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Decision No. ‘-7'-7690,

BEFORE~THE.PUBLIC1UT¥LI$IB§‘CQMMISSION OF THE STATE OF CALIFORNIA

- In the»Matter'of.the,Application of
T9E CALIFORNIA OREGON POWER COMPANY

for an order authorizing the issuance and
sale of 250,000 sharés of common stock and
$7,000,000 principal amount of bonds, and
the execution of a Fourth Supplemental In- ,
denture; and exempting from the Commission!s’
competitive biddirg rule the issuance and
sale of said common stock.

Application
No. 33670

R NS N NS Nl N N .

Brobeck, Phleger & Harrison, by Geoxge D. Rives,
for aprlicant.. ] ‘

In this zpplication, The California Orcgon Power Company
seeks authorization to issue and sell 250,000 sheres ($5,000,000 par
value) of its common stock aznd 37,000,000 in prineipal azmount of its

First Mortgage Bonds, Scries duc October 1, 1982. -

In general, the purpose of the two issues is to provide
appiicant with finds to pay $12,000,000 of outstandins bank loans

i
' represating temporary financing apyroved by the Commission by Decisiom
No. 45692, dated May 15, 1951. Applicant proposes to use any pro-
ceeds, exclusive of accrued interest, which 1t might receive in excess
of the zmount required to liquidate Lts bank loans; to reimburse its
treasury in part for capital expenditures net provided from the iséue\

of securities or to finance in part its 1952 construction program.

Applicant reports that its construction budgct for 1952
mounts to approximately $14,467,000 and 1t estimotes that its snnual

¢opital requirecments for some ycars to come will run botween
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$12,000,000 and $l5 OOO OOO.' Anong other things, it is,;.ﬁd T@r some.
time has been, engaged dnéelop*ng hyd“oelectric power sttes along
thb North Umpqua River in Oregon, angé lt now is engeged. in construc-
ting production faczli 1cs at its Fish Crcok and~ClearWPtcr p_unts
and certain’ t*ansmissxon lxne In addition, 4t rcports. that it Eas
.filéd, or is in procees of filzng, appllcat;ono with the Feder ul Power
Commiosion and the Hydroelectric Commission of Oregon for the ‘con-
'Utruct~on of the uemolo plants in the North Unmpgua PTOJCCt urcu which
will have 2 co~b;ned capacity of 60, 000 kilowatts wmth comnleuiou
- estimated in uecembnr, 1954, for the Lemolo No. 1 end in Deccmber,
1955, for the Lemole No. 2, and for the construction of its Big Benq
No. 2 plant, on the Upper Klemath River, with z ¢2 phclty of SG,OOO
Kilowatts. 1In add*’icn, it has filed an applica tion with the Federsl

" Power Commis sion for a prelimxnary permit to conduct detcl 1odihve"*’-

gations for the utilization of the avzilablc waters of the McCloud
- River and its trioutariea, which it estimates have 2 minimun é
p&fcntial of 200,000 kilcwatts; and it expects shortiy‘tO'rcquest

authorization to comstruct its MeCloud No. 1 plant.

In view of the magnitude and the long=-ringe aépcct of 1ts
construction plans for developing hydroelectric power, applicant is
feced with a continuing program of odtaining funds from the issue of
securities. It reoorts that the sucecess of its effo*tv will depend
on the mainvenance of a proper balancc hetween debt and equity

capital, wita a substantial part of itc new moncy requirenats being

provided through the issue and sale of’shares of commen stock.(l/' It

(1)
ﬁnn’ cantts capital ratios as of June 30, 1952, and pro ’orﬂa,
giving effect to *he proposed issues, are 25 follows:

gggek30,1952 Piro_Forma

Debt - :
Bonds . ‘ L1.8% 50.5%
Notes 1. ‘
Sub-total. 56.4 50.5
Prcferred itifk _ %O.% _}§;§
Scuity capit 23 A
Total 100.0% | 100.0%
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intonds to invite bidsifor thc purchaoe.of thc bonds now propofed to
be issued but 1t is of the opinion that a continuing flow of equity '
funds, under the most favorable conditiona, can best be assured by -
the sale of its chares of common stock through negotiation, ritner
than at competitive bidding.
- Vis
It appears, that applicont baoea 'its position with respect
to financing with <'h:ire., of common stock, in part, on previous
experience.  The record shows that in 1946 Standard Gas and Electric
Company, then the owner'of dll applicant's common stock, in order to
ispose of its holding offered such stock for s le at competitive
‘bidding but; rcjectcd all bid° as heing inndeouat A year later an
offer to sell common atde’Vua withdrawn because marketiconditions nad
S0 dcteriorated it was considered unlikely a satisfzctory bid would
be received, the stock being sold later in 1947 under negotiated con-
ditions at $20.35 a share. In the spring of 1948, in connection with
an offering of 100,000 shares, three bldding syndicates had been
formed but one withdrew the day before the date fixed for opcning the
Abido. The shares were sold for $19.91 each, but applicant asscrts
the price was not considered satisfactory and was accepted.only
because of thcneed for money to meet capital requirements. Informa-
tion on file with the Commission shows that of the two bids received,'
‘one was $18.86 a shcore and the other $15.91, and thut the °ucce°srul
- bidder offered the shares to the public for $21.50, resulting‘in an
underwriting spread of $1.59 or 7.4% of the offering price.

