
Decision No. __ .;.;:3;;..:.1-.-;;..;~ 53 

BEFORE THE :RAILROAD COW,vIISSION OF THE STATE OF CALIFO?.NIA 

In the Matter of the Application of the 
LOS ANGELES RAILWAY COP~ORATION 

for an order pursuant to Section 52 or 
the Public Utilities Act (a) authorizing 
the issuance of $6,SOO,000.00 principal 
a~ount of First Mortgage Refunding 5% 
Bonds in exchange for an equivalent prin­
cipal amount of bonds secured by un~er-
17in6 mortgages, bond for bond,an~ deposit 
receipts thcrefor in connection with said 
exchange,pursucnt to a Plan and Agreement 
of Exchange; (b) authorizing the modifica­
tions of the General Mortgage 5% Bond~ and 
t!lC indenture securing the sarne by the ex­
ecution of a supplemental tr~st in~enture; 
and (c) approving the fairness of the terms 
and conditions of such issue,exchange, and 
=:.odifications. 

Application No. 22058 

APPEARANCES 

G1oson,Dunn & CrutcherL by S. M. Haskins,Homer D. 
Crotty, Woodward M. ~aylor and E.H.CQnley, 
for applicant. 

R~y L. Chesebro, City Attorney of Los Angeles, 
by John W. Holmes, Deputy City Attorney or the 
City of Los Angeles, interezted party. 

J. H. Wolfe, for Venice Blvd. Committee or 
1000 and Bay District Property Ovt.ners Asso­
ciation, interested parties. 

Wm. Green, for Clydia A. Gore, an interested party. 

WAKEFIELD, COmmissioner: 

o P ! N·I 0 N 
. 

This application involves the issue or $6,860,000. of first 

mortgage refunding 5% bonds to refund the follOwing bones:-

Los ;~geles Railway Company first mortgage 5% gold 
bonds due October 1, 1938 $ 3,867,000. 

Los Angeles Traction Comp~y first consolidated 
mortgage 5% gold bonds due December 1,1938 250,000. 

Los Angeles Ra1ly;ay Corporation first and :oefundinZ 
~ortgage 5% gold bonds due December 1,1940 2,743,90Q~ 

Total •••.•••• $ ~,e6o,g90. 
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The Commission by itz order of June 30, 1935 set the above en­

titled matter for public hear1ng betore Commissioner Wakefield fer thurs-

day, July 26, 1938. By the same order it directed app11c~t to mail 

to all mown holders ot said bonds and publish a notice 01" sz.id hearing. 

A copy of said notice is attached to said order of June 30, 1938 as 

Exhibit A. The hearing was had on said July 26th, at vlb.1ch time appli­

cant tiled an affidaVit shOWing that it had mailed and published said 

notice~ as directed by the COmmission. At s~id hear1ng all persons 

interested in the re:fu:o.ding ot said bonds Vlere accorded the cpportun1 ty 
' .. 

to 'be heard. 

The comp~'s plan and agreement of exchange is tiled 1n this 

proceeding as Exhibit~. It may be summar1%ed as tOllows:-

(a) The holders ot the aforesaid. bonds Will be asked. to de~osit ... 

their bonds with Security-First National Bank ot Los 

Angeles or with Bank ot America, National Trust and Savings 

Association who vdll issue to them deposit receipts,s1m1lar 

in torm to the deposit receipts filed in this proceeding . 

as Exhibits 9 or 10 or 11. 

(b) It the plan 'becomes effective the holders of dcpo$it~rece1pts. 

(Exhibit 9) representing Los Angeles Railway Company first 

mortgage 5% gold bonds due October 1, 193$, and the holders 

of deposit receipts (~~1b1t 10) repres~t1ng Los Angeles 

Traction Company first consolidated 5% gold bonds or the 

holders of said bonds, will upon the surrender ot s~id deposit 

receipts or said bonds receive, on a par ~or par basis,Los 

Angeles Railway Corporation Series A, first mortgage refunding 

5% bonds, dated October 1, 193$ and due October 1,194$. Xhe 

holders of deposit rece1pts(Exh1bit 11) representing Los 

Angeles Railway Corporation first and refunding mortgage 5% 
gold bonds due October 1,1940, or the holders of said 
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bonds will~ upon the surrender of said deposit receipts or 

said bonds~ receiye on a par for par basis~ Los Angeles 

Railway Corporation, Series B~ first mortgage refunding 5% 

bonds dated October 1, 1933 and due October 1~19;0. Ser1es 

A and Series B bonds will be issued under a trust indenture 

wbich limits the issue of Series A bonds to $4, 117,000.; of 

the Series B bonds to $2,743,000.; and the total to $6,860,000. 

