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;, i ','dO £.1 j J~"l • ',n, I XI> I ~)d J 110 1»3 t(~N riO 0: N) j j:..) 1'j j2 ~n JW).~lJ 8 GVHf Gfi oj 

~'1U y) [fl .. >! floL.;,di <0 9IiJ Jr./J J ·).1f:lrqcnqqf, l.d .Ii ~1U{'J Dv".i:I~d 

. J;~.',d J 0.1 faq~fio:Gafl,'and rEleotrioiC6fi\pany;; (po'S) ';>:"'Sotithef'fii n 1 ~QCl 

California'Edison Company (Edison), and San Dtego Gas & BlecfPI81 

i.' CompanYJ(SDO&E) r seekflto:m6dify:'·OaOiDi6n~J to t )'987 .. 05!062 q (Decision) 
!r~latiI\gntojtheiestabli8hrntll\t attdf6~~i"aEi6jVof q{Ucl€A~ 1 :J~,n 9d J n i 

decommiesioningi'lbrustlJtund{f ~fi'1The ~Divi{jfotF6f': IUiEe'paydr LAd-v68li.t!/ls 
(ORA), whioh:::ot'iginallyq)rotested th~ :'pEitiiti~fi§P obt'afn€d fiJj f j :....,~.1 

mod~fications )t()~ the iut-i·l·ities \' ori'giiial'{-~lar\?arld;f"ii6W0sup)SOtt!d ':'t'Re 
.modifi.~d prop<)9al'~') There' jare _·Jl6·r6thtH~· pl"ot:est's)fl9Mj39vftl -~:Hj:j;:n{9 

(Background h0il.cbo~<I s~ .. '(noirdqO ni'j9JnI) ()'O-Of-Ee.(f flI 

On October 24, 1992, the Nationa-l!:EnEii'gy!:Poll<!'yC-A'ct' f'bf<J 
1992 was signed i'nto (-law) s\~mo'ng ~otner tH~ngs,' rtl}i'8'~le4fslatioI\ 
modif ied certa'rJ(fDJf€J(P;'10~fh ;bl<)1~r6I h9If{J['Il~, J LgtUaiO 

- non b~l .. . c:; .~P'0:.Jt.H> lJ ~Ln IN-l~'J .. \ ~~" ... q .ftv-Aj 
decommissi6niilg (trust (.fundS. bfSpecifidal'ly p t;,niill:l~gfslation 
reduced the FEfd€f'J.<f J a1P1!j!a1 <'\(~ :r c?Ji:!{l¥ jg~-:t8bh 'jltf 1d 9If~om the 

ned 6'tl n'J'1 :.11tll160'~ ~!!:(y!J?~ -t:.> ... .l. J ~,'r';' R.! , .. ,,0 .•. ~)~ .... 
current rate of 34\ ,toc22% fin· 1994.J[and to! 20\~I-rd 199frflH In addition 

the legislat
fr6j{ ~{tMb~~~:~d··~~ft~:Jt~-{a)~~~:!:3{iJt¢~J{~nJ'~~f~pvestmet\t 

restrictiQnsfapplicable'~to:qualified:nUol~aY:decornrnis91bning trust 
p r fl'.' '::> <; ~i.f r '~~.r',)E:: -I..,u n (6V ;..{1"<) !IRo:) fw;, • ·(f,I Iof~ 

funds, effect i \f,~ ;~Anf'i~l;:.y.~ l:.1.;}}~Jt~I· l.q;tt<?F)f}:<?'0t;h,\~, ... a .. <Ut~';Lt;J1e funds of 
the qualified trusts ,were!pe"rm'itted ~to'lbe-::i""e8ee(f'~nly; in ' 

• ( A- ,(f o ... ·i11r; .(I.ro-OI-£e.fI) ,".8I10Ij(10 
municipal bonds, treas'ury ·s-ecuritl.es, or time or demand deposits in 
a bank lor, :,i'risured'icredit>,unioh\- [{(See (I JR.OX Se-o'}JI50r!(b1 (21) (ii) as 
made. applicable:-to; thet:qvall'fied1jtrust 'oY ·1). R."d.· <§ f468A(e')'(4,-(C)"<) 

ThePO&:Ei" Edison')'( arid· SIXJ&g,-qu~niffed'[tJ.lUBt ~greementBI 

d · ·,{F-,I:VJl'iJJ::dlidrr-PPl·tl9{JJ 10 ::HJJ6v
1 

i 
execute ~}l)~~J!PP~ It;?(.l~hn! qfPVLRPl aJl~,r~JIlP<,.:'1~}\lffi~<E9).,~-9jJ.9.~ ut on " 
E-3048, cross 00: r·e fereJ1ce",the I· statlltoliY-' provis'i,Ohd)(hoV. tepealed) 

. _(); f":.{)'~)i"'l( r '{0f{:ttpl bU6 f\\'O~Of-((> (J rlC rfj'!ol j~? 
which 1 im~tc:?~ fl •. eo J 11V;~,(BJ-l·}}1JlJ9 c.?P[ Hlfl~~ a.v~.iJ-Clti'~ S_p 1~n}2J)lnd8. In 
addition, iil approving those' agreements for the ciH1foi:'hia 

utilities D~.P.c~J[~S>MDiJsCl\?J1iJ}?-ltej(,!lJtw:JJJ"l~j:~eJt}pX~PJiWJU:ljpption8 
available .to)ithe .fUhds-.( - I(See D"81-~0'3t-09~) :Q4 :CP'u6'-2d'~02, 319, 
Conclusion of Law 5.) Nonqualified trust funds( ·a~es;. p'~l~Atitteci to 

invest 60% of their funds in equity .securities. With the repeal of 

-' :r --
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the investment restriction~Je~J~~1n the tax law, petitioners 
believe that it is appropriate that the Commission modify the 
Deoisi9,IJ ~~m~.Ae«~4~,-~\oJpa~i1r.~st;.t: iot ions i :-iifllanYi ~;tor Apply to these 
f~l}q~~!:.r:{ }. 8J~';) opqin tlf::~ r-;fr, ,(,:G,~IL:-n \,11f:,q>J) 11~):.~H-<·! r,iinol1Jr:.l 

(110iai)8U)Fln~1!Y,rpa~'bJonerQi~sse~t~thatlth~~req~i~eM~~t~irtOluaed 
in the DecifJ$.,QIl,~that1Qthe i<;Qm.m~Qsion approve fallninvestmentl mafjager 
~9~~,~J!~e.t.!~~s )J~~(1Q~£9.m~ GC"mQ~:rf10me •. :{'iTheYbrequest j th~ r.ComrnisSiol'1 '·to 
facilitat~nttr.Y~~ ~~~tlJ!Q~~~tion by .·allowi.ng {theit: iNucl-ear .. l \ U\.9.fJ! 

.".f.~c!.~i.~~~~LD~£9.m!}1h!B~.QJ)i,ng fM~~ter, Trust LCommltt'ees J (ComrHttetl) ftO 

execute inveBtmen~rJn~J)~gEU~ agJ'eemcnts ·lwithou·t- Commisl!ion approvalr • 

In D.93-10-076 (Interim Opinion) we modified f)~'87~o5~062 

tq0a\!.~lJ.?lit~El(p'e'\tt{!.9.J:\el::I)<f.t~ jf<~~ SIiJ ,~ee I ,;,~ "J[)dojs-O flO 
noi J6f n'1\nXe fl,l! (ita), E.\lP.lt;.Q ~Qt:~Qf ttht"Hfair'Jrnarketi . val\Je a .uJ· ... ~(~ I? I 

ot their qt!alified nuolear decommisston t 1'19 ' .,. . ,_. trustl ::"£u'ndBlfrl .lptlb1.fclY 'ef-a<fed'(U. S;'!altd r'rlori·~I9'.) b
r
)I.1 I 1..<' .. " 

flOI JjQ.f~~p,-~q\!i..t-y! ~e ... (J)n·J,tiies 1 ,:~nd . (b) mjp ~t() ·)100.% 'of·1 atl iI!~o~y~b 
the fair~arket v~lue of the truQ~ Funds in . ~'f' 

\. 

~~d j r,0"~i)nvJstrrtent'(grad'e :fi)fedJH\1fbrrt~'JfireC=:\iil~{e\fi,bli?at~'cJ' brud.J<}"{ 

(lui ,J I [)h" £II B~l!.lQ.i2. l}..~911~r. by) Standard and ,poore, :01." .10 9Jri"! _lil:L iLi~ • 

-+i1"j-.- OJ· 0 ~"'*;\~'liVU-~lit:~Jt;.,cZ;'1J~.i2~.~ ,bt:t, _?~h~qy' ,.r'1tl~ng, fai~~l)lp~~~}j;,.f ;:' {P:'1 I ~-;d J 
.J. "'. ~"""1nc u nggoverumen " agenl.: , munic pa , .. 

Jm.ff J un ifl.~Q}:P.Q),'"~_t_~h rQ9x.tgage-fba;ck'e·d/jlasset~bacKedJllnon4)i :J':>i-r J·3<:;( 

,< dollar, and cash equivalent sacvrit~e~. Tht~ ~~" 
10 nhHul ~)rauth1filzlltioR·1l6<e1i hot ·i',tdi.'ude detti~Mtiv"J1.'_U})0 ,"!I'lW} 

. fi i s\.e.ql!J.t.t-J~~p.~'.~J.!.ch (iiff)_finandi~l".; futures: :and j b011 (I ['lIP or! j 
fli .UIBoq';o <:E~l~IJ~'x~) !:~{Pt·J~fol0::P::?r6Ji·f}l;..w~P\'Rt;3f~'·)J ,2bne'-{ (r,ql:->f(W;1 

;:1> (i1) (!~) ~'y'b~ft~qu.eAtJYi).i,1\ .D .. .9.1:-11-Q28lhwe l :further,modffied ;.{m:d h 

P.· ~JrP.5/-P§/~'i.~J\d P .. 9_3::J..C:t- Otl.6.t o., authciri·ze .'petitioners dfi'Ji.J (i(If'- ::bf::-l 

,[] JIIS,';s':,-l't~lt~:;V~lQt::~:iliU~~~~~.~!d 6~~~t:~~airi market ~'~'i' . ... 

nolllJ &~1fb<fnn{i8rs1·orirf{g:' enHft!' flf'ndii :rfiI pUblfbly1[t'J.!ild~~1l b:duJs_ .. ~) 
. tr'<i f .. 90JJ .... ~ ... J.i\ll(bru»t-Jl" • .s.:q e~ityJ.Becuritiesp·~itnit:ed;(as·l ,IJ r.O( <-I 
--.-. ~set-torth in D.93-:'10-076 and. further .lim4tetl "n'1 

flI . af:)ft'f-bgaHl 1:b 'h'cSK:..\f.Fg'p eqifit-Y!~eHb.l~l~i~"dl ~dH~b\r~~'!d 0-::> l:ch,' 
filt!:M.; pJ~~_) ~)jf J "101 'a Jfl'C':19<nllf; 020JiJ erd.VC!-XQq6 HI ,nul: j Ibh6 

aflol·J(Thi1f!lli.itlfoi'lfzJt'lb\\"~~e1r 1l(:ft:·--rrtbltl(iEP'dr~:"¥lV1t9{Ve B9.i jl f 1 JIf 
,elf: ,S:!jteoJl.I.tbJ~.JJ .Qt ~ny'l k-ind'.'J'.(I (D~~94-11:-f028', :mitneo\ 9-idfi.IitW6 

oj f)!)j JlfIfP';q 2;}c: )?Drwl j 3W.U b~i J: 1 I£HpnOa ( . 2. . t-lf3LI :to flola.!Jl :mo:) 
10 I£sq!)'i grlj n:HH .a91jl'"!u~'32 X j {IJp0 eli: abnu:i -11gftJ 10 loa JS9vnl 

-- l; -. 
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P.\l.\>liPl hc"r·ing, 'on; the) b\llance I oft p~tf(.ioners I requests 
was held of{'OCTooo. ~)!.r 6 G:i~?'6'~ O! Atj'~~a~fl'~l ~ft)!h~qo etitioners ,\::>II!)fflJ~) 11IH'_,Io:i Uj Orl'uTJfulP ')llJ II? , 
supported by DRA, filed a Joint Recommendation" (Exhibit 13) 

settling alJ~At1:rNfS.'\.fr,~~gQn~XIJ9~r~\~flr:J9.~\,J9,~n~·G~ec~I!ltnendation was 
Bubject to cross,")'.exaf(\inati(:ml~y'.fthe presid~n~~C<;>mmissioner and the 

presiding ~~.iJrrs~~t~~i~~~l~~~J~~~e~~~lf~~:M~~~~~'!lwas submitted Upon 
the filing ~.fUL~oint:18rieff'bV petitionerQxandEDRA. 
~T~h~e~J=o=i~nt Recommendation 

o 1'b.~.)PClrtle~l recommends bhcib:< thtL maximumE 
~ll9Wab~e;,~quitYdperc~ntage shouldlbe 70\, 

9'lIJ81;wAth,~no.frelJtriotion ':01'1 tHe @mOUr'lbfOf O. S. or 
internatioJ1al Jeql.!itiesf,withiJ\ 1the lallowable 
range. The utilIties should be required to 

9rt~t~te~aQd~ldehbify~in~their re~~ec~iv~T 
~';[{j ,~m.olJ~lfl~eP{>l"ts ltO 'the sCommission ltllte'jx~J 

f}~p~);'{\te! percentage ,!andf: dollC-\r. " am3urtti2 rJ 

,'10'/ciQy~st~d:!!'bU_~SHland inteinationalyequlties. 
SHf; <:;'.l~U ~vi: JnI!J~)9qn brle. b:'pf.;·S~1V~i 

Qi~ J'A'be~~p~t'~Je~Vl'ecorruuefid fthatcupf to i fOOl'·C).f the 
fair IJIArke.t·J)values·~of:thELtruBts Be ~H!U 

,'{jl~}clth9t.iz~ct~to:be inv~stedri'n i.nvesenteJ\~ 
!l ,\ SI:)xgrp.Qe9tJXe<!xi. n<tome '~securiti.es 0 (rated ;BBB- or 

I ,~jf:bJ9b~t'r:bYd!tan<;!ar4 f&:Poor~B .:'or(ancequivalent 
b J lJO,!~atc{ng i1:>l,_Qt.he:r.ira.t,iIig ':agenoief?)li l-irlchiding, 

b1Jt ..:!OQt:.' .im:\ted--to,r _90vermhent,l ia'gency;{ 
b:'JD\mtC!p~lS)ICQ ... porate,i, m6rt9age-backe~;-:9 

asset-backed/fnondollar,-l~and ca'sh "eqUivalent 
securities. 

fOe 1Ir..£1J 'l:)j;';'O-,P JEd) bl1')Y,-'-='>::):YJ 2<)1.1~lcq 9riT 0 
() Tb~fPa.r.tte·s freco-mmend; that·'.tlie \utii;litles 

\ 2.0 i.QbQul<knqt;.jQ~ :authoriz.edFat tltis \tiimen to 
'{f"i:lqyest;:.;t~uat, furtds Fill :alternative Ibi lh~' 

investll'ients;dn~l\lding ,noninvestment, grade 
~no:'1 ftx~(hJ.ncome securiti'es, ~ re'a 12 I escate,i9b 
yJ i:'Jy-~n\:\)t(,h.c:a_pital'l 'and Iprival:'e ~eqUity r and debt 

-l~)d j!=p.lac'~IDent~ (lh ThiiJ ::agreetne.nt· does ;not,vn! 
')LP:r;-~Ql.\lge. utilities i from ~seeking rapP.roval of 

theae:viny.es.t['l\ents {;in ~the future W.lset 8M! 

9I[j ,h:3.f I 11 Iul- cd jn~::') j i[jp~n: jl!:):fl9Ci3ft€fI 

Q:)j'rb~i pa rv.iE\er-.r e<lQ.11)roendt,tl\at) J the,lfol11owing 
• G:) !\4~riy.~tJ.v.Q.~,fappl'ic:atiprts ~be -:authovized lfor 

,r;c\HHU~n-:-_tJi~Lt!r\!et8:';'loq~"1 IElJfHlE 'd9dj (II . 
,jllJp9 9~_hol?~:J:1f'''-) b1/1,x[a 8'31jiIl<Jf] 9rij 

-lf~9~ '10 ,!)vjj'Jfi ,9viS:_<~Lq 8G _Bjfl:-nU8<JVH( 

Gd bJIlo;{n JnS:10f!Bf1f,'.1 s.xonl-b:)xl"l . 9vlac£q 

4 

~--. -"-

, . 
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3.TU .. 1Jae ,ofrrexohartgEH\tradedlfix~d'"i"come 0 

,;or !,:.ifutures and ~optioJ}B'{forl-,puri>6rfes[ 6f 
'10 .2.11 lmanaging tlie intere9tlrate'tri8ki~jcpo8ure 

~) I d ,,'n'J 1 i of '= ad heed t income i wr t £01 101 ufLf 9 j f1 ( 
01 6BLtUor.n :id bilJona u!:,LJi: LL1H edT .9QIlG'J 

Theipart{iea alB6:Jrecoft\iilertd9l:hab~('wiehJthe 
exceptioiU.Oflcur~endy f6rward:{c6ntra0t1s, the 
use LO f· ,I swaps Jafidlothet(i:over4thep~oUfitH!Y-

. :.;:")1 ,.deri vativesfshou1d be f:prohibited')j8M6r~over, 
leveraged and speculative uses are 

~.d j 3prohibitedofor. fall f:derivC1bi ve<::>1.rtveBtti\E!ntB:~ 
Use of· der(vativesltoule:verageithe -"f ifi) 
portfolioj that·;:,isp'.-to irict;e:abe ~the;feqaity, 

'ro -['f.ixed ~.'in¢omei ~'orlcurrenoyf'exPOB\lre')ln'Jexce8B 
JI'~).f rof !!lOO\ rof (the ~,underlyin~i'ca:sh'\lnveEItm~nts, . 
,po H·irtcltld~ng~t.incover~d !option:'p68itH{)Jl~Jfahould 

Q~ :prQ,hiQited.\ '!,cFu~thermbr~i;c tHiej~o~al d 
expoBure·tQJ(~.erivatiV'esc should In6t '..:'ej(<:eed 

JfI') f r25\ t of, the trust -.market'(valile '~~)fjr:i -.:1a:WL 
< - , 

. . (--;~,) [j L·lf.f'::;:J.U 

o The parties recommend that greater than 50\ 
LQf .:..equity dnvestinents' should;. be :'l'Mnage'd 0 

oj p.asBivelYil·Semi~passiVe fequ1t:YI'stratt!gies, 
which are ,nob::fuIly.;act.ive 6rlpassive~rJmay 

0fHbe· considered tone thaI f·~paS8i"e·liin J;Y)Vlll 
det,ermining fthe ,50% .Jlimit~,~ 'HoweVer.;·Yrt& more 

.td9h than \-20\ tof~theibr..usts r ,sertiit=passiVe i"equ1.ty 
investments may:be'\!sedjto' datermliie£wnether 

)0 )the ·.p.a.sst,ve ;;investment;-:n\i'riiMU'lti pt\rceiitiige 
has been ~ meb" 1 Onc'e I the ~.50\ ~~cHIs":i. va 8~' Ii j 
management requirement is fulfilled, the 

lremafrling !e'quity. .p6rtfol,io-:mS1Y jl?ef:i"l}ve'sted 
'wHo ~adt;,ive'ior ~s·emi:~passive~(Jl\ana9'emeQ~·latYles • 

. In their annual reports ~-t"o-)therCommiBsi'on, 
the utilities should categorize equity 
investments as passive,' active, or semi
passive. Fixed-income management should be 

. s .. 
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oJ i-d:;Qpgl<1~~edJ eeparat~ly,) from 1 equitietn'tllth no 
IlP~Q~!v~IX'equi~ement')n hili', \lIr~~q. \;)t?F:IH,',l 

• ~d InH! ~)<-~DlLl 

o The parties recommend that investment 
. management contracts should not be placed :lYJl r.. v~j j lip:} 

.9ut to bid and.th~~ ,thQ curr~n~ reml~reroAnt 
. ,! z,:) Jf> (~n flit{ EHaECtHe'>c<3n\mr~si(jfi':ap~~3\h~..\ AHa f ~i9i\'-'!' _,,'1. 

