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Decision No. 90939 0CT 23 1979 ﬁ ﬂ @
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFO

Application of-VIKING FREIGET
SYSTEM, INC. for authorizatiom

to splzt its capital stock 3

for 1 and issue 448,641 shares

in exchange and 5, 625 shares
valued at $30,000.00 to employee
stock ownership plan in lieu of
1976 profit-sharing contribution
under Califormia Public Utilities
Code Sections 816-830.

~

Application No. 57795 5
(Filed Jamuary 10, 19783
amended Aprml 3 1979)
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Toshio Haxunaga, Aﬁtorney at Law, for
VlklngAFrezght Systems, Inc¢., applicant.
Philip Scott Wémsmehl Attorney at law, and

John Bilei, fox the Commission staff

OPINION

Nature of Proceeding

Decision No. 88965 dated June 13, 1978 in this proceedlng o
granted Viking Freight System, Imc. (Viking) authorizatxonato (1)\18833'
and distribute not exceeding 443,016 shares of its no par capital B
stock in exchange for its no par capital stock of 147,672 shares .
to effect a 3 for 1 stock split, (2) issue and dlstrmbute not
exceeding 5,625 shares of its no par capmtal stock havzng a market
value of $30,000, to fulfill its obligations to contribute its-
own capital stock to the Viking Employee Stock Ownershlp Plan and
Trust, and (3) issue two promissory notes in the aggregate prxnclpal
amount of not exceeding $237,900, and may execute and delzver deeds
of trust. The decision further required that a publ;c‘hear;ng‘bg“
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scheduled so that all parties could have an opportunity to fully
inform the Commission of the benefits or disédvantages of the.
Stock Option Plan for key employees; a hearing was necessary so -
that the Commission could have a full record before issuing a final
decision on Viking's request to issue stock under its Stock Optiom Plan.
Vikdng is a Califoxrnia corporation operating as a highway
common carrier of general comodities by authority g:aﬁted in.
Commission Decision No. 82475 dated February 13, 1974, in Application
. 54481l. Operations are also conducted undér.permits issued by
this Commission and under comtract with the U.S. Postal Service
as a carrier of mail between Los Angeles and Salt Lake City.
Hearing in this matter was held before Admlnlstratlve
Law Judge K. Tomita in San Franeisco on Maxch 28, 1979, at the
conclusion of which the matter was taken under submission.
During August 1976 and 1977 Viking issued a total of
6,100 shares of its no par capital stock to certain‘key~employees
pursuant to its Stock Option Plan without authority from this
Commission. The shares were issued in good~faithAunde:“the-authority
of a permit issued by the California Commissioner of Coxrporations
~ dated August 10, 1972, when Viking was not a coummon carrier. Viking
acted under a mistaken belief that it had proper authority to
issue stock. Viking now desires to correct the error and requests
authority pursuant to Sections 816-830 of the Public Utilities
Code to retroactively reissue the 6,100 shares which were granted
to key employees in 1972 as well as an additional 1,000 ‘shazres to. o
enable Mxr. Edwaxrd Space to exercise the. option granted in 197& at.
$7.00 per share, the estimated fair market value at that time.
Justification of Stock Option Plan |
Russell W. Bangham, secretary-treasurer for Viking, -
testified on the history and background of the Stock Optiom Plan .
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for key employees. He testified that in early 1971 the Board of
Directors of Viking prepared a long range plan-objective'to

become as rapidly as possible one of the maJor intrastate general
freight carriers in California. In order to xhieve this obgectxve
the directors believed that Viking must cons;stently prov;de better
and more efficient service than its competitors. A key employee o
niddle manager stock option plan, subject to the—approval of sbare-
holders, was formulated to encourage utmost dedicatmon, loyalty,

and ingenuity ou the part of these key employees. The plan was
approved by the shareholders on June 3, 1972 and 2 permit authorlzmng
the stock issue dated August 10, 1972, was received. from.the
Califormia Commissioner of Corporatioms.

Mr. Bangham justified the granting of options and the
issue of 6,100 shares of stock to the five key employees as these
employees had demonmstrated their ability to manage Vzkmng s
operations efficiently as indicated by the growth in operatlng
revenues from $1,297,811 in 1971 to $20 939, 845 in 1978 and the
fact that operating ratios ranged from 95.3 percent 1n.l971 to 90.6
percent in 1977, well below the average for all Califormia carriers. .
Ee further testified that the salaries for the optionees ranged
from $275 to $345 per week when the options were granted in August
1972, whereas salaries for top drivers averaged'upward_ of $300
per week. He further testified that all f£ive optionees worked |
extremely long hours and were on call 24 hours a day;for‘emhrgenCies-

Additional reasons given in support of the Stdck'doﬁion"
Plan were: (a) optionees are required to remain in employment for o
a period of not less than three years with no obllgation for Vlklng
to retain such employees if considered unsatxsfactory; (b) the
option price is set at 100 percent of the fair market value on the '
date that the option is granted; therefore, it is not granted at
a price unfavorable to Viking; (c) the options. are required to be.
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exercised within five years, but not earlier‘than'two‘yeers from '
the grarnt of option, (d) the optioms are not assmgnable, and (e) the -
option plan is an incentive to efficiency and lower costs and

thereby beneficial to the public.

