Decision No. /PFL L,

BEFORE TEE RAILROAD COMMISSION OF TRZ STATE OF CALIFORNIA

Iz the Matter of the Applicution of
MACKAY RADIO 4ND TELEGRAPE COLIPANY,

for an oxder authorizing the issue

)

|

g Application No. 14059.
of capital stocke )

In the Matter of the Application of

)
)
FEDERAL TEIZGRAPE COUPAY g

and
MACKAY RADIC JND TELEGRAPE COMPANY g
)
)

. _ Application No. 14060.
for an order authorizing the sale
and purchase of ceriain property.

Tillard P. Smith and Max Thelen,
for Macksy Radio and Telegraph Compeny.

Pillsbury, Madison and Sutro,

by Alfred Sutro, for Federal Telegraph
Sompanye. .

EY TEE COQISSION:

QPINION
The above nuxbered applications have been consolidated
for the purpose of recelving evidence and for decisione

In Applicstion No. 14060, Federal Telegraph Company
asks pe:mission to sell its radlo and/br wire communication |
business and system im Califcrnia to Mackey Radio and Telegraph
Company . The letter company joins in the'applicatién.

In ipplication No. 14059, Mackey Radio and Telegraph

Company asks permission %o issue and sell, at par for cash,




$1,350,000.00'of 1ts common capltal stock for the purpose of ac-
Quiring the Tadlo and/or wire communication business and system of

Federal Telegraph Corpany and $500.0C for the purpose of making

extersions and Improvements to 1ts facilities. The $500.00 of

stock will be issued to directors.

The applicetions show that Federal Telegraph Company
maintelns and operates a radlo and/or wire cozmunication system
between the clties of San Diege, Los angeles, San ?:anciséo and
Qakland, in the State of Califcrnia,?ortland, in the State of
Oregon, and Seattle and Tacoma, in the State of Washington, and
between such points, or some of them 2nd vessels at sea, and that
1% also has extensive manurécturing and engineering facilitiles, a
researckh laboratory and other experimental facilities for the
development of improvements in electrical communication, systems
and apparatuse

The company now reports that it desires to devote its
ernergies 10 the extezsion of its manuracturiﬁé business snd to0 %the
development of apparstus and equipment for electrical communica-
tion, amd to that end desires to dispose of its existing radio amd
telegraph system. The proprerties which it desires permission
to sell are descrivbed in Zxhidits 1, 2, 3, 4, 5, 6 and 7 attached
to the petition in Application No. 14C80.

The Mackasy Radlo and Telegreph Company desires to
acquire said properties situate in the State of Californie,
together with the other properties of Federal Teleﬁrayg QQm@gny
situate In Oregorn, Washingtoa and elsewhere end used or useful in

the trensmission of messeges by radio or wire. The additional
properties are described in Exhibdits &, 9, 10, 1l and 12 attached

t0 the petition in Application No. 14059.




The physicel properties %o be transferred, together
with the reported c¢ost, are set forth In Exhibit 1, as follows:-

Property located near Palo Alto and known as
Naxrsh Station:
Land &« & v i h e e e e e e e e e e e e . 323,741.19 .
Equipment. . . . I -« . o« 269,524.06 $293,265.25
Proporty at Daly City known as S&n .
Francisco Receiving Station:
Equipment. « . . . . s = o s 2 s o. - 28,365.64
Froperty at Zdillsbdboro, Orebon, known as
HEillsboro Station:
Land & & & & ¢ ¢ 4 4 4« v e . s s s . « 50,060.50 N
Bquipment. . . . . . . - e e 199,577.16 249,637.66
Propexty at Council Cre,t Oregon, known as
Portland Receiving Station.
Land o ¢ ¢ v ¢ i b s h i e e s e e e S588.10
Zguipmente ¢« ¢« ¢ 4 0 o s e s e o . oa o . 16,683.95 20,2982.05
Property at Cleerwater, Los ingeles, known
&s Clearwster Station:
Iand L] L] - - » » » - » - - - - . - - L] - 7’947'10
Equipment. . . . . . . . .« « « 93,689.96 101,637.06
Property at Reposa St., Los anseles, known
as Los Angeles Recelving Station:
B T $00.00

