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!n -::c.etla~ter ,o~ ,the z,pp11eat1o:l of· 'O':l1ted 
:&a.11roa.d.s, e~ ~ !fr&J:c1·sco :!or ~r.t:i$3iO::l 
to issuo,. s.:c.d., soU "$2~Z50,OOO six ,er, cent , 
5~yes.r ,no-:es. ,: thoprocecd.s: ~Otl tlle sslo 
of' 'which, 'are t'o '" be' applied. t O't7&X"d. the P3Y-
::lCnt'.exr.d: .. Q.1se-os, .... ge ; c~$Z,.OOO.OOO of the 
61)or:002:.t 'bondso'! tho :Mo.r:ltot street Cs'blG 
:as11~ Company a:d $350.000 of tj:.e 0 :per 

.. .. . .. Application ~o. 283 • 

.. .. 
cont' oondz' o"£~he'. ?ark s:l.e. Cl~!! ZOUSG ~n- : 

, ~: 'CO::1P3.Il.Y~ . both bond. iSS'C.eS.' ::a.tur1::g :;~:1J:J.- : 
, .• a.ry:l~· ,:l9lZ. . 

'BY. ' ZirE' COractSSIOli. 

o :p. I ~ ! 0 

-.. 

, 

, • I~ 

~his is s.:l' a.Jtl)lies.t1on !or an,' order a"J.thol'1zing U:o.i ted ' 

'AailrO!ide ofSsn :c'rs.ncisco to issue s.nd. sell $2~Z50,ooO ::;scc 

" 

", :lilos,¢f',st.reet'es:,.lillos i:l"thc Cit;; o! Sc.:l:;'ra.::.e~co end: '!:::o: 
"1' 

,tho. City, o:Z s:m.' Franci::eo t.o San ;r,::'~:';eo~ 

, ,.b.utl:oriz.ed. 
Issued. 

, .A:::r~:c.o:"izo d. 
. Iesuod.. 

24.750.000 
~4.. 591 '.000 

'.' ." " 

0'£ tAO :::.bovo 8::lount o! bonds of o.!>plicent~ the eo=t.9~..y 
'~ .. 

states t:c.at it Aa.z a.cCl:~ired,!or si:J"d!lg i:'::nd.~ ~1.,690yOOO faco· ·IJ~.~ "-
..... ~I' 

'," '.,., 
", ',< 

veJ.:a.e·' of 'b·ol:d.s. 

'.' .'. 
,,..~. 

-l- .. 



'/ .' 

,ca.pita.~ sto¢~: 

Authorized, co::=o:: 
Issued. ' 

Pirst' ?:'o·forred. 
.A;~::'or1zod. 
Iceuod. 

:?retened. 
Issued. 

!l!otaJ.: 

A-a.thor1zed 
Issued. 

$18,800,000 
~7.948,600 

5,000,000 
5,000,000 

20,000 • OOO~" 
20,000,000" 

I:l. ad(t1tion to ~:b.ea.bovo !undod. 1l:debtedl:G$S, ~pp~1ctl.IlZ 

owes tllo to-llo'111'llg: 

Eq::l1p:::lent notes. 6 ':PO:" COllZ duoJ=e 
15. 1913 to. June 15. ~918. securod. by 
80 cars.. - ~' - - -, - - - - - - - - - - - 300,000 

IneOI!1& 'notes., 5 per eo:::.t d.ue JUl.;r 1'., 
1912., .to'.;'OJ:y 1, 19l5., issued toUn1 ted. ' 
~1l'W'Sys'Invost'co~ co::p~ ,and. de!cnecl 
-:0 d.iVide::.d.s on ~irs-: :prc~e::::-ea steck - 1,229,000 

:on~ee.x- gold no-:;es, 5 l'e:- co::t duo 
ieb:-...s.ry .. l .... 19l6, ::'0 security - - - - - ~,OOO.,OOO 

. ?rOd.sso:ry !lotes duo on J'cJ.y 1.~91.2, 
and August ,l9, ,l9'lZ. - - - - - - 293,ZSO 

