
Deoision No. 

BEFORE THE Rt..ILROAD CO~I:1!:SSION OF THE ST1..TE OF CAI.!FORNll 

In the Metter of the App11catio~ o! 
~AMES IRVINE~ VICTOR ETIENNE, Jr. 

~nd W. E. SPAULDING as the bondholders 
protective committee or S~n ~a~c1sco, 

) 
) 
) 
) App11cation No. 19937 

Napa and calistoga Railr.ay tor an or- ) 
der approv1ng a plan or said co~ittee ) 
tor the reorganization o~ said ra1lway.) 

Ea~l & Hell, by Guy C. Earl, tor app11cant. 

BY TEE cOA~rrSSION: --

OPINION 

This app11cat10n involves the refinanc1ng or the propert1es 

tor.merly owned oy the San FTanc1sco, Napa ~nd Ca11stoga Ra1lway. 

It is or record that the propert1es o! sa1d company were 

sold et toreclosu:e s~le on January 16, 1935, and that the sale or the 

propert1es was on January 21, 1935 cont1r.med by the super10r court or 

the State or California 1n Qnd tor Napa County. 

oou,;ht by James Irvine, Vietor Et1eIlJle, Jr. and W. :s:. Spaulding, the 

bondholders protect1ve oommittee. 

Tlle San ]'r;mclsco, Napa end calistoga Railway had out­

~tanding $337,000.00 0: tiret mortgage 6% bonds due December 1, 1936 

end $599,100.00 o~ 6% debenture bonds due December 1, 1936. The com-

p~ny tor a number or years past nes been unable to pay the interest 

on its bonds and debentures. To protect the i~terests or the holders 

of the first mortgage 'bonds the atoresa1d bondhol"d.ers protective com­

mi tt1ee was organized. The con:m.1 ttee prepared a reorganization plan 

enti 1:o.11ed upon the holders of tee first mortgage bonds to c.epo.s1 t the 

same wit~ the ~erican TrUst Company. Bonds in the Sltount or $283,400. 
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'were depoc.ite4. There were also depcz1ted $58,100.00 of debentures~ 

the owners of which, in order to participate in the reorganization plan 

ned to pay the American Trust Company $5.00 per $1,000. of debentures 

deposi toed. 

The reorganization plan now betore the Commission differs in some 

:'espeets from the ple.n SUO:o.1 tted to the holders or the bonds. The che.Xlges 

were made by the coIm:l1ttee t:Ilder the authority conte,ined in the sa.id plan. 

The bondholders pro~ective co~ttee proposes to oreanize a new 

corpo~Qtion to be known as the S~n Franci~co and Napa Va~~ey Ral1roa4. 

Tb,is corporation will have an authorized stock 1ss'ue of $60,000.00 divi-

~ed into 60,000 ~nar~s o~ $1.00 eac~. The 00,000 shares or stock will 

cl:;)nsist of 30,000 sha:-es o't Class A and 30,.000 sha.:re-s o~ CJ.asoS B .stock. 

Except as re~ulred by law, the holders ot Class B stock have no voting 

right:s. The nr't.1eles o~ 1ncorpora tion authorize 'che director:s o~ th~ 

cor~oration to levy assessme~ts upon both the Cla$s A end Class B shares. 

Tlle proposed articles in ttis :-espect provide as follows:-

"The directors ot this corporat1ou are hereby granted po~er 
an~ authority to levy and collect trom time to time, as in their 
discretion they may deem adVisable, assessments upon snid 'Class 
A' and 'Class B' shares ot this corporation at any t~e issued 
end outstanding, and s~ll have and enjoy all of the rights and 
privileges with reterence to su.ch assessments as are !1::ted, 
provided and established by law 1n res~ect ot corporations the 
~i=ectors of which have such power or assessme~t; ~=ov1ded, 
however, ne1ther any assessment nor the levy thereor shall create 
any personal liab1l1ty whatsoever of any shareholder ot this 
corporation.'" 

This provision ot the art1cles ot 1ncorporation we think shoUld 

be mod1fied so as to provide th~t any asses~ent that may be levied 

shall apply to Class ~ shares and C~ss B shares uniformly and w1thout 

any distinction as to said Class A shares and said Class B shares. 

The Class A stock w!ll be dist~1buted to the h?lde~s o~ th~ 

$2193,400. of first mortge.ge Dond.s who/.:hcv.e-;"deposite<1- ~b:etr~~nds:""Un~e:' the 

reorganization plan, while the Class B stock will be d.1str.1b:uted: to'"~e 

holders of do"bentu:,es ~b.o have deposited d.ebentures under said reor-

ganization plan. The control or t~e company will therefore vest with 
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·~:c.ose who now own or did own ~he $2~.400. ot first mortgage bonds. 