The trust indenture will be a first lien on all the property 

now or hereafter owned by the company and a first lien on the 

compaIlY's equ1ty :1n equipment being purchased tbro'llghthe 

issue of equipment trust certificates or other torms of 1ndebt­

edness. A coPY' of the trust indenture is filed 1n this pro­

ceeding as Exhibit 7. 

(c) After the issue of said bonds and until a change is approved by 

the company, the trustee~ and the holders o£ at least two 
',' 

thirds of the -outstandin,e bonds", the company must deposit . , 

with the trustee $400~000. on August 1,1939, and th~ sum of 

$200,000. on each first ~y of February and fir~tday of 
. . 

August in each year thereafter to and including August 1,1950 • 
. . 

Until October 1~1948 seventy per cent(70%) of said cash de-' 

pos1ts and seventy per cent(70%) of all other 'amounts paid 

into the sinking fund under the prOVisions of the trust inden­

ture shall be used to purchase~ redeem or retire Series A 

bonds. Until October 1~ 1948 the rema1nderot the moneys in 

the sinking ftlnd, to-vr:tt: thirty :per cent (30%) shall be used 

to purcbase, redeem or retire Series :B bonds. All moneys paid 

into the s1nking fU%J.d after October 1, 1948 shall be used to 

purchase, redeem or retire Series' B bonds. 

(d) The company may redeem at-its optio~ all of said Series A and 

Series B bonds outstand1ng~ upon any interest payment date by 

paying the principal theroof plus a premium of one per cent 

on the principal thereof. It bonds are called to invest sink-



e' 

- 1ng tund moneys, they are redeemable at th.e1r face va.lue •. 

(e) The h.olders of the company's $9,000,000. general mortgage 

5% bonds dated December 1,1936 and due December 1,197l, 

the payment of Which bonds is secured by a trust inden­

ture which is a second lien on applicant's properties, 

have given their consent or will give their consent, to 

modifY the terms of said trust indenture, so th.at, among 

otheJ:··~h.1ngs, the 5% interest accruing on said conds need 

not be paid unless earned. The interest due and payable 

sem1-annually on said bonds shall be computed by 'taking 

from the gross earnings of the company from all sources 

for the then preceding interest period the folloWing:-

Ca) All operating expenses tor such period, as such 
operating expenses may 'be de:f'1lled in the account-
ing rules frotl time to time in :f'orce of the Railroad 
Commission of the State of California or other analO- ' 
gous authority having ju::-1sd1ction in the premises 
\exclusive o:f'depreciation); 

(b) Interest payments on underlying mortgages for 
such interest period, end interest charges On all 
other indebtedness; 

(c) T:lXes of all kinds not otherWise 1:o.cluded 'CInder 
operating expenses for such interest period; 

Cd) An amount equal to full depreciation for such 
interest period at rates of depreCiation computed 
in accordance with sound engineering and accounting 
practice, which rates of depreciation shall be certi­
fied by a firm o:f' public accountants of national 
reputation az reasonable and adequate provision tor 
depreciation of the depreCiable properties of the 
Corporation. (The.Corporation agrees that the accounts 
of the Corporation 'will be aud.ited rumually by a firm 
o! certified public accountants of nationa~ reputa­
tion). Said rates of depreCiation, however, shall 
not exceed the rates of depreciation commonly allowed 
by the Railroad COmmiss10n of the State of California 
on classes of property so depreCiated. 

The ~terest on said general mortgage bonds is limited to 

5% per annum and is cumulative from and after Sune 1,193S. Said 

accumulated interest can be paid only from net-income and .not 

from money appropriated for depreciation purposes. 
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A copy of the supplemental trust indenture is riled 1n 

this proceeding as Exhibit 8. 

(t) The E:untington Land and Improvement Compa.:c.y" Hem-y E. HtIn-

tington Library and Art Gallery, Collis P. and Howard Hun-

tington Memorial Hospital ~d Security-First National Bank 

of Los Angeles, as trustee under the last will and tezta­

ment ot Henry E. Huntington, deceased, jo1ntly and sever­

ally ~gree to purchase a total or not to exceed $360,000. 

face value ot Series A and not to exceed $240,000. face 

value ot Series B bonds, it they can be acquired, within 

a period of three years trom the date said bonds are issued 

at a price not 1n excess of 95% of the princ1pal amount 

thereot. Th~ are not obligated to acquire more than 

$120,000. of Series A bonds and not more than $80,000. 01" 

Series B bonds 1n anyone year. It the said bonds 'cannot 

be acquired within three years atter their issue, the time 

ot purfhase is extended two year::;. Said purchasers now 

hold $215,000. ot Los Angeles Railway Company b9nds due 

October 1, 1938 and $147,000. of Los Angeles Railway Corpora­

tion bonds due December 1, 1940, or a total of $362,000. 