P!1 t no t n ,:! ['·~·J}Y9Pt@~nt Imanagement;.;:cont:racts .;thr3ugh~'tliEVJ~)·! ':.q "if j 

F,~(J bflf; f:,) f~~lrl~g~t,~r;-~~nf~~~lM~~iHht~~~~~g~b~~au~~;'lb~~iCit-.-: 'fJbrru'l 
1 " 1 .. hI"! ~H{j )c it·" ~d t.Ql>.~Cc)mmiQsion!approvalJthrotfghjth&qun '( :i!1.l0( 

Commission's advice,~~tf;~J.:C'Pt<?c~{JqB~tt~i9d oj njS<1Bf) 
ten days of a contrKct/aj~Xecuti6n. Under 

uuj :Jr.,'y>! £1> js.~~~;,mrJ~r.<J q~tleral iOrder(9t)r'Aladvic~ lett:~r? 
procedure, the cOQ~.~al)q~ £,Qet~'ge~()et.~~q~J.)'~~j b9~H:,(1 P-CM 
only after the adopt 6nof a resolution tiy 
the C~ll}sionrU W..:Oi{a. IJj"b If,'-:i'~ojrdH .I 

n~ol~8qjuo oj h9j~~qX9 ad nB~ e31jIJU~98. 
qi/l~l}gin~~(.ing qost:.studies<wouldrdoiu/iihle to 

li~.(p.Q12{o.rmed _eyer'} three':'YEtars Ithr6ugh- the 
current General Rate Case (ORe) process, or 

• -1 s-t lJ..cl, ~Et\l Q.t< l~R..C f!3 . ~i 11 fl?e'-I?erfchine~ '<as'~ay ~be 
dC<l- Ji.~~qu:p:::.ediby,=-alternati.V'e -.p~rformartde~})ased 

~:x~gvl_at,Q;ry ·_mecl"\.an.isms. 8~-:)uh,:n '{J f 6(J j~r, 
,d!',lfl ;:; hieN£; oj '{ I 9~ I! ~nC';1 rrI i 9;\ 10 ~F"n'')'~ 

o alfne J part.leJJ.',.t;epommend _that ~ inve'stme)\t'J 
ma'lgg~}:'.J_ag(~ements :sho\Jld contain,c)(at·· a 

;JI1irjJfIlt!.ql,[ JL.:_d~qlining ~fee block,·scliedule with . 
'{l~Jl.fJ.Jlq}:'~ro¢JltJ'-ll',qiIP tof, ,:d L3(l;>f[r:,~'):; Jtd 

oj rlOljr,~;oJ If) jflf:,'.d,J: inpH~ (. ;10r)j)1');1I .Jfo!{J 
10 basis points for U.S. fixed~iricomQ:9 
managers, 

,,'--, j- JlIJP~) ni: b~}jB~)'lid 2ba(fl HOC2CE)Q 10 9l'hJi1~T!:)q ~dT 

In i o~· ~)fU fI r ~~1i};:{~~ ~fr:?~~,·!R;r1 ~§1~e~!~!f Jelcm!~FXl -i0f{j'wl n~,bjV(_nq 
')E£'f<Y;I; ilf, !)'/L;fi ~bflU1 nol UW)q ~)(n c. ( • Y J ! 1)',)1) i :)9([2. . flO 1- j J3bn9'i:·!:O~, ... }l 

30 basj,s ooints for 1nternational man;:l!ger~ I [_ 'j' ~ 
')f;, ~'!!1r!J ,~drofieitherF'bbnds-::Or velquit:-Y,xo·.1({t.j, -to Her, :'H,:"".) 1:> ( .IlJ!-J~ 

i t f) l '.i'}(' .1c,'".:Y) I 16 '19:1 n lrl J£,Ih:s.;:lOH E ~JiCqqU3 jF:.!iJ [noj~F,l Jf;1-:-):)q~ 
Qj. flH: '- at a reasonable pOrtfolio level. The 

parties also recommend that the Executive 
Director be authorized to sign amendments to 
the Trust Agreements effecting this change 
in fee caps. 

o The parties agree that all recommendations 
agreed to here represent limits to the 
flexibility allowed the Trust Cornmitteesfor 
managing the trusts' assets, and do not 
replace or supersede the fiduciary 

-~ 6: -. 
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on 'tfr~epon8ibi~lit-le81 of( thelT("U9tr:C6ftlfa~tte'~s to 
manage, plan, and act!' re9p6nBibl~"within 
these limits. 

Jll~'·J.Jr~!)'/lLr JE-,dJ bfl~':' :':.'·.)~-,·t ::~0r -j'{r,q 0!1'r <.> 
f.qulty Investment ~j JOf1 hI l:{d~! B J',H"d J!!'Y) jf[':T:)I:f'flf-'~' 

JTnif"ifib~\:?a.l 'artl~anfdJ sJuri~ i~nfh~~:! ()6cj~3in relates to 
(lOIn ~lIh ~1\Ul\1;.-1t I'fuf{ •. "." ' ... -" _P.~J~'" g 

tho percenliag~ I. of~ the ,> fair jmark~t~·valuelof Jthe /decoriimissioning 
funds whicn~!mkrl:H~eifiQest:da iQ~~V){li(l~. ~l'JjR~aJl~~~'i)i?ies and DRA 

~}X fiTuor-fa .11),->JdfI 9"H_,n:-E1Jl'(O .L_·t:f;f:f'I· ... 
jointly suPportdthelt'ecommen4~tionlto fallow'flip t6 I 'iO\ of the fund 
assets to be i I'J~~sp~a':)i'~qehui~i' J.B!:or ":~)j; 3: HOI anf.!:n:Y~)~J) 

'H)r,nU .(ioIJu~hx~ i":;; ~ ... ,r.,'lJfI(3_) f, .to e'\f» (I) 

Support for ... Allowingrab70\ Jequity inv!lH:ment allocation 
was based rrJ. 1ilfl.\'J P':'Hpst ;li?£i jHO~J ,)d J • ~J J :JhD:Jo'rq 

~(t n~I .::JfI~oc:mj 1>°loa)'iv<,Lf\c.,bf> :.d ~ '1?11 f) '< f flO 
1. Historical data shows tha~!equityJ 9nj 

securities can be expected to outperform 
oj ~f'!,){ed.e,intome .. secur·itiies ~by a rwld6 !irlArginp 
~)fi J p<!.r t,ic'u 1 arly. \over r'a l..ong !:time :hdr.izOJH" 

-.10 ,<H'.<3:.>0'H! (:)~1D) 92&~ 9Jr,H 11>'$'3(19;) J(f?':'jIJ~} 
~..,,(2 '~f,.O¥...er t~ l.t-lrne ~f.rame ,rof '.ten :yeats O'r,llonger, 

b~l,p,lacing·.a anajo.rity :.'of·-:tne ffu)'\a9~i~ I equities 
actually reduces .rateI'ay'er·t"isk',lf ilnthe 
sense of being more likely to ,avoid a.~igh
cost· ' outcome _to, the'~ratepayeys ;J-Hlh (this 0 

Irespe,ctir.,the ii"sk·iof ,decornmissi6nil1g"r:'"')1 
d)j ',; ~e-scalatioh (rates "exceediitg tinflat;i~If lis 

better managed by 'an ,:,it\ve'stmeJU~-"-8tYat:egy 
that includes a significan~ all~cation to 
equitieslE'.x11 .2.0 «11 ,:j:lIcq ?rev{ or 

• a-f 0l~.c fl ",in 

The percentage of pension funds. inve.ated i~1i equities 
provides further s-'upr~a~\: ~61lli?J) p!e{?c~1-"~l{gO~1 p1:p~k~~; in. the Joint 
Recommendation. Specifically, large pens.ion f.unds have an average 

• P-f'lrO'vJF~l lj0LQ.Uf3f'·I~Vkrl01 8.Jf1{O(f eland or '., 
equl.ty allocal::l.on'of approx.\f-,<\\1J~Y 'R1\r.'";:'f1-f9rl~t;f1Je..:.sr~.Lats, there are 
special factors that support a somewhat higher allOcation than the 

'C)fiT • f~v"f olIolJ'lcq 9fd6f!02f,~n t> ,in 
9"LjU:)9Xct ')rfj jf;iU bIl9:,":o")~n 0216 B91.:1·.ff3Q 

oj P,jflS;;l[)rW.llt' IlL>!:? oj b9~.i: 'r('lf UtI, ~d -10 J:J~YJ HI 
921lf,d:) eidJ pnrJ:)')119 P.Jfl,],':~J,)".t:t'l\ Jmn1' !Jrf~ 

.2.qr>":, 99} Hi 

nfloiJc;bJl9:f":O:J~'l fI6 j13dj 9~:n:t?6 aoiJxsq aIfT 0 
9r{j oj aJ in 1. I jf!rJ2~Yfq9'! !)'!$ii oj b99-1 l!6 

-101 299:Jjli;:'i:O') JalnT 9I{J bs'-:olIfi ,{jlLi:dlx9I:t 
Jon ob bw~ \Bj~)B86 '8j8I1"1J actJ (?I1LPEft601 

,<xfil.~ubi] srlj 9bs2x9qua XO 9:J61g9x 

-' 7) --
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,: average 1 ,penBiQ~" IfUhd~' inoluoing,. the fadt({thalwdeconvnisBforiih!r~f(fhijB 
,Ia re:, Bubj e'ct.: to! taxa tion1; and,' have (n'o ,QuYrel1t>'fp'ay'dutY k'eqtl i l'"ctt{eHt~s .9d 

A.:,,',Hiatorical)'Dat'qb91r:'v.'flt '\f~YiiJw) ocIolJ'loq ., oj h::t"ifiq:!:O:) AnLr 

The titilit les presented extensive"'\"te'8tim6hy:rt,h'lt\i\~lt:. . u 
hi'storical-. perfbrmaifcel~of: equity; and' 'fixed;.: income' 'secut-1ties. For 
lthel period ffrom;i1900~-th-ro\J.ghtf1'993,d the' aveyage :t'etu1-h~"fdt") 'stt>cJai1f, 

\o(as' ,11;'.,3\-:: and, the",·average-. return' fo~' bonds) wils'1)1.'4%)/dfA-s'-Was wdrd 

pointedl oub', by 'a~ witjlessP'suph: ret;urr1('dlt'ferehbialiJ 'aYe t Bi·gnl(.i~nt 

F,when' the',ef£ect1 of coinpOunding:.is 'cbhBiQer~~rfiC,rfl:)lj'iuq • ["j jfl9fW!) 

Hoi .If} i f,~);J'For.;,~xa'mpl'e~J $lOO!,investea in~'tlssetsl;with~ anf()<)\{ 'lflE'il 81 

~)I'fJ '{Id~lil!·Yb'~~~»~~B.rir~~J ~~WeSt'$~~~} i~~~~r-~~H~U9~) '101 e,)jj>l 
J~lnf',J aid assets. earningJ'al 5.'3%1 return wil'l ;ber '\lorth1fillnl 10 Jao:) 

,-~.)vs'·.-;OH !~ril~l~:c~~~J~~'~~~~~~ll' W~«g~~E1r~{P\:f~e§J2A;~ y [no fll 
• :,';11 horizoll) to)·20Jy~arB,p. aSSUme) the:'sarne fretu-~hs,~WF.d 8){':)o.i8 

'{ f ,:. J ;,! ;'~~t9 tj~$2g.ft~b~e·~i1~~·!t:3t~~ri!{~P~!?st~J,$~~b t'~b~ 
1:; Ii.! 1-,',- b~~ the}'1·1:.'3\~ re!:Urn)rl'r with 'eqUities 'earhifi~J 202\1I1r,~.Jj 1 [(fl?I.c-1 

_ (ill i :to ':, ii.~l~ "r7o j J.GJ } ill . (l i (o11'roq ~'~():)fl.i: - b~:x f) h') :Id!?l :,',,1 '{ ,[1 V f)~![{ 
i ~IL !.:':J 1 i,()! ~~ The wit"ness testified) tlia't-, stocks haveoutp~rfOYmedl bOhds 
In' 58,) out ~ oL the •. i>a~t( ,93t years L ,1 OVer. ten'.:year pet-iOds'( this' j!>"1 01 

advafitage ~ fori st6c}cs f becomes, even~ more'l pt-bnbullced 1 ( n Stocks~ li;iVe')c)q 

outpe~f()rmed ponds('in,)171'.'olitJof)'S4{ periix:is, j '01'.) 85\-'\'of,'. the1-time']f!c,f) 
over rolling ten-year time-,hori?ol1s{1 DRA'srlllt::liesEf1 <:-6nclufredPf).:n 
oj as.!: =; ,h The]. impa·ct~.? of·~ the'! investment plAnfilng~'hOrizofi'\on 

port tol iOJ per fQilnance (was,[ ill so; 'addressed 1 b)'} \:he~ \Ii the<ss1'W -1 t 1 \las'}) 
gene:rally.;observed, that equJty),retui:'nfP are~ fnOH:f! Volat:!le'? than') the") 
returns! of) f.ixedt irtcOffien illvestmentS)lJa Ho(.;ever" thib i vOla.ti'litY::i9't.1 
de'crease{l.! as, the timeJ h6Pizohl increa'sesf • l-;lIir~'faot~ I as> the,time'f!Hhl 
hori zoh r inc!,eases1 to!-20 ,years~8 the~highe):-,-'} expected ~etul:'h of£ 13toc){s 
effe¢tiv.e1yt offsets~ the somewhat;,,., high~1b.v91at-ility .~wl[[oi:aair':r.o:)~~h 

19v3DRAf B)~dtness) agreep.:thabJ pe):,formiulcef could bej 10 bl~i'{ 

8u.bstantially;4mprovea with. equitY,linvelltmEmts .8.1 Hel notedt that')'6v~r 
a long time1·frame) theLvblatilitYi OfYCl '65\-, cq4,it."y;'alloca'ti'Oil / wa'EPod 

roughly; eqlJivalent-Lto~the.?.vo1ati1ity:.'of'" alport;,folio!eht,irelyv;io:)~h 
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: J ny_ell.:tif!_4;(!Jl:.9QV~XAJt\enb: I Pon<la.l ,He qondl u'ded t)iab / higner i·l."~t\.n:,'ns" can 
be, ,~qhi(lY~_(h~h_ro,tJ9l\IJ.,JlV~mtll'\ent d.n ~comtn6n:,Btock8"wlth' ho':inorease';in 
riak compared to a portfolio entirely invested dll,(go\r~r·nmetlt:lbonds. 
B. Inflation·,ProteatioQ-ltHI')jX') i":dfl~)r~'3Hl F;rd: j tJ [JIf fJfi i~ 

j'J'i .p.').l:L,-he_i p~r,tl.eJ~I~en\ph~~J.,~ed, tltat,:a 1 significant) fiflahcU~l> i-isk 
a~(J.9..9JJ\.!:e9.J l'l~t:hf.t_h~ ;,~UB,tB) itJi:.th,e: ·riski ,of) iilflatsion"arid 'eBcal~tioh 
rates ,~,<~e~~ing? J.n..flatiorL.on{ the: ulbimate.~oBtl of,dedommisBiohing~ 

,~.T9)P~J1:~Y~ thJ,~ ,J..jnpa,Qvn'higherlequitYipercentageB~ in '~he1,tr,JBtS! ar~ 
essential, particular:ly) wheibthe eB~J.mated, "ime 'forl decOmmissioning 
is many yeax:s; in.! .the,~ future\( 'A\.witne'ssl testJ.,fi~d"that.,tfBcalation 
rates for d~rc~rtUn1d!ll~~rnL b6rslff"~r~\' eO.s\:ifn~l:dti:'l-·b<)l·be~t.o{/ghlY the 

(f I n~ J~H)VIt'.( Ij l) 1'; So;;, h d ~)H 1 • :-.. ~.; (J ~)JfJ.J>. 
cost of inflation>p.lutJ !J%~: ... :Bondsr have' met] olnexceededl this target 

in only 24\~ ~f91P}1}rPPC)~~9~}r~~J:~ lH~}1i¥J6pJ~ lJ~~~CP~J'}?P;~E~~ However I 
stocks have, .equaled ,a1.t , .exc~ededrthia, ,targ~b)~76\" of) thEP,time. 

