozty* The reslization of the wmau

of ymyam mn alyays éapaaa in 1&.:30 degree L the
,amuw and amnity of ﬁhan who ama).ay u, ’mt ﬂu '
appu&smnt is of a3 tm&mmm of public service, as |
pmwu%n oot os the ak&ii of ﬂm users. And wben pam
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ticular items are estimeted as worth so much new, if in
faot they are depregiated, this amount should be found
and ﬂlend for. xr this 1s not done, the physioal m&w
tien is menifestly incomplete. And it sust be mrm '\
a8 incomplete in this case. Knoxville m Knoxville
¥ater Company, 313 U, 8. 1-10. |

Mthm the Kmxvxma Vater Case and the ummmh
Rate eum cm:utana of the U, 8. Suprems Mm’t seen to
uphold 80 clearly the pr&wtmo that all sotual Mrwm
‘%ion leues of value must be mtu in determining the

. datr mlna: of utilisy pmmrty, t #trong effort hae been

made zn reoent years by some utilicy ovmn, mam
by come writers on valuatioh, %0 setabiish the counter
pximtph that vo daprwntmn Muetzom mr ute ukiug
;mzepmn shall be made so long es the pwpam is in
§ovd effialent condition, whioh condition they ammnm»
‘ue u fan good as nw.

‘nth have been many deoisicns by the U. 8§, mpu« |
mn, cthm wmu Courts and various state courts fn
which dnpmunan deduotions in particular sases have .
hnn made since the iﬁnmwtu Rate Cuses desision.

u tﬂm sane um, there bave mm saveral csees m
whteh mt 8.. 8. supmc Gaur‘k, without special d&wm:m
of anprwxanm, has not overruled valustions in which
1ittle, 1f ary, dadaatienw were made for depreotation.
In recent deeisions _;ilumr dietinotion has been
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made Yetween ucﬂmi dnprmutian Mnﬁﬁ &t miue, proven
by the actual avidemn of qmixtzed npaus who have
aetuany mimd Ahe partioular, pmmm, and purbly
*thmnt&m& Wﬁe&atmnﬂ aucb as might be somputed br
an a.wwm;m who u xwt mgiuwr and mxo my never h'u

seen iém property. , : =5
ﬁu wmur of ﬁxtn text agrees with the opinion e‘t = |
xtha M&m.ﬁg ¥uster in ehannwy of the U. Q.f mnnn
-amrt for the Northern Bistxict of Mrau. as stated m o
. ms& m hu mmrt on ‘the mmutzm of the gas pmpnm
'M ﬂw Gmrgm Railway mnﬁ mer cemzsy, a8 fouaan
*1 believe the mlu of law deducible from the ,
Bupreme Court deotstons, ineluding the Georgis Case, are
| mmmmuny e follmnz (1} The rate base should re= :
present the present value of the pmptrty used and wum
in the public eervice, {8} In un&ﬂm at the walue of
‘suoh pmmr’hy, original coet should be conmidered and
given suwh weight as may be just and right mﬁar the c&m—l
amtamu of esch particular gase. (3) ﬂant oost
of pmporty less depreautien sbould oot be used ae an
armtury measure of velue, but{4) gost of reproduction |
| _leu mmmemn of the m:.neyw property mnnnum
invesmant by the Utility, when ascertained with ﬂu
proper degree of certainty and ressonadbly applied, - ».

e
be s gremr method of arriving at fair presest walue.
This mfn ueluﬁn mmm, undisturbed muag. and
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similar items. (35) Ao honest aod intelligent forecast of
probabie future walues made upon & .view of all of the rew
ievant eizwﬁm:tuaacu 15 ouaantiai."'ﬂ

TH ﬁﬁrﬁGBUaTIGR G@ﬂ? &E@ LESS nﬁ?REQXA?I@N ﬁt!ﬁ@&
ﬁator; the tbrid tar, 1&14«1318, tha aiffuraaéa Do
twoan 'ariginnl cost? and “tﬁ#rodnation cost* hua been .

tively ali@ht tor>a aanaianzable paxxad of years .
Perhaps owing mainly to the difficulties, sometimes in-
surscuatable, in securing reliable dsta of the sotual |
rariaiaal costs of utility prupurtiea. zreut rul&anau

came 10 be placed on tho *raprvdnatian cost new lese ﬁ-w |
'praaimtion* methoa ar autimating the falr present vulucg
| Fwnm 1916 to 3930. utilxty property construotion

prices incresged unsteadily to about 250 per aant of 1913
prtaex, then dxuppad te 174 per ceat in 1833, bnt rose ta 
214 per gent in 1933 and 315 per cent in 1924, since
- whioh date they have xanged around 20€ to 208 per oeunt

- of 1913 prices. ,

It is manifest that atrzet sdheranma to tho~custen o

of uaktng aatamutaa of the fair wvalue of utilities con~
form closely to the results obtained by the "repraaaatten
cost new laam depreciat ion* method would operate to give
great 1narnnaes of value to properties constructed prior
to 1816 without any corresponding iaareaacn in the mage
nitudes elthor of the actual utility properties or of the
#etaal}iaveatnaaxu thersin, ‘
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THE PRUDENT INVESTNENT METHOD
~The result was that some state utllity commiseions, -
a8 aatably xqsaamhaaetta and some on the nnsttia Coast,
adayted the praatiee af meking thelyp utilitr valuutienu :t
eantcxn closely tn the actual "prudent lavestmente® in. »\
the pzager%tcn. e ;' : 5
‘The rue cstahixnhnd hw ) 1¢ng series of decisions ;? |
of the Supreme Court of the United States is that umui_f
'coupaniea are entitled to a fnxr return on the fair value
of thelir ‘property used anﬁ useful in the public «orvice.‘i
Yhe atate regulatory aanmisaienm have uniformly fkvuraa ,
immastmnnt as the basis of the xatnra but thcy have hmsn
avaxwulod by the courts. In the Southwestern Bell Telew
‘phon& Euap ur. Jnatiaa Brandeis wrote a vigorous dxﬁsant~5
ing opinion in shich he maiotained the rule that the rem. .
tarn should be on th& value of the property rather than 9

onAthe pruénnt inves%meat xo 1agn117 and evonomically un{
oauna., | ‘
L ™E SPLIT-INVF¥TORY MFTHOD ,
Other commissions oama to develop a varistion of the
*pruﬁant investment® meihaa by the use of *aylit invenw
tories,* as followse:
Firet, in a deparate 1nveatory all items ar phyot031 
property inatalled prior to 1914, using average prices
otknay, i1910~-14, inoclusive, tﬁarafnra; sscond, in other

inveatories all items of physiocal property inetalled
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eince J;xﬁbry 1, 1914, using the actual costa each year
a8 shown by the books of the COBpPENY .