!hey agree to deposit said bonds under the refunding plan. 

They turther agree that the new bonds received ~ exchange 

therefor and said $600,000. of bonds they agree to purchase 

will be held by them for a period ot five years from their 

date of issue as to the said $362,000. of bonds, and the 

date of ac~u1sit10n as to the $600,000. Ot bon~~, except 
~ /~ 

th.ey may tender them to the s1nld.ng fund when 2: aRa~& are 

called by the trustee, or sell them upon condit1on that the 

transferee agrees to hold them durine the five year period.' 

A co!>y of th~ p'UI'ch.a.se agreement is fUed in tJ:ds ' 

proceeding as Exhibit 13. 
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Los Angeles R~11way Corporation as of June ~O~ 193$ reportz 

in Exhibit 2 its assets ~d liabilities as follows:-

ASSETS 

ItTVESTMENTS: 
Road and e~u1pment $47~701~642.96 
S1n'ldng ttmds 50,,000 .. 00 
Notes 180,,000.00 
Bond.s 28,957.20 
Deposit 1n lieu of property sold ____ ~4~,5~0~7~.~~~0 

Cm>.RENT A§§ETS: 
Cash $ 744,070.18 
Loans and notes receivable 5~000.00 
Accounts 'I'eeeivable 87 ~6S9.10 
~ter1s.J. and supplies 560,825.52 
Other cm-rent assets 22,Q97.2Q 

UNAD.TOSTED DEBJ;T§: 
Prepaid,1nsurance 
Prepaid. taxes 
Other unadjusted debits 

Total assets ••••••• 

CAPITAL STOCK: 
Common $ 2~OOO,OOO.00 
Preferred 8,954,40.Q.QO 

PONDED DEBT, UN'1\fJ'ATPEED: 
Los Angeles Railway Company 5% gold . 

bonds due October 1,1938 $ ;,867,000.00 
Los Angeles Traction Company 5% . 

gold bonds due December 1,1933 250,000.00 
Los Angeles Railway Corporation 5% 

gold bonds due December 1,1940 2,743,000.00 
Los Angeles Railway Corporation 

5% bonds due December 1,1971 
Trust certificates 
Equipment obligations 

9,000~OOO.00 
630;,000.00 
4.S0,6S0.Ql. 

,9URP..ENT LIABIlc:ITIES,: 
Loans and,notes payable $ 24,,997.70 

527~350",93 
98~30$ • .3.3 

131,,800.80 
1,3$6.0$ 

Audited accounts & wages payable 
Accrued 1nte~est 
Tax liability 
Other current liabilities 

UNADJUSTED_CPlroIT§: 
Accrued depreCiation 
Unredeemed tokens 
Other ~djusted credits 

CORPORATE SURPLUS: 
Funded debt retired thru surplus 
S:!r(tdng l"und r~serves 

': '" .. Total appr.opriated surplus 
Pro!1t and loss (Red) 

$18,,716,,213.88 
117,,934.25 

4,14'l .. 66 

$ :3 ,345, 000.'00 
!?, O~....93i. ;~ 
9,,4;' ~9;35.5 

.'Y! ,;'70,971.71 

Total' 11a.'bili:t1~$_ ....... . 
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$4-7,965 ,107.26 

$49,516,183 • .49 

$lO,954 .. 4-00.00 

$16,970,,680.01 



~he $2,000,000,. of common stock is represented. by 200,000 no par 

shares. They are all owned by Security-First Nat1o~1 Bank of Los 

Angeles, as trustee tmder certain trusts created uuder the 71111 of"'tthe 

late Henry E. Huntington, deceased. 

The $8,954,400. of' preferred stock is represented by 89,544 shares 

of preferred stock of the par value of $100. per share. About 79.6% 

of the preferred stock is owned by Security-First Nat10nal Bank of Los 

Angeles, as trustee under certain trusts created under the will of the 

late Henry E.Bu.~t1ngton, deceased, and the remaining 20.4% of said pre­

ferred stock is owned by Huntington Land and Improvement Company. 