T}{~" f'-;ill:)flfl1ll6fFBb'haH1ld" ed'1(}.')'i~~lKt("jiU [~'1f) ately' 
'.101 fj~lr<: [HJa l()'.' (GUY),! H" P 9.':}:r -r6'r .1<.,;..~fl ~Y'~,u 

significantlYJJ~9r¢aseB ,theJr~Bk Ifor~rptepayers~assbciated with a 
heavily weighted fixed-income portfolio. Inflatio~'liP'6ne of the 

,?~JgJ)i.fic~nti )CJpks .th~t ,c(>uld~ add! to) the': cost of';decornmi'iJsioning and 
to ratep~~~r!:C9~t.J3} '1 HOl'lever ,'f debt hiBtoric~lly-; bas I performed1 very 
pooxJY.: i!US'J.J'J .. singl,Jn£lat).9n) environmentn')·Thus~~) there)is"J xeAlr}\'Lt~. 
dang~J;i:9f3.c;\J sj,gn.it-icpnt, ,debt! P9rtfoliaJ havi'ilg! exa'ct·lY ~the( appo~ite 
reac~:$.9P! .t.9.1'J'JSj.P9tJtlflat,ciol) thao)you),wantU 'j f',~j'{ - wd ~H j (lo'f '1~f'.'O 

HoN:b.e.xa!tlpl~LQt'I th~ problenl'.withl uBingJ del;>ti: secUrities to 
fUJ.19,,,· flltur~_~d.e,C911\1:nif3.$Jopin9).cost'S) was>. i·l ~ustrated j by) te.!?tiinbnYJJoq 
c9.I)geXnlng) the.3 wssibility.; af'linyestJtlgJ~in long-t.erm)zero{coupon)l? 
trea~~~Y.l.e,e(l\lrities •• 'j While{ suchtan 1 investmenb may) reducEDr-isk! j,)"f 

wher~,Lt)1e_]!lj.abil ~ty,j being funded('is: f.ixed.') such~ a strategy,;, couldJb 
=-, backf il':e :1 n J t he ~conte~tf) of.),d~c6mmiBs.ioningcost 1 funding) II i: I f.~x j'1Ol1 

decommissioning'f=ostBt'rapldlYi.~Bcalate' due t6i inf'lat:ion{ bute thet) '.) 
yield of the ;furtdJ hadt been) pr~viauBty)fi1'ed~ ab"1 At.'16w'eY,{Ilevel 

'1 throughJ iW/.estmefits: fir'lt<lailg,.-term: ooI\ds ,rl the rfutur~.l payoutf frotn-:·the 
bonde.lwould,ber inap.eqqate!'to .cover{ the~ in~latedt costfbf·Yoi:J QfloI r, 

decomm~J3.aj.oningd Idn1suc;h; a1,cape·.fthe~/Bignlficanti shorb(all-{ w6!lld( 

- 9J -, 
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have to be funded by ratepayel"S in the f!-l_t;u_l."QJ~Q:- ftl~d«)r.;ulSt\tl1tl~ . H 

di f~~r~1JS~h·fqFp.r~l)e};' i ~QJlgtt~r(!l:-Jxm-;l(prices :,cC\n n}~,quife vOlatile. 
dI,fd~h~Y1.ba,d:.~9 lf~ ~~~4a~J) l~n S\Q'lerae_n\at){et"_:en~ironmeht(theLvaltie 
of ~~~:lfY!l~9. \'!9~!gI:pe.1{1"b~tpop.iaily .erOdedp9 Hl h·) JW'Vfl r ~.Yf b(lJo'.) 

, ,(! •.. Comparison With Other ·Funds(J[ fYd<.c:),lilf ~'lCi '{I IhiT:;::>;; :~T,,·-f[:'3-Y!9q 
I ' .... ~. ",,--.'1. _ ~ _ _ ••• -.. - iL - _ 

.• ,. 1.1 (;,en ~?\:"",,~t;.IJ~P'f} ~f!ti i~£\t~Qithat' hei'·': £ irri\' s : aVerage (paiitHofl' irtll'ld 

cl ~,~~~ Pe~t,apprQ~~~a.tql.Y ~<6.0% -.ot·\'its ~portfoli9( invested .:;f ... -equf~i~fs. 
Sh~f:~uF.~lJ~r t.~~fltI\'~tq~ th~t ~the faverage ral1ocatioh '.0£ fthEF.'2; 000 9~d 

l{'.r9:e~~ ipqJ!~i<2" ;fqf\df1.'..-~.;l,f!c~~f1\" '~B in·· the case' ~cifc'Cali£6rnia:-'pub11c 
Ell'~lpy,e..~.E1~".~et:ArE\I'!l~l]1!c~Yi!I;~1JI j(C.alpers)'1 rapp:roximatelY 5_5\ t6f Cthat~ 

,\(~rt(~lt~,-:ts .:J.~'l~'~~l~(;l.;:~n ,_~<J'Jities n',~;Although pension'cflU1ds1'tta.Y 1nAVe 
~j,i7P\l}~,Wl;1,~tt.tL\<?.\o!~X .. ~CJ\llt.-YI It.'H'ge_t: onave'rage,~than\.the:'--?O\: j.i Ii: Ju rl:")fi!) 

;~~~pIf!f!len~~.f(.~<>"Q.'; ... ~h..et¢: t~r~ i~.t. tJerences I be t we'en; peria'lo}l~ ~atld I (I f'>-I 9VO 

decommV~}J...\~~JQg :J~n~s Ltha_tfj:.in !her ~opin~9n" '13uppOrt. thei hi9h-eri8~)'f 
equit\';,~J.lo~"!.~iRno-.1qqf) r!iflnohH:d!-,:cJ"J:"[' '.1"01 9~J1 J 0l!j Pof', ltoiJ£'Jo! If> 

D'"11')\~'te~~El\ ,Short-TenD: Results 11 9f{j h')fnoi}r. oj'.! hfuor!F; 9,Y1J.rr:"~10:) 

;.",: [n 1 F ·PM~l~d<t'="~f!.~e_~i~_he, i ~~H::t .().£~, ,ocoasional! poor, 'short'..;ter-m ')fij 
performance by. ,e_(Jltitl~~;. (-;.J .. ts; .. wJtpessJ asserts) that; trust -furldsL(sq 

should be _ invested based on the ultimate planning horizoh~ ilot<'otf)0 

the fluctuations which may occur over th(P,~Jlor:lJ;t:errnlrg!.IDRI\fWould ',I 

e~ph.ft~A~Y lJ:.lll3:)9bj~J~~tJ~~1\.9J ~~Jl:~):t!lnds~3_which ·is-to-, provide for 
dec~~~sJ,9flJngrJ·Q,:, .. 4().:(y~a.J:th .slJld, beyofl~ -201 years.obThe~ app~ar~hc-e 

P!9.k~~;I)L?sR9pia,tJt9.,~J~h: jlclY¢J~e '~hoJ"t -term' equity,)re"turns mtnitJ De--~ 
con~J?e_r~9IJ,~ j~.h:.~) c5m~.~~t,o.o(!:i_t_$; i(np'acbJonl ratepayerg3 and: ther

) lon'~

term obl~9,~ i,Yc~s ~fi ,~_pe 1 J!lf\(t~ ~j .'fOe_1 eyidence', showtJ) t bat t equi ti-e8~ n6t 
P~iy,'..9h~>uJH.> 0J-\tI~~St9J"{ll :fJ~~.c;l-}:ncome [securit!es~nbut· a166 that;.. 8'1"10% 
,.99Uffx!~JJ9.~a,~j.9l'\L~h9.\l19,_, r:~l3l,lJt. J!\! lower riBk·~ andt(16wet"lIO:) ffjod xd 

~ssm}-J:g)\.~~J9.I)s .fJ.9PliJ"P.J,~,P~Y~]:"jI..) OYer j the lreasonabl y.l expected tun-ding 
peri,s>sl .p.fJ t:,-1)~ l.tr,y'~J;pj;FMY,:. eJl9X't. -t,erfl\? fluctltation)should3b'e"l juqrno~ 

c8.I.1pJ.l)leF~¢.p JJl.;J.!t~J};:9nt.92'to~f!).t:lt5!.~o~u~rallrJobjectiver toJreduc4!:10v~nq 

i}~·J9Pg.y!; F1 r.tfJ§ .~!1P: S9!},t;.:) Qy~r2.~h.e,) li fe ': of:> the f·f und '} i j b9 j ~:) t 0-1q ~)no 

. 'c:d Icq iIT01j8:)V(li fffd fdr;Ja9 oj s·.'1Lt b:)j:)9to-.rq 'l:)[{JOftf> bus 

- lOI.t -
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B. Investment.- Committees) ~1{J {I i ~:d ,c}'{f,q!)j}"',-j ,\d b,J/t. rrd :,d oj '>'/l;r{ 

. ,_-,[ ~ j f; [ov ~The r equlty:percent,agecdstablieHed in0~llHf1pr6ceedIn~ 1 j h 

c WQ\lld~pro'\(ide l\n-lupwardc-·lin\it!'0l1~th6 perc6ntAge 6t tHef)ldnallr'~hl~h 
could be inveated in eqUities. '\ Itt lwoOld~~tiot ~dil;ta€e that.dsuc!n \(J 

percentage actually be invested irv·~qultied.lo. THAt' tse¥teiieag~ would 
i l,l,lt(im~t.~.ly,(pe tdeoided 'for "eacn util ity. by iit§ inVestment committee • 

. ;.I~<JQh c~_QmI1\Jttee £'is fcomprided tQf f fi v~ :metru>et'a iL~tliie(f16fJ wfi6M liaQ~ I~) 
been (app_rQv~d "by {tHe- iCommissi.on o-and: tlte;n6tJ Affiirat'ed-"-~i'tHI'th~OIF-: 

-_4~!:li_ty_.: tdrhe ~committee 'members are '-appoint'edf15yltli€Jut:i-l:iey~'a){d f 
appxo'{~d :bY; t.he _ commissJpn b'ased_ 'on) thei'i'-'-abiil:i ty-:ieV-o'verBa'act!h'o'-{ 

• 

r-"pX~<\.~J1~ ri_O'(Estrnent!ot I t_rus'tl'assets j J;Thls L1rtd.ep'ende'rlt pci8BJJfi~eWf{ by 
each utility (committee~ _con~toituteg an rcrddlbiCinal} saf€guattd\"eoci\'ny 
overall ~quity~ilimi!:ation·~the~COrr\lfitBdf811 'mlgh&!'els'tabl::fs}iPfl~iii'cfllfs 
resPJtqJ;.~)i:Ithe; .test i!O-9ny ~uppOr]:s the [Use '(Sf! -a <Ye<itfceo_reqUitY r: r:():' (,b 

allocation as the time for decommissioning ai>proaclie'~f:,,:o'~Each':J 1: UP!:' 

committee should be afforded the £lex'ihility-::-t-cr:takef'~it\co~a~tountt" 

the Lap_epiab,oiraum~tances: ofJeach -fUrtaP!ihdlUdin'g'fthe"-~~emaining e 
peri.o(kof .contributionsi'and, the'pr6jeot-re d tltr:ei\.iiH:iFd :):)(rD'.dol!~:;q 

d~c_ommies!oning\. l'ilh1il;;f,~ 'LfF~j-.Ji$r r-;{j flO Jy·:!~db;·d8"-Vfli :-d h(IJ('i~<! 

F.::d,BarlVifDecommissioning;IL! "£0\'0 -fU->:;O '{i"o" tbUf'.7 ;-;Clor lhuj~)JJ!l edj 

-_to 1 <J ilh ~,re9ard towhetherc~ rec6homib <!bndit-1oiffiirt:6uld "'ca\nferk!l,,'"J 
p:r:~_m5l.t!1_f~:' shutdown{ of-< the ·plaots,b-it. Waif, pointed' otltis \;lfat:!"~f(frly~0jJ 

s}w-td.own would, not' re,sult t·io- eal::ly decoo{fuis~li:5nin:g".·}i 'Yol-'-'- rexli7n~iti~q 
- ~.b~I de_¢9rrinie:siontng, off Humb6ldtc, j whlbh" wa-Bc-anitb'l.d6{.ffi fai.nfoBt)~h"H{():) 
:J,y'~a_l'"~l.a9o)~) is;.projected}to)beginJ·in tlfEf'ye'ar-'120f3~ ~~ As' wa1J~do ni,:d 

i ~1CpJaJne~ byI a witn~ss,j the) funds~'f6k- rdecb1runiss1onTh'gJ ar~fp¥o";i.dE(d 
by both contribut;ions.fand earningi3, J b6tht ofl whtcn{'1l¥eSneb~'SsalY'~i:o 
p.t9YJ"d~ Buffiqient:rfuuds'> for) future"Jdecomml'ss16riing\ n -Bo\J}f'~tist'lbe 
cornputedJand Jdetermined" using; th~' siffrt~> as'sumpt~ibnB"{ 1n'1'btdg-t 1:6(-19'-1 
prevent:>shorbfal-lsii:)Tl)ere{ iSif16"J sound' poti'Cyl1:"a~ibnalk ~f6¥'~~rng') 
one projected time.., for0 decbmmillhtohing t t'6') e1itabl!i'sh 'bohtribut'l~fi'tif 
and another projected time to establish investment policy. 

- 110 L. -
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o. ConclusiOD>eniR0h !ljU flj{,Jcdr;r:l oj ,L!fl9olJa0vfll £Ffwijc,fu~Jifl oJ 

We believe that no more than 50\ of a quali'fted··t\:'liB~·'il) 

. ,funds.! should be; 'inveBt~d linleCJ\l~tiest. p.We! rat"e)'pEn:tS\laaedl by the 
historical ")'dataf an-d Jthe1rinflationtrprotecbibh 'a'rgumeht that,:lt3 Tb"l i: 

:hnpor_tilntf·foi"J,the~ t.rusts! tOjbe dhvestot"s~'inl equibies,r butl: -W--eTa:r~'d 
n()t,peJ:",s,..adedt tl1at.~ a 17()\J,limit ris: a~v"isable .jg Over. :the{ yeatsY~q\lity 
marketPr h~Ye)experienced~ s}.gnlfi~~:mt downward ~ R\Ovem~h1.~')q ShouldHlJ 
that movementl: 6ccur~ just.-, prioX'J to) ()ur~ tri{Hilli"bl ,revIeWIO£-)pt-bje¢ted 
4~coffilUi8sioning; expens~B)·and projected> fundtpto)me'et th6se-)i 1 i:n~18 

exp~n~es, J.we1 Iotoul<l,<) perforce.G have. "tol·increAse; ·ele·ctri·ct,rat·~tJ" tb-HJ 
cover2.the) proj ected J e'xp~naeslj- j We) cannot1 ~BSUm~) triltt-ketJ"r~c6Vl!:rylh(I 
To_) the, extents-;, that ~,le.ssefied> equf.tyJ.inv~&tcnentii'l:"edifC~lr1 ~flti~i~at"~d 
volati-l itY,lwe') have) btmofit~dJ,ral:epayerB ta Uilder;t the, "<ilrbufu:at&i\~Erssa 
SO\_>_equity_.,ca~J is! conservat,ive) and VI inyourf 6r>iniOfi]Pprudeiltflrn w~. U 

note that large pension funda on average have slightly mo~~~tha"~t 
50\-, inv.~sted i inleqi.dties~and-jcalper'B~ hasla.bout'3 65tl.fnv~'Bted in 
equities,.1 t'nuch ,closer.1 to) 50\j.than~ 70\-lOfi oj .til':.~.-Li r ,,'.,-.,y:;, j~If"<.d.) 1 fI{?13 

f, L')bilYNo.)issue~-)was.)raised~ regardlng 1 the~>equity.nnve8tfAe.nt.o6f!)q 

the unqua~ifi~d,trustsfobeiQg;reduced1andlnoJadjustm~nt0willjb~~~J 
;:rn~de_F)fir, ~hp.e& Y£i£q.'TOJ Ifa?:.,IJ'?' ;-{flfJ'1'-j !},IT .B:J11i:IJpOJ [fjr(OijGrn~:)jH( 

International'f~itiesJf'!C{9jid iO~ jc,rfj 09jfi':dbil ( HOB ib:-:I -101 ,{f)!)jB 

. G'j_Ini tpe Joint R~COhunendcltionj the"1part:ietJja~~eed1tlia.tf_L:1qo 

th~Je :tJho\lld:1be:.·no restr<ictioi11oJ))the!~unoimbl!of'JU. S Joor! 
}ote!""nSltionalcrequities within:l the")al1Qwab)e equ'ity) range Jn9.1U09vn i 

:~'!{ j In suppprt:oofGthis range~-: (which. theorefically:?cabld. bfwl 

result I in:1S0\nof 1theltrustJ funds')bE!ingfinvestedj iTf! interrtatioftal f3 <j 

~q\,tities) ';'j a witnes!33t~stlfied f that thej iriternatiorlalNequitJ}rJ8!)VfJ i: 
{tI~xk~ta h~va r.expanded-d.n)sizld t:remen<jouBly~)ov~rJ thejpaa.tiofe~;ij 'lo} 

decades, as have the techn.91_QgY,t~mllj.nfonl\at:iontava'ila1)lt!J.to:J?~YI!..I.. 

i[lyelJt~J;~i <)F()~ehet"9fh:ln\S:1i>eI'lsion'Ifimd-!ol,itmbs]I thejaverage 
allOcation to nOn-U. s. equities currently 1831 ?% f ofjtotall aaaets~fJ 
with Borne clients:>having as;{muchfas125\Jt:~n30\:)I fj'he'HS~lmary reason-
for the iriv~IH:~~~f - I~Xhln~\)StS']:> J ~~li~~l~! n1 i.e¥-~'l'JJc1\!:{~h. She -

. ~ 0 H;,0C16j~ '{ct 19f e CI .£V tT .. a o .... JbI, &~t r'fl'JJ'J<:f. ' 

believes that because the trusts should have a greater total equity 
allocation than the typical p~nsion fund, it follows that a gr~ater 
percentage of total investments of such trusts should be all6c~ted 

- (I -
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to international investments to maintain the desiredl(leVel)!of) . D 
(Hv~r.~J..ti&a.t.ioJl.':IP £., :lc ~'02 Hui j ::'dC:l OIl ) HI j 'Yl:31 I 0d f)~-': 

'-·if J yd aeo£dep;ripoteasing .the·~ .o'ppol'tuhity: sett from ~whioh1 td~ Make 
inyesJJTlent:~} JJne1 sJlid .thatLthe r ~Uve·rBification· ,feature) of.-,'..) iw je r d 

int~.l'I1.Sl,t:i_9n.al, ,eqttityd.nv·estments·lis ekpected~ tof sm60th-'bub1retUt'I'l's 
'{ ~n<\)~l.·e_d.\l.ce{ rJ.sk '-i~) Over. '..thb;t14 .. ;Years ehding'iin .1993 p the 1 u, S~S Wclfl)fl 

tho., ~$.t::~ pe):".torm.ingl market·;·J:n only: One_? year i')(c Over rdiff6\.-ent Irdl r . .' 

fJ 9I'l.n-'l~11 .. ¥ed.) periodsofi: !51·yearsiH non~U~'S~~-f I]larke!;sf colnbined '!:W(U .. if, Ii J 

sign! f ic~ny.lY putperformed t as; wel~ )a~ ~underperfQrmed T the~ U~ S 1'1;:> Jlot 

pri!JIal"YJ pOintt J..s.>_that-!.the )~o'hU.S tf", ma):kets1 have. 'dif·ferertt, ·t-eturn<c·j 
pat:t:~J"(l!J.)9yeJ':J_different-! periods.! of.; timel'3.0 Al)d) these) ~i ffet1ingHlVO:> 

L :t;~.t;y.rD( P.~.tt~Jt1.s:)~anJ.$mooth,.out'l the.) total') equity performance .'J[{ Fo):':' 
1-,aml~.~.lJ P~X"J9~.S ,')_~9nr-lJ~_$1 stock~o lJ'IaY·l outparformiorl uJ'lderperfbh'o', l:1ia 
u. 9 ... m~J"~~_t:1 e!gt\!.fl_Gal}tly.J,yetr p(,odu<:£e! at similar.> retu);n)ov~r>J .the~O c 
lO1)g{t:ej'iR~~.;l yIjrlpiJa ').vf"d S{?,,"!!)Vfi flO ;+11U)- HohH1~'q 0(>'H;! ~fFifU 9..Jon 

e. 

fl I hSlJ1'be .. 1 studieS.Jperformed{ fQr.:,·PG&E~and{ Edi~on"18howJ thad a f02 

significant commitment to non?U;Slf>equlties1wouldfl?enefit,truatdP~) tit· 
pet"t"o~roc;lnce.Jvf!Th~J Ca.llanlAs§ociat~s( study,; f01:"i; PG&E1 rl:!coiiunended a 
targ~tJ ~$~et:(alloc?tion [for!,;Diablo·, CaDyoniofi"! 2()\ t heClgedi r r.U!'fW ':,!i J 

international equities. The Frank Russell Company asset allocAt!6n 
study for Edison indicated that 20\ internat,io;HlllJequltlet.Jwaa:LJn1. 
optiro~ljfor9~rtf61ioB1that ~ad{50\land)80\ total ~quities. 

