memr (JRIGINAL

BEFORE THE RAILROAD COMMISSION:OFZTHE;STAIEVOF CALIFORNIA

/%) "ON uojerea |

‘In the matter of the application )

of Pacific Light and Power Cor- )

poration for an order suthorizing |} Application No. 721
the issue of bonde. | ) ,

S. M. Heskins for applicant

EDGERTON, Commissioner.

SUPPIEMENTAT OPINION

Application wae originally maae'hérein'for auxhority

to issue $1,730,000 faco‘valuo‘of bonds. The purposes for
which the proceeds of the sale of these bonds are to be used
are stated in the application as follows: ;

*po reimburse its tressury £or moneys ex-
pended to refund 497 wndorlying bonds of

Pacific Light and Power Corporation, of-

the face valuwe of $497,000.

o sell 1233 of said bonds to reimburse
ite treasury for moneys actuelly expended
frox {ncome and from other moneys in the
treasury not secured by or obtained from.
the igsue of stock oxr stock cerxrtilicates,
or donds, within three years last past,
ssid moneys heving been expended by peti-
tioner for the acquisition of property,
and for the construction, completion, oz~
tension and improvement of its facilities,
and for the improvement of its sexrvice.”

The spplication es to §$497,000 fsce vslue of bonds
wag Genied upon the following grounds. I quote from the
opinion:

"It appesrs from the evidence introduced

a2t the hearing that 497 wderlying bonds

on constituent properties of the Pacific
Light and Power Corporation were purchased
by applicant at & prico not to exceed par,
and placed in & sinking Zund. The testi~
wony is that the money uged for this pur~
chase was taken from the tressury of sppli-~
cant, and we oré asked to authorize the |
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issue of & like number of applicant’s bonde
which are to be sold to reimburse the treas~
ury of spplicant for this expenéiture. The
request is for authority to sell these bonds
at not lesc than 83 per cent of their fLace
value. ‘

"The obvious effect of carrying out this plan
would be to refund underlying bonds with an
issue of a like.nurber of new bonde, the dis-
count to be takexn care of in some way not dis-~
closed. i :

"The main purpose of a sinking fuznd is to
gradually reduce indebtedness created by the
issuance of bonds, and in order to carry out
such purpose, the sinking fund should, undexr
oxdinary c¢circumstances, be maintained from the
eaxnings of a corporation, or at least from
Sources other than those whick create new ob-
ligations. Manifestly, to permit the issuance
of new bonde with whick to acquire wderlying
bonds to be placed in & sinking fund, in effect,
continnes the Indebtednvess of the compzry and
defeats the real purpose of the sinking fund.

0f course, if the financial condition of the
coxpany i3 such that its caraninge and margin

of property over indebtedness warrants the con-
tinuance of its obligations undiminished, this
process might not be objectionable, but unless
this condition is disclosed, the resl puryose

oL ¢reating the sinking fund chonld be adhered
to and it should be maintained out of earnings,
thue diminishing the obligations of the corpora~

tion.m™ -

Ve are askediin the supplemental appligation to pexmit
this ia;ue fdr tﬁo purposes stated above,ﬁbut‘no convincing‘
skowing has been made to this Commission of a financisl com-
dition warranting the suspension of the sinking’fund at this
tine. | | , |

Itvis tree applicant urges that the einking fund pro~-
vided for_in its refﬁnding nortgags is very heavy and will be
suflicient to retire all outstanding bozds at maturity, but 4this
sinking fund aoéS-not commence wntil Septeﬁber 1,m19141 and to
grant this appliéaxion would mean tﬁat there would be no effec-

tive sinlking fund wp to that time. The sinking fund as to

the underljing‘bondsfshouid remain'in effect up‘to'September' f
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1, 1914, and thereafter application may de mddo to this Com-
wission for permission to rTefund tho underlying sinking fund
from September 1, 1914, with bonds of the overlyimg issue.

This will result in applicant being bgraenéd,with only one
Sinking fund. |

Applicant shows in its °upp1ementa1 application and

data £1led therewith that.it pr0poses to retire indebtednoas
evidenced by promissory notes with the proceeds of the i{ssue .

of $1,233,000 Zace value of the bonds asked to be suthorized,
and that the momey obtaired &s & recult of such indebtedness
'was used for capital pﬁrposes. This neets the obﬂéction
made t0 the granting of this portion of the spplication, and I
recommend that the application be grantedvasfto'$1.233gooo;£ace
value of bozds, to be sold at not less than 83 per cent ér'face
value, and that the applicatiorn be denfed as o $497,000 of
bonds, and submit herewith The following ZTorm of order:

| Application having been made by Pacific Light and
Power Corporation for an order authorizing the issue of
$1,750,000'£éce-value‘of forty-?ear 5 per cent gold bonds,
and & pudlic ﬁearing_havingvbeen held thereon and it appearing
to the Commission that the purposes for which $1,233,000 face
value of said bonds are to be used are nmot in whole or in part
reasénably chargeable to operating e&pen ses or to income,

I? IS HEREBY ORDERED by the Railroad Gommdosion of
the State of California that 2gci£1c Light and Power Corpora=
tion is heredy authorized %o tssue $1,23%,000 face value of
forty~year 5 per cent_gold'bonds undexr the terms of & mortgage
and deed of trust dated Tovember 20, 1911, detween Pacific
Light and 20wer‘Corporation and United States Mortgage Pruct

Company. Said'bénds to be issued upon the following‘coﬁ-.
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ditions, not otherwise:

1. Applicant ghall sell the bonds herein aunthorized
30 a8 10 net not less than 83 per cent of the face value thereon

with accrued Iinterest to the date of delivery.

2. The purposes for which the money reslized from
the sale of said bdonds éhall be used;are the payment of the
following obligatibns of spplicsnt:

N¥ote dated March 20, 1912, E. E.
Ennxington. one day cicsenas cemenesae $355,000

Note dated Septenmber 30 1913,
Duntington Land and Improvemsnt .
Company, three months sveeccecacsccss 500,000

. Note dsted July 1€, 1913, E. 2.
Ennxington, one yoar ceccececccrrrcas 250 000

_—h

motal teces $1 1054000ﬂ

3. Said company chall keep separate, true and

accurate accounts showing the receipt and application ix
detail of the proceeds of the sale of £2id bonds herebj
authorized to bc issued, and on or before the 25th day of
cack month the company shall make a verified report to the
Commission in gccordance with the Commission'° General Order
No. 24, stating the sale or disposition of such bonds du:ing
the preceding month, the terms and conditions of such sale or
other disposﬁtion the moneys realized therefrom and the nse

and application of such moREYE..

4. The aunthority heredy given to iseue such bondsl
shall apply'only to bords ise ued by gaid company on or belore
the £i§st‘day'o£'may,‘1915;

5. The poymernt of the fee preucribed in’ Section
57 o"the Public Utilitdies; Act:chall be a condition preceaenx

to the~a££eqtiveng8339f‘xhis order.
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The foregoing supplemental opinion and order are
hereby approved and ordered filed ag the supplemental opirnion

and order of the Railroad Commission.

Dated at San Franciseo, Celifornia, this (o€ day
of May, 1914.
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