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Decision No. _@_9_@1_ | _ R . QE% r\ﬁAL

PUZLIC UTILITIES CCGLXISSION OF THE STATE OF cpiz?osae-'m

In the Matter of the Application of

SOUTHERN PACIFIC MILLING COMPANY,
a California corvorat;on,
.l‘

for an order auth zinqhthc issuunce
of shares of pref rcd andé common
stock pursvant to the merger of
applicant and Pacific Cevelopment
Corporation, a Deleware corporation.
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No. 28137
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MeC utcne:, Ipomas, latthew, Griffiths & G;e@ﬁa,
by Ropert M. :rgx , fox app icant. '
M. A;_:itzp@zaﬁd, Tor Zrnest Vollmer, aAgent for

Planters 2ank and Trust Company of Eopkinsville;
Kentucky, trustes for owner of‘stocx of South-
ern Paeific ililling Com pa“J ‘

Baymoné v Prick, in'prop" a peraona.

Q2ZLELQ

This application l.VOlVGS the mer ger 2UrsSUART TO the
terms of tre merger agreenent Siled as thiomt_"d“, of Pacific
Developxent Corporation and Southern Pacific“millidg Comﬁany;’and
‘the issue. of‘notes and stock and the as<umation of lraeotednes,

by. Southern Pacific, .;lliﬁg Company, tae: u*v&vini corporation.

Swie

The Pecific Development. Corpor a‘i i{s & corpOMation
organlzed in 1946 under the laws of Delaware for thc purpose of
acquiring shares of common stock oI Southern Pacific Milling
Company. Pacific:Developmenz.Corporatio“-nau acqu;rea from
various'stockholders R7,790.snares of“thé-ou;Stan&iﬁg-stoékVOff
the Milling Company,. at-a cost’of $694,750 of”at;an“avérage cost

of $25 per:share.' As of December 3%, 1546, Pacifi&‘Develépmenf'
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Cormoration reports assets and liabilities.as follows:

ssevs
O*ganization expense k] 760.34

27,790 shares commen stock of Southern Pacific ,
Milling Company at cost. . 694,,750.00

Cash o ‘g,,zg.éé.

Total assets §712i720;00“'
Liabilities |

~Common stock (50,000 shares of:the par value of | \

781 each) . .$.50,000.00

‘ Preferred stock (11,250 shares of the par valu

. of 820 each) .+ 225,000.00

‘4% note due Bank of Manhatten Company of New York 444,750 00

"Accrued interest.on note A 8,185.00 -
* Deflcit ' : i

Total liabilities L $719.750.00

‘To obtain funds to pay for(the-27,790,shéres of éto¢kgof
" Southern Pacific m;lling"Company, Pacific Developmentzpérpdra;;on
" received $50;600vfrom the sale of 50,000 shares of: dts common.
stock, $225,000 from the sale of the 11,250 shares of 5% cumula-
tivé\preferréd‘stock, and borioWed,$444,750;from tae Ban.of
"Manhattan Company.. The loan iz represented by a 4% note, due
Janvary 31, 1947.7 Its peyment is secured by tne deoogit .of the
27,790 snares of common stock of Southern Pacific Milling Company.
Doth the ¢conmon &and prefe:red.shareé ofAStock issue@_by‘the |
Pacific De#elopment'Corporation-are owned_by;I.'M; Evans, X. R.

Simpson, Jr., and members of their famflies.

Southeranacific‘Milling'Compény;is a corporation

- organized under the'laws;df.California.;:It;is éngaged.in,the
b&siness’of'operating'public'warehouses-anthhe businessgo: ser-
" vicing and meréﬁandisﬂng.various products in the Counties. of

- Santa Clara, lionterey, Ventura, Santa Barbara and San Luis Obdspo,
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California.- Fbr.thb fiscal vear ending May 31, 1946, it had.a

gross incoze of’ $5,706,272.94. Itsfgross:incomé from warchouse

vusiness amounted to $333,715.43, or about: 5.84% of its total.

gross income.. Its net incohe after: taxes for the yéar:amounted~

to $153,639.82.- For thae six months. ending Noveuber 30; 1946, the
- company. reports’ a net’ income off $81,764.82.

