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TEILEY, Commissioner.

OPINIOXN

This is an application for an order of tale Commission
anshorizing Peoples Water Compeny to issue 1ts promissory notes,
feom time o time, duwring the weriocd of two yearé next succeeding
the order in this proceeding, in smounts not-excoeding in the
aggregete the cum of $3,329,883.86, for the purpose of &ischarging
or refunding outctanding obligations in the same amount, and
au;horizing Peoyplos Weter Company to issue and pledge a3 collatéral,
secn&;ty for the peyment of such promissory notes 1te gonmersl
mortgage S5-per cent 30-yoer gold bomds im such proportionfto the
sxovnt of such promissbry notes as this Commission may direct.

Schodule "F" attached 1o the potition herein givos
£10a%ing debt on Rebruaxy 28, 1914, as follows:

FLOATING DEBT: Febrwery 28, 19l4.

applicent'’s

‘(a)
(b}
(¢}

counpons of bonds due and aCCIrUO&.sceecessss 115,04%.32

NO"CGS P&y&ble- msecwed ......t.......-.....; 29’043.67

Yotes Peyable~ secured by pledge of |
Peoples Water Compeny Genorsl Mortgage ,
Pive Per Cent Thirty Year Gold Eonds .... 2,915,259.01

Dividends Doclared- Years 1907 and
1908 g

(a) |
6,321.00

385,581.19

O’....-.I..-.....-......’l.l.ﬂ-....

Accounts ?ayable ..........-...............‘. ‘

TOTE ..l-‘-..-..-..-...-utt ?,3’451’246.19‘ .




Tho iteme totslling the said sum of $%,329,85.86 ore

as f£ollows: ‘
Notes LEysbLle - WNSCCUTOS eesessessessansasan § £9,043.67

NO"GQS p&‘y&ble - SGC’\}IG& ssasesensscssssNAdaad 2‘.93.5,259001

AcCcoTntS DPATAVLE ececsccacccscacaccscsscncrnes "285,581.19

TOTAII P T IR L R E N R A R KR X R NN R A 5,329,883'-87

At the hearing avplicant slso asgked authoritj $0 icsue
155 promiscory notes dwring the next Uwo years to refunafindebc-
ed=ess amounxing to %211, 668.00, showzn on Schedwle DY attached 0
e pet;t;on herein, which indebtedness was incur*ea by onplicent
in commection With the purchase of five (5) specific tracts of land,
and 4s as Lollows: ’ |

ROWLENE REDCE casecevcscsrcncssacscsnsssesy 16,668.00

Poreirs or King Rench ............;....... 7,000.00

Lours Brown Property eeccceccccccsccccscas 35,000.00

Saxn Loendro Creok Bronertly ececccscccscescss 115,006-00

Fiskh and Blum Ranch Pronerty ececececcescsss_ 38,000.00

TOTAL eeescevecsccsacesassses $2L11,668.00
As has hereindefore besen stated, applicant asks énthoiity
to issuno its promiscory motes during the period of two yoars after-
o date of tho order hercin, Zor the wurpose of refunding the fore-
going indebtedness. EHoretofore, om March 28, 1913, this Commizzion
rendered 4ites Deciszion No. 526 on Application No. 381, authorizing
Peoples Water Company to issue 1ts promissory ﬁotes for the aggro~
gate sun of $1,250,000, or so muca thoreof as mipght be necessary,
for the pwrpoce of paying ofx o 1ist of obvligetions represented by
promissor# noves, wnich order was limited in effoct vo notes izzued
on or before Merch 30, 1914. It is largely because the tiﬁﬁ limi:ﬁ
of %his order has eypired that applicant is aga@n voefore thls
Commission asking authority to icsue its promissory dotos 83 here-
invefore indicatod. Az will be noted, the auxhorify granted iz
the order of larch 28, l913,vwas 1imited vo one yesr. In the
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couvrse of its opinior in this matter, this Commliseion, after
referring to the dlfficulties in connectlion with tae refunding o
exlsting notes by means of other notes secured by bonds at ratics
w to 2 1/2 to 1, said: |
"This method of financing should not be allowed o

continuve irdefinitely, ard applicant should be called upon

within 2 reasonable time 40 present to the Commission

sone comprehensive plan by wiaich its preceat short-

term obligations shall e converted into long-term

obligetions, or that such obligations be retired, keeping

in view the possibility of a sale of the plant, or
paxts taereof, to the public.” ‘

