Decision No.

BEFORE THE RLIZDROED COMMISSION OF THE STATE 0P CALIFOREIL

’M

In the Xatter of the Application )
of HAWTHORNR ELECTRIC AND WATER ) \
COHTAYY, a corporation, for su- ; Application No. 1276
thority to iasue bonds. :

J

Ayl

Wo, L. Jarrott, Lor applicant.

EDGERTON; CemmissionsT,

PIRST SUPPIEMENTAT OPINION

' Tn its smended petition filed in the above~-exmtitled
nxtter, Hawthorne Electric and Wa.ter Company sska authority to
issue $25,000.00 face value 0f & per cent. vonds Lor the pmépose |
of paying ite existing umsecured mdebtednesa and to execute &
desd of trust to securs the payument of sald bonds.

In the smonded petition, filed August 11y 1917,
spplicant calls the Commission’s sttention to Decision Number
1934, dated November 13, 191¢ (Vol. 5, Opinions and Orders of the
Railroad Commission of Californie, page 7Tib}.

The earnings :or the compa.nyl have been inadequate -
to pay interest on sll of its Lndebtodmsa and proviﬁe for ade~
quate depreciation. Applicant ro;porti notoa_payablo :Ln ‘aho
sun of $:5 "',‘-5'10.;55 and acerved interest amounting toiu,'ea’-.'so.
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This fndebtedness is payabio to T. M. Thomas, who on or about

June 20, 1916, scquired all of spplicsni’s outetanding capital
stock exsept two shares necessary to qualify directoxs. He pro-
posea to cancel all of the indedbtedness provided the company issue
to him $25,000.00 of 6 per cent prior liem bonds. Applicant
aske the Raflrosd Commiscion to grant it authority to convert |

&n moam"ed indqbtcdmss_ held by the principal‘atockholdoxf; into
& bonded debt, the peyment of which is to bde secured by & mortgage
permdtting the issuance of only $25,000.00 face | value of bomnds.

T. M. Thomasz submitted to the Conmission i atéto-
ment in which he estimeted the o.pora:ti.ng revenue Ior 1917 at
$7,200.00 and the operating expenser inclnding taxes and interest on
$25,000.00 of bonds at $3,5820.89. Tn his statement, he makes
no aliowance f£or doprociaficm, wbile his estimated opersting ex-
poenses are Lar below what the company reported to this cm::.on
during the years 1914, 1915 and 1916.

The desire of the prinoipsal stockholder to comvert

an unsecured indebtedness into a secured indedbledness, ‘and thus
place himself in & position, so that he ocan more roadﬂy withdrm
from the sctive a.:f:taird of the compeny doce not alone Justify

the issune of bomds, Which are a fixed interest bearing obligation
of the utility. It should be bornme in mind that this iaaug
of bonde would oxheust praotically all of the possibility of
further financing this 'cémpaw, and this would be s dubious proce=
dure where the omly purpose accomplished was to change the relation~
ship of the primcipal stockholder and creditor to the property.

Dild the application iuvolve the sale of the properties to a J‘.a:éger
company which could provide further financing, it might well de
that the purchasing company should be permitted to issue bonds

to finance in whole or in peart 'f.he purchase 0L these éropo"rtion
This situation is however not presented by this spplioaiiom.
Mozeover applicant has not made & convincing showing of its ability
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to pay interest and sinking fund on donds proposed and adequately

provide for depreciation.

Inasmuch &8 I believe this application should be
denied, it becomes umnecessary to refer to the proviesions of apw
licant’e proposeld deed of trust.

T herewith submit the following form of Order:-

FIRST SUPPLEMENTAL ORDER

HAWTEORNE ELECTRIC AND WATER COMPANY having appiied
to the Railrosd Commisaion for zuthority to execute a mortgage and |
to issue $25,000.00 fzce velue of 6 per cent. bonie, .

dnd & hearing having been held and the Railroad Com~
mission being of the opinion thet thice application thould be denied,

IT IS HEREBY ORDERED that the spplication of Hawthorne
Rlectric and Water Cempany for authority to exacute & mortgagi_ and
to issue $25,000.00 face velme of & per cent. bonds be, and the
pame i8 heredby, denied. |

The foregoing Piret Supplemental Opinion and Pirst
Supplementsl Order are héroby approved and ordered Tiled os the Mrat
Supplemental Opinion and First Supplemental Order of the Railroad-
Commiesion of Californis.

Dated st San Prancisco, California, this _fﬁuy
of Jemmary, 1918. |




