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Decision 98-10-018 October 8, 1998

BEFORE THE PUBLIC UTILITITES COMMISSION OF THE STATE OF CALIFORNIA

COMPANY U-907-G, for an Order authorizing

the (a) issue of up to 2,000,000 shares of a new
serics of its Preferred Stock, Convertible Series L., )
in exchange for up to 20,000,000 shares of Common)
Stock, on the basis of one share of new Prefermed )
Stock for cach ten shares of Common Stock, and to )
cause the delivery o the exchanging sharcholders of )
the associated Depositary Shares each constituting a)
one-tenth interest in one share of Preferred Stock, ) Application 93-08-042
(b) issue shares of Common Stock upon the ) (Filed August 24, 1998)
mandatory conversion of the Preferred Stock into )
Common Stock on the Mandatory Conversion Date,)
on the basis of ten shares of Common Stock for one )
share of new Preferred Stock (subject to antidilution)
adjustments as described in the documents )
submitted with the Application) and (c) issue shares)
of Common Stock in connection with the )
conversion of the new Preferred Stock, at the option)
of this Applicant, prior to the Mandatory )
Conversion Date in a number sufficient for (i) the )
Optional Conversion Price, as described herein and )
(ii) the Optional Conversion Premium, as described )
herein. )

)

In the Matter of the Application of ) . ‘ 0 :
THE WASHINGTON WATER POWER ) ;D )l;{}n[&]}ﬂ &L
) bl \
)

OPINION

Summary of Decision

This decision grants The Washington Water Power Company (WWPC) the authority

requested in Application (A.) 98-08-042 (Application).
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WAWPC requests authority, pursuant to §§ 816 through 830 of the Public Utilities (PU)
Code for the (ollowing:

1. toissuc up to 2,000,000 shares of a new serics of its Preferred Stock,
Conveitible Sciies 1. (Series L Peefeired), in exchange forup to
20,000,000 shares of Common Stock, on the basis of one share of new
Series L Preferred for each ten shares of Commeen Stock, and to cause
the delivery to the exchanging sharcholders of the associated Depositary
Shares cach constituting a one-tenth interest in one share of Preferred
Stock;

. toissue shares of Common Stock upon the mandatory conversion of the
Peeferred Stock into Common Stock on the Mandatory Conversion Date,
on the basis of ten shares 6f Conimon Stock for one share of new Series
L Preferred (subject to antidilution adjustments as described in the
documents submitted with the :\ppltcaltbn) and

. toissue shares of Common Stock in connection with the conversion of
the Series L Prefemed, al the option of WWPC, prior to the Mandatory
Convérsion daleina number sufTicient for (i) the Opt jonal Conveérsion
Price, as described in the Application and (ii) the Optional Conversion
Premium, as described therein.

Notice of the filing of Application appearcd on the Commission®s Daily Calendar of

August 27, 1998. No protests have been received.

Background ‘
WWPC is a corporation organized and existing under the laws of the State of

Washington, and is und¢r the jurisdiction of this Commission, the Washington, 1daho, and
Oregon Commissions.

For the year ended December 31, 1997, WWPC teported in its Unconsolidated
Statement of Income that ilfge'nerated total operating revenues of $1,302,172,000 and net
income of $114,797,000. WWPC’s o;xralmg revenues for its Califomia operations for the
same period is $11 916 000 or 1 3% of total Operatmg revenues.




A98-08-012 ENERGY/RHG

WWPC’s Unconsolidated Balance Sheet as of Docember 31, 1997, shown as Bxhibit

B(h) to the Application, is summarized as follows:

(Dollars in Thousands)
ASSETS
Net Utility Plant $1,433,123
Other Property and Investments 297,227
Current Assets - 376,843
Deferred Chargés 304,592
Total $2,411,785

CAPITALIZATION AND Lh\BlLlTlBs

Common Stock and Addmonal Paid in Capital $ 594,852
Other Sharcholders Bquity (includes retained camings) 153,960
Preferred Trust Securilics 110,000
Prefetred Stock (subject to mandatory redemption) 45,000
Long-term Debt 762,185

Total Capitalization ' $1,665,997

Current Léainilitfe-s . 339,738
Deferred Credits 406,050

Total : ' $2.411 ,785

Description of Obligation

WWPC sceks authorization to exchange up to and including 20,000,000 shares of
‘Common Stock for depositary shares. Each depositary share will constitute a one-tenth interest
in one share of Series L Preferred. The exchange will be conditional upon él least 6,000 shares
of Common Stock beihg teh_der’éd for exchangc. If more than 20,000,000 Common Stock are
validly tendered and not withdrawn pursuant to the Exchange Offer, WWPC will accept such ‘
shares for exchange on a pro rata basis.