Equipment. . + . . . . o000 0 .. 20,026.16  20,928.16
71L&, L2382

Total tracsmission ard recelving stations . . . . . ’
Comnerelal stations - furniture and fixtures. . 25,2857.32
Call box system at Portland . « . . . .0 & o & 4,686.00
Radio apparatus installed on skips. « « « « . . 152,442.45
Inventories * & ® @ % e 6 ¥ & &8 & » 8 = =8 s = 8'965076

Total for telegraph system . . . . $905.415.35

-—

In eddition to these properties there will be trans-
Torred to the purchasing corporation c¢ertaln leasehold interests 1in
properties used in the operation of the telegraph system, contracts
for the use of certaln circuits belonging to The Pacific Telephone
and Telegraph Company, and contracts for the rental snd sexvice

of radioc equipmexnt and other apparatus on ships and vessels and
other contracts, all as fully set forth in the application. In
the total of $905,415.35 chown in the foregoing tabulation there is
20 allowence for any of these items or Lor any other intangibdle

{tems such as golng concern, organlzation, etc.




The revenues and expenses of the Telegreph business
have been xcported to the Commission for the last three calendar

years as followsi-

; ITEN 1924 1925 1526
2evenues: )
Telegraph tolls . . . . $598,884.56 $599,086.84¢  §637,525.95
Rental and operation of . . .
apperatus on ships. . . $54,824.58 37,2249 54 ,588.99
Other Reveaues « oo - « o _ 1,920,980 - -
Total ReVOOUES..esss $655,830.04 £036,008.88  $bIC,likeo%
Operating expenses. . . 4£91,968.45 492,617.24 519,065,823
Net Opexating Revenue . 163, 66159 143 ,691L.00 178 050 o 7k
Uncollectidle bills . . 1,528 o0 2,437 58 2,875e29
TEXCSe « o o o« o o « « o«  24,181,70 26,628.27 25,182.23
Opereting Income « « . o $L87,941e44 £114,628.94 2 $l45,622.1%
DEDUCTIONS: . . . ,
Rentels . « . . . . « 4 52,928.12 § 955,623.17 ¢ 57,832.66
Interests « « o o« « « . 30,666.68 . 22,68686.66 o 13,333,334
Amortization discount 4,728.12 3,440.63 1,814.30
Miségllﬁéeous « . - e 8,180.29 - -
O0t8levecanveinnns $96,511l.2L $8Ll,730.46 p 72,980.30
PTOLIt LOT YOBT--ueeewes AL RB0.25 B2 BV5.48 & T EAL 5T

The purchasing company, Mackay Redlc and Telegraph

Company, is a corporation orgenized, onm or about Septémber 1, 1927,
dnder and by virtue of the laws of the State of Californide It
is Iintended that the new corporation will be controlled, throughf
stock ownership, by The Uackay Companies, o organization which at -
present controls the'Postal Telégraph-Cable Company, of Californie, which
opezates & tolegraph busimess in Culiformia, end other corporatl ons
operating telegraph businesses elsewhere throughout the United
tates and iz other parts of the world. It is urged, in support
ol the applications, that the transfer of pfbperties, as herein
proposed, is in the pudlic inxereSt because such propverties will be
cperated In conjunction with the present Mackay System and will
supplement and enlarge its present communication fecilities.
Attention iz called to the fact that rederal Telegraph COmpanylnow
serves but four cities in Culifornia énd 1% 1is alleged that its
inability to expand geographically has been éaused, in part, by the
tact thet it had no organization for the plek-up and delivery of

4a




messages In other points. The present Mackay System is said to

heve brench offices in every large city in the stape waieh thus

will be made available for use in comnection with the operation of
the Federal Telegraph System.