Yo such plan has as yet been presented to this Commission.
The evidence precented on bekalf of applicant at the hearing shows

that a refinancing committee has been appointed for the'puxpose o

wo:king out a plan of refinance for appl;camx, ax thet an eppraised

of applicant'e property ic being made and that, on the completion
thereof, appilicant intends to work out some definite plan for
relinencizg. In the meantime, applicant's finmancial oondifion

has not improved. Applicant's annval report £iled with tkals
Commission for the year ending Decexber 31, 1913, shows that during
this year the company incurred a deficit amounting to $123,702.5C.
During the year interect amownting to $616,152.85 wzs paid on
funded debt, whereas applicant's total net operating revenue was
oaly $652,%00.16. Furthermore, witkin the last few months, bogde
of & face velue in excess of $500,000, whick bonds zed been put up
as collateral 1o secure promiscory notes of applicant, lhave been
foreclosed vpon and soléd becauvse of applicant’s inabllity to-pay‘
8gld promissory notes. In view of these facts, I do not believe
that this condition shculd be permitted to continue for another two
years. I believe 1% reasonable o permit the icoue of rotes as
requested by applicant for a period of ome year, these notes to
bear interest not in excess of the interest at present payeble on the
notes 10 ve refunded and thelir term not to.exceed in any case a
period - in excess of one year from <+the date

of dlssve. At the sdme time, I desire <o
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drew attention agein +to the need of o permanenn vlan of refinancing
and to &raw attontion narticulerly to0 tho nced of ma&;ng an offoxrt
to securc on agrecment from tho note holdors to the offect that
teoy will extend the time of payment and will not Lorecloso on
the bonds which thoy bold 28 security. | hn offort hes already
veern nmade 10 soecure an agreoment of forbearance from the holders
of tae wadorlying bonds,smowating to $5,600,000, which £all due
on Jonwary i, 1915, end at the date of the hearing.such Lorvoararce
kad been <L gned oy the ownors of almost two million dollsre of
tzesoe bonds, dut no offort‘apparently had boeen nade to"éecnre
sinilar agrecments from note holders.

npplicant asks outrority to pledge bonds up ¥o the
rotio of 2% to 1 aslsecurity Toxr the promisgory notes wnlch 1t
desires to issué. 4t"tne natio of 2% to 1, $8,324,709.67 face
nalne of bonds will%be onze*anding to secuxe'the;promissory noves
waichk gnnlzcant desires to is«ue amoun’® ving to o totel of
£$3,329,883.86. The amownt oZf bonds o outstanding world be
over £1,900,000 in excezs of the tonds which apylicant reports ia
its Schodule No. "E? a5 being pledged to secure. obligations of tho
commany on ~q‘ebz:nzx:-y 28, 1914. Tais request nokes 14 necossery to
gnve consideration to applncanf‘" preocent honded indebtodness.

Annlicant's so=-called nnde*lying vonds consist of
autrorized issues ey various predecessors of applicant amonnt;ng '
t0 & total or § ,ooo 000, all of which bonds are now in the hands
of the pudlic and are due on uunnmry 1, 1915. On Janwary 2,

1907, emnplicant suthorized a further L83u0 of 30,000‘bonns of tho

foce velue of $20,000,000.00, these bonds to bear intorest at the

rete of five (5) mor cent per smnwm sad o be payable on Jexmery 2,
1937. Appliéant's annual revort for the year ending December 31,
1913, shows %he following disposition of the authorized Lssue,

as reported %o applicent by Klink, 3esn and Company:




Uriscuod in hands OFf LrUSEE0 eceseecescccces §  500,000.00
?ledGOd 8-8 con&ter&l [ EE X N RN NN ERENENRNNERHJEHJHE] ‘ 6.480,000.00
Unissued in treasury of coNPAnY eececcscsces | 974,000.00

Total par valwe not hold by - |
?OOPJ.OE Watoxr comw cosssssssscssese 6,“64,000000

Nm B000OVENINONONITPOEOIGTOIIGEES 4 . 400,000,

The rezaining $5, 600 000.00 are %o be reserved for the purpose of
rot:.r:.ng underlying bonds.
In relisnce. on this statement, applicant stated, in

Schedule "ﬁ“’ attached to the petition herein, that the Ponds iasued
and in the hands of the public wader the issue of Jsuuary 2, 1907,
smounted, on FPebrrary 28, 1914, to $6,446,000.00, and that the bonds
pledged to aeéu.ré the obligations .ozlf i:he company smounted on the same |
day to $6,417,000.00. Applicant also reported that bonds of the face
velue of $5,600,000.00 were in the hands of the trustee for the pur-
pose of redeening the underlying bonds snd that the remsining bonds,
amounting to $1,537,000.00, were in the treasury of the company. .Lp-'.
plicant was wable to satisfy the Commission with reference to the
amount of the bonds which were still in 13:3 troasury and was directed
to look into the matter Pfurther and to report to the COmmiaaion.
This :report has now been nade and is s&s follows, a8, of ‘May 21, 1914