1In the *split-inventorySmethod, the respeotive de~
preciatjons deducted for the respeative items are based
on the respective coats new, as used in the valuatiom.,

ma s0-called npiit taventory method of anamxaxw
ymp«ﬂy mlun hu aamiaud 1o several cases in apsny-— -
| 'zng yxe-—mr normal pricu to ‘the zsmzzeﬂy 1mmm heu ~

fore the war and inveetment oosta cm all pmmﬁy 1mm_‘:»
ed sima. : '.!'hi.a mthad has met tith the approval of the |
msammin aomuaian in several msn, and han been taw
 ored by some of the other commissions. o

In view, h@tewr, of the &mlemm of the Eupw -
Gourt that weight mast be given to present prices, it te
apparent that the split inventory method ean not be fole
lowed without violating kth‘ie x;reaent value rule. To teke
pmp&:iy constructed prior to the war and apply pre-war
unit prices to it will not give the present cost of pew
production or "present’ value.

The Indisne Commission has held that it would no%
be falr to provide return on the basis of book value whm
1% hes been shown that the present books do not show the
book valuse-~historic cost—-but on the oontrary that the
books show an sppradisal value plna nat aa&itiom md Dot
tomemm Re Home Teleph. Ce. {xm,) ,
m; nuprsma coart of !Viaaemm hae held ttm% & Come |
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migsion may not take the valuation of a utility property
‘made in 1913 and brlog it down to date by adding the cest
of additions and by increasing land velue, since it does
not substantially reflsot the inoresse in the value of _
any of the company's groperty exoept its land. !aatﬂﬂhm;:
Gas and E. Co. v. amzlinaﬁ Comnission (W1¢.) L
!runderxaus ; \

Pr&ar to 1814, the pric& 1@1&1 »as aan@umutxvaly

stable and the custom developed of using average prienu ;
aver'u term of one to ten‘yaaru (uunnlly five) in sntim~
ating the "reproduction cost new less ﬂcpruntationﬁ‘ 7‘
value. Such averages faxeaastcé the future aufficicntlr ~
wall, and altuinataﬁ short lived price flnctuutianl.

8ince 1814, decisions of the U. 8, S8upreme Court
have made more clear the fact that ell sstimtes of value
are in fact forecests of future prices. Studies of price
itrnnﬂu have begoume of inarnaazng importance in utility ;
valuation. An anulyaia in 1933‘§y the Valuation Qommit~ .
tee of the American Electrio Fallway Asecolation of ree
sent decisions (prior to 1933) of atzlity aaanlaniana
sbowa@ results as follows:

1& per c¢ent gave valuations based closely on eatimm

ated or agtual investments, 1

| 89 per gent gave aome recognition to reproduction
nautrfﬁhaush bat few eaaaa recognized this as the daniau

)

ant. fact@r.)
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16 per cent used the split-inveniory trend-price, or
sosme other special basis.
3¢mn stais and some lower federal court decisions
havnaapprarea aommianicn valu;t:ona haxaﬁ suhasantlnlly
on the prudent s.nveﬁtmnt mthed, ©T on the aput-»zauatw
ory vaiiatimn tharanfﬁ :
The U, 8. Supreme couxt haa held ncnniutantly th:nﬂga~
out (though by divi&aﬂ opmiona ginoe 1923) that “such
weight as is just and right in each case® must be given ;
%o all tuateru affscting vaiua~ ,
In prnaattn& its case e the MiMsouri Public aamzu
Oonmiaaioa, the ﬁauthucstern Boll Telephone Gompany ﬂkﬂ!h
- ed by its booke that;
~ Actual cost of “gotal plant, supplies,
equipment and working cepital" equalled $22,888,943
?hafcampany’n nngianaxa estimated that: .
Rapteéu@t&ah cost new of physieal
telephone property, as of June 30,

1829, equalled | 28,454,488
~ Depresiation | 3,74;8,3.93_1__
‘Reproduction cost new of physical
~ property less depreciation 32&,7@9,395':‘
Korking Capital _ 1,051,564
; Establishing business (going |
concern cost) " e s..m,a;s_',

Total reprodustion cost new less Qe
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depreciation S - 81,365,678

. The ¥issouri Public Service Commission made no come
platq'valuaticn.at its own of ﬁhc:entire‘praparty,*hut
had  “Ae‘przor valustions of the telephone properties 1n;
St. Louls (1913), Caruthersville (1814) and Springfield
(19&6). On the bases ar thasa veluations and the evie ,i?
danca presented by the telephona eampany. tha oouaiscinai 

rulad that the value of the taleﬁhene mreparty "uill natf;
axceed the sum of $20,400,000.% | i
| ﬂhe U. 8. Supreme eeurt @varrulad this caft. 5 4

of the Missouri Public 30:#&&» Qbmmieaien and tevernoa i
the aggruving daetsiaa of thevaupxeua @auxt af“nitseuri.i;

on tha ground that the aovmtaston did not give any pron B
per ueigbt t@,&ht :eproﬁuatiaa.@alt ney less depruathﬁiea
in ftzing the fair value. ' J ;
The majority opinien of the v. Ea 8npruma Court tnn
written by Mr. Justice BoReyunolds, ?ho fclletina quatmw
tiena give the most 1mycrtanx faaturan of the rauaaﬁiasa
*abwibualy, the Qanmansion undertook- to value ﬁhn :
~ propa:ty ‘without aceoratug any weight to the 3:&;&1: :nm |
bznced costs of material,flabogg«supplitu, ete., over
those prevailing 1813, 19l¢ ana 1918, anu matier of come
®on knowiadgn, these incresses were large. Oompetent
u&tnoanan astimataa them &g 45 sa 80 per gentum,*®

