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Decision No. G3103

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA

In The Matter of the Application of the
LOS ANGELES RAILWAY CORPORATION
for an order pursuant te Section 52 of
the Public Ttilities Act (a) authorizing
the issuvance of $6,860,000.00 principal
azount of First Mortgage Refunding 5%
Bonds Iin exchange for an equivalent prin-
¢cipal amount of bonds seceured by under—
~ying mortgages, vond for bond,and deposit
receipts thcrefor In comnection with said Application No. 22058
exchange,pursuant to 2 Plan and Agreement
of Exchange;(b) authorizing the modifica~—
tions of the General Mortgage 5% Bonds and
the indenture securing the same by the ex-
ecution of a supplemental trust indenture;
and (¢) approving the fairness of the terms
and conditions of such issue,exchange, and
modifications.

APPEARANCES

Gibzon,Dunn & Crutcher, by S. M. Haskins ,Homer D.
Crotty, Woodward M. faylor and E.H.Corley,
for applicant.

Rey L. Chesebro, City Attorney of Log Angeles,
by Joha W. Holmes, Deputy City Attorney of the
City of Los Angecles, interested party.

J. H. Wolfe, for Venice Blvd. Committeec of
1000 and Bay District Property Owmers Asso-—
clation, interested parties.

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

WAXFPPIELD, Commissiomer:

CPINTON

This application involves the issue of $6,860,000. of first
mortgage refunding 5% bonds to refund the following bonds:-

Los Mngeles Railway Company first mortgage 54 gold
bonds due October 1, 1938 $ 3,867,000.
Los Angeles Traction Company first consolidated

mortgage 5% gold bonds due December 1,1938 250,000.
Los Angeles Railway Corporation first and refunding

mortgage 5% gold bonds due December 1,1940 2,743 ,00

Totaleeeaooo. § 6,260,000,




The Commission by it: order of June 30,‘1938 set the above en-
titled matter for public hearing before Commissioner Waxefleld fror Thurs-
cay, July 26, 1938. By the same order it directed apylicant to mail
to all known holders of said bonds and publish a notice of said hearing.
A copy of saild notice 1s attached to said order of June 30, 1928 as
ExbIdIt A.  The hearing was had on said July 26th, ot which time appli-
cant filed an affidavit showing that it had mailed and published sz2id
notice, as directed by the Commission. A%t said hearing all persons
interested in the refunding of said bonds were accorded the cppérfunipy
to be heard. o

The company's plan and agreement of exchange Is f£iled in this
proceeding as Bxhibit 12. It may be swmmarized as £ollows:m
(2) The holders of the aforesaild bonds will be acked to deposit
Their bonds with Security~-First Netionmal Baonk of Los
Angeles or with Bank of America, National Trust and Savings
Assoclation who will issue to them deposit receipts,similar

in form to the deposit receipts filed in this proceeding
as Exhibits 9 or 10 or 11.

the plan becomes effective the holders of depositereceipts

(Exbidit 9) representing Los Angeles Railwzy Company Tirst
mortgage 5% gold bonds due October 1, 1938, and the holders

£ deposit receipts (Exhibit 10) represemting Los Angeles
Traction Company first consolidated 5% gold bonds or the |
holders of said bonds, will upon the surrender of sald deposit
receipts or said bonds receive, on a par for par basis,Los
Angeles Railway Corporation Series A, first mortgage refunding
5% bends, dated October 1, 1938 and due October 1,1943. The
holders of deposit receipts(Exhibit 11) representing Los
Angeles Railway Corporation first and refunding mortgage 5%
gold bdonds due October 1,1940, or the holders of said
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bonds will, upomn the surrender of sald deposit receipts or
said bonds, receiye on a par for par basis, Los Angeles
Railway Corporation, Series B, first mortgagé refunding 5%
bonds dated October 1, 1932 and due October 1,1950. Series
A and Series B bonds will be issued under a trust Indenture
which 1imits the issue of Series A bords to $4,117,000.5 of
the Series B bonds to $2,743,000.; and the total to $6,860,000.
The trust indenture will be 2 first lien on 21l the property
now or hereafter owned by the company and a first lien 6n the
company's equity in equipment being purchased tarough the

ssue of equipment trust certificates or other forms of xndebt—
edness. A copy of the trust indenture is filed in this Pro-—
ceeding as Exhidbit 7.

