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BU"OEE T}:E Rk.ILROAD CO~SSION OF T.ciE ST~TE OF Cl~IFOBNll 

In the Matter or the ~pplic~t1on ot) 
) 

MA.CKAY RADIO .. ~:.ND TELEGRAPH C01'~P.tWY,) 
, ) Application No. 14059. 

tor an order authorizing the issue ) 
ot cap1t~1 stock. ) 

In the Matter ot the ~pplicat1on ot) 

FEDEP.iJ.. ~b..-;;:GPJJ?H C ~.IuTI 
and 

'tJ'i.ACJ::;..Y RADIO ",~"D TELEGRAPH CO!~&'rr 

) 
) 
} 
) 
) h.pplics.tion No. 14060. 

tor ~ order ~uthoriz1ng the sale ) 
und purchase ot certain property. ) 

TI:i11ard. P. Smith and Max Thelen, 
tor Mackay Rad10 and telegr~h Company-

Pillsbury, Madison and Sutro, 
by ~=red SUtro, for Federal Telegraph 
company. 

BY TE:S C~SSION: 

OPINION 

The above numbered app11c~tions have been conso11ds.ted 

tor the purpose of receiving evidence and tor decision. 

In Application No. 14060, Federal Telegraph Company 

asks permission to sell its radio and/or wire communication 

business and system'in Calitcr:ia to Mackay Radio and Telegraph 
-, 

Company- The latter c~pany joins in the application. 

In Application No. 14059, Mackay Radio and Telegraph 

Company asks permission to issue and sell, at par for eash, 
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~1~350,OOO.OO'ot its common capital stock for the purpose or ac-

~uiring the ~adio and/or wire communication bus1ness and systen ot 

Federal Telegraph Company and ~500.0C tor the purpose ot making 

extensions and improvements to its tacil1t1es. The $500.00 ot 

stock will be issued to directors. 

The appl1c8.tions show that Federal Telegraph Company 

:me,inte.ins :lnd o:pe:::,utes u radio and./or wire cOl:l:Ill.u:o.ication system 

between the cities of San Diego, Los Angeles, San Francisco and 

Oakland, in the State ot Ca11tornia,Portland, 1Jl the State ot 

Oregon, ~d Seattle and ~acoma, in the State ot Washington, and 

between such pOints, or some of the~ ~d vessels at sea, and that 

it also has extensive manufacturing and engineering tac111ties, a 

research laboratory and other exper1mental tacilities tor the 

development ot improvem~ts in electr1cal cottmunice.t1on, systems 

and. apparatus. 

The company now reports that it deSires to devote 1ts 

energies to the exte~sion of its manufacturing business and to the 

development ot apparatus an~ e~uipment tor electrical communica-

tion, and to that end cies1res to dispose ot: its e::dst1ng radio :md 

telegraph system. The properties which it deSires permission 

to sell are described in Ezh1bits 1, 2, 3, 4, 5, 6 and 7 attached 

to the petition 1n 4pplication No. 14C~O. 

The Mackay Radio and Telegraph Company desires to 

acquire said properties $1tuate in the State ot California, 

together Wi tb. the other properties ot .Federel ~ele~re.p~ v~mp~ny 

situate in Oregon, ~ashineto~ and e~sowhere and used or U8e~ in. 

the tra~1ssion of messages oy radio or wire. The additional 
properties are describod ~ Exhibits a, $, 10, II and lZ attacnea 
to the petition in Application No. ~4059. 
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The physical properties to be transfer~ed~ together 

with the reported cost, are set forth in Exhibit 1, as tollows:-

Property located near Palo Alto and. known as 
~rsh Station.: 

I.a.n.d • • • • • • .. • • • .. • $23, 741.1g 
. • 269 ,524.06 ~93,265.25 Equ1pmen t . . . ~ . .. . . . • • . .. • 

Property at Daly C1 ty known o.s San 
Francisco Rece1~ine Statio~ 

Eq,uipment.. • .. .. .. . .. • • .. .. • 
?:!:operty at :Etillsboro, Ore$on, known as 

Hillsboro Station: 
I.e..nd • • • • ... • .. • • .. • • .. .. • • .. .. 
Equ1pmen t . . . .. . . .. .. .. . .. .. .. .. ~ . 

Property at Couno1l Crest~ Oregon., known as 
Portland Reoeiving Station: 

I4nd .. • • .. ... • .. • • • • •.• • • • • • 
:=:'1 uipmen t.. .. .. .. .. .. .. .. .. .. .. .. . • .. • 

Property at Clearwater, Los Angeles, known 
~s Clea~ter Station: 

. .. . . . 
50,060.50 

199,577.16 

598.10 
16,593.95 

7,947.10 
Eq,uip:ment. .. .. .. . .. .. .. .. .. .. .. .. • .. .. 93,589.96 

Property at Reposa St., Los Angeles, known. 