Qt‘*#**

'It ie 1&9@::1%&& to ascartain.nhnt will nmannt to a
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fair return upon properties devoted to publie serviaék;»
without giving cousideration ta*the cost of labor, sup~
pliea, et0., at the t;ma the inxestig&tian 1o made, ‘An
henant and 1ntazligent forecaet of prohabla future vaiu!t.f
made upon«a view of all the rulavun$ alxwamatanaea, ia:
eaaentiai‘ If the highly lmﬁarwant elamgq; af pranent,

 cost ‘”"/whally disra@araad such a forecast beeemet 1a~;

#

paenfb&e. ﬁst&mutaa;mar tom&rrvw @aaa@t 1saure pr&ea@
~ of today. T
'witnassea far the eompeny aseertwﬁ-anﬂ therw vus

oo aub@tantial svi&anaa tc the eent:ary»*that @xuluﬁing
cost a! est&biiahing Lae buetnaue the property was aor%h ‘
at least 36 per cent more than the camnianxanu* ‘eptime o
&taa, and we think the proof shows that for the purpanas
of ﬁbe~pxoeant case the valuatioa should be at 1@&5% -
§26,000,000.% | | L
Appaxantly the ccurt adopted the minimum velus of
safs.aoé,ono. a8 lying between the $33,888,943 actusl orie
glnel cost and working oapital, and the $31,366,675 re-
ﬁruﬁaatian oost of new less depreciatiom. It should ba |
notad.that the reproduction cost new of the physical prﬁu
party alone less depreciation was $34,709,395. | |
!n & minority of epinion, Mr. Justice Brandeig, tith
Mz. Juﬂtiae Roluaq,oonauxxing, while concurring with the
maaarity at the U. 8. sugrauc eonrt in the 3udgu¢nt ot
| ravatanl, 4id ao,

it
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~ "0n the ground that the ’gtaer of the state omﬁmtaa _
prevents the utility from earning a fair return on the
amgunt prudently invested ia 1t.0 _ ,,,: bt
k/In the mincrity upmicn Mr. Justice Brandeis stmm
iy mtw ;‘;ficzzed the mle of mnyth ve,. Ames, that "wch
weu;h.\ _has ie just a.nd rlaht in a&cb case® must be given
all fwtam aifmting va,lue, i.mluding the reproduction

cost naw less depmaia.tmm He characterized this rule
a8, in his opinion, ”laga.lly and economically umonnd,*
88 "&eluslve," Y tauina: "$o afford aﬁmh ?ﬁtﬂth%
eithar to capital or to tha publie. as leavixas "9m~,&hg
door to grave injustice.” | | |
ﬁr. Justice Brandeis, argued very atroangly and vary
ably in bis mincrity apmlon for substituting the pru-
dent imrenmant ‘a&sie for fixing the fair value of uiila
ity ﬁmperty mr the rule of Sayth ve. Aues, and ke has
contimed to file similar minority ap&n&am singe mz
has always &0 far (1939) been overruled by the mjoru;
of the U. 8. Bupreme Court.

The Indianepoiis Water Compsny Case. 7The Indiunae |
polis Water Co, ve. the Indiama Public Service GGMuMé
and the eity of Indianapolis, Nowmier 33, 1936,

Thie wee & typical sult over enforcement of a na.ie:
rate schedule promuliguted by a utility comaission, car>
ried m the U. 8, Bupreme Court mg figs1 Mt:ton. 5 o

’ih& fanwing qmtasiam from t:sc mjoxity omnun ~
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are presented as tndieating, the most ixportant festures
of the decisiou, ,

'The ptoyerty iﬁ be valuad is the avotual property o
nhinh the campany owns and ueas, not & hy ofhetioal aubw%i

atitute. gven such 8ubatitute might render the same sere

- vige at somewhat lasa cost.

*There is to be ascertaized the value of the plant if
used to give the aervie& and net the estimated cost Qf af5
aitfarant”plunt‘ aavc under exceptional elrcumstanaas,
tha:d%Qrt”is Eet rQQairea tc enter upon a camp&risnn of
the m@rite 24 éiﬁtarenz ayetemn. Such an inguiry would -
lead ta cellaﬁerai iseues and invaatlaationa havlng onlr;?
’remcte beuring on the raet to be fcuuﬁ, viz,, the velue 7
of the property devoted to the service of the public.®
| 'ﬁfepm‘ducuun cost new l‘ésg depreciation, if any,
must be gonsidered in datezmining falr velue, Falr vale
“ues ure affected by and ganerally fallow relatively par»‘
manent levels and trands af‘pxicea. ~ ,
~ MIf the tendency or tread of pricee is mot defin&ta~;
ly upward or downward and it does not appesy probably f
thet there will be a substantzal change ¢f priges, then
the preaant value of lands plus the present cost of aon~ 2
structing the plant, less depreclation, if any, 1‘ & t&irﬂ
measure of the value of the physioal elements of the proe
perty. The v-11dity of the rates in question depends
upon ﬁjraperty velue Jamary 1, 18234, and for a mmmbh
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time following. Wnile the values of sueh property do nos
vary. with frequenﬁ minor fluctuaticns 1& the prices of
material and labvor Tﬁqaitﬁd to uroduca ﬁhem, they are ‘
arfeate& by and generally follaw the relatively permanaa&f
levail;aad trends of such gricea.

A fair &llowanne Bust be nade for gming v&lut (xo& L

aonoern valua | !
The court interpreted ite eﬁrlier decisions as ﬁew.ﬁt

nsarin;: | ',L
"That]there is wi element of value in an assembled

‘and establighed plant deins business and earning money,

avar,wng,n»t thus advasced, is eelfeevident, This eles

ment'#f'V&lue ie & prape#ty right, and should be conside

ered in determ&niﬁg ﬁha value of the property, upen ‘

which ﬁhe owney hasﬁa right to muke a fair return when

the aame ie privately ovned although dmdlcatcd %o pube

lie usa‘ } . , -
The fair rate sf retarn in thie cace is at least 7 o

‘per oent and maybe bxgber.

