sectston so. 46015 SRIGINAL

BEFORE THE PUBLIC UTILITIES CONMISSION OF THE STAYE OF CALIPORNIA

In tho Matter of the Invostigation )
into the rates, rules, ramelations,)
charges, agreemouls, sevvices, ) Case No. 5282
oporations end wractices of )
Lawrence Warenouse Scmpany. )

Anpearancsas

Reginald L. Veughon and Willism R. Wallace, Jr., for
Lawrence warenouse Company, raspondent.

Harr>y A. Mazzera and D. B, Brodie, for Ted's
Z2oneless Feal Company, Interosted party.

Jeek L. Dawaon, Tor Pacific States Cold Storage

Warehousemen's Assoclation, Interosted parcy.

02INIQON

This procoeding iz an investigation by the Commission ox
1ts ovm motion Into tha lawfulness of corvain ogreoments made by
the Lawrence iarehouse Company relating to its operations as a
public utility cold storage warehouseman at Stockton.

The agreements in Question wero entered Into between
respondent warehousc company and a meat processing company, Ted's
Boneless Beef, Inc., for a term of ter yeoars commancing with
Februsry 13, 1950. Under the provisions of said agroecments
respondont engaged itaelf Lo reserve for the meat company all of
1ts froezing and storage facilities. In consideration for the
reservation of faclilitles the meat company agreed to supply
rospondent with a minimum of 1,667 tons of meat per year fox
freozing. Respondent also undertook to lease certain propertles

to the meat company for an annual rental eguivalent to the
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insurance carried and the taxes paid on the leased Proporty. The

rental terms, however, were subject % a condition that they would

not beocome applicable until the meat company had furnished
respondent with an aggregate of 16,670 tons of meat to be frozen.
The issues as to theso agreements are:
(a) Whether the agreements will result in devigtions,
elther directly or indirectly, from tho provisions
of respondent's tariff, In violation of Section 17(b)
of the Public Utilities Act, and

“Wnether the agresments make or grant any preference
or mdvantage to the meat company and subject other

of respondent’s warehouse patéons to any prejudice
or cdisadvantage, in violation of Section 19 of the

Public Utilities Act.

Public hearings of the matters involved were held befors
Commissioner Potier and Zxaminer Abernathy at Stockton and at
San Francisce on May 3 and May 7, 1951, respectively.l Bvidence
was submitted by respondent's president and by a consulting
engineer who was called in recpondent’s behalf. The »resident of
Tol's Boneless Besf, Inec., testified for hls company. Evidence
in behalf of the meat company was submitted also by a real estate
brolter and by a e¢ivil engineer.

At the outcet of the hearings the attorneys Sor respond-
on’ and for Tec'!s Boneless Beef, Inc; disclaimed any purpose on the

part of their comparies of violating the Public Utilities Act, and

they proposed to rencgotiate the agreements %o remove therefrom

b}
S

“rhe hearing on Mey 7, 1951, was held before Examiner Abernathy.
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any preferential or Improper provisions. Subsequently, respondent
# submitted a new agreement walch it had entered iInto with the meat
i company to supersede the previous arrangements. This agreement
provides for the lease w0 the meat company of the properties in-
volved at é rental of $750 a month and for the furnishing of
refrigerant to the company at a charge of 73 cents per ton. It
was made effective January 1, 1951, 50 as to cover the period when
the meat company took possession of the properties. Resgpondent's
president testified that the new agreement has the effect-or rlacing
the meat company on the same footing as other patrons of his company's
public utility services and that no preference as to rates, sorvices
or storage space will be given to the meat company. He also testi-
fied that hls company had adhered to 1ts tariff provisions under
the previous agreements In assessing ckarges for the public utility
services it had performed for the meat company.
Much testimeony was subzitted by the withesses to srhow tao
propriety of thne rental for the properties which were transferred
to the meat company in accordance with the lease agroeement. These
properties were described as consisting mainly of a "Quonset hut"
; which has been remodeled s0 as to be suitable for the meat company's
) ocperations. Assertedl#, the bullding has never been dedicated to
Public uso and is not included among respondent's public utility
cperating properties. Respondent's presldent testifled that wpon &
total investment in the properties of $87,076 a consulting enginecr
had developed a figure of {15,263 as being a falr annual rental. X
sald that the meat company had refused to agree to this rental,
nowever, claiming that the expenses which had been incurred in the
remodeling were conslderably more than justified and that the

building had been remodeled to a greater capaclty than was needed
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and greater %than the company could afford. The withess conceded
that the claims had some basis. He said that when negotiations were
begun 1t was ostimated that the invesment in tae building, as
altered to meet the meav company's requirements, would be gvout
¥50,000. Due largely to lack of proper supervision, however, the
work that was done was mere expensive and more extensive than
originally planned; coansequently, respondent's investqent in the
building was increased sudstantially. He testified that in view of
the varlous factors involved his company is of the opinion tha®t the
agreed rental of $750 a month, or $9,000 a year, 1s fair and adequats.
The consulting engineer who had been retained by ths
warehouse compuny to determine the rent for the property testified thas
the method which he used In arriving at his rental figure is sound,
out that 1t does not always resuls in a sound answer where competi-
tive facilities are involved. He sald that inastuch as the investmens