As of Novemver' 30,. 1946, Soutnera Pacific Milling.

Company reports  assets and liabilities as follows::

+ +
gsets

Current assets \ - $1,392,868.56
Cash $  13,611.61
- Notes and accounts recelvabdle 568-869 74
Inventories 8x0,3§7.g;

. Operative propertj ‘ ' 773,869.177
Land , 99,899. 27.
Buildings’ - 792,584.89
Machinery and- equipment: 88@172 08
Sub=-total l 776,656.24

Léss acerued dooreciati0ﬁ 7o7 97
- Net | 773 ,839 17

Nonoperative property : R22,465.73
Land, : 14, 077 69
- Buildings . 36,2?8 30.-
- Sub-total 41 005 99 ‘
Less acerued  depreciation :
~ Net 22,465 7} ,
Investments’ 40.00

Deferred charges . . 43,217.43
- | Total assets _ 2.232,460..

Liabilit e°

Current 1iabilities 8 472,752.00

Notes payable ' $140,000.00

Drafts payable : 52,318.38:

Accounts payable 121,914.32

Accrued taxes ) 155,598.14.

Other current Liabilit ies : 2.92C.66
Mortgage payable S : 75.00
Reserve for contingencies ‘ 52,900.00
Deferred credits : _ : 875.00
Preferred capital stock: ‘ : 163 #480.00
Common' stock - ' 66 200 00
Surplus arising from apprecidtion 17,838.51‘
Surplus’ earned 908,340.38

Total Ifabilities 232,460,890

-3
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Southern. Pacific Milling Company has enguged upon an.
active campaign to' sell propertieé for whica it has no further
need. They consist of warehouses, the operation of which has been
abandoned under Commission autnorization, industrial cites, resi-
dentizl lots, land, coﬁtages and dwellings use&‘by‘employees.‘ To
December 31, 1946 the company *ealized:**og fhe sale of-proger-.
ties $143,400, which properties were c"**ied'on its books at
$28, 810. Thc proceeds frozm the sa le of the prone*tie,, together
with other funds on adnd, were used to rcdeer the comodnj'c out~

nstanding.7% cumulative sreferred stock. Z. K. Simpson, Jr.,
president of the Miliing Company, testified that the cozpany
should realize at least an additionzl sum o£18155,000 fron the

sale of'nonoperative propérties- Thié money would be used to pay

in part thc bank loan, to which reference is maée hereafter.

Southern Pacific L il;ing Compdny has now outstdrding
30,810 shares of common stock of the par value of $20 each. The
‘apgregate per value is $616,200. As said, the Pacific Develop-
-ment Corvoration owns 27,790 of such shares,,leaving'B;OZO shares
ovmed - by:oxqors. Zowever, T. i. HVdns and £. R. Sﬁmpson, Jr.,
both owahom are stockholders of Pacific.Devclopment Corpo“a ion,
own 1,025 shares of the 3,020, leaving 1,995 held by othe..,.' The
téstimony shows that Pacific Development Co*poratioa DdS offered
to acquire all outsta.ding cormon shares of the Southeranacific

Milling Company at $25 per share. “

ftrﬁs.p#oposed to merge Pacific Developmentlcdrporat;on
into Southerh Pacéfic milliqg Compeny, pursoant to the provisidns
of the agrecment of me*gnr on file in this proceeding as Exhibit
"Cr. The Southern Pacific M1Xling Company, under this grecment,
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will be the surviving corporation. ané will gssumethe liabllitles
of'Pacific'Development‘Cd:porétidn;itoawit,‘the:$444,750 note |
payable td the Banx‘of-Ménbattan:COmpany: The Bank of Manhattan'
Company has agreed 'to'extend -to the.Southera Pacific Milling
Comaany a'credit'of £500,0¢0, 344457501o£ which‘woulc;be used to
refand the assumed zndebteqnea,. Tbe-$500*000 léanﬂis payable in-
semi-annugl-in tallmcnts ef $50,000, and. be4rs incernqt ¢t the
rate of 4% per annun.- The boutner; Pacifi illing Company would,
also*ié°ue'$?25 500‘nar vaiue'ofia% noncumulative preferred stock.
in. exchange for uhe £225,000 of 5% cumulative. preferfedJstoék;
iusued by Pacific Development Corpo.¢tion, and 34,434 spheres of
common stock in excbange for ghe 30 810 shares of common SLOCK,
now outstanding. Of‘the snares of common stock. to B lzsued,,
27,790 -shares would be ifsued to’ Paciflc Develoomcnt Corpor&“ion
in uxchdnge for the shures of stock it now ovns and 6, 644 shares
would be issuec in exchange for 3,020 ghares Held by others.