C~o:t1iabilit1os- - - - 1 25& 4S2~ % ! ..• 

. ,1 
sor:; notes asked:. to oe 3.utho:-izod.. ~<>r c:.t least 9S per.·e~::.t of 

I,.'; 
their faco and. 'tWO the::proeeeds., llith the si~ ta:nd. ·,9;@.ed. ls-
tar Sgroed. to ~OtC:lt to ~.,ZOO,OOO, to paj ott ~Z,OOO ,OOO;':f'aee "7s,1-

. , 
" t,· 

tlO' o~ r.ts.r:tot stroot C~blo ?3.11"mlj CO:!PBJ::IY "0 O::o.~3 8.ll<l ~50~O ~a.ee 
, , 

value o~ :?arkand. Cli!f :S:oU2e :.o.ilway Cocpa:::y bonds,.' all,lo'!' ";'1A1el:. 

, "oo~a.s 'Wo're d'O.el s:nd. ~:vSJ>1& :f!J:A"aIJ,r:! 1.,19lZ. Az 30euri-::,. tor tho 
., 

~s;ymo%lt <>:t tile a.bove :::lent1onod. pxomzso:t:7notes, appl~e.a:lt: propozod 

t.o p10dge ~z.l5O.o06 fs.co va.lue of 5 ':l?0r eon; Ma.r~ot s-:;;eetJ?.A1l-
, . . : /'" 

"mJ.y COt1P~ bo::d.s, -:-AO~: consent ~o! tho ?..s.!.l:-oaa. Cotl:l1s$ion~or such 
'. • • I 

1SS-....a.n~·~< be~ azked f.or"in Applies::'10n :\0. 284. f11ed. -a.na 'hoard 

with t1l1sa.l'P11.ce.t'10::'.<':Sna..:t~:.3,a.d.i t1o:l it 'ml.$ :propos~~:tO"Pleego 
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$9'70" 000 ~e.e() value o~ San :Sra.nc1sco Electric ?.a.llwa:y'3 5' per ee:at 

first ~ortgagc bonde. T~eco la~te= bondS wore issuea pr1orto ~=eh 

23. 1912. and are in the llanCtz o'! a. :re:p:ro$ont~tive o'! t:c.e ,tT"".Jitod. 

,Ra.11ws,ys' Invest':lent CO:1~~. , 

In 30:10 casee in wj:Ueh ~e eone.1t10::::. of a pu'b1.1e ut111tj 

s.t rold.,pr1or to lZs.::eh 23,,1912, ha.3 not been zue:b. as -::ould ~ve 

been se.net1oned.' 'by t"Aie Co=12e1o:o. ha.d. it 'boon ecpawe:rod. to paae 

upon thout11itZ'"'s eoeur1tias. tho Co::c1ss1on :a.s.s nove~hele$s 
suthonzed. theiszue of no"::' zoc'Oritiee. "out only ir. Cs.e02 1:l -:f.'l1eh 

the issue o!" such new securities m:;';l not cas'-: s.dd! ~1onsl ,ourdens 

upon tho utilit:r and. in "::':ilicil. the 'trt111"liy' is ::.o~ b.a.n'io:'upt. Z'.ao 

, ',Co:::c1seion Will not e:c:tho:::1ze tAO iseue o'!e.<le.itiona.l sec'Cr1tio$ 

in t:a.o two oxcept1ollS'spee1t1od. tor ~ho rO$.Son t:il8t, it is obvious , , , 

, ,I 

ineVitably: r::m.8tbe rcorgs.:1~d or go into- the hs:ds o~ t! :receiv-

or wil~ o:llY-l"osult i:l 10sz to tile :!;)eoplo who 1m'ost mthcco 30-

, e'tO':'i tios .. 

upon 'bei%lg ft:.llya.d.v1zee. as to tAO ~pllca.nt-'s f~na.neia.J.eo::ld.1t1on. 