I..e.nd • • • • .. • • • • • . . . . . . . . 
as Los Angeles Receiving Station: 

Land .. .. .. .. .. • • .. .. .. • .. .. .. ........ .. 900.00 
Eq,uipment.. • .. .. .. .. . .. .. .. .. • .. .. .... &0,026.16 

Total tr~smiss1on and receiving ~tations .. .. .. 
Commeroial stations - turn1ture and tixtures. 
Call box system at Portland .......... . 
Radio apparatus 1nstalled on s~ips. .. .. • • • ••••• 
Inve:ltories • • • • • • • . • • • • • . • • . . . . 

28,305.64 

20,2S2.05 

20,925.16 
'/~4Ji2~82 
25~257.32 

4,521S-.00 
152.442.45 

8,965.76 

Total tor telegraph system • . • • • ~905,415.3S 

In addition to these properties there will be tr~ns­

terred to the purchasing corporation certain leasehold interests 1n 

properties used in the operation ot the telegraph syst~. contracts 

tor the use 01' certain circuits belonging to The Pacific TeleBhone 

and Telegraph Company, and. oontracts tor the rental and service 

01' r~dio equipment and other apparatus on ships and vessels and 

other oontracts, all as tully set forth in the application. In 

the total ot $905,415.35 shown in the torego1ng tabulation there is 

no ~llowence for any of these ~tems or tor any other 1ntangible 

items suoh as going concern, org~nizat1onJ etc. 
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The revenues andeA~enses ot the telegraph bus1ness 

have been reported to the Commission tor the last three calendar 

years as fo1lows:-

:tevenues: 
Telegraph tolls • • • • 
Rent~l and operation of 
~aratus on ships ••• 

Other Revenues •••••• 
Total Revenues •••••• 

Ope~~t1ng expenses. • • • 
Net Operating Revenue • • 
Uncollectible bills • • • 
Taxes ••••••• 
Operating Income • • • • 
DEDUCTIONS: 

Rentals • • • • • • • 
Interests • • • • • • 
Amortization discount 
Ydscellaneous • • • • 

Tote.l .............. . 
Profit tor year ••••••••• 

1924;. 

((598,884.56 

54.824 .• 58 
1,920.90 

$655,030.04 
491.968.45 
163.1661.59 

~,5Z8.45 
~ 24,181.70 
vl~? .941.44 

~. 52,926.12 
30,556.68 
4,728.12 
8,190.29 

~1,4~O·.2~ 

1925 

$599,086.84 

37,221.49 

Y6~6,~Oa.$g: 
.492,617.24 

. 2,4:~7 .88 
26 a628.27 

""14 .:.06·J. 94 x. .v~v. ' 

:; 55,623.17 
22,666.66 
3,440.53 

,(81,730.46 

1920 

.$637,525.95 

54,588.99 

Z,270.2'l} 
25.152 .. 23 

'··14d. -':'»';" I§' y WI\jW~'. 

~ 57,832.66 
13,333.34 
1,8l4.3O 

t 7~,9aO.30 
i 72,641.8§ 

The purchas inS company-~ Mackay Radio and Telegraph 

Compe.:l.y, is a corporation organized, on or about September 1, 1927, 

uder a:ld by virtue of the laws of the Sta.te ot C&lifornia. It 

is intended that the new co:porat1on will b~ controlled, through 

stock ownership, by flJ.e Mackay CO::rJ.:po.:n1es:,an, .orso,.nJ.~~~ion"whieh at 

present controls the Postal rr!elegrapb.-cable Compony, ot. Ca'llromia, 

ope:-ates e. telegrapll. bu~iness uO;;:.l!.t.ornia, and. o~~~r. c~:r::Porati ons 

operating telegraph businesses else'wb.~re throu;ehout the'O'n1ted 

States and in other parts of the world. It is urged, in support 

ot the applic~tions, that the transfer ot properties, as here~ 

proposed, is in the p~b11c 1nteres~ because such pro~erties will be 

operated in conjunction with the p:-esent Mackay System and will 

supplement and enlarge its present communicationfac111ties. 

Attention is called to the tact that Federal Telegraph Company now 

serves but tour cities in California and it is alleged that its 

inability to expand geographically has been caused, in part, by the 

tact that it had no organization tor the pick-up and delivery o~ 
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messages in other points. The present Mackay System is said to 

have branch offices in every large city in the sta~e whlch thus 
will b~ made av~ilable ~or use in connoct1onw1th tho operation or 

tbe Federal !elegraph System • 
.Macltay BaCl.10 and 'I'clesrapl:l. Com:peny I)l'O:pOses to issue 'and 

sell~ at par for cash, ~~,~50.000.00 or its c~on cap1t~~ stock in 

payment tor the telegra~h zystem referred to. The test1mony 
o~ered in support or t~e re~~es~ to 1~sue ~l,~~OJOOO.OO ot stock 
in payment tor the properties shows that such a request 13 oased 

primarily upon the capitalization ot the net earnings ot Federal 
Telegraph Comp~ny at a rate ot C1sht or nine percent. zn1s 

Commiss1o~ has repeatedly held that it woUld not capitalize a 

public utility property on the basis or earnings. In Decision 
. 

