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‘BEFORE TFE RAIIROAD COMITSSION OF THE STAIE OF CALIFORNIA

" Decision ot .' @
: ORIGINAL

In <ke mattor of the epplication of )

Un’ted Roilroads of Sax Francisco, )

B. Z. Rollins and 3onc and Union )] ‘

Myuot Company of Ssz Francisco, for ) Application Fo. 1076
an order authorizing the execution )

of Car Eouipment Trust. ;

Wil:.iam u. Abhott for applicant

BOGERTON, Commissioner.
O?INXNIOXN

This %s an application by United Railroads of San
Frapcisco, Z. E- Rellinse & Sons and Union Trumst Company of Sen
“rancisco. cor ex order authorizing *he execution of a Car
aouipment Trust, and authorizing United Pailroad° of San T4‘m.n—
¢ciseo to guarantee tre payment of certazn trnum certificate°
+0 be issued thereunder.

sed Railroads of Sen Frencisco is in immediate
need of 65 cars for use On iis s*reet car syetem {n tho City
of San Prapcisco. The covt 0% these caxs g chown by ‘the
evidence to ve $365,000, but being“ungble to purchase these
cars direct, the railrosad compaly propoces to enter into an
agrecment Whoredy the Lirm of B. E. Rol 11ins and Sons will
edvance the purchase price, the title of the cars t0 be placed
in TUnion Rrust Company of San Francicco, ‘and saiéd rust Com@any

w41l issue certificates with these cars as security, in.addition

to which the United Railroads is o gusrantee the payment o

those certificates. Tnited RéilroaGS'is,to,repay the monej

advanced in installments 28 follows:
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»

& 3,000.00 on the execution of the agrooment

475:000.00 theroafter on & dato mot yot Lixed, sund

£30,000.00 & year for tex yoars.

E. . Rollins and Sons are to receive & commizgion for
their services in thic benalf and the railroad company 18 %0 Py
interest on the £300,000.00 of certificates at the rate of 5% per
cent per anpum. These cortificates will mature serially in équal
installments o2 430,000.00 a year.

There iz no question tut what these cars are urgenwily

needod. Reprosentatives of tho City of San Pramcisco appeared

at the hearing and male strong reyresentations as to the great

need Zor the atditiomsl facilities which wouwll be provided by
“he putting of these additional cars into servicoe. These ropro-
soxtatives of the City wrged that even more cars wore neoded |
thex were here pmviaea Lor, becorsoe ¢of the oxpected enormous
incroase in téra.ffic which will be brought sbout by the holding
02 the Psname-Pscific Internmational Exposition In San Frameisco
in 1915. |
| While 1t is sdmitted that trese end Poscibly more ad-

ditional cars are urgently neefed at this time, it must also ;be
adnitted that instead of 'b-or:rowizg the noney %0 purchase them,
the mzus 02 +the ralilroad company shouwld be av;a.ila'ole. foxr *this
purvose, thus avoiling the necessity of vaying a cdnsi,drera.’ble
rate of Interest.

The books oL the company on June 30, 1913, show & sur-
plua of $462,139.24, dut investigation discloses +that this 13
not a true surplus and does not reprosent asccmmulated esrnings.
In fact, we are led to bé‘.!.iove from investigations thus Zor pade
that sn exsct statement of the rallroad's condition would show
e congidersble doficit.

Iz ¢his comection attention is called t¢ o Linancial
trensaction of this rallroad company waick materially affects




its finencial condition, and also showe that thore should be 1o

need for borrowing money to rurchase these much needed cars at
this time.

Of date august 21, 1912, this resolution appesrs upon
the Kimutes of the Board of Directors of Unitod Reilrosds of Sen

Prancisco:

"WEEREAS, the Board of Directors of this Com-
vany, oo the 16tk day of Auguvet, 1912, unanimously
adopted the following resolution:

RESQLVED, that all sume of woney hitherto
rawna by the President of this Compeny, and all
advances hitherto made by hinm to, or disburce~
mervs made on account of, any person or corpora-
tion, be and the same are herebdy, ratified, ap-
p*ovoa and confirmed; and be it Lurther

-RESQLVED, that the 2resident of this Comparny
be, and he is heredby, asuthorized to draw such
*urther sums and o make such further advances
%o, or disdursements on account of any corpora-
tion, &2 he may deem for the best interests of
this company.

NOW. QEERE“ORE BZ IT RESOLVED, by the Stock-
holders of this COmnany that the act¢on of the Board

02 Directors in the adoptior of the above resolution,

be, and the same is hereby ratified, approveld snd con-
firmea.

We sre informed thet Mr. Patrick Calhoun,'whb was then
the presideant of this railrosd company, in his own nane sﬁbscribed
for 49,991 sheres of tho common capital stock of Solano Irrigated
Parms, Inc., and the baleonece sheets of the Uhitéd Railrod&s show
that the following smounts were applied from thet company's funde

t0 the Solano profect:

March 1913
April 1913
Xay 1923
June 1913
July 21913

$577,815.70
160,000.00
158,900.00
180,000.00
19,400.00

Fo prodf was made to this Commission that any paxt of

this money was actually inves ted in the so-called Solano projeet,




dbut we are confronted by the fact thet ¥r. Calhoun, under authority
of the Doard of Directors, and ratified by the stockholders, took
from the treasury of applicent $1,096,000, and whether he invested
it In the Solano proiect or not is uniﬁportanx in the considerstion
of this railroad company as a public utility.