ID.S.etmCA as sutf1cie:tJZ ~or::lS.:tio:::. -ml.S' not pl'O'ducod. ~,t' tAC iJ:.i-

-:1s.lllosr'...:ae-. 8. d.etl8.%ld. '1l$.$. maclo' '!or -:::0.0 eo~lote- inspection o~ 
tllo books and accotc:l.ts o~ tho Co~.. .:.. ~~ inspection o~ t2:.~ 

~eso~ the CO~~7:a.z at ~:trst :"o!"c.sed. "o~ l~tor gTmted.,. 

but the ol:JS books of s.eco:t:n~ s.Z'Pllca.nt ,rodu~d.":1e:r:G -:hose '!or 

the.yoa:r 1912. 

fa,iled. to' eo:ll'ly n'tA tj:,e, COtr:lisz1on '$ , ord.or. In lieu of' the so 

books, :the t;l.:!?'Plica::lto~o:,odst~-:;el':Ol:t::S mn.d.o by a;c.d.itors.' \7Mch 
, , 1 

" " 

wh1cll co:cz1sted of" tots.ls 0:::lJ' ~e. ga'7o no dotai::tz of' hoo:r t1:.o to-



'.".> 

,.' ... 

~O CO!mniseion. through its s.t1diting d.epartment. ho.s 

esrefully exnmdned tho p~rtial 1n!0~tion furnisbed by a~plie~t 

~d,not ~cluding the original books prior to the rear 1912. and 

from such exs.mina.tion ha.s'ros.ched the ~ollom.:og conclusion::: With 

roference t~ 1l:p1'11cs.nt~e f:1na.nc:ta1 condition t1.S bca.ring ontb1z 

:l.J?plice:tion: 

l.~t the,~ proneionz o! n.pp!.1ca.:l":; ~3 true":; deede vii th 

be: en' cO:lPlied with. 

·2.~t the United ~ilro3.ds hae e:xcha.nge~ with its owners 
i 

, t:b.eiror.n ,l'romses:t:o ~e.j ~d 2S set tAm: UJ? i::.all a.ccount ::.s 

, " 

siIlkingfund' itlvcz~e:c::s. 

'3. ~ts. fictitious eur:plue 0:' profit and loss a.ooount 

has been created. 

4. 'Tlls.t, ,dividends ~ve been J?3.i~: out of C'Q.ch '!ictitiou~ 

'3U:rplus to the detriment of tl:!e equity sUJ?po::-t1ng the ,'bonde. 

5. 'rc.e.t ill$tee.d of setting 1l;;.) e. hoe.'7 reserve- to a.id. in 

retiring bonde which 1tnow seems the co~anywill'be'unable to 

'Fa,! at :::ne.turity • the o0lI11'~ is continuing to pe.y out dividends. 

It ,should be ~dcretood that the oonclue1on~ hereinbefore 

set out. lw:ve 'been' reae::'ecl on' the :partia.l ~ormO.t1on 'Which Me 

'been s'Il'b:oit:tod to thcCo:cmission. e.:l~ that i~ an c:te.::inat10n o! tho 

original books Wh1cht1:!e coz::pa:c.Y':has re~ueed to supplY should re-
ve~l a di!~erentco:c.dition~ th~ respo:c.ei~ility for these con-

clusioXl2 .• which. we contend. 1ncvits."oly I:lUst be dr~w.:l !~om'whc.t 
,; 

, . 
~ail~rc t·o: sub:;.it its 'books ~OT e::r:tl:i:ea.tionb::y t:l:e' COl:mliesio:l. 

, ' 

It i3 an sx10:l t:l:lat"~'V'idc:c.ce s'tlpr(tssed is deer::ed to bo 

adverse, end :bAvins 1n ~dl t~is a.Xio:c. certt1.i::'lly tho Co=iesion 

is' justified in COl:.clud,1:c.g t:b.a.t· t1:o books which t:l:o c.Pl'li,eent· 

4 
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" . 

. " 

refutee to produce at least would. not better itz zhowing. 

"3e bIlve ebove zetout ::'ive genor:l.leoneluzione. which,. 

as we have. et~ted. are conclusions ~~T.n ~rom the onlY' source 

. f:rOl:1 vt.tlieb the· Co:rnmiss~o:l csn d...""'aw conclusions in this case,. 

namel~7\ from the pa..-tie.l tl,ccotl:c::ing :led.a to this· CO:m:li3Zion at 

., s.nd $ubeequcntto tho hea.r1ng bY' t:c.o a'pl'.l1cant. 

