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In the Matter of the Lvolication of

QAKIAND, ANTIOCE & PASTRERN RAIIWAY : Application

%or leave to0 dissue certain notes and FTo. 1730
onds. :

Jesse Z. Steinhart for Applicant.
Allan P. Matthew and Howard D.
Smith, for certain obdbjectores.

EDGERTON, Commissioner

OPINION ON APPLICATION ¥OR REEEZARING

Avplicants, who represent a comparatively cmall

percentage of tre outstanding bonds of Oskland, Antioch &

Sastern Rallway and QOokland & Antioch Ralilway, ack that tke

order heretofore made on November 20, 1915 and supplements
thereto be revoked.

TUnder these orders Oskland, Antiock % Eastern
Rafilway was suthorizéd to icsue bonds and notes unde: cei-
tein specified conditions.

Oaklend, Antioch & ZTastern Railwsey hed in 1914
fallen'into financial difficultics =0 that it became neces-
sary in order to avoeid receiverzihip to in some way take core
of the interest on its funded debd?, wihich its revenues were

70t sufficient To meet.




5 large mojority of the bondholders and the managers
of +the company sgreed upon o plan wherebdy tke bondholders b~

mitted t0 & postponement of the payment of their bond Interest

for g veriod of three yesrs Zrom Janmuary 1, 1915, it veling wa-

derstood that &t the end of this period they were to receive
vonds in liewn of cush Lor the deferred interest.

A ctockholders' agreement was made wheredy on assess-
ment itheretofore levied ageinst the stock was %o be changed in
4o a loan by the ctockholders, the loan %o be evidenced by mnoves
with bonds as collateral security.

The company sudmitted these contracts to the Commis-
sion with its apvlicetion, dut the Commission specifically de-
clared that it 4id not approve, directly, indirectly or by im-
vlicssion these fimanciel »lans; tie Commission took the position '
+2at where the owners of bondc voluntarily agreed to s dostponc-
ment of their interest that 4% should not interpose objectlion.

The Commicsion sutzorized the company to issue bonds
under the following provisions:

"mhe bonds herein suthorized to be iscued may be sold
to applicant’s bondholders or stockholders Zor cash,
or may bde issued in liew of bond interest earned and

sed vy the company for cavital nurposes, at not

less than 80 per cent of their Zace value »lus sc-
erued interest.”

"Mhe bonds hereby suthrorized to bve issued, shall be
only such vonds as sre now vledged as collateral
security for the applicani’s note indedbtedneszs.”
Subzequent to the date of tris Order this latter vrovision was
modified in a slight degreec only.
Notes were suthorized to be issued unon the following
terms, emong others:

"Mhe no%tes aerein sutrorized to be Lzsued in the sum
of $262,200 may oe igsued by the applicant to its
stockhrolders for cash eouivalent +o the dace value
of sald notes."”




There was a further authorization permitting ¥the
commany to pledge $328,000 face value of donds as collateral
security for the $262,200 of notes, provided that in the
event of non~vayment of these notes the stockholders could
reduce thre bonds to owmership only upor the minimum basis
o7 eignty per cent of face value of such bonds compered with
vexr 0L notes.

The protesting minority bondrolders insizt that
the order of “ae Commission nas veramitted the company to yrut
tais plen in effeet and that the dlan was doomed to Lallure
Trom the bdeglinning.

A careful reading of tﬁc netition of these pro-
“ozting bondholders and the orief and oral srgument submitted
on “heir dehal?d Ffails to disclose o clear snd specific state-
ment of +the results noved to bYe accomplished by & revocation
0? +ne Commizaion's order, except it is positively stated that
suer action would result in specdy reorgenization oL tkhe com~

nany's capltalization.

Yo time necd be wasted discussing the so-called f£i-
11

nancial plan of this commeny as 1t Is gdmitted on all sides %o
be o Lallure. Nobody commected wivti this compeny or any of
its securities has the slightest intention of attempting o
carry out this plan. Furtacr 1t is'conceded that a complete
and drastic reorganizaﬁion of %the cavwitalization of both com-
vanies will be necessarye.