*Tho evidenve is more than sufriciant to sustain
the xatc of seven per cent found by the Commission., 4nd
recent decisions support a bigher rate of return,»** As
1ndiaataa above 8 raaaonahle rate of raturn is not 1033
than aever per cent,* |

«ﬂgprcciaticn proves by the testimony ef’samp@taat |
vaiuatieg engineers who examined the property and made
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estimatee in respect to its condition ie to be preferred
to mere cpleulations based on averages snd assuned pro-
babilities in detersining @epreziatian aeﬂuetioua..

'Theta ig aedueted approximately 285 per cent of

estimated coet new ta cover aecrued depraaiation. The .

deducticnkwae not haaed en an 1aapoaeion of the prepert:;
It was the result of a straight-line eaxauzauon besed
on age, and the estinated or aseumed usetnlkllfa of pere

" ishable elements, The eam@ievian'n reyoft-inalnatat

that the property is well planned, well m&intainod and‘ ‘
efficient, its ehief engineer 1ngpe¢t¢¢ it, and aﬂtimuw
ted 1ta gondition by giving effeot to rasulta of the exm
amination and to the ggw of the prnp@rty, Re deducted
about € per cent to eavar depreciation, WUr. Hagenah )
mede an estimate of existing deoreciation besed on ectusl
inspection and s considerstion of the prwhahle future & 
Iifelga indicated by the Qoné;tiana,faunQ. Fe deducted
leasfthaa € per cent. ur, Ei&ee testified that he made f
an 1nspaat1¢a‘and estimate of all the actual deprecia- |
tion. He estimsted §443,044 would be required to restors
the péﬁparty as of appraisal date to itaioonéition shen
first installed end put in pructieal aponnttou¢ He Ga*
ducted tbat amount. The testimony of aompotant valuge
tion engineers who examined the proper%y‘and made aatin~~
atas in respect of ite condition is to bw pruferrad to
mere aaleulattana basad on avaragaa and auuuuod prehuo ’ 

wop
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biiities. The deduction made in the City'e estimates ...
should not be approved,.* ; :

~Recent Opinlons on Ooing Valué ,
?ho Montana Public S8ervice Commiesion in » recenk

mmnion haa writtm a. !’airly exhauative note on aoing

T " The epinion atat&sz .

*‘mat 'gmd nul*miwludmg that elemnt of value
whtch inharew in the fixed and variable coneideration
cuaﬁmgm,; resulting from an_:qexablishw and well oOD»
duu*kéci‘: bﬂémwwﬁu no place in the fixing of m&un
for the purpose of rate making a£ publio service camw :
ation, has been the acoepted rule singe the deolsion of
the ?ngmc Court mmn‘em Jonsolidated Gas Co., On
the éiaer hand, it ts equally well estadlished that go%ng
oemeiwmdicatiag that value which irheres in e plant
vhere ite business is established, as distinguished from |
one which has yet to establish ite business~~is an elew " ' 
ment of value that constitutes a property right that E
miet be considered in‘f‘nxing the wvalue of the proparty
ugb‘u which the owner hae a right to earn a falr retura
when hm property is dedicated to a public use.

N0 rule of thumb or formla has been devised ﬁhaw‘
by *going concernt mlﬁe’mn be definitely measured, In |
fuot, s survey of the decided cnses-~Commissions and
eeuﬂwemyelm the oon¢lusion that there is no unl!cmt:
in approsch or in results as between Commission or as w
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~ tween courte. The method comnonly smpleyéd by Commissions
and caurts in aacigning a monetary value to *going oone ;q
cern* is to allow & certain percentzge of the wzlue attr&*
butaﬁ to phyelcal elemente ¢ mgrising the utility's. proe

gerty.i This appears to ba an indefinsibla method unﬁ 1am7v
vQLVea sheer gueaaterk, = | |
”ﬁaving in mind the Des ﬁoinas Ges case, eupru, aaa
Calveston Electric Co. ve. Galveatan, ocatee whareinAthu* ?
Suareme Court of the ﬁnited Btates affirmed the aaﬁienu
of the lower courts in rafuping zllowances for *going ;:
value® 1n'additloa'tg>percent&ges allowsnces 12 and 1$.37ﬁ
~ per cent of the base cost of labor end nmaterials for ov:x»
heada and expenses of orgasization and bueiness managnm ’
ment-naither of which onses have been reversed--we ﬁb&
lieve that whare & utllity property is valued on ﬁhe batit
of reproduction oost new, less depreciztion, and the ,
ltems of organization expences, sto., are taken inte aeawr
sideration and included in a general allowanuu for avax—
haaas. and the subsequent business development costs arc
paid out of operating expenses, no additional sum should
be allowed for going bancern value, T&ia view has the
support of recent ceses and regent pronouncements of t«xﬁ;
writers in the subject, (ocitations omitted.) .
"In the instant proceedinge we have allowed 15 and
18 1/2 per ccnt (thie latter per cent on the ‘upper po= -
we:yﬁiaat‘,anly} to gover general overheads, inﬂluﬁiag«ff%
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© exXpensesn af organization. Under our ﬁ‘n;j.tom classifion-
tion of acoounts mnh items apgw#ﬁtﬂns | to the oost of
attaching busioess as aﬁuttuug, m&aﬂtm, ;m.um,
Mmmtmtmna, ctm, are charged to operating nptmu.
 these eirwmhnaes we feol that we are giviag to o

t&m almn‘k of gamg cemtrn the gonsideration and um'%-'
that u deserves. whna the mat of atmﬂxing and w
| vaxﬂpma the ’t:uumou hna been paid dy ﬁm mmnm g
our failure to give that fact due and proper wmm»m
tion 1n the valuation of @ utuity a® a going concern
would bave the effect of wmpeum consumers w pay an
ingome on items of cost or value fumaahaa by '&m«* &t
B’n&en Electric Co. (mmd ‘ |
@oing value is one of the most elusive nlmntn m
a mlmtian of public utility property. This does mo¥
mean that 1% is 2ot an aotual valus. In private business
ga&ng yalue and good -111 hma sometimes been treated s
the ms thing, but in publie utility mimmn good
will or wmpaxr w,luo ie wt rmagauea. ﬂtmt N

aat:f"**‘gmng value h;m umuy resulted in confusion.