Unoer'tifiod.................................. $ 500,000.00

In hands of trustee to cover wnderlying :
183“08 I YT FER YRR RN R AR N R NREEEN NN XNENNLERHNE R 5,600,000.00

In hands of public as per entries on '
comﬁwv's, DOORE ssesevvcsssssecncscccscns 6,747,000000

DOPO"'i'bOd. 33-°°1latera-1 tesencssrsasenssasssae 6.097,000.00

In safe deposit boxes controlled by '
Pooples Water CONpanY.cccvcccssvscssccss 221,000.00

Tor "safe keeping"-

. .Oekland Bank.of S&vVAINGS esscescescscscee 250,000.00
Firgt Nationel Bank of 0skland ceecvsces \ 305,000.00
E. c. m’vem 'YYX XN FEXFEXRE R N X NN NN N NN X NN E ] 280 OO0.00

mom XXX E X YRR X KN XX NS N X X J $2° ooo 000000




Further investigation shows that the bonda smounting to
$250,000.00 which are reported as being held "for safe keeping" .
by Oakland Bank of Savings were left witk the bank in connection ‘
with formor losas, but that the banmk at present clsims no inter-
est in the same and is willing to return them. Apﬁlio&nt shonld
promptly get these bonds snd replace them in ita trea.a;ry._ The
bonde emounting to $305,000.00 which were reported by Klink,
Bean and COmpaﬁ as‘bé.’mg in applicant’'s treasury, but which now
are reported to be reld by Firat National Benk of Oalﬁland., are
neld by that bank as collatersl for the repayment of moneys
lozned, from time to time, to enable applicant to pey its bond
intorest as it falls due on January 1 and July 1 of each yoar.
As the moneys s0 loaned are fopa:.d from.time to time, the donds
pledged a8 secuxrity shouwld be returmed to Peoples Water Company
pori passu. In other words, 1L the bonds é.i'e plodééé. at fho
Tatio of 2% to 1, dbonds of thé face valuoe of $z%-. skould be re-
turned to applicant's treasury whenever it pa&s off $1 of its
1ndedtedness to the bexk. Pooples Water Conmpany ghould olsim
and place in its treasury such portion of tﬁose $50.5-l.‘ooo,.o,o of
bonde &3 should properly be released upon this 'bé,aié., The
bonds amouwnting to $280,000.00 which were reported by Kiink,

Besn and Compeny &s being in avplicant's tressury, but whick are
now reported dy applicant to delong toAmF. C. Havens, appear
from applicant's statementsa to haﬁ'e been 'oought by Havens in thg
opeon market and to be his property. The number of bonc_ls out~
standing in the hands of the public must accordingly be incressed
to tals extent. |

A corrected statement of applicant’s bonds of the

isgue of Jamauexy 2, 1907, as of May 21. "1914: is a.ocbrd.ingly as
follows: | “ '




In hands of public &5 per entries
on company’'s books (including
bonds held.dY EAVENB) sececccscasssscss $7,027,000.00

Deposited as collateral (including '
bonds held by First Natlonal Bank) .... 6,402,000.00

Bonds Lormerly 1ssnod but xnow held by :
or for Peoples Wator CompPany ececcccccse 471 ,000.00

Uncortiﬁélcl, in tressury of Peoples Water
compa-ny .OO.'.....0.0......&..0.‘....-.. 500,000.00

In hands of trustee to cover wnderlying
:LGBU.OB ..-...-......-.-..............-..-5.500,000.00

POTAL sevecssssossseed20,000,000.00 .

It should be 8aid, however, that :Peoz’alea Water COﬁzi:any
068 not know the exact number of ite bomds which have been fore-
closed and sold :foi- failure ©0 pay notes when due, although it
believes that the face valuo of the bonds 80 tbrocloa;d recently
ig in excess of $500,000.00. The best that can be said is that
the 't;"ca.l of the firat two items reprosents the total of tlho bonds
in the hands of the public and of the bondé pledged as collateral
on May 21, 1914, ' .