IJ).)o\l}:". SeCOndl interim 1opinioil) iin: this docketLw(;,piimited..t 
investment;o!no-:nO-:HU 1§>1 equityL securitiesj to 20\:Jof!'thefo total fl ti"ust 
fund. b r.(O;-91f 11,,028/c01P .dl i hd We,~are not::!ainsanguine as the 
pa~t,i,~~uj,.n·.o:egardi to_) the.,luJ'll!mited~benefits .f6f9ir\t~rm\f ionalj J !J2~n 

invest·lu9· ... p9wed:>elieve3that0ihl internationa11equitlies lit!dt.!:46f i: 20t 
(of th~Qtotalrltr~8t-j fun<U 1 iSJprefer.able (to:fimt;,uhreatrioted amount .. ·] 
Investment rGrAdelPixed-tIncOinei. Securities !fb9J oriJ ;)Vi,d ~a> \ 'E}f).f,'Jsb 

9pn'j In6th~j lQ.terim[Opinibn'r,iin th~s~pl'oc~edirlg jcQe aUthOri~(!d 

tQ(uutilitiesjto.)!l\vestc '{fJw:n.:w:J HolJIJJp0 .2.U-flon oj floljn:)oIh, 

H086'3""1 '{""16"fl (U!P.:7to 100%£of1 thl!~fairdmarket yalueiofjtlhld-:. sn'o? fiJI,,' 

. 9rla . ~~b~ilfygg'?1~g~!aY:~~Tg~~hI§~~~f{£~X~r~~a~~j~&Vfl[ ~)ffj ·101 
XJ1uP9 lEjoj '19J69'1{! fi '3VH{ hIuona 81eu·!J !)rij !H:uw)sd jj;(U 89V9.i 1~)d 

-iOJfi;"1P fj jEtlj m·;oIIol jl ,brill} fIo.rar19q I£>~1:q'iJ 9nj fif>rfj flolj6:)oIlG el 

bojfi'JoIlfi eel bIuorie aJ81J!j rblJa 10 ajfI8,')1Ja9vuI lfiJoJ 10 gefi1n'3::n9Q 

13 -

- ~J -



011 86 ALJ/RAB/vdl. * fhv\Hl\Sl\L.TA un 110 

Poor's or equivalent ratings by oth6yitat'fn{('- lfiJ.~Hff;flt"J 
. ".' , 1 C.,-' f"\ ~lf) q~enfg~·eql,Anglft\\d!'P.if9gR~~5~'D~,\\~,,£!~r;Jk~.ndOY'(Ol.J DdT , .' .... ". mun c.pal, cvr ra",e, roortgage-uac e , asset-

b-y! ; ': bac~edi'cr\6n1d() larplaild:<:dasli 'equivalent:rlt: [) J:W! J stf j 'ld 
securities." (D.93-10-076, p. 8.) 
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i"·~9Qt; ... ag~Sj~m,t;~):e(,h'!jltoJwlth financial il}Qt1tUtionB~ or3witli ,;{<J~)~'i 

exch~ng~(i~~iu~ed",c\)X'renoy futures or.OptiortB~contr<Jot9 i} j ~~lq', ILl .rh· 

( ,. t ~df;i1 1:t "A.t the:.·hearingl. the:!witnoes .lp~nel!,t"~viewed the purPOse fof 

.icurl·~Opy[m~na~em~nthusing:--forward::cont.raots.::< iTheyJat'e c<il'iUttOilly.:J:) 
u.s~4 9n~;_t~~'ld~~e: of iartraryqaotiol1Ito:>lock ini:the1!du~rertcy~ !!![,I'),H 

cQl)yq!,~j.orb~pt~if<)~ r th(! d~teIiastral}8action'~_sqttles. ~'J;Thig is In::nq 

re~qmrr,~t\qegtb~Htauae 9.\1rr~noyqf\uctuati6ns' between,theftradEirdat:e't 
,Slm~ s~t. ~ l~oo~J}t .~d" tet_(wl1iQh~ocC\lrB c several :'days clater), j i nt:roducd d.; 

unce~tgint;.~ !nto[;~h~ itota.l\C68b!:.of;:thert'ransaction~( cA witn~ss 10 

testified that euch.adrdnletrative hedgesfater:a' pa'rt:of",thev~)jI<)d 
~t~I)Q~r.4H)rQc~gl)~ecfQi;. Iinv.eatmenbunanagers ifor.allf of ellis 'clients. 

,{,~y;;t;.~~iogi'.tha~ lc~PS\Qil-tt.y laway ,"(Jyo\.Ctake(a\iayra' to()l~lthae' S ipart;;,1I 
an<! p~r~~t',;.Qf '{th~ L"1~Ysldhat-~'_manClgers iconduct,rtheir;'pueine'ss .. 1 tb !fih' 

oversea~,. nr, fy}di.'I~.H'9h 1l90d 81:>ff (hi,{;, ~J::)f:d!)b '(JCllJO') 8(lflf"10 Jj!!)J~n 

i;i. L'V~ I 10 Tl]E!( pat~i~~(po!:nt.,:out:.that,.~'cutr~hcy; de1';.iva6iveo'Uentdb" 
in~~:rurnfi!n~S\~T~ '.:.at~q \!s,~d [tQL!lmplement"~'longT-term Jor :'strategic (}f{5 

he4g~1)9. .~~ :ttb~(_p~l"c_~ntag(\ Of·sinternal:lional'_-equitiy <,iri aiportfolio 

incr~.~_~E'!s f'I.Gu1xency r.vola.tility<.ha.s {a _'more 'pronounced i'effe~R :'on ,f :12 

PQrJt~Ql!Qy~~t,\.J~'JLanclf:r,is~,,.)'''':The rdecision _to' hedge 'strategicAlly'n 1: 

,,4~~~ll~Si.o1! lth~ tle.vel:·:_of.!'internationa.l' iihveptment'r anCl the';ri8k:'.,,_~~,b 

t9.1E!~.ql!qe j ,o{:( tl)e r.\lt il i I;,ies' \re'spect i ve ',c<:>nini t tees fil?l The:parti'es'(Jl 
l?~.li~.'lE; j~h~,t: thecCommission ~ehould ,n6t ,11,imit' ,the ability, oJ,'the'9:'~ 
COrnq1Jt:~~.~~ Lt_OI.\l,~e·,a, ;-.lo,ng-;:,term lhedge-,rbut! should (allow ~the' yj(I l:df; 

~qn:mi~t;.,eEt~.C.tQLde9..i,<le~fQX' ctheir! resp'ectJve -trusts-~ fl"!·)"..)flO:) JrlorUb; 

. b~_;J idl fA'~~e~i,.yat:iy.~ ::-i-:s! a ~f'il!,aneia.l ,agieement,-'whose ~value'ds Jrb 

derived from the performance of some benchmark, syoh':a'a _-;inte~eat·~J 
rat~J!, Lq,\1X~Etl),ct~.sr.~,Q~iti.e:~1 _ori _debt·l~nstrurrients~. ~)fDerivatives 

are .<\QI!\Pl~J~L~ec;lgtl).g ·!-tn~t\.~-'1}ents t,qat·,_are IU13ed "t6de£.ray, !.the !x:.iskrof 
cJ:l.~1).g~.s...FJI!::iQ,~~~~.BI;-(l".i!tE\~/LQ,t_~.k !pr-ice8j),'fQ~eign ~exchalfge rates, 
anq, tAJAtf9,<th ~a.lffiQ~itt O!IJ.Y.) il).\'.~~.tme):lt:"li:;(fl'heYJ may [also' be (used-·forU 

I PM~}l~Y)s~p,~c'!l~tty.~ :P.\!~P:W!E!.s IJl «$e~, \for.~example,q Waltl .St"'reet: 'jooq 

}t;:TR.'!:tQ.a:}.:r, f.qbr,t,l.~~y..i.l()t-l~~,S j'Fi>./H!lll tt,all1rStreet: :uournal ,. :OCtoberi:QS f> 

12?:J, ',Pd ).} W~)':l.'f,$,tlr~,~t"\r.Q\lXl}alfLOctober',--28; )1993'jj'p(l!'2:; IBusiness' 
, . . 
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Week, Ootober ~1~o1994jJPpi a6il04~)} n6iivatl~e~jca~"Ot~~~Gd'fl"ed 
with speciflQitYlaB:~ew~ofte~~are oreated to'tak~~aa~hfit4g~~a~f~X0 

. leyex:agf). ~Jld arbitragefoppqrtunities'as pe~ceiv~d)ir\ t:he financial 
co~\.\oity'~, 'c;sut,{itnls, oruoial( to~ an',\undet'Btandin9~'OfEderiVatiiv~iPto 
recogniz~ :·that L they :'are exciemelyc·riskYifl;ZOt1quitt) tliet'paYn\eftt bf 2 a 
p).'emiun'l to;,the .entity,- providinghther;hedge hH11ch h'ed\l~ei!::"~\1~~~}l'J 
returnH'iand..::assume;,.that2the -'entritylp),"ovidift9 the"hedg~dall '; be'y{ 

abl.e I to';perf6t:m ~'sliou~df tliel reason '!for~t~& inedg6-~ma.te1"ial{ ie~a Md, 
of courae;' to rec6gnlzefthat:r:the(erttltylpr6"id{rtgCth~ Jiedge j "«):)l1ff 

believefLthat_bh~ hedged<e'l~nti wi·llrnotroccor-.d-:tuu Jr,,-{J b!;}il1j8~JJ 

. 'lJsnl f:> G iThis aommission~'l:ladthad( rto-'(txpetiEJnde<::~Hth:'d~~iVaflv6s( 
nor {(,as 'fa~ ~a8 ewe knQwi!fhave ,the\ut~;liti~'s if IThts-:;idril ~'n~t1 iiifrat::i1gy 
which must'f be I appioa'che'd lcaut,ioualy~H"'j We' tate \'c1 cut 61'y Jawcif(P6f tHe 
recent Orange county debacle which has been described as ·afi9~Fl'.'O 
lid i sastrous j foray ~'int_o i Wa 11,: St're'et !'a:J' r hi'gl1c,'roll {fig f~Of'ld.' of leverage 
and derivabi'veso(whichbcame'[to:a(j)tutcH fend ye-st'erday<'wneif l tlleni: 

::.cQunty,alld its ".:iriv~stm:ent·ifunds =filed fot', bAfikruptd}l. ff-II . (Wcili-,):1 , e 
Stre~t ~\Journal'iLDecembe.r r,·7 s~~1994 ifl>'.:'':''i If .1fBelfaU§e rof.! the ;::i'i'ske :1f1'£ 

in~olyedl?~we 'beli~8'e I that il'.with ,one /excep'tioni'Tdef\ivat-tve~ f6£' :IAlll 
descr-tpt·ions should <be ,prohil>ited.iI:'ffl'he i ona (eXceptfi6n :iljCa<:hed{je+on 
for.e,ign;e?,change ,risks .-between .the., buy 'or·jsell.:'date':'of,(a '~foretgtlJ 
seQ\l):itYJ a,nd -,the settlement ,date.r lJcThe ftrust-s "'sho\lla b'e{giv~ffl' lilie-f 

ability to: :'loc].( .. tin fthei:r-, profit'lpr,nloss :·on fa Iforeigh cihvestm~fit~')') 
without concern for,::currenciy'fl~ctuat:iio~'\'s -:bet\oJ'een ~the' :buyoor (erell' 
date ~and,_the !sett,letnent<da_te / f":JLong-i€erm ~l1ecigeSf'~-r(i~~r6hibited. 
Management tStyle H \ ;.~{ F' -i\oHsd '}"O'::' 10 ~j:,)[If,,';no]':f9q '3n J r:o'{ 1 h:)v;: 'itc'!) 

',S·.' (jr,vi'.f!The parties reque'st,Ithat .the\.itl1ities t 15d:'cHl'<')we'd ,t'6'Jf>-S 

l(mahage ~,thei,r,'p<>itfolio ,pass~velYlt acbivelYrr<5rr{(~mi\~I>fafi§ivelY. ~nr; 
,89jf,',l ~'lPas'sive ITQanagement',:.i's{·~ ;(str"ategy ~'that!"seek'tf it6" IacnieV€J 

the.::rate ,of·creturn 'pf! a:~beJichma·rk.":Tndex. i(iJ\rch:'a's;iKe ·S·t'anda·~d ,line" 
Poor I,S'~ 600'~ fthe' RU8s_el'l'~20()O, etc» })y £i'~l;t¢atit)d :'tHetC'c6ffipo'sieion . 
o.f.;,~the cindex,.,but'lwith'oub ,ma)(ii1~" management' fdedisiol'1'schY arl CAt'tedipt ' 
to.!exceed ,the (}:a..tf€('of ;return'(of,Cthe fb{fncnmarK,·.ri'ii'dex fiH (A buy ,and 1 

--111--
• 
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hold str~tegy ;aJ\df'a':Btrat"egyr'whloht\1nd6'rtakesLtfading~s'6ler9\'f6'oH 
1·ll'Il.nimi~e !.ta~es are ralso'examples Of.! pAssiVe fmanci:gemenfHi'{(::Iipc(Juo 
contxaet..' an qct-ive managerfwould1..ldotui'tr(lotf-a: 'p6ttf61i6' ~tJ{Jelwdllq, 
intended ,tC:) f Qut;peif.orm jthepind~>CHand :would ~ao~fvel'srt"'rad'e rto J 'l:_~i{ 

i .acnleve lint~nded <results ~{ <>'9~'i! r'lip~' '~!iO __ ) :<GJ '3d J bnr; 9'.' i Bil-:d;.:''j f:,1~',r 

:Y/! j::JG ,·.!0! Bet\oleen : the ~<lef.init1ons r6f ia'ctiv~ .ia.'rtd fj5a'ffs'ive ~1n1inagerneh't 
are wh~t· jtl)e parties 1 have !terrned ~Jf~emi "rSassfve rl ' strat~gi~S':UtatlFl 
take ;'limited [position's ~awa'y !f'rom fa ··beii'chtna'iX (lrfdex. IlG HI ~)"!lJ20qX0 

i:Z:'!'d 1;;rU L'!One~examplef:incl'udEfs: ~t'ilt~"d()'~P6i'ttchios" tli'at!j ftO b9Cfi[J 

inci·rea/~~oQJ.:l' ·~~P~E!il~,ff'hHlEt'..od\X~~~Oft lY,t~.l~<!, ad J 10 10,~ or,riJ 
pr c~ earn ngs ra~io or Bome otner 

!)rI J HI b~c1i'araciteillst-id (B)J relat'i Ve.(·\:o'fth'e ':HideX"··to ~~'l . 
nrod~ce ~e~.t;erj ;!lfter-~~Y .ne);""ormance.- r,,-;,,, ~v~:j .. ~\.r."l· n"·~·(I 

\ ;lI/ifi:)2 '~p'E!cff'icaYfyJ/ c;r~tlairi , ti'lt:'e'dfls eia:t'e""'g{es""may b.e'" 0.",. (, ..... 
Y j i Up9 9'a'ppropriate to' optimize~rafteY-t1rj( -=i"eliWns> dj t.~-l b~n 1<.1'-':0::> 

ih i (1--; B')j .),f~!:~w,~~nl'lm~).~~~t~'? ~~n~.;nPdn·i"'!JU~}.A~~~~d. · .. Etqu);~y{ . JI10'T:9l?HfErJ _ ... t~Ltfo 10S a~ 0 t~1r fferent tax rates. . 
' .. ;,; f ILl j '.: • Semi-passive}'s'trategiea 'ge'heYa-llY h~aV'e"hig}{erh1Sb !;d itS::> 

fees than passive manag~r:n~nt'l b"t",low~r. fpes)flr ·, .... VO't·fllj than fuliy activ~ managE(me-nf"':tf- r .. ~. ~ -' ... ,:.,n, ' .. ' .>/ .• • 

)11j ],~ -leo( '{o! Jll'.'.-;'';)(,GIlC·j '.)vj~<'f:.qio1 81 0~)j1;Yt9:hnq 'HiO 

• '{iii:, lpe, .J~f-rtJh~rj ~Rft.~rt-! ~rfttJ ,rere ,tJHH1; Ji~-'U9flSq~tttYfoq yJ r prn' 

~W';Tc~tJ.fljp~rvr;slL<tPJ9~ hJ7:)~r'1~g.TflJ~fW.PJ~~~.y -;)<)J:h.~Y R~JJ~y.~t:\:l@.t.r,-~~!IlJ~\l 
~:~s0~fre:.i&j,-t; X, J.n¥lmlrn~mt~ s!tR.~!.q -~e" FOP.sJ~~/resI l PJ1e t Jt~lJJ P.fl~W iy.~.) f 
ar? .~J1?i.r~~f.12qtt,Yrrh0,,«:?¥ev~JJf,.~o:':l~Ps:.\lF~j:tl1at-; S·.h~i J\\.~9.}9f:IJUj.h ;~.'J 1 
pas::~~:yej(t~_~Jj~ene]lJ ~~?e~0~?'~J,~tJl'iJ.l.1~~J1I~).9~~J...i9~a,m.,IYi.J n~ J Jl!Q1".~.,.\:.!la.l)i j 
trPJ n! (~Opj-F~pS..[JI·U~$IU,-t~y ft!t°yf<.d f~W~ijJJ~r.9t;I\§>e,m~:rp~!?~Jy.9.l eql,lJtYlo1 

irYfJ fat :'R~Wlt s:.:l ~ff.' ~ hrc.'!W IP9:~ r ~9t t l' de ~,~l,rp,i ntJ)9.! ~h¢ .t..h91:! ~ h9J p'~!J.9J V'~,~ II .f j 
investment minim"m nercen"ag~ has been. mo. .. ·.~ Ont"'&10 .. l.e '::'Q\ p' !:IccJye· . !)J.·!Cl'{fl ::111.1 :-"i'~l.E"l~.'-[ _H'rjT "if 3.. ,c • .J:./,,_1"'.Y .... J '-- ~'r ... ' .. n.}-.HT ~"'f •. \ _::t!'~t"'~ , ., 

!~r~~r~~}{~~~~!~ii~~:t~~~'~~~yJ!~t.{ty.~~J~!~!:~~~!!~-~~.~:i:!~:g.\! .. ~~!j~::~~ 
-"..iiJOfi BJ! 1'--' tTC}l.JI~-:"~ 'iifh ir...J ..L.1I.) t .. ~1Y,Hl \ .... ~~{ ~_TJ,. ... ~J .. Y' 1.,_. _ __" \.1.·,Yf.