Eeea1:se ot ,the desire o! this Comoiss!on that it be 

ma.de pl~1:lls' to appe~ that· the fa,1lttro to gr&.::.t this app1.1c3.t1on 

izdue' ent,i:r.ol:1to the action of the cO=:p:ulY &.nc. t~t- the con-

clusions horeinbefore ee-t O't4t are justified. a orief ' review o! 

the,evidenco,whieh the a.~:?11ca.nt 1le..s o!~erod. s2louldbo ~e.o • 
. ' 

the follOvt1ng· ~:ppCtl.rs fro:=. the mi:lute "book of s,:pplioant,. 
rul 1'n3pection' of' which was Md: 

on ~eeember21., 1908, the co:c~ capital stock was r0-

e.ucedin'the Stu:l of $1..200,.000 c.nd on Fob::"tUl.r7 9. 1909. this SU:ll 

I 

eurplusvro.s ; sot up,. 'end it, out 0-: this !a.lse ztu"":?lu.e '~y :9art of 

thereguler' yearly' divide:ld. of $350.,000 on the ~irst prE)~erre-d 

stock "was :9a:i;d., t:C:iewas no~ onlY' i::propor b't:.t illegal. 

'F::-ol:l the- 'st3.te~o:c.tseub::n!tted. by~. Calho'Qll. ?resid.ent 

o'!' the United. :.3.ilroad.s" the item, ~Cazh I::voe~~e. :t:l SeC'ta'ities .., 

,to"!)l"of!t s.n.d. loss, acootmt.,. or $U%plus. ~ie see::s to be the 

regttle.r ~r3.ctice of' applicant with rega.rd to its ei:c.::o.ng f'C.llds,. 

',and in essence meens that 'haVing cree-tee: s. reserve !or tAo eiDking 

ftlllde it, ';'as, ir!one<!iately t~c:c. ou'~ again and l'u-t in 3u...""Plue., nnd 

, ~y'lla.'70 'boen used '!,or :purposes '!oreig: to the si:lking !ul:.~. 

~o otJ1.y evid.ence sUbmitted to the Co:c:xmieSion. othor 

thAn the- me;Z:EtttIlsig::.e'd t~ew:r::tten sta.te:ents exhibited bt::t' not 
, . , ' , . 

!ilcd.. otthe condition o'!tbe 'vs.r:!.o-:,s 81D1dng !und$, of el'plic$%l.t., 
, , 

5 



~ieh ie i c~7 o~ a report made to tAe Bo~rd ot ~irector$ of 
" ' ., , 

,tho United ~il:ros.ds of San :francisco 'by t-:':o' o~ the directors, 

In thi3 report appears 

'the.follOW1ng s"!;s.teeellt of securities fOu:ld by'these diree'torsin 
, , 

tb& 'SillJd..ng, f~d: ' ' 

'" 
'. 

17'$"l82.2~1.93 CY! 'C'nited '~il"r.3.Y$ I:l'7e&~n't Comp~y's 

6:pel"c~'t S~tl.l notes' of 1908, secured by 11,l73 ~hs.:'e$ 
o~ first !,>referrect stock ot' U'n1 ted ?.ailroe.ds of San Prsn-

Cisco with di:'1idene; Wa.n:a:lt No. 9" 3.:le.'.::.ll.zc.bsecrucnt wa.r-
ra::.ts a.tts;c~e:d • 

. $l,Z29',OOOUn1ted. PAilw:l.:12 Invc~e:c.t Co:r:peny:Ys ,20-

'year convert,1blegold debentures, :pending print1l:lg $.lld 

dc~ive:r,;' 'o:f' CO'tl!'Oll bearixlg debe:o.ture-s. te:lporalj debe:t'C.res 

ltos.'lto 1229" ine:l::z.e1'V'e,' for ~"l.OOO each, 2:lo1d. in 11eu 

thereof. 

$20,000 five-:1ea:- 7 p~ cent p:rOmiSso%'j notes 0'£ :a'trick 

Cs.!houn, ds.tee MA'7, 2Z .1911. , 

~:ts, ma.kes a total of $2,031,241.93 1:l se.our1ties of such 

',' ' acilaraC'ter, ~s does not juet~y their becoming a :part 0"£ tho 'e1~ng: 

ftmds. ,Such Si:c.k1:o.g !'tl:::.as sho-ald consizt ei'ther! o-r es.sb~'bond.s 
:' . 

o! the' is sue ':tor w"tlieh, the !'Q:.(t' was ertablis:bed.. underlying: 'bO:::dS., 

orscourit1es of SUch s. cM.rs.e-:er~'8.e to put the probability of 

. their 'being ,converted. 1:1to cs.sh at faee va.:!.t:e' be'Y'oncl reasonable 
CJ.ue-st10%l'~ .' 