The $9,000,000. of' general mortgage bonds due in 1971 are owned by 

the following:-

Henry E.H~t~gton Library and Art Gallery 
Collis P. and Ho~ard Huntington Memorial Hospital 
Huntington Land and. Improvement Co •. 
security-F1rst National E~ as trustee under various 

trusts 
Citizens National 'CBank as trustee :onder various tr'llSts 

~~.4~Total 

$3,822,000. 
600,000 .. 

93,000. 

4,285,000. 
200 .. 00Q. 

$9,009,009. 

The company for 1936 and 1937 reports its income available for 

depreciation and interest as fol1ows:-

Item . 122.2 
Total income for depreciation and interest $2,252,000. 
Less amount appropr1ated for depreCiation ~8:0QO. 

Amount available for interest 4 :009.: 

The income appropriated tor depreciation cannot be used to pay 

accumulated or any other interest. 

The record shows that the Los Angeles Ra1lway Corporation ba$ not 

suffic:tent tunds on hand to pay the $4,117,000. 0'£ bonds maturing tb.1s 

year. Its efforts to borrow money to pay said bonds and the $2,743,000. 

of bonds due 1n 1940 have been unsuccessful. It has therefore con­

cluded to ask the holders of seoid $6,860,000". of 'bonds to cont,1nue 

their investment in its properties and accept on a 'bone for cond 'basis, 

said Series A and said Series B oonds in payment for the bond$ they 

now own. 

I appreCiate that the holders of the Ullder1ying 'bonds possess' 

certain legal rights \mder the trust indentures sectlring the paY,lIl~nt 
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of' their bonds. It is,, of course" f'or them to de-term1n:~ whether they .. 
can realize more by exercising those legal rights in 0. possible bank-

ruptcy proceedine than by accepting the plan of' exchange proposed by 

t~e·-cot1pany • In my op1nion the plan proposed 'by the compo.ny is emi-

nently fair to the bo~dholders. It imposes no expense upon them what­

soever. It assures them the same income the.r have enjoyed and the pay­

=ent of their bonds at par 1t they are redeemed through the use of s1nk-
de-

ing fund moneys. If, for any reason the company is declared 1n/!~ult 

'Ullder the new tr'USt indenture" the litigation ensuing should be much 

less eA~ens1ve than litigation that might now be preCipitated by three 

different groups of bondholders. 

The company has employed William R. Staats Co.,Blyth & Co.,~c • .7 

De~~ Witter & Co. and Bennett,R1chards & Hill to- solicit the deposit 

of the tlnderlying bonds. A copy of the agreement between'the company 

and the investment banking group is filed in tbis proceeding as Exhibit 

14. ~ the agreement as now dratted,the company agrees to pay all f'ees 

for legal services of counselor the investment banking group. The 

agreement should in my opinion be amended so that the company need not 

-pay more than $7~500. of' the legal fees of counsel tor the tnvestcent 

'banking group. 

Section 16 of~Art1cle III of the proposed trust 1ndenture secur-
.~ 

ing the payment of said Series A and Series B bonds,prov1des that if 

the company and the trustee cannot agree on the appointment of an engi­

neer to determine whether the company is properly ma~ta1n1ng its pro­

perty, such engineer shall be appOinted by the Railroad Co~ss1on of 

the State of California. Inasmuch as conditions may arise which mzke 

it inadvis~ble for the Co~~zion to make the appo1ntment,the said 

section should be amended to meet such a cont~eency. 

I recommend the follOwing form of oreer:­

o R D E R 

The Los Angeles Railway Corporation having asked permission to 
issue $6~e60,OOO. of first mortgage re!mnding' five per cent bonds 1n 

exch...-mge for an equiva'lent principal amotlnt ot 'bonds secured 'by under-

lying mortgages, bond for bond~ and deposit receipts there!or~ 
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connection with ,said exchange, to execute a trust indenture to sec~e 

the payment of said $6,860,000. of bonds; to modify its general mort­

Sage five per cent 'bonds and the trust 1ndenture secur1ng the same by 

executing a supplemental trust indenture, and having asked the Commis­

.sion to approve t!le fairness of the terms and conditions of the ex-
change of bonds referred to in the foregoing op1nion~ a ~ub11c hearing 

having been held by me on July 26, 1938" after due notice thereof'.1and 

having considered the evidence submitted at such hearing, I find that . 
the pl~ and ~greement of exchange tiled in this proceeding as Exhibit 