(e) After the issue of sald bonds and wntil a change 1s approved by

the company, the trustee, and the holders of at least'two
thirds of the outstanding bonds, the company must deposit
with the trustee $400,000. on August 1,1939, and the sum of
$200,000. on each first day of February and firot day of
Aagust in each year uhereafter to and Including Augugt 1,1950.
Until October 1,1948 seventy per cent(70%) of said cash de—
posits 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 remainder of the momeys in
the sinking fund, to-wit: thirty per cent(30%) shall be used
to purchase, redeem or retire Series B bonds. All moneys paid
into the sinling fund after October 1, 1948 shall be used to
purchase, redeem or retire Series B bonds.

(4) Tne compeny may redeem at-its optiom all of said Series 4 and
Series B bonds outstanding, upon any interest payment date by
paying the principal thereof plus a premium of one per cent
on the principal thereof. If bonds are called to invest'siﬁk-
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. ing fund momeys, they are redeemzble at their face value.

(e) The nolders of the compamy's $9,000,000. general mortgage
5% bonds dated December‘l,l936'and due December 1,197.,
the payment of which bonds 1s secured by a trust inden~
ture waich iz a second lien on appliqanm's properties,
have given their consent or will give\théir consent, to
nodify the terms of said trust indenzuie, 0 that, among
other: things, the 5% Interest accruing on said bonds need
not be pald unless earned. The interest due and payable
seml-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 folloﬁing:-

(2) All opverating expenses for such period, as such
operating expenses may be defined in the account-
ing rules from time to time Iin force of the Railroad
Commisslon of the State of California or other analé-

ous_zuthority having Jurisdiction in the premises
exclusive of depreciation);

(b) Interest payments on wnderlying mortgages for
such Interest period, and imterest charges on 2ll
other Indebtedness;

(¢) Taxes of 21l kinds not otherwise inecluded under
operating expenses for suck interest period;

(&) An amount equal to full depreciation for such
interest perlod at rates of depreciation computed
in accordance with sound emgineering and accomting
practice, which rates of depreciation shall be certi-
fled by a firm of public accountants of national
reputation as reasonable and adequate provision for
depreclation of the depreciable properties of the
Cornoration. (The.Corporation agrees that the accounts
of the Corporation will be audited ammually by 2 firm
of certified public accowntants of national reputa—
tion). Sald rates of depreciation, bowever, shall
not exceed the rates of depreciation commonly allowed
by the Rallroad Commission of the State of California
on classes of property so depreciated.

The Interest on said general mortgage bonds is limited to
5% per arnum and is cumulative from and after June 1,1933. Sz2id
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 filed in
this proceeding as Exhibit 8.

(£) The Huntington Land and Improvement Company, Henry E. Hun=
tington Lidbrary and Art Gallery, Collis P. and Eoward HEwm-
tington Memorial Hospital and Security-First National Bank
of Los Angeles, as trustee mmder the last will 2md testa-
ment of Henry E. Huntington, deceased, Jointly and sever-
ally agree to purchase a total of mot to exceed $360,000.
face value of Series A and not to exceed $240,000. face
value of Series B bonds, Iif they can be acquired, within
a period of three years from the date sald bonds are issued
at a price not in excess of 95% of the principal amownt
thereof. They are not obligzated to acquire more than
$120,000. of Series A bonds and not more than $80,000. of
Series B bonds in any one year. If the said bonds cannot
be acquired within three years after their issue, the time
of purfhase 1s extended two years. Sald purchasers now
hold $215,000. of Los Angeles Railway Company bgnds.due
Octoder 1, 1978 and $147,000. of Los Angeles Rellway Corpora-
tion bonds due December 1, 1940, or a total of $362,000.