On the other hand, applicant states that the results from
1ts negotiated underwritings have been satisfactory. In this
connection the record chows that in 1951 applicant sold 250,000
shares of common stock‘underjnegotiated arrangenents whereby the

stock was offered at a price somewhat in excess of the market . with
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cn wnderwriting spread of 4.7%. Cons idering the fbrmer transactions,-
. zpplicant has comeluded it will receive higher price it it nego-

tiates a ‘sale of its shares of stock at thie timc. "

In addition, applicdnt’e officere feel that a negotictcd
underwriting is preferable because it offers the possivility of 2
better di,tribution of its stock. The testﬁmdny given a2t thc hearing
- on this application shows that 87. 6% of applicant'e common. «toca- .

holdcrs, who own 86.8% of the outstanding shares, are located in,theﬂi'

three Pacific Coast states. Applicant is of the opinion t;at
broadcr place"ent is deeirablc, pcrticularlj in eagtern maikets, in
view of its expanding needs for capital, and that this more lixeiy
can bc ﬂccomplished by its exerceising, through negotiation, some con-
trol over the selection of underwriters and deaiers and sone voico in,

__mattc*s relating to dis tribution anc timing of the offcr.

From a review of the teftimony we are of the opinion unat
we are warranted in exempting the proposed issue of shares of common
stock from competitive bidding. Accoxdingly, a prelim.nary orde* will |
be entered at this time nuthonizing the execution of a ~uoplcmentul
indenture defining the terms of the new series of bonda now +o bc
issued and authoriZing the issue ond sale of such bondo and of thﬂ
shares of comnon stock. We will give further consideration to these
nma2tters upon the filing by applicant of a °upplementai}applicction,

or applications, setting forth the piicee, tems and condit:cne or the
proposed issues. - | |

CSERER

A publie hccring having ocen held in this opplication, ond
the Commission having considered the matter—and bClnF of the opinion

that the applicution should bc grcntod as horein provided that the
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aoney, property or labor to be'procured~or paic for by the'iseuc‘%ﬁd
sale of the donds and shores of common stock herein avthorized is
rezsonably required by applicant for the purposes specified nerein;
and that the expenditures for such purposes, except 25 otherwise
authorized, are not,.in whole or in part, reasonably chargeabie to

operating expenses or to income;,thereforc,
" IT IS B® REBY ORDERED: as follows:

1. The Califomia Orecgon Powe: Company, after the effective’
date herecf an¢ on or before December 31, 1952, may exccute 2z Fourth
Supplemental Incdenture ir, or substantially in, the some form as that

filed in this proceeding as Sxhibit 1.

2. The Califomia Oregon Power Company, after the effoetive
date hercof mnd on or vefore Decemder 3%, 1955; may pubiish invitu-
tions for bids for the purchase of $7,000,000 of First Mortgage Bondw,
Series due Oc¢tober l 1982 not less than five (5) days prior to he
dazte set for the opening of szid bids, and may issue end sell such
bonds at a péice To be fixed by the Commission in o suppldmcnéal
order. Pending the prepsration and delivery of definitive bonds;
epplicant may issue and sell temporary tonds umder thé‘same Terms ané
conditions as thaose under which it is authorized to issue and sell
seid definitive vonds.

3. The issue and sale of 250,000 shares of common stock.
neredy is exempted from the Commission's. competitive bidding rule set
forth in Decision No. 38614, dated January 15, 1946, provided that

applicant nake arrangements for the sale of seid sheres at a pricé

satisfactbry to the Commission.
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4. The Culifbxniu Oregon Power Comnany, arter the effﬂc-

tive date hereof and on or before Decembervi_, i952 may is*ue ané

sell s id 250 000 sheres of common stock at a’ prﬂce to be fixed by

the Commisg_on-in a c~1:u:mlczmcn‘t:ail. orde..

.-,.

5. The C_lifoznia Orcbon Power Compuny ,hall use the
proceeds from tac salc of oaid bond,, other. thun acerued: intere,t
to pay outs tanding nogcf*he*ctofore LSSLCd under authorizat
granted By the Commission and °h¢ll uge the procecd from thie sale
of itz shares of common ctock to pay notes, and, if any procecdu
ore available, to reimburse its trcavury ior income expended for
additions to plant and to finance in pirt 1952 construction expendi-
tures. Thc accrued interest from tne sale of the'ponds may be used

for gerersl corporate purposes.

6. The authority hercin granted to issue and sell’bond,
' and shares of common stock will become effectivc vhen the Comnis-
sion by a supplemental order, or orders, has. fixca the prices at
which épplicant ray sell the same. In other regpecti, the author-

ty herein granted Ls effective upon the date hercof. = o

7. Within sixty (60) days after the issue and sale of -
the bonds and shares of stock hercin.guthorizod applicant shall
filﬁ with the Commis sion three (3) copies of its pro,pectus md
a *enort showing the omount of bond° and shares of ¢tocx. ivoued (
and so’d the prices at which sold, the names. of tho,e to whom
aOld and the purposes for wnich the procceds were used, and two (2)
copie° its Pourth Supnlemental Indenturc as executed. Within ‘

six (6) manths after °uch issue and qale, applicant shail file a
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statement showing in some detail the expenses incurred by it inci-
dent to the issue and sale of s2id bends and shares c}f stock and

the accounts to whick such expenses were. charged.

Dated at San Francisco, Califomia, this 4(2 - day of

September, 1952.

Presi"en‘t 2

\N-_,-,

Commissioners.