4
... ~ 

styl:f~rt·j rfc.sdoJni:?~Vl~i..!J'aJlpg¥rneLI,1t; slt9.\lJ~:J~~r.~9n.9.i.p~J'.~,? .q~P,~":M~].Yc)(! 
from el'mities{ wit.h nOoDassive I requi5e_mpnts'r' .,d ()<, .. nVI' "ocq_ I' C-"J"'a 1' 

9V~rBpq 51 J Io SV( ~~lyJ:.> '{..l.l r';, ....... :J .::Jilil ..... r "----- ~ \~ _,-,0 ,.....J .. 

oj ·.(lr~ro ~~ltj1~t~h fgYl1?;ttJ\~t,> ~f.~hJ~{joF~rJ:eJ91 n9xizpnd·.I)JS'_woi 
taxable environmenl-" the.com.9.t·nafion'8f hioh~1~ m:ilnaoPTi\.tont-.of':'&:>Aj 0'1' 3H9,119PflflC')! !)v:le:8bQ- ;r\Jc J! J ':3'J~Tr.. .Iv ,~~~ .:nT .... ·,,·~Z.:HT .. ,~:'r ~,y~::T ':J 

trading costs, and tax consequences ?Jl&HFJ)RY~5~!in3t~~ J~ ~JJfJ9~!t-J 
for active managers to outperform a passive index after-tax. 

- ·l8? ~ -
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HO~,~,V~li' tJ It,l:1.et~.l{lr~ ::,aQ.t;.$..YQ 'lm~n~g~t'$ (ith~t:·::have rconsist~ntlyl: jn hI.-,;I 

outper.~or~~~c Pfl~~tY.~ ',:io~e)(es"and aQtiAve :-strategies mayfbe ~'desigrled 
uQ.tqu~h~..;fQ.~ l<N~l,J~i~d.jtttt~t~,cthat Ladd 'N{l.1ue ~I !"'AlSOj' as tlia .tiim6·) 

hori?.o.n Jt'~J~~Et~ :-~lJQtterl[.thei compounding ['of {capitC\l [gaitis f b~tr6me~ 
less extensive and the tax consequences bec6me!'lessfof,:ajfaotd~:-in 

,~~~" ~n~l~~ :.ke..t\f.~,ep L~.q,t~'(~ .:.<!:I1.d :paesive :marlagemeitt wy FUrther, active 

ma~,'Hl~JIl~!!'~ ~i~y,J~. ~f?,,~~\ft,'iJn !.t'~4,ucing ,~the <accUmulated. equitydh' ,'J!{, 

exposure in an .~.(f~R.i~nt::··IM.J)n~)." J,as".the \time ! horizon ~gecreases fdr, J 

fJased on t1!.~_f/~, <!.<m.f!.t<!~z:~,t}oIl~,j.J:~he parti:ea ... have~ 'conclu~e'd that less 
than 50\ of the twJts ISH61jlcJf),e·fbiaGl9.etr'a<5ti.\?e{\~r.,~n'~fll 

-,19{ jo ~,~:O2. -JO O.l.lf,.i ul!n!nlfh\~)::::u-.1q 
We :t;~Jc<?9I).l.?!.e ~~ _a~_th~t:~ ,are: t:rade-:.offs involved i.n the 

pas ai vel act i ve \nanageliie)\t~rJec{s£(fri'.-'~ r'r1.1l' t\-"'U'gl:'GI ~')J~(l)fk status, 
!vj '{En a 9.( p~ jj>-l j <1 !)~).11 L r n ([0 J~ 8:) \ '{ 11. f}~)L J (,)~ \F~ 

combined witn 4.f~.Rng,-~t~!lteJ h.QxJ.~pn,~ .te'ndp; to~ faVoX\tpasp}.ve equity 
management. ltoVeVer ,b~'l:lie"'e-,ra're{(ab~:fife f>ma'n'liJEfif.~ht!1ft~1iE~gies which 

.80:).,-.1 xc,j jfE,'!al:tltJ -:!i'.111:J.o3 9!Ii.} 80(lC~'!J.lt)q 

can be design~trt IPPj!.Q,~~ipA~JY)lf0.F ;,a,:qualified.-,t.:ruatf-(i'.-e'., with low 
tu v d"~'b\: i Ve..-e -t ".(~ .. ~rm~"rl!')q [,n 0V 1 en Gq ilf.r(J B:1~) 1 

• 

rno er an . " ax m~p.a.H'~:.,.Jhr.u"E:'l QV 1 j:)r, '( [ f 1J:l iH;IU 

Our preference is for passive management for 100\ of the 4It 
equity portl~::H1Ybf'11:h~)'lt{fst~ ~''Itl~tbtyt showY' th1t~"-fE!l /Hl.lf any I 
pot-tfbli'ollnana~ieitfi~ \e~b'eed 't:11~: ~rartdC:fd)ft2'pbO~l.J) ~ooff~J~~Jig'~J<gv";;l} 
long~ 'peri~8';('bfJ.'fln<~{j'ltl~~f!~0'10"(~~A\ltJ}{f.n }JfcC~1{}rlf6l.-~uh{lt~1? ,')''i:if6lftii 
few ai-e·/ltnYec69hizilbl'ec':baf6~e~ll1EfJ 'fabt~vs·lftI~erth"e't.~1{s,1 Hgr-au~oe fgt 
thest.nanimi~Y' of( P6'sTtl'bi'He '.in thi:iillHsdaa:~;~)(IJ~ UrlPJi[dg~p{'t~?~r,q 
partie's'el re'cbmrrfendatTont'~that! 'onl."Y ;SO\'1!6f 'th~"~'4u\{ty~IPbl·tr6t tl ll1~ 
trust'.' he't!d I b"e-tl ri\feh1"e'd I pasi:ilV~ly~oh Tll~ r~rillilWderflna'f-be~-thv~':;-rt;arI 
actlVe'ly,i'itlJ 'phjde-nce dictat'es:d 'weidcP~bt?b~YievgTth~'lhYbYld{9V[1[ 
If se'm! 1:. i'iass'i V~fI.i TnveBt'fulmt!)<s\:~~tb'gy'iiAEfi nf~i4 t'1 IAlj'111Hrsli ntrF~rYW: 
CertainlY'2ea'Ch utJ:1'lt'y' hfay"1 rhves't[ 1.11 ~~ ~'hSP'pgl-~i'8h t:C i1V~~li\f~ 
pOrtfbI'laTin Y,ai{Yi\/e1m?n{a4Jmb'nt'!8 aiid'!'i1~?1.1:.et!,i'~li~?jl t<l)lt'Ali th~lI'{je 
,,' • n b it<>jn'-"~<)'~~«"'ttrl 'lY)8.~6!J 0fl Ii-lf!'4I.B9i ji:(Jn~ mood 
sem~-pass~ve, so e • n~ cer a~n y'approve 0 ~l1e pass1ve 

investm~nl:1s I1J\it TO" 'biiFP tnat'f bY-: ajFgil)(ll:Jat~l riafit~jl?iq o1Qi~r to 
increa:s~ ma'i'la,?/emehE ·feb?i'br"''dilul:.1{~tH~,:rso\<)1>1.sBtV~111.h7lhk~fueb~df>X6j 
crl.tei-lbhf:; lb fiiit j pefml'hs!bi~"! a 9:JflS!Jp92f10:) xl}j fHl6 • r: j ~~O:J ton i:b.G-lJ 

.X6j-~9jlfi x9bni 9vj~e6q 6 m~ol-:!9qjuo 01 a~9E5n~m 9vlj~6 ~O] 

~'19Jr -
, : 

• 
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Fixed~IltcQrno,·Inve8tmentBno(JIJ.Jh'.1noJ '0',)(1 ~21J oJ ::d hIuo·,o.J lIoiJufoB , 
L.) ! l n 9f, 9f.~it1<f~.1th~ir}·iT\~ePttonfl':,the( tn18t8~. i fixe'd-incom~ 'j01rHIF,'j J 

portfolios have been managed aQoively(\1 Ba~h\()f t\:he ~u'H'lieieg(IlH:q 
pqr~JRlJ9p J}l~.V,~ ~Q~tpe:r.(o:r('lj~d ;p .. ass\ve ~epres.entation's·{of\ the active 

; [,fl!a.f\~gp~} q;:./1,~Yl~ .. ,.(r.ol'l! !:l9QfL,t.hx:oUgh ,~th~ ~ pr~sent:'Yi{ peg'inning'in ,1994', 

trh"Q, ~~.1Jt.i(y}.,:,t.r.QB_t :lm.s 1.Q.~~)t~ltpx.lrates that ,do :hoti -'givEneJ-ther 10 

ta><:.~~J~ <~r.: j .t.a~ j ~.xe~mp~, :J~.e~~uxi.t.te$/ :..i.nherent, :advantages .r I ~Tne~e foY'e \p. 

act ~ye\J\lilJl~9~J\1.~~n,t{j'~B1!q!-!l4. ~_h_aY~.JJll,a_ny topportuni ties to~a:dd·lvalue-,r.f1 Efr] 

thro~gh.l~~p.l.p\tJl)g c.h.an9J-'l~.'!J ix~(:J.:- income . spread \relat~i'<>nships'hJ [J!.? 

11 ~1sq,/J PAS}fJ....,~Et ~J~~e~q~.Jl)c_Qrn.e_ !,sJJlotlltruly; passive;·becalJae'lthe19'.l9Jni 

benchmark index composition c.h,ahgesJ,frequently./as·mew;assues"come1 

to marke'f!.~p~:pt,h.~J?,j~~,~~P_)I\~"t:Yre·,)ff}FQ;t);~l1~~~.~l;~,~_fl9flf;;J}:tahd l'becaus
Y

e 
t1}.~rejJ}ill!)R~~~n; Jl9JPPW,.SJ.,t i 9Jl:;to, consideril)g. fixed:.;ipcome management 
di (~~J:'~Jl~tJ'YI "th~!l) .~q\ti~YJ !narmg,e[l1en~'l'i ,We .will'(noJ:. l~d6pt{.tU'lY ,pass! ve" 
~5in~g~m~Jltt-, ~:a;!'tq"~~~JllJ~Rtj;t9.T(lxe.d-.'·"Jtncorne. fQ~ria.gernent'J[j \ '( j i fldl x91 1 
Phase-In Perio(LFor ... The. New clnVestment·s '.I')ox<) ,<;,),( j i I fdr:.q":) 9f{j ([0 . ~ 

fh' i;·!'clt';d G9~P),j.jlJ'lG.~1 !o'li_thi 6!l:r'; .dE!cision .on' permitted;dnveatments'il! 
, -.. "-, -

. BP~U~~; Jlqh.!>e, J.w.n~,9(Sl~~j n(~n.veptment~ restrictions, which 'ar~r (> j no'.) 

njl~~9.w~~·d~h~q,~thq~~; PJ'~yip.""~lYlapplicable· ·,to>.thei,trustsI '!Iill'l il9s·d 

require a phase-in period of at least),18J.months\-:ga'hislwill·Jprovida 

a reasonable ~ ~JlJ~ )J~f'JJ:~_!lI,Egmmi, tt~~!3!~~9]L~~j\!f;i~((t;h~ ~):'! pgrttolios ito 
cqlJ'lply),\;{.j.t~1 t-Jl~ ·pftJit 9~).9?ljn~_snq flcd J.r,:) i: Iq(I£~ .f C"i!.fol 9dT 

" ,;:'1 :: jJ£)l1.Q~j P'J:9P<?_~,?ld:Q J:~,quJ~~:,tn9r.eJ than,6p,", passive: equity.~:jdo 
ma~~9~"l~I).~ ~.~ lJ.l .r~<I\lJ r~: ph~..!J_e9)"J.n! .co{tlpl iartc~ .<')II For j exainpl~) underl 
the p:t;'opos~,,~}J,t;\Y.¢:.filt.';tl~l1tI 9!l.hleJ.jrt~J~ij SOO&Ef--s',furrenti),equity.J'{;trategy 
would not be c6nBt9~r~.9,: PilS§j.v.e:;'~JorThetefore~i: Spo&Ef S1.comtnittee 
would be requlr~d~ l:ti"h'I'i-e0 ih&i:{til\d i ~ (..fA'fflil~lP ,uf}a?t~~V:vf9.') aSBur~ that 

lfi'\9fle,() ".l<:;bcJ[} bcn!lIp~.! 86 83c¥:)O'{Q !9JJ9.l. '=7':)1'70fi 
more than 50\' .9f J !-li~J.~_q\li_tYJ pot"~foliOJ is~.t'nahaged\ passively. It . 
would not be in')'th1"beit: iT\tere1J'b61)1HJ,.')tThstsI~b·1lb-"11G eqUity 

lfivO-HNG (w.iaalr':():) oj .1':)9(0118 f1!£;;1'3'{ nliron8 
securities imrq~,9i-S'S,~;ly.)~il]\p}y,:, tp: pl1rshase·:"oth~v) equit"y.I securities 
that fit within the new passiveQm1{n'Alf~~ntf r~~i~'fu~Kt.qfi This would 

op...1Yn~Fj.g9PP,,' t.~~~9.ie, ~g.pJ.\.51lb9~j.a.i~1_~nd{gen~rate) commissions and 

o~Jl~1;ri:&F5lru..ngJS.9tf}J.~,) {1}leJP\9PY.l~ffi,c.ient _and -:cosbt,eff~ct.ive1.i19f1gcI 

20;~ 
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solution would be to use new contributions)t-6:~tlie-\~iu9t·§?porb9:xf\I 
tranafers -. fron!. ·the lfixedf'inc'ome' -port£ol·i6Jl ito ia'¢h'ievc' jthe desired· 
paset ve/aoti ve ~e·quity(portf61.io\mi)(,' h:)eF'~1f:'~1 H9::d ')Vf,d W:J( I01 J'w' { 

Y." i L)l, ,:;.iI:1 Another ~·example(_of. whyra ll"hAsed 4 i'n:cornplianc'e rJSeirnxf:!io' 
,nocea sarY·j is I the ~propOsed -'r~qul rernel1t; i that:, Ct he'cf.fxed llWcome"1%"it ion 
of the' :portfQlio fbe frate'd BBB.f-··or:!higliM:<:) '-Th~ !6Ul"reilt?-~l!di'soi\> aJ\{d' 
SPO&Rguideline~.Iallow I fo'r,~unrat'ed rse"c\i-iit;iea·'-if'~thefinvesthf~\\e'f.·j 

managers,-believe' the- :'secu11ities 'WOUld'·M.e~t>-'thei<ratingnfgEfnb1'El h.· 

guidelj.nesldfl.they rwere}rated/tiHeYe~ "agaHilH ib is'liii<the';'b~~l::f(>Hi I 

interesbLof~(bhe;~truat"a <to~ a,sllr unYate'd f.f)(Efd:":irtconf~S'ec\.i~ltie6'l\ih'en 
rnarkebLconditiona rar!ftnost;': faVorable{.:) Hoi j 12oq:,;o:) X(lil!! i: ;.['If>"'f~~J/lt,d 

'lnvesttnenb; Manager, Contracts.'Should' N6t 'Be';Plit 'Ottt:hT6>JlJid':);h;;',1 rd 

• 

JiT'.''''.)CI3fIf':'.:Al-11/part-ie's' agree!fthat;manager:' 1ieHect1oi11 s}foUid:~ribt')b~(J 
based:op 'f'l bidping t>roces·s'. ~)'.They,'argtie' with1 g~eatier!.:.ir\v'est1i{ent~ i b 
flexibility, the'lawar~ingi of-'lI\an'agenu~ht -conti.'acts<' ~Hotild!'lfe!})ased' 
on the capabilities, expertisepbnd'Iresouhfes" 6f.)'pdnlii\f{hPl-_9,~rA~I. 
investment-> managers·.' and: not :on' 'a' cformat:> blddir1g)pr~::Kfe-B'6) based on • 
cost al~me .'\'::> Because' the' partHH11 agreet on thHJ~ !nfsu~,9{~nd):U{~'i'EP'flas 
been nb~ opposition) 1 We) wi.l1i.not~rad()pt(:any: biddinY-l·-t-equik-eme'rit"iJ<-for 

);inves\:meht,; mahagement:.l[contrracte~')I Jh 10 b0 i:: '1(,(! Iii - :1zr.r{, 1 f: ~),t i Pp'Y1 

,Approval, Proces's;:For;,IINestmentl Manaqementif Cofitract~-t f,fdf:.no<3J:.~:n f:. 

