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Decision No. 20 NAQRQ

BEFORE TEE RAIERQKD COMMISSION_OF THE STATE OF CALIFORNIA

In the Matter of the Application of
- LGS ANGELES RAILVAY CORPORATION

)
)
, . and \ )
CITY RAILWAY COMPANY OF LOS ANGELES )
Tor an order asuthorizing the issuance )
and exchange of securities and for am )
order authorizing the tramsfer and )
sele of the properties of the City )
Rallway Company of Los Angeles to 1os )
Angeles Railway Corporation. . )

Applicetion No. 20714

Gibson, Dunn & Crutcher, by Woodwsrd M. Taylor
and Homer D. Crotty, for applicants. .

Ray L. Chesebro, City Attormey, and Carl I.
Wheat, Public UtilitiesiCounsel, for City
of Log Angeles. '

H. S..Payne, Secretery Board of Public Utilities
and Transportatlion of the City of Los Angeles.

Theo. K. Resmoy, for Peoples Utility. League,

. Californie Progressives and United Organizetions
for Progressive Political Action.

CARR, Commissionmer:

OPINTON.

The application:
| In +his prococeding the Reilroad Commission is asked to. enter %

its oxder authorizing the Los Angeles Railway Corporation ‘o issue‘
£9,000,000. of gemeral morigage 5% bonds dated October 1, 1936 end | /
due Octoder 1, 1971 to refund $9,000,000. of outstanding bonds;

to execute a trust indenture té secure the peyment of the said -

bonds; to issue $8,954,400. of 5% non~cumulative preferred stock to
Tofund $8,954,406. of mafunded debt and to authorize tho trepsfor

and s&lé of the propertie$ of the City Railway . Compeny of Lo%

Angeleos to the los Angeles‘Railway‘Corporatidn. h k

Finsncial backgionnd: t

The Los Angeles Railway Corporation whick, with its wholly
owned and controlled sudsidiaTy corporetions, perfomms en impor-

tant locel transportetion service in the City of Los ﬁngeles
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and adjacent territory, is lergely owned by what mey for convenience

be termed the Euntingtor Interests. Fl} Loz Angeles Railway Corpo-

ration and owned and controlled subsidiariés have outstending,excluding
bonds In the sinking funds, $15,870,000. of bonds, £9,992,534.83 of
current liadbilities asd $25,000,000. of common stock. The Euntington
interests own 49,000,000, of the bomds, $8,954,323.51 of the current
liebilities and 21l of the $20,000,000. 0f stock of the Los Angeles
Reilway Corporation, which in turn owns $5,000,006. of stock of the
City Rallway Compeny.  Bomds in the amount of 56,845,000, and
current liabilities in the amount of @i,oze,zll..are held by persons
other thenm the Huntington interests. The stock L3 in excess of

any equity velues in “he Propertye Fz? No dividends hnvé been paid
on it for meny years. Because of low earnings and the epproaching
meturity of its bords, the los Angeles Railwey Corporation has been
handicapped in rendering a vital wtility service in Ios Angeles and
reising new cepltal 0 meoet urgent pudblic demends toﬁ improved end
extonded service.

By thls application it 15 sought to improve the Linancial
structure of the utility so thet it may escape from the consequences
of impending default of underlying bond issues and to put itself in
a better position to meev itsvpublic regponsidvility. To that end
suthority is esked to issue $9,000,000. of new bords, to be exchenged,

however, for the @9,000,000.'or outstanding bonds now -owned by the

(L) Includod iz tois dosignation are the Euntington Land and Im-
provement . Company, Collis P. and Howard Euntington Memorial Hospitel,
the Eenry Z. Buntingtorn Library and Axt Gallery, Estate of Henry Z.
Funtington, dcceased, trusts establisbhed under the will of Henry Z.
Huntington, decoased, amd certain trusts created by Henry Z.Huntington
during his lifetimeo. _