ASS1%dng, toot prOm1zso:j".::lotes Qe..e= ~y eondit,ion3.l"e 

l'l'Oper 21uing, !ed securities. thcY' C3.:l onlY' be proper 7/here 
tlle:y arc so thorough~ secuce. th3.t t1:e1r :permne:o.t value is. 

Matted. . . u to the., :pro:oissor.; fllot'es and. debentures of the United 
", .. ' /.~, . 

Ro.i1ws.ys , InV.;H3t1:ent"·CompanY'. th~,'" ,~J appa:e::.t securi t;r beh1:ld. 
• ''',I ~, 

• ., of' 

them 12 the ,ea.rnillgs, on the stock of 'the 'Unite~ 3a11roads of' San 
' " 

,I," .. !', '" . .' 

'. , ,Fl"ancisco,.ovme-<1 by this Investment Co:tpSllY'. and aB' t1:c. Dir~ctJor2 
, of' th&·,U:c.it~<t Re..il:ros.ds.o! San ,Pranc'ie¢o :8.7 withhold d1videnCte 

6 
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t," 

" .' . 

'a.t th()oir ple./l.$ure-~ it is evident that it i'3 within tho power o~ 

3.'pp~ica.nt ~ s.:~ s:tJ.y time, to,' destroy or impair t".ae scc'llrity 01: 

these l1otO'S, and ,honce 'their' vt\.lue ~ unless the invcst:nent· co:psny 

has aese-tsor ~ncome !rom otner sO'Crce& s.I::ple to give sce'tlrit1ea 
, , 

';,,1 

totbose,notes. 

tha.t 'd.eri'Vee.~:rom the Unit&d :R3.ilroed.s' of&l.n ]'re.nc1$co. no 

dntahaebecn !urnlzhod. 
AS to the $20.000 !>.rOmiSsory' note o:!:Mr. Ca.llloun tl::.~%'e 

doo& not :J.l',o:n" to bo any: eoc'C.%'it:,r '00.01: o'! it. exoept the :personal 
" resl'onei'bil.ityofthe ,~er. and this, of eoc:ee. is :lot 0. proper 

soeurit:r to be found. in a g~ng f'tUld. It is 2tsted tht.l.t this 

,not:o h.as sine~ been e.limin.o.ted ~rom the si:u.:ing funds. 

In addition to the above. ~o' ::ind. notes, receivable. 0.:3 
• • ' ". I' 

" ' 

shown by' So minute" 'entry' of Js:r.'C.fJ.":7 25. 1912. i:a: a' report lOO.de 'bi 
the" c.a.tle> directors as above noted. the following: 

, '. ,! ' 
''''$56 ,.o.sO:~:a6 0::: United ?:l.ilvm.y&' 'I:lvO'etmcn-: c.o::po.x:.y ~,e 

Serial note~', :=x:.tur!ng AUgust l5 .. 19l". anG. Lugust 15,,1915. 

respectively, '$eeuedby eOl:. sne.rez oi' first preferred ca:"ite.l 
" '.'. ' .' , " ",. 

st:ock o! united. Railroa.ds 'of San Fra:leiseo,~ with div1dend. 
, , 

wa.-.orant no. 9-.: o.nd all sttoeequent w.o.rrs.nts a~...a.ched. 

$703 .0Qq1?ro:liss0r.7 r.otc:s of S:l.%!. Praneieeo ?e.Uwe~ and 

Power C:ompa.n:r.' da.ted August 24. 1909 .• paya"olc on demend. 

interest; a.t 5, per eentl'cr a.:n-c:m 'interost :ptloid to" 'Juno • 
. 

ZO. 1911)., seettrc~ by 970 S~ ~raneiseo Zlcctric ?~ilway 

5J?cr cent mortgage bonds.'., of Wh1cl: 804 'bonde e.re rehypothc- ' 

c::tted.. ft 
: 

~e Ss.nPra:c.cisco Eailwsy. and :PovrC'r Company is a. eub-
. " ,,:: II' ' .' . 