wes extraordinarily large for the work that was done, and resulted

in o greater amount of space than was needed by the meat company,
the fligure which he had developed is considerably too algh, With
respect to the refrigersnt with which respondent supplies the meat
company, the engineer stated that he had developed a cost of 73.95
coents a ton. 3Because of various judgment Ifactors which had entered
into tho computation of this cost Lfigure he was of the opinicn that
the charge of 73 ceats a ton which i3 specified in the agreament is
reasonably representative of the actual cost of the refrigerant.

Ihe president of the meat company corroborated the testi-
mony of recpondent's president vthat the remodeling ¢osts substantially
exceoded the estimate which had been considered when the work was
begun. Ko attributed the increased ¢osts to construction which e
asserted had been done s0 that the dulldlng could be used as a ware-

housgse should his compeny vacate the premises. The witness testified

e
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that the structure contains about twice the space that his company

2

{ needs dbut vecause of 1ts zhape the space cannot be used efficiently.
He asserted that a superior meat processing plant, tallored to his
company's reguirements, could be constructed for a lesser total cost
than that which 13 represented by respondent's 87,000 investment in
the remodeled building.3

: As to the monthly rental of 3750, the witness said his

company had agreed to that amount as a coxmpromise and that its originsal

offer bad been $500. He compared the rental figure of $750 with a

rental of $350 a month which he said an affiliated coxpany is paying

for better quarters for meat processing purposes. ike real estate
broker who appeared as a withess for the meat company and who was
qualified on the record as having considerable rental and appraisal

exporience In the Stockton area testified that in his opinion a

reasonable rental for the property in question would be ¢600 a month.

Ho appraised the property as having a value of $67,966.

It is clear from the record herein that respondent ware-
house company, by renegotiating the agreements which it had entered
into with Ted's Boneless Beefl, Inc. as ¢f February 13, 1950, under-
took to cure any defects in said agreements which might result in
wlawful practices or charges. Since the agreements have been super=

seded, no finding with respect to their lawfulness is necessary.

e

<

Al though more space than needed is furnished the meat company, it
appears that the space may not be partitioned satisfactorily to -
accommodate another tenant.

The civil engineer who was called as a witness by the meat company
‘ testified that the construction fir which he ropresented had osti-
; mated that a suitable dullding could be constructed for adbout Wik, 000.
l Wit an allowance of 9,000 for the cost of the land for such &
building the total investment would bo about $53,000.




As to the agreement which was entered inte as of January L1, 1951,
the evidence shows that 1t pertalns only %o properties gpart from
those which have been dedicated by respondent to its public utility
operations. It does not appear that adherence to the terzs of the
agreement will result in any direct and unlawful deviations from the
provisions of respondent's tariff or in acts of unlawful discrimina-
tion or preflerence with respect to the public utility properties.

There remain for consideratlion the questions as to whetker
the terms of the loase of the nonepublic utility property and
whother the charges for the reflrigerant which respondent furnishes
tho meat company are such as to result Indirectly in acts of unlawlul
diserimination or in other violations of the Public Utilitles Act.
In similar matters involving the leasing of non-utility properties
the Commission has pointed out that violations of the Public Utlili-
ties Act may occur when the terms of the lease are so favorable to
the lessee that it 1s clear that the real consideration for the
lease must be found olsewhere. The standard by which to judge a
transaction involving the lease of sucb;ifoperties is whether the
lessor has recelved falr value therefor. In thls Instance the
record is convincing that the charges for which the lease provides
are falr and do no:t unduly favor the meat company. The charge for
the refrigerant likewlse appears fair.

It appoaring that respondent's agreemeant as of Jaauary 1,
1961, with Ted's Soneless Beef, Inc. is not violative of, and will
not result in violations of, the Public Utilities Act, and there

appearing no cause for further Investigation Into the rates, rules,

M

See Committee of Albany Naval Station Veterans v. The Atchison,
Topeka & Santa Fe ngilway Co., wastera Improvement Co.. and Santa Fe
Land lmprovement (0., 40 Cades FY.U.C, LOO, 103, 1lOL.
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regulations, charges, agreements, services, operations and practices

of Lawrence wWarehouse Ccmpany, this proceeding will be terminated.

The above-entitled matter having been duly instituted,
investigation having been had, the Commission having been advised,
and good cause appearing,

IT IS EZREBY ORDERED that thls proceeding be and it is
hereby discontinued. /J’

Dated at San Francisce, California, this j[—"day of
July, 1951.
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