The shares of Scms L Preferred will be deposited w nh The Bank of New Yod-. as ..
Preferred Stock D-:posﬂ:uy, and each depositary share will entitle the owner to all of the
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proportionate rights, preferences and priviteges of the Series 1, Preferred represented thereby:.
Dividends on the Series 1. Preferred are cumulative and will accrue at the rate of $12.40 per
annum, payable quarterly in arrcars in cash on or before the 15™ day of cach March, June,
Sepltember and December, commencing December 15™, 1998. The proportionate annual
dividend rate for cach depositary share will be $1.24 per share, and dividends will be payable
on the depositary shares as, when and if paid on the Sedies L Preferred. Each share of Series L
Preferred will have a liquidation preference of tea times the fair market value per share of the
Common Stock on or aboul the date of issuance, plus accrued and unpaid dividends. The
proportionate liquidation prefercnce of cach depositary share will be one-tenth of this amount.

On or about November 1, 2001 (the Mandatory Conversion Date) cach of the
outstanding shares of Scri¢s L Preferred \:vill be mandatorily converted by WWPC into (i) ten
Common Share, subject to certain antidilution adjustiients, and (i) the right to receive cash
amount equal to all accrued but unpaid dividends thereon.

The shares of Serics L Preferred may be converied, at the option of WIWPC, at any time
on or after December l'S, 1993 ;md prior to the Maﬁdalor)' Conversion Date, in whole or in part
from time to time, into, for cach share so converted (1) a number of Commeon Shares equal to
the Optional Conversion Price (as defincd below) then in effect plus (2) the right (o roccive an
amount, in cash, equal to the accrued and unpaid dividend thereon to the conversion date plus
(3) the right to receive the Optional Conversion Premium (as defined herein).

The Optional Conversion Price means, for each share of Preferred Stock converted at
the option of WWPC, a number of shares of Common Stock cqual to the lesser of (a) the
“dollar amount” divided by the current markél price as of the close of business on the second
trading day immediately preceding the day on which WWPC gives notice of optional
conversion and (b) ten shares of Comimon Stock, subject to antidilution adjustment. The
amount to be inserted in the “dollar amount” indicated above will be a percentage, ranging
from 110% to 130%, of an amount equal to ten times the current market price por share of
Conmon Stock before the commencement of the Exchange Offer. ‘

The Optional C0n>\'ersi0n Premium means, for each share of Peeferred Stock converted

at the option of WWPC, an amount, in cash, initially equal to $20.90, declinin g by $0.02111°

for each day l‘ol]iowin‘g December 15, 1998 to and including the optional conversion date
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(computed on the basis of a 360-day ycar consisting of twelve 30-day months) and equal to
z¢ro on and afier September 15, 2001; provided, however, that, in licu of deliverning such
amount in cash, WWPC may, at its option, deliver a number of Common Shares equal to the
quotient of such amount divided by the curreat market price on the second trading day
imnkdiately preceding the day in which WWPC gives notice of such conversion.

The initia) Optional Conversion Premium of $20.90 represents the difference between
the annual dividend of $12.40 on each share of Series L Preferred and an assumed annual
dividend of $4.80 for ten Common Shares for the period after December 15, 1998 through
September 15, 2001 (i.c. $1.90 per quarter for eleven quarters). The premium declines o zero
on Scptember 15, 2001: no premium will be paid on or after September 15, 2001. Dividends
will accrue on the Series L, Preferred through the conversion date.

A holder of Series L Prefermed (or of Depositary Shares) will not be entitled 1o vote on
matters voted upon by the sharcholder of WWPC. Holders of Prcfcn'éd_ Stock have certain
additional voling rights excrcisable together with all the other holders of cach other sertes of
prefereed stock of WWPC, including certain rights to clect directors during the default of
payment of dividends for six conscculive quartess. »

WWPC’s dividend payment dates arc March 15, June 15, September 15 and December
15. Pursuant to the Application, in order for sharcholders who elect to exchange their Common

Shares for Deposilary Shares to realize no change in cash dividend paymeats, (which is a key

reason for making the exchange offer) the exchange offer must be completed prior to the record
date for the December 15, 1998 dividend payment.