In aﬁ“;r,ﬁ‘aamylmnia case it was said that the mumerous m
porte and opinions of courte a.na Commissione, where ﬂmu
have been attempts to "bound the meaning,® bring us te u
much confusion of tongues as there were different lsm
nagu aawwm on the Plain wf Ehinar. :
Gaing value has beon dufineé as that aimnt m
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value which comes from the faot that the business 48 s -
going concern and that the eampayny hu an ‘uﬁbuihd
buaizm:s; as the exvcess in value a mpam in mu&m ;
has uvar a sim&l&.r utmctura without customers MMM;
ag tkm difference in value hetwun & plant mnnmtﬁ '
and mdy for buaimaa, but doing mo buaimm, and one
whwh haa aawlepcd thn business and is muasaing along: 2
nmthln as mpmunﬂng to L certain sxtent the mu 7
of pmperty working waawer 1in & ocherent »mm mmm
ing tm' the purpoees fw uhxah ﬁw property was Mmtmtw
ed; u value due %o tm fact ﬂzm the plant has wm
wtua,uy using 1ts pmduet, ie ta actual and successful
ammtmn, and has attached to it a developed mxmm
fhe United States Bupreme Court in an early ouse I
seid that it underatood going consern to be an expreesisn
of the added value of the plant as ? whole over the sum
of the values of ite wmmm parts, which is utm
to it becsuse it 1# fn sctive and suceessful: operation
and mrnim a return, Kpoxville vas, Knoxville Water Q0. .
From the various definitions it appears ﬁh&i‘“wm
concern value has been defined as: (1) The differenge .
batu&n the value of a. plant with oustomers seoured,
buamma ntam uhad: md in sugoeseful operation, :mmw
ing a&t&mta and satisfaotory service and a plent com=
pletely assenmbled but with customers yet to obtain and
bueiness to establish; and (3) that value which is added
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to the physioal value ef the plant by reason of the fact
that 1t is in mawutul end haracnioue opemtion.

1t has been pointed out that there is & difference |
thsu two Befimitions. If going value is mrﬁy
the dii’fexemc in M ue between plants with and nﬁ:mt
customers, then awry plant tixat te doing any bueiness

hae spme going vaiue, But 1! sm.ng value is only that ;
intangible valus which is to b added to the cost or
value af the physical plmt, 1t does not follew that thcfli’;?“
pmm%y has going vaILue marely beemu of the fwt that '
tham is an sutauisbad buumu, |

m» Bpecial &aatar in a case in United States Mm—
trict c@urt Southern matrwt of ew York, eaid that ﬁm
zhou&h a utluty has to & a@r%m extent been ’:mmmuoﬁt
tor &%ﬁ expenditures in axtuadxng 1ts business, thls hes
been ham no reason f£or not considering them as clmanu"“
in gﬂng value, citing Linvoln Ges and E. Co. ve. Lingoln
250 s. 8. 356, 63 L, ed. 968, 30 Sup. Ot. Rep. 45¢; Ninne
nmlss vs. Rand, 385 Yed. 818, 819, 830; Kings Gtmnty
Lighting Company case, 310 ¥. Y- 479, 488, 81 L., R. A. ,
(8.8.) 1,104, E. 911; Consglidated Gas Co. vs. rmdm-
gast (U, 8, ) : ‘

‘A public utuity bas 'tccmm tlu ocost of numtns
bmmms from ututty mrnxngs. Is this a gmn& Toxr «- :
cluding going valuo from the rate base? -

fhe ichigmn supreme court held that the denial of



*

86
going value on this grmnﬁ wns error if ﬁaaim 88 oY evie
dence that mm were not urm& lawfully or that they
nc:@'notfrzgutrulxy'the property of the ut&la:y\aompsny.,
ﬁwhxm,n ?uhue rmuuee Commission ve. iimzmm State
teleph. Co. Mian. - | | b

It mw fald ux a cese rererm m .,; amm Magter
in the ﬁnittd 8tates Dietrict. Gours, Tastera Distriet at%;
New ’ka, that it vas «_bvmua that the element of gozrg
'faluw aaum Lot mdny be moud by direct svidense w |
aaun ot the mtangibu mtura at such an element and

that apm&cn evidawa m& thamfarq of value. A witm
furn;ahiag testimony on ms Point was sald to be & wau
of wxda sxperience, with an kmledss of the dan}.nmm
and mmtmma of & gzs tusiness that qualified him to
present an opinion that was entitled to nighh xm;. o
County Lighting Co. vs. Prendergast (U.5.)

‘!‘M Alabaza Commiesion heids that bonds olmuld ot
be issued against good will or going oconoern value,. 69e -
peﬂfmily whexn the pmﬂamm of the mortgage under mm\f» :
the ‘bcmm are issued Wntmghta thet bonds snall be
' bo.nd upson physiocal progerty. Re ¥obile Gas Qo. (M&.}

i‘!u Penusylvanie samlnwn bae held that unlaw 3
nent’ mat of the buainwa of & public utility is not
equ:wlent to, or symnym with, golog congern mlm, |
but that the Getermination of such velue depends upon ff;
sany oircumetances. Knoxville ve. South Pittsburgh Water
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%-. {Pa.) ,