They agree to deposit said bonds under the refunding plan.
They further zgree that the new bonds received in éxchange
therefor and said $600,000. of bonds they agree to purchase
will be held by them for a period of five years from thelr
date of issue as to the saild $262,000. of bonds, and the
date of acguisition as to the $600,000. of bends, except

Yz
they may tender them to the sinking fund when leeéers are

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

transferee agrees to hold them during the five year perloed.

A copy of the purchase agreement ic filed in this -

proceeding as Exhidit 12. 5




Los Angeles Rallway Corporation as of June 30, 1938 reports

in Exhibit 2 its assets and lizbilities as follows:—
ASSETS

INVESTMENTS :

Road and eouipment £47,70L,642.96
Sinlsing fund, : ~ 50,000.00
Notes 180 000.00
Bonds 28 957.20
Deposit in lieu of property sold _507;L_
CURRENT ASSEIS: _
Cash & T44,070.18
Loans and notes receivable 5,000.00
Accounts receivable 87 689.10
Material and supplies 560 825. 52
Other current assets 22
UNADJUSTED DEBITS:
Prepaid Insurance 30, 548.33
Prepaild taxes 19,853 14
Other unadjusted deblts

Total 255tSecanceee

LIABILITIES

CAPITAL STOCK:
Common $ 2,000,000.00
Preferred _8.954.400.00

FUNDED DFEBT UNMATURED:

Los Angeles Rallway Compeny 5% gold

bonds due October 1,1938 $ 3,867,000.00
Los Angeles Traction Company 54 |

gold bonds due December 1,1938 250,000.00
Los Angeles Railway Corporation 5%

g0l bYonds duve December 1,1940 2,743 ,000.00
Los Angelee Railway Co*poration

5% bonds due December 1,1971 9,000,000.00
Trust certificates 630,000.00
Eculpment obligations - 480,§oo.91

CUREENT LIABILITIES: !
Loans and notes payable 8 24,,997.70
Auvdited accounts & wages payable 527 350.93
Acerued interest 93 $308.33
Tax liability 13 1,800 &0
Other current lizblilities L,3§§.98

UNADJUSTED CREDITS =
Accrued cepreciation $18,716 21;.88
Unredeemed tokens 117 924 .25
Other mnadjusted credits 412,766

CORPCRATE SURPLUS =

Funded dgggdretired thra surplus $ ,,345,000 00
Sinking TSSEYVES 6, 2%,9¢5 5%
 Total appropriated surplus 2439592545

Profit and loss (Red) S ATO,9TL T

Total liabilities......

6—

$47,965,107.26

$ 1,419,682.320

$ 131,393.93

$10,954,400.00

$16,970,680.01

& 782,843.84

518, 838,295-99




The $2,000,000. of common stock 1s represented by 200,000 no par
sheres. Taey are all owmmed by Security-Flrst Natiorzl Bank of Los
Mngeles, as trustee under certain trusis created under the will of'%the
late Henry E. Buntington, deceased.

The $8,954,400. of preferred stock Ls represented by 89,544 shares
of prefefred stock of the par value of $100. per share. About 79 .6%
of the preferred stock 1s owned by Security-First National Bank of Los
Angeles, as trustee under certalm trusts ereated under the will of the
late Henry E.Huwntington, dececased, and the remalning 20.4% of sald pre-
cerred stock is owned by Enntipgton Land and Improvement Company.

The $9,000,000. of general mortgage bomds due In 1971 are owned by
the following:-—

Henry E.thuington Library and Art Gullery £3,822,000.
Collis P. and Howard Huntington Memorilal Hospital 600 000.

thtington Land and Improvement Co.. 9,,000.
Security-First National Bank as trustee wder various

trusts 4 »285,000.
Citizens National Bamk as trustee wader various trusts 200,000.

