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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Petition of ) 
SOUTHERN CALIFORNIA EDISON COMPANY ) 
for an Order Amending Deeision ) 
88"';07-069 modifying Edison's Authority) 
for Interest Rate swaps '(~ 338-E) ) 

, ) 

o po tNt' 0 N 

Application 88-05-012 
(Filed May 6, 1988) 

By Deeision (0.) 88-07-069 dated July 2'2, 1988, the 
California PuDlic utilities Commission (Commiss,ion) authorized 
Southern California Edison 'Company (Edison) to enter into, interest 
rate swap eontract~ subject to· eertain restrietions to finance a 
portion of the fuel oil, nuclear fuel and coal inventories (fuels) 
Edison uses for electric generation. ,.In its Petition Edison seeks 
to elarify and to chanqe that authority. By· this. decision the 
commission qrants in part, and denies in part,. Edison's requests • 

1. Item 2'.c. on paqe 16 of D. 88-07-069 requires Edison 
to report separately all swap· receipts and/or payments in all 
monthly ana annual financial reports to the Commission. Edison 
requests that the requirement:be modified so that Edison may submit 
one monthly report showinq' swap receipts and payments rather than 
including that information in every financial report filed with the 
Commission. This report would only :be filed for months during 
which an interest rate swap is outstand'ing. 

The Commission Advisory & Compliance Division (CACD) 
recommends ana we coneur that the interest rate swaps should :be 
fully' disclosed in Edison's finaneial statements filed :before the 
Commission. A sepa=~te reporting of only the interest rate swaps' 
sum:mary data would not provide reasonal:>le disclosure for all users­
of Edison's' financial .ta~emerits. 

" 
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A. 88:-05-012 'CACD/DML 

2. Item 3.c. on pa~e 17 ot D. 88-07-069 states that the 
cost savings resulting from the reduction in the required backup 
lines of credit will ~e refunded to ratepayers through an oftset 
3qainst s~sequent ~3se rate changes. 

However, Edison does not recover the cost of its backup 
lines for Fuels through base rates·. Those backup, lines are 
included as part of the commercial paper financing cost for each of 
Edison's Fuels, and those costs are recovered through ECAC~ 

.Therefore, Edison believes it is not appropriate that the savings 
from reduced backup lines be treated as an offsetaqainst 
s~sequent base rate changes. Edison intends to· reduce its backup 
lines when it enters into swaps, and the resulting, cost savings 
will automatically be passed on to· ratepayers through ECAC. 

The CACD recommends and w~ concur that item 3.c. on page 
17 of D. 88-07-069 be alnended to reflect the reduction' in rates 
caused by reduced lines of credit and commercial paper transaction 
eos,ts in the energy cost adjustment clause (ECAC) rather than base 
rates .. Such costs shall still'be audited by the Division of 
Ratepayer Advocates (ORA). 

3.. Item 3.d., on page 17 of o. 88-07-069 states that 
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. 

However, Edison's recovery of financing costs tor Fuels 
is not based on the Federal Reserve Board's 90-day interest rate. 

. , 

Edison's recovery is ~ased on a forecast of its actual cost" 
pursuant to O. 87-11-013. 

The CACO recommends and we coneur that item 3.d. on page 
17 of O. 88-07-069- be amended to indicate that Edison'~recovery of 
financing costs for Fue1sis.,·based, on a forecast ot, its actual 
cost,- pursuant to O. 8-7-11-013. 
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4. :Item 4 .. a. on page 17 of 0.88-07-069 states that ,all 
swaps shall be denominated in u.s. dollars with 'no other'associated 
hedging devices. 

Ed'ison states that in its original Application 
(A. 88-05-012) it requested authority to enter into swap agreements 
for all of the types, of financinqs set forth in the Application, 
including debt issued in a foreign currency. 

The CACO has reviewed Edison's statement and has 
concluded and recommends that, the restrictions set forth, in Item 
4.a. on paqe 17 o,f O. 88-07-069 should 'be deleted. We concur with 
their recommendation. 