WWPC’s exchange offer is conditioned on obtaining approvals from this Conunission

and the other state regulatory commissions that monitor and approve changes in WWPC’s
business activities. On August 17, 1998, WWPC filed a S-4 filing (Registration No. 333-
61599) with the Securities and Exchange Commission (SEC) in connection with the intended

new-issue exchange offer.
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Construction Budget

WWPC's estimated construction budgets - capital expenditures for the calendar years
1998, 1999 and 2000, as shown in its supplemental information to the Application are
$90,000,0000, $93,000,000, and $93,000,000 respectively.

Cash Requirements Forecast

WWPC’s statemeat of cash requiremicnts for 1998 thiough 2000, shown as

supplomental informalion to the Application is summarized as follows:

(Dollars in Thousands)

1998 1999
Funds Required for Capital Expenditures $9,951 93,315
Funds Required for Cash Dividends 72,184 72,362
Maturilies of Long-Ter Debt 10,000 47,500
Conscrvation Bonds ' 1,417 2,295
Preferred Stock Redemptions 10,000 -0
Investment in Subsidiarics 15,750 28,010

Total Cash Required 199,302 243,512

Less: Cash ftoﬁx Internal Sources 148,156 148,013

Cash Requited from Extemnal Sources 51,146 95,499 105,772

WWPC’s forecasts for 1998 through 2000 indicate that intemally generated funds will
~ provide approximately $439,799,000 or 63.5% of its total cash requirements of $692,216,000.
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Capital Rallos

WWPC’s unconsolidated capital ratios as shown in its supplementat information te the
Application are shown below as recorded and as adjusted to give pro formaeffect to the
transactions that follow:

(Dollars in thousands)
1998 1999

Recorded Pro-Forma
Amount Pcreentage Amount Pereentlage

Long-Term Debt 724,147 44.6% 789,784 45.2%
Preferred Stock 155,000 9,5% 485,000 21.8%
Common Stock 746,736 45.9% 472,339 21.0%

Total 1,625,883 100.0% 1,747,123 100.0%

Long-term debt includes issuance of approxiniately $82.5 million bonds
authorized under D.97-10-054 and reduclion of approximately $16 to $17
million current outstanding short-term debt.

Preferred Stock reflects a decrease of $10 million for mandatory
redemption under the sinking fund provision; approximately $340 million
increase due to the exchange offer (treated as Preferred Stock for
accounting purposes only).

Issue of approximately $20 million curreatly authorized but unissued
Common Stock; an estimated $46 million retained camings for yeéars
1998 and 1999; and a corresponding $340 million decrease due to the
cxchange offer (with mandatory conversion to Common Stock after three
yeass).

WWPC’s rateselting matters are nommally reviewed during its Performance Based
Ratemaking filings. We make no finding in this decision of the reasonableness of WWPC's

projected capital budget and capital ratios.
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Purpose of Offering
Following a dividend reduction plan!, WWPC —propéses to offer its sharcholders

(particularly those with an income orientation) the oppoitunity to exchange their Common
Shares for an equal number of mandatorily convedible Preferred Shares, cach of which will
pay an annual dividend of $1.24 per share for a period of about three years. WWPC will offer
to exchange up to 20 miltion Cormon Shares or about 35% of the company’s ou:siandi ng
Commen Shates. I more than 20 million shares are tendered for exchange, the tendered shares
will be subject to proration. ’

After three years, the ricﬁ-is’suc Pn:fcrr‘ed Sh}ircs will automatically convert back to
Common Stock on a oné-for-onc basis. WWPC has the option of cén\'erling some ot all of the
new-issuc shares 1o Cominon Stock prior to the end of the three-year period.

Share hOldt is who choose not to pm:capatc in the exchange plan w ill retain their
ownership in WWPC’s COIllmO'l Stock.

WAYPC's proposcd exchangx, of fer of up to and includin g 20,000,000 shares of i its
Common S_tocl-. for Depositary Shares falls within lhc purview of PU Code § 817(g), which

states:

A public ullhty may issue sto-cks and slock certificates or other evidence
of interest or ownership, and bonds, notes, and othet evidénces of
indcbtedness payable at periods: of more than 12 months after the date
thereof, for the retiremient of or in cxchangc for one of more outstanding

. stocks or slock certificates or other evidence of intérest or ownership of
such public utility, or bonds, notes, of other evidence of indebtedness of
such pubdli¢ wtility, with or without the payment 6f cash.