The tcutimony shows that bcfore the merger tne 30 &1o
shdres of common stock of Soutqern Pacific Nilling*Compqny have a
book value of bso 06 per share. Afte* the me*b r, because of the
assumption of the 8444,750 of 1ndebtecdness and issue of $225,000
of preferfed.stock, the 34,434 éharesléf'common'stocz‘which _
Southerh Pacific Mf1lini Company would Essue would have a book
valae of $25.66 per shareQ Stoékhoiders other than Pacific
Development Coroo*¢tion now hold 3,020 shares, or 9.8%, of the
tot conzon tock. After the issue of 6, 644’°: res to thexm in
exchange for the 3,020 shares they would hold 19 .3% of the total
common stock. Apo‘icant i, of the opinio - at thc increaae in

tne ecuity owners hip on the part of tae minority stoc&holaers
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represents not- Less than-a falr. and adequate consideration for
any detriment.to nolders: of. common shares. of applicant resulting
from the assumption. of:the. indebtedness of Pacific levelopment™

Corporation.

Upon—consumma§i§n“ofzthéfmerzer.agreement;.Soﬁthérn'
Pacific Milling éompany will ‘nave ‘veceived 4n cash from Pacific’
Developzent . Corooration about: wlz OOO.- According to the testi-.
mony 4t will receive no additional physicel assets ‘or bqsiness

outlets.

Soutktern Pacific Milling Company would become liable

for the payment of 3444,750fbfiindg§§edness~incurred by the:

Pacific:Develcp~ent Coroor&tioﬁlandffgr <the serviéingﬂof'$225;000
of L% preferred utock which would be is¢ued to refund 'the -

¢225 OOO of 5% cumulativ; pre¢errea stoek issued by the Pacific:
Development‘Corporation, Tne dividend on the’ 4A-p*cferred stoeX -

' is:noncumu;aﬁivegif not earned.. The cebt and preferred stocx’
‘would have a“prionfclaim-upon.the Southern Pacific @illing Com~""
pany's assets:and{earnings, .While‘the Pacificx&eveldpmeﬁt'Corporé
ation,,whiéh.owns-27,790-shares,of‘the'outstqndingizo,élo»shares"
of SSuthern»Pébifi;-Mill;ng,Company stock i5:n favoriqf.éomplet-j
ing the merger agreement,:some»minbrity stockpdlders‘aré-oppo#ed"
to cuch action. They feel that. they. should not be called -upon’to*
contribute o -the paymeﬁt»af an'indebtedness~wﬁich was not 4n-
currcd for taeir benefit. - While the ‘minority stockholde may
nave an ,adequgte remedy at Llaw to nrotect their ri hts, theé Com--
miSsion is called upon to autbo*iac Soathcrn chi‘ic M‘l*ing
Company to assume zn *ncebtednegs and issuc 2 note. ant .tockd.re-"

sulting in the refinancinz of the company's’ oropcrt;ey. Ia our
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opinion, no adeguate showing has been nade that warraﬁts us to
make & finding that the refinancing of the Southern Pacific ﬁill-
ing Company propérties, as'h réig éro;osed; is necessary and In
the pudblic interecst. It'appears to us that the compaﬁy’is not
receiving an adequate co;sideratioﬁ for the assumption of the in-

debtedness and the issue of stocks.

ORDEER

The Commission having consicdered the evidence submitted
at the hearing hat¢ on this applicetion before Examiner Funkhauser,
and 1t being of the opinion that the apblication should. be denied

for the reasons stated in the foregoing opinion, therefore,

IT IS FEREBY OADERED that this application be, mnd it

1s hereby, denied.

Datgd.an San Frs , California, this 1lth -
day of February 3

- Commissioners:




