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Decision 89-08-021 . August 3, 1989

BEFORE THE PUBLIC_UTILITIES«COMMISSION OF THE STATE OF CALIFORNIA

Tn the Matter of the Petition of )

SOUTHERN CALIFORNIA EDISON COMPANY ) , ‘

for an Order Amending Decision ) Application 88=-05-012
)
)

88-07-069 modifying Edison’s Authority (Filed May 6, 1988)
for Interest Rate Swaps (U 338-E) ;

QP INTION

By Decision (D.) 88-07-069 dated July 22, 1988, the
California Public Utilities Commission (Commission) authorized
Southern California Edison Company (Edison) to enter into interest
rate swap contracts subject to certain restrictions to finance a
portion of the fuel o¢il, nuclear fuel and coal inventories (fuels)
Edison uses for electric generation. ..In its Petition Edison seeks
to clarify and to chhnge that authority. By this decision the
Commission grants in part, and denies in part, Edison'svrequests.

1. Item 2.C. on page 16 of D. 88-07-069 requires Edison
to report separately all swap receipts and/or payments in all
monthly and annual financial reports to the Commission. Edison
requests that the requirement be modified 50 that Edison may submit
one ﬁonthly report showing swap receipts and payhents 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 outstanding.

The Commission Advisory & Compliance Division (CACD)
recommends and we concur that the interest rate swaps should be
fully disclosed in Edison’s financial statements filed before the
Commission. A separate reporting of only the interest rate swaps’

summary data would not provide reasonable disclosure :or all users
or Edison's tinancial statements.
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2. Item 3.¢. on page 17 of D. 88=-07-069 states that the
¢ost savings resulting from the reduction in the required backup
lines of c¢redit will be refunded to ratepayers through an offset
against subsequent bace rate changes.

However, Edison does not recover the ¢ost 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 offset against
subsequent base rate changes. Edison intends to reduce its backup
lines when it enters into swaps, and the resulting ¢ost savings
will automatically be passed on to ratepayers through ECAC.

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

3. Item 3.d. on page 17 of D. 88~07-069 states that
regardless of the interest rate specified in the gwap 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. | o

However, Edison’s recovery of financing costs for Fuels
is not based on the Federal Reserve Board's-9o-day'1nterest rate.
Ed;son s recovery is based on a forecast of its actual cost,
pursuant to D. 87-11-013.

The CACD recommends and we concur that item 3.d. on page
17 of D. 88-07~069 be amended to indicate that Edison’s recovery of:

flnancing costs for Fuels' is. based on a torecast of its actual
costr pursuant to D. 87-11-013.
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4. Item 4.a. on page 17 of D. 88=-07-069 states that all
swaps shall be denominated in U.S. dollars with no other associated
hedging devices.

Edison states that in its orzglnal Application
(A. 88=-05-012) it requested authority to enter into swap agreements
for all of the types of financings set forth in the Application,
including debt issued in a foreign currency.

~ The CACD has reviewed Edison’s statement and has
concluded and recommends that the restrictions set forth in Item
4.a. on page 17 of D. 88-07-069 should be deleted. We concur with
thelr recommendation. |

5. Edison requests that the Commission clarlzy that an
interest rate swap will not be treated as additional debt for
purposes of calculating the amount of authorization used.

The CACD recommends and we concur that D. 88-07=069 be
amended to indicate that an interest rate swap for regulatoery
purposes is neither an increase noxr a decrease in authorized levels
of financing. If Edison wishes to swap $100 million of medium term
notes in lieu of issuing $100 mxllzon of commercial paper it must
£irst have authority for the commercial paper and for interest rate
swaps and then the swap shall count against that‘commercial,paper
authority. : ‘
' 6. Edison stated in its original application that either
Edison or a direct or an indirect subsidiary of Edison
(#Affiliate”) that is engaged in qctivities regulated by the
Commission might enter into swaps, and that swaps entered into by
an Affiliate might be gquaranteed by Edison. Edison recuests
clarification that the Commission authorizes Edison to guarantee
swaps entered into by an Affiliate.