Tkt Mﬂwm.;ﬂo’cal $9,000,000.

The company for 19326 and 1937 reports its income available for
depreciation and interecst as follows:-

Iten ' 1927
Total income for depreciation and Interest ?2 252 000. $2,020,000.

Less amount appropriated for depreciation
Amount available for interest & g;g,oog. g %ég:ogo;

The income apyropriated for depreclation camnot be used to peton's
aceurmilated or any other interest.

The record shows thet the Los Angeles Rallway Corporation has not
sufficient funds on hand to pay the $4,ll7,000. of bonds maturing this
year. Its efforts to borrow money to pay saild bonds and the $2,742,000.
of bonds due in 1940 have been unsuccessful. It has therefore con—
cluded to ask the holders of said $6,860,000. of bonds to continue
their investment in its properties and accept on 2 bond for bond basis,
“cadd Series A and said Series B bonds in poyment for the bonds they
now OWle

I eppreciate that the holders of the underlying bonds possess:

certain legal rights under the trust Indentures securing the payment
"




of thelr bénds. It is, of course, for them €0 determing'whether they

can realize more by exercising those legal rignts In 2 %ossible bank-
ruptey proceeding Than by accepting the plan of exchange proposed by
tae-conmpany. In my opinion the plan proposed by the company is emi-
nently fair to the bondholders. If lmposes no expense upon them what-
soever. It assures them the same income they have enjoyed and the pay-
ment of their bonds at par if they are redeemed through the use of sink-
ing fund momeys. If, for any reason the company I1s declared 1n3§;ult
wnder the new trust indenture, the litization ensuing should be much
less expénsive than litlgation that might now be precipitated by three
different groups of bondholders.

The company has employed Willlam R. Staats Co.,Blyth & Cb.,Inc.,
Dean Witter & Co. and Bemmett,Richards & Hill ¥o solicit the deposit
of the underlying bonés. A copy of the agreement between the company
and the investument banking group is filed in this proceeding as Exnibit
l4. In the agreement as now drafted,the company agrees t0 pay all‘fees
for legal services of coumsel of the investment banking group. The
agreenent should in ny opinion be amended so that tihe cdmpany need not
'pa? more than $7,500. of the legal fees of counsel for the investment
bénking group.

Section 16 of Article III of‘the proposeé trust indenture secur-
ing the payzent of sald Series A and Series B bonds,provides that If
the company and the trustee cannot agree on the appointment of an engil-
ncer to determine whether the company 1s properly maintalining its Pro-
yerty, such engineer shall be appolnted by the Rallroad Commission of
the State of California. Inacmuch as conditions may arise which'make
1t dmadvicable for the Commicsion to make the appointment,the said
section should be amended to meet such a confingency.

I recommend the following form of order:-

ORDER

The Los Angeles Rallway Corporation having asked pérmission to
issue $6,260,000. of first mortgage refimding five per cent bords in
excnange for an equivalent principal amount of bonds secured by under-
lying mortgages, bond for bond, and deposit receipts theréfor'in""”
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connection with sald exchange, to execubte a trust indenture to secure

the payment of said $6,860,000. of vonds; to modify its general mori~
zage £ive per cent bonds and the trust Iindenture securing the same by
executing a suppleienzal trust indenture, snd heving acked the Commis-
sion to apyprove thae falrness of the terms and conditions of the ex-
chenge of bonds referred to in the foregoing opinion,_a publlc hearing
having been held by me on July 26, 1938, after due notice thereof,and
heving considered the evidence submitted at such hearing, I find that
the plan and agreement of exchange filed in this proceeding aé‘Exhibit
13, if médified as Indicated In the foregoing opinlon and in this order,
is fair as to the terms and condivions of the issue, exchange and modi-
fications of the bonds and the issue of deposlt recelpts referred to in
saild foregoing opinion: that the money, property or lador to be procﬁred
or paid for by the issue of said $6,860,000. of bonds is reasonably re-
guired for the . purposes herein stated, and that the expenditures fof
sald purposes are not in whole or Iin part reasonably chérgeable to
operating expenses or to Income, therefore,

