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Decksion No. J F70)7 .

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
PEERLESS STAGES, INCORPORATED,
& corporation, to purchase the out=-
standing capitsl mtock in Auto Tran-
8it Company owned by O.A. Moon, ' Application No. 13808
Je Se Nickols, C.I.Simonds snd George »
E. EigSina ™

In the Matter of the Application of
PEERLESS STAGES, INCORPORATED,
& corporation, for an order authoriz-~ .
ing the issue and sale of its capital Application No. 13837
gtock.

Harry A. Encell, for applicant.

BY THE COQMMISSION:

OCPIXNION

In Application No. 13808, Peerless Stages, Incorporated,
asks the Rallroad Commission to make its order approving a certain
agreement under the terms of which it has agreed to purchase the
outstanding stock of Aunto Tramsit Company, and aunthorizing the issue
of notes as hereinafter set Lorth.

In Application No. 13837, Peerless Stages, Incorporated,
asxs the Cormission to authorize it to issuwe and sell, at 80,3150,000.
of 1ts eight percent cummlative preferred stock and to use $75,000.
of the proceede to finance, in part, the purchase of the stoock of
Auto Transit Company, and $45,000. to pay for additionsl equipment.

 Both Pewrless Steges, Incorporated, and Auto Transit Com-
yany are engaged in operating suto stages for the transporfaxion
ot ﬁasaongers, baggage and express. In general, Peerless Stages,
Incorporated, is operating bdetween Oakland and San Jose, and inter-
mediate points; Sunol and Newark: Ssn Jose, Aguew and Alviso; Sen
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Jose snd Santa Cruzx vis Log Gatos and Alma, and via Big Basin; and

San Jose and Campbell and Loz Gatos. Auto Transit Company is oper=-

ating between San Francisco and Santa Crux via Los Gatos; Santa Crus
snd Salines and Watsonville; Castroville and Monterey; and Watson=
ville and Hollister.

The record shows that on May 3, 1927, Peerless Stages,
Incorporated, and O.A.Moon, J. S. Nickols, C. L. Simonds and George
HE. Higgins, the owners of all the outstanding stook of Auto Transit
Corpany, entered into an agreement whereby Peexrless Stages, Incor-
porated, agreed to purchase, for $150,000., the omtstanding 341,310.
of stock of Auto Transit Company. TUnder the terms of the agree-
ment, payment has been ox will be made as follows e

Upon Bi@i% °£ tﬂe agreementn cnssssssnee -Qs 000 .00
Witain fifteexn days aftexr signing of

tho comsﬂion's Ordﬁr. PEPPRP PR EETOES 36 913 60 T
341,913.60
Balance as followa-

To Geo. H. Higgins.in monthly in-

stallments 02 $919.10 .ceeeeecccces 33, 087.60
To O.A.Moon, in monthly installments .

Of $919.10 LR 0 R W IS B L B A N R X N RN 33'087.60
To C.L.Simonde, in moxnthly install-

menta °£ -;?919.10.......-....-.--. 33’087060

To JeSeNickols, in monthly install-

ments 0f 3326.80.cccccccccccccnee 8,823.60
108,086,400

Total....'..........'.'.-..—"‘- gm l.

The payments to the three largest stockholders, George H.

' Biggins, O.A.Moon and C.L.Simonds, are payable over a period of
thirty-six months, and those t0 JeS.Nickols over & period of tweltye
four months, deferred payments in sll cases bearing interest at the
rate of seven percent per annum. Under the agreement, Peerlesas
Stages, Incorporated, has the right at any time to pay the whole
of the remainder of the principal sum remaining unpaid, or any part
therecf, in greater installments than those specified in the.agreomont

and indicated horein.




