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OPI~ION' 

Gordon, COT"r::i ssio:n.er,. 

This is z.n aLlplicatinn for '&::1 'o=-c.~ aut~6rizi:ng tne 

, , ' 

o,f ,its Se=i es :8, 5 pe= cent gold. debenture notes of the :fice 

'value of $1000 eac?:.1 to a total face value ,of ~~50d, OOO~to' be 

191.7, " • +' , ene.. ,,,,,0 

sell S2:le at a p:'ice of not less t::'ar..$960 for eacA <ieoe~:t;-.;,re 

of~lOOO. face valu.e or a total price of $4ao,~,OOO; ~d. to 

apply the proceeds of suc~ ssle totl'le liqu:id.atlon of,' its 

outsta..'Vldi!l5 obligatio!ls. 

The cor..c.i tic::' of the o3.1'i talizati.on of applican,t . is 

as follows: 

Cap:' tal stock, all, co=o~ a;:.:.tho:"izec.' <md outst~"'ldirlS$lO:,OOO;OOO~ 

:Sonc.s au.-:ho:'izec. $lO~OOO~OOO. 

:Sands OU'tstax:.ding$ 3,964,000. 

3cncis outsta:c.ding on co::::.pa.:.""lies consolidat.ed into: applicant 
$1,,00'3000 * 

. ;"-
J30l:!d.s out. sta."'lding P::l S~c::"~e!lt,o V -:>' i· ev 

:crn.der contrac~. t.o ·oe p-:.;rc.has;d-~::iY 
?o-we= . .c:ompa.'I'l.Y· . 
applicaiit.$900,000: •. 

::De-oe::.t'l.::'e bonds of ap2;>licantou:tstanc.ing on above CO::l-
tract of !)U:!" cl--...a.ser $800 ~ 200. 
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It s:::o"J.ld. 'be said :;:.t t~e outset tbat it has: "been im .. 

po~si"ole to obtain z.d.eq,u.2.te info=ation conce!'D.ing t:b.e value. 

of th3 DrODerty aW:1~a ny ~D1Jll~~ni, or i~s real net ear!lings 
ed . 

::::'2 <ii. S"ti.l~gu.:L sn.ed :f'~Q;-::' :;'. 91X!ll 7."hi c!l is cl3.i!!le,,:o, be n.et I· 'out . 
. ' 

~Ai ch. may no-:' "be because 0'£ 'the fe.i~u.r e 'to se't a.sid.e proper 

a::l.o-mts fo!' de:9!'ecia'tio~. T~e o:t'i'icials of thi sco:t:9ora~io:::l 

their L.:!lo":'lledee of t:a.e o;;.si~ess any :r eliable ini'o!"ZC.ation on 

t~e above subjec~~, ~nd .; -..... be apparent th.e 

rc.anaeers O'! a '.lti 1::' ty bus i~ess ::;,ave no such in.=o :::I2l.2.ti on.. it 

oecomes extre:n.e:'y c.ifi'icult.1 if ::.ot ir.::possible 1 £o':: t!::.e .. 

C o=.i sei on to a r=i ve at z,!lY d efi ~ t e cO:!lclusi C~, $~oJ."t o-! 

A~plic~~ ~as urged. speed on tbe part 

of tb.e CO"'rt''1'dssion in cC::'!ling to a concl'!;sio!l. as to w, ..... etJ:.er or 

not 't.his :ecL': ... est :for a c.eoe::.t-=e !:ote issuewillbegrs.n.tw· 

a:'ld !:as earne stlyu.=s.ed t:!:lat :lO l':.a;r:n;. could result in. granting. 

to a :;:e!~ciin6 of existi~g o"oligetions, ·as :;:. result of whicA 

d.ebts. 