The formal application pr<':ice-s~' ~ui-'i'lnitly b~irilJt iisedr

"f6':.J 
obtaint ~ommission!approvaV of I {inV'est-lifent 'ih~m~gemen~I cOhtracts is, 
in) the Opi1)ioln of )'the pal:tle$j<)Unfi~c'~BBai'ily1 b'urdEm~ohle llnd 1't1le'!f;f,1 

'{~ointJ Re~6innlendat-ionr proposeB~ thatil ii:~)~sh6\)ldl be1'cliai'lge'dpoQO'lq ::'ll J 

s<)j J i'!'Contract'sV:~ instelld~<)should! be, f,ilredc(oi:t~nr::':) !:d jon hI Ii:;'-": 

. I - C.QtprrI~ ssi9;n apnr9Y~J. throuah t-he" CommiAsi9P-J R)"",.< " r{ [. r 1'0'" 
:ft';j 1 ?'!fJaa£> a'dvic9t!!1'e"ttel:,1'p'r'6~eJs Ja~Tf;;~lre<t.tirt~erA.rGen;lrili -'- JJ_ > ". 

j r ,'{ r Ordert:;.?Ei'~A! within: teh~ dltY/fJof{ Ai 'C'ont-r'Act}s lOt!. nOliJ ~-10.;j 
'( 31111'9 e?{~.~,y~t9'l! j<\,,-~?=Jq~t¥dtso.3l,tri\9j:JIf.! ,~M..fe.f.91'~tl sd JOll [) [(f(Y,': 

shoulo rema1n sUuJect to Commie~lon app~oval. " 
89i: ji-.fIJ::)9an~fwquld[ !?b1,bihdingi'otHyJ aft'er: C6mlilissifotl':F;u G9Ij .. nU~)GQ 

bIuo'd 81riT ap£t8yghl~9Ib.nfJ1.~9J~Ih~~<\,,Jl??£q ·,.;an 9I1j nidJIH ji) j,;dj 

Oft£> ano'rhe~'reasoriB,for)tt}{e-1 propbs~d( "ch~lnge,G ~i-)tch1 wi'lllt> bl~arl")p 
bene fit·) m~lI'lagemenb~ of [the trusts' 1 :~nC;Hfde'3[{l) a'dequat'eI 6versfglit{O 

• 
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which i~[.ll} pl,~ce \alreadYr in the "form [of, thelcomrriissio'r\ 'fr ·~appr6Val 
of .a· majority of committee menmera, a majority of whom c\YEf')\ot'!"t(?f) . 
a££iliat~<;l,.~lthcthe i\l.t!llty,· and :whos~ 'nbmHfationsr.a).·e"'~approved by 

f, Lth~".C~!J\\~QJQJlil,.a.f\<l d(2)J1the ·an..nu.al'Jand Ithree-*yeari."eportfrtg 9f1 Ipn') 

·~.~~tr~_rt)~,n..ts ,pf f.~.he·_CQmmissi..on,.nIHit)1 ,those ,safeguards <.ihplb,'c(j'p:) 
the revte\t( IprO,G.el;J~· a.s. :current ly Ipet"fo,rmed a.m<ler;' forma1 . applicatioh 

l~ ,nQ.1:! i,j\,l.s_~Jf\e.d, .~nd, tP1.a<leJ~IUhneceasary.·apmiriiBbrative 'l?urdehfrtaYld 
time ctQJJJ!~x~aJp~~~ 0)1 the, :tltilities·:and'Cofn!nission;'sta-ffvI ·:ltirls 1m" 
di~fl_<!'(p.J1~f\geQ.l.!a ~~Q. cQnt,inue",t<trallow. a.n,dhV!3st'men'b IJitanaget,: tb~fJn{l£ 
lW?J!3~.geJ~~.rPP~,~(Q~-.i.9 a.(~.!)~J\tha!rnanaget; has: be'Em,'notifiea;lthati?ri'tc:will 
.l?1!..i r~p)~ctq~~, ,p~n~ing,l~oJ[){1l.i~ssloIl:;approval~of{a~ ,n~w) managa1:'l y:jrP'the 
P?ft~jAttjleJftPpr:Qv_aJyp.r~>-ce.QtJJ has:-.taken"'J-ongerJ thanf ~o dilys{8 }Itl: ·is'(in 

,'~~h.~, PQ!J~t '.lJ\t,~~~_~~~ A~L~h.e.)·_t~u!Jts~'~nd;,t:he) ratep'aYers; that) inveSt"meht 
~;tO,~J\,,~~~ru~J~yA~w) a))~:'..~pprpy.albe),hand~ed; bhrough~the: commissi'on' Si9q 

advice letter process as. ~t:9:pxpedite" investment! mpn9g~ri cbange's!J8 
when they become necessary. ~!':J~)··L:jn~,,,;\?pfa.1S;U )f1Q::n;JB.~~"HI e iI i: ;.dc~!i r J'he%~i }la~}J>e~n) nOJ.oppq~it,ioJi' to~ thei"pr6posed)'change to 
.~.h~~ ~~.l1~g~~~l1tJ <;on~J"act;fSlPprovali: process 11\ For-l theO reas'6ns' staled} 
wh~J.l; a>'ljl.r!:1~(h,I Jl1y~_s.t.~~nY~1l'~J'lagement, cOh\:racts! should' be)'filed· 'fo1--> 
co~J.!JpJOrl jlPP):'9ya).:) _~hr9.\lgh_ .the 1 Commt~aion' a 1 agv ice'l let tel') p'roc~stJ 
~~.x~<NAr~~! Y.J\de:r:l,G_ef\~tril).J.Otd~rd)6~A{ ~itpifl" l'Or days''; of . '¢6hti:'Act ')11 
executj.911.;'::;old F:dul [~)'~)h f, ,;,w ·dllj;t; 9;11 .1" ,nir,jnO'..l Jaf!.l [!'iSP;:,fl6f'J 

various st\ldieB;(,~z:£.~,,'! f" J" :JJnlc;1 .d2r,~'f fled 10 <.In:> f~ rUh; :)iub::Hba 
, . " 
,d rLl . oj "I:.h~f p~,rJ,i~~,;:l"e~99pi~~ that ther commi'ssfoi\l'ne~ds t6. bee bV 

adeqUateJy.i51n~JJc,~qu~!1.~lY3'j.l1f9:r{l\ed2in~'its' 'OV'erlligbt(}cc\{>a?ibY'ibOfJ8 
the status of the trust funda, the decommissioning cost liability] 
andj.9!J.l9J;;.r.~1.e.y'.;l!l~.1J!lt.Q}:'lt@t.H>p .. )fJ I The. \1oin!,f Recotrunenqati'6n proposes· 

2 ;~.lt~f~~n9jJi~~.rJ,J)~ .~!:y.9Je§t of:l9.ec9JJUnissiOfih\g costsJcQntil)u~Tto, b,e')} 
• P.~J:~.9~'llP9.1~V~Xy,.tb!"~.~1 yeliX,~.1 t .. bJ'()ugh thei curr(mt.vgeneral ratiejqas~0 
u «9~qh P.r.9~.~§Q)j ()rjj.!11}i~.\lj of':)GRCjfJ7jaS mayJbeireqilired1by bIlJO~'" :J 1: 

. aJ.J:.~.,"I\~!:i.Y9J p~.J'l?r.lJ\5l.IJ!;~jbSte~dJXegulatory.)mechi!nismS1 'lThe:J analysls 
of X9t~p.~y~r fJ)nt:}:"j.J)\l~i9fl.e WO\lld,~cu!"6,in 1conjunctdofl with! bhe')o':tq 

D·;r.e.yi~~l 0t:;t;.h.~j~J1g~J1~_erJ.ng ~tudie~. }nUtilities)w6uld)cont1nueyt,()'Jp9 
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~:t;,eI'Q."ll;iLtnH~,t\pel,"formance annually < a"s reqUired fby: thdftnist: i rb i ({", 

agrEt~Jll.,eIltJJ. r:cIi',,' 10 yJi.'fot'-'l J, ,n".f~d':':'l 'F,jj (r~::():.) )0 ,{Jh:otf;'l 'r,. h, 
"\,'l h0vo'lq<l'We,'agree,:with [the ~parties!, re,c'orM\endaei'ons [thAt: Ins I i:11;, 

engine~p;,ing .,cpst 'stu.dies (~J.nd·jrat·epayer ~c<>ht:f.ibut,ion C"art~lYBHj",'aho\Jld 
cql1t~nu~ fto :be Ipe~rformed (every;three'~years thr6U'gh "the"~UrreritTGRC 
IPl~QG~ts,S'fl\pr 'in,'lieu',6fHGRC· s/) shOllld be""~eYf6rme-cl :as"'niay"l5e'rn <)d.l 

El,"~quh::ed.lby ~alternat:iV'e',perJormance".fbased 'l."e9tl1atcSr}i 'lnfe'ch~nitfiilsJI f 
and It.ru_B,t p,et£ormanc'Ebr"eportfhehould ,~co"ntlnue' t6' be'rl>roYided' ~,:-, { I 
annUaJlY,d\S2!requiredl by,'jther,trusl:.~ lagreemehUf[n Th'e rtiitnd'lbet'"w~er\' i b 

I h~HlrJ.ngad~hallt hot)bel'lohgeri tha.n;lbhree!-yeaYs [> fSn6\ila (there "'l})-e' (no 
·"t:,irtleJy ORq;.or.",comparable pi;oaee(lln~;pt<>'rconefd~l.":·theBe "fe)Xfrtib\t the 
if parti_es sha~'h withiill tht.:~e."yearB; froM! ,theYeffecitiiVe'(date'rh~ thief 
J.9xd,eVt Qri thel last·) 9R9' or( colnparablei ;pt'oceedin1n :whiclieVe~r -iErtiat"er, 

• 

pet..j,~iohLthe 1 Commissi,9n)tb t adopt. r their tno~tf(recE!ht, en9tiffeeiili~ffc6st 
stu,aYt!,and) rat~payerJ"contributioh"ahplYBis .. 36 :~<!s~cn(f '[')JJaJ eJ:) ivL>fj 

Investment Management Fees . '{'(f),;2;<)::;c'il ·:,'o·)oyJ Y!:HIJ I!'X\;~' 

oj '':.'l?~lf,d We-),f-irllti <Jis¢ussed I miui.agementJ,fe'es""for:,;theffeltrusts in • 
p • .67.-;05-0,621Jn( OI'IJ 86'.1'·1 At? that! tifne' We] \le're''8:sked) tOl'approVe 1 f~fe8 

of-A) .S.oit ~or{ theJ·firsti $50j 000, 000; of:, truaf:;l-a.SSet'SI and 1 'OY4()V> fori'.: 
the; e2C~eSS/J plus) expenSeS}I 2. We';refused.(l!! weqiid~f, hcMeVet<)o graht:o:) 

f lexibi 1,i t Y • 10 We {saidr II AhyJ agreem?mt~)'~nteYed I'fnto,rwi ttll 'lhVestlnent 
managers must contain, at the minimum, a declining block- :fek'SJ~J9k-J 

schedule with a cap of ten basis points at a reasonabYiil.port:fol1'eV 
valu~ .~u ,(24')CPUc't 2dt at:)'316'J) :lTh~ p'at-t1e'lf) haVe' 1idn~re(f.' to this 
stand{lrds ~ althougbi SDG&E' s j inanag"etnent 1 f~e'sf a:re"J hlghEftfI tliAh<:d fWPDbE 

~~pe¢ted'l );:;0:> l!fl1:flo.i:f~<dT~,n~'h ~dj ,2bn:;1 jr:lJ"tj <:>dJ ,10 8IJjfiJn ~ni; 

;:; 9 noqo".fq nThe: part ies) Urge r us t6T inorelt8€f i inVeiJtmerlt:') fnanayefuent~!l6 
fees .ojTheyi arguE!! that ~hllei th~"'Curr~nh) 10-} liA'sl's ·point:J;fg~'l~ap.'~as 
acceptable in f the2verYj'l,imited "'plack" L\Yflg"{ inveM:rrl€nt'/'edvlroi1nenf.. 
it would I)qthbei:iJbthe.ib~st .interest;)ol;~th~r trubtlf) toqmaint'AiEll'fh'is, 
fee{Cap.1under the~expanded{ investiJ\en{j)guidel"iYle's'lpY6pose'dC ·in'1'thl~s 

proceeding-hi 'Investm~nt:Jmahagementb fee'~ :tr~r 9'el\~ral.:lY hi'gnerj on 10 

equitYsandj,internationalJ acc6Unts1 9 thutri th~'f ut;,i~tit:ie1:f{tna\n rl6t t h~ve 

• 
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aCCef!fll.~O ·~tl).e ,I'QQ~~ Lq!laXi,fi~Q '.arid ~expe~~enced, investment ;fT\anagek"81:in 
theB~ ,~f!,ft~t;r _qla,f},sef;JJ,JUl4~t' ,-t,hE), :c::urrent . fee- 'struotur~~.<:,lIU;j JU9J0q ')0::> 

Jily~IJ),.-,tlw,f~6J.nt'iRec.OfNl1e'n:da.tioi\~ the'·p_artiea·!recotnrr\ehd·ft'hath 
'{ J l L~nv~.l!tm.~ll~>ro~nagernentragreements' shouldi B')'.) 1 Jnc·;upr)'[lIo:·l 

contain, at a minImum, a declining fee block In,,''J''''Vlti: 
fee schedule with an incremental cap of s .,' . ,.~ 

nn~'-ItlJ~)::~~Jl?t:'rJ !'~; , 
10 basis point's' for domestic fixed-income 

:-r ,,:~,(ft!9.nagers, :-! ~ <=n _ ._, .. fl.Q<.} H):~~ __ 
(r.~.(?f·'(~~'.'Q~'~f ' "'{e-?-~'i' (il'2~')' (O~!~) (OS.\'~) ~ 

20 basis points for domestic equity managers, 
. I r l:f''':9!~ a~~<\ f:.!)Q .' LC'IJPn()~l " J r~pQ, .",JcCiCJ1pJ1" J~flQ 

, 

i 8 r. . ;) 30..: J>J'.sJs point.B:~U),r in.ternational mahag"ers of,:. 0 80e I 
Sf. eit,Qe,r bonds or~,-~quitYI( at a reasonable 2~: ea€I 
;'f. por.tj.olio level~£. ' ~c U:. ~~. oeer 
~£. ~£. O~. ss:.. I~. el. Her 
r ~ . The: p.arties' re_cOJl\Inendatiort is basedl em market. data 'a1f? I 

welt~'as the u'tri-lities' peh<Sion fuha' experience\:!' The m1t~ket d1t'1~I 
provided by J~rjm]t),R~JJt~~11.1.c9mp.A(lYIH show) the, range l of fees for 
Russell clienf!"~(Wbun1:'stJ fok-':U /8:. { fl~e'dj''lnl!orn~!Uu. s. growth equity, 

, '. aJau'.I J !)I j ,fll H5:'110t~6IlJ)": . 
and non-U.S. equity. For $100 million ~ccounts, the data show the 

. 'me'dian "'aver~lfe';rn{(fff'; fo)!') Uri S~ \ fflxkfd' if{c'brhe~··~·ti! S .1:
1 U¥6~tW{rhqui t y, and 

inte'rnat1onaP'e({iJityt .Ire" 263 ba'hrsr)~h\'f~;e5rjf1'ba~lrlJi i'>dii\th~ I ~Wd 's'71 

basfif' polilts1 Y~BpeclrY~ly. -181 .0 <1 c..: JfI'C',":9t?iinGl .i ,W( J h~)ll!.f '>lfpnofl 

"["'."('1"'111:1"'" t H '<:·i1 S·'f{r.fi 'iT<'d 11 ~;'/A-" 8·~-t •. ~:~,(J~ f'1.fGvL189gan:r l~f·QS.·o 
" i. '," ""~' H ng ne u.. xe:.. n.,.;vrne ave't'a!je ~e as a proxy or, 

the <=urreflt'l 'tru'st'-' f~eG silf\f8tu~1 th~l dAt?tGIWdic~~e[[th~t'! othei-G~81J~t 
bl~~seB'1liA\te 'if> 'hi~her'<1e?i'st.rU'blut-~[ fhP1u:s; tt't\Cf' iht~&n-lttloYt1iffe95I 
equity. While it may~ be' p?,s~lbi~'J<t~O)\e§-6f:ifaie9~~tlvr~I e&\l1t~ l.eI~rsrf 
that meet the 10 basis pOint incremental cap and sl111- p¥-oa;rc!:~I)'lh'! 
accept'AbUf) ni'V~tlofJreveht.rl{E{l t6r,'lhe8'n\a~ag~i-~bth~':)b'a2-t'lMI believe it 
wouldrr'equifr~; eltff~r'1at \r~r}P hlgl01i\({f.i~H.x t~~i~3t·taqiCSOb~~i~9f,61W€O 
~ap at a high level of aBsets'psiyh~.-{pa:rEle~fv~~Bgrt!J'ft ·i.b"I~lf.~j J~nq 
r~aif6hablii)ltHmOdl'ry)th1{)fe'er;cap(s~ABltprop3btd')'ebjr~fl~~~ different 

~':fee~ lE~'~~l's~ fotU alff~'~ntj~sB'et')~1~rss~&!fj~iPth~9 ii\M:'1tu~ioYt~'lu1 onJ 
investment~!lfidu1Jtry>a6'eiJ. j20:J -rl(?1:d £, .blo·-lf, oj '{ I 9:-t 1 f ~nom (>Illod 10 

t?'tJ~t'debl-i'iE!")'tof)m1lke~:~fiy cF.ang~')lrta~lieab~tr'~ht f~tr)\'fiq!)j£"l 
schedul'e .Xd There'ffl'1J noi 'eV!dehclP i:h~f.Jl(!:tr~'eh£9mafiag:erA6\!'iIll i~fu?l69 
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iI.tQ.'PEtJ:(Qrm ,under.ou15 moreclibs):"al tinves6aerit~liX>1'1OYJ !)lO'r Cthae ~'O')J' 
competent managemenh,'wllld>e \mavai laQle "shoUld ~the' !utillfTetf;Jr'ltJ 
,dQc,ldElJ{tQchange ,mahag~rs·.1The·evidence"-showa(that~ :<cuYrent 
management 'fees haVe ·:att,ra,cted"c,ompete,l1ti.',1l\anag'e'ilf ~i'O"equity 
• t t )~-'Dld ~;01 IlitCHI I~)c'h r,' ,,:!f";lUI1U f', .1(, ,Jlu:,j(10:J 
1nves men. :10 Of;:) [GJil::U';'LHLf flf. iiJh~' ~:dl!b')lb,3 ~,'.)) . ' , 