$ idis.:ry of 'th&' Unit cd. ?sil'Wt\,;;~. I~vettI:lont Co:lp~ny. 
, , . "' " " ~~I"r""" .. ' . .. 

ZIlere is nothing to', show' t"'.1e v&.lue of theso notes and 

in view ot th:o close re-la.tionehi1? o~ the mkcrs of these notos a.nd 

tho United Enilroads. evidence 1e neeeeeery to show that tbey ~:re 

7', ' ":1', 
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,. 
",", Ii 

. .. 

J! 

eomoth1ne more tbnn in e!!eot ~rom15e~ of tho gentlemen in control 

o~ those- comps.n1es to,-l'tl.y themeelvee. ., ' 

In ,the min~te$ of ~y 25. 1910. it appccra that ~our 

yea.re" "back 2a.1aryUl Wae voted to ?etrick C:l.lho'O.n" President of' 
" , 

thcUnited Ea11roe,<1e 0-: S@ Francisco. in the sum of $75,.000 e -:rcar • 
I 

or 0. tota.l. 0!$300 ,,000. '!Vo, e%pkJ:.o,.tion 12 made 00: this item. b:o-t 
.. • I" ' 

it s.t once suggas~s::the necessity' of :J, tlloro'1lgh invoetige.tion ill 

order to determine the, 1tcme claimed by a:ppl1eant a.s operating 
.. 

ex:t>0nses o:t the United ~il:roc.d.z over 0. sories o'! ye~s. ~i3 

investigs.tion'is :ps.rt!e-r:.ls.:r1:; necessary in view- of the cla.ims 11:C.de 

by tho o!~1ci8J.S o:t e:pplioa:ttbat itSllot earnings. a....~er deducti:lg 

o:gertt't1ng expenses.' hs.vc been SlnI'le to l'rov1d& for sin1:iDg ~'Qd re-

. q:o-iro-monts. pay interost 'on obligatio:cz" dividends on the first pre-

!en::&.d $"tock ,of $350 ,000 s. year, and lo$.vo, ~ surplus. Of courze" 

tho quos":;:ion 0'£ whether or not such a. net', earning baz 'boen :oo.de 

. depende,. among other, things ~ ~on the e~:rn.cte:t' of ·the items 

gOing to ~&upthe oper~~i=8 expense a¢e~t. 

In the Trlinutee of,:May 18 .. 19l0,. al'pea.rs s. resolution em-

J?~~re:r1ng tbO" United ~ilroO:de to :!,)ucMec < fro%: the' United ?..a.ilml:12 

Invoetment C.Ompsn7~ $1,229.00.0 o'i:'its 20-,.esr convertible gold 400-
,i' 

, be:c.ture-s' a.nd to deliver in 1?.e.:v:ne:c.t theretor., the notes of the 'O'n:!::ed 
.'. " . -" 

~11roaCts to 'the total Sl!10'Cllt of $1.229.000. In thit' reeolution 

it was l'rov1dedtluJ.t the :president' of the 'United. :..s.ilro.::;d.o'. or his 

sesistsnt.'bo au":;horized to sel~ the-ao e.ebe:o.'tures of- tho,v:c.ited 

:aa.ilwa:vs Invoctmont' Compe.ny to tho Sinking ~unde ot the Mo.rket 

StrectEs;:!l~~' Co~s.:j, or its conetitute:l":;s" tho S'C.tter Strc~t 

Eo.ilvra.Y COmpe.:l7. at 95 per, cent of their :par value. 
I 

'~is is .a. very" du'biOUs tranea.cti on. In 'e!:f'ect ":;he. 

'uni~/dd.' :R::l.ilroe.ds gives its notes' in the- e= o~ ,$1,229.000 to the 

holdor of its stock. the i]n1te' Eailws.:vs Investment Compe:c.y. and 

tlle UniteC!. ~il...-:a~ I:c.ves-tmen-: CO~7 iIi X'et'C....-:c.~voe its :notes. 

or d.O'bontures. in the SSJ:lO ,:3J:lo'tmt of $l.2.29 .000 to the United 

8' 



,Railroads. 

theUn1ted :RailwaY'S Inves'ttlent· Col:ll'allY into tho si::.k1ng :funds • 

. ~he teetimo:o.y o~ l:r •. :alack, givon at the hos.ring to the 

oficet tM~ this $1'~229,OOO '~w;::I'~O n.dditions and i:cprovements 

proporly eha.rgcaolo to ea.!,1t:l.l/\ ::toc~" is not 'borne- out by the ~Ilets, 

. s1ne"e it :s:ppears thst'inZtc3.d "o~ going into "a,ddit1o:ls a.:ld im-
" ... 