T21e fact -:2lst the g:-a!lti~g o! -::ci s ap:plic~tion ":7i11 in ' 

r::..ay 0:- ~$.y not ~e true. T2:.e CO=.iszlon ]:as iil. seve:=-cl in-

z't~"lcez in p2.ssi::lg 1.4:pOl: a.pplicatio!lS s'!.lch as. this been con-
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fronted. "i"th a conci:'"t i 0::1 a::::alo gO'l.:S to ~he o::e we find .1lere 

to exist.' Ti:.e syste:l o~ fi:l2.ncing whlch :'c.s,s heretofore 

prevailed. .iz:. the State placec. !:lany utilities in afin~.ncial 

utilities he~eaf~er o~ganizec.7 a.~d. ~6pes ~o corxect~at 

least in Pz=t7 as to 1:;::i:"i ti.es whose fi ..... a'"'ci·a1 con.c.i tior.: 

:cas been brou~-: Gob 0 11-: "by aoti on i!l tb.e past ,,~ich thls 

Conza.i£zion will no~ tole:-ate in the future. 
:.. .~ . 3?resen ... eo. :1.:;:;, shall ~he 

Co~i ssio!l o.lloi7 'the contracting' ofnei7 indebted.::ess "by 

sO'lo=g ~s the !lew ind.eoted.ness c..oes not :;>..d.<i to itsaJ.ready 

existing o·oligatio:::.s, ·out :::::.ere:"y substi~tes a ::.ew 00-

Or s=all the Co=oission 

in eve~y case t~e into conside:-ation t~e ?resent financial 

condi-:ion 0-:: the utility app2.jtin.; to issue stoCk2 iil<i bonds, 

a::c:. ,:,rl-:e: the fina::.cial c :)no.i tio::1 is shoi"m. to -oeunso~d, 

shall the CO:::::lission req:~re a correct-ion of the oae. fi ...... ancia. 
. , 

cO!ld.itio!l as a prereqctsite to the iss~ce o~ o.r.y stocks 

I beli e7e that ur.d.e= o:-c.i:la:::";>" circm::.st a:.'lcesth.e 

fi~;;;::.cial cO:::ld.:i~io:l of G. i:.ti:i~y sho.:.ld always be considered. 

in allowi:lS t1:le i SS'U.2:cce 0-: s~ocks and bo~c.s ~~e~:c.er the>,. 

Sa=l.e ?.:e for =efu~c.ing pu:-poses, or .1.111 resttlt in. additions 

Tbe::'e can be :co doubt t:c.a:t ~:::'e Co~"""""jssio:r..'s ap}JI'ovcl 

of t:Ce isst:a~ce of stoc~s ~::.~ OC::la.s -:::'11 be u.sed. by utilities 

in tAe sale the:-eof'. Spe~ki::.g as en abstr&c~ proposi~io:r.., if 

the Co=issi cn shc1.l1c. a:ut~o::::-ize "the i 2SU3-"lCe .of stocks and 

oonds fo:- ref~cing pu:-pose~ of a co~cern wnich is plainly 
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inso1 ve:::.t, ~t:.c~ a.cti on or.. 0 t= :9ar~ tight be used. "to i'iork 

fraud. u?o=. t!l.e p::.rch.:;:,sers of t:c..ese ner. sec:=i ties~' a:ld when 

~he a.cco~n:tin.g co:::::.es, t:..i s Co=i'ssio:l~, oi" cct,;Xse." -rrillbe 

, ' " 

s-.;.osti t::.ted fo:" o,thc::- c=edi tors.' T:::'e cri~inal creci,tors of 

t:a.e conoern, it is prest::::::.ec., ass=ed -:::::eix rel:;;::t.i onshlp i'ii th 

the uti li ty "",t a ti:::::.e ":then its finaIlcia.l cond.::'tior. was, good. 

whi le at ti;c.es th e ne\'r credi -:0:"5 ":'!i::..J. be led. partly by the 

action of t~s Co=.issio:: in a~~provi!lg the sec-:.::.rit,ies~ to as-

s-.:me t!lei= rels.tior..shlp ":'7i ~=- the '1.::tilityv.-he::lthe 'U.tility 

=~y be fi~~~ci~lly unable to reCe~ its obligations. 