Mhe mensgersz of the two companies and the majority
bondnolders insizt that vlans sre now being discussed Lo
complete financial reorganization and we are urged By them
not to revoke the orders neretofore mede, first upon the grouwnd

-

+net such revocation would be iumeffective, In that bonds and




notes have deen izsued therewnder and a revocation of taess
orders world in no wise chamge the statue of the holders of
such bonds and notes; and fartiaer that the activities of
sne interested parties will result im & complete reorgoniza-
tion on Waich any action of this Commiszsion revoking tals
order would have‘little effect.

Among other things the protesting bondholders in-
sigt that their position nas been mede worse during the pas?
two jcars by reagon of tie workingss of the so~called Jinane
cial plan of the company.

The evidence, however, does not susiain this con-
tention. The fact is thet the net result of the workings
o tois Plsn are that there sre $5,000 face value of bonds
more outstanding now then were owtstanding ot the time the
plen woe insugurated and this $5,000 face value of bonds is
more than offset oy additional funds in the treasury.

Me evidence does not disclose any vasis upon which

>

+ can be fairly claimed that the bondnolders are in a worse

o]

ogition today because of the overation of tris vlen “than they
were before its being vut into effect; wunlesz 1T be contended
that receivership would nave been beneficial vo tac bon&hdlders
o2 botha of these companies in 1915 as compared with reorganiza-
tion in 1918..

In thic connection attention ise called to the fact

-

thet under the trust deeds securing the lssuance of the bdonds
of both companies foreclosure vroceedings wltimately rest with
the nolders oF o majority in amount of the bounds outstanding.

mherefore when a large majority of the dondholders, over eizhty
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per cent of total outstanding bonds, refuse to Loreclose and
urge upon thic Commigsion sucs action a8 will permit them %o
postoone bond interest upon the assertion by them that tails
will afford opporiunity for the compasny to avoid receiverchiv,
i+ 1g rot roasonsble to exmect that the Commission at the in-
stance of %“ne nolders of o very smell percentage of toltel out-
stending bomds would imsist upon the Lingnelsl ideas of e
minority bondholders heing o»ut into effccf rather than those
of & lerge mejority of the bondholders.

Howeveyr, i% i3 my Judgment that the Oskland, Antioch
% Tactern Reilway and the Oskland % Antioch Railwsay ere not in
sound finencial condition: <that the v»lan zow in elfect will
in no wise improve this finsncial condition and that It {s Im-
veratively necessary that immediete steps be teken to reorgon-
ize the financisal condition and canitelization of these companies.

Phe revocation of +the orders, ac actked for by the

provesting bondholders would in my judgment not necessarily

oring about thais result and therefore I recommend that the ap-
plication for reneering dbe denied;  but that the attention of
Oarxland, Antioch % Zastern Railwey and Oskland & Antloch Railway
e directed %o thet portion of the order dsted Hovember 20, 1915

whica ic ag follows:

"O0n or before January 1, 1918 the
applicant chall report to thiz Com~
mission & plan Lor the reedjustiment
0% its Zfinances to meet 1its maturing
obligatione and %o vlece it mpoon 2
vermanent basic vo meet ite Iinen-
¢ial necessities.”

- ” “J y ™

and %hst sssurance ve given that tie Commicsion will insist on
tne fulfillment of this requirement.

Ferewith ¢ Zorm of Order:




Avolication having been made for g rehearing in- the
sbove ontitlcd matter and s hesring thereon having been bad
and it spvearing io tae Commission for the reazons set out
in tme foregoing ovinion that thie anplication for renearing
snouwld be‘deniea, 1% it heredy ordered that the applicstion

for rehearing herein be and the same is hereby denied.

The fo;cgoing Opinion and Order are heredy annroved
snd ordered filed as tze Opinion and Order of the Rellroad
Commission 0f the Stote of Californis. .

Dated at San Frencisco, California this i

day 02 November, 1917.
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