Mackay Radio and Telegraph Compeny PIODOsSes o issue-and
sell, at par for cash, $£1,350,000.00 of its coumon capital stock in
payment for the telegra§h systen referred to. The testimony
offered in support of the regaest to issue -‘2&1.,350,000.00 of stock
in payment for the properties shows that such a request is dased
primerily upon the caplitalization of the net earnings of Federal
Telegraph Compony ot a rate of elght or nine percent. This
Commission hes repeatedly held that it would not capitalizé a
publlic uwtility property on the basis of earnings. in Decision
No. 605, dated April 25, 1913, (Vel. 2, Opinioms and Orders of the
Railroed Commission of Califernia, page 693) the Commission
referring to a capitalization based on earninss said:

"It is obvious that the earaning basis is

net a proper.one upon which to base capitalization for

the reason that pudblic utilities belng subject %0 rate

fixing, capitalization based on earnings today, would

have extirely different security and probability of

payment were these rates changed by s rate fixing body

TO=mOrrow."
Iz this instence W. J. Herdman, a witness for Mackay Radio and
Telegraph Compeny testified that in his opinion the tengible mo-
perties had a value of $877,000.00. Eowever, to justify the
1ssue of $1,350,000.00 resort was had to the capltalization of
earnings on the bdasis stated. The request of the Mackay Rad;o
end Telegraph Company to issue S1,350,000.00 of stock will not be

granted. The oxdexr herelin will authorize thet company to issue

at par $1,000,000.00 of common stock to acguire.the properties of




Federal Telegraph Company referred O above.

"ORDER

Applicstions having been made to the Railroad

Commission for authority to transfer properties and to 1§sue St0 CK,
e public hearing having been held before Exeminer Fankhauser:and
the Railroad Commission being of the opinion that the applications
should be granted, only as herein provided, ond thet the issue o
$1,000,500.00 of stock is reasonably required for the purposes
specified herein, and that. the expendliures for such purposes are
not in whole or in part reasonably chargeable to operating expsnse

or to income,

IT IS EEREBY OFDERED that.Federal Telegraph Company e,
and it hereby isﬂ authorized to.transrér to Maékay Radio and
Telegraph Company all of its radio and/or wire communication pro-
perties and business located in Callfornle and desgcrided In

Exhidits 1, 2, 3, 4, 3, e.and 7, attached to Application No. 14060.

IT IS HERTSY FURTHER ORDERED that Mackay Radio ard

Telegaph Coﬁpaﬁy be, and it herebydis,-authorized to issue snd
sell for cesh, on or before December 31, 1927, at met less than par,
$1,000,500.00 of its common capital stock and to use §1,000,000.00
of tke proceeds to pay the cost of acquiring the propérties des~
cribed in Txhibits 1, 2, 3, 4, 5, 6 add 7 in ipplicction No. 14060,
and Exhidits &, 9, 10 and 11 in Application No. 14058, and other
properties desceribed in said applications, provided that said pro-
perties are acculired free end clear of all incumbéances and Tor the

sum of not exceeding said £2,000,000.00 and to use ¥500.00:0f the




proceceds to pay for improvementis and betterments and to provide
working caplitele.
The authoxity herein gronted 1s subject %o further

conditions, as follows:

1. The prices to be paid by Mackuy Radio and Telegraph
Company for the properties to be acquiied from
Federal Telegreph Company aad the amount of stock
which Mhékay Radio and Telegraph Company is here-
in authorized to issue in payﬁenf'for such pro-
porties shell not be urged before this ?ommission
or any other public bedy or gourt as & ﬁeasure of
the value of said properties for any durpose other
then the transfer =nd stock issue hereln
authorizede.

2. Mackay Rédio and Telegraph Company shall Kkeep such
record of the issue of the stock hereln authorized
and of the disposition of the proceeds as will
enable it %o file on or before ihe 25%h day of
each month o verified réport, as reguired bY the

Reilroed Commission's Generel Order No. 24, which

order, insofar as abplicable, is made a part of

this ordere
authority herein granted shall become effective

upon the date hereofl.

I IS HEXEEY FURTEER ORDERED that the applicetion,
No. 14059, insofar as it involves the issue of §850,000,00 of

~

stock be, and it hereby is, diemissed without pfejudice.

IT IS EZREBY FURTHZR ORDIRED that Meckay Radic and
Telegreph Compeny shall file with the Reilroad Commission & certi=

£1ed copy of the deed or deeds and other {nstruments under which

7




1% acquires and holds title to the aforesald properties, sald

copy or coples to be filed withinithirty (30) days after thelr

executione.

DATED &t Sen Francisco, ¢alifornla, this 3/
. [

day of October, 1927 .