It hae been frequently hem that mi attexpt to ap~
praise public utility property in actusl and successful .
afmm%iw at its reproduction Mst or value cannot be'
valm unlmaa some considention is given %0 going wmam;
va,lum ‘rbem are tuo éeaiamm of record, however, wmah |
j yet unreversed and unmodified holding that where
a nat;a statute &muemtau in detail the elements shich {

the atau ﬂmmuamn mat take into consideration in nm

&1’87,

ing the value, am‘x nham meh statute G@u not mmm;
gci.ng concern miue E8 om of these elements, the eam:-
pion in such a aitmuoa ie mtohliged to give any uoaaw
nition te golang concern, aw; »I these dwiamm are
from ¥ashington and arise under the same q&aﬁi@c. the
sole. dintim,tiq# being that one was a Tate nxiﬁg‘pm“d»
: i.ngihila. the other was a general valuitim;pmuamg of
a telephome utility., The ruling was mads. in both cases
that 'ﬁiie fanum of the Comuiesion to give any miaﬁt 16
m&na wmern under tho statute was not o dsprivation af
prope ffff"ii[if ‘

without due ;m;msa of lav in contravention of
the t‘aﬁeml and State Constitutions. The supreme awrt
of Wa.ahwgtan distinguished betw«n the deoisions fm k
ather atawg holding ggawg congern va lue necessary by
;mmung out that such states cud not have statutes pw
seribiog the rules by which the pmpcﬂy of utilitien
should be valued and the regulatory bodies ura:, thom
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fore, left free to adopt such rules as would butgmne@ﬁ
with the justice of the state, whcma!m ﬁammgtan‘th
statute 4id not leave the Department m* oourt free in
this respect, The emrt stated rurtherx Whethn this .
d1ffery noe will be xmmea by ihe authariktin court. n

mzms yet far mzemimtwn. But uatil S.t is s0 detor~
mznea we feel constrained . w fonaw the shtuta.' Cole

1;: a case in thi.ch the eut of danlm pesraami
had almyu been cimrgmi w opemtmg sxaam, the. mm

emglny“a‘ aalarua. pmvimeiy ﬁha.rged o awuttag dsx-n
penses and recouped through revemues derived from rates
paid b}r consumers, shauld now be mpit&lued and mm
be ua&naa wgeinet the consumers. This treatment m&d |
reault in a ﬂupliﬁation of tmargm. against tha wmmr; ;
for mm item of expense. It was therafore. hi&d ﬂwt
this itam should not be included in capitdl account.
A&uuim goode ufg‘ Qo. vs. Laclede Gae Light Co. {wo.} ;
‘i‘ha Uissourt eamsaion bas held that m(' ahe MQ
that i&m tale of gas to mnm de for ulumzmnng Sars
sporessed is net s suffieient reason for amumu””

has &

goxag ysalua to the awtam supplying the aau for that pu
pi}‘;sa’. ‘Aluminum Goods Hfg. Co. ve. Lacleds Gas Light Co.



| »
(Bo.) :
The supreme court of Oklahome has ;.rmfmtly sustalned
the Commiscion for that etate in not making & specifie
alluwame for golng mue. The amrt mtd that the aw

mission found in ita erdax, and hmre wse no dispute in

the wmems ag to tha fact, that the g;m plant i.twolud

in thie case was in suweasful operation, and, therefeu,,,,
the cmtnaion e not zeminﬂ. to set sside 8 mnn&ts
sum as the measure of goﬁ.m value, and clted in ouppﬁ:t k{‘";
of the statmem pioneer tu‘le@h, and teleg. Co. ve. sum‘

iote: The welght of authority would appear to be

te the contary.

warkins upim anﬁ ge;lng congern value are th
referred to as part of the overhends, even in some ine
stamea by the Commissions, but, as stated by the Penn~
sylmx&a Commission, they a.rs improperly classed as meh.
Casanave vs. Overbrook Steam Heat Co. {Pa.)

The Wiscdousin emusion held that proof of going
concern value by estizates of the cost of reproducing the
bueiness was not conolusive in showing the existence of
& ‘mlu& separate from, and in addition to, walues in the
#hyaidél property, slove m’“ wethod was one which would
show a golng wmern' éast. even though the business wexe
uupmﬂfamg; in fact, even though it could never be
made profitsble. 4arinette ve, Oity Water Oo. (limy)’

Tae mothod used by the Interstate Commeroe Gmtmn



o nmlhd,pr&w to June 30, muﬂ {oonslstuting the ik °f

o0
in mk&ng the Bt. Louise and 0'Fallon m'ur vaimuom
for mm, iezl, 1923 aad maa, eurmlad by the U, 8,
Bupreme Court as not giving due weight to repraduction -
eost new less dapreniutmn. was substantially se tu;unt}

(1} Ml phyai.ml gmgem unite {neopt land) ine

~ the n perty) were mhod at mpra&nnuw aasta nn 1”0
Mdapmuﬁam as of mu, naing Pprices ukieh rﬁpm”ntwa
a fairly consistent prwe lenl for the t‘iw M tan yns,
iing ;wu (mm wm hammﬂu be &oaismtad "

fs'f‘ém Mnem the gemux numa construction mu
"level m.a not changed gmta.y mxva a aamxunm.a m
ber of ymm prior to 191.&, the ulna assigned this paxt
of the mumr property is ayymmmlr equal to tm
*prudent investment® theusn. . ‘

o (3) Al physical property units iaxupt land mmxw
ed betwsen July 1, 1914 aud June 30, 1929 during whieh
dates prices fluctusted greatly) were m«m at reprodupe
tion mgtn new less depregistion, on the beeis af:un_&t
‘prices equal te "1314 prices" plus eums representing pﬁn‘[‘
lmzmaau for the unml yeau over the *"1814 prices.? |
o Notes Since the prices ured for this part of the

~ Property approximated the actusl sosts year by year the
value aseigned this part of the rgllvay property is alse |

- approximstely equal to the *pwdaz@t investment® therein.



or
(3) A1) physiosl property units (exoept land) ime
stalled aftesr June 30, 1618 were valued at sotual book
sosts new lese depreclation,
rs'ewg The value aosigmﬁ this pert of the railway
am;:e” 1y is also appmxmmtny equal to the 'pm&cm m-»

wmtmmt" thamm. ,
| (4) Land was Valuaﬁ at mawont mlut, each year
1930, mzx, 1338 and 3933, aa mmwnﬁ by that of neigh~