It is noted that Ordering paragraph 1 of D. 88-07-069
states in part that ~Southern California Edison Company (Edison),
- « » may also fully gu#rantee such Debt Securities if issued by
its Affiliate. Those Debt Securities may include one or a ,
combination of . features to enhance Debt Securities as set !orth in




A. 88-05-012 CACD/DML’

greater detail in the application and may be issued upon terms and
conditions subotantially consistent with those set forth in, . . .
in connection with this proceediﬁg.” Therefore, there is no need:
for further modification. '

QRDER
IT IS ORDERED that the Petition to Amend D. 88=07~069 is

fhereby granted to the extent presented below.

1. D. 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 to- ratepayers through the normal ECAC
proceeding.” :
2. D. 88-07-069 is modified as follows:

Item 3.4. on page 16 is modified 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. D. 88-07-069 ‘is modified as follows:

Item 4.a. on page 17 is deleted from the decisxon.

This Oxrder becomes effective today.

Dated August 3, 1989, atﬁSanuFranciqco,”Caiitornia.

G- MITCHELL WILK.

: - President © |
FREDEPICK R. ‘DUDA
JOHN B. OHANIAN .
PATRICIA M. ECKERT

' Commxssioners

Commissioner stanley~w. Hulett,
being necessarily absent, did
not participate.~

| CERTIFY THAT THIS DECISION: *
WASNAPPROVED ‘8Y THE ABOVE.
commsssowzns TODAY. |
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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION QF THE STATE OF CALIFORNIA
Pl

In the Matter of the Petition of ) (:g.%;ﬁzpﬂfﬁﬂfﬁ

SOUTHERN CALIFORNIA EDISON COMPANY ) %JUL?L[ S [iéuli

for an Order Amending Decision ) Application. F8=0%ieaailu

88-07-065 modifying Edisen’s Authority) ‘(Filed' May 6, 1988 )

for Interest Rate Swaps (U 338-E) ) T °

By Decision (D.) 88=07-069 dated July 22, 1988, the/’
California Public Utilities Commission (Commission) authoziged
Southern California Edison Company (Edisen) to enter %9x6:interest
rate swap contracts subject to certain restrictians;po finance a
potion of the fuel oil, nuclear fuel and coal ing;ntories (Luels)
Edison uses for electric generation.v In its Pe;@tion Edison seeks
to clarify and to change that authority. By’;his.decision the
Commission grants in part, and denies in part, Edison’s requests.

1. Item 2.¢. on page 16 of D. aﬂizt-069 requires Edison
to report separately all swap receipts '/d/or payments in all
monthly and annual financial reportg/cOvthe Commission. Edison
requests that the requirement be modified so that Edison may submit
one monthly report showing swap/xééeipts-and payments rather than
including that information in every financial report filed with the
commission.  This réport wgyld only be filed for months during
which an interest rate swap is outstanding. : :

The cOmmigfigp Advisory & Compliance Division (CACD)
recommends and we concur that the interest rate swaps should be
fully disclosed in Edison’s financial statements filed before the
Commission. A sepdéate reporting of only the interest rate swaps’
sunmary data would not provide reasonable disclosure for all users
of Edison’s financial statements. o




2. Item 3.c. on page 17 of D. 88-07-069 states that the
cost savings resulting from the reduction in the required backup
lines of credit will be refunded to. ratepayers through an offset
against subsequent base 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 financxng cost for each of
Edison’s Fuels, and those costs are: recovered ough ECAC.
Therefore, Edison believes it is not appronr;ate that the savings
fxom reduced backup lines be treated as an offset against
subsequent base rate changes. Edison Lntends to reduce its backup
lines when it enters into swaps, and thﬂ result;ng ¢ost savings.
will automatically be passed on tﬁ/ratepayers through ECAC.