(2) A report of the Commission's engineering department of Decenm~
ver 16, 1935, to which reference is.mede ixn the application, shows an
undepreciated bistorical cost rate base on December 31,1934 of approxi-
metely $45,000,000. The same report ag ol-the seme date shows ac-
crued depreciation of $18,500,000. in round figures.
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Eumington interests, the lien of which new bonds will be jmio:é

to0 that of the $6,854,000. of bomds in the hends of the public aﬁd
to Lssue $58,'9$4'4OO. of 5% non-oumulative prerorreci s'cock to. e
exchansed for the se.tis:taotion of the ﬂ.oati.ne .mdebted.noss of ‘tﬁ.o
co*po*e.tion payublo to tho Hum:inston i.nterosts in a similar amount.
Provision is made That the bonds iz the b.ands 0of tho publio, which
are non-ce.llable, cen be refunded 't;hrough the Lissue of first lien
vonds. It is esserted that the bonds In 'zho hands or the pu.‘blﬂ.o
will thus occupy such a preferred status that their Tefunding as
they mature will not be a matter of phrticuldr dirriculty. By
these steps the annual cash requirement tor interest and .,.'m}:ing
fund payments will be lessenod by about $400, 000e for oovore.l
years. The plan contemplates that all the properbios of City
Relilway COmpany of los Angeles will be tramsferred to I.os Angeles
Reilway Corporat&.on and thet tho bonds and stock of tho :tormer
will be cancelleds Such, in short, is the plan, ’au‘chorizati.on for
the carrying out of which is here sought. - N

A public heering was had on August 21st when tho netter
was subzitted. "

Relationship to otrer proceedings:
| The plan snd its general parpose and effect mey not be
&isasooo.mtod. from variocus proceedings, intormal and romal, whick
have been . had or are ponding aﬁoct:.ng the operations or the Los
Angeles Rallwey Corporation. It is e.ppropria.f.e ‘o m&ke bmr
reforence %0 thoso. ' B .

For about a yeer in 1933 and 1934 ropresen’ca'tives of the
Los Angeles Railway Corporation, the Pacific Elootric Railway
Com::any, the c;.ty of Los Angeles and tho Stert of the Commssion,
met regularly in 1ntormal fashion to consider and work out the .‘
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innumerable local problems affecting tmnsporta.tion présented by

a great and growing community like Los Angeles and served by two
separately owned transportation sy‘sfems; Representetives of quasie
public organizations Iinterested in \transpoi'ta.tion problezb.s also
participated in these conferences. Some results were accomplished
by these conferences, but they rinally broke up, the City dppa::ent- |
1y :C'eel.‘..ng that the Los Angeles Reilwey Corporation oither wes
unw:z.lling to or was not in 2 pouition to meet the problems cozn.ing

-

up £or conslderatione

On October lé, 1934 the City filed a complaint with the Com=
mission against the Los Angeles Reilwaey Corporation seeking an.
orde:: requiring -zh.at utili.ty to purchase new ra.‘L:I. oquipmen’;. Some
nearings were hold on this complalnmt. During the course of the
hée.rings an agreement weas entered into between the uﬁility’ ‘and the
City contempla ting cortain expenditures for new equipment. Under
these clircumstances, at the Tegquest of the parties, the case was
di..missed. Controversies arose . as %o the meani.n.g and e:crect or
the agreement, 10 new rail equipment was purchesed and on Octo-
ber 12, 1935 the City of Los Angeles £iled its complaint((:a.se Xo.
4002) against both the I.os Angeles Reilway Corporation and the
Pacific Zlectric Railway Compeny complai.ning of various secr:vice
and ecuipment cozditions exd fares. Extensive hearinss rollowed
and the case was finally submitted for decisione