ﬁmn m; mlue amagm thie part ar the munr |
pmparty ie ®gost of rupru&wtionﬂ (there 1s he mmm
tion .1a?'-¢'1am}, not the “pmdam investaeat' %hemlm .
ﬂkm m#&tmn mmn in the mmruy opinma of the
United Blates Supreme Court 1n overruling the 8%. Leuds
ama Qfmua rallway mlmtiam made by the Interstate
aomcme Commiesion for t‘!m ymn 1920-31923, maiuaiw,
on the grwm& that due weight was not given %o mw% :
tion costs new less &epmiatian, is etated i'auy in tiu
amnmm as followey ' |
*?angmph 4, seotion 15, directs that in determine
ing values of railway property for purposes of recapture
the aéhminwn ‘shall give due consideration to all the
slements of ul‘ﬁt recognized by the in of the land for
mt&ﬁﬁw purposes, and phall gzu to the property ine
vestment mocount of the omrriers only that congideration
_ which under such law 1% is eatitled to in establishing
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values for rate-making purposes.’ This is an express come
mand; and the carrier bhas clear right to dumand~aamp&1un¢o
therewith. United States ex rel. Kun:aa'aity‘ﬁoutharu~
Rglway Co. vs. Interstate Commerce camminw&an. 353 U, 8. :
178. ;;: | ‘

&Lamnata of ?aluq @gcogniacd.by lew
"xho elements of value renagnixad by the law of the

land fer rate~paking puzpaaea* have been pa&ntedzﬂnt ngnw;;
txmes by this Court, amyth Y8, Am&st 169 U. 8, 486; wszufi'
cox ve. eousaltﬁatad Gas Ga‘, 212 U. 8. 19; Rilnnesota
Rate Cases, 230 U, 8. 3sa; sauthtustern Bell Tcloghan@ ﬁa. '
ve, Publiec Service Qommxcuian% 363 U, B. 2763 Bluetiel&
Water works amd Improvement Qo, va. Public servxca annaxwu,
sion 36& G. 8. 679; McCardle vs. Knd&anap&lin Tater 004, f;
878 U. 8, 400. &mang thsm i the present coet of cnaatxnc»
tion or xayxadnatlcn.

'ﬁe hold, horaver. that the basis of all aalanlation&
& to the reaaonablensaa ¢f rates to be charged by a cope
peratiaa>maingninxng a highway under 1eginlgt1vp nnuwtaoa
must be the fair wulue of the property being used by 1t
for th& convenienos of the public. Asnd iz order to uuacm»
tain that value, the arigtaal cost of gomstructon, the
amount and merket value of its bonde and stook, the pre~ i
scn£~aé compared with the origimal coet of construstion,
the probable eatnxgg‘gggqaity of the property uader pan»v7k
tiau;ar7mataa prescribed by stautue, and the sum required
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to meet operating expeuses, are all matters for econsiderms
$ion, and are to ve given such welght as may be just and
rxght 1n'adah cage. %e ‘do not gay that there may not ba
ethex matters tc be’ aqgaraeﬁ in estiaating the value of
the pxnparty. What tbe company is entitled to ask 1s a "
fair return ugon the vnlue of that which 1% employs for ;;‘
the puhxlo ¢ananienaa Qn the other band, what the ydbm
\ o demand is that @0 m#Te be exacted from
it fer tha ua& of & yuh:ié hzahvuy than the aervian; ran-

aerad\hy zt are raaaenabzy wnrth¢

?raaent Coste xsaentiul ia Eatimata of razr aotuzn -

In seuthwaatern Ball ?eleﬁhonﬁ ¢o. ve, Public 3&:@3»4 
ﬂammianion (287) we snxd: "It is lmpossidle to aaqartainf‘
what will amount to a fazr return upon propsriies énvntc&f:
to pu@l}@ service without giving consideration to the N
o8t of'1a§ar, supplies, eto., st the tisme the xnv¢5t13w~7 
tion ia made. 4n hanaat and intslliseat foresast of the
probabla future V&luaa made uyaa e view of all the rele~ .
vast circusstunces, is essential. If the hizhly importe :
ant clé&anx of present coste is wholly diesregsrded sush &
!orncast becomes izpossible. Zstimates for temorrow aan~ 
not ignore priges of to&ay» _

fhe doctrine above stated has been consistently ade
hered to by thie eourt. SRR AL S TR

The repors of ﬁha-@aﬁﬁtsaﬁﬁn is 1ona:unﬂskxuunan#m§.

tive. Much of it is devoted to gemeral observations relae
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tive to the method and purpose of making walustions; many
objmtwa ;go urged to dectrine approved by us} and the
mmrwuty M another view 1s stoutly asserted, It mm ’
fully refreins from stating t&mt m consideration whate
. ever was given to present or reproduction costs in estim~

| lntine %ha whm of 'chq mnxu*a pmpem. rwr éiaun*&-;”
“ “iua ﬁmtusamw ﬂwium that mpm&uc'bmn conts nm

‘;‘ mt annsmaudg aad the raport iteelf wonmms tbcw va_

| m of the majority avew a 1ike am:ntamm of the mna
'wrmad. , \ | : .

'rk« ﬂbuﬂanz t‘mn the dianmmg apiumn M’ mmun |
ummr mu,. oamurred in by three others, wmmuzﬂ'
kdcwxihou the astion of tm camhn&m;
¢In order 10 determine the walue of the a*rumn pro~

pn‘hy dewta& to carrier service during the recepture
periods, ten months in the year 1930 and the ysars 1931,
1933, and 1923, !ke start with & waluation or inveutory
date bf;mm 3, 1919, The unite i.n existence on that
date are known. ericam cost c: the mura property san
zam be ascertained. As to- ‘the mm&a amu we atﬂmteg;
the mﬂ GR rﬁpmaueing them in their wn&itma on that
aate amd m 80 doing awxy to t&w unlta iostalled prior
| ta June 30. 1934, zhn unit prlcea of 193.&, mprcsmtmg a.,f_.
tairly consistent price level for the prmms five oxr
ten years. To like units, iastalled after June 30, 1914,
and prior to June 30, 1919, we apply the same prices, ut
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udd a sum represanting price increcses on those unite
dnrzng that period. For the third period, from June 30,
1918, down to each recapture dete, we abandon estimate
and turn to recorded net cost of sdditions lees retire-
mants.. On this aomposlte, made of estimated value fox