S. Edison requests that the Commission ~larifY that an 
interest rate swap will not be treated as additional debt for 
purposes of calculatinq the amount of authorization used. 

The CACO recommends and we concur that o. 88-07-069 be 

amended to indicate that an interest rate swap- for regulatory 
purposes is neither an increase nor a decrease in authorized levels 
of fi~ancinq. If Edison wishes to swap $100 million of medium term 
notes in lieu ot issuinq $100 million of commercial paper it must 
firs.t' have authority tor the commercial paper and f,orinterest- rate 
swaps and then the swap- shall count' aqainst that,' commercial paper 
authority. 

6. Edison stated in its oriqinal application that either 
Edison or a direct or an ind'irect subsidiary of Edison 
(*Attiliate*) that is enqaged in activities regulated by the 
Co:mmission miqht enter into swaps,,. and that swaps entered- into by 
an Affiliate might be guaranteed by Edison. Edison requests 
clarification that the Commission authorizes Edison to quarantee 
swaps entered into by an Aftiliate. 

It is noted that Orderinq paragraph 1 of D. 88-07-069 
states in part that A'Southern California Edison COmpany (Edison), 
..... may also fullyquarantee such Debt Securities it issued by 
its Affiliate. Those, Debt- Securities may include one ora 

, " I 

combination of features, to enhance Debt,' securities as set forth in 
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:~ greater detail in the application and may ~e issued upon terms and 
conditions substantially consistent with: those set forth in" ••• 
in connection with 'this proceedinq." Therefore,. there, is no'neeCl 
for further modification. 

~ 

• 

QRPER 
IT IS ORDERED that the Petition to Amend D. 88'-07-069' is 

,here~y qranted to the'extent presented·~elow. 

1. O. 88-07-069 is modified as.follows: 
Item 3.c. on page 17 is modified to read "These cost 

savings are to be passed on t~ratepayers through the normal ECAC 
proceeding'." 

2. O. 88-07-069 is modified as follows: 
Item 3.d. on page l~ is lnodified to read. "Regardless of 

the interest rate specified in the swap agreement" Edison will 
continue to receive recovery based on Edison's actual costs." 

:3.. 0_ 8'8-07-069 'is modified· as follows:: 

Item 4 .. a.on paCJe 17 is deleted, from the dec:i:sion .. 
This Order becomes effectiv~' today .. 
Dated AUCJUst 3:" 1989 I at San Francisco, eaiitornia., 

G. MITCHELLWlLK 
President' 

FREDERICK "R.,'DO'OA 
.10HN: B..: OHANIAN' 
PA'I'RICIA, M. ECKERT' 

Commissioners 

Commissioner 'Stanley W~Hu1ett, 
beinCJ necessarilY,absent,. did. 
not participata .. ,·: ' 

. , 

J CfFiTtl:Y'~THAT 'THIS ,OeOsrON' ' 
WAS."APPROVEO 'BY .THE ABOVE 

~
C~.MMbJJ,lSSl." 0IJiJuNERS: T?OA;~ 

~, ., 1.. 

, .- I', " I, ..... , , 

... , • .' • _I " '/<I 

, . ~',.,~, ,," ' .. 
, , . > 

Vl<.fofW.iw:r, ex.cutive ot~ 
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Decision 
89 OS 02l. AUG' 3 1989 -----

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
r:.' i;:'"\ r'I r-.. -. ""'.r"l In the Matter of the Petition of) , .'. 'j"'~'" I ";, r: ~ 

SOUTHERN CALIFORNIA EDISON COMPANY ) I J j Lfi ) i i! :5"1 i ).' , i U l·l 
for an Order Amending' oecision ) Application. 'gS-_~~~.L.rUW· 
88·-07-069 modifying Edison"s Authority) '(Fi:-ed, May 6,. 1988) 
for Interest Rate Swaps' (U 338-E) ) 

.. ' ) 

/ 
I 

9' p:, IN I OJ! 

By Decision (D.) 88-07-06,9 dated July 22, 1988, th~ 
California ~lic Utilities Commission. (Commission) autho~ed 
Southern California Edison Company (Edison) to enter i~ interest 
rate swap contracts sUbject to certain restrictions ~ ~inance a 

/ 
potion of the fuel oil,. nuclear fuel and coal in~ories (tuels) 
Edison uses tor electric generation. In its Pet.1tion Edison seeks 
to clarify and to change that authority. By th"is decision the 

/ 
Commission grants in part, and denies in p~, Edison's requests • 

1. Item 2.c. on page 16· of D. 8;(-07-069 requires Edison 
to report separately all swapreceipts~d/or payments in all , 
monthly and annual tinancial reports,r0' the commission.. Edison 
requests that the requirement be modified so· that Edison may submit 
one monthly report showinq swap~ceiPts and payments rather than 
including that info~ation in~every financial report filed with the 
commission. This report would only ~e' filed· for months during 
which an interest rate swap is outstanding. " 

The commiss..ion Advisory '& Compliance Division (CACD) 
/ . . 

reeommends and we con~r that the interest rate swaps should be 
fully disclosed in E.lison"s tinancial statements tiled betore the 
commission. A se~~ate reporting ot only the' interest rate swaps' 
sUlt\l!lary data woulk.not provide reasonable disclosure tor all users 

. / . '. 
of· Edison's !i ancial 5tatements~' , 

/ 
! 
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2. Item 3.c. Qn page 17 of 0 ... 88-07-069 states that the 
cost savings resulting from the reduction in the required backup 
lines of creait will be retunaea to· ratepayers through an ottset 
against subsequent ba~e rate ehanqes., /-- ku 

HQwever, Ealoson c1oes, not reCQver the cost/t :I. ts bac p 
lines for Fuels through base rates. 'l'hQse baekul'l'lines are 
incluc1ed as part Qf the commercial paper financing cost tor each ot 

I' ' 
Eaison's Fuels, and those costs are'recovere~ouqh ECAC. 
Therefore, Edison believes it is not appropriate that the savings . / .... . from reduced backup llones be treatec1 as an o~~set agal.nst 
subsequent base rate changes.. Edison in'tends to. reduce its backup 
lines when it enters into swaps, and/the resultinqeost savings 
will automatically be passed on to/ratepayers through ECAC. 

The CACO recommends an~we concur. that item 3.c. on paqe 
/ . . l7 ot O. 88-07-069 be amended to· reflect the reduct loon ~n rates 

caused by reduced lines ot cddit, and commercial paper transaction 
costs in the enerqy cost a~j~stment clause (ECAC) rather than base 
rates;. Such costs shall sfill be auditec1: by the Division of 

/ 
Ratepayer Ac1voeates (ORA~ .. 

3.. Xtem 3.c1( on paqe 17 ot D. 88-07-069 states that 
reqardless of the i~erest rate 
Eaison will eontin~ to receive 

I 

specified in the swap, agreement, 
recovery only at the Federal 
rate plus the other adopted· costs 

in rates .. 
Reserve Board'l.9 -day interest 

Howe.: er, Edison's recovery ot financing costs for Fuels 
is not basea;6n the Federal Reserve Boara's 90-day interest rate. 
Eelison'S r,covery is basea on a forecast of its'actual cost, 
pursuant tQ D. 87-l1-013. 

/The CACD recommends. and we concur that item 3.d. on page 
17 of 01. 88-07-069 be amended to indicate that Edison's recovery of 
financing costs for Fuels is based on a forecast.ot its actual 
cost! pursuant to o. 87-ll-013 • 
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4. Item 4.a~ on paqe 17 of D. 88-07-069 states that all 
swaps shall be denominated in U •. S. dollars with no other associated 
hedqinq devices. ,-.... 