. In view of the situation herein outlined and partim:la.rly
of the fact that S0 many of this coupeny's bonds sre being fore-
closed becsuse of this company's .’x.na‘bili‘f:y t0 meet certain of its
obligatione as they decome duo; so that the total number of its
bonds outstanding is increasing, from time to time, without com-
mensnrafe incresse® in the assets of this company, I em wawilling
%o recommend that epplicant be authorized to lssue any.bonds in
excees of those which v}ero in the hands of the public or pledged
es collateral om Msxch 23, 1912, on which day ti:.is commiaéion's
poworTs over publiévﬁti;.i.'cy securitios f£irst becsme effective.
Por what ha.ppeneci bofo/re thet time, this Commission ia. not re~ .
.aponsible. The most that this Commizsion can be expodtod 40 do

DOW 12 to See that by none of its acts does the condition of

utilities become worse than it Was before Merch 23, 1912. When
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, & utility which has béen ixprovidently or recklessly financed

prioxr to larch 23, 1912, comes Pvefore this Comuisszion, the
Commission will seock to compel the utility to hetter its finan-
cial condition, instesd of making it worse. And ﬁhilo the
Conmission must poézoroo permit for a while many conditions
Yo continue which 1t wonld never have sanctioned initially, it
will constantly strive %o bring public utility financing more
nearly to the level which 1t should have assumed from the start.
The present finsnsisl condition of Eooples.Whter
Company grbws out of transactions which took place before the
Pubdlic Utilities Act was passed snd before any public authority
bad been granted the right to regulate the issue of stocks,
bonds and other evidences of indebtedness of public utilities.
Applicant's present plight is not the result of regulation,
buf the'r;sult of the absence of regulation at the time #hese
transactions had their inception. If this Commisaion had been
vested witk suthority over appllcan% at the fime these trans-
actions were initiated, the Peoples Water Company would not
find itself inm 4its presgnt condition.
On Mareh 31, 1912, the face value of spplicent’s
bonds in the hands of the public snd pledged ss collateral
was ag follows: _
In hends Of PUDLLC eeeccscseccsscesss P 6,746,000,00
?;edged &3 ¢0llatersl cceeccceccscsss _6,951,000.00
TOTAL seveccscscscacacs $13;697;ooo.gg_

I recommend that aéplicahx'e'prayer for the issue
of bonds at the ratio of 2% to L as collateral for the entire
tloating indebtedress of $3,329,883.85 be denled, dut that
applicant be guthorized to issue end use as collatersl such an
amownt of 1tz bomds that the total of bonds in the hands of the
public and pledged-as collateral shall not exceed 315,697,000.00,
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the smount outstanding for these purposes on Mareh 31, 1912.

The $250,000.00 bonds now in the custody of Oakland Bank of
Savings and such other vonds as are available for that purpose,
within the limits herein indicated, should be reserved for the
purpose of securing the repayment of the moﬁoys whickh must be

© borrowed oh July 1 to pa.y the seml-snnual interest on the
bonds, and &3 these moneys are repaid, the proportionste smount

£ bonds should be reclaimed and replsced in applicant's treasury
and not egain issued without this Commn.se:.on'a%égionzation.

I recommend further that I?oopies Water Company be
directed forthwith to present to the Commission plé;ns fTor
reorganization and to report within 30 days as to what ateps
1t has taken in the matter of securing forbearance agreements
from its note holders as well as the holders of its bonds whiol'i
are due on Januwary 1, 1916. If Peoples Water Company had heeded
this Commission’s warning in 1t3 opinion of Mafohv 28, 1913, and
had taken the a't_:eps thorein indicated to replace its short-term
obligations under o permanent plan of fLinancing, the company
would not now be in its present financial straits.

While the steps herein indicated are necessary %o
gecure the exieting creditors of Peoples Water Company, attention
ghould be directed to the fact that the ;peopie of Oakland,
Berkeley, Alsmeds, Pledmont, Richmond, Albany, Emer:vﬁ:.llo and
Ssn Teandro are dependent for weter and for extensions of water
service upon this utility, and that they rave the ‘ri'gh'c to
expoct that thisz wtility will bde re::l.ha.ncod in such a‘way as
to plsce it In a poeition to live up Lully to its obl;.gationz
as & public ntility.