Public dissetisfaction over local transportdtion" c_ond.itidﬁs

in Los Angeles has boen the occasion for many officlal Investige-
tioms.  Recommendations emamating from those wvarious successive
efforts were rether fax reachins in chbaracter and went beyond any

practice.l hope of realization. About the time of the insti'mtion

b




by the City of Ios Angeles of the case refeorred to, the City TQ~-
quested the Comni:«:.,ion, through 1ts Engineering Department, to meke
“gtill another investigation inte transportation condit:x.ons in Ios
Angeles, offoring 4f the request were granted to defray the cog t
thereot. This 1nvestigation was made under the suporvision of
J. . Eunter, transportation ongrnoor, with Z. F. McNaughton, now
Director of Research, in direct charge of tre detailod study, a8
sisted DY A.C.Jenking, assistant engimeers.  The Tesults of this |
investigation are expressed inm the Toport. rorerred to. in the ;nstant
epplicetion and by reference made & part of the record and whioh
report dopicts in simple and suooinot rashior the historical dovelop-
went of local transportation in Los Angeles end outlines in rer&
oorploto detail its prosent status. The roport dirrers'markod;y
rrom its various predecessors in that the recommendations made oro
sharply circumscridbed by reality. Among the recozmendations mado,
and perhaps the most important, was thet the Los Angeles Railwny
Corporation should purchase a considereble aumber of modern up~to- .
date street cars. Certain recommendations were made au to rohabil-
vation of oxisting equipment, fare adjustments gnd service improvofh
ments, some of whick have already boem placed in offect. . |
The Instant applicetion may be seid to represent, in part, ét’
least an effort by the Los Angeles Railway Corporation +o get 1tsolr
in & position to meet, and t0 meet the recommondations_mado in the
report refexred T0 and to effect the Iimprovements in sorrioo being
urged by the City of Los Angelos. At the hearing_invtho instunt
cese it‘devolopod thet the Compeny hed already placed an'ordor for

60 new street cars, delivery of which it was stated would cormence .

early in January,11937, and-proceed at the rate of two cexrs daily. :

Izsues presentod in Case 4002 respooting'what mey be tormed for

lack of bettexr expreasion "fare dislocations” may, &t dovoloped

- "




et the instant _hearing, best be attempted to be workéd out by coﬁfér-
ences between reopresentatives of the p:&esent applicant, Los An‘geles
Railway Corporation, the Pacific¢ Electric Rallwaey Coinpa:nir, the c.i'ty

and the Commission. Eoth the City and the Compsny favored this course.

Uné.ér the circmtmces é decision in Case 4002 should be ﬁ‘chb.e’ld

pending the outcome of such CORLETORCOS.

It is now appropriate to consider the details of the application,
the sréntins of whick is ‘ravored by the Citye.

The avplication in detafl:

" The following table shows the amount of bonds which applicemts -
now have outstending, the smount that will be refunded through the
fssue of $9,000,000. of general morigege 5% bonde due Octoder 1,1971

and the aﬁount rémaf.ning oututanding:s~

sAmount to
:. be re=-
sfunded

$
250,000. :. -

Name of Bond

(LB N 1)
13
o]
1 &
P

Los Angeles Traction Co.53 due
L 12/1/1938e-recvcsceccessans
Los Angeles Railway Co.S5s due
" 10/1/1938;.‘.00ooolo.oo--w'l.-c
los Angeles Railwey Corp.ds due
. 12/1/1940cccccsccsssccsans
City Railway Co. of Lo3 Angeles
53,due 2/1/194’1&..' - ._. TN X NN X ]
Tot&l-.........-...-- ’

3,962,000.%: 95,000, 23,842,000,
8,845,000, 26,092,0004 12,753,000,
2,813,000 22,813,000s = :

I BT 00— 00 000 s T

*325,000. bonds held by Los m:'zs‘eies‘Railway Corporation.
In its proposed trust indenture Los Angeles Reilway Corporation

covensnts ané egrees that no bonds shall hereafter be issued or re-
s ssued under the mortgege of Los Angeles Traction Company dated De-
cember 1,1898, or under the mortgege of Los Angeles Railway Company
deted January 17, 1899 or under the mortgage of 1os Angeles Railwey
Corporation dated December 1, 1910. o |
" The. plan prévides, co o', that the $2,813,000, of bonds ot
City Railwaﬁ:'Company. of Los Angeles shall be"cancelled. The $95,000.