It seews that uponm the taking of office by Ur. Jesse Lilien~
thal, the present president of the railroad company, Mr. Calhoun
was forced to execute a rromissory mote for $1,096,000, payable
one day after'aate, in favér of the railroad compary, secured by
stock o: the Solano project, but the Judgment of the value of
this promissory note is perhaps best indicated by the fact that
ir. Lilienthal immedietely wrote this note down in the books of
*he company as of & value of $1.00.

e hesitate to put in words a proper charscterizetion
of <kis tramsaction. In plain terms, Mr. Calhoun %00k from tho
funds of this pudlic wtility corporatiom over $1,000,000 when

every available dollar was sorely needed proferly o incrcase

vhe facilities of this compary so as to serve the comﬁnnity of

San Frazmcizco, dﬁa &t & Vvime when this same company was urging
upon vhis Commission the mecessity of issuing further bondg to
pay off maturing obligations, and «lso at 8 time when admitfed;y
the outstanéing obligations could not ve paid at maturity by ap~
proxim&tel# £20,000,000.

Toited Railrosds has beea reying, snd now is paying,
dividends on first preforred stock amouwnting to $350,000 & year,
and thece same stocxholders appsarently joined im the confirmation
0L the acts of Calhoun in looting the company of this ﬁoney.

Tkis whole transéction is s Lrauvd, not only upon the
public which is dependent upon this utility for its street car
service, but &lso upon the hond end note holders of This utility
tecguse to'the extent that money is diverted to improper pur;

poseé these creditors are defrauded.




© lir. Calkomn and the stockholders seem to heve joined im
this agt'of plunder, end this boing s, the stockholders while
having vhe right to be generous, kave not the right to be gezerous
at the oxpernse of the public and the creditors, and the stock~
holders shénl& either volmntarily or by force enter into a
schenme of procedure Lor the future which will divert to the oY=
nent of its obligat;ons and the proper maintenance of service,
every avalladble deller, even fhough this would mean the Loregoing
of dividends for a corxsideradle number of years. |

Cpis tronsaction did not come 4o the sttention of the
Commission by voluntary statement of the officers of the company,

- but was discovered through the Aunditing Department of the Con~
migsion, and it 4s the fimal azd convincing proof that drastic
measures are necesssyry t0 safeguard pudlic interest of this
enormously impordant puvlic utility service. Urless éome plan
fs put in effect which Will thoroughly safeguard the rovesue
of this compsny So that it will be used £or the proper Purposes of
ﬁaying off'obligations and produéing efficient service, the history
of this company‘indicates that it will pfoceed Wi%h N0 proper re-
gard for its‘oblisazions to the public and itz creditors wtil
disaster overtakes its finances, and meantime severe sufferirg
will be csused the public through its failure prdpefzyfco.aarry
out its fmnctioms.  Te sey “his reslizing that tho present
president of this company, Mr. Jesse Lilienxhal, bés.given evidence
of an intenvion, 80 far as he i3 empowered, to conserve the ILinances
oflthis company, but attention nust be called to the fact that Ur.

Iilferthel’s topure of office and his Policy ‘are sbsolutely iz the
ﬁanas of the same stockholders who ratified this peculiar act of
Mr. Calhowmn in taking thié $1,000,000, end 1t 48 also a fact that
come 02 the officers who participated with Calbown arc still the

ofLficere of this corporation.

It i3 to be regroesved that we camnot accept the known

5




Probity of Mr. Iilienthel or his doclaratiors of purpose &8 per~
suasive of the fixed policy of this company.

I recommend that immediate e&nd serious consideration‘
be given T0 Zurther proceedings by the Commission designed to
bring about the re-adjustment of the affairs of this corporation
as the Zacts set out‘in the forezoing opinion show to be urgent.

| Zut, as bas herotofore been said, the ¢ars propoced
©0 be purchacsed are urgently needed sxd there are no availadble
funds with which to purchase the same, and ag the provosed scheme
oL financing this purchase upon the car coertificate plan prévides
adequate security fLor the money obteined, and ag this plan may be

coreidered as separste and apart from the genersal financing of +this

corporation, I recommerd that the application be granted, and

submit horewith the following form of order:

Application having veen made by Uaited Reilroads of
Sen Frencisco, E. E. Rollins and Sons and Union Trust Company of
San Prancisco for an order suthorizing the executior of d car
eouipment trust, sund & public hearing havizg deen had, and it
appearing to the Commission that‘said application should be
granted, _

IT IS EEREBY ORDERED by the Reilrosd Commission of the
State of California that United Railroads of San Franciscd is
hereby authorized to enter into an asgreement with B. E. Rollins
ané Sons_and Un;on Trust Coxpany ¢ San Francieco, whereby there
shell be purchased for the nse of Tnited Railrosds of San Fran-
¢isco, 65 cars at a total cosf to the railrosd company of
£378,500. The reilroed company to pay for said cars in installments
and to have imzediate pogsescion thereof, the title to the same,
however, t0 be Placed In Union Trust Compzny oL Sen Francisco uantil

full payment therefor is made. The Truss Company'is to issue




car trust certifica@es,with these cars as securities, ﬁhich ¢oxrti~
Licates will bear 5 per cent interest, the rayment of principal
and interest ©0 be guaranteed dy the railréad cowPaAny . Said
agreement and contract shall be in the form as showz in Exhibit
A", attached to t%e applica*ion herein and on Lile with the Com~

rission.

United Rsilroads of Sen Frencisco shall make report %o

this Commissioz immediately upon the execution of the contract

hereirn authorized.

The foregoing opinion and order are heredy approved
and ordered filod as the opinion and order of the Railroad Come
miscion of the Stato of Californis.

Dated at San Frsmeisco, Californis, tbiméziiﬂzf day
of May, 1914.

cifgz;ﬁk—v-~—- CZQ 4557

COmmiasionora.