In addition to receiv1ng the CJass A stock said holders ot first mort­

gage bonds w1ll rece1ve $283,400. or S% 1ncome 'bonds or t!i.e now com.­

pany on a dollar for dollar basis. Resort is had to the issue or i~-

c:ome bonds tor two re~sons, t'lrst, 1n the event the new company does not 

E~t'rn interest on tbe outstand1ng bonds it is under no ob11ga tion to pe.y 
fo:- 1 ts te.l1'1!.=~ to 'PQy interest 

1:b.e SCIlle a~d thereto=e 1 t cannot be c.eclared 'to be in" detaul tj end, 

.=:econd, the issue ot th.e income bonds preserves to the holde::s or the 

i'irst mo:tgage bonds a lien upon the railway propert1es. 

The trust indenture securing the payme~t ot the income bonds 

~lrov1des tor ~n e.uthorized issue ot $4-00,000. The bonds ere to be 

datec. January 1, 1936 and. are to :c.atu:"e July 1, 1955. 'J:hey are to 

:Iear interest trom and afte:- June 1, 1936, su.ch 1nte:-est 'to 'be payable, 

it earned under the ter:::ns of the trust indenture, on Js.n1l8.:'y 1, 1937, 

on July 1, 1937 anc on the first day or ~anuary and July ot each year 

thereatter to July l~ 1956. 

The indenture provides that the ftinco~e year" or the company 

shell oegin December first or any year and end on Novem'be:::- th1rt1etl::. 

ot the following year. It the net income as hereafter de~ined tor any 

year, is not suffiCient to p~y 1nte:-e~t on t~e bonds at the rate or 
5%, the company's l1e..'b11i ty to pay 1nterest at the 1'8. te o~ ~ for s!uch 

year terminates. In other ~ords, the 1nterest on tho income bond~ is 

not cumulative except interest not earned tor the tirst siX montbs or 
any income year accumulates and is a charge against the net income or 
the last six months ot such year. 

Section 3 or A:ticle III or the trust inc.enture defines net 

inco~e as tol1o~s:-

ft The available net 1nco~e (it any) or the Company trom wh1ch 
the interest o~ the ~o~ds tor any s1= months as atoresaid i3 to 
be paid shall be the net income ot t:!:le Compa~ tor the six :n.onths' 
period end1ng May 31st or November 30th next preceding, determined 
az tollows: There shall be deducted trom the gross income ot the 
Company trom all sources during such six months' per10d all expenDes 
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incident to the operation and ma1ntenance ot the Company end its 
p~opert1es d~ing such six months' pe=1od (fixed, in accordance 
with standard accounting practice) 1nclu~ing therein reason­
able and proper charges ~or current repa1rs and current main­
tenance end re~ewals ot its plant and properties, rentals, 
1icen~e charges, taxes, assess~ents ot every k1nd, insurance a~~ 
reaso~ble and proper c~arges tor depreciation fiXed in acco=­
dance with standard accounting pract1ce presceibed by the 
Interstate COm:erce Commission and/or the Ra1l=oad Co~ssion 
or Calirornia and also (it the Boerd ot Directors ot the Co~­
!>any shall by resc,lution so direct in and tor any s1% months' 
period) a S~ to be fixed by said Board, not to ezceed $10,000., 
to be used solely tor the purpose o~ new construction, tac1li­
ties, equipme~t and the like, and pe~nent addit10ns, it in 
the opinion o~ the said Bo&=d (evidenced by a certified copy 
ot a resolution or the Boa=d furnished to said Trustee) such 
permanent additions and better~ents a~e necessary to enable 
the company properly to co~tinue its operat1on and g1ve prop~~ 
serv1ce to the public a~d its patrons. 

Whenever interest on said bonds &hall have been declared 
by said Board to be due and payable as herein provided on any 
January 1 or July 1, such interest s~ll become due and payable 
OIl such date." 