- -
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of bonds of Los Angeles Reilway Compaxy and -the $6,092;OOO. of bomds
of Los Angeles Reilway Corporetion will be delivered to the trustee
ander the compeny's proposed mortgage and mey be used to meet sink-
ing rund‘paymentspto-become'&ue under the undérlying:mortgagoa;
Upor the bayment,'extension, renewal or :eruﬁding or'the bonds of Los
Angeles Reilway Compeny and of Los Angeles Railway Corporation held
by the public, the bonds held by the trustee shall be cancelled,'

| The gonoral mortgage.bonds which theglos Angeles Rallway Coxw=
voration asks penmissioﬁ to issue axo calieble upon exy interest pay-
ment date in whole or in paxrt, upon payment of the principal'thereor,
the sceruved interest and a premium of 2%h. The company covenants and
agrees fhaz commencing witk Maxreh 1, 1957 and om or before the rifst ,
day of March of each year thereafter until ell the bonds have boen
pald apd redeemed, 1t will deposit as and for e sinking fund with the
tTustee such an amount in cash not exceeding, however, in any ohej
year, $350;000., which amount shall be computed by.taking from the
gross 6arnings of the corporation from all sources, £or the then
preceding yoar, :he-rbllowing ivens:- |

| (a; All operating expenses Lor such year. "
(® Tnterest on the bonds secured dy the trust indenture
. . dated October 1, 1936, and interoest, principal amd

sinkinz fund payments on underlying mortgages Ifor
suck year (exclusive of the sinking fund required
by the indenture dated November 2L, 1910, and ox=
clusive of the interest on the bonds of the I1os
Angeles Railway Corporation held by the trustee
under subdivision (¢) of Section 3 of Article II of
toe trust indenture dated October 1, 19%6) and..
interest and emortizetion charges on other obliga--
tions not otherwise included under operating ex-
penses £or such year.

(¢} Taxes of 211 kinds not otherwize included under oper-

- ating experses fOr sSuch year.

(&) Full depreciation for such yeer at such rates as shull

.- be determined from time to time by the Board of

Directors of Los Angelos Railway Corporation, which

sates of depreciatior shall not exceed the rates

of depreciation commonly allowed dy the Railroad

Commicscion of the State of Californie on the classes

o2 property 3¢ depreciated. .

7=




The Los angeles Rallwey Corporation is entitled to a
cTedit on seld sinking fund in the full smount by which capitel expen~
ditures actually made by it during such year £or mew sireet cars, motor
coaches, other equlpment and other capital charges,. oxceeds the amount
of said depreciation £or such yeer computed under paragraph (§) aboﬁe.

The 3inking fund payment shell not in eny one year excesd
$350,000. fhe payments shall not be cumuletive. The indenture,
however, further provides that until the ‘princijal emount of the bomds
issued thereunder shell be reduced to & total sum of $5,400,000. the
company covenants and agrees that it will deposit with the trustee as
an additional cirzking fund a-sum in cask equel to such sum as mey de
declared snd paid in dividends in cash on any shares of capitel Stock.
Such peayuments shall be made to the trustee simultameously with the
dividend payments made by the corporation to its stockholders.

In the trust indenturo the Los Angeles Railway COrporation
covenants and agrees that it will not declare or pay any dividends on
any of its capitgl stock except out of ivs surplus earnings remaining
on hand after deducting all operating expenses including depreciation _
and fixed charges, inclﬁding in such operating oxpenses, reasonadle
expenditures for maintenance and renewals and all sizking fund obliga=
tions. Undgr the stipulation offered at the hearing dividendé ney
be declared and paid only out of future earnmed surplus.