1), if modified as indicated in the foregoing op1nion and in this order, 

is fair as to the terms and conditions of the issue, exchange and modi­

fications of the bonds and the issue of' deposit receipts referred to ~ 

said foregoine; o~1n1on; that the money, property or labor to be procured 

or paid for by the issue of said $6,860,000. of bonds is reasonably re-
~u1red for the)purposes herein stated, and that the expenditures tor 

s~id purposes are not in whole or in part reasonably chargeable to 

operating eA~enses or to income, therefore, 

IT IS HEREBY ORDERED as follows:-

(1) Los Angeles Railway Corporation may, after the effective date . 
hereof and prior to December 1, 1940, issue $4,117,000. face amount of 

first mortgage refunding five per cent bonds, Series A, dated October l, 

1938 due October 1,1948, in exchange for an equivalent face amount 01" 

bonds secured by the trust indenture of Los Angeles Traction Company, 

dated December 1,1898, and by the trust indenture of Los Aneeles Rail­
way Comp~y, dated January 173 1S99,said exchange to be on a basis of 

bond. tor bond. 

(2) tos A:o.geles Railway Corporation rDZ.y, ·g,f'ter the effective date 

nereof' ~d prior to December 1, 1940 issue $2,743,000. face amount of 

first mortgage refunding five per cent bonds,Series B,d~ted October 1, 

1938 and due October 1, 1950 in exchange for an equivalent face amount 
e,. 

of bonds secured by the trust ~denture of Los Angeles Railway Corpo-

r~t1on, dated November 21, 1910,saie e~chanee to be on'a baz1s ot 

bond for bond-. 
(3) Los Angeles P~i1way Corporation may, tor the purpose of' 
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car~g out said exc~ee of bonds, issue depozit receipts similar 1n 

form to the deposit receipts filed in this proceeding as Exhibits 9, 

10 anc. 11. 

(4) Los ADgcles Ra11w~y Corporation may execute a trust indenture 

in substantially the same form as the trust indenture filed in· this 

proceeding as Exhibit 7 for the purpose of securing the payment of said 

Series A ~d scid Series B first mortgage refunding five per cent bonds, 

provided that the Railroad Commission of the State of California re­
serves the right to refuse to appoint or participate in the selection 

of the engineer mentioned in Section 16 of Article III of said trust 

:tndenttn"e. 

(5) Loz Angeles Railway Corporation may execute a supplemental 

trust indenture in substantially the same form as the supplemental 

trust indenture filed in this proceeding as Exhibit e and modify its 

general mortgage five per cent bonds,as indicated in said supplemental 

trust indenture. 

(6) Lo~ ;~geles P~1lway Corporation may not expend more than 

$7,500. to pay fees of counsel for the investment banking group em­

ployed to aid~ advise and assist it 1n obtaining the deposit of said 

underlying bonds and carryine into effect zaid plan ano. agreement or 
exchange. 

(7) Los Angeles Railway Corporation shall tile with the Rail­

~oad Commission on or before January 31,1939, a statement short.lng in 

detail the expenses incurred by it~ on or before December 31~ 193e, 
to put into effect said p1~ and agreement of exchange. Statements show­

ing expenses incurred subsequent to December 31,1938 shall be filed at 

such time as they are requested by the Commission. '. 
(3) The authority herein granted will become effective when 

Los Angeles Railway Corporation has paid the fee prescribed by Section 

57 of the Public Utilities Act,whic,h fee is Three Thou:and. Nine Hundred. 
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and Thirty ($3, 930.00) Dollars. 

(9) Los .~eles Rz11way Corporation sha11!ile with the 

Railroad Commission q~terly reports showing the amount or bonds 

issued during the. quarter, the names of the persons to whom said 

bonds were issued and the amouo.t and name of the bonds s'Urrendered 

oy each person. Xhe first report shall be filed on or before Janu­

ary 3l, 1939 and shall cover the period to and. including December 

3l, 1938. Reports for subsequent quarters shall be riled within 

thirty (30) days after the close or each ~uarter. 

(10) Los Angeles Railway Corporation shall file With the 

Railroad Commission with1n thlrty days after the1r execution two 

copies of t:he trust 1nd.ent'OX"e securing the payment or its. ,$6., 860, 000. 

of first mortgage refunding five percent bonds, and two copies of the. 

supplemental trust 1ndentUt"e.:: modifying t:ae terms of ·1t~. $9,000.,,000. 

of ge:c.er~l mortgage five per cent bonds. 

, . 
The foregoing Optnion and Order are hereby approved and ordered 

filed as the Opinion and Order of the Ra1lro~d COmmiSSion of the 

State of Ca1itorn1a. 

1938. 

DATED at San Francisco, cal.1tor:c.ia, this )..:r- day of ~ 
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