We think there should be el~nated trom sa1d Section 3 the 

p=ov1so "Fixed, in ~ccordance with c~andard accounting ~ract1ces" and that 

there should be substituted therefor the tollow1ng:- "Fixed, 1n aceor-

dance w1th the ~i!o~ system of accounts prescribed by the Interstate 

CCI:::::r:::.erce Co::::::m1ssion and/or the Ee.il=oad CO=.1ssion or california." 

or the $400,000. o~ bonds autho=ized by the trust indenture 

$283,400. may be executed by the co~pany and authentic~ted by the trustee 

forthw1th and delivered to the bondholders protective committee to enable 

it to pay in part tor the properties ro~e=ly owned by the San Franc1sco 

Na~a and calistoga Ra1lway. Thece bonds, as stated, will in turn be dis­

tri'buted to "the holders 0:' first mortgage bonds by such company. The re­

me.:L1l1ng $ll6,600. o~ bonds :nay not 'be is::~ued without the consent in 

writing ot tte holders o~ et leact 5~ 1n the princ1pal ~ount or the 

bonds then outstanding. ~e believe that the trust indenture in this ~e­

gal'd should. be modified so as to :p~ov1de tha.t none of e~1d $115';600. or 
bo~ds may be authentic&ted by the trustee unless and unt1l there hcs been 

delivered to the trustee a certified copy of e.n ord.e:- o"t t,he Ra1lroad 

Co~~ss1on or the State ot Califo:-nia 0= other gover~~nt&l body bav1~ 

jur:1sd1etioll, author1z1ng the 1ssue or said bond.s. 

-4-



The trust 1ndent~e provides that all bonds must be reg1stered 

\"l:lth the trustee \'i!lO is to act as registrar. For atLY trallSter ot a 

registc::ed bond, the regist:::ar =ay :::equ1re tbe pay:nex:~t ot: a zum. sut't1-

c:l.ent to re1:nbtl!'se 1 t to::: any stamp tax Ol' gove::::::lIC.en'tal charge co:c.nectect 

the:::ew1th, and also the furtber S~ ot one dollar ($1.00) tor ea~h bond 

SC~ t:::ansrerred. It seemz to us that the one dollar ($:.00) tee should 

be paid by the company and that the trust ineenture should so prov1de. 

~e think the trust, 1ndentu:e shoulc ~rov1de tor the til1ng 

of a semi-annual net income stet~ent with the trustee. Such state-

r::.ent should be ava1lable to the holders ot bonds. It' the statement 13 

questioned by the trustee, or the holders o~ twenty-t1v~ percent. ot tbe 

bonds, 1ts correctness should be determined by e board of three competent 

persons; one ~pp01nted by the company, o~e by the trustee or the holders 

o~ bonds who question the correctness or the net income statement and a 

thil'd selected by the atorenentioned two. 

The trust indenture should turther be mod1fied so as to =e~u1re 

tb..~ trustee to use moneys deposited in the sinking tund tl~ redeem. bonds. 

Th\~ trustee's action 1!l this regard sho'O.ld not be subject to a request 

by the company. 

A:'ticle XII of the t:'ust indenture e:c.powers 'the company w1 th 

the consent 0: the holders ot two thirds or t~e bonds outstanding to change 

ancL modity any prOvision or said trust indenture. Because or the :power 

gi"iren to the holders or bonds to che.nge, a:::n.one; other things, the :r:Jaturi ty 

de. 1;e or the bonds or 'the reo te or interest, we believe that the power to 

c~nge the provisions or the trust 1ndenture should be approved by the 

holders or not less tban. 76% or tb.e outsta:oc.1ng bonds. Because or 'the 

cOIl.d1 t10ns under which this company is operating, and the uncerta1nty or 

its income, ~e ~hink it adv1sable that the company, with the consent ot 

the holders ot not less than 76% of the outst~~~1ng bonds, should have 

authority to mod1fy provisions or the trust indenture. 
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The reorganization plan under which the bo~ds o~ the San 

~"'ranci~co Napa $one. Calistoga Railway Company have been:ieposi ted provides 

1;hc.t €:I. voting truat 0-: all the shAres o~ stock in Class A 1'7111 'be creo.ted 

~~no. shall be 'binding on all the holders ot the stock. '~e ter.m.s and. con­

ditioD3 ot the voting trust will be determined u~on and fb~ed OJ the sa1~ 

bondholders committee. There has 'bee:l. tiled in this proceeding a copy 

of the proposed voting trust. We do not think that the COmmission has 

~\ny author1 ty over such voting tr':lSt end we tilereto:::"e do not deem it 

a.dvisable tb.e.t the Commiss1on approve or diS3.pprove said voting trust. 