IT IS HEREBY ORDZRED as follows:—

(1) Los Angeles Railway Corporation may, after the efﬁegtive date
nercof and prior to December 1, 1940, issue $4,117,000. face amownt of
first mortgage refunding five per cent bonds, Serles A, dated Octoder 1,
1932 due Octover 11,1948, in exchange for an egqulvalent face amount of
bonds secured by the trust indenture of Los Angeles Traction Company,
dated December 1,1898, and by the trust indenture of Los Angeles Rall-
way Compony, dated Januwary 17,1899,sald exchange ©o be on a basis of
bond for bond. |

(2) Los Angeles Railway Corporation may, after the effective date
hereof and prior to December 1, 1940 ilssue $2,743,000. face amount of
first mortgage refunding five per cent vonds,Series B,dated October 1,
1938 and due October 1, 1950 in exchange for an equivalent face amount
of vonds secured by the truuu ingonxure of Los Angeles Railway Corpo=
ration, dated November 21, 19lo,said excnange to be on'a bacis of
boné for bondw. |

(3) Los Angeles Reilway Corporation mey, for the purpose of
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carrying out said exchange of bonds, Lssue deposzit recelpts similar In
form to the deposit receipts filed in this proceeding as Exhidits 9,
10 anéd 11l.

(4) Loz Argeles Railway Corporation may execute a trust indembture
in substentially the sanme form as the trust indenture filed Iin this
proceeding as Exhivit 7 for the purpose of securing the payment of said
Series A and sz2id Series B Lirst 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 engincer mentiomed In Scetion 16 of Article IIT of said trust
indenture.

(5) Los Angeles Railway Corporation may exccute a supplemental
trust Indenture in substantially the same form as the supplemental
trust indenture filed in this procecding as Exhivit € and modifly its
general mortgage five per cent bomds,as indicated in said supplemental
“rust Indenture.

(6) Los Angeles Railway Corporation mey mot expend more than
$7,500. to pay fees of counsel for the investment banking group em-
Dloyed to ald, advise and assist It in obtainding the deposit of said
underlying bonds and carrying Iinto effect caid plan and agreement of
exchange. .

(7) Los Angeles Raillway Corporation shall file with the Rail-
road Commission on or before January 31,1939, a statement zhowing in

detall the cxpenses Incurred by it, on or before December 31, 1938,

to put into effect sald plan and agreement of exchange. Statements show-

ing expenses incurred subseguent to December 31,1928 shall be filed at
sucn tiﬁe as they are requested by vhe Commiszsion.
(8) Thne authority herein granted will become effective when
Los Angeles Rallway Corporation has paid the fee prescribed by Seetion
57 of the Public TUtiildities Ac¢ct,which fee is Three Thousand Nine Hundred
10-




and Thirty (£3,930.00) Dollars.

(9) Los Angeles Railway Corporation shall file with the
Railroad Commission quarterly reports showing the amownt of bonds
issuved during the gquarter, the names of the persons to whom said
bonds were Issued and the amount and n2me of the bonds surrendered
by each person. The first report shell be f1led on or bdefore Janu-
ary 31, 1939 and shall cover the period to and inelwding December
31, 1938. Reports for subsequent quarters shall be L1lled within
thirty (30) days after the close of each guarter.

(10} Los Angeles Rallway Corparation shall file with the
Railroad Commission within thirty days after their execution two

coples of the trust Indenture secuwring the payment of its,ﬁé,aéo,doo.

of first mortgage refunding five percent bonds, and two coples of the.
supplemental trust indenture. modifying the terms of its $9,000,000.

of general mortgage five per cent bonds.

The fofegoing Opinion and Order are hereby.approved and ordered
filed as the Opinion and Order of the Railrozd Comanission of the
State of California.

DATED at San Francisco, Califernia, this 2*4‘ day of;éégé%szgzr
1938.




