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:zvm:)tj}j:\.f; onlo sy o 10 P.BI( f1 O:N>idoitdast Hanitaovisl ol
voft wYibhom noleati <00 21 Ipd) 2 IRI1GOTAUR pt it 3ndy availod
oald ot PagifioiGagrandiRleatrieicompanys (PG&R) P~ 8olithern e tvol
california Edison Company (Edison), and San Diego Gas & Elec€Efiy?
i - Company ) (SDO&E) y seekiito médify-Decision{Di)=87+05{062" (Decision)
\relatingntosthe:éstdblishment androperatied ofriicredpivost! odd ni
decommissioningibrustufundgsiiThe ‘Division of  R&EEPAYEY TAAVEEALES
{DRA), which-originallyrprotdstad thé patitiénss obtdins&drdifiiond
modifications)to-the iutilities? ortginaliplanecaddw TaGpportd “Efe
.modified proposalon Ther'e iare no-other proté&sts J1omInoval 9IUDOXS
cBackground fHoiltbon sw '(H()illf«]() mitfoial) 3V0-01-€0.0U oI
On October 24, 1992, the National <Eadrgy<Polidy At Fof I
1992 was sigred 1ntor1aw)s ‘Among *othéy things ‘fthié “Yégislation
nmodified certéW{:r{E} . Tfm Bp1 -gggﬁfi“mi!lc%?%f{é{ mh[q éjagg
decommissléningtbrust(fundé bepeclfical'ly, ﬁh‘iélulegfsiation
reduced the Fédé’ 1 tax x a’t;éqftafpp §¢a j)fe:, 9, gttfc(:h jfun‘dss,,ﬁ'rorn the
current rate of 34% to«22%tin 1994vand to 20%L1n 1996”’3 In addition

- 5 oL aaln %
the leglslat él)‘.mn’l f jd 1 fUn leéé l ‘ m ngx f, investment
; 413 J: D {1
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restrictions; applicable to quélifled nuc{leaf decommssibning trust .
funds, effé’cnve Jaf;l b 'm[sw 2ic “"’"’béi{'{’s\ 5 Lt}ne funds of

..;)Ul }(., 1 :_‘J )}

the qualified trusts were!“permmted tothels 1ﬁVééted dnjl‘y in
IOI [¢]e

municipal bonds, tz‘easﬁi'yﬁz;egﬁi‘iﬁfeos,m Eet{me ‘of ‘demand deposits in
a bank [or ‘inisured.icreditrunioif.- [ {{S€e (I /R.CX Sed H1501(8) (21) (314) as
made applicable:to: the':qualifieditrust By -P.R.C.-§ fa68A (¥} (1) (¢)-9

The PG&R, Edisony{ and: SDA&R' ‘i;uallfmd t’t‘ﬁbt "a?_;reements,
qf'\-ui usiiffrup § §. 5l l N
executed pyrauant to, the THIELd A TrfblEidhary, Kagdlueton -
E-3048, crosgs- reference ther st:at:utory» pfoﬁis:tor}{é;f(nov? Yépealed)
101 9=

which lirﬂtéd‘}:h” nf‘}fﬁ'};}:fjigi); O] ;2£aviaoi‘}al;j[ e to l};}}e Jfunds. In

.)1
addltion, in approving those agreements for the Califo“f:nia

utilities the}n? ﬂix)ssaji? Y P eﬁu;F}L L}l}"}:{} Jnyeptment: options
available to.the funds-.t -1{Se€ D.87=03% 0625 ’24 (l‘(PUEOL 2d’~302, 319,
Conclusion of Law 5.) Nonqualified trust funds are pei’mltted to
invest 60% of their funds in equity securities. With the repeal “of
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the investment restrictiopsiembodied 4n the tax law, petitioners
believe that it is appropriate that the Commission modify the
Decision.and-degide whay.restrictionsjiif-any;toiapply to these
funds. . q 3 ard opsi ne2 Fis L {aon i) yaogso) noothd pHivtoYEfnd
(nointscd)Finally, cpetitionexs:iassext ithat.the-requirvedentyingluded
in the Decigjon.that theCommigssion apprové falleinvestment: manager
agreements-hag begomg cumbersome s:iiTheytrequesttherCommission td

facilitaggn§;gé§ adminigtration by -allowing {theiyiNuclearw . (Afd)
JFacilities Decommigsfoning:Master Trust iCommitteess(Committdd)fto
execute investment.manager agreements.without Conmission appréval.

In D.93-10-076 (Interim Opinion) we modified Di¢87405:5062
to authorize petitioners to syl arfs ,Seer (S wododn0 no

notdsldtinvest q(a) cyp to 30% of (thesfaiv,Market valuds anw SCO

ot thelr qualified muclcar decomniosioning .o, for1ite.s

tEUSE “finds o ‘Publicly '€raded U. 57 ahd "Mon- 77 VUL

noi VS p.equity, sequrities;.-and . (BH)udp .to 100% ‘of iratizounb

. ~ .twhen \fa'i;rﬁ{\a);ke't_ Y— lu‘eh Orf Tthecrlt;"rruq{{ ,ﬁl}nd&ﬁlg aift Dhoonlox
oit3 o invdstiledt Gréde Tt {%ed {I1domes seclrit{ies I¥acdd V77"

noijibbs a1 BBBiQx higher by Standard and:Pcors, 0¥ 10 9Jnt asifuo

__equivalent ratings by other, ,rq};iﬂ? adencies) . co.inf oy

Jinpiiesvijneliding governhent,” dgendy, ‘munidipal’, U TS

Jaucd vrniaSrporate s, mortgagesbacked, jasset-backKed ymonoiidnitizat

"’- 011~!ar»' na'rr!'}.i»l ca-fshv —\eqli‘.!ival\ep)gtt Selcg'l.iE&leiq' ﬁ\zhxi)%}}“ zhiil

1o abnul ogithd¥iZation doé¥ rot include de¥ilative ' ~7 "7 FPI

T oni SF.Q!}IiPisEﬁ.@.U.Ch(ﬁ%‘fina‘ndié_ll"-:xfutures-;:and 3 boilifsup odd

i1t adizognb ox‘F:FFI% )B.IO sa(’Pt'jgzrblo,-a?-:?zG;?i'1“;‘}3"}%?\'2:’:3&‘:’1)} ehacd {egioing:s

o5 (fi) (£S) Sybsequentlys in D.94:11-028,nwe! furthdr, modified Anil »

D.87-05-062:and D.93+10-076 to. authorize:petitioners dsnifqgge =hnn

2.1115.::99‘1"%9. Anvest;-(a);i up;to. 50%: of ithei fairi market oy '

; . alue of their qualified nuclear , Srerrrmestrer e dloase

101 31 G hALEE 1B N, trdst FUNds Yn! publ 21y ERdq! PoTuooo

AfhalsaagVsSxn.and non-U.8q equity:. securities ;3'~limited:f?s" JBROE-A

. “set forth in D.93-10-076 and, further limited in , S

nl . ebnipedika to HEH-US'F it “%eam‘ll:!ilé‘g‘ tégr“w%sj‘isf el ' ‘{"_"f{‘

si:the: 50%: o3 101 =inerisstps osrodd privoxqqs ai ,acidibbs

B RN UTL LR IT, {15 qoF et e SIS ERIT

2110 lph § 1AL RBE 24160 doed! hdt? a1 @ WSERAT R 208 I{IJI

e1e s@eauritjies of any: kind.f. d (Dv94-11:7028, mimeo' sidslinvse

o2 I-)s_;fjin[z)?s;q 25 Vbl daucs boilifsupncd (.2 wad lo nolzuisnod

30—,{595‘;‘3'{ ol d3iW .ssidiyuoes yIiups ni abnul tisdl Yo §03 dasviri
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qulig;he?rinqronathe)?ala?cefoftpgfitionére' requests
et PPV o at ot 2 3o S Bt g Ign . .
was hela BH/O¥EebaR! & 2139 ! aE)PRAL L hd Bttt tonora,

VoS iU Hpis 5
supported by DRA, filed a Joint Recommendation (Exhibit 13)
settling all lesues yateed, by, them, . The. Jeint, Becopmendation was
subject to crosssexamination:by.ithé presiding commissioner and the

] cy rpedawitat s enYa e iasiuoon, fovbivibal
prestaing MamiNiHEEAEIVE 10 V04437 T8 REER wao submiteed pon

oh

the filing' ofia.Joint:Briefiby petitionergxand:DRA.
The Joint Recommendation ) - EOELD

o Theé:partiesirecommendcbhdt<thd: maximumt
allowable;gquityzpercentage shouldibe 70%,
gxuec¥ithiﬂ01resbricbionfoﬁ tle amdunt:of U.S. or
nternationaliequities-withinithelallowable
range. The utilities should bé required to
ardstate;and-identify-initheir respectivar -
ardy ,annualnrepdrtstd the-Commidsionitheoxo
geparate-pergentage:‘andtdollar. amduntays
cioveinvested-inaUiSygand internationalvéquities.
o35 anay oviisiusegn bre boapniavoal
02 The:partiesyrecommend fthat cdpito i100%-of the
fair marketrnvalués-of:zthé trists Be ozl
,yirauthorized:to:be investedrin invéstuent
nnonxgradesfixedaincome.securitieso{ratédBBB- or
.=jchighev by Standard i&-Poor!s -or<anléquivalent
hivonratingib atherirqbiﬁgtagenoieshjiiggluding,
but -pot-limited-to; . government;iiagency;i
i.-municipalf fcorporate . mortgage-backed o ,
asset-backed/rnondollar,;rand cash’eqiivalent e
gecurities.
F08 umpd! 1odonagp 1ed ! bacsrnondy asitisg odl o
O Therpartiesfrecommend:that~theyutilities
.25 ishouldinqb ibe rauthorized;::at this-timeji to
¢rwinvestotrust funds«infalternative iioidw
investments/=including:noninvesétment grade -
ston EiXed-income seguritieés, «realiéstate,isb
yirpyenture:capital, ‘andprivate ’equityrand debt
taifscplacements oh Thisagreement: does notvii '
sypreclude utilities:from:seeking:approval of
thesevinveéstments in:the futureusad asif )
orly bollp¥ful el Inoxsiiupsy JIOMOpsnesn ) .
953Thg partigs . xre¢omrend:thatithe (following
.aairderiyatives rapplicatioris :be authorized ifor
ncuseiincthe sbrustsiioges feunas tiodl ni
vitupo oxtropeidsd biuode esidilidy ol
~Iros 1o ,\ovidoap (ovizend @6 adnsmiesviti N
sd bfluosidas Fnssopsnrt sooni-bexis  Lovieesq




OII 86 ALJ/RAB/vdl P \GAINTJA A8 10

ajuoupors ‘ailoil U'Beiqfi currenty! fofwardép f'utgrés)i ahdat
aronci i 1o JESANR. Fontracty, to hedge the ex X8 hiad anw
‘“’9”“5"’“6f)the‘§g?t26%io§%o fg%éggh gdtregggq il
(€1 sidtizamovenents: - ooas fitioh & Lofi) (AMU yd DeXiogiun
pitk L3t

. - s . ‘,',-.':-«’)' .5 . §r . {29 i,,{j Nry (] 5\8' - we '::)‘. IE .
oW 10§ Jebiar 4000 Ugdin bz’ efcahangé-tradéd_)éq{ﬁéy '\‘J\'tufres £ :
i bass cgepolan by "‘?ng.‘ogbiorlwl bothiéntindexes and:eoo od Ioaidua
dn zosif8tYidual secyritie £or; pUYPOses Of puibinae

congur fiag dredun dhhmédigiﬁg;aésetJél)écgéiph;iéégh:fioyh' L." ?
' .ssitakaexposureé;iand iddéxifunditracking piilil o
error. - oL Iehinossona S tatol, oit

35 Userofdexchangeatradedsfixédéincome o
.0V s-iftturds and:optionsyféripurpdsesldf

10 .2.4 imanaging thie interéstirvdteiriskidikposure

afdrwnifofcarfixediincoméiportfolidiosntoint

ot beriupor sd bivode woldilidu odT .opusy
The iparties alsosrecomméndsthabycwithithe
excepbioniof icurrendy forward:éontrdats, the
userofiswapd/andiotherrdoveritherdoiinter

.uni.derivdativésrshould berprédhibited?deMoréover,
levera?e@ and speculative uses are .

o3 jprohibitedoforralliderivativesidvestménts?
Use of derivativesitouleveragérthe *inl
portfolio; that<«ispvté increasesthe’dguity,

o -tfixedsinéomej ‘ortcurrencyiéxposirecintexcess

sneirof 1:100% rof cthéunderl{ingicashyinvédtménts,

0 ibincluding «incovered ioption 'positions;}rshould
be:prohibitedi r-Furthermbrd/ theitotald
exposure -tosderivativescshould in6trésdeed

I (+25%;0f rthe trust:mdfkébﬁvalﬁeﬂvﬁfjJSHHE

BESEO NS I i B RO 3§ 5
o The parties recommend that greater than 50%
0f _équity -investments should:be ‘managed © .
o1 passivelys -Semi:pdssivesequity stiatégies,
which are not:fully ‘activé oripdssive(‘may
nhibe. consideredronethal £ ‘passivenintaavii
determining ;the 50% 7;1imit: -Howeveb;<nid more
1deh than20%;0f :the ibrusts' deni<passivéiéeguity
investment§ may be usedité detérmineswhether
1o .the-passiveinvestment miviinum péréentige
has been:metinl OncCethe .S0% pasggivaeacil
management requirement is fulfilled, the
remairning cequity pértfolio may iberinveédted
103if cadbiveior cgemicpassive qranagément 16€yles.
- In their annual réports: toé thélCommission,
the utilities should categorize equity
investments as passive, active, or semi-
passive. Fixed-income management should be
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o1 ~consideredigeparately>fromréquitiesiwith no
npagsiverxequixementys bioe o6lg (2prisa
Loadimil sandl
o The parties recommend that investment )
management contracts should not be placédrval v iruptl

 out to bid and.that the currént,.xeguiremgnt
St eodnlog pﬂfEHSEoéﬂe“éddmiésigﬁﬂgpgﬁavg‘gggigigg$“ "

Lo eatrinyg?tm?nt1manageTenbfcontréotsﬁéhraui vgRaa g il
- .Co asion’s a cation pxros 3.8hquld ba. .. . 1
#10 bt 01 GHARgRAT N \cont Pact BE 1 RatEAdCT Bduty by DRo rif -2l
il odd Yo f@ileg ﬁgracommiegioniapprovalabhtodgzjb?equn wldutog
Commission’s advice letter process withing .45 nicans
ten days of a contréct'zggﬁeggtiégff Uﬁdgf @7 siee
cofannolls jn@téuggtd qeﬂﬁralforderE96?AIédViCé letgera
- procedure, the contra § ge‘p e _e§ GG Boanra zow
only after the adoﬁﬁig‘ﬁ fgggr'go nggn‘bg eand @
the Cqmuigsiondy awode nisb [Rotiodail I
mrolasgduo od b2issgxoe sd nRL pol3itudoe
9o iEngineexring cost:dtudies:wouldrdoiitinde to
be pexformed ‘eyexry threecyadrs [thisugh the
current General Rate Case (GRC) process, or
cicinclieu of,GRCIs .will cbe perfdrmed “agmay ‘be
2atyi¥equirediby.calternative -pérformandssBased
cregylatory -mechanisms, ecouboar yffeudon
deid & Diovs od yladil oyew pated Yo ozasn
O : (The jparties. .recommend .that rinvestment-o
managex, agreements 'should cohtainpat-a _
;minimum,r a: declining :fee block . 'schiedule with
niah dinerementals.cap iof iyd Laspsurs 123 sad

oJ notlnsolis dnenilinpre o n?bulapg gﬁﬁj

10 basis points for U.S. fixed+irncome:

managers,

soidiups ni Godeoviai abaul nolzosy 3? sps a0 tayg adT
ol ol ol ﬁgﬁ§§§§§1§§i?5ﬁy§35;48;99§%Fffﬂﬂﬁﬁﬂé o3t nabivory

L - ¥ M . . .. Fe

ApsTovE 6 over %?nq) notarag spend ‘Yfisqiiiosqa _.norjﬁhﬂoﬁzouqﬁ

e gt aﬁfggi 'é?'g gi‘ ‘B%?lgg" “ggl;elflfg:rgﬁn Oti%gﬂg;idnalﬁﬁngde‘[ Li N3iupe

k = \ r )

ol neds notinooiis 1odpid Iedwence & dicqaua Iefid arodorsl fsinogs
at a reasonable portfolio level. The -
parties also recomménd 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 -
agreéd to here represent limits to the : :
flexibility allowed thé Trust Committees for
managing the trusts’ assets, and do not
replace or supersede the fiduciary

- -
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on dAresponsibilitiesiofitherTyusti:comhitteas to
manage, plan, and actrrespdnsibly’within
these limits. ]
Jaosdeovnt drdd bror oooosy asthitng ot o
Bquity Inveptment o«d Jon Divodz aidus1daod Jgir?unnnm
R OE L LI aqrr iy ol s s, bhrd o Jis
HETiRORE 14T EEAnG {oRi8 10 Eni8 pdeding rolates to

the percentage; ofsthe:fair markétcvaluerof Jthe 'dec¢ommissioning

wid bDloadaspanofa sienilaun atpniaaiq e
funds whichmByBd"1AEaEEd 17;4481CHEE, (S iRETUELTNE es ana DRA
jointly supportiitherecémmendationitoallowup &6176)% of the fund
TS RS E 3o33% L NP S5 TN anivhn a2'1ofaninson
assets to R%é%dve§ﬁgézﬁﬁé§éuét§é31Ju09 $o 10 exsb a1
Support fotvéIIOwiﬁgTab70%feqﬁgt? ingéétdént allocation
Ny LAafIYo paragned Joggdaon il (9iubhonoig
was based Qﬁlﬂ%§§£§0%§1t€°3éa§5?Jﬁ&bs =43 19116 ¢Ino
1. Historical data shows that/leqiity? odi
securities can be expected to outpeéerform
o1 cfixedeinéome:rsecubities:by awidsémarding
o9 particularly overira long:time ‘hdrizonit
10 ,aganorq {(DAD) eesD oisf Ips2ns0 Juoino
~ 2y i Overta bimecframe 'Gf rter yéars orv ilonder,
ho:placing-aciajority ‘of -the ifundsin:équities
actually reduces ratepayer-risk,’rinntthe
sense of being more likely to avoid a high-
costoutcone _to . the:ratepayers.,)In this©
sxrespect s the risk.of rdecommissioning +"
iitiw e8calation rates ‘exceeding linflation ‘is
better managed by "aninvestient stratdgy
that includes a significant allocation to
equitieshoxil 2.0 ol =i3nicy aiaed Of
CRIOPRSART
The percentage of pension funds invested in equities
; _owdiprsy o dzanoh 1o} alniog aisesd 08,
provides further suppdrt for the percentage propeosed; in the Joint
Recommendation. Specifically, largqtpensjon fpne?(ﬁgve an average
s~ ~rrem Jn t vyr A =3 ) o A . )
equity alldcatich of réb%&ggiﬁﬁ%}flf:‘i‘?*gg,gti"?ix&ﬁe;fﬁr}lvsts. there are
special factors that support a somewhat higher allocation than the
a1l . fsvol obfolircyg sldersoaent » 36
aviiusexd o3 dsil) bnauonot ozis aoidTs(
o3 zinsnbnems apte ol bositwirun ed yotoorid
oprindn atdl puilooslls winsioo1CA Jaual 5&4
.agr? 93 ng

sriotdsbnorconos [Is 363 sotus aoiltisq 2dT
a3 o3 eitail Jusestqos sred o3 hoorps

<01 asodiimsoD JaurT o3 bowoiln y3ilidixall
Jon ob bns .edoees 'atewprd o) paipsaem

o vipioubil o3 obsairsyue 10 90slgoy
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o are.‘aub)ect .l:oI taxation‘ and-have mo -ourrenti'fpay’duvretpji‘te?neﬁts.
CAvioHistorical: bata botsoavat yissitng oitflaldtoq s o3 boisauon daix
The utilities presented extensive testindhyoni/thell .4

‘historical- performance: of: equity and fixed~iricoms ‘gecurities. For
ithe: period ifrom:1900 through!:1993;1 the' average Yetukh' fOr Btotky s
wase :11%-3% and: thel-average: returni' fol’! bonds> was' 5ld4%uriiaw Ras 29961
pointed:out: by a* witness;v such’ return:-differehtials ‘ard! significaht
.when' the-effect«of compoundingi:is cbhsidéredsisluniding Inijasees

(Gt s i snfPoOr;. éxample 1$100:-dnvested invassets With® antooy yaem atl
orf 3 ‘{Id%iri rg%? z'g'kf’o’}-‘rto yeﬁesrgg} xh?ﬂ?i_—ﬁn epd}pg) ‘101 BodnI

same
Jopes csx.{as‘seta earningnm 5v3%1 return will be' }zorthinllm io Jz200

e 8,. The differepnce in;epding, wealth. is $124;.
VISV SWOH eqlfitieéieé 75% gr]wgi'e M B gtheh ' @}1 ‘i 8 yino al

it horfzon td)20s.years,n aébu’me: the ‘same Jrei:urns ovell eXoode

N : . 4 the £ e . n grows, to
AEREL '$§69 ($2g1" f§§ 2’? gqi ‘Si“' urn “31{ 5 5880 For
s riziw Lzztherl1la3%:return)qrwith equit:iés earning‘l202’r1m Diltnpia

a7 TO more.{ o1Jnilnt  Loiloldroq evodni-boxil boddpiow vEiiviod
fnn priaoinThe witness testifiedthats stocks have outperformedi bonds
‘in.58:0ut 0f: the:pasti 93t yearsl 10ver. tenvyedr periodsrthig’ist o
advantage: for: stocksibécomeés: even’ more1 pronolincedii Stotkst haler o«
outperforméd bonds:in)71vout:of>84: peribds,’or 86¥rof: thel timajieb
over rolling ten-year timeshorigons{’ DRA?s  Witress: conturiedlonss
o3 soizi-1The: impact:of:thé! investment planhing  horizon‘on
portfoliosperformancewas! alsosaddressed:by> the' witnessrvitliwassl
generally;observed- that equity’ireturnd>aré! horée:volatilethanithe»
returns:of> fixedzincome:investment iz Howevér,. thistvolatilitysod
decreases,as;the timeshoyizon! increasest viInvfactiflassthes timerordw
horizons increasesi to:20 years)z the higheY: expetted réturh ofiBtocks.
effectively offséts: the somewhat: highe¥>volatility witnotasiomoneh
Iovs DRAIs>Witness) agreed. thatr performanicel dould béi o blaiy
substantially;dimproved with, equity:investments.2J Hehoted:! thata'ow'rér
a long timel.frame>thesvolatility:ofra 66% equity:alloéationy wagtod
roughly: équivalentito’ the>volatility:of: al portfolio>entirely nooeb
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.:inyegted.dn.govexnment bonds.y He gondluded tlHatr higheri:returns-can
be achieved,through:(ipvestment in .commdn:.stocks.with ho:increase:in
risk compared to a portfolio entirely invested iin.cgovernmenti'bonds.
B. Inflation:gprotection'izméj:\'-) hoataopaxq soi3tliJuy odvb
5o .moisThe, parties; emphasizZzed: thati.a: significantl finahcial> yisk
aS&QQiﬁted)HithnbhﬁEQ?UBhB;iﬂtthﬁhriskﬁofriﬂflabibnvaﬁd'esbalabibh
rates exceeding: inflatiosi;,.on{ the ultimate. cost’ of  dedommibsioning.

:To,defray: this dmpaat,chigher; equityipercentages: in ‘thef trusts:are
essential, particularly, when:the estimatedrtime for: de‘c‘ommiébibning
is many yeaxs; intthe: futuresi ‘A witness“- testifieu ‘that>éscalation
rates for d¥td mﬁﬁd!ﬂf}»iﬂg ”;’E:? vg“i'fga':' tﬂna‘:e’é‘l:' o,k qgo{lghly the
cost of inflation,plus 3%+ .Bonds: ha'm’ meb>oi‘tex<:eeded this target
in only 24%°GF 'i’bjfﬁ. {‘g'jj/efé‘l‘q Hiet? 'P":}?n. sm }?ﬂ?}g However,
stocks have, equaled on, eXCeeded this, .target): 76%Jof> the‘ time.

Thé' }Q?Pi}&a{}{ Bt BIhdY " (ilegg }:ﬁ.ﬂ‘%i‘”“ ‘ huately
significantlw dinoreases thes nsk ;for~. ratepayers® Ias'sbciated with a
heavily weighted fixed-income portfolio. Inflation 1§ dne of the

ssignificantsrrisks that could:;addito,the: cost of:decommissioning and
to fatepaggrgcos;s;-;Hoyeverfidebt historically: hasipe¥rformed:very
poorlyiinia>rising.inflation,environmenti»:Thusi>there>is>realsvix
danger; of- a;significant, debt:portfoliolhaving:exactly the:opposite
reaction:to rising;jinflation than,you:wantis isey-iod pailior 1ovo

rroAns exampleof the problemrwithiusingidebt: sedurities to
fund; future: decomnissioping, costswas: illustrated byl testimdbnyisog
concexning;the;possibility. ofinvesting in long-term zéro;coupon:p
treéguxyiﬁecurities.;iwhileisuchransinvestment>may>redhcé>r19k43ﬁx
where;the:liability;being funded:ris: fixed;o Sucht 4 strategyscould:®
~backfixre $nsthe contexts ofrdecoOmmissioning tostifundingini Ifoxitod
decommissioning costssrapldlyieséalate:due té61inflationsbuti thetls
yield of theé ifand, hadibeém previously, fixed: at1ailowsiilevel

‘tthroughs investments. ;inidongrtexrm; bonds,d the future paydblti from:the
bondg:would; be! inadequatelto covery the: inflated!costidfsnit profl o
decommissioning.i [In! such; at.cage,! the .significant:shortfally wbulde




OI1 86 ALJ/RAB/vdl * » Ihv\MARALIA 38 LIO

have to be funded by ratepayers in the futureito-haKe-ugucHal .
differenge. Furthex; longiterm-bond:prices caniberquife volatile.
(1f,;they had.to he spld.in.an adverse marKet:environmenty«thelvalue
of the . funds waoyld;:be;substantially erodedyo it botnavat od binoo
;.1Ce.; Comparison With Other -Pundsui Lasuovai od \ffsuios spoiaouieg
TR ,h_,wi,t.nes.s estinated ithat her:fird’s averdge:persionifdnd
client: had.approximately-60%-ofvits portfolio<invested in équitiés.
She ;further;testified that-theraverade:allocation of fthe2;000 oo
largest ;pqnsion -funds -was53,7%::s In-the case of Califérnia Public
Employees’ «Re(:irqn;enb(SYStem s{Calpers)!, rapproximately 55% fof (that:
w.portfelio. is Jir;vested in:equities n:Although pension'«funds tay thave
a gomewhat, lower equity,target: on average:than'the70%:31113u doso
'.zllggpmenqé.‘.‘?i(l‘lr;&)1913?.g;ﬁl.‘.e differences between: pengion' ‘and ({nravo
dec0mmissi(?ning funds ;that . -in ‘her :opinion, ‘suppo¥t: thel higherisot
equity.allocationarqyn pirinotzaisioosh 10l ot 2l as noidsvolis
D, Adverse Short-Term Results {1 o3 hohiolls o bluods soddinmmon
Sinin ._DRQl?.JdciL;;gs‘ws_eAd,,-_t:_he,ifg,c_t .0f; occasionalt poor: short=teym 2]
performance by equities. ; Its witness; asserts:thati trust furds 15q
should be_investéd based on the ultimate planning horizoh:hotronb
the fluctuations which may occur ovér theshorb:termstDRA' wohld '
emphagize ;the, objective,of .the,funds;>whi¢h is to:provide for
decqqnissioping 10, 2OL,y§ars; and, beyohgi Qosy'ears;ab'rhé“ aﬁpeérahéé

CO"Q}.Sie..rSQ..}P .t,.hﬁ-:_ C_Qn‘.i_e&t' ,oti!\i_l:;s impacb_f onlrhtepayers’and thad 1oﬁg—
term objectives of:the, funds;s Thesevidencershows>thatiequitiesshot
only, gh?ulg outperform fixed- jncomeasecurities;nbut alsd thats &170%
_ equity, al,lyq:a;;}gmphquld‘result dn:lower risk:andidéwentod ficd yd
ggn}:{;’j‘pu;ions from; ratepayers,overithesreasonably.iekpédted funding _

R A

period of;the,trusts;;Any: short-térm; fluctuationsshouldsberugmnoo
considersed in;the;contextsofs the:overallsobjéctivef tdreducéovsiy
ra'f9P§Y§Fx}li$k and:cost,oyer,thes1ife-ofsthesfundeil badosiorq ano

yoifcg Juzniasval delfdslzs ol anid f):)j:)a[oxq 1odicnte bas
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B. InvestmentrCommitteds o) ni =sovyngodnt yd babunl =d o3 aved
It.}h[ov sThe;equity:-percéntagec establiéhed iﬁ“tﬂid“préée‘aaiﬂ?)”f’
-would:provide ansupward-Yimitron<the pereééntdgs 6f tHe'fdnda’'whién
could be irvested in equities.vIrtideald’nstodibists that lsidd ¢
percentage actually be invested inréquitied O THAY paréédntage would
iultimately.be;decided ‘for each utility -byiits iAvédtmefit committeée.
.:Bach gommittee vis Gomprided of s fivé mémbers p thide /66 whsH Havé [
been capproved "by rthe . Conisaion rand:ave Mot Affilisced " wicH thé!"

-utility.-The comnittee membersd are vappointed!byleheGei1ityard’
approved .by. the Commission based ‘on 3théi'f—_‘-'ébfl-’i£‘1?"'t‘:'6 ~SversEathe

o-prudent (investment: of itrusti ‘@ssets/ 1.This rindépenasit *dasddsene by
each utility committee! constitutes antadditional’ Faf&dua’fdves Any
overall equity.:limitation':the :Commissién might:"¢stablisl PIi<in €ni's
respegtyithe; testimony supports the nise ‘6fi-a ‘¥éduced ‘squity oD
allocation as the time for decommissioning approac¢Hes O Efch it
committee should be afforded the fleXibility 6 také'inks addountl.
the ,special-.tircumstances: of. each -furd,” ihd1iding 'thé\remaining
period.of contributions: and the>projected tiwme'uptilcd soreitolsoy
decommigsioningl vittnnala siexidir oy o Boond boteavni zd bipodge
F.» [ RarlyiDecommissioning:si! ‘tovo tunuo s doidy ol tsrdonll o2

101 s'Inrregard to whether:‘ecohomic wonditivng!tsild Caligela

prematuye: shutdownrof¢ the plants,t it was: poitted 'bdb‘hhat:"'érl\mf’
shutdown wouldsnotjresultcin éarly decofinisbioniny's i Fow exémiﬁ'é‘q
- the! decommissioning ) ofr Humboldt ;i which' was<shuttdshh féln{b B g iren
1years; agoysis:projectedrtorbeginidn thehyehr 20132 @ As" Wzt do n1ed
:explainéed byla witnessiJjthe:funds> for ‘decohmigvionihg’ are plovided
by both contributions{and earnings,*bothf of! whiéhf%i'é"’ﬁéizé‘"ss‘é}? T
providé sufficientifundss fors future> deconmiabioningt © Both/ st b2
computediand ;déterminediusingithe- samé’ agstmptidnst in btabyr Tai 124
preventoshort-falvls':j:)Théréiisfn‘mso nd! poliey's '&tibnale S REINY
one projected timeifdrsdécdbmmizsioning!ted ebtablizh EBHEribUTIdAS
and another projected time to establish investment _poliéy.
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3. Conclusionn:riash ald nisianicm ol atioulasval [eroldsntoaditt o)
HWe believe that no more than 50% of a qualified t¥rust 'y
._funds; should .be: invested :intequities’. v.Werrare persdaded! by the
historical>datatand theninflation' 'protécbibh fargumsht thht> it ygtt
11mpoxtanbpforpthezbrthSItoybe:ihvestbrbviniéquibies,fbutiﬁ%TaTéWI
not, persuaded: that’ a ;70%,1imit 'is: advisable .12 Over. ther yearsryequity
markets: havel experienced: significant downwardimovement (> Shouldq s
that movement: 6ccur: justs priors to> our: triennid) reviewiof> pkbdjected
decommipgsioning: expenses:and projected: funds>tosméet thoserilinpia
expenses, 1weswould,s perforcé;s have. ‘torincréaseséleckrici rares: tb1d
cover, the;projectedrexpensenii s We> cannot: assumed hkketorecoveryisd
To,the, extentsthat ajlessehed>équitylinvéstmentireducesl Anticipated
volatility;we-havesbencfitedratepayérsia Undérithe. Sirtumsthncsassa
50%.equityscaprsissconservatives andsqginyouri dpinidhjrprudentss wa.U
note that large pension funds on average havé slightly moré>than>{
50%.investediiniequitiessand Calpers:hastaboutsb5%7invééted in
equities, imuch-¢loser sto:50% than?70%10n o3 Jasaitenod Insolliapia
£ bobnnvNoxissue wasorajsed:regarding:theséfuityliinvestmentodfog
the unqualified-trustsiobeing:rediéedlandino>adjustimentswillibesss
amadesniis toscs yoegroD Ifozzuf Aansd odT  Lesitivps [saoidsatsint
Intexnational:Bquitiessscatsini §0S§ Jaid3 bodsoibnt aowibd 1ol ybude
.zsInithe Joint Recommendationj thé}partiehjagreed?tﬁaﬁiﬂqo
there :should:bé-no réstrictionionsthéramountiofoU.S ooyl
international{equities withintthe-allowable eguitysrandgejmonizovni
=11 In supportzofcthis ranges (whiéh. theoratically?cduld. bl
result{in>50%nof1theibrustl funds>béinglinvestediintinternationaleq
equities)y:a witnésgstéstifiedrthat theidrternationalWequityieovai
maxkets haveiexpandedwin:sizéi;remendoublybbvérﬂtheﬂpéeﬁOEeﬁﬂJ 10}
decades, as have the technolbgy:and’infofmétioniavailabléﬁtoﬂagxﬂl
Anvestorss eForBhersfirmis:pénsiontfund;aliénb371théjavérage
allocation to non-U.S. equities currently isalv%tofjtotalfééeetefi

with some clxentsohaving asXmuchfaslzs%thDBO%?I The;ﬁ?lmary reason-

%1 ans l’ vt
for the invgsg@égfﬁ i:; n nx?ﬂé?d (i‘oﬂ&‘} 89§b§F%§&ﬁ}?%§{ She
believes that because the trusts should have a greater total equlty
allocation than the typical pension fund, it follows that a greater
percentage of total investments of such trusts should be alloécated

- £ -

- 12 -
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to international investments to maintain the desired:develrrof
divg.r.siﬁic\a.tion.-:;p £ G P02 aind) sicn on trdd avoeilsd oW
~:{3 y« Bealdes:dnoreasing the' opportunity: seti from which: td* make
inyestments; she:sajd  that:the: diversification feature>of ot tosaiii
international equity: investments-is ekpected: tot smbdth»dutreturns
cand,reduce; rigk ;i Over. thé;:ldsyears ending’dn 1993} the UiSicwabs
the,bestaperforming  rfarket:in only. one>yearini:Overiydifferéntior:
,annualized,periods ofi.Si1years;:non+U.S.r marketst combined ovona tril3
significantly outperformed: as:well>as underperformed:thét Ui 8;u> Hey
primary)pointyisy that:the: nonsU.S:ic marketsl haye, different. return'®
patterns,oversdifferent: periods,ofitimeiznAnd>theserdifferingiovon
i retyrni patterns;cans smoothrouty the> totalnequity ﬁefformance.oﬂFof?
nannualiperiods,-nonrU,Si stocks:may.:outperformior/underperfbih: the
U.sy maxkgtns}guificaqtlyhyetiptbduéézé#simiiar3returnaovébwthe?ca
lopgitexXman vitdpifa aved spnitove no ahaul nolanag opsn! dsdld oton
ni hssThe:studies pérformedr foL:' PG&E " andi Rdisoni1show!thatia’c?
significant commitment to non:U.Siséquitiesiwould!berefit.tyrustipo
performance;viThesCallaniAsgociatesstudy. fors PG&R récoimended a
. targetjasgetasallocationiforsDiablosCanyoniof~20%thedgédt (nirpau ol
international equities. The Frank Russell Company asset allocation
study for Edison indicated that 20% internationalvequitiesiwas»iui
optimaljforsportfolios;that had:50%1and>80% total equities.

Insour, secondinterimropinion’intthis dockdtlweslimited:
investmentsinsnonsV.S: efuityisecuritiéssto 20%26fi thénstotalatrust
fund.p(D>94£11:028,;c04P.1i)w)We are nétrtadrsanguine as the
partiesiiniregarditosthesunlimitéd:-bendfitsofointdrnd€ionaldjvasy
investipgvpoWesbhelievesthat~dn internatidnaliequitid¢es limitedfi20%
(of thestotalqtrustifund}lis-preferableitorantuhrestricted amounty
MWM!&)QJ a1 svsd us ,oobsosh

ops1InsthésInterimiOpinidontin:this2protdedirdgscwe avthdrized
thejutilitiesitosinvestt linsr1uo asidiups .2.U-aon 0l noilsnolfs
[oes59% YIsﬂ(Ulbsto 100%€ofjthé?fainimarkeb valuelofithéfo smoa diiw
e, BEEE YRS T IRe RV STATRRS, T2l g et s son
Ydipps {5103 1sisoip 6 oved blvords ateurd sdd sausonsd Isds asvoliad
15165%p 6 i6d3 ewollol i Dnul notansyg Isoigyld o3 nrd3 noidssolls
bodsoofis od Divode si1zud doya Yo eidnomiassvii [s3o3 o 9psinsdisqg
- 13 - ’
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Poor'? or iquivalent ratings by otherivating!l I[sionnniM
e geng ee nc ! goyernment,. agenoy, {1
sinab ghnféipa §o ?mgfz %ne'backed¥ 2& géf

SRR backed,(nomdo arrﬁandréaah ‘equivaldnata eierrd o3 vd

Securities. (D 93-10- 076, P. 8.) . :F’.ﬂBC(!‘fU‘CjV

zioiIn-therdoint: Reéommendation.;thelpafbies‘agreed that
el IORIJIANODD

propdd Warsdemént I6F “CHES ﬁb?gfyﬁﬁi,reéﬁ reg diversification into
various asset classes. Investment grade fixed-income securities
Y ) caryrd Lo ADI6AD ’) 3o
offeér 3 rel‘éfivel’ngéttil:.’w” fliiék‘ return trade suéé vis-a-vis
quitiesfand offevzadditional fleﬁibilit?(as the deCOmmisaioning
daté' appf‘é\f”eé atAostd baul xebni baos [ stua0ixs X6
i.ns o<The ;Joint.-RecoéHmmenidation of1the™ parb1es‘pr0pdses a alight

'j,; tief 4 S | oo ey
moéific ’h‘torth £l1£§§é§%5§§]1} lp;”gp J%iéh to clarify
that "investment grade" refers to a rating of BBB- and above {not

BBB), and that fixed-income - iﬁb’ily)ﬁfﬁ(gﬂgﬁfﬁlr%iwb imited

exc¢lusively. tothose 1isted::inD. 9%ﬂlouo7f“ﬁ*hlso““the parties
R NIRRT Rt i e ronekberfong) piagd bHoy

agree thdt’'thé \jtilitiéﬁus! ]tfl 1‘l epoxt th i}.‘fi ced income

investments by category in their annual reports. The Joint

& 41 Lyefe mavidnvic
Rggoﬁmgnﬁatio kohfo’rmgfl:o stan éq dustrx(prqe ige, ‘where BBB-

‘pu:,
is commonly,con81dered part offthe'BBB (1nvestmehbfgrade) rating
categéﬂf ‘A'é}:'o irnjg V, t}}'} ”ﬁa{i‘}:tiéa ! Li-,iéi“‘?“j ;{jij i:cﬁaj; i.£he Commission
adopt the following with respect to fixed- income investments-
i L3 5y F I;‘;odg CREER R ”‘,'1e LB
2

el "}. Go% .s:ﬂi £
!!J frumr [1” il }, b--ﬁéf F"l‘% )S‘V‘i‘@m nf:Jo ﬁ,:

1 'f1<”f Sged"—ihc BB ,“oiz
=i{] HY S‘t‘ . B R
ails ok 'a e Ay
rofdiepo 11m1te >t gb\{e Ht) age; {; mynic
COfporate, Mbrtg ¢ “agset-back n
dollar, and cas securiti ‘The
Basoxe JorgdNUdE s dnd perceh & Af 0%;3{:2, Pié e fh (é)f the
‘above investment” ia'é 56 1es should
1ol quii:i;)’gégg Egdtg theég?ﬁmllgi’? J’JIQ“J 6}31'37? npalk Trltlst

ot oxueo\i w0 i Pjiuaqx \{Lusa( ooon eioXtén [smoldentodni ni

bapbsd od e exueacgiqo 'f:ot}?opﬂf ie dgd’l.,9"1?‘&“5‘?;}9’1[?’1}}1)03'1,9,139;1[1

caveat. No derivative security. of any kind.s all-be cons dered an

IY{BWwW1IUa 10 Dl UhJd BDpLUiila oo atov s -+

investment qrade fixed-income security.

gher
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Financial Derivativedio yd zpniini i([)fﬁ"((!p‘) xr: atueod
The Joihf‘fRééomn{é’naét'f"P {)Ji({ "éh lg(;légf: s derivatives

Bh DS~
by the trusts shQuldsbezauthOrizedrforrthe followlndolimited

{(.& .q ave- 0f-£¢.4Y Pleobdivun
purposest

I brlupiUse (of:; c'lrrenﬁy&forw}alrd, \futuresnranﬁ ‘options
contracts .to hedge t xpogure ;of the portfolio to
oadni ol J:;Jl)hf@r( gI'l el i*'z'"e‘ﬁcy m&}enféﬁts, 2 4 P? ‘}: ll

eafditeogn *'\":)'Z)HI-D“'(I} ashei1p JI{"‘?J"‘*JI’IL caoeeals dsass epoisiy

2. ., Use of exchange-traded ity fut and.optionsy,,
RIV-B-21YV POl E ’ﬁnde‘)fc'e's' and ru§'?3u’dg‘a1”l’l gﬁ ies, gr t

L tHoTan oo PUrposes of; mariaging lagset-’allécatidnp dash:floWs)
tax exposure, and index fund tracking.error T and ;; i,

tdpife & womdqo Upe«ott exehahgeftradedff:lxed 1ncotngc{liltures and
B pt ons ¢ anaging e interest .rate.
Yliesln oF  pyygt &p&s’u‘rg’"of é‘ i‘:ﬁ’eé {ﬂ’ééme rtfol iq}: B AR

ion) ovods brs -H84 3o Unzjbx 5 03 193191 ﬂh; p Juonidesvalt ol
bJJJrri‘rihezxpajgtf}ebiuorso(aﬁs]':gejdaf)c.natt‘;“g:mrrfnxu d6d3 baes {844

2oid1nd o4 Useiofi derivatives for speculatlvelb\erOSes offon‘a‘
leveraged basis éinc uding un,co,v!eredl option i,
2 O dEitions)  sholiTad! prohibited, 7"
JitioL “n: - I T0YIL Ilixmm;bzﬁfl'{} il_” C\l,gmnnjf" i JJ(;[“';ig"‘uif
- 5. erivatives shoul e ted to trades on, ..
SR otonw 3?naj“orr“éxch ifges’ (170 ,[5;100 sx-eaps"kb‘:é}1 vglf”tﬁé ‘g)ountje}q
it Ies (nn,,;rinsgrumgnli:s)r. 'e}fggptf:!ifor ;:ui:rencylfort;ard d(i)ntracts
ere nto w anc Btuoswt Y.
“x‘i}t'éi*m ‘éredit’ Fat?hg E af‘fp ?Aq '; ﬂ ] w'? oo
:zajusrﬁzgwu ocmooni -boxiY o3 Joeqgusy ddiw mu' oIl(ﬁ fnl qufn
6. lities sho ld xe po t op, their, use of t.[pe three
iy hei}‘ ‘annual trust

’*'t ot inst
T Pb'i‘tg 4?1'31 d?«:mislsiss ;ng;lld' dé riv ‘i;vle exposures

TS

ptorap koo o ‘

1oyl e 10 t Jnas i‘iy economi .e‘f(pc’1 ré of the
w enaleivle n;;azﬁex 14 b SO
éE'

o
hio‘_i_ Cincluded: in the
caléu D U’;l hitations, for] equities
i_pc coUbE1ss, ana ) e o
- {051 h)f}ﬁr)fg% a2LH ,l) Pl)i [k X 5 N _\I'\_‘C} §(‘3 X
f”rhqi’i:g)j):él“é??" s { : }. hot exceed
N? St }‘dstjfgenar‘ et‘ j

DIuor{’ "91 £sir T
IFRET JOTHET Re&oﬁ{i{nedda{io ’ 51 it ‘%\tws r}f" oq}’rtic1pation ,

J ot i Y
in 1nternationa1 markets necessarlly results in ex sure to

fluctuai:’lonl:“in"%hf:r‘é VN e g2 hfﬂ:e‘if“{w ki(op%ﬁsulre 2ah be hedged,
Aad P rtfo'l'i’b~v&1a5:'1i’it@«-%dd&d}-,9 ChioUbicinm Vi e hara ®0Ve?

x3isuoea anoanl-boexil sheap drenipoval

=T

af,«‘.'ni, 9"odn
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i..eontragtsjentered-into,with financial ingtitutionsi oriwith .MooW
exchange traded:cuxrenoy futures ori’bpbionazconbradtéi}}nsxqa RERLY
ivioarnil <At thethearing, the:witness:panelcreviéwed the purpodélof
-, icurrengy ;managementihusing-forward-contraots, = iThéy 'ate cammonly o
used on-the date ofiapb'rar_lqaotior;[l:oalOck 1Ni2the€’dulfte'ﬁcyxif!.g;--iw',rfi'(
convergion-rateforithe date:iactransaction - sgqttles, ~iiThig {simosiq
recommended; becaude curkxeéncyfluctuations between:theiftraddrdates
.and settlement :datey (which occurscgeveral ‘daysclater)iintroducdds
uncertajinty into:theitotalycostcofrthertransdctions cA witness 1o
testified that such_administrative hedgesfaré-a part “of .thevoilsd
- standardjprocgdurecforiinvestment nanadersiforr-all ofrhis clients.
1By staking;that jcapability iaway, cyou.takei'awayra toolk:ithaG'gipart:i
and parcel.of\the.way-thatimangders iconduét their-business.+ v v
overseas.np Lodi-toush ased zed ioidw alordob vinuod opnnitd HIsHOY
sniaval 1o Thecparbiesgcpointiout thatrecurréncy:dexivativeoianaib®
ingtruments,are.alsq used (torimplement:long:térmlor -strategi& brs
hedging. ‘As the percentage of finternational equity:in 4d:portfolio
increases;, currency volatilityhas (a more pronowicedrseffedt ‘on ri2
portfolio.xeturn-and,risko~The decision to hedge strategicallynt
. depgnds;on ithe :level.of rinternationalliinvegtment and the rigknzasb

believe jthat: the . Commission:should nét "1imit the ability. of the o=
comnpittees to;use-along-term thedge,: buts shouldallow the' y3Iilids
committees to;degide for :their:respéctive trustsl nsonoo Juoddiw
.boiidirA-derivative -isra:financial ;agreement:- ‘'whose «valdesig J£b
derived from theé performance of some benchmark, sudh.ds .interest!d
rates, jcuxrencies p-commodities, .oxi debtdinstrunents. s:Derivatives
are Gomplex hedging-instruments that.arewsged .t6 defray the :xisk‘of
changes ;in -interestrates_stock spricesn-foreign :excharige rates,
and, pinefagt, ;almost (any.)investment.:i=(They, may ralso bé cused forid

purqly,speculative -purpoges)i ((See, forexampled Wall Styeet scod

s Journaly; February ilpk1995,:<Pard !iall!r,Streetf:Uoufnal,.:Oétoberi;’zsb
1994, -pd 12 WalliStreet-Journal  October 28; 119935 par2; IBusiness'

- .16 1- -
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Week, Oqtober 31,01994; 1ppi 86:1044)2 Dérivativeb cannotzbecdéfined
with specificity:as new:oneg-are coreated toitake advantige ofi>xo

i levexrage and arbitragefopportunities-ds perteivédin the financial

community: -Butyitiis.crucial:tofan undexstanding ofcderivativés to
recognizq:-that they aré extremelycriskyjrréquire tlielpaydent of2a
premium to:the.entity:providing:stherhedgé (whichlreduces: GVéi‘fa»lrlJ
retuin)j:and-agsume-thatzthé ’entityipyoviding thefhedgé°hill @ e
able;to;perfsorm: slouldithesreasontfor.theihedge-mhtertalidés= Afd,
of coursé; to recdégnizerthat:ithdcentity prévidingothd hHeages I ovints
believes .that .the hedgedrevént willrndtioéeurn,ifzue Indd bobYidacd
.24n01fo 2iThis Commisdionchadrhadino ‘experiende-withasribacivesy
nor;as ‘far adwwe knowj;'rhave.theuti{litias/ liThiscidra newideratégy
which must;be:approached:éautiouslyvr:Herarevacutely lawdes 6 thé
recent Orange County debacle which has béen described as-.gronrTave
"disastrous iforay-intoiWall:Street rschiglicrolling world of leverage
and derivativesolwhich)icamertosdbrutallieénd yedterdaywhén: ehs!' i

ccountyand its-dirnvestrent-ifunds :£iléd for bankruptdy.{r -(Wwallod

Street Journal,.Decembex <7,-1994 7:py>1J) irBedause “of | the crisksa i
involved,;;:we believeithat ;nwith:éneéxceptionjiderivatives '6f ‘a1l
descriptions should ‘be:proliibited.ir:The:oné edception isgca‘hédgéelon
foreign .exchange :risks rbetweeri .the:buy 'orjsell “date “of ra<f6¥é&ign !
security, and .the settlement .daté./¢:Thertrusts should béigivén thé
ability tolock-initheir profitérloss ‘on:a [foréigncinvestndnt >2
without concern for:currendy-fluctuatiohs -bétwéeén the buy ‘¥ ‘8611
date ‘and-_the :settlement.:date.f s Long-Cerm:Hedges rare ‘Préhibited.,
Management :Style« ,Zsrilonsd ooz 1o zoneniolisg sdd #ox ¥ baviiab
novidsvitsThe parties Yreguestithat .the \itilities:beallowad €516

1-manage :their. portfolio:passively,! activelyprorrgemt pagsively, 25

.293p1 ojPassive .managément: ig g strategy -that ts&eks it achiévé
the.’rdte iof-<Yeturn of: a‘b&ichmarkindex i(&uch 48 tHe -SEANdaYd L5
Poor's:600, {thé’ Rugsell::2000, etd)) By iréplicating tHe Compddi€idn

of:<the cindex,. but-iwithout Wa¥ing management /dediFiong AW ad rateahpt =

to.cexXceed the c(raté (of r¥éturn'cof (thd rbenchmark indd{ sy (A bay dnd {

-7~ -
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hold strategy :andra:stratedy: ‘whichiundertakés’ tr{dingdolelyVescll
i-mi.nimizegta:-ges aréralso ‘examples OFffpassi{s imandgements)y (Cr oIuo
contrast, an active mandgeriwouldrdonstrudtfa IPSLefo1is ‘thdeiwds
intended: to:outperformithe rindex;: and Wouldragtively trdde 't t1oit
.achieve yinténded rYesults:l vsunipsznod x63d adt bras oviensidxs onol
svison L 1orBatwWeen the:definitions rof iactivé -and passive Mamdgenéht
are what jthe partiesthave <termed "demiPadaivén’ stratégids thyy' "
take ~1imited ipositiion’s away from ra “bénchmark Uyidex, 6 11t o1uscgxs
ceol Jadd $20ne-example rincludes. ‘tilteéd v’porefoliss ehgy!d o Loesd
increage Ox ».q,%,c’[,‘-?a?,‘?.b‘?}‘e_,gdi,-}ﬂﬁggg é!iﬁ.lAQ: odl 1o £02 anrdl

p’rice/eaf’niﬁ?s ratio or some othexr | .
it nt breHaracteristid (s)! relative' to'fthe “dndex vty 29

better %@'@31’1’;@8 PeXLOXmance ..o aviios\ovi arRg
ex

R, ‘ngdlicg hetter,
BUIRIE rgpdé{fically,’ certain tilted strategies may be ==~ .
v3iups oappropriate€ to' o;itim'izé!faft'el‘jifé'f-Yél:»'ii’n;d" H3fw bonic e
Kol nolpRStNgen, qual ‘}ﬁ ed and non-qualified equity; . jusmoprnen
oL ”’”’-”p?ﬁ*t;?blfﬁ‘é’f‘é‘ é_ﬁ*t’_g gl}el? different tax rates. . R 3
wol fdtivw . Semi-paasivédrstyategies 'ge’netallyh'a\fél'-hlg‘}féi'ff’*‘:’b cd 18D
fees than passive management, but lower fges,,, tovornris

than fully active management.

. A 3o 2000 tol Juemspsnnt avicasg rol a2l oumiioslerq THO
AT Ih e parties, agree t\hﬂ!:} more thap, 50%; ofy equityiog viinns

investments should, be managed passively. . Fhey believe.thatcsenis,
passiyve equity investments should be, consjdered, onezhalf, pasgive,s
aﬂgi N8 al f‘ active,  However, to ensure that: the use, of fulls ws1

paAsgsl_ ye,management does, not, diminish significantly,,no;more;thani:

i3 250353 1
20% of the trusgs/ equity shouls consist of  semis passiye equityseq

i3 10 noritod YILiupy . ‘
investments for t h?ﬁ. PYIPOSE of; deF——?QiﬂH‘.Q; whether, theipassive. i3

IaTJaaViL 2 Y iE L . 7 . v
investment, mipinum, pereentigg, has beensmevy;, Onge,the 50% passive;
management, reauirenent, pag, been fulfilled) the, remaining; equitysat
portfolio may be, inyesped in actiye.or; sgmi-passiye managementscoo

L1ED O

styles, —Fixed:incone; managepent; should be considered separatelyog -

'y . P . . . . . i
fromg\gguyg&:{leg{ yith 5\?0B?L?:?i\yﬁxﬂ?flu.-}feg‘,?“t?,n sd oz *,svizesq-imsa’

o3 fl:rrgl - PRF tf,j?]?bsﬂ fg}'x'}ﬁ; (}'u_h(? E} ‘:"é"fhj A{ }OPQ,§‘ Yerm ._h?xi zoy, I:j'nJ Qvni
taxable S5, ironment, the, &2 mbination; of higheyr nanagement-££88soni
trading costs, and tax consequenceés gﬁ&urnoygy\i make it ﬂiﬁf‘i%‘lb

LR < )

for active managers to outperform a passive index after-tax.

- 188 -
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Hoyevey,, itheye pre agtive .managersnthat-haverconsistently1ia hicd
outperformed,paspive .indexes:and active:strategies may:berdésigried
uniquely, .fox [qualified itrustscthatiadd.values cAlgoj as tHertime>
horizon bgcomeg.ghorter/ theicompounding:ofscapital:gainsibécontesd
less extensive and the tax consequences become«lessfof “aifastdr-in
the. chqi,ce :hetween;active -and passive ‘mariagement iio: Further, active
management may, be useful.in:reducing-the-accumulated equity:w o5
exposure in an effioient -mannexr  as-the time:horizZon:décréaddsnin’
Based on thege c@ai@erations,hbhe partles ‘have - concluded that less
than 50% of the Yusts's 6‘uld g hafiged d ive {'J‘ff;jf;j{

We rpcognize J; al:; there ,are trade-offs involved in the
passive/ect’ilv’e; r;napn)algpejﬁéﬁjt:;:(f ::[jslil'cf 1[1’T 1;{ )t'f’u\: Hé:{)zt?ég}ablfe status,
combined with' along. time hoxizon,: tends. to faVompasplve equity
management. HoWéveY b t’h e ’h'}:ém" u\fe m"a qﬂeﬁﬁéhé' “ra\‘fegies which

20365 il Jiaotol L0 1( 3 Lol
can be desigqeg gp;clfically,,tor aaqualifiedvbrustg {i- e , with low

cal.
13 % nRyiert svioaesg aed) aonl
turnover and: ééEiVe tax managemewgzwf ovidon ¢flud andd

Our preference is for passive management for 100% of the
equity portiSm dfi the' trfst’! *HidtbYy' shoWd’ tilqr "fce?n SV any,
port£6116! hatidgers! ‘e¥beed "the’ standard” I Pbotit & so’bf"a\iéx*la“g’é’%{?‘s}‘
long periods b tine” (G0 107VealE)1® AL (e eahabdiy,  tiyal
few ab&/UnYecdsyni¥abré b?afoi’é the” fact>’ “Netberthe1b¥s,? fefchr e bn
- theshnaninity of( poETtionit 1h This 1Hachnte* W WY 'HElap r\th?‘lf’q
parties 2 reebhitiendationt thit! only 504 °6F thi ’%Z;uit{””pb{rtiti)% 5 the
trustvhiredivelinvebted’ pasEivary erTﬂhé TYémairider mgﬂf’ge Phvebted'
actively, a3 ptudented dil:lété”s'.i wal 6'”‘1\3:??)&11&\&":5‘”]1{! wldovot
ngemtipassivert investhent stkategd 7y nY i A A B CindCBo1NY ]
Certainly?each Ueility MAY ifvedt! 111 bt Aa{ psttish B i?:”oi i:m(
poitfdliorin passive manadenent i aﬁﬁ‘“i‘f‘ilﬂh’é”h’%“"& Pusil ermtive®
"semi-passive,” so be i °j“Wé"&'e'ft31n1§'f ?i‘){’ové SR DA o
investmbnt2s t gut €67 tal1? that! by al¥bharacal mid? 1HlcYder to
incraazd HaAnAYRMEnt FeEai b ‘Bilﬁ&é"the”g'b%g‘fﬁsb RSN T

critefldh? ik ﬁ‘ét”ﬁé’féﬁ%"ﬁaf&" 220N UP9BI0D X6J bf:s &3eon pnibs‘xﬁ
.¥61-1931F xabni ovinesq 6 m1olregire ol uT‘!QBI!Ff'a osviion 101
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Fixed-Incoma. Investmentsoi tirdir3nod won oz ol ad bifuvow notdufes

iorivelh orSinge itheir dnceptionp-thectruststifixed-income 10iunpsd
portfolios have been managed activelyol Bach\ofcthe cutilitiegueag
porgfoliog -have joutperformed:passive représentationscof. the active

;. managex!s, gbyle. from;1988.through-the ‘présent:oicBeginning +in 11994,

the qualified . trust .has lowex tax.rates that-do:iot ‘giveceitheyx 1o
taxable .or tax exempt .securities -inherent.'advantages.: {:Thexefora}>
active. ﬂapggqu}en; -shquld .have, many (opportunities to:add.valuesnem
through exploiting changing fixed-income spreadrelationshipshiup
Alsq,, pasgiva, fixed. income is, not.truly passive becausethe:o1oint
benchmark index composition changes, frequently.rasinew igsuesg! cbme?
to markeEhiFQLQFh%F;3§§E§§4m3§2r6fnﬁF9I5§h§§Qf§eé§9ns)iahdvbécausé
there; has, heen. no, oppesjition.to considering. fixed<income management
differently, than .equity, managementyi we willmnot :addpt!any ‘padgivel
wanagement, requirementy;for fixed-income, mandgementvit yiilidixoll
Phase-In Period For. The. New [Investments ssgxo ,uoidilideqss ar{d o
o Beand Compllance,\uth, our: decision on: permitted:;investmehtsg’ni

- should; pot; be immediate, ;Jdnvestment: restrictions.which are's juow

parroxer; than. those: previously;applicable sto-thertrustsiwills ozd
require a phase-in period of at least;18).months\-sThisiwilliprovide
a reasonable time, foryfhe,committees; toradjustutheir)portfoliositd
comply, with, the -pew,guidelines, g notisviiqgs Ieniol ol

C.ei niopyihe, preposal;to require more,than.60%. passive:eduity:ido
managenent will,require; phased:-in.coppliance .ol Foxr, example; under:
the proposed, inye¢estment;guidelines;s SPDA&E!s.currents. equity. strategy
would not be considered: passive.,oTherefore;: SpG&"!sIcommittee

AR 2E

,, ; 3 _ar in { WA TV dinhi )
would be pedutidd oh hiteAAIEGL' S, BNBIUIS pURERILYE, amouve that
more than 50% ofjthe;equity: pOIthllO} is: managed»passivély. it

would not be, in? th%gb'é'éf interedi’d f‘}'(:ﬁ(%;i:’i‘{lsts” %}gﬁgequity

szoiq oz 0) Q2 3199 2 fLnmn9”

securities immedia elysgimply,, tor purchase Othér; equitysecurities
that f£it within the new passive?binaged&it! vadfhilR%RH#I® This would
only;trigger, taxable capital,gai ns: andi generate> commissions and
othey; trading;costs, (T e most;efficient and costreffectivelilonad
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solution would be to use new contributions t6 the‘ePustsPrdpiroxts
transfers fron -the (fixedeincome portfolio;iito Jachievé /the desired.
passive/active equityiportfolioimixs bovsnes usod oved potlolSeog
avion o1 Anothier ‘example<of why+a phdsed<in ccotpliarice perfiod 4
nacessary.iisthe {proposed requirementithat the<tifxed3icone Pértion
of the portfolio:befrated BBB+ ori:hilghey. tThe curredt Ediddn and
SDA&E -guidelines rallow: for-unrated ‘secdurities' 1 £ the fihvé&stnlslie -
managers.-bélieve' the ‘decurities would- ieet the'trating rdgency’d 7+
guidelinas:ifiithey Iwereiratedni Heve “agairyrit 1u 4 thetbagrrov!!
interesti{ of:the:trusts to; sell un¥ated fixed-irfcone gaciivitied When
market:.conditions rare most:fdvorable's noidizoqmod xobul Arsafdonnd
JInvestment: Manager: Contracts Should Not ‘Bé''Put ‘oubtivrdipig oxXsea ~?
Jemopenes Allnparties agreefthat:managex! Belection! sHould 1o Bé'!
based:on -a: bidding procdess. - They.-ardue' with' greater dnveldthent (P
flexibility, the'awarding: of manadenent cohtiacts’ sHould! Be" Bided!
on the capabilities, expertibejs hnd Yesoitrdes  of 'pdrantfhlr! oasdd
investment: mandgey¥s ‘and: not ‘on'‘a’ "fJrmal> biddiﬂg’“‘ oc¢EE8’ based on
cost alone.ioBécause the parties:ayresion this’ issue,2dnd tHe¥e has
been no’ opposition;iwe willinot'adoptiany’ bidding féquiréments’ for
siinvestméhtsmandgementircontractso! i85 Yo botsog ni-azndy £ arihipat
Approvalt Procegs: Pori:Investment: Mahagewent! Contrastg! ofidenoarat &
- The formal application process’ durrently béin§!tlisea too
obtaint Commissioniapproval? ofsiinvestuent managenent! dcontracts is,
in-the opiniom of the parties;>unnecessaiily! burdéensohié And the's™
¢JointiRecoinmendation: propdses: thavt it>should! ba! thangddizodotq ol
55111, 7ConbractE}2 instead;s should/ be? filedrfoirnan od Jon biyow
i oneoe SSTRLSOAER, SEREQYRL FERYEN U, Sommisnintayay o bivos
31 ."IOrdero96’>A=wi.thin ten! days ofy Atedntydttys F0¢ nodd oxoq
<3 1upo SFETY P PR Bre UL P SORERSLS: hoxes 353631 o gor blyow
eai i juoaandiwouldrbé"bindiﬁgl only!after: Commidsion i @2siJtiunon
bivow 2idT 2PPIOY2]l; has, been, granted fioacy worr od3 nidiiw 3i1 ImdI
bas 2noThehreasonss foritHer pfd‘pb‘s’éd{ ehange,2 Which! wildR S1daly
benef itamanageiment: of /the trustsll inélude’”(i) adéyuatdt sversightio
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which is.in place-already;in thexformrof. theiCommiasion 'y ‘approval
of .a majority of committee members, a majority of whom ar%“hb@‘@ﬁ'
affiliated,with .theiutility,  and whose ‘nomihationsiaxretapproved by
i,ithe; Commissionfvand(HQM;the'anhualuandfbhreéiyear reportfhgﬂﬂivﬂﬁ

the revigﬂ .p_ro‘c_es,s. as -c,ur;rent 1y |perfo_rn‘.éd r.lmder. :formal "applicat 1on
is .not justified and;plac¢es; unnecessary.;administrative 'blurdensand
time gonstraipts on the utilities.and Commissionvstaffyi -1t/ i bis
digadyantageous to continue.to allow. anvinvestment . managery townis
Jnanage, a ;portfolio after,the.managet; has beenshotified: thatitowill
bhe; replgged,zpending[CQmmissionvapprovaI; offathewimanagﬁfl‘(Tﬁ?bhe
past, the, approval, procegs: has: takenu;ongeerhaniGO da?st’%ltnisﬁin-
.-khe, best - in;erests of;ﬁhé)trustsrand1;he»ratepﬁ?ets»that!1nVeBtmeht
_mﬁnqgﬁn’
advice letter process asﬁtg,§Xpedite investmentfmanagerxchangesf18
when they become necessary. gnod dnasopsne! Juondasval
i =iout There; has,been; nojopposition: to: the: proposedir¢hange to
the; management; contract: approval: procéssia Forithedreasons- stated]
when awarded,;; investment. management, contracts: shouldiberfiled. folo
Commigg}opL§ppr9ya;5LhrgughﬂtherCommtssion!s1advice71etter3pf0ceéé
as. required:under; General:Order96>Acwithin' 10t daysiof. ¢ontirdet>i1
exeCUt_,iQP-;{:;o!_d !;-;’Iiﬂi[f)‘iaf) 5 epainda odd tn nisdnon JBr BIopRNGT
Var_igu_dS?‘ldieﬂzkzassﬂ's 6 35 zintceg z2iasd no? 1o gsv s diiw slobodoa
4 i1 o3 The; parties;recognize that thesCommisaioninesds td.belsv
adequatelyangd, frequentlys;informed,in-its' overaightodapacity;bofia
the status of the trust funds, the decommissioning cost liability;
and; oth »xeleyantainformatignjn:The Joint sRecommendatién proposes.
tba& 9nglpe¢ring studieggof decommiSsioning COéts;continuéito bes1

of x@tgpaygr 993&!&b§§i9n§ Souldjoqcugnin1con3uncbion wi;htthejo:q
g!ﬁyiﬁﬁrOﬁathelenginggring studiegiinUtilities>woéulds¢ontinueytdips
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:xepoxkitrust. performance annually<as reéquired by thdctmisti dnidw
agreements. roifw Yo yiitopi 5 o 21edrey 5s3dtmnon o yrityofsa s o
el Bovorgq:We-agree. with -the :partiést reconfrendations ithdt 551115
enginegring .cost -studies cand.ratepayer ‘cont¥ibition raralysis shéuld
continue to be performed every: three:years through ‘the ‘Guryént IGRC
Pregess,or diniliew .6f:GRC!s»should be performed ‘aé"’lﬁ‘a?"ﬁé""‘ ol
ixequired by :alternative: performance+based s¥egilatdry eshanisms j+
and :trust performance:reports;should ‘continue' te be'rprovided: o7t
annually; as..required: by thentrust agreements »? The itiMa"betwden i I/
; hearings;.shalli hobs bei-longeri than:three! yéarss Should cthéres 1 Beé' Mo
;timely GRQ:or.comparablé proceeding:to’considey: these FYepsrts)! the
i parties shall, withinithree»years: from' theeffectivedata bt this!
order; ori theflast, GRQs oxi cohparable!'proceeding), whicheVer -igldveY,
petition:the:Commissionytéd!t ddoptrtheil fosticvecdnt: enyiitderitiy déat
study,and> ratepayeri.contribution‘‘analysik.2s 2assouq 1aitol anivhe
Investment Management Fees yeREzouan cooned yorl grodw
oy opasiNesfirstidiséussedimanagement: fees  for thegegitrusts in '
DP.87:05-062:4in(0I118631 At-that:tihe’ weiweré& asked tdlappiroVe' f&éh
of,0.50%; forithé firsti$§50;000,000: of truatiassets! and’ 01404 £or!~
the.exgessjiplus>expensesiiaWe refusbd.ivHerdid,s howevero gkahe o0
flexibility.loWe/saidr "Any) agréement g enteredintowieH 1hVEsthent
managers must contain, at the minimum, a declining block-:fegli/uoxo
schedule with a cap of ten basis points at a reasonable!Bbrtfalid’
value.ds (24>CPUGi2d:at>3161) 1Thé parties>have’ ddhérad to this
standard;»althoughi SDG&R'simanagementt fees! ares highdy thahr 1supsbs
expectedi!l Jcoo prinoieairinnsbh adi (abaul jnuxd odd o audsde eds
zonogotg nThe:partiessurgeius téTincreass’ inVvésthient? idhagement e
fees.o3Theyiarguezthat whileithé~ currento10>basls Point>fed12ap was
acceptable inrthepveryslimitéd fABlackILang®( iﬁvéétméﬁt"’énﬁi.‘rb’hmé’ht
it would notbbeiinstheibest dnter&atdofothet Erubte tormaintaifidthis.
feeycapsundér thezéxpinded¢investmenthigu ideYines: proposedt-inith is®
proceedingiv Investmentomahagements fees are! geherally highéirdoh 10
equitysandiinternationaliaétolints;othus; therutilitieshalP rioti have
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access;to,ghe qqabcgualified and expeﬁiencedninveatment managerébln

\In the Uoint Recommendatioh, the - parbleaarecommehdftha&~

Y:z1§nV¢8tmen§nnana?ementjagréements should! 2951 Jrnesapsnsn
contain, at a minimum, a declining fee block , .. j.ovii
fee schedule with an incremental cap of1 A
good Jromopencty
10 basis points for domestic fixed-income
qao(panagers, N _aoaibd
(v.ce2) {2.002) “(eaz) (tie (0<12) (osve)+
20 basis points for domestic equity managers,

oy and g 3 Lleppno . Inu L Inupno¥ {suQ

.
,

‘\basis points: for international mahaders Of-. 88e1
¢ither bonds onr' equity,r at a reasonable AN eger
portfolio levelxc. : gz £S. <g, peef

CE 0%. IS. er. teer
The: parties!’ recommendation is basedion market. data Ay {
well\as the utilities’' pehsion fuha experience. * The makket da€§¥
provided by FgankxRusse111Company,qshowJthexrange‘of fees for

. Russell client!Hddébunty’ fo& u s fii‘éd”‘i o, é‘”" U.S. growth equity,

@

Wy

o e OO O

,/) [haaaBa TN}
e v e e

eJ1EshHs) XY
and non-U.S. equity. For $100 million accounts, the data show the

iediah averhge tEEE oY UL 81 E1kEA 1Aebhe? U B, 2 5l Equity, and
1nternatibna1“é¢uih‘} £33 26qBibiswﬁointéékgiﬁbasqu' Ratsiiam 85
basléji)oini: lfeépeCE1Vé1y 81,0 opw 2emopano dzurl f)‘n_i[ffuf)ﬂ()f!
"‘“"’“ﬂbi thet i )T EiXed-Inedne? avéflge £66°55737852; Y.?OQ -0
‘the Z:urféi‘u:"t:rust"'fifsé”’,s;!:i:n.lcl:uifei thal data? 1ndicate 2hat othe%ggs%%t
E1aEsesT haVe 2 higher ted Bt rublurSL 6310787 287 shteinitiocadlveo?
equity. While it may bé p%%slbié”t%pﬂegaﬁléﬁegaétl %‘eﬂn?tg 22y
that meet the 10 basis point incremental cap and st111- %% 3%%?%5?
acceptibld? 18vell bf)r'évé?lﬁé'q td5 the? mgﬁagﬁ155tﬁ3° 528184 pelieve it
would? requi'te’ el thidqral ¥ By high™in1€141% £Le 77 3L" 3q16°b33139f>5'iﬂ’t‘;9
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i.ta-pexform undey:our rﬁofe:rl‘iberal tinvéstoent {poliy; Mor CLhag * 7 F
competent managementrwill:iBe unavailable shouldctheé ‘utilictes =i
decide,to change managers'.! The eVidenceé rshoWwsthat' cuYrent

management fees Have: attracted'competentvmanagéré fitedquity
dAeofd and pntaiflosh g S 1tnia 6 I8 (nfninod
investment. p30 ged [ednsassonl as d3iw ofubaise nol
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amoani -haxi oidasnoh ol atnitoyg otaegd 0L
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101 2291 1o ®>Thetnumbersion. this line’ ‘yefleakithk \'d boebivorg
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ipvestmont strategyithat mcludés asaignifidantiallseacishlegtiab
equities. wIttuaea amooni-bexid sbsip
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periodsfjiﬂowevgﬁ,sstocksihavefequaled:oﬁiﬁi@@édéaftﬁié'Eb?géth3¥

cof the times sriupor (ydats YIoms(3IXo of6 govidsvitsd .yIinuraod

(ir voveoThe dnability. 6f. bonds to lHedgs: inflation adequitélyd »

significantly.incxeases ithe-riskiifor  ratepayers assscidted Withtaas

heavily, weighted -fixed~income portfolio i bluodea mrolisg o1 ofds
In 6. 1/The; objective: ofthe:funds is:té provide ford . Il

.decommissioning 10,120, years,» and -béyond 20 iyears! olAdverse sHoYt:

term equiby. returns must.be ‘considered: inthe’ dontekt® of thet1ongl
term objectives of the funds. Equitiesi nbtronly: should! cutper£sth
fixed-income securities, but.also; a: S0%requity-allécatibn should

result, in;lower; risk and:lowericontributibns fromt rhtepayers® ovei?

'theJexP?QL;dxinnding;period‘pf the! trustd, [fozeud odt ,002 271007

14 Tan (It -iss Yeasonable: to:adopt:al.50%intestmeént iwfeguity! 1©
securit1es for qualiffied:trustsiil 1o arudoy 1o oint ol boasonxoe o3
o1 8ol An internatlonahequibies-llmition*investmeht’sfofféo%I £
the total trnst,ipnds;{both.qualified;and3n0h§ualifiéd)ﬁi39*1“1“1‘
reaBQﬂﬂblg.qr{n3itﬁ1 & duurdenos bluocis fopsfies sviins (6 Jardon
09.95Up; to! 1003 0fothe: fair market vilues> B Ehe tists iady be
invested in investment grade fixed- income-sécuritib%’%iéféd33981°6r
highers by §£and8rd>&1?ogr{siqraanféqhivéléntﬁiébiﬁgfbyjétheifrating
agencies) includingiz=but notslimited Edjdgovérnméntyiigbneyjon bns
mggigjpgj,jggrporaté,gmbftgggéabacked}iahset?béckédjiﬁﬁﬁdollér, and
cash equivalent securities. The amounts and percentagel invesdted>in
each of the above investment grade securities should be reported by
‘the utilities in their annual trust reports to the Commission. No

- 26vE -




OII 86 ALJ/RAB/vdl # v [EVA\TAMNTIA S 38 110

derivative.security.of:anyckind shall-bé cordgideredrdn invastasnt.

" arade fixed-income security. : Leoidineo
£¢ _i;}g-{wﬁa deriyvativenis:a-finanoialragreementrwhosée Jalué is
dexived.from the performanceiofzsome:benchmark;vsuchH asvinterdsey
:vates, .quyreucies, rcommodities, cor/'debtoinistriument giio"DerivativEs
are complex hédging instrumentsithat-are:used<tddefray:€héd risk'of
changes in interest rates, stock prices, foreign exchangecrratdsy'!
;and, ;in fact, .almost-any iinvestment «ol(They may ialdobé& uséd for
purgly,.speculatiye purposes); (Dérivativés cannotsbedefined wWith

..8pecificity as -new ones are.oréated toitake ‘advantage 'of levérage
and axbitrage, opportunitiesiad,pgrceived incthe .financial .abois7
community. Derivatives are extremely risky, require thelpayment of
a pr‘ejnj;lgq,'},t;q,“thg) ;entity providing:the: hedge::(whigh ‘rediites ‘overall
return) ;,.and .agsume-that;the entity. providing theihedde'wWilll be'te
able to perform should the (reason for-the: hddge Wmdte¥ialize liveail

11. Dexivatives of>all)l déseriptions: should be> prohibited,
except .that:the trustgs may:hedgeé iforeigni-exchange risks Yetween' ‘the
buy, or; sell, date;of, a:foxreign security -and'the ‘gettlementi'dateis)
.!'Sdlngrﬁ\?!-’.!n)_h%ig@&: are:prohibited.ipd .obiul @iy Yo movidooide o)

hivd2, pPagsive management :is; arsbratedy. thati geeks torachisve !
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Poor's 500, the Russell 2000;:etai) by replicatiiiy’ thedeonipdaitioh
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hold,strategy.and,a;strategy; which:undertakesttrading sdlel¥y to
minimize, taxes; ilrg.;Aql_sQ:eXamples} of: passivé' manageménty) Lamrd o
contrast, an active manager would construct a portfolio. tﬁétfiiia”s"'l

- intended. tojoutperformsthe index; aihdiwouldiactively!tride. to
Lachieye;intended: results.a-ooni boxil ebst1p Jnomdasvil i bolaovii
gnijsxliadjyosdlg§SJthanxsok:bﬁ;thesequityxpo%tiohroiﬂth%'qﬁalifiéa
and nonqualifiedtrusts>shall bejinvésted passivelyiloni (zoionopn
bas . 13dsobTheresis:no- needs for: &> sémizpassive, {hvéstment. strateyy’
rn§°§a§h§$§itIU.S,f—.S)D'Isq bas ajnuous onT .eoiditusez Juolsvivps iaro
vd bojsoqgoit ed bluorz aoitituaoz sbeip Inemidaavit svede odd 1o dves

.fotezirsoD odld o3 83100t Jep1d Isunns ciodld ni 2s5i3ilidy o3
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ERE L ga3pasaivejmanagemehturequirementnforIfikédliﬁéémé?“ orl
management is not needed. Lanidigps i iceank

16. - A phase-in period of 18 months is reasonable to permit
the trust committees to adjust thaip portfolios to comply with the
new guidelines.

17. Investment management contracts fig€dCHiGt BelPut out to
bid.13ined asitoiiin of hoilibam 2f $30-30-V8 noiztosld . f
¢itrl8a0 Management contractscshould bar:filed:ifor Conmissidn e
approyalcthxoughztherCommission’s fadviceilettaf pr&céss adrréqiivea

under- Ganeral Order-96rA withiniten days-of:ra-contractisréxédution.

Executed contracts would be binding /dnly:after:Commigsidnrdpproval.
19. :Engineering ¢ost studiesiarid:ratepayer céntribution
analysis Should”&8fitinde €& BEY 'ét"f&f’lﬂgciufé}r?}b ée years through

the current GRC process, or m lieu of GRC's, should be performed
as may be “Fd§uiréd’ rﬁ)} algggn ge ﬁerf rrlﬁ{a“' 'ﬁjrbase@} regulatory
mechanisms. The tlme between hearings shallhnotﬁ be longer than
three years. , Sh&}ﬂ.];d there be. no timelyUGRQ O Ucorppjarab}e

proceeding togconsiden these reports ; the‘part1e8' shall within
three years fr&m thé éfféctlve“datéﬁqm hi”"[ eg“qr the last GRC

L6 ¢ =

or comparable;proceeding, whichever:is flater,f»petitlon the
Commission RN 6}35 rthé1r tnosf. r1‘{ec ré hy me{{;fi\gfg:ost study and

“lz lll

ratepayer Qqntributlon analysis:;s.frmet' perfoz‘mancef réports should
continue to Be pfo\ucfecf ﬂ'nually a ;m jvdd’ })’" / thi e trust

10 (OR9 110 DBDias <1k

agreements. s [fada asiditusaes <bheiap ju:,zj‘r/nt
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There is no evidence;that currentv managers:w;.ll Yefuse to perform
under ouf:id¥e 1iberaliinVestién 233V idY; By thhfﬂzo ‘competent

management will be unavallable should the utilities decide to
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the nonqualifieditrusts may-continueé:to-invest up:to1606% offtheir
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cononbidoas Aa?}@s\ef in, period. of: 18: monthsl is' Yeasorable” to permit
the; trust; committeas to. adjuat;their: poxrtfolios .to: domply with the
new guidelines,; juz f.adeovat od ot ataul o1 wolls 03 atnannsins
5. InvestmenbLmanagemenbncontrabts!needfhbﬁ)be}pﬁtfbﬁtftbi
bid. oynbod svidsolile al yobuao atrl .
.83 1Management; contracts:shall>be: filed; for Comilssion
approval through the Commission’'s advice letter process as required
under General Ordex 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
analysigighall coptinuesito be performed every threé years through
the curieﬂE'“éﬂé 1 rate;case (GRC) process, or in lieu of GRC's,

FASS IS Y?’ :)'i?")
shallﬁge pegfpr as