During the past ten years the San Fro.ncisco Napa a~d Ca11stoga 

B:oilway and its subsidiary, Napa Valley Bus Company, have reported gr.oss 

revenue, gross income betore depreciation c.nd interest, interest, de~re-

eiation and profit or loss as tol1ows:-

Years: : Gl"OSS incom,c · :Depre- . Prot1t .. · .. .. 
ended: G:=oss :be!'ol"e 1nter- .. .. c18.- tor .. Loss .. .. .. 
6/30 : Revenue : es"t aIle. depre-: :t10n,etc.: yecs .. tor .. .. · ciat10n · Interest .. .. .. Year .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. 
1925 :$ 250,SM. · ... 83,989. .. $ 59,038.: $20,387.: $ 4,564: -.. v .. 
1926 .. 254~336. .. 61,235. .. 58,482.: 20,886.: - · $18,l52. • .. .. · 1927 : 22S~7S3. .. 57,696. .. 57,~60.: 20,892.: .. 20,556. .. .. .. 
19~5 .. 222,050. .. 52,475. .. 56,215.: 21,267.: - .. 25,007. .. .. .. .. 
1929 .. 223,835. .. .u,987. .. 54,842.: 21,129.: .. 33,983 • .. .. .. • 
1930 .. 180,369. .. 28,924. .. 53,366.: 20,705.: .. 45,147 • .. .. .. • 
1931 .. l52,382. .. l3,810. .. 5" &:;88 • 20,597.: .' .. 58,457 • .. .. • 010,... •• .. 
1932 · 101,945. .. 1,159.* .. 50,175.: 15,973.: - .. 68,309. .. .. .. .. 
1933 .. 97,635. .. 6,780. .. 50,175.: 16,781.: - .. 60,176 • · · .. • 1934 .. as~93S. .. l,l35. .. 50,l75.: 18,l84.: - .. 67,224 • .. .. .. .. .. : .. .. .. .. · .. .. .. .. .. .. *r..oss .. .. .. .. .. .. .. .. .. .. 

Bec.s.use or the r&ct the. t the nc-r: corpora t10n bas llOt yet been 

organized ~e cannot enter a final order in this matter. I·~ i=:: obvious 

that ~he corporation ~hich seeks ~ermi~sion to icsue bonc.3 and stock 

should join in the ~pp11cat10n. This can be aceompli~hed ~hroueh the 

:i11ng or a cupplemental application. ~ttached to suc~ application 

shQ~~ be e certified copy or the articloz ot 1nco~~oration. The Co~-

mission shoul~ also be furnished with ~ :ev1sed trust indenture. It the 
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~Lrticles 01: iz::.corpo:'e.tion and the trust indel!ture e!'e modif1·od es herein 

j~nc.ica ted, the CO:r::mUssion finds applicants' proposal satisfectory. 

ORDER 

The Cozmiss1on by its order or ~y 6, 1935 having set this ap­

plication tor public hee.ri~ on Fri~ay, June 14th, ~nd having d1rected 

cl notice or said hee-ring to be pu'blish.ed and a notice o!' :~id heo.ring 

1:0 bemailedtotheholderso.!.bo:l.ds and debeIltu=es 01" San F:'anc1sco, 

1;apa and Ca1i~toga Railway Tono bad deposited their bonds and d~bentures 

~~ith the Am.erican T=ust Compa:l.Y, deposita~y under the reorgnnization 

plan tiled i~ this procee~1ng, and affidavits having been riled showing 

that s~id notices were published and mailed, as directed by the CommiSSion) 

and a public hearing having been hel~ by Examiner w. c. Fankhauser on 

said June 14th~ and the CO~ssion having considered the record in this 

application and being o~ the opinion that the reorganization plan, =e­

j~erred to in this ~pplication, it modified as indicated in tle foregoing 

opinion is tair ana rea~onable, ana that upon the tiline ot en appro~riate 
supplemental application in thic p=oceeCl.ing it should conter :upon the 

severa~ petitionerD the authority necessary to execute and co~um=ate 

said reorg&nization plan~ anc that until such supplemental a~~11cat1on 

~Ls tiled, this me. tter 'be continued on the Co::r.m.1ss ion's dock.et, 

NOW" ~~ORE, IT IS :HE:REBY ORDEF.ED that this e.,p~ioo.t1on 

be continued on the Co~ission's docket to give applicants the opportunity 

1:0 tilo 

1935. 

the supplenen tel app11ca tion rererred to herein. ;; 
I ~. 

DATED at San Frt.l.Ilc1sco, Ctl.11tol"n1a, this .:2~ ~e:y or JUne, 

~.- ~-wlU/d«!.L 
y 

Cocmiscioners. 