No. 605, o.ated Apr1~ 25, 1913, (Vol. 2, Opinions and Orders or the 

Rail:oad Commission ot C~litornia, page 693) the Commission 

~eferring to a capita11zatio~ cased on earnings said: 

~It is obvious that the earning basis is 
not a proper. one u~on which to base capital1z~tion tor 
the reason that public utilities being suoject to rate 
fixing, capitalizat10n based on earnings today, woUld 
have entirely different security and probability ot 
pa~ent were these rates changed by a rate tiX1ng body 
to-morrow." 

. 
In this instance ~. J. Herdman, a witness for Mackay Radio and 

:elegraph Co~pany testified that in his opinion the tangible ~o-

parties had a value of $877,000.00. However, to justify the 

issue o~ $l,350,000.00 resort was had to tAO capital1zation or . 

earnings on the basis stated. The request ot the MAckay Radio 

and Telegraph Company to 1ssue ~1,350,OOO.OO ot stock Will not be 

granted.. The order herein will authorize that company to 1s~e 

at par $1,000,000.00 of common stock to acquire the properties or 
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Federal Telegraph Company referred to above. 

ORDER 

Applicat10ns having been made to the Ra11roa~ 

Commission for author1ty to transfer properties and to 1ssue stock. 

a pu.b11c hearing hav1ng been held betore Exam1ner Fe.:okhauser a nO. 

the Railroad. Commission being ot the ,opin1on. t hat the applications, 

shouJ.d be gro.nted, only as herem provided, and that the issue at 

$1,000,500 .. 00 ot' stock is reasonably req,u.:\red tor the purposes 

specit1e~ herein, ~d that, the eA~enditures tor such purposes are 

not 1n whole or in part reasonably chargeable to operating eA~nse 

or to inco:ne, 

IT IS liEREBY O:?DERED tha t>Federal Telegraph Compe.n:y 'be, 

and it hereby iss~ authorized to transfer to Mackay Radio and 

Telegraph Company allot its radio and/or wire communication. pro-

perties and business located 1n California. and described in. 

ZXh1bits 1, 2, 3, 4, 5, 5 and 7, attached to Application No. 14050. 

IT IS REREEY Ftj'2THER ORDB..'qED that Mackay Rad10 and 

Telcg:-aph Company be, and it hereby 15, author1z.ed to issue and 

sell tor cash, on or betore December 31, 1927, at not less th~ par, 

$1,OOOp500.00 ot its common c~pital stock and to use $1,000,000.00 

ot the ~roceeds to pay the cost 01' acquiring the properties des-

cribed in 'Exhibits 1, 2, 3, 4, "5, 6 Gl.~ 7 in 1:.p;p1ico.tio:c. No. 14060, 

and Exhibits 8, 9, 10 and l~ in ~~plicat1on No. 1405~, and other 

properties described in za1d a~p11cations, provided that said pro-

perties are ac~u1red tree an& clear of all incumbrances and tor the 

sum ot not exceeding said ~l,OOOJOOO.OO and touse~OO.Oo':'or the 
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proceeds to pay for improvements and betterments and to provide 

working capital. 
The authority herein granted is subject to turther 

conditions, as follows: 

1. The prices to be paid by Mackay Eadi0 and Telegraph 

company for the properties to be ac~u1red fro: 

]~ederal Telegraph Cmmpany and the a:lOUllt of stock 

which Mackay Radio and Telegraph company is here-

in authorized to issue in payment tor such ~ro­

perties shall not 'be ursed cetore this Commission 

or any other public body or court as a measure or 

the value or said properties for any purpose other 

than the transfer and stock issue herein 

authoriz.ed. 
2. Mackay Radio and Telegraph Company shall keep such 

record or the 1ssue or the stock here~ authoriz.ed 

and of the disposition of the proceeds as will 

enable it to tile on or before the 25th &.y or 

each month a verified report, as re~red by the 

Railroad Commis~ollts General. Order No. 24" which. 

order, insofar as applicable, is made a part o! 

this order. 
3. The authority herein granted shall become e.ffective 

upon the date hereof. 

IT IS HERE.BY FURTHER OEDZEED tb.at the application, 
.. . - .. " 

N'o. 14059, i:lso:tar as it 1nvolves the issue ot ~50,OOO.00 ot 
" 

stock be, and it hereby is, dismissed without prejudice. 

rr IS aEREBY ]'URT~:a OBDERED that Mackay Radio and 

~elegraph co~p~ sh~ll file with the R~lroad Commission a cert1-

:tied copy ot the d.eed or deeds and other 1:l.struments under which 
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it ac~u1res ~d hol~s title to the aforesaid properties, said 

copy or copies to be filet! wi thin'.; th1 rty (30) days atter tb.e1r 

execution. 

Dll''ED at San Fran.cisco,. california, this __ ;3_ .. =-ig( ........ __ _ 
day of October, 1927. 
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