two periode and asoertained net cast,fnr the third per<

i iod, the majority base a conglusion aa te value at re- i
Q&Qture date of thq»manmmpa@ iteas. Lanﬁ goes iu st lta 2
wurrenm valuc a8 maqsurea by tbat of aeighbariﬂg laads.,,;i
1theut summarizing tba athar processes, all ﬁlﬁatﬂi;
iy atated in the aajority rap@rt, 1t will De absarvad th&&?
the rate»makia@ value azwived at for the suocetaive T~
aaptuze pﬁtiode, ag far axamplg the year 1923, resta uman i
1923 market value of lanﬁz, coets of other property in- _j;
atalled gince June 30, 1319* unit prices of 1914 cnh&nmua ;’
by allamme for increased cost of unite installed during f‘
June 30, 1914-19019; and, for the units ingtalled prier
to June 30, 1914, amnatituting by far the major part of
the pr@per%y, unit prices af 1914 without aany enhaneamoﬂt
whatever., Az to this magnr part of the carrisr's property
devetea to carrier gurposes in 1923 no ¢onsideration im _k
given/ta costs and prices ﬁhen}obtaining tr to increase -
therein since 1914.8 | |
!n the exercise of ite preper function this Geurt hat
declersed the law of the land Qanaerning valuatzona for
rate-making purpoees., The Gammxssian»distggarﬂe& the ap~  
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proved rule aud has thereby fuilqd t0 diecharge the defins
Ate Guly imposed by Congress. Unfortuustely, proper heed
wag deuied the timely adzonition of the\minarity*~’$b¢‘
function of thise eammisaian is wot to act as aﬂ.arbitér‘ 7
in cceuowics, but ag an agency of ﬂonarann. 0 apply the i
law‘af tae land to facts aevelayad of raaaré in matiers .
aomaitted by Gangress &o our ;utis&latian, | .

© The question on mh.teh the Comaission divided is mm;,}
Ten seeking to asoertain the valus of ralirosd pzepottyi;i

tor reaapturu purposes, must it 5ivo considerstion to
current, or repreductiau aauta? *he welght to be aaagzﬁw
ed thereta is 0ot the matter bafore us. . No doubt thaxu
are some, perhape wavny, railroaés the ultinate value ar o
which shaul& be placed far belaw the pum neeeaasry fer zowf
yrvduetian. But canarﬁsﬂ has airaeted thet values' ehall
be fixed upen & aensideration ax present coste slong uith |
81l athar pertinant Tucts; and,thxs wandate must be eberw_,
,I£"waa aaamsd;uniééoésaxy by the Court below $o dé*‘fi
termine~whath3r the Conmiseion obayed the statutory dirovﬁ
tion téuahiag Valuatione since the order pemmitied the :
Q*Failon to retain an dugome great enougb to negative any
cuggsntzaa af actual ecnfiseution’ ¥ith this we cannot |
a@rea,i»whether the Commission acted as directed by Geék  _
sreasyigs the fundamental question presented. If it 4id
not; the action taken,~b@1hg'bayand'the\autharixy granted,
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wae invalid, 7The only power to make any reeapture order
arose from the statute. |

The judgment of ihe court below must be reversed, A,,
do@r’t will be autorod.harn aanuliing the ghallenged erﬁct.
Revdraad.

It will be noted that tha najnrity opinion of the
ﬂnitcﬁ Sﬁutat Supreme eeurz dees uot stata how auah amis‘h__i

wuet ba given to zaprcénetian ecata, ether than to quote ? 
the wula of Buy%h vs. Ames that all facterm uttastzng
value muet be "given euch weight as is just and right in tf
each ¢ase.* The npxniau in the 0'?&11@n case states ﬁhatz

- *Q&u tc&ght to be accorded thersto is not the aattar
before us. No doubt there are some, perhaps many, raile ;
roads the ultimets valu& of which should be ylaoed far h&u
leu the Bum Deseesary for reproduption.®

In the minority opinion eritten by ur, Justice Sxaaﬁv

aia, rufarenaa is made to footnotes giving some xnutanaas
of actual sales of railway properties in w-ioh the motual
aalon‘valus proved to be far below the reproduction costs

less depreciation, es follows;

R Probable Approx. Value
Book‘Ccst Reyroduction by aetaul

PooliTlc Txtenslon

akgﬁam ﬁtt pq R’t . 339?.900, @EDQ,. ;“agm;m*
,i_‘ J ,, , _‘v’_ ¢ tﬁn .' »,‘M ‘v:hm“ : s

\Scld tm Henry Ford.

Ao 1830
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Kas. Uity, Mexieo and ~ Ovearese  Opoprer
Qﬂm a;r.xm Figures ﬁav.m.m m.m; nc.mw,m

*Epnat sash price fixad hy cours in !ore@laaura prom
aoeainge

1

lue 78 stated by Mailway Age;’iﬁlﬁ,mo&“&
to $m,cm.m BRI T e e

***Actual sales pytee 1nc1udad aaa m lea ar railway:ﬁ&
‘}in wexiue not 1nn1nd&d 1n thu b@@k and r@yrodnetlon cos -
- figumm o . . | |
| Hate: éuatice Etand#ia &180 c&liéﬁ atténtibn’ﬁo;théa 
autheritatlen“by the I.e,é; 6! the abandonment of 4,049" 
miles af rallway in 19a9~1@?e, the value of whioh befbra :
uhanﬁanment " s ﬂanlfeatly only & amall rrectien of tha
rapraduot;on aoats new 1863 depreoiation.

¥hile the argument of Justice Brandeis in aitinek
the aB@Vz cases wne directed sgainet reproduction cdets
new less éspraaiut&oa as a2 basie of valustion, it aeama te
the writer that they weigh equally sgainst *prudent {ne
vestment® as 2 bacis of valuation, end that they go far
to jmtify the rule o:t Smyth ve. Amee that "such waight )
as is juat and right* must be determined, not by farmmba -
or fixed rule, but by ﬁeund Judgment in Yepch ocase.® |