The agroement further provides that when the total payments

made by Peerless Stages, Incorporated, aggregate the sum of $125,000
or more, the stock of Auto Transit Company chall be delivered to it
upon the execution and issue of three promissory notes, one paysble
to George H. Higgins, ome to O.A.Moon end one to C.L.Simonds, each
in ax smount equal to one-third of the then remainiﬁg unpaid balance
of the principal and each bearing interest at the rate of seven
percent per annuwe snd payable in monthly installments of $919.10.
These notes will be accepted dy the three individuals as fnll Pay=-
ment for all sums remaining <ue¢ and unpaid.

In support of the request Joseph B. Held, president and
general manager of Peerless Stagau; Incorporated, testified that it
was proposed to manage the Auto Transit Company line with the same
set of executives now in control of the affairs of Peerless Stages,
Incorporated, and that in his opinion the scouisition of the stock,
ac outlined herein, and the oonsolidatibn of the two lines under
one Joint management would result in economies in operation in ex-

.cgss 02 $14,000. a year. He testified further that in his opinion
the transaction would bde in the pudblic interest in that on the pore
tion of the routes where duplicate sexrvice is now given, namely:
between Los Gatos and Sants Crus, schedules ocan be asrranged so as to
gilve more frequent service than at present. | _ | i

To finance in part the cost ¢of acquiring the stock of Auto
Transit Company, Peerless Stages, Incorporated, asks permission to
issve and sell preferred stocke It appears that recently applicant
has amended its articles of 1ncorp6ration 30 88 to provide for an
authorized issue of $1,000,000. of stock, comsisting of 1,000,000
shares of the par valme of 31.00 each, divided into 500,000 shares
of commonm stock and 500,000 shares of eight percent cumulative pre-
ferred stock redeemsable on any dividend psyment date at 110 percent
of par valme. It proposes at this time to issue $150,000. of the
preferred stock;'to g8ell it at not leas than 80 pefconx of the par
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value thereof and to use 345,000. of the proceeds toc pay for new
squipment and $75,000. to meet in part its obligations under its
sgreement with the stockholders of Auto Transit Company.

| Applicant reports thet it has made arrangements to purchase,
for 35,833.30 an 18~-passenger Fageol safety coach, and, for $27,166.80
three 29-passenger Fageol safefy coaches, & total cost of $33,000.10.
In sddition, the testimony herein indicates that withinm a fow months
another unit of eqpipmeni should be soquired for the Peerless 3Jtages,
Incorporated, routea and also one for the iuto Transit Company routes,
The showing a8 to the expenditures of stock prooeeds for new equip-
ment, ir excess of the 323,000.10 was not definite, however, and the
oxrder herein will provido that no proceeds may be expended for this
purpose, over and above the $33,000.10, unfil anthorized in supple-
nental orders. .

In considering the request to use stock proceeds to finanoce
in part the cost of the Auto Transit Company stock, we believe that
reference should be made to the assets and liabilities of that company.
Its last anmual report to the Commission shows the assets and lia-
bilities as of December 31, 1926, as follows;=
ASSETS:

Property and equipment . « . « « . . . 388,757.16
caSh * » - - - - . - - - - - - = - - - . 7,180.%

Acconnts recelvable .« . + <« ¢ ¢ o . o - 60461
Special deposit « o ¢ ¢ 4 4 i . e .. 2,400.00 )
Totﬂn0000.¢.....Q... 98 398'00
LIABILITIRES: ;
Yotos payable « « ¢ ¢« ¢ & & o s - & 3 3,500.00
Accounts payable « « ¢ o o 4 o . . 2,420.00
Reserve for taxes « « & . . o . . 4,457.65
Reserve for acorued deprecistion . 34,889.71 - '
S'Rb-tot&l. XY RN N $45' 267.36
Net worth: _ _
Capltal stock « « = = ¢« ¢ & .« . 41,310.00
SurpluSe o ¢ « o o o 6 o s s 0w 11,820.64
Sub‘total.....--o.o S 53 130064
TO"&&I......... ' \!E93:398.00
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Tne Commission does not look witk favor upon the iasue

of eignt peréent cumlative preferred stock at eighty pexcent of its
par value. The order kerein will require that such stock be so0ld

for not less than par. L to the use of the proceeds we believe

That ths company shotld be swthorized to wse mot moxe thew
$53,130.00 4in payment for the S‘t:ock of Auto Trapslt Company. Loy
paymente made in exceas of this amount must be obtained from the
company's surplue or stockholders snd charged to applicant's
corporate surplus account. '