Tpon. the refunding of the aforesaid donds the Loz Angeles
Refilway Corporation will have outstending in the bands of the public
$6,845;006. of bonds comsisting of the following:-

2,759,000, 362y Tes tasgior Busivay Somatution fizg ent o
35,842,000 par velue Los Angeles Railway Compeny £iT5t moxtgage 5%
‘ donds due October 1, 1938. _

$250,000. par valve Los cles Traction Compeny first consoli-
. dated mortgage 5% bonds due Decembder 1, 1938.
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The Los Angeles Rallway Corporation inm its proposed gemerel
mortgagé covenants end agrees thet no prior liem shell be placed upon
the properties securing the payment of the general mortgége bonds -
except for (a) the purpose of paying, extending, Tenewing or refund-
ing eny or all of the underlying mortgages or eny part thereo?,
provided, however, that the totel emount of any lien pe:ﬁittod undor
Section 13 of Article IXIT of saild general mortgage shall not exceed
a principal emount in éi&ess of the bonds bdeing paid, extended,

renewed or rofunded, plus an smount equivelent to unde:writins;@is—

count Or bankers'! comuissions and sellihg expenses not o exceed in

any case 10% of the emount of seid bonds; or (b) purchese money
mortgages aﬁd purchase money liens on proportiqg horeafter acquired;
orf(c) equipment trust certificates or other eqﬁipmenx obligations

on the purchase of street cars, motor coackes, and all other types

ot stréet rallway equipment, being liens on thewproperfy 5§;Pu;h
chased. _ o V_

The unxunﬁea dobt of the Los Angeles Railway Coxporation due
the Huntington interosts in the amount of $8,954,323.51 will be
refunded throﬁgh,the‘issue”or $8,954,400. of 5% noncumulative pre-
Terred stock. fhe preferred.shares shall-be”subject, at the op-
tion .0f the Board.or,Directors, to redemption at any time on thirty
deys notice érter their dete of issusnce at the price of $102. per
sbere and & sum equal to the declared and umpaid dividends,

The proposed refinancing or some of the compahy's indedtod-
ness, outlined herein, snould be of adventage to the c&mpany‘ih that"
some of 4ts indebtedness will be converted into & nomcumlative pre~
forred stock and some into a goneral mortgage calledle bond issue..
The compeny's ou£standing bonds at tris time sre moncallable.

Thile the first mortgege which it is contemplated will e&egzuglly
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be executed for the purpose of refunding the underlying bonds, will
be g closed mortgege, nevertheless the first mortgage bonds ds woll
as the general morvtgage bdonds, will be calladble., TUnder the plen,
earnings that must mow be used ror sinking fund purjpbsoa, will de
évaila‘ole for capital expenditu:es. |

It seems to me that appllicant los Angeles Ralilway Corporation
should give ‘oonsi.deration to dbring 1ts stock issde im line with the
equity in its propexties and restate its corporate records so that
they will more nearly be in conformlity witk the actual investment .
in the properties, a course wkich applicants indicated 1s under cone
sideration.

The proposed trust indenture (Exnibit D draft August 20, 1936)
of Tos Lngeles Rallway Corporetion, filed on jugust 21, 1936, i3 in
satisfactory forme It should be understood, bowever, that emy emend-
ments or modiricationé of such trust indenture may not bélvc‘z(ocuﬁod.
witbout the approvel of the Commission.