,. '. , 

::prove1:lente'" it went in the SMl'C o:! prOmi~zo17 notes into the 

$1nking"~d .. 

Promthe':1nut~8 of Aug:~t 16~ 1912, it~ppears that tbe 
:Ra11roo.d and Powor Developmont Company, a eu"oe16,1ary of tbo United. 

:R:l.ilwaye Invo~~~nt Compur.y. T.~$ i:t:.d&'bted to the United ~l:'ot3.ds . 

:i:o. . the $'CDl o'! ~l', 725 ,28"-_ 77. ~don .A.ugllst 16" ~ $ettl~ent wc.z 

·'rD.'t1f'1od. 'b7 nich tho United Railroa.ds a.ccepted. in :payment of' this 

sum of $1~7Z5,28'~ 77, ·.:rive ;promis30r,; not~s 7 or debenturc~ of the 

:Railroad' a:ld.?ov/er Devolo:ptlent COm:p$::'7', :pa.ya'ble 5 yeare fro'!:). e.ato, 
. !C", :.. .' 

, " ... 
'. o! the $sgregate amO't'Ult of $8 73 ~S84_ 77 a:ld 8514 shares of cnp i tal 

,; , . 

Q.~pli'eant elld rcq:c.irce· tho::oughinvest1ga:~ion to dote%'tline t~o 

result on t1:o,' fina.ne,ia.l . conditio:. ofaitPl1ca.nt. 

In the minutes of A:o.gust 16, 1912 ,3.l':pea.re .s. 're~oltttioll 

decla;rillg .dividend No,. 10" o! $200.000 on the ~r~e:rTed.' stock, of 

the 'O'nitec. :Re.ilroa.ds. the d.ividend to'. be p::.id. O:l J~:1J:a3-""7 l5" 1913. 

~his dividend: .is' in ad.dition to the c.ividend of $350.000·regu!arly 

. P3.i·d o~ thet'firet'!>re~e~ea stoe~. It 1$ the ls.V1,s.nd is eertairJ.7,' 

sound pra.e,t,1ee',th.o.t M:vidor..dS be onl;r paid o-:.t of net ~UX':Plu:1: 

ear.o.ings,.:.nd·the propriety o'!th1'S proposed div1de:.dNo .. la, in 

view of" the. :$i~t'ioll horei::::.abovE) presonted. is q:'.1cstions.'b1e. . ,', , 
'/", 

"In a.ddit·ion to a.l~ t1la.t ha.s· b.croto~ore- beo::::l. stat-ed .. 

applicant' is burdenod' with e.:9proximatel~ '$40 ~OOO ,000 "'of'outstanding 

. :. bonds. 8J:ld. . it is eOI!Cea.edthat 1:l 1921 vJhe::. t:b.e is:;::1:~ 0-£ United 

P..a.i1ro:l.dS 4-l'er cent. 'bonds';'beco:les due" 'there will ooa.?:9l'"0:rlmte17 
. " .... ,". , 

''''" 9 



. " 

/ , . " 

$20,;000,;000 "fs.eo val't:o of theee bonds v;hich the eor:ll'o.:rl.Y v'ill "00 

uns.oleto PrJ::! at .that ti~. e:lo. i:'l view of tlle :!o.et that :::lal::7 of 

tho il:1port3.nt !ranch1~cs, o~ :lpplieant will o:c:Pire at e.::.d. within 

d.1t'ion of a.;pplic3.:ltis . sound" -anle~$ it be shO'W:l t:cs.t all of its 

outstanding obligtl.tions not only Ca:l. out, will 'be :paid 8.-: l:tl:tc1t,.. 

or. 3.t . least at t:c.e t:t!:le v/hen ~:lY' i:::po:::'"'"~t franchises o£ a:ppliea::.t 

oxpiro. 