The order sought by these comsolidated applications
represents steps preliminary to the absorptiom of Entq THensit
Company by Beerless Stages, Incorporated and their considerstion
cannot well be divorced from the next logical step, which will de
an application by Peerless Stages, Incorporated to take over the
Propexrty and rights of Afuto mransitICOmpany.

The most casuwal reading of the opinions and orders of
this Commission shows that there has been going on of late & pro=-
ce8s of consolidation of auto transportation companies. Soon the
state will be served by a few of theae major companies. |
Gradually, and in the not far distsnt future, they will take their
rlace as an essentisl part of the transportation system of the state
and there will come the usual ratc proceedings as with the Iargof
and more matured umilities.

Here 2eexless Stages, Incorporated, througa the acquisi-
tion of stock of Amto Transit Company, is paying $150,000.00 Lox
the stock of & company whose balance sheet indicates a net worth of
$53,130.64. It is perfectly odbvious that the difference between
these sums repreéenta 8 payment made for the so-called operative

right or other intaunglble property of the futo Transit Company.




"Operative righis" do not constitule a class of property
which should be capitslized or used as an element of value in
determining ressonable rates., aglide from their purely permissive
aspect, they extend to the holder a full or partiasl monopoly of &
cless of business over a particular route. This monopoly festure
xey be charged or destreyed ot any time by the state which is not
in any respect limited t0 the number oX rights which mey be givens
The Commisgssion at the early stages of the developmernt of this kind
of transportation. should be extremely careful not to lend encounrage-
ment to the idea that these rights possess g substential element of
value, elitker for rate ZLixing or capitalization.

If the Peerless Stages, Incorporsted pays $150,000,00
for the stook of Auto Tramsit Compaly, @96.870.00 of the purchase
price should be vald out of the company*s suxplus which night otherwise
be’ - diverted to the stockholders in the form of dividends.
If the stockholders dosire 1o malke such & contridbution to the
6orporation that is their concern, but it is the concern of tkis
Commission to see that the pudblic patronizing the utility is not now
or in the future called upon tb pay this asmount or interest upon

it, directly or indirectly.




The order herein will regquire the Peerless Stages,
Incorporated‘.' to file with the Commission before the order becomes
effective & definite and unqualiZied waiver of any right to claim
sny valve of this operative right, either directly or indirectly, as
an element of good will, going concern value or other intangible '
value. |

Moreover, the oxder will require the vendors of the _
stock to agree to look exclusively to the surplue of Reerless Stages,
Incorporated, for the payment of the stipulated purchase price or
to contributions by or assessments or atockholders of Peerless

Stages, Incorporated. Under such a stipulation the vendors ocan

Lot complain If the defe of the finel poyment showld be postponed
wntil the normal and properly allowsble earnings of Reerless Stages,

Incorporated amounted to encugh to take care of the obligations.

Applications having been made to the Railroad Commission
by Peerless Stages, Incorporated, for permissiorn to acquire the
stock of Lunto T.ransif Comnvany, to execute an agreecrent and to issue
notes and £tock, & public heering having been held before Zxaminer |
Fankhousexr and the Rallroad Commission being of the opinion that
‘f:he applications should be granted, &s herein provided, arnd that
the momey, property or lebor to be procured or paid for through the
isaune of the atock and notes is reasounsbly required for the pnrpoaob
specified herein, '




I7 IS EEREBY ORDERED that 2eerless Stages, Incorporated,
be, and it hére‘bj is, authorized to purcrase the outstaﬁding stock
of futo Transit Company =nd to enter into the agreoment filed in
Appiication No. 13808 and referred to in the foregoing opinion,
providing for the peyment ¢f the sums /i.,n the amounts and in. the
manner indlcated therein, provided that any payments for sald stock
in excess of :‘;'553,130_.00 mst be charged to the surplus account of
Peerless Stages, Incorporated, and provided further, thet the pay-
ment® required by‘ Said agrecment are made in accordance with the

yrovisions of this order.