The CACD recommends and we concur that item 3.¢. on page
17 of D. 88=07-069 be amended to reflect the reduction in rates
caused by reduced lines of c:edxt and commercial paper transaction
costs in the energy cost. adaustment clause (ECAC) rather than base
rates. Such costs shall till be audited by the Division of
Ratepayer Advocates (DRAQ. :

3. Item 3.;.1( on page 17 of D. 88~07-069 states that
regardless of the interest rate specified in the swap agreement,
Edison will continuyxto receive recovery only at the Federal
Reserve Board’s 9 ~day interest rate plus the other adopted costs
in rates.

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

Edison’s recovery is based on a forecast of its actual cost,
pursuant to D. 87-11-013.

D//’The CACD recommends and we concur that item 3.d. on page
17 of 88-07-069 be amended to zndzcate that Edison’s recovery of

finan mng costs for Fuels is based on a torecast of its actual
cost/ pursuant to D. 87—11-013..
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4. Item 4.a. on page 17 of D. 88~07-069 states that all
swaps shall be denominated in U.S. dollars with no other associated
hedging devices.

Edison states that in its original Application
(A. 88~05=012) it requested‘authority to enter into-swapfg;reements
for all of the types of financings set forth in the @pﬁlication,
including debt issued in a foreign currency.

The CACD has revzewed Ed;son s statement and has
concluded and recommends that the restrlctzons et forth in Item
4.a. on page 17 of D. 88-07-069 should be deléted. We concur with
their recommendation.

5. Edison requests that the cOmmzsslon,clarlry that an
interest rate swap will not be treated as additional debt for
purposes of calculating the amount ot//uthorxzatxon'used,

The CACD recommends and we concur that D. 88~07-069 be
amended to indicate that an interégt rate swap for regulatory
purposes is neither an 1ncreasg/nor a decrease in authorized levels
of financing. If Edison wishes to swap $100 million of medium term
notes in lieu of issuing S;qp million of commercial. paper it must
first have authority for tye,ccmmergial‘paper‘andvtor interest rate

swaps: and then the swap shall count against that commercial paper
authority. '

J'"

¢,"

6. Edisen stated in its original application that either
Edison or a direct og/an indirect subsidiary of Edisen
("Affiliate”) that is engaged in activities regulated by the
commission might epﬁer into swaps, and that swaps entered into by
an Affiliate mig%ﬁ'be guaranteed by Edison. Edison requests
clarification that the Commission author;zes Edison to guarantee
swaps entered mnto by an Affiliate.

It is noted that Orderlng paragraph 1 of D. 88-07-069
states in part that ”“Southern California Edison Company (Edisen),
. . . may,alse fully guarantee such Debt Securities if issued by
its Affiliate. Those Debt Securities 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 terms and
‘conditions ubstant;ally cons;stent with those set forth 1n, - e .
in. connectlon with this proceed;ng. Therefore, there is no. need
for further mod;f;catzon.

| QRDER .
IT IS ORDERED that the Petition to Amend D. 88~
hereby granted teo the extent presented below. '

1. D. 88-07-069 is modified as follows:

Item 3.c. on page 17 is modified to *éad 7These cost -
savings are to be passed on to ratepayer° through the normal ECAC
proceeding.”

2. D. 88-07=069 is modi:tied as /f,onows::

Item 3.d. on page 16 is modified to read ”Regardless of
the interest rate specified in‘the-;wag/ggrecmént; Edison will
continue to receive recovery based on dison’s actual costs.”

3. D. 88=07- 069 is modzfmed as follows:

Item 4.2. on page 17 & /deleted from the decision.
This Order becomes eftect;ve teday.

Dated ' o " ,at San Francxsco, Calzfornxa.

G. MITCHELL WILX

' Precident

FREDERICK R. DUDA

JOEN B. OHANIAN. ,

PATRICIA M. ECKERY
cOmmmssmonex¢

" commissioner Stanley W. Hulett, = .
“being neces sar;ly ab,ent did. not Ry
“.partmczpatc., 3 '

o~
-

| CERTIFY THAT ms’b’scns*on‘ o
WAS. APPROVED BY TWE ABOVE. -
COMMISSIONERS' TODAY. x

Vicfor Weisser, Executive Director