To the extent lh:_il WWPC bas (l) filed its réﬁisltalidh with the SEC in relation to the

intended exchange issue; (2) filed the nécessary applications with the Idaho, Oregon, and
\\’$hinﬂo’n Commissions; (3) operaling revenues derived in California of only 1.3% of its
“total ope ratmg revenues; and 4) complled with the requuremenls of the PU Code in reference

to the new-issue exchangy of fer, it has fulfilled the apphcable regulatory n.qmmnenis

! This will restrict the dltlnbuuon of dn :dends and effectiv ely increase and presenve und;cmt-uted eamings
or retained earnings \\huh may be used for plant expansion, g¢ nccal conlingencies, acquisitions, ete.
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ccessary (o grant WWPC the authority to proceed with the exchange issue for the purposes sct
forth or contemplated in A.98-08-042,

In Resolution (Res.) ALJE76-2999 dated 9/3/8, the Commission preliminarily
categorized this Application as ratesetting, and preliminarily determined that hearings wete not
necessary. No protests have been reccived. Given these developments, a public hcaring is not
necessary, and there is no need to alter the preliminary determinations made in
Res. A1J176-2999. |

wWwpC and its stockholdg rs are p!acd on notice that the Commission docs not regard
the number of shares outslmdmg. lhc total par value of lh» shates, or “the exchange ofiering as
determining WWPC’s allowable feturn on plant m\'cslment. Our authorization is not a finding
of the value of WWPC’s stock or property, nor docs it indicate the amount t6 be included in

ratemaking proceedings.

Findings of Fact
1. WWPC, a Washinglon corporalion, operates as a public utility subject to the

jurisdiction of the Commissions of Ca!ifomia, Washington, Idaho, and Oregon.

2. The exchange offer is intended to allow income-oricated sharcholders the’
opportunity to continue t6 receive cash dividend payrﬁents following WWPC’s dividend
reduction plan.

3. The proposed exchange offer would not be adverse to the public interest.

4. \\’WPC’S California revenue is 1.3% of its total revenue. |

5. WWPC has filed and registered the proposed exchange offer with the SEC.

6. WWPC is secking the necessary fegulatory commission approvals in Washington,
Idaho, and Oregon for the proposed exchange offer.

7. There are no proceeds from this Application.

8. Notice of the filing of the Application appeared on the Commission’s Daily
Calendar of August 27, 1998. Thereris no known opposition to the Appllcatnon and the
authornity requcs!ed should be granted
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Conclusions of Law

1. A public hearing is not nec¢essary.
2. The Application should be granted to the extent set forth in the order which follows.
3. The number of shares outstanding, the total par value of the shares, and the
dividends paid do not determine allowable return on plant investment. This authorization is
not a finding of the value of WWPC’s stock or propedty, nor docs it indicate the amounts to be
included in ratemaking procecdings.

4. The following order should be effective on the date of signature.

ORDER
IT IS ORDERED that:

I. On or after the effective date of this order, The Washinglon Water Power Co;iiﬁan)'

(WWPC), upon terms and conditions subs!an!iaily consistent with those set forth or

contemplated in Application 98-08-042 (Applicalioh). is authorized to: -

(3) issue up to 2,000,000 shares of a new scries of its Preferced Stock,
Conveitible Scries L, in exchange for up to 20,000,000 shares of Conmiton
Stock, on the basis of one share of New Preferred Stock for each ten shares
of Common Stock, and to cause the delivery to the exchanging sharcholders
of the associated Dep()suaxy Shares each constiluting a one-!cmh interest in
one share of Preferred Stock;

(b) issue shan,s of Common Stock upon the mandaloxy conversion of the
Preferred Stock into Common Stock on the Mandatory Conversion Date, on
the basis of ten shares of Conumon Stock for one share of new Preferred
Stock, subject to antidilution adjustmicnts as described in the Application;

(c) issue shares of Common Stock in connection with the conversion of lhc new
Preferred Stock, at the option of WWPC, prior to the Mandamry Conversion
Date in a iumber sufficieat for (i) the Optional Conversion Price, as
described in the Application and (ii) the Optional Conversion Premium, as
also described in the Application. :




A98-03-042 ENERGY/RHQO

2. WWPC may execute and deliver any and all related documents required for the

completion of the transaction,
3. Application 98-08-042 is closed.
This order is effective today.
Dated October 8, 1998, at Laguna Hills, Califomia.

RICHARD A. BILAS
President

P.GREGORY CONLON
JESSIB J. KNIGHT, IR,
HENRY M. pUQUB
JOSIAH L. NEEPER
Commissioners




