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ORIGIHAL

Decision No.  OFAOL |

BEFORZ TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application
of SANTA CRUZ MOTOR EXPRESS, INC.
for an order authorizing the Application No. 40211
issuance of shares of its stock.

Joseph C. Davish, for applicant

ORINION

Santa Cruz Motor Express, Inc., has filed this application

for zuthorization to issue $50,000 par value of common stock.

The application was filed on June 27, 1958. A pubdlie

hearing was held before Examiner Coleman in Santa Cruz on July 30,
1952, and the matter was taken wnder submission. The Commission

bhas recelved no protests in the proceeding.

Applicent was organized wnder the laws of the State of
Califormia on or about Decembex? 17, 1936, and for many vears has
been, and now is, engaged in business as a highway common carrier
of general commodities between Sen Francisco and other Bgy points,
on the one hand, and Santa Cruz and certain other points, on the
other nand. Its financial reports filed with the Commission show
révenues, expenses and net Income, after interest and other charges,

for tae last five calendar years and the first four months of 1958,

as follows:
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Revenues

$ 41,063

37,494

52,370

43,233

37,334

(4 mos.) 11,121

The deficit from operatione in 1957 was caused, in nart
by losses of $2,299 on sales of equinment.

’

Exhibit No. 3, attached to the application, shews
applicant's assets, liabilities and capital as of April 30, 1958,
as follows:

Ascets

Current assets -~

Accounts receivablc ‘ 1,482.32
Total current assets _
Tangible assets, less reserves

$ 2,133.68

of '\’1’8 596 ‘ 9;977-16 '
Prepuld expense 400.00

Total $12,510.84

Lizbilities and Capital

Current liabilities -
Accounts payabdble
Taves payahle
C.0.D.s payable
Notes payable :
Total current liabilities $10,891.75
Contract payable - operating

equlipment 2,068.00
Total liabilities 13,959.75 .
Capitel =~ :

Common. stock

Deficit | (2748.97) |
Total capital
Total ‘ "
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The financial statements indicate that applicant has been
meeting 1ts cash requirements by utilizing depreciation moneys and
by inereasing its borrowings to a point where they now exceed the
reportgd investment in assets. The statements further show that
epplicant is, and has been, undercopitalized, that 1t does not

have an adequate amount of working capital, and that Insufficient

revenues have been developed.  Applicant's presidént testified,

and his statements were corrodborated by shippers who were present
at the heering, that in mony cases shippers had specified the use
of applicant's service but that shipping clerks had ignored
instructions and had routed the shipments over competing linec.
Ze further asserted that dbusiness had been lost b& the absence of
a full-time office employece to accept orders.

Applicant now secks to bring additional capital Iinto the
business by the sale of $25,000 par value of stock to its custoners.
It reports that it is cmbarking upon 2 ﬁrogram whereby it hopes %o
inerease the volume of dbusiness and to improve its service by wder-
taking, among other things, to become participants in joint téfirfs,
to engage in active soliclitation and personal contact'witn shippérs,
and to set up an office with a full-time employee. Itélmanagement
is of the opinion that by enlisting shippers as shareholde:s it can
gain, or regein, a substéntial volume of traffic which has been lost
to other carriers and thereby increase its revenues and malke full
utilization of its ecuipment without a correésponding inerease in
expensces. Showld the Commicssion grant its recuest to seil stock,

it will uce the proceeds to augment its working capital, to retire
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interest vearing bank loans and other obligations and, if necessary,
to acquire additional equipment. |

Four shippers were preseant at the hearing. Their state-
ments indicate that they are in agrecment with the utility presi-
dent's assertion regarding diversion of traffic, that they are
aware of appllicant!s results of operations and that they are

willing to invest in applicant's stock, should it be offered
for sale.

éefore proceeding with the public offering of stock,
applicant proposes, and secks authorization, to issue §25,000 par
value of stock to its prescnt sha?eholders in exchange for the
$300 par value of stock presently outstending. It proposes to
offset the increase in the stated value of the stock by a2 new
balance sheet account reflecting estimated going concern or other
intangidle values. It appears to be the desire to achicve a |
balunce between the present sharcholders and the prospective
shareholders whereby the present shareholders will invest their
experience, thelr past service and equipment in the enterprise

and the prospective sharcholders, their cash, 2ll on an’even'basis.

A review of this matter clearly shows that the business is
in need of working capital 1f it is to preserve and increaée its
operation and we are of the opinion that if applicanttsvcustdmers
arc willing to invest their moneys in the enterprise we-should not
withhold authorization for the issue and sale of the stock to them

as here proposed. In approving this request of the company,
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however, we wish to emphasize that the action of the Comnission

should not be taken as a finding or opinion that dividends will

be paid nor as an expression of the value of the stock. | The

rost the record shows ic that given additional working capital
applicant will undertolke +to improve its financial position and

to increase its volume. The order herein must not be construed
as obligating the state to pay or guarantee, In any manner what-
soever, tae shares of stock authorized to be iSSued. (Section 828,
Puolic Utilities Code.) |

With respect to the issue of stock to the present shore-
holders, a different situation exists. Under the terms of the
Public Utilities Code, the Commission may authorize the issue of
stock for certain specific purposes and no cther and 1t 41s required
to make a finding as te the reasonableness of the issue.

(Sections 817 and 818 of the Public Utilities Code.)

In the present proceeding 1t appears that the proposed
issue is for the purpose of maintaining for the existing shareholders
an equallty of control with the new shareholders and that such ;ssué
can be accounted for only by establishing on the books as intangible
capital an amount equivalent to the increased stock issue. In our
opinion, the Commission hzac no power, under the terms of the Pub;ic
Utilitles Code, to authorize the issue of stock for control‘purpoéés
or to capitalize estimated amounts for going concern, goo&will,
potential velues or similarly named intangidle items, or in4payment'

of operative rights in excess of the amount (exclusive of any fax
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or amnual charge) actually paid to %the state or to 2 political sub-
division therecof as the consideration for the grant of such rights.

Ve therefore conclude that the request to issue $25,000 of stock
mast be denied.

Senta Cruz Motor Express, Inc., having applied to the
Comulssion for authority to issue 350;000 of stock, a pudblic hearing
having been held, and the Comnission being of the opinion that the
request to issue 25,000 of stock should be dismissed for lack of
Jurisdiction, that the money, property or labor to be procured or
pald for by the issue of $25,000 of stock herein suthorized is
reasonably required for the purposes specified heréin, and that
such purposes are not, in whole or in part, reasonably charzéable

To operating expenses or To Income; therefore,
IT IS HEREBY ORDERED as follows:

1. Santa Cruz Motor Express, Inc., may issue and sell,
at par for cash, on or before June 30, 1959, not to exceed $25,000
par value of common stock for the purposes set forth in this

application and in +he preceding opinion.

2. The request of Saznta Cruz Motor Express, Inc., to issue

%25,000 par value of stock in exchange for $300 par value of stock
now outstanding hereby is denied.
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3. Sante Cruz Motor Express, Inc., shall file with the
Commission a report, or reports , 28 required by General Order
No. 24-A, which order, insofar as apz}licable-, is made a part
of this order. - |

be This order will become effective 20 days after the

date hereof.

Zé Dated at San Francisco , Califomila, this

LY = aay of é;zmzﬁ" , 1958,

Commissioners

Commissiomer  Ray . Untereiner » being
nocessarily adbzent, <id got participate
in the disposition of this proceeding.,