Management Fees 
~)li0:)i1I-b-C;;':!J ~)fj8S:;','}b '.fo} nJfTioq [3feEcJ 01 

Edison PG&E, <3'1 ','PE>HfSOO&E 
* ($720) ($120) ($513) ($59) ($60.5) ($32.7) 

,8'l')l?f.i{Jf:>,'il '(ji.l!P~) ':-lij8,:,:-,,;(}b '101 8jtti:oq n [Bnd O~ 
Qual. Nongual. Q1!al. Nonqual. Quai);H~ Nongual L 

1988 O.3S\ ~n (h41\1 If;flQU O\2'S\'d -O~27\-J{11oq O'OV38\"J[ 0.38\ 
1989 ~ 25 ; ~~,I!O?h~:Y! f'> :t·23, yJ IlJn~37iO ohnod '1:-38119 .38 
1990 .22 .23 .32. 34f DV'J1 ol!o.!J~{0q .34 
1991 .19 .21 .22 .20 .32 .32 
1992 F-jc,b • 18h£:-1 i1'lS')!,'H.!f>d 21 Irq; i9,bJl~';:'~'20)',f 'B'Jl..1!E.(27-'ri'I' .27 

1?21r.,h j,:ntJf~:1 ~dJ' .1?~na91-J9(!x') ·;?JL;] lIo~·<?},.)q lw)i:Jir·;2 .. .'\} !,riJ ;c,.,}2"::I'-,·,,; 

'IO} <:',)91 10 .,)trher nurhbersi'on. 'thts4'inE{ -refledbT'tlib '{d 1;9£>1 \fO'H-I 

, f' " current- ass~tsJ inmillionStJ"nAerJ'j""tI" rr"c">IJ u 
.yJctIpn j ],,'C)Jp .c''fuah~gl!~~h.e''lnJ. the''tru~t's.~'.J' . lr.'·~, " ,,' -- _,.'.'U n 

"JiJ ~",<:'di1 fi:iJ,b 'JdJ ,BJfl!!O:')::')F, i!0i:l1irc: OO(? '10'-1 .yJrfJp:) .2.!J-[j()J[ hflfj 

1mf'. \ '{ j.i upj~Tj:~8pJe. <f!!\9W?~,~t9~h ¥:.l~PP·!JG ~\,?9.?,)rnq!t{lg~~~J'h~f~~ p'~yl]t~l)t 
fp'f 1<JN?,l~tt1f?O('ir~,~~~,tpar~g?g..TltFo(ya,~.( ,p1~JaJ" a:~f\; fpri: ,~Jtr:n9r~,;,{\S~tJ.V,~l'~LJ!'( 
nonqualified trust managemen~ was O.18%"'{Lf9fo~..;'~!~~p ~:_~~,\.;\fl1-d..: <:!Fd 

o 'Jet ''{Igf~egtJxe!x I ,,;eJ?9~~~~ s:,.\o!8~JtP-·i~l~j r-n?,,! ~b ~Z~_, t~~pp~ctively. 
:r ~trH ge!J 911Yo rjttfS'ncy 5p:,) tWi.feg:l>~o f~lr ~ ~9fd j' .9\9f~d ~9 ti V~!fl.i xnjln~9~1fl~,R~ .:. If J 

Resul-~ftof9rnJ~l~ r W{rXf? ~f!~lJnt!illJ¥lJ,~l,\~i ~~,,~m~; ~Xf,~PJ-j .f~r _$P.S-1~~loJ,~h~~!t 
h~~':)y ~JPfj~9iV~f~~~e!yj1}i:t~fhn099Ug}-J.fJ~\g'It:Pfs~"~'1 J{ ~;lirlH .\,j!UPO 

Findings of Fact f" 16< n--""lr'j' j' "'r'eel "c'''''r{ or qr[j j"'''-l H.cf'" 110" :.>_Jih-,O.l.y'.~~-\d unh qi',:,) JJ"_"''-' ,,}o L I •. c, "''-_, _. '~c./""",~ 

J i: !)V!)I f<.3d lMF~?!(!c~Jj d~~g.(?!?Il;tP~S'-)l~!I<\~j egy.t~yv 9~CH.fi.!:j.~.91 c,9N ~'l:):)Jf' 
exnectert , t-o out.perF8rm f ixed- incomp: . sp,curit- ies hYt a wlAe margin, .. ·· Jl"t(oq 8.l8{;d IJr h!' ,0:1..L .1b!J,l'll.1."lTl',uT 't,,~r J> J~ _.L~ --,},,~.Jf"-'~ " .,;'" 

Particularlv 9yer a long ti.me horizon j " 1 I J' c' ({ r jc (Ie", !rJO:;l ~f J'i!,-'<:!<!h ,~;)J..T~t~q ,:HTL .,! 92<~G 0 !)v,) Ill" » ., '-JJ 

JUD'!!):1 ~ lb gg8Il ~ I tj'J1eof!\~!p5J&>fd~ep.q¥9aJ'91 °JilJ.°pjJP,r __ rn pJ.jlcjIlg;;?9j-,~9t 
the fup9llol!}u~9YJj~j.e!1Jf<Jc£Na~JYa~9P9c~9dJ'g.t~.l)oSlY~rj P.isfu'l i.!l!J.h~I s~!1~e 
of being more likely to avoid a high-cost. 9M.\:So{ll~JJ,9.,)&peJfl<):i!jeDvHl 

ratepaye~!JJ j J10 j lOJ s5li9sR~c~~[J !1~!} f.t~~£fCj ~90.lJll1lJpjJj...9nj.pg 
escalat-i6p. ra .... es excee~Hna i "fla .... lon is het-tp'r' man:llg'pA, by 5ll\'[''JIic.>CJ: 

-9C!IJ-.l9-.r £ J.W :Jj"BeJ)tlb~IT .JJ1:.J~liJ-J J'~ll-' :.J'J;D;"l~.t',,':Y ... )"IT ( ... _L ~ ~~.. • T" J ' 
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in"~IJt,~~n~ ~t:ra~egy 1 tha~ includes, a'i8f9111fiCanl!:1allaaatloJ\:tf~1'-!~h 
equities. ,'.0 i ·~rp~H~. ~'S~")fll. . f,,:.~j) ,t..'DC,',ll-.! 

cJ ~}:! Lf1tocka.'".have outperfotmedllb3nd8cins58-~6Ue-.f6f the ·past 93 
Ye.~J,:f!., J!,Qv~l" t:,en~,y~~:r rperiods:.this Jadvantag6 :if6t'1 at!ocKs"JilebomJijoh 
~v.~J))nQ:t;.~~p'ronounGed.< Jr.Stoc)CsI have .outperformed ,b6rld§~il\,-11 'oU-t'rdf 

,.,8~,;p~r!9.<1s):j_Qr ~65\ ,.of~the' tirnefr'OVer[,rolling iteii.iy~a~ tint;e: j-,.''.) !Y1f> 

hqt:i.z.Q)}S'Jertfcd :)?,') ol!f:'.fol ,(3'):>1'r<1 ~::'OJn ,B'J16f JW)'1')Jrd Hi <~0effr;!b 

'co} £.4 f:1J Ee.calatiqn: rC\te's ) for .::decom.1'ttasio'ning<'c6st:s ·aie~es~irn!t:Efd. 
t-.<? .ib.e I.1:Q)ighly <;.the (.cost· o£,vinflati6'n plus <~3\'~HJ(B6)\,daf}{ave"(bfet' '<wuq 

, e)~,<;,E:lEt~~d this Ltarget·dn ;<:mly<-2<1",:'of,'jl"olllng'!20'-S'ear <nis\:~i~fc'al)~tIme 
periods~ J IHowe.v¢~, ~8tOCJ<S fhave ~equ_ale'd r6r :'6xceede'd ctnHf··~eciibet b16\ 

't(o~:(.th~\j.t~ro.~:.j 9dHp:n: ,'\;~8,h: \(I:';1')'OX9 ~),fl> BnviJf,vl-1!,:CI .yJl:fIWf,r,o:> 

(f t,. l'Jv(.5 (!0::'fhe.·.'.inabili.tY:lof'lbonds LtC:> Inedge~ IhtUit';ioW:adequat:~nyq J~ 
sigltifJ_Q~nt.:l,.y<ij1cX"~a8~eS rthe"'rJs~; ,;for, l"atep'ayere,-assoclaced '.Ut!h11if 
heavilY:d .... e.:I,.9ht~d~fi>ted"iincbtne'tport:foliot,lij bllfonB r~"l.91·Ejq 01 9Idn 

,ij:,~6~o(n/;l'hJ;~1 o}>je.ctdV6: oft •. the;,;funds , i's~jta(pl"ovi~e-"·f6y-(J " I r 
.:~eq9!J1!1)~_s~).(m~_ng l,Q)v20x.year_s',<)arl'd ·b~yohd:'20 'yEfcit'S'. 9IAdve~rheg}f6rt1. 
ter,~,~q\liJ!,y."ret~):"JlsmustiJ:be '~onsideredt 1n~(the-, d:>htekt!) o'f~ 'the{\ldiig1 

term obje~tives of the funds. Equitie'sl 'nbtcf(mly. shotild{ outper.for~ 

f i1<.esi.-l ~n90JI1~ .~epuJ:'i.ties N. ~put,· also; a~50\ lequi ty..' al16~atiibn shbuld 
resJl1.t:l ;",iJ1JJJ)weXi J:'islt. ,and: llower{ cohbributibns -£rott'{;ratephyeri(>'b~'f-j 
jtJ1~eJ ~}(R~9J~d_';fl1l)~Uh9; per~od 'pf the)tn.fst~B'" J i 9p.<,WH 00 J ,002 8' ·.fGo'i 

.F')'} ).it; 7' H3 ,J_t:i~_),~_eSlsO'nable: t.~>:adop~l aL50%1rinv~'stme'nt in,req{JilyJ 10 

s~~u,ri~~_~~\.for. ,qual ified I.trustS\fiJ 10 inlJJrn )0 01r.,·{ Clrlj h'3S':)x~) oj 

oj '~.'.~3 i NJ ~~.nt'ernat·ionah e'quitJieshliUlit fOfl 1;invE{stme·iltff;o£.1-20'\[of 
the t~t~l t:;r.u.~t:·;'f~nds J (both~ CJ\lalified! and) nonqual'ifi'ed)f> ls')s juin jr;~ 
re5l,~.9nSl.)ih~ .~l [01 j',toq » j'.)lJr j8flO:) hr He'. , -19Pi;f16'11 BV 1 J:)£ n,r, • jer:,·.! j[!O'~) 

u~ .~bYPJ t~l ,100\.)of<) the,' fair market values')oP th'e~ trus\:?J~)m~yl»e 
invested in investment grade fixed-income, 'B~cur-itiresf)l(rat~d)~lllr:i0or 
!tj9P~.rfiP'y B.tpndar,d) &1 pOQr--l Sf 0). .. ·) an{equivAIEmto,rat;ing{ by:>'6thet-I rating 
agencies) inclu~U.ng~a bu~ hotr.~·limited l:O-jngover'l'imlm'tl! ~~~nc9''}Ofl hftfi 

rnppJ9,!PSlJ,j~9rwra.te,8mortgC?getbackedll a'sset-back~dpi'lt>fidoll&r, and 
cash equivalent secur'ities.· Thearnounts and percentag~"jil\~ei!f.ed)ln 
each of the above investment grade securities should be repOrted by 
the utilities in their annual trust reports to the Commission. NQ 
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deriv~t~y~ ,security"of r any"kind shall~be corlsidor~dr sift in96sttnent. 
grado fixed-income security. . (1')iJiJlp'O 

[(' .I;,H~. ,)fl~ ~~r~y~tlveIlis<~a;lfinanoial'jagre~mentr~who96 ~qalu6 is 
derJ~,~.<! sJ:rQIJL tb~ petfQrmance I of <~ some <' benohll)arkj-'\'B1.1Cli as vi nte feB t'< 

.;l:"at.;,~,~_, .!<;uv;e{1,91.~~, Lcommodlt{ies, :::or l 'deot-::Aiistrum6nts,lo:'Derlvatiqas 
arc compJ~'S l!$:Q.~ing _'iQs_truments\that·- are fUs'ed( to ?defl"ay'- Ui~rri'sJ( fiof 
changes in interest rates, stock prices, foreign exchangef'rat'~dTd 

L~J!.4,'11~J!Gf~q~:, EJ!tmq.str.<HlY,i:ilWestment ~~ol (TheY-may jalffo':be; used for 
put:~)..YJ~~p~q\}_l~t.J.y~,purPQsea /)1 r.Derivat,ives cannot·rhe \de'fined ~itli 

~:,~~I?eq~JAcJJ~Y: :..~.iJ '}1~}r( -o'lle~l.qt::Q cQreate"d ~tq ltake:adv~nta'ge~6f; leve-rAg'o 
.~nd j\.JJ>.A .. t...rqg~.PPpQx"~u..I)Jtte_s fas JP~rceivea ~,ih (the -~'inanCHll . stu C'in,! 

community. Derivatives are extremely risky, require theL payTt{en6 rof 
a pr\e ... rtY--,4W+~Q.d~l).~J:~J).t~J"t;y. ptovidlng <the ,he'dge: :.:(wllioh' ]-reduces ?overall 
x:~talJ}l) I.dlJl5! :~U~"s_UJ1le-,- _tJ\atl __ the ene,ity, 'providing,Jthe'ihedg'e~lWil;ilhe'l ~ 
able to perform should the cr:'e"asohcfpr·;the; hedge'ln(keYia1i~e'.llvj-"3rl 

I 

• 

11. DeriY~liJye_B_(?f).all' descriptions. sh?ul&'be) pl:'ohibfted, 
e~~~pJ: :~jlA~:lt;fte .t_~J..Jst!3 ;,rnaY_'ihepge fforei9n~'exch1mge' riskff> betWe(fn"ehe _ 
b,\,lyjpr:3.~~elJ.) d~J:_eJ,9"fJ a}lfore'ign,-sec'urity 'andl,the :--settlefneht: 'data\(~' j 

'-
Wl)9.iJ.~F.I,ll,}" q~5tge.~,) a~_~:,ptohibit'ed:lp'-1 . ,'hili 1 ~;ifJ j () 2. eN it.>,-. [(k. [d ',) J 

h f eJ.?" nJ>A~HttY~: ,malia9~ment.l;is; a"sbrategy, ,that-i-seeks t6y achieve'1. 
th9, '-~<\!:~, ~t=l ~J'~);:l1);nJ pf :a \' bEmchinark t' index I J( suoh -as·' the" Standard' Itc-', ~,n:: 
Poor's 500, the Russell 2000p etc~) by irep~i¢atiii~f the~'Cbinpositfibh 
of t~~~ Jpge_~, ~\lt1J'1lth0\1t-J making! rnanagemehb> deoisiohiJ ih art attempt 
to exceed the rate o"f return of the~ benchniarkllhdex :10'(A~ hhY -and'~ 
~.9l!i,)~tr9t~gy;:<_c;t.n~t\ Al p'tTat.egYi whichi ul\dertakesJ tradiilg 'solely to 
minimizeJ~a~.4}-';Ji il}:,~.).9,l~9..[ eXamples} of,) Rassi v~\ ~a'na9-em~nt \) (JIn)j OIl J 

contrast, an active manager would construct a portfolio, thAt:I'Wasn 

•. ,~n~~J}~~9JS-9J 9_yJpel"Jo.:rmd:he index; ahd t wouldl Clcf:lvelyJ trade, to 
-19chJ~ye~ !!l);~Jld~91 }"~~_t,Jlt~ .9:-:0:JIII . h0X j:t ShE'll.? j[l~);nj<:sVfl i: if i fJ9j?'~JVit! 

f,?niJij-r 1J.3ojY0 t=d 1~JiJJ?j.thanl-.5_0tl of:) the, equityr pOrt-ion! of:t the 'ql\all:f'i~d 
and nOI.1(.J1J.~!j.Ji~S\(tl;_V:tJt~J!Jh~ll bel invested passiyel.Y:II~~d (u91:;'f1 g ec:, 

hac, ,'i.\f!ob;'fb.~r~.)j."$jll<>- need, fpr-.. cb Semi~PilS8ive\inv~stmei'lt. strAtlfWi 
f(fo},"~~b~~.~l tJ"P_f;J.t_fJ.):)-I9Q Deu; nj!lUC'-lC, 9rlT . Hol j j'HJJ92 . jfloI f,V li.'p9 JiBf,'') 

'{d hOj-ioq!n:: od bIIJOr1tJ 2~:d. J l'w:)oa Sbfd[? JusmJ8!)V(tf 9vod6 sri j 10 ri:)£8 • 

911 .flolaalrr:n:o'J Drb 01 8J-H:;qG-!jeiilj It>JJIHIS -tl~)ffj ni 89Ijll ijJJ orl'J . 
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• 
1( ,-;[ J 1~..) 'J'l\)p~8S~VeHtlanagem(!ntlFrequiref!\ent8fOt' rfiked1lllcofrtEPfI ;:lriJ 

management· is not needed. . B0 j j i P!):) (I i ',1'3f.HH:; 

16. A phase-in period of i8 months is reasonable to permit 
the trust committees to adj~st~heii'! portfolios to comply with the 
new guidelines. 

17. Investment management contract's fHU!dCii6t~'beTput out to 
~i9.::d-li.::)f;'1 ~~sL(ndJJ!f, oj b:,)j1i:£<'!'1 [!I ,')0-20-r8 floi2.b~,~J . r 

'{I1F:l~, .... :J M~tl~g~m~ntnC()J\tt:acts c should -liEpf,ilec\l ,f().r:Col'l'lnHSs10ii 11 ft" 

app~Qy.a.lo~h~~nlgh?~h~LC~mmiseion~s Jadvice~lle~tef\ prOCeSS ad r:re<tfi[ted 
ul}st~:r;· ... gp'n~~<!l iOrq~td~6 fAcwlthln IteQ days 'of!fa ;coritracb~s f'6xc"dut-ion. 
Executed contracts would be binding !6nly~afte"r.jCo'mn'lhjsidnFcippf6:\fAl. 

19. c:.gl}gtne.e).~tng c:::ost st"udies fandfra'tepayer ='c6htl.'ibution 
analysis EilioGrdf1con~iiiJe '{fiS 6~'~PI(!~t~:?114~~y;t£r~~~,?~e years through 
the current ORC process, or in iieu of GRC's, should be performed 

as may be9rE!quiZ'eif~~~ ii.~i~J~~~i~~~' ~~ffi~~J\?lJ?~J~~ re~\.latory 
mechanisms. The tiroe~between,hEtarilJgs ,'shalll1not'·be- longer than 

three ye~~1~f· 1(!3~~~,\1,..,tlj~~~lf9;e }}<?, lt~!?f:lYr(p~q;!Rr 'Jcprppjlr~b)e . 
proceeding'LtQ~cQnsider,\these reports,; the 'parties! shall, within 
three years f:l61n ~t}{~i ~'ff~<itiv~' fd'iifJ:"6i' t~j?8:fb~-J~'V): frilr the last ORC 

. fiG -1'3 ~!'-fCO'-l .. \ J).lf:l_·'!l('}~;' 'tu J.~)jrLi'-l 

or compar,~pl~ tPtQc~.edirtg, ·.whiche.veX::f fs" rlateri~ .pe'tilt:ion the 
Commis sion :\:0': a'd&A't'rth~'i~ itiibtJ e r;ec~~\: Hili nmk{ b.'J J :jl~\,S t stud and 

- ')\)i:-iJ)'rC;;1 , ')jP,-fOql0J ,J"t·.Ft;J~t;flU; I 5fn~JJl'r:. y 
ratepayer ~~m~.r.\Jiu_ti,O.R .::ailalysis.h9;..Trustl~perfoimahce{ reports should 

continue to .-~~:~~t~Yf}f~~ ~~ti~f~ti}~'~~~~::X~]j}i}-~~5{~hr;:~tn~~ trust 
agreements. - set f [r,d;:~ 2.:d jl'fln~-"2 '::d.>!>1t:? jfl~·rL1p'9Vii( 

20. ClfangEf:~/i~~'~~~; ~c[~K~~r~{te~Jjb~hr~4W?~ :kL~;P5>t necessary. 
There is no ~~Y!:<l~.i)HJ'!Jtrh"'~ \q!l!,_rc~Il.t:.:.!'IiCl!1~ger~j.'d.ll:,.t"efuse to perform 
under out-':mo:Y~ --iiW~ai~fi1iVeBYiii(H1W:pb1.;idV; Jh~EJ~f}f~l;jfompetEmt 
management will be unavailable should the utilities decide to 
ch~if~fe 1nat\~gEli~ !{o-'&rr~ht: rf61lritfgre~1fh1!} f~e'B h~':e')~i Yr~{;t~~ co1npetent 

-~'L. .u:,,;f nrt-t ~c<·.!...1fi-{ ",,-!o (-f illli1r~{')V!) {lr)rr"t"fol 0 n b9ff VF~l BJ2Ulj SJfj Jfir1J .l'utall«gers·111"elju ,ty'1nves~ment:' t~---- t:: \. . 

-, cob:cl\fthonff1Sf) IMW'T.9iJJ93 0<fU bflf> '{:1i."1U')Q?' [!l!j~nol Eo 10 !)jGb£1!33 

. i . b.'" 1 [d i rfO-1Q 'O'j1'> a nph!3n 
1. The pet1tions for mod fication shoU~d De granted to tne 

fe}(t~~n't!">ftsl"ov'ide'f<f {w_rt1iErrfd11t1t.}Thgt:Hb~d1ft-.JOc nr,lij nBc-.f JcM , . £: 

2. This '-({ecnrS'foJ\{ Ji>pYre'-'s1 ;t6(l:tlei'rflri1cliill11flJd)'PJuflt[-:r1~ Jh~ 
same extent that it applies to the qualified trusts, except that 
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the nODqtJ~).~fJ.~d (trusts JrnaY:"c6n~inue l to) investjup'~ t0160\ OIL their 
assets in equities. . [;".()':<)ll JOIl B ( JIl?:.;'}l}ICflf.·l 

J 1:" oj 91dr f\'.·;~f.'''1 :;1 ~~dlr(,l f1i ~i) ! .. )h~"! fd-:"'~i'[!q i\ . ~{ ,'j 1 ;."! 

,.U tUl'd ,{fq--y) 'oj <~r)j (,y)JH;'! OrRiD E'Rrh" 0.1 P·)t)JJIt:'yn ,tarHJ ~~d I 

. '.:·='id. [')obi11t> \:"11 

l)! Juo jl:l.T~~IS_()RDBRBD that,.Iilcu :1i10 :c,PU:L " JIl"}:JJw-ivill ,\'1 

1. Decision 81-05-062 is modified,to authorize pact£i~··bAd 
and JU~Q.t;;~ic~_Compan5',9(po&g);, [Southerrt~CaliforrUa: Edi§6ii Co&pany 

I'~ (~~~Q(m):f> and '.sa" Diego IGasj&f Electrio t Compan9:£ (sOO&Er'!eoIUiQefj~'; . 
• f ,tQ~L{V.J).<!S 2io :,their.:,respecti.,ve qualiffed. 'and t'fionqb~liliedr~fiuc16ai.~t! 
, i<;\~~<NF\ts~JQnlr1g,tt'usts 'as \follQws bl id !)i hI !J()".~ nj!)(,', JflO~) b9 jJJ:')·jx~-I 

HOI Juc.<\.: JlliQt ·.rnqre.!..than (50% fO£ lthe 'fai~ tI'IatkebI~..jAliie . e f 
of the <J\1alified trusts may be· invesl-A,A ~ n . '. I . 

if[,IIo'rd j <1'{ (,:''i !'e~·fty lilE¥c"'urTfi~~?J: ~y -,u '-' J ~,HJIJ LJJ.'-)~' u-:r)jC1".:. d I c3'{ Efl J, 

b:X:i!OJ·.:!~q ::d bfuoda ,c'::m8 10 iJ~jlI HI -ro ,<!t~~::::o'1(I '::>9.D jn~n'ilJ'J 9IIJ 

b. Not more than.20\ of' .the, fair Q1.:l1rket .valtle ,1 .. ~._ 
\,'ioJf>IHf.?~'{ 6·£Pthe'!):~[~\:fk·lmJly b'~(t'fi\l~s·t'~d 18 l)~.drJl'd"]. a·,1 \ff; <;.I~ 

f{c,!ij '!~'F;!of tnternatii'onal ~~qUityc'secur.ities ~1! J :"'rfi' . 2i~<': iJIr,lb~'::1 

<) J6f.r,'t rup:':tb "10 0\: '"bl-' fth¥· }f£'{~ <:.rifai:)tStiJvJ;-l&'3C2of ,{}{:!)'X <):Yff1J 

nldji',1 ,[Isl~):'uat'srnay~be i.nvest,ed in:in\restrri.~nt):gra'd~"ljb,)s:)()'Ul 
fixed- income sectiri~i~A.. (rated BBB- (\l'" "- .' ". ". 'j 

"''';i 'J -,.' i .... , rf ~ '-':'1 ''-:'V£.f'fl .... i~ rAt' 'd" "d't- ) Y;<;r.t_ , J".J • -J '..)jI.J • •• YfL 1 .1 f,,:, '\ 9:.J! n 
.J,,~ - <,., :.. n gflEh Dr ~ an at" Poor's or an . 

0rfJ flO ~e.qttivpl,ent' ,rat ing . bYiother .l;'ati 1119 ::-agenof~.(8)f r:(FO:) '10 

including, but no~ limited,tQ,(,govP-rnmAnt · .. 0·· .... 0') 
baf, '{h!J~' n J2('age1U::V/'·mu(rHclp~i::/<"C::'orPOrat!e\""morfga'ge:-r:. .(101,~ u .c •. I, 

b i tH.de ~~ .1!n~J·H haqked/) ass~t4backedi' 'n6..ndollar-,( "'aha "ccfeh' 'J!1,{j-Cj!)jf:,'l 

~ e rl1l ivalent s~curiti~s., Thp amount-s and· -. . .... '. 
j ~Wl j pl!~k:e}H:c1g~fJii1ve~(ed 'i'n £Ja~H' of·,"[jtn~ ~cihove U . .> SLId £Jf1U,) 

investment grade securities shall be . <~:JJlr;',!:-.'~npJ> 
"·r r.',., """)(1 j(f£~,\r~~e<?uflY1~~h~t !H~t l}j~,i~.J~'i~,!;j~)1Et<i ... r Li!.@H~~) . 0 ~ • {._ •. c..,_,,_ £:rUs£: revvt'£:s 0 £:oe Comm1SS1.0n. No . 

i 1 10 l'i~YI cd '};;derivat·ive,·seouritY:fofl · any ·kih<l !--shhlll 'l5e Oft td <Y!8fi'l' 

jil0:1~;q:!Oc~c~\" d~y:,' :\. ... } .. ~~~s~~!Il,~n.t:.:. ,:r;~de~~!_i}~~~,-i .... ,orne (JO 'lsbfllJ 

0j 9bi ')~b F:.01 J if 1.1 fJ ~f{j bI {fode 9 rd;; f i 5 \U;(W ed I! hl j fI!Y;9t: f3fJF 'Tl 

2. Derivatives of ;\11 descriptions are plrohiJ:>it:I'>d - exc~pt-.t, 
j ft') j 90f'";OJ ;)9 J ~ 6'.1 J J}, 9V £:, II ;!"'..l,-tl J Jl ;.'> ~J t: .oJ I " r J •• :T.l ~ L:r • " ... ~l:'·'''''''''' ~~"f Y1 i ,) 

that I:he trusts m,ay hedge foreign e~c}]flJl~J~!Jl;'.M3~k~ A~~)teftn ,tt.1\~~q»yjr.9r 
sell date of a foreign security and the settlem~rt~,,~'1~~U9iWn~~1,~!m 
hedges are Drohibited . . '1'~" 1 'j'j 'T I 00J oj l)~jltfnp set oluOfle flOLj6:H I.)C','l 1.0 anOI L ~q 90 . 

3 •. Not .. less than 50%. __ Ht>"-~Jti!i~.l.~JLt~~n~~}<?llqK.IJ:.Llt~.I-"'<Il-'-a--,\Af,A.~9 
and non~alified tlusts.shall be}n~est-ed passJ.,v~lv •. {'1' .S. 

' !)~ oj ~j8lJ.LJ 1)91 .! .If)li[;((611 ':.JriJ. (.) o:.JL l"(140 .rv~<.a'-J:J"U all ~ 

jr,.tiJ jqO:)X9 ,ajau-rj D~J'illlS3up 9dj oj 89iiqqs jj' J€i{J jilDjXQ D;nfie 

• 

• 
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<'ill:),·'lIl1u;lf, ~,J>}@s,e.r ~n) p~.rl~'.Of~-l8j'rnonth·B1 is' reasonable" to 'permit 
lh~i It:\lt) .. ti 9~lt.t..~e.~t.t.Q: adj\l~lij.their,.;portlfolios· lto~ complY '~fth 'the 
new'g"~geJJri~_~_~i:d!J2 Id.1,!'),/II! r:d 0.1 nJ<,w rJ 'HU '.<;() I £f; oj 8:JII','):)'nI]G 

5. Investmen~.f .00SlIlagetrl(mtd contra-eta I need, hbt!) be? put·)6utyt6~ 
bid. _.yrJ;<.)J ~lvlJ~':11)!.' ~d -j,)h-{o uic{r 

. ktCl tH{lppg~m~!lJ:l ~9.I)tT~e_te~ shal).·' be~ fil~d{ fo'r 'colMiission 
approval through the Commission's advice letter process as required 
under General Order 96-A within 10 days of a contract's execution. 
Executed contracts shall be binding only after Commission approval. 

7. Engineering cost studies and ratepayer contribution 
analysi~.:-I§tm!\ ~9ntjn\l~.ll.to be performed every three years through 
the currefttlqert~ral rate case (ORC) p.rocess, or in lieu of ORC's, 

Zo,H~O'J y~mmu!V', q . 
shal~5iBe.~~~¥2~m~a a~~@~Y be required by alternative performance~ 
based regula\;oiI9 m~9li.giHYms. The time between hearings shall not 

HI 9 [VII B 8 r. ::';0:'> . . • 
be longer than three years. Should.there be no t1mely ORC or· 

comparable proceeding to consid:~~~g1~eJTI~~~t~~i~~e£P~I~!e~Lqhall, 
within three years frOm the effectiVe date of this order or the 

last ORC or comparable proceeding, w~~~.h~Y~bl~~ ~~t~1if:;J1'Gti"tqn the 
Commissio~ to adopt their most recent engineering::coat study and 
ratepayer"contribution analysis. Trust performance repOrts shall 
continue to be provided annually as required by the trust 
agreements. 

- -3\! £- -
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j I i'H'C.',P .~,J Thb! Hxeouti ve'- DirectorLis~ratithoYited': t'o'l-iJlgn\ ameYldmEmts . 
",~.9 .f9J~~ ,.p~:! Edison' 8)( arid'S~&E" s{ qualf£.ted) hrid)'nbnq\fai1fl~'d( trtibl. 

agreements to allow the trusts to be invested subje'ct;1 ~&)tth'e') H:1fl 

i.nye~tglenl;..Jguidelines, setlforth)in1 thifJFoYderJ.fI~~lJp.:wilI . ,? 

This order is effective tOday., .hhf 

fJJ:J!: <n~ Pated JulY)'24p 1995~! at·: sa:i}} Ft'Anc·isco1'cCal1f'6rni~. 
:'Ij"f<"t <,:(" n[;0:)O~{(I "iC)JJ,if ~y.)lvbf· g'I!i')!a?j!;'''~O') 'jilj dVUO-ff{J I6v()"HI'U; 

,[loilf}:/JX<' n'j:)f,!JJlO:) fi 10 c'{F,h or I~idjh-l A-J,e "t9b-!O Ir.·1':)H';)~ ~9hflll 

, ~iNt)'{qqr, noltH!.h.":D<) -FdJf, '{fHo ~'cdbflid ')d lIe,ria aJ'.)!>'tJno:) bt)jll,:)0Y.~( 

no i J!leI i'f jno:.) .,{ "'{f,f19 J Cd hrJ (, n::d DlJ'" a j no:) eil 1-1 !:l ')0 i t:?iI:1 • r 
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'.. Knight) Commissioner concurring 

• 

I svpport this order increasing the limit on the amount of investment the 
decommissioning trust may make in equity securities on a pennanent basis. This decision 
is a step in tho right direction) but I believe that even greater discretion should be 
afforded the investment conunittec in the future and ,\'ould have supported greater 
discretion here. 

I support the 70% equity limit supported by the Commission's Division of 
Ratepayer Advocates and all the utilities. In fact, I believe that a limit as high as 75%
would be reasonable. The Conunission should give greater latitude to the trustees of the 
funds, trustees that the Conunission approves to serve. \Ve should not hamstring their 
ability to manage the trust in light of the high caliber of overall talent that oversees the 
portfolio. The Commission should avoid the natural inclination of regulators to micro
manage the process. The. Commission established lhe trusts, now we must let thelll go 
about their business without undue cOnstraints. 

In fact, there are even some areas of the jOint reconunendatioll, includulg the litrtit 
of20% of equity in\'estment in international equity securities, that I find overly 
restrictive. The se\'ere limitation of both this decision and the Administrative Law 
Judge's proposed decision on the use of derivatives, in my view, unduly constrain the 
discretion of the trust's investment committee. While the tmst should not be allowed to 
engage in the type of highly leveraged derivatives that led to the situation in Oratlge 
COlmty, Califomi~, to prohibit the (rust investment committee from using the risk 
management tools provided by derivatives is, in my view, not in the public interest. 
However, I support this decision allowing the use of derivatives to hedge against 
currency fluctuations because it is a step in the right direction. 

Allowing the share of the assets of the trust to be invested in equity investment to 
greater than the 50% proportion authorized in this decision is in the public interest for the 
following reasons: 

I.) The data suggests that historically stocks have outperformed bonds. 
In my view, perfomlance of the funds could be substantially improved with 
equity investments. Limiting the discretion of the in\;e~tnient cOlluniUee' 
could result in decreased perfonnance of the fund, at the expense of 
ratepayers. ..).c;. ":.: . 

:.! ,,-~,:' .' -' 
2.) The inability of bonds to hedge innatiori~adeq~at~ly ~'rgues far 
greater latitude in the level ot equity in\'csfment. Inflation could place 

.. ~ .. 
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the greatest pressure on the ability of the trust to adequately meet its future 
responsibilities. A superior hedge against inflation will protect ratepayer 
interests in the long-run. 

3) The evidence In the ~ase shows that equities not only should out 
perform fixed·income se~uririesJ but tbat also a 70% equity allocation 
should result in lower risk and lower contributions (rom-ratepayers 
over the r~.asonably expetted (unding period o(the trusts. Ifwe look (0 

other funds, we see evidence of the rteed for more latitude as to equity 
investment leveJs. The Public Employees Retirement system (PERS) invests 
over 50% of its value in equities, despite payout requirements that ,vould 
argue for a lower equity investment than the likely payout requirements of 
the decommissioning (rusts. Furthermore, many other deconlmissioning 
trusts in other states invest over 50% in equities. 

I would hope that futunLCQmnUssions will look toward the experience we have 
with the 50% limitation on equity securities and reconsider providil'lg greater discretion (0 

the investment couunittee of the trusts. Itl my view, the differential between 50% and 
70% equity investment levels represents an opportuniy cost fot ratepayers. Every day 
that the trusts are constrained by these limitations from making the optimal investment 
decisions is a lost oPpOrtunity for ratepayers. 

While this decision represents a small step toward increasing the discretion of the 
investment COllunittee, and I therefore support the decision, I regret that COllunission did 
not move further to provide greater discretion to the invesbnent committee 1110re along 
the lines of the joint recommendation ofDRA and all the utilities. I concur in this 
decision, as an improvement over the existing system, but still believe that greater 
discretion is needed by the investment committee to ensure adequate funding of the trust 
at the time the monies are required to decommission California's nuclear power plants. 

lsi Jessie J. Knight Jr. 
Jessie J. Knight, Jr. 
Conunissioller 
July 28, 199.5 
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