I herewith submit the following form of order:-

CRDER

The Commission baving been asked to enter its order, es indi~-

cated in the foregoing opinion, and having comsidered applicents®
request and being of the opinion that the moxney, property ox-' labvor

to be procured or paid for by Los Angeles Railway Corporation through
voe issue of $9,000,000. of general mortgage bonds and thi‘ough the
igsue of not exceeding $8,954,400. of 5% noncumuletive prei‘ei‘ro& stock,
isTreasonably required by Los Angeles Railway Corporation for the
purposes herein stated and that the expendi‘cures for such purposes

aTe not in whole or im part reasomably chargeable to operating ex-

penses: or 'to fncome and that this applicetion should be grented, a= '
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herein proviied, thei'e:toré,
IT IS EEREBY ORDERIID‘ as follows:- ‘ | ,
1.  City Reilwey Compeny of Los Angeles may, ‘after tho effec-
tive date hereof and prior to Decomber 31, 1936, trenster and sell
all of its properties vo fhe I.és Angeles Railwey Corporation.
2e Loz Angoles Rallwey Coi‘poratioﬁ may, after the effective
dute hereof and prior to December 31, 1936, execute & ﬁ;mst indenture
substantially in the same "rorm as the trust indenture rivled in this |
proceeding as Exhibit D.(Draft August 20 ,lQSé,filed August 21,3.956)
provided thet the autb.éri‘iy nerein givem to execute such trust nden-
ture .’Ls for the purpose of this proceeding only, ‘and. is given ohly
insorar as this Commission hes Jurisdictvion under the te_ims or tﬁo'
Pudlic Utilities Act, and is not intended as an approval of- sald
trust i:ide:;ture as to such other legal reguirements. fo which it nmey
be subject; and provided further that said tmst. indenture may not
heresfter be amended or modified except as authorized by the Railroad
COmmission_. ) |
o 3. Los Angeles Reilway Corporation mey, after the effective
dete bereof and prior to December 31, 1936, issue ai not less then
thé‘ par value ‘chereor; £9 ;ooo ,000. of its sen’ere.l mortgage 5% bonds
tated October 1, 1936 end due October 1, 1971, for the purpose of.
Tofunding the following bonds:- | |
Los Aungeles Railwey Compeny first mortgage 5% bonds due :
. T 0ctODET 1, 1938 c.eseavescccsscscncsccce’ 95,0006
City Railway Compaxy of Los Angeles £irst morigage 5% . : :
nonds due February. l, 194l ccecccccecssncerss 2,813,000..

~Tog Angeles Rellwey Corporatiom first and refunding
. morteege 5% bords due December 1, 1940 ceesesss. 6,092,000

4. . los Angeles Railwair Corporetion mey, after the offective

date heréé:f' end prior to Decembor 31, 1936, Lssue at not less than its

.y
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par valwe, $8,954,400. par value of noncumilative 5% preforred stock
ror the purpose of refunding the lndebtedness payable t0o the Bhntington
but&te and affiliated interests mentioned in this application.

5. The authority herein granted will become cffective when Los
Angeles Raiiway Corporation has paild the fee prescribed by Section 57
of the Pudblic Utilities Act, whiéh fee is Five Thousand(#S,éoo.) ﬁol-f‘
lars, and when Los Angeles Railway COrporation has filed a stipulation
duly auzhorized by 1ts Board of Directors in which it agrees thax it,
its successors and assigns, will ‘no% declare ard ey any_dividqnd on
any claés or its outstanding stock, except out of earmed surplus_arian
irg hereaftor. ,

6.  Tos Angsles Railway Corporation shall file with the Reil-
road COmmiﬂsion within thirty(30) deys after the execution of the afore-
seid trust indenture Lwo certiried copies of said trust indenture.

7e Within thirty(so) days after the issue, of said ¢9 OO0,000.
of bonds and seid $8,954, 400, of preferred stock, or arter the issu
of any of said bonds, or axy of said stock, 1os Angeles Raixway Cor=
poration shall rilec with the Railroad Commiséionfa.repdr% or repézts
such es are required by the Railroad Commission's Genmeral Order No'.‘ 24,
which order, insofar as epplicable, is made a part of this order.

The roregoivng Opirion and Order are hereby approved aﬁd»ordored
tiled as the Opinion and Order of the Railroed Commaission of the State
of Califoraia. '

DATED et Sex Francisco, California, this ;ZZggéi__gay of
. ﬂy/ﬂﬂ/ 1936-
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