I submit herewith the Lollowing form of order:




ORDER

PEOPLES WATER COMPANY baving arpplied for an order suthor-
izing the issue of 1fs pfémissory notos of & face value not to
excoed $3,329,883.86 snd authorizing said company to issue and
pledge as collatercl security for the payment of said promissory
notes Peoples Water Company General Mortgage Five Per Cent mhirty-
yoar Gold Bonds, dsted Jenuary 2, 1907, and aﬁth‘orzzing sald cém-}
pexy also to issue its promissory noies in a total a.mouﬁ‘c nof téf
excood the sum of $211,668.00 for the purpose of refunding certain
ourst&nding oblzgaéions'incnrred in connectioﬁ'wzth the purohaae;
of certain parcels of resl property as indicated in Schedule WD"
attached to the petition herein, and a pubdblic ‘hearing having
beexn held on said application

1T 1S EEREBY ORDERED that Peoples Water Company be and
tke same i8 héroby authorized to 1ssﬁe its promigsory notes iz an
amount not to exceed $3,329,883.86, and also ite promissory notes
1 gn amount mot to exceed the sum of §211,668.00, and also to

1gsue its Genersl Mortgsge Five Rer Cont Thirty~yesr Gold Bonde

not to exceed the amount hefoinafter indicdted, upon the Lollowing

corditions and not otherwisge:

1. Peoples Weter Company ahall roalize the full face
velue of the promissory notes hereby anxhorized and the yproceeds
thereof shall be uged only for the purpose of paying its indebted-
ness as evidenced fy the amounts ghown to be due on wncecured
notes payable, gecured notes payadblo snd sccounts payable, shown
on Schedule "Ii“' at't:ach;d %0 the petition herein, in a total |
anount 1ot té exceed $3,329,88%.86, and also for the purpose
of paying ite indebte&neas a3 evidenced by & list of obligations
incurred in comnection with the purchase of specific parcels of




roal property, £s shown on Schedule "D" annexed to tho petition

horein, m‘ an amount not to exceed tfze.a'um of $211,668.00,

2. Said promissory notes shall bear interest not to
oxceed the :ﬁateé now payable on the respective notes to be rez'gmded
ancd not o exceed 7 per cent on notes given on accovant oL socounts
payable, | f

3. Peoples. Wa.ter COmpany may issue its said Pive Per
Cent Thirty-year bonds of the igsve of Januaery 2, 1907, secured by
deed of . trust to Mercantile Trust Compa.ny of Ssn Francisco, for tke
purpoge of being ﬁsed as collatersl security for the promissory notes
berein authorized, and for the notes whick the campany may have o
execute to secure funds wherewith to pay the bond interest pa.ya.bla on
.Tuiy 1, 1914, but only at & ratio of not to exceed two and one half
dollars in bonds to ome dollar in noteé, and, only in such amouwnt thet
the total of applicant's bondes of thic issue éutste.nung shall not
exceed the total amomnt outetanding in the hande of the pn'blid axnd
pledged as collateral security for loans on March 31, 1912, which
total smowmnts to 313,697, 000 00.

4. Such bonds as Peoples Water Company hat now 1ssuo& or
may hereafter isave as aecv.rity for the payment of moneys borrowed
or to be borrowed to pay tre semi-smnual interest on the company’'s
bords shall be returned to the conpany's tressury peri passu &s the
moneys 8¢ borrowed are :.-epa.id. and shell not be again issved watil
tThis Commigsion"s authority 80 to do has fLirst Dbeen secured.

5. Bépplos ‘Water Company shall proceed forthwith to
formulate and jz:esen't to this Commission a plan for reorganization
and within thirt'y days from the date of this order, shell report %o
thie cOmmission the steps which it is taking to soc'dre i’orbaaranco
agreemexnts on the part of its note holders and of the bholders of the
bonds which beoome due on'.‘ranuary 1, 1915,

6. ?eoples Water Company shall keep separate, true and
accurate a.coon.nfs ghowing the receipt and application in detail of
the proceeds derived from the isgue of the Promissory notes and
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of the bonds hereby authorized to be iseuned, and on or be:ore the
25th day of "each month, the company. shall make a verified report

to the Commigsion, staxing'the disposition of such promissory notes
and bornds during the precedirg montk, the moneys realizedithe:efrom
and the use and application of such moneys,'all in accordance

with this Commission's General Order No. 2%, which oxder, in so

far as relevent, ig made a part of this order.

T e The authority hereby given %o issue notes and bondas
shall apply only to notes and bords issued by sald compszy on or
Defore the first day of Jume, 1915.

€. The authority bereby giver shall become effective
only when applicant has paid the fee specified in Section 57 as
amended of the Public Utilities Act. |

The foregoing opinion and oxder zre hereby approved and
ordered filed as the opinion and order of the Railroad Commission
of the State of Californiz.

Dated at San Francisco, Californis, this %xj day of
June, 1914,

miacian Stata ol Tel 0%
. .ﬁhhaw.o