Ed'ison states that in its original Application // 
CA. 88-05-012) it requested.authority to- enter into· swapl'aqreements 

. I I .'" to • for all of the types of f.l.nanc.l.ngs set forth .l.n the Appl!l.catl.on, 
including debt issued in;a foreign currency. /' 

. The CACD has reviewed· Edison's statemeX)t and has 
. •• / I 

concluded and recommend~ that the restr.l.ct.l.on~et forth .l.n Item 
4.a. on page l7 of D. 88-07-069 should :be del'eted.. We concur with 
their recommendation. ~ . 

5-. Edison requests that the Commission clarify that an 
/ 

interest rate swap will not :be treated/as additional debt for 
purposes of calculating the amount o~authorization used~ 

I The CACD recommends and w.e coneur that O. 88-07-069 :be 
amended to indicate that an intere~t rate swap for regulatory 
purposes is neither an increase~or a deerease in authorized levels 
of financing. .If Edison wishes to- swap $lOO million of medium term 
notes in lieu of issuing Sloo/million of commercial. paper it must 
first have authority for ~commercial paper and ~or interest rate 

I' . 
swaps: and then the swap s~all count against that commercial paper 
authority. ~ 

&. Edison stated in its original application that either 
I 

Edison or a direet or/an indirect subsidiary of Edison 
/ 

e~Affiliate") that.~s engaged in activities regulated by· the 
commission might enter into swaps, and that swaps entered into by 
an Affiliate mig~t' :be. guaranteed by Edison. Edison requests 
clarifieation that the Commission authorizes Edison to guarantee 

/ 
swaps entered into by an Affiliate. 

It 1~ noted that ord~ring paragraph 1 of D. 88-07-069 

states in Patt that "$outhern California Edison Company (Edison), 
I 

.... maYlalso fully guarantee such. Debt Securities if issued:by 
its Affiliate. Those Debt Seeurities may include one or a 
cOmbination of features. to· enhance Debt. Securities as set forth in ! . 
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greater detail in the application and}may be issued'upon tenus and: 
conditions, s~stantially consistent wi~h those set' 'forth in', ••• 
inconnec:tion with, ,this proc:eeding.1W' ,/I'here'!or'e,. there is no, need· . 
for further :modification. /" 

/ 
QR~EB / 

IT IS ORDERED that the Petition to Amend D. 88-0~-069 is 
hereby granted to the extent presented below..' 7' ,,', 

l. D. 88-07-06,9 is modified as follows: ' 
Item :3 .. c. on page 17 is mod:ified to ::ea-d "The$e cost ' 

", / 
savings are to be passed ,on to ratepayers thro~h the normal ECAC 
proceeding." , / 

, 2. D. 88-07-069 is modified as ~llows:: 
" / 

, Item 3.d. on paqe 16 is modi tied to read "Regardless of 
the interest rate specified in the swa~qrecment, Edison will 
continue to, receive recovery based o~dison"saetual costs.." 

:3 • O. 88-07-06,9 is: modifi-ed as, follows:, 
, 'I 

Item 4. a... on page 17 is teleted .' from the' decision. 
This Order becomes effective tod.ay .. 
Dated ' ,,' , .' / ,at'SanFraneiseo, California. 

G. ,MITCHELL WILK 
President, 

FREDERICK' R.. DUOA 
JOHN B,. ,OHAN,IAN.' 
PATRlCIA,M~, EC~RT 

Commissioners 

Commissioner ,St'anley W. Hulett" 
,'be'in~~ec:essarily a}:)sent~ did not 
, partJ.clpate .. ' 

,- 4 -, 

"';.- ; 

,,-' 

" /" , 

I CERTIFY' THAT THlS":'OEOS10N, , 
WAS APPROVED:;YX 'tHE ABOVE, , 

4tj4r~DAY.' 
UI/.97Wfju!J . 

/ • c~~· C"--Victor WetS50t, ~U'tiye It ......... 