IT IS HEREBY FURTEER CRDZRED that Peerless Stages,
Incorpora.ted; be, and it hereby is, authorized upon the payment of
approximately $125,060.00 of the purchese price of the stock of
Au.to' Transit Company, to execute three promissory’notes, each in an
amount equal to one=taird of the remaining unpaid balance of the
principal smomnt, each note to be payable in monthly installments

of $919.10 with interest at the rate o seven percent per anrum.

IT IS EEREBY FURTEER ORDERED that Peerless Stages,
Incorpora.te&; be; end it hereby is, suthorized to issue and sell, for
cagh, &t not less than par, $150,000.00 of its preferred stock and
to use not exceeding $53,130.00 of the proceeds to firsnce in part
the cost of acquiring the stock of Auto Transit Company, $33,000.10
of the proceeds to pay for the equipment listed in Exhibit No. &
attached to Lpplication No. 13837, and the remaining proceeds, when
suthorized to &0 SO by the Commission in supplemental orders, for

additional equipment or other purposes as may dbe authorized.

IT IS EFPERY FURTHER ORDERED +that the authority herein




grented to Peerless Stages, Incorporated, to acquire the stook of
Auto Transit Compsny will not become effective until said Peerless
Stages, Incorporated, has 251ed in satisfactory form a stipulation
duly authorized by its Board of Directdra agreeing that 1t, its
grccessors end assigrs will pay $96,870.00 ¢2 the purchase price of
the stock of Auto Transit Company out oZ surplus aveilable for dis-
tribution as dividends to its stockbolders ox f£yom contridbutions by
or sssessments on its stockholders: that none of said payments will
bo made fror cash obtained by borrowlng or offset by its reserve for
acerueéd depreciatior; that saild payments whon and &s made will Ye
charged %to surplus snd that no value for the operative rights of
Auto Trancit Company will ever be claimed in any proceeding before
this Commission, or any court, involving rétos.

70 IS EEREBY FURTHER ORDERED that the authority herein

granted to Peerless Stages, Incorporsted, to acquire the stock of

duto Transit Company will not become effective until the venders,
of sald stock haeve £iled with this Cormmission an agreement in sgpl~
13factory form wherein they sgree #or themselves, their succesaofa
ard sssigns to look only to the surplus of Peerless Stages, Incor-
porated, or %o contributions by or asgessments on the‘stockholdera
of Peerless Stages, Incorporated, for the payment of the aforesalid
$96,870.00 and will not seek to enforce the payment of ssld sum
out 0f any other funds or property of caid Peerless Stages, Incor-
porated, and that they will accopt notes 1i any are issuwed which
on their face will refer to the above nnmyered decision so that

purchasers thereof ~will take them with notlce.




The guthority herein granted is subject to the following
conditions:=

l. The suthority herein grented to execute an agreemert
for the paxrchase o stock is for the purpose of
this proceeding only, and is granted c;nly insofaxr
&s this Commission hes Jurisdiction under the terms
of the Public Utilities ZLct and I1s not irtended as
an opproval of suck sgrecment as to such other
legal requirements to which sald agreement may be
subject.
authority krerein granted %to issue stock shall
become effeoctive upon the date hereof, but the
guthority herein granted to enter into a contraet
calling for payments as indicated in.the foregoing
opinfion shall become effective npor the rayment of
the fec prescribed by Sectiom 57 of the Public
Ttilities fLet apnd the filing in satisfactory form
of the stipulations referred to herein.

3. Tnder the suthority herein granted no stock may be
lssued after June 30, 1928.

DATED at Senm Fremeiseo, Californis, this /o =

day of Wﬁz?.

Commissioners,