Mr. Bangham justified the grantmng of an option to ,
purchase 1,000 shares of stock to Mr. Space‘aS-enabllng‘Vlklng to
hire Mr. Space from a competitor at an annual salary'approxima:inge
the annual salary of a Viking driver at that time. Theaoptioo
price of $7.00 per share represented the approximate market value
of Viking stock in 1974. Mz, Bangham testified that the grantlng
of this modest option incentive produced benefits far outwelghing
the cost in that Mr. Space trained and developed an effectlve sales |
representative group that must be given due credlt for revenue

gains of 67.8 percent, 57.7 pexcent, and 74 .4 percent,respect;vely,\
in the last three years. '
Staff Position

Staff wztness John Bilei, in his exhibit outllned the. advan-f
tages aad dxsadvantages of a stock option plan and noted that Viking -
bad failed to make a showing as to the propriety of'the adoptiom of
a stock option plan and: how such a plan benefits . the public‘which”
Viking serves. Although Mr. Bilei recommended in his exhibit the
denial of Viking's xequest, he modified his recommendatlon.after
reading Mr. Bangham's exhibit by recommending that the Commission
approve the issuance of the stock which had been issued. Staff
counsel raised no objection to the issuance of the additioral 1,000 -
shares necessary to emable Viking to meet. its obligation under ,
the option granted to Mr. Space in 1974, The staff further recommended

that any subsequent granting of options undex the Stock Optlon Plan
be made only upon Commission approval.
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Tindings of Fact

1. Viking inadvertently issued a total of 6, 100 shares
of no par value capital stock in connection w;th its Stock
Option Plan without receiving authority frow this Commission.
The issuance of these shares is vo;d under Sectzon 825 of- the
Public Utilities Code. ‘ : : .

2. The 1ssuance of 6,100 shares of no par value capital stock :
under Viking's Stock Option Plan to the five key employees shown 1n
Exhibit 1 is reasonable and not adverse to the public interest.
Accordingly, we will authorize the issuance of 6,100 shares to the
five key employees to replace the voided shares. _

3. Viking's granting of an option to Mr. Edward Space in
1974 to purchase 1,000 shares of mo par capital stock under its Stock
Option Plan is reasonable and not adverse to<the‘public interest.
we will authorize Viking to issue 1,000 shares of its no par capital
stock to enable Viking to meet its obl;gat;on under the option
granted Mr. Space in 1974.

4. The money, property, or labor to be procured or pazd for

by the stock herein authorized is reasonably requlred
Corclusion of Law

On the basis of the above findings, we conolude-that Viking
should be authorized to issue the 7,100 shares of its no par capital
stock to fulfill its obligations under its Stock Option Plan.

In issuing our oxder herexn we place V;kmng and’ its
shareholders on notice that we do not regard the number of shares
outstanding, the total par value of the shares nor the dzvmdends
paid as measuring the returm it should be allowed to earn on its
investment in plapt,and that the authorization herein granted lS o
not to be construed as a2 finding of the value of Viking's stock |
or property nor as indicative of amounts to be’ included in proceedlngs
for the determination of just and reasonable rates..
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IT Is ORDERED that:

1. Viking Freight System, Inc. CVzklng) may‘lsSue and .
distribute not exceeding 6,100 shares of its no par capital stock‘
to key employees at $1.25 per share pursuant to options exercised
by the £ive key employees under Viking's Stock Option Plan.

2. Viking may grant an option to Edwardepaée puréuan:
to its Stock Option Plan to purchase 1,000 shares of its no par
capital stock at $7.00 per share and may issue such shares upon
the exercise of said option. |

3. Viking may issue a greater or lesser numbexr of shares
at greater or lesser prices in the event aay ad;ustment in. xts
capitalization should occur as contemplated in Sectmon 6 of its
Stock Option Plan, Exhibit 1. :

4., Viking shall apply the proceeds from the sale of such

skazes for the purposes set forth in Section 817 of the Publ;c |
Urilities Code. : ‘

5. Viking shall file wmth the Commission the reports requlred
by General Order No. 24-B, which order, insofar as applicable, is
hereby made a part of this order. | '
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6. This order shall become effective when Viking has’

paid the fee prescribed by Section 1904.1 of the Publ:.c Utzl:.t:.es
Code, which fee is $30.

The effective date of this order shall be. th:{:.'ty days
after the date hereof.

Dated 00T 231878 - | at Sanm Francisco, Ca’li‘fo:i;ié;g”

D enmiss _oooyr  JOBN E. BRYSON

Presont rut not perticipating,.

Commissioner Vernmen L. Sturgeon, bolng
necossarily abseat, ¢1& a¢l participato
in the disposition of this proceeding.,

Presid*entu.‘. -

| Punuc TFLTES commss‘au_, TSR