. 
the bondhol~ors. ~et rely ~pon the 3inki~g ~u~d prOvided. for in 

the /trust deed ur.der which the -:Jn1tod. ~ill"oads 4 pel" cent bonds 

a.rc1seuee.. and v:ll&tever phY'eica.l value o~ property r:3;:rexist a.t 
.,' " 

t"!le ,t,1'l:lc of thems.tu.-itY'. of thE)se- 'bo:::J.d.s 11 1::, t!le jtldgment of this 

m·tull • 

. of ,s,pp11ca:lt When theY'. tell due,., a large part of the ~Urplt:.3 i%l-

. 
e~pealsto thisCommiseionss proper that the pal.Oento~ div1dende 

on the l3.rge- amount of ca.pital stoo:k outstand.ing should be de-

:ten-c'd to the securitY' of theee bond.e .• 

The co::.di t,1on o! this Co~!:3' af!ords tl. strikillg11-

l1lstration of the, evils ot over capitalization. 7T1tb. 3. grose 

,revonueo!. $8.173,,113.9l per s.nntlIll s.n~ a net Ol'el"s::ing revenue o~ 

.. :. $3 .~16.S74. 55' per a.:c.nu:c." thi~' ~o:::pa.n:r Q,l'l>arentl:7 ie 'lln:"i-ole to 

.,,. .... ". 

!:lS.ko much lloede-d extensions and to ~i:~::aill its service ill !!rzt 

cla.es,co:c.ditioll. ~ie is so because there is aoeorbed out o! its 

ear.o.1:c.ss interest on its'bonded's.:::.d" ot:her ixideb~ed.ne$$ 0'£ 
. , ... ,. ~ 

$1.999,.S93.8,o"!,er ru:mum~ and $350 ,000 divid.ends" on its." ~irst l'l"e-

!erred stock.. !f t~is cO~S:7 were coriiervativoly capitalized, 

there would bo qle iuildz'e:"ivce. f::-OI:l oe..""'r.:1ngs to' put thc entire 
. .' 

property in first· class e'ond:!t10n. ~e ell %leo'ded extonsions" " ,-, 



.1., 
I 

ee1'1tal ,stock. 

'0';9011 tho' fs,ilure of el':?lice.::.-: to ::?:'oduee the "books, tloE 

requested, it, was e:o.!lO'a:lcod that no ordllr wO'tlle. 'be ::ad.o granti:lg 

t:ll1s s,pp,11cation. and. in view of the. fact t~t' thoee "books 'ho:ve 

not·,beenprodt:oed. a.lthough ~le timo bas been g~:ven. it is the 
, , 

"conelilsion of thisCo::::ciez10n tb:l.t this n:pplics.tion should 'be 

deniedo.nd that it be und.erstood tho.t ::10 favora.ble' s.ctionWill be 

taken by ~h1&ComQ1ss1on on any application presented by ~he 

"O'nited:E>.a11roa.dZ. or, its su'beidierics. until tho in!orms.tion 

ae~d.e~ by the Co~ssion bas boen furnished. 

tor an ore.c:' authoriz1:lg tho issue b:1 $~id co::lpe.::l~ of $:2 ,3.50 ,000 

fa.ce value '·of 5-~ear promissory notes be3.ring intcreete:t the' r::.te 

0~'6,:pc:r ee::1t :per am::.tll:l~ 

.A.lld So hearing Mving bee::. dul:v held. s::ld. it e.p:Pc3.ring t,o 
'. .' , 

the'Co~seion that for the reesons set out in the foregoing opinion 

ss.id:l.l'Plica.t1on should.. be denied, 
. . .' 

State 0'1: 'Cs.li~Or.:l.1a. does hereby deny said :lppliea.tion. 
" . , 

!bo f~egoi:g opinion an~ ordera.re hereby approved and 

ordered filed as the 0!>,1:l1on and. order of the Eaill"Cad Co::=z:::ion 

of tbe ·sts:~e· of,: ,Calii'or:lis.. 

:Da.ted:.a.t 'Sa.: ?ranci&CO~ Califor.:!ie., 

of Peb~,191Z. 

", .P~<9:'<f~ 
": ' :i' C~zsiO:o.·~rs. 
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