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BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE QOF CALIFORNIA

Application of SOQUTHERN CALIFORNIA EDISON

COMPANY for an Order authorizing Edizon to
izzsue Deabt Securities, and/or o guarantes
the Dabt Securitiszs of an Edison arfiliate,

)
)
) Application 88~03-024
)
<0 finance its Fuel Oil, Nuclear Fuel, and )
)
)
)

{(Filed Marech 10, 1988)

Coal Inventories in an aggregase principal
amount Nnot Lo exceasd $900,000,000
(U _333~F)

QRINIQN
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Thix decision grants Southern Culifornia Edison Comparny
(Edison) the authority regquestad in its application and related
proceedings o issus, %ell and deliver one or more zeries of Debt
Securities and t0 guarantee the obligations of others in connection
with the izszuance of Debt Securities.

Edison requests authority., under Public Utilities (PU)
Code, Sections 816-818, 821 and 830, for the following:

1. To is=zue, sell and deliver commercial paper, other
floating rate debt, debentures, overseas indebtad-
ness, foreign securities and notes and to anter
into loans (to be collectively referred to as Dabt
Securities) through public offerings or private
placements; -

To fully guarantee the Debt Securities of a direct
or indirect subsidiary of Edison (Affiliate) thatv
iz eagoged in activities regulated by the Commis-
sion where the proceeds of such indebtedness may
be loaned at cost to Edison or to Affiliate;

To provide that the aggregate principal amount of
+he Dabt Securities issusd by Edison and/or issued
by Affiliate and guaranteed by Edizon shall not
axceed $500,000,000:

To use the net proceads frem the Debt Securities o
reaimburse Edizon’s Lreasury for moneys previously
axpended for capital improvements and 1o retire or
refund sacurities previously issued:
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To renew and/or refund commercial paper and other
floating rate debt issued under the application so
that the combined term of +the obligations may ax-
ceed 12 months without 'the need for further author-~
ization from the Commission:;

To arrange Credit Agre«ments or other credit
facilities as may be necessary for the purpose of
issuing the securities as set forth in, or contem-
plated by, the application or such other documents
filed, or to be filed, with the Commission in
connection with theze proceedings and to modily
these credit facilities in the manner set forth ir
the application without further authorization “rom
<he Commiszsion:

To mxecute and deliver an indgnture ox zuppleamontal
indenture in connection with any proposad issue of
Debt Securities:

To have the issuance of certain Debs Securities
exempt from the requirements of the Commission’s
competitive bidding requirements:

To be authorized a further modification of the
Commisrion’s competitive bidding requirements to
Permit Edison to shorten the period of time between
the issuance of an invitation Tor bBids and the
scheduled receipt of bids 0 & period which is the
shortest time reasonably required in order to obe
tain a sufficient number of bids from underwriters,
purchasers or groups thereby; to accelerate, post-
Pons or cancel the scheduled date and time for the
recelipt of bids; to reject all bids submitted; to
request the resubmission of bids: reschedule sub-
sequent recelipt of bids and to vary the amount,
terms and conditions of the Debt Securities submit-

Ted for bids, all without newspaper publication:
and

To provide that the present decizion will replace
and supersede Decision (D.)87-01-014 dated

January 14, 1987 as modified by D.87-08-001 dated
Augusy 12. 1887 in Application (A.) 86=12-007 and
D.87-05-059 dated May 29, 1987 in A.87-03-008 and
that the fee paid for the authority granted under
D.87-01-014 in the amount of $55,250 be upplied to
this decision.
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Notice of the filing of the application appeared on the
Commission’s Daily Calendar of March 16, 1988. No'protests have

bean received.

Edizon, a California corporation, operates as a public
utilivy under the Jjurisdiction of this Commission. XEdison gener-
ates, purchases, transmits, distridbutes and sells e;ectric energy
in portions of Central znd Southern Califofnim.

For the 12 months =nded December 31, 1987, Edisoa re-
ports in its Statement of Income that it generated total 6perating ‘
revenues of 35,492,669,000 and net income of $788,626,000 shown as
part of Exhibit A attached to the application. |

Also shown as part of Exhibit A i# Edison’s Balance
Sheet as of December 31, 1987 summarized as foilows;

aats Amowak

Net Utility Plant $11,632,000,000
Other Property and Investments - 346,546,000
Current Assets 1,566,502,000

Daferred Charges , 873,522,000
 $14,218,570,000

4 il e

Common Equity I 3 5,022,940,000
Prefarrad/Preference Stock 842,776,000
Long-Teyrm Debt 4,561,032,000
Long=Term Obligations o . 487,644,000
Current Liabilities p 2,565,703,000

Deferred Credits , 958,475,000
| Total | . $14/218,570,000
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Edison seeks authorization 4o issue Debt Securities
directly and/or to fully guarantes Debt Sécurities issued by
Affiliate to Zinance Edison’s fuel oil, nuclear fuel and coal
inventories (t0 be collectively referred‘tolas Fuels). I¥ Debt
Securities are issued by Affiliate, the proceeds may be loaned to
Edison or to another Affiliate. The prineipal ambunt and the
Terms aad conditions of each issue of Debt Securities will de
daterminad by Edison’s management and/or board of'direciors ac-
cording to market conditions at the time of sale.

With the exception of commercial papsr, each issue of
Debt Securities may contain a provision Slléwing‘it to be readeemed
or repaid prior to maturity. An early redemption provision may
allow the'Debt Securities to be redeemed or repaid at any time, or
it may allow the Debt Securities to be redeemed or repaid only
after a certain restrictive period. In either case, the Debt
Securities would be redeemable at a premium over par oi at a
stated price.

Debt Sacurities may bear a fixed or floating rate of
interest and may be issued at par or with an original issue dis-
count or premium. Edison will notify the Commission by letter,
promptly after the date of issuance of any Debt Securities, of the
terms and conditions of those'Débt Securiﬁies;

With the exception of commercial p&pﬁr. other 2loating

rate debt and notes, each series of Debt Securities is expected to

-4- '
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have a maturity of between one year and 40 years. Commercial
paper may be is;ued with maturities of less than one year, but
will be rolled over for periods exceeding 12 months.
expected ©o have a maturity of between nine months and 40 vaars.
The maturities of other floating rate debt will be determined at
time O issue. |

with the sxception of commercigl papar, other floating
rate dedbt and loans, each iszsus of Debt Smcurities may be issued
urnder an indenture to ba cdelivered Lo the trustea for that issue.
The indenture may be a supplemental indenture to a previous
indenture. The indenture would set forth the terms and conditions
of =ach issue of Debt Securities.

The following descrides in greaiex detall the‘typés ot
Debt Securitiss that may bs issued:

A, Commercinl Papar

Edison ahticipatas it and/or Affiiiatc may issue
Commercial Paper with maturities of less than one y=ar. Previ-
ously issued commercial paper may be refunded ox &ollqd over.
The Commercial Papar may be szold privately or pﬁblicly‘in the
domestic or Xoreign capitsl markets. The Commexcial P#pcr nay be
sold through placement agents who market Commercial Paper on a
reasonable efforts basis, or may be sold diroézly‘zo investors.
Edison anticipates it or Affiliate (acting at Edison's direction)

will arrange a long~term cradit agreemont (Credit Agreement) with

banks or other financial institutions %o providegliéuidity suppert

-F-
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for the Commercial Paper indebtedness. Edison or Affiliﬁte

(acting at Edison’s direction) may, froem time to time, make

modifications to the Credit Agreement o imérove the terms and
conditions. In addition, one or more new financial institutions
may be added to, or substituted for, the institutions initially
participating inm the Credit Agreement, and one or moxe of these
institutions may be removed or have their respective percantag?
participation adjusted. At the expiration of the Credit Agroe-
ment, Edison and/or Affiliate may renew 6: replace it.

The Commercial Paper inﬁerest rate‘wiil include the
effective yield plus any expenses associated with issuing Com-
mercial Paper. These expenses include, but are not limited to,
dealer commissioﬁs. issuing and payihg\agcn@ faes and C&edit
Agree:ﬁen‘t fees, |

B. - o Do

Opportuﬁities may arise, from time to tinme, for Edison
and/or Affiliate to use Other Floating Rate Debt which may lower
the overall cost of Iinancing its Fuels. The types of Other
Floating Rate Debt include, but are not limited fo. debt iﬁstrd-
ments bearing interest based on the prime fate of banks, bankers
acceptances, Eurocommercial paper, and new SKort;term vafiable
rate instruments which may become available in the capital markets
at attractive rates. In advance of ;he date of issuance, Edi;on”

will notify the Commission, by letter, of the nature of any such

Other Floating Rata Débt.




*ALOOmUOTU LA wAVL Bl

C. [Unseguraed Deht Sacuritiscs (Debenturas)

Debenéures may be sold to eithcr:domcstic or foreign
investors. Debentures may be sold 1o ﬁnderwriters who‘in Turn
will offer the Debentures %o investors or may be sold direétly‘to
investors either with, or without, the assistance of a placemen=
agent. The Debentures may be registered with the Securities and
Exchangs Commisszion. The Debentures may be listed on'u_stock
axchange. ., o

D. Quarseas Indebtedness

Qverscazs Ilandebtedness will be iszued and-sgld viltimarely
to foresign investors and will likely be dénominated in U.S, dollars,
This type of financing can be advantageous when foreign demand for
dollar-denominated securities is high} Ovarseas Indabtedness
would be issued and so0ld only when these issuances fesuit in an
overall cost of money to Edison and/of Affiliate lower than isiu-

ances of comparable domestic debt securities in the U.S. markest.

Securities)

- Edison and/or Affiliate nay issue F§rcign Securities
with the payment of intefcst or principal, or both, denominated in
a foreign cur:ency; Foreign Securities may be sold to Zormign, or
domestic, investors and may be denominated in any major foreign
currency, including, but not limitcd t0 Dutch guilders, Austriasn

schillings, British pounds, French francs, German marks,

Auztralian, New Zealand or Canadian dollars, Japanese yen. Swiss

-T=
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francs ox European Currency Units. Foreign Securities will be

izsued only if the borrowing costs, including all transaction and

forelign exchange contract costs. are lower than comparable U.S.

dollar financing.

Edison and/or Affiliate will enter into one or u s=ries
o fTorward contracts by which a counterparty would be obligated to
pay Edison and/or Affiliste the foreign currency for debt servicing.
iIa »xchange. Edison and/or Affiliate will pay a counterparty U.S.
dollars based on a predetermined formula. This contract would be
with a major financial intermediary, like a commercial bank, or
d;rectly with a principal in need of U.S. dollars. The cost of
the forward contracts will be included for determining the overall
cost of Foreign s=ecurities.

F. Medium=Term Notez (Notes)

Notes may be offered on a continuous or periodic basis.
Notes may be sold ﬁrivately or publicly in the domestic or foreigm
capital markets. If sold in foreigm capital markets, Notes may be
denominated in U.S. dollars or in a foreign currency. If Notes
are denominated in a foreign currency, Edison and/or Affiliate
will enter into a separate contract whereby its debt zervicing
would be converted to U.S. dollars.

Notes may require registration under the federal securi-
ties laws by the filing of a registration statement which includes
a prospectus, an indenture and other pertinent documents. Notes

may be issued as part of a program on a continuous or periodic
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basis. Edison and/or Affiliate may sell Notes through a placement
agent who markeés Notes on a reasonable efforts basis. Edison
and/or AZfiliate also may sell Notes to underwriters whoe in turn
offer Notes directly %o investors. Notes'may be listed on a

stock exchange,

If Notes are sold through a placement agent, at le=ast
two agentz will be used to ensure competitive pricing. Based on
market conditions and consultation with the placement agents,
Edison and/or Affiliate would determine the interast rates at
which it would be willing To iszue Nétes o various maturities.
The placement agents would be notified of those interest rates.
The rates can be continuously updated to reflect changing market
conditions and Edison’s or Affliate’s demand for funds.

G. direct Loans (Loans)

Edison and/or Affiliate anticipate that, from time %o
time, it may be ad;antagcous ©o borrow directly from banks, insur-
ance companies or other financial institutions. Edison and/or
Affiliate would enter into these Loans only when the Loans were
deslgned to result in a lower overall cost of money than that
available through the issuance of alternative dedt sacurities.
E“ﬂm!:“““" ae) E:nbangp [2»h1 ﬁpga\;j&jpﬁ

Edizon requasts authorization to include at its discre-
tion one or a combination of the following addizional features in
Edison’s or Affiliate’'s Debt Securities. These features will de

used as appropriate to improve the terms and conditions of
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Edison’'s and/or Affiliate’s Debt Securities and %o lower Edison’s

overall <¢.st of money for the benefit of its ratepayers.
A. Rux O»tion

Edizon anticipates that, from time to time, the cost of
Edizon’s and/or Affiliate’s Dabt Securities may be reduced by the
inclusion of a "put” option. This would allow the holders of Dabt
Securities to require Edison and/or Affiliate to repurchass all ox
a portion of each holder’s securities. This is the reverse of a
"eall" provision whersby Edison and/or Affiliate would have the
right o force the debtholder to sell the ﬁebt Securities back o
the company. Daebtholders are willing to accept a lower interest
rate in exchange for the protection that a put option offers them,

B. Warrants

Edison anticipates that, from time to time, the cost of
Edison’s and/oxr Afriliate’'s Debt Securities may be reduced by
attaching warranﬁsﬂto thelr securities. Each warrant would enti-
tle the holder to purchase an additional unit of the Debt Secur-
Lty with pre-established term and conditions (Debt Warrants), or
To purchass a share of common stock (Stock Warrants). The Debt
Security to be issued upon coxercise of a Debt Warrant would bear
interest at a pre-established rate and would maturs at a pre-
sstablished time. No addizional underwriting fees would be
incurred upon exercise of the warrants. Debt Warrants would most
likely be exercised if interest rates decline below the pre-

established rate and would most likely expire unexercised 12

-lo-
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rates remain above the pre-established rate. Sﬁock Rarrants
would most likely be exercised if the common stock price rose
above a pre-established price and would most likely expire
unexercised if the common stock price remained below the pre-
established price. Ediseon balieves there are intervals when
investors over-value warrants <o the adyanthge of the.iszuer.
The higher the value placed on the warrants, the greater the
10 ratepayers. Even if the warrants are exer-

¢cised. ratepayers could still fcaliz& savings on the premium
reccived Irom the sale of the warrants. |
Iogeres=t Rate Coaps, Collars and Swans

In normal market conditions, variable interest rate
debt initially carries a lower intcfest rate than comparable
fixed rate dedbt. However, thers is the possibiliﬁy that the
variable rate could increase so that the average variable rate isx
higher than the fﬁxod,rate. In order'tb rcdﬁce ratopaycfs‘
exposure t0O interest rate risk, Edison and/or Affiliate may
negotiaté some type of maximum rate, uSually called a “"cap”. In
that case, if variable rates increase above the cap or "esiling”
rate, Edison and/or Affiliate would only pay the ceiling tate.
In addition to the ceiling rate, sometimes the coﬁntorparty to
the coniract desires to have a "floor"” rate. In the event thas
the variable rate falls below the floor rate, Edison and/or ASfi-
liate would pay the floor rate. The floor and ceiling rates are

called "interest rate collars" because the interest rate
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fluctuates within a band which is negotiated betwesn Edison
and/ox Affiliat; and the 'counterparty. The protection for vari-
able rate obligations is similar to the protection negotiated by
consumers for variable rate home mortgages.

From time to time, Edison states that it and/ox ite
Affiliate may be able to reduce its borrowing costs by is-
suing fixed or Iloating rate dedt and entering into one or
series of interest rate zwap (Swap) contracts with expirations
matching the term of the dedt issue Lo convert fixed interest
payments into favorable floating rate payments. The Swap con-
tracts would require Edison and/or Affiliate to make Jloating
interest payments to a counterpart& and would require the
counterparty to pay Edison and/or its Affiliate the interest
Payments on its fixed-rate Debt Security. These contracts would
be with a major financ*al intermediary (like a commercial bank)
or directly with a principal sesking the other side of the Swap
transaction.

The application states that Edison and/or its Affiliate
will enter irnto these Swap contracts only when such arrangements

provide an overall cost of money lower than that available

| through the issuance of altermate Debt Securities. It iz antici-
Pated that Edison and/or Affiliate may issue fixed-rate debt and
swap the fixed interest payments into floating intcroa* payments

tied to a short-tarm index. The ter@; and conditions of thls

Swap will be determined by Edison’or Affiliatcl(acting'ﬁt
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Edison’s direction) according o market‘conditiohs‘at,the time
the Swap is negotiated. Caps, collars or Swaps entered into by
Affiliate may be guaranteed by Edison.

CACD' = Analysis of Interest Rate Swape

The CACD has met with Edison and other utiiities'on
several occasions and has reviewsd a variety of documentations on
interest rate swaps. The CACD <zakes the position that interess
rate swaps should be classified as a security. They are clearly
enforceable contracts for the paymeht of monay id'exchange of a
right or obligation betwaen two parties. The swaps are= simply a
"second tier” contract to the underlying financial instrument
izsued by both parties. Further, the'pfimary purpose of swaps
would be to contract for an exchange of interast rates by Edison
for an entended period well in excess of 12 months. Contracts
for money whether in a "primary” or "sacondary"” tier are still of
valid concern to tﬁe Commission. Régardless of PU Code Sections
816 through 830, the Commission should exercise its authority
through its broader powers under PU Sections 701 aad 703.

One significant use of swaps is as a hcdging dev;ce
against interest rate changes. Hcdgidg iz a form of protection
aguinst change where, for some market-priced fee, a slightly

higher price iz paid for protection against dramatic unfavorable

market price changes. In commercial paper, this risk is riszing

rates for the borrower when notes must be "rolled~over”.

-1%-
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Zdison is immune from the need 10 hedge by the rate
setting mechanisms currently used by this Commission. Edison is
compensated in rates for various items such as fuel oil inven-
tories at the published 90-day commercial paper rate as reported
in the Federal Reserve Bulletin. Rates are set to reflect these
levels regardless of Edison’s actual cost of borrowing and Edison
is not obligated to justify the rate or attempt o mitigate thas
rate with attendant risks of loss of opportunities fdr §rofiz.

Interest rate zwaps could relieve Edison of at‘least
tTWo costs associated with commercial paper: firstly, the trans-
action costs and secondly, requirements for liquidity support
lines of credit necessary to sustain short-term borrowing. Thus,
when Edison issues commercial paper at 7.00%, it’s all-in costs
could amount to about 7.25%. Edison is compensated, at least
partially, for these costs in ity base rates set in general rate
pProcesdings or thfough recovery in its balancing accounts.
Edison, in fact, profits or loses regularly to the extent that
the ratemaking Federal Reserve rate plus base rate allowances for
other Costs excesds, or is smaller than, Edison’s actual rate
plus actual costs.

The CACD notes that the Commission’s usage of the
Federal Reserve Board’s 90-day interest rate is intended to de a
fair and reasonable benchmark of costs to be aliowable in rates.

Attendant is the slight opportunity for profit or loss through

the careful financial management »ractices of thc'utility
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compared o the market as x whole. Accordingly. whe CACD
recommends that‘i Tarast rate swaps be provisionally authorized
within the following parameters and their equity and effeactive-
ness be evaluated in conjunction with Edison’s next rate
application.

The CACD believes that the ratepayers should benefit
Irom any coxt savings which are realized by Edizon from intersst
rate zwaps Ior sxpenses which were previously authorized. Ediszon
recovers in its rates an allowance for the fees charges by banlks
Zor lines of credit necessary $o support its short term debt
izsues. Interest rate swaps will reduce Edison’s requirement for
such credit support.

The CACD recommends that Edison be required %6 maintain

a memorandum account which will estimate the weighted average

cost of Edison’s lines of credit applicable to a balance eagual to

the principal amount of interest rate swap securities. In

Zdison’s next general rate case, Edison should be required o
make a substantial showing justifying its lines of credit costs.
The Division of Ratepayer Advocates (DRA) should eritically exam-
ine this memorandum account with a view to recommending the
appropriate level of refund to ratepayers. Such refund would be
based upon the actual or the reasonably necessary lines of credit
after any interest rate swaps and the base rate allowance for
these ¢osts in Edison's last procesdings. These costs are

not normally adjusted in attrition proceedings. The CACD further
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recommends that Edizon should not enter into interest rate swaps
for a value greﬁter than 80% of the items currently given rate
recovery bdbased upon the Federal Reserve Board's 90-day interest
rate and that the balancing accounts and memorandum accounts be
excluded from this balance. These latter items afo mora volatile

and subject to regulatory change than are fuel oil inventories,

ete.

& - "

Swaps should not exceed 80% of the authorized
value at December 31, 1987 of all utility
related items axcluding balancing accounts

and memorandum accounts accorded the Federal
Reserve Board's 90-day interest rate treatment.

Reportz

a. Within 15 days of entering into a swap
agresmant, Edison shall fuxnish to the CACD
a report analyzing the swap including all
costs as=ociated with the swap in compar-
ison to a projection o2 "all-in cost”
without a swap.

Within 15 days of entering into a swap
agreament, Edison shall provide the CACD
with a complete copy of the executed agree-
ment and all associated documentation.

Edison shall separately report all interest
income and/or expenses arising from all
swaps in all monthly and annual financial
reports to the Commiszsion.

Edison shall provide copies of the

accounting entries made in the memorandum
acecount to the CACD on a quarterly basis.

a Reacava

a. Any interest rate swap transzaction which
results in an increase in embadded debt
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cost shall not be raocognized Yor ratemaking
Purposes, Edison szhall not record any. cost
increases on the swap memorandum account as
o "net” agalnst any cost savings.

b. If Edison elects to terminate the swap
before the original maturity or the swap
partner terminates the swap, all costs
associated with the termination shall be
borne by Edison’'s sztockholders,

¢. Edison shall place into a memorandum
aceount all of the costs associated with
the underlying liguidity supports or liass
o credit esqual o the values of the swap
agreement, This amount iz to be offsaet
against subsequent base rate changes in
general rate or attrition proceedings and
reafunded to ratepayers based upon the DRA’s
review oF actual and reasonable levels of
lines credit.

d. Regardless of the interest rate specified
in the swap agreement, Edison will continue
to receive recovery only at the Federal
Reserve Board’s 90-day interest rate plus
the other adopted costs in rates after
reduction for (¢) above.

-
3 -

- WaADS
a., All swaps shall be denominated in US.
dollars with no other associated hedging
devices.
b. Swaps shall be restricted o an oxchange of
Edison’s medium or long-term obligation.
The Commission has considered the CACD's recommendations

above and, finding them reasonable, will addpt them as stated above.




T ALOOTVITVUSL CAUL/KLE
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"'thbl't. A to Commission Resolut:.on F-616 dated
October 1, 1986 states, "Securities privately Placed with speci-
fic lenders and bank term loans vaiously must e negotiatcd.
Competitive bidding is not prcsently‘availabie in European or
Japanese markets . . . Variabie interest rate debt is normally
complated on a negotiated basis. It i, rﬁaeonable that “these
types o debt instruments should he exempt from the Competitive
Bidding Rule.” Moreover, Notes are sold th:ough a placemcnt
agent on a reasonable efforts basisz in a manner aﬁalogous,to that
used foi commercial paper. Thcreforé, Edison requests an exemp-
tion from the Competitive Bidding\Rulo with respect to obtaining
Loans, issuing variable rate DebtrSccurities and Overseaz Indebt-
edness, Foreign Securities and Noto:.: Hoﬁcver,‘fixed-rate Bonds
and Debentures sold publicly in the. d§ﬁ;ostic market will be

offered through compstitive bidding.

In addition, to provide added flexibility to take

advantage of market opportunities, Ediuon reguests that .he
Commission modify its Competitive Bidding Rule to permit Edison

to use the ‘ollowing proc»dur»s

1. To shorten the period of time betwsen the
issuvance of an invitation for bids and
the scheduled receipt of bids to a period
which is the shortest time reasonably
required in order to obtain a sufficient
aunber of bids from underwriters or

purchasers or groups thereof (which time
period may be as short as a few hours)
and

-18~
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To further modify the Competitive Bidding
Rule to permit Edison to do the
following:

a. To accelerate. postpone or cancel the

scheduled date and time of regceipt of
bids:

b. To reject all bids submitted:
c. To request the resubmission of -bids,

d. To reschedule subsequent receipt of
bids and

e¢. To vary the amount, terms and
conditions of the Debt Securities

submitted for bids.
All of the above to be without newspaper publication. The CACD

agrees with this exemption and recommends its acceptance. The

. Commission accepts CACD’s recommendation.

Use of Proceeds

Edison proposes to use the proceeds of these securities
to consolidate its Fuels financing by retiring existing securi-
- ties authorized by a number of other decibions_ namely, D.87-08-001,
D.87-05-059, and D.87-01-014 with a single authority. Issuance of
securities undexr this authority may also be used to reimburse
Edison’s treasury for funds used to finance Fuels as previously
authorized bdut not funded by earlier Cbmmlshion decisions. This
authority is not to be used to fund Edison’s construction pro-

grams, routine operating expenses other than costs, or for the
payment of dividends.
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Capital Ratios

- Edison’s capital ratios reported as of December 3@, 1987

are shown delow as recorded and adJusﬁed 1o give pro forma effect

to the transactions that follow: L ‘ o

Long-Term Debt 42.2% 45.8%
Short-Term Debt 6.1 5.4

Total Debt 48,3

Preferred/Preference Stockx * 6.0
Common Equity 457

Total 100.0% 100.0%
Debt Securities °

1. The proposed sale of up to 3900,000,000 aggregate
principal amount of Debt Securities. ‘

2. The authorized but unissued $244,700.000 aggregate
principal amount of.Edison’s Debt Securities.

(authorized by D.86-06-056 dated June 25, 1986 in
A._86=05~-004);

The issuance and sale of $150,000,000 First and
Refunding Mortgage Bonds, Series 88A in February
1988 (authorized by D.86-02-037 dated February 20,
1986 and D.86-06-056 dated June 25, 1986 in
A.85-12-049 and A.86-05-004, respectively):

The redemption of up to $98,200,000 of Commercial
paper issued . from the $250,000,000 originally
authorized by the Commission undexr D.87-01-014
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datcd.Janﬁary 14, 1987 as modified by D.87-08-001
dated August 12, 1987 in A.86~12-007 for the
financing of fuel oil iaventory;

5. The retirement of $12,000,000 of Culectric First
Moxrtgags Bonds, 4-1/2% Series, in March 1988.

(authorized by D.56223 dated February 10, 1958 in
A.39746):

8. The reodemption of $58,802,000 First and Refunding
Mortgage Bonds, Series UU, in March 1938 (authorizoed
by D.8Z=-05=074 dated May 18, 198Z in A.82-03-22);

Aadavrad /Prafapamon S ~

7. The authoriczed but unissued 3100,000,000 aggregate
principal amount of Preferred/Prefearence Stock
(authorized by D.92933 dated April 21, 1981 extend-
ed by D.87=05-001 dated May 13, 1887 in A.60333);

The redemption of 362,000,000 of Preference Stock,
T.375% Saries, in Februeary 1988, which inclucdes
$28,863,000 to be redeemed in 1988 and +he
redemption of $33,136,350 recorded in 1985, 1988
and 1987 (authorized by D.S8930 dated February 1,
1877 in A.57012):

Qommon._ Stoclk

9. The authorized but unissued $189,750,000 aggregate
amournt of 6,000,000 shar=s of Edison’s Common Stock
{authorized by D.93677 dated November 3, 1981 as

extended by D.86-12-012 dated December 3, 1986 in
A.60928) and

The potential sale of up to 347,437,500 aggregate
amount of 1,500,000 shares of Edison’s Common Stock
under a Long=-Term Incentive Plan (authorized by
D.87-07-010 dated July 8, 1987 in A.87-05-005).

Edison is placed on notice, by this decision, that the
Commission does not find that its capital ratios and the inclusion
of short-term debdt in its capital structure are necessary or -
reasonable for ratefixing purposes. These are is;ues which are

normally tested in general rate or rate baze cffset progcedings.

_91..
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The CACD and the Legal Division have reviewed Edison’s
request that this decision replace and suparsede D.87-01-014 as
moditied by D.87-08-001 and D.87-08-059 and that the fee paid for
thes authority granted under D.87-01-014 in <he amount of 355,250
be transferred to this decision. The CACD and the Legsl Division
recommend this request be denied and that the company is not
entitled to a refund or transfer of Fees paid under authority of
D.87-01-014. This position is stated in Legal Division’s memo

dated May 13, 1988, asz follows:

" . militating against transfer iz the fact
that Edison has enjoyed the right and privi-
lege to issue securities in the amount it
requested and for which a correct fee was
assesssed., The Commission responded favorably
t0 Edison’s applications and issued the firse
three orders within a six month period from
January 14, 1987 to June 19, 1987. Now 'comes
Edison nine months later on Mareh 10, 1888,
and files A.88-03-024. Edison's management
could have exercised greater forethought and
Prudence in planning how many securities it
would need to issue before having the
Commission act on three separate applica-
tions, and now a fourth one which would
snconmpass the first three., The fact that
Edison did not anticipate its funding needs
accurately in its long-range planning does
not impose a duty on the Commission To trans~
Zer or refund fees which were correctly
extracted in the first instance.”

Howsver, Edison should bé allowed a credit for the redemption of

$98,200,000 covering the short-term commerciai paper issu=d Jor

fuel oil inventory which will be refinanced under the,aﬁthdrity
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granted in thc,pres&nt decizion. The Commission accepts the
racomnendations of the CACD and the Legal Division.

The CACD has reviewed thc application and has concluded
that the proposed sale of Edison’s Debt Securitiss is reasonable
and that the authority should be zranted.

The following order should be effective on the date of
signature and payment of the Fee due.under PU Code Saetion 1904(Y)
after taking credit for the other redemptions and retirements

detailed in the capital ratios and the following order.

F j ndj ngc Qi E:agx

1. Edison, a California corporation, operates as a public
utility subject to the jurisdiction of this Commission.

2. The proposed Debt Securities are for proper purposes.

3. Edison has need for external fundi for the purposes set
forth in the application.

4. The use of interest rate swaps is reasonable within the
limitations proposed by the CACD. |

5. The money, property or labor to be procured, or paid
for, by the proposed Debt Securities is reasonably regquired for
the purposes specified in the application.

6. Transactions which relate to obtaining Loans, issuing
variable rate Debt Securities and Cverseas Iﬁdcbtednoss, Foreign

Securities and Notes should not be reguired to be made through

the Commisszion’s Competitive Bidding Rulg. With respect to

-23=
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fixed-rate Debcpturés sold publicly in the domestic market, it is
in the public interest to modify the Commission's competitive
bidding requirements to permit Edison to shorten the period of
time between the issuance of an invitation for bHids and the
scheduled receint of bids to a period which is the shortest‘time
reasonadbly required in order to obtain a sufficient number of
bids Jrom underwriters, purchasers or other groups. Edison may
accelerate, postpone or cancel the scheduled date and time Yor
receipt of bids, request the resubmission of bids, reschedule
subsequent receipt of bids and vary the amount., terms and condi-
tions of the Debt Securities submitted for Bids, all of thae
above 1o be without newspaper publication.

7. It is proper ©to amortize the unamortized costs

associated with any refunded securities and the premiums paid for

the refunded securities over the life of the new Debt Securities.

8. It is proper to determine the reasonableness of the
effective interest rate incurred for any’Dobt‘Security issued in a
foreign-denominated currency and 1o use that rate for ratemaking
Purposes as the maximum embedded cost of money in future rate
proceedings.

9. It is proper for ratemaking purposes that any reduction
in the effective cost of money resulting from currency value
fluctuations on Debt Securities issued in a foreigm-denominated
currency be passed on <o ratepayers in future rate proce=dings as

a reduction in the cost of money for all debt securities.

-4~
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10. There is no known opposition and there is no reason to

delay granting the authority requested.
Conclusions of [aw

1. A public hearing is not necessary.
2. The application should be granted to the extent set
forth in the order which follows.
The proposed Dedbt Securities are for lawful purposes and
the money, property or labor to be obtained, or paid fér, by
them is required for these purposes. Proceeds from the Debdt
Securities may not be charged to opcratihg expenses or income.
The following order should be effective on the date of
signature and payment of the fee set by PU Code Section 1304(%)
to Qnable Edison to issue its Debt Securities cxpcditiéusly.

QBRER
IT IS ORDERED that:

1. Southern California Edison Company (Edison), at any
time or times after the effective date of this order and prior to
June 30, 1991, may issue, sell and deliver Other Floating Rate
Dedbt, Commercial Paper, Debentures, Overseas Indebtedness, For-
cign Securities, Notes and Loans (collectively referred to as
Debt Securities). Edison may also fully guarantée such Debt
Securities if issued by its Affiliate. The proceeds of these
sales may be loaned, at cost, to Edison or to another Edisen

affiliate. Those Dedbt Securities mayeinclude one or a combina-

tion of features to enhance Debt Securities as set forth in

~25=
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greater detail in the application and may be issued upon terms
and conditions substantially consistent with those set forth in,
or contemplated by, the uapplication and any letters, documents,
exhibits or information submitted to ﬁhe Commission Advisory and
Compliance Division (CACD) in connection with this proceading.
The total aggregate principal amount of issuances of Dedt Securi~
ties and guarantees which may be mude under the application shall
not exceed 3900,000,000.

2. Edison’s proposed issuance and sale of its Debt
Securities are exempt from the requirements of the Commiszsion’s
Competitive Bidding Rule.

3. Edison may issue, sell and deliver its Debt Securities
by negotiated public offerings, negotiated private placements or
by means of competitive bidding.

4. Edison may shorten the period of time between the
issuance of an invitation for bids and the scheduled receipt of
bids to a period which is the shortest time reasonably required in
order to obtain & sufficient number of bids from underwriters,
purchasers or other groups. Ediszon may accelerate, postoone or
cancel the scheduled date and time for receipt of bids, reject all
bids submitted, request the resubmission ofrbids, reschedule sub-

sequent receipt of bids and vary the amount, terms and cbnditions

of the Debt Securities submitted for bids, all of the above to be

without newspaper publication.
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5. If the Debt Securities are sold by means of a public
offering, Edison shall file with CACD three copies of its final
prospectus pertaining to the Debt Securities, as soon as practic-
able, after the prospectus is available.

8. Edison muy execute and deliver an indenture or one or
more supplemental indentures in connection with the issvcance and
sale of any Dedt Securities hercunder.

7. Edison may renew and/or refund Commercial Paper and
QOther Floating Rate Debt issued under the application‘so that the
combined term of the obligation may excced.la months without <the
need for further authorization from the Commission.

8. Edison may arrange Credit agreements or other credit
facilities as may be necessary for tﬁe Purpose oI issuing the
securities as set forth in, or contemplated by, the application
or such other documents filed or to be filed with CACD in coanec-
tion with these proceedings and may modify these credit facili-
ties in the manner set forth in the application without further
authorization from the Commission. |

8. Edison shall file copies of all interest rate swap
agreements and other swap related reports as described in this
decision with the CACD.

10. Edison shall submit an original and four copies of the
reports required by ordering paragraph 9 to the CACD with &
transmittal letter stating the application and decisien numbers.

Parties need not bYe served with copies of the reports unless they

=-27=




A.88-03-024 CACD/KLE #

request this service in writing. When service is made on parties
who request copies of the report, Edison shall attach to its
report a certificate showing service by mail upon all those
requesting copies. The director of CACD shall send the original
and one copy to the Docket Office for filing.

11. Edison shall apply the procest of the indebtedness
authorized solely for the purposes of financing its. Fuel inven-
tories as specified in the application and shall not use the

funds for other operating expenses, capital additions or pay-
ment of dividends.

12. Edison may amortize costs associated with the

© reacquisition of Debt Securities and.include such amounts as part
of the financing expense related to Fuels.

-13.  Within 30 days after awarding the contract for the sale
of its Debt Securities by competitive bidding, Edison shall file
a written report with the CACD, showing for each bid received,

the name of the bidder., the price., the interest rate and the cost

«v of money to Edison based on the price and interest rate.

14. Within 30 days after the issuaﬁce and. sale of any series
of Debt Securities by means of negotiated underwritten public
offerings or negotiated private placements, including commercial
bank borrowings, in either the domestic or foreign markets, Edison
shall file with the CACD a report showinj‘why the resuiting inter-

est rate and cost of money were the most adVantageouS to Edison

and its ratepayers.
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15. For any Debt Securities sold by competitive bidding.
Edison shall file a written report with the CACD showing, for each
bid received, the name of the bidder, the price, interest rate,
and cost to Edison based on the price and interest rate within
five business days.

16. If the Debt Securities are sold in a public offering,
Edison shall file, with the CACD, three copies of its final
prospectus pertaining to the Debt Securities as soon as it is
availlable.

17. If Edison enters into contractual agreements to induce
third parties to provide credit enhancements in conjunction with
the issue and sale of Debt Securities, within 30 days after the
issuance and sale of -any series of Debt Securities, Edison shall
file with the CACD a detailed listing of the costs of the credit
enhancements and a report showing why Edison believes the cost of
money and cost of the credit enhancements were advantageous to
Edison and its ratepayers.

. 18. This decision does not authorize Edison to engage in any
transactions that would be prohibited by Commission Deci=zion
88-01-063 dated January 28, 1988 authorizing Edison to form a
holding company or by Senate Bill 1184 if this bill-ls enacted

into law.

19. Edison shall file the reports required by ngeral Order
Series 24.. -
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20. This decision does not replace or su§§rsede D;87-01-014
-as modified by D.87-08-001 and D.87-05-059. These decisions
remain in full force and effect.

2l.: The application is granted as set forth above.

The authority granted by this ordei to issue Debt
Securities to finance Edison’s Fuels Inventories shall become
offective when Edison pays 3$340,500, the fee set by PU Code
Section 1304(b) after taking credit for the redemption of
$62,000,000 of Preference Stock, 7.375X% Series; the redemption of
$58,802,000 of First and Refunding Mortgage Bonds, Series UU; the

retirement of $12,000,000 of First Mortgage Bonds, 4-1/2% Series
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and the redemption of up to $98,200,000 in commercial paper issued

for the puxchase of fuel oil inventory. In all other respects,

this order is effective today.

Dated _JUL 22 1988

» at San Francisco, California.

STANLEY W. HULETT
L - President
DONALD VIAL =~
FREDERICK R. DUDA
G MITCHELL 'WILX
JOEN B. OHANIAN

PUBLIC UTILITIES COMMISSIO
- STATE ‘OF CAUFORNIA

I CERTIFY.- THAT-THIS, b

RTIF THIS-DEC
wxgs*ApPRoveu_ev-.rHE'-Asgch
COIMISSIONERS TODAY.

VAR

7L
rWeisser:
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10. There is
delay granting the authority requested.
Congluzrions of Law

1. A public hearing is not necessary.

2. The application should be granted to Hfe extent set
forth in the order which follows.

The proposed Debt Securities arefor lawful purposss and
the money, property or labor to be obtaified, or paid for, by the
them is required for these purposes. Mfroceeds from the Debzt
Securitiss may not be charged 10 opfrating expenses or income.

The following order sholild be effective on the date of
signature and payment of the Lg2 set by PU Code Section 1904(b)
o enable Edison to issue ity Dabt Securities expeditiously.

QBRRER

IT IS ORDERED ghat:

Southern Caldfornia Edison Company (Edison), at any

time or times after fhe effactive date of this ordqr and prior %o

June 30, 1991, may issue, sell and deliver Other Floating Rute
Dedbt, Commercial Paper, Debentures, Qverseas Indebtedness, For-
eign Securitifes, Notes and Loans (collectively referred to as
Dedt Securities). Edison may also fully guarantee such Debt
Securities if issued by its Affiliate. The proceeds of these

sales niy be loaned, at cost, to Edison or to another Edison

b=