~e :reco~-ize t~e fact ~hat we owe a duty to the 

ves"tcrs as ';VeIl. ''';';:rile, as we 1lave stated ,i:1 several" in-
r 
I 

sta.~cez. we} co r..ot g~r~!".tee thesu.ccess o-:a:::'..y und.e=takil:.g 
< 

0:: ~y utility, z-:ill ';':e ";'iould. be ::e::.iss i::: O'.:l:" c.uty if we 

failed to t~e il:.to co:.:sid.e=a.tion 't~e ::inancial CO::ldi'tion of 

the C o::J.cel':::' d.esi ri.:::.g 'Co iss:;.e securi ties,kno-:ring:) as !iss 

z.l::eac.y 'beer;, said., tlle.t 01:.:: ,s,!'proval will be used ·oy the 

utility ,in 'the sale of s~Ch secu=ities. 

~e !lave been c.eclinG herei!l. 'With those cases ,,"here' 

sec;;.re. 
" 

T~ere :nay ·!Je r..a:z;.y instances i"i!ler,e the fi:la~cial' 

co=.d.i tion ~ill not be suc~ as we be:iev,e it sllou.1ci 'be," a.n<i 

t~e ~tility still be in no dange~ of i~soIve~cy. 
..;. . '",', 

.J..!l. su~, 

c:ase~ the issuance of adc.itional securitiee for t:he p1.lXPose 

::littec. 'by law, is not subject to t~e sz=e objection as exists, 

wi tb. rei'e::el:.ce ~o an i::.solvent or totte:-i:::.g concern. 

The :proper :parties 'to bear losses o!'U.tili,ties as 

i":'ell as of any ot:c.e= co =:?orati c:c..s~ ::l.l'e the stcckilold.ers. 
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To oe sure. t~e:e is ~ stock:~olderst liability ~hic~ legally 

holds ~~e stocXc.o:Lders to accot::nt~ o'!;.t ':00 of~eXl ~n't:a.e 

c~se of utili ties at les.st, Os.c. finanoial co~ditio!ls broug::.t 

~"oout 'by hig.'-l :fi!la::.ci~g :;;.re cu::-ec. oy exploiti:.g t='e public 

t:hrougb. hi~ rates, or "':Jy :::.'!o~e :c.igi:. financir.g, and t:n-ough 

"bondholders sec~i ties- t:!:.at have ::.ot:ung be~i!lc. t2le::: except 

I::.ve ~:tig~.:~ ic!:. i:c.to t!le affairs of' t!li's CO:lcern StlO"!7S 

t;'lat :::.ost of i':s stock ";7'2.S issued without consid.eration 

to tlne co:"pora:ti on, but t:aat it i:.a.d tb.e::-eai'te:" oee~ sold to, 

tile public and :cas ::-eached ttle ,"?Y1d,s of j:res:en~ stockholders 

at ?rices reaching as lligh as SiXtY-i'i've($6.o.00) ~ollars: 

fper sha:re of t:::'e par 7alue of O:r..e Eundred ($lOO •. OO) Do,llars • 
.. 

Likewise it $.?!lea:rs t~t ::..any of taecbligations ~ .. :c:ic'h3Xe 

sought to oeli~uidated by t~is iss~eofsec:::trities ~e 

o"blisatio=.s that are prope:::ly c::-:argeaole to ope=-ati:lg ex-

penses. .. t..ct ~ro"7id.es t~tsto.ck ~"1d. . . . ' 
oom!s shall not be i ssu.ed fo::: o"olisations "iuw:"ole or i.n 

part reaso!la".Jly c:-:.srgeaole to ope::-atirig' expenses or to in-

come. n T:'::.e operating e?JPenses of 3. utili-:y sllo-..::ld 'be taken 

ca:ceof i'rc:l t}:e incor:le derived .an.."'lually f:",o~ rates, . or, where 

=.ecessa::Yt ·oyassess:::a.e:l't; a.."lC likewise de::>recia:tion. sno1.!ld 

'be :prcvided. fer ahead of most exp e:!ld.it':l!'es o'ther than 01'-
~ " 

expenses. 30nd. iYltere st of cOuXse' ::::0:::'5-:' be pa;id~ 

out ·oond intere st sIlo;:.ld CO::le o-:;.t 0: t:b.e :?rcfit whicih 'a. reason-

a.ble -rate gi7es to a:. CO::lcern ove: its operati!:g. expenses,. 

r.i·"t1l t~e ~ur:lishlng of 4 utility. 

It appears, as r.ea.:-l,l ~n ~\:'\Ie r.ml~\I~l • 
i} ftl./ ~ ~~ J\1~ge ~=0I!l t~e-rec'6rcls .. 

tl:.~t tbi s co::aP:;'':l7 O":7'Ct3 :!.n 't:"e :::.oi.zA"oO~~ood ot: ~750, 000 fo~ . 
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which. f~nds ~ilst 'be securec. in tee i~ed.i8:t·e fu.ture. We do not· 

'believe ",j. l .. is i:::l 6..ange:-of insolve:::lcy ~ 

clined to preve~t it fro~ secu~ing a ?2r't of t~s money from 

the refu.nd.::'ng issue suc:h as is a:?:91iec.. fo:= in t::::t s applicatio:::l~ 

/but ~., 

2....:.. ... 0':'1 it to iss-..::.e t1:::.ese c.ebe=.t~e notes 

ar,.c. "J.se tl::e proceeds t}lereoi' fo:: t:':le P::':.Y"...1e..."lt 0:: ool.iga:::.o!:.S 

which are ::.)ro:;)(~;:l:r Ch...~ge~~o o:?e:-::::ing, expenses 0:- de-

!)recia~io~. 

:::t is -.::.:-gec. t~at :;!.ltbcnlg.'l the cl::d"'lS p:-esented'tot:':le 

Co=issi on to be liq-.::.ic.ated "by 'tbis issue 0"£ de~e:::lt~:-e notes 

pe!lses, 

sJ:.o1:;.ld have :.9ai.d s11.c11 cla,±:l.s in extending its pla:J.t a.1'J.c. oou-

st:':lctio1ls. 

7!e are di s:?o sed. m:.d.e:- 211 t1"'...e ci::-cUmsta::.oes' to allo":.V 

the iSSil2.:.'1Ce 0: ":.hese cie"oe!::t;;:!"'e :::~otcs~ O-.:.t it will ,"be neceS,sary 

T:lined 7/net: .. er or- not such cla::.m is Ol'le i:::. t~e :paY..!le:o:t of w:cicA 

t~e p:"oceeci.s of these d.ebe:'l~u=e, :::.otes should. be usee!. 

If t;--,.e cone.:.tion of this Co~.1.:?a:::.y :'s :?os u:-ge<i 'by its 

ofi'ice:rs, then no d01.:.bt th.e :sn'oceeds frO'::! the s:?le of tJ::.ese 

deberr:u!'e notes i"ii2..1 ,;,;,:, it into Si:.cl': ~ con6.i tio!: a.s ::-ega.:-ds 
," 

i -: s credi to::- s t2lat in i ~ s :-esul~ course oi' ~usi ~es$it ~;i 

t~e' o~e of its oti:.er obliea~io::ls* 
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therefore $or;: e.sses~ent 'oi" ~he s~oek "iD .. be neeesss.ry.· 

ZOne ",ger=.issio:::. to iss"'.le debe:::.!;'U~e no:tes as ~1l:pliec.. 'for 

of this 

be tlle $.!:.01:<n't necessary to :gay ou:tsta:!!a..i!~g obligati ons ti'.at 2.re 

properly c:b.argea'ble to i:::.co:::.e or oper::;.-;;i:ng ex.:?e~ses. 

o?.])Z ';> -- . --

"'0 ,.. .., ..:~'~ ..... .. ...,. !1.;.o..:.. ... .....a ... ea.. 

feee. val"J.~ of $,1000 eec}l to a total face value 0'£ $500 7 000 

to oe d.e.tec. Ju.ly ,15th t 1912, a:::.d.'Vo ~tu,reJu.1J 15tli t 191.7,s.!l<l 

to sell t:c.e sa:o.e at a' price :::.ot less t~:::. $960.00 'for esch 

~ebe~ture !lote of $.1000 face 7s1~e, ore totsl ?rice of 

$.480,000, a:::.cl to apply the :groeeec.s of s~cc. ssle to the liquid.a-· 

tiO'!l of its o~.tst&!:Ci.!:.S 

hela....::90~Sai a. e.p~licetio:n; 

requirec.. by saie. CO~p8.:::.y for tb.e c.i.sc:c.e.rge 8.!1o.. la:cri~ re-
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a:e not in whole 0-: in :?ar't ::-easona:oly cha.:-geab1e 'to, operating' 

ligc..ti 0::'3 a::-e not speci:::ically se-: O'ilt in t2'le ap:9 licati on and 

do r..ot specifically appear :':-0: the evidence; yet under jrhe' 
.... ' 

not in 'I'lb.ole 't;o o:?erating 

exp enses 0:::- to inco!:C.e. 

hereby 3;/ltnori·zec. to iss-:.:e five hU!lC:rec. c.eOe!!t~re notes,each 

O~ · ...... ·.-.e _J;","'ce ..... ~.~_., ....... -_ o,_-·~·~':;lO{':O. -oe~-"'-- .... -·~-b--s i "0 500 ':-clu-l"v'e - " .... ,;;:.' - ,r \"". w.. _ ':':'e _Jo~ ~ _...' .....u :';;'J 

sai d c.ebe::::::tu.':-e notes to bear date July J.5t!l~1912, 3..""ld to 

.:=.ature J-:J.y 15t:::'~ 1917, and the sa.::::.e to 'bear inte:!"est at 

of ::lOt. less that. ~?960, 00 fo": eachde'oen::ure :lote 02 tb.e :t;:a.ce 
/ 

value of $1000.00, S':1'oj ect to t:heconditions followirlg ::md 

(a) • ;.J.1 !loneys recei vee. from t:::'e sale of' saic. d.ebentUre 

no-:es sh~l oe placed in t1:e T:::easu:-y of tb.e said applicant, 

a:ld no ~oneys:paid O-/lt tb.eref:::-o:::. in t:he li qilic.a";i on of ou:t-

'., 

~~ . .: c"''''t ;...t.. ..; " ~ V'I. • c..."" .;. ....... )'-" - .. , .:J '. ~<t,i.' ~ .. "t ,. ...... 
• ,....;.... •• ,.l.... .l. S ........ enc...e ... 0 :? ... y S-O.-.l.. oe }?=e se::::;,:ce"'· ... o ........ e .... zl._:!"oaa:" 

Co::mi ssio::. so ~::c.at it r:..ay oe C:et €:'!".::i::.ed. by ss.i d. Co!Zc.i ssio:i t1lat: 

sai c. claim is ::o"t i!l whole 0:- in part ::eas·onably c?-...a.rgea"::lleto 

~_~, ... ~,,_,~ ~pe~ ~ ~~ ... "e ~_o_co~_a.· s~o~~~~ t~e =_ _ ~-.._ ~J __ .... -:- " ___ :;:. ._ 

d.i ~posi tio:n. ~ad.e o~ all =.or..eys ::-eceivee: fro:::::,s';;,c~s,ale' of 
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-:he:-eof) ane. 0::' 0= "before the 25t~ c.ay of es.ch,I::.on:'h theap)li-

ca.nt s1lall ::::.ake a verified report to the Cociissionshowi:n.gssid 

O=der ~Tc. 24, '."T:c.icl'l in so far as al'!>lic2.ble is l:l.ac.e apart of' 

td S orc.er. 

(c). As a c~=.c.iti O~ p:::-ece\ientto .the' approval 'by 

d.ebenture notes!'lerein s:? e::::ifiec.., said &?!=J1i cant s:hall file· 

tlle Commission, agreeing tb.at at any time wi thin ei9:'lteen .!:lontlw 

levy a;,ls,ssessment 1.l:90n its st.oc~old.ers in an a::::tount to be 

det3~i:a.ed by tr-..i s Co=.issio:::l. 

( . , c.). 

Co~issiO:l c: S:'a'te of California. 

:Jsted, Sa..": F:'ancisco , Gali:f::n:'tia, thls l4tb. d&y ot: 

Au,:;'1ol st, 1912 . 

·C01:mU Ssi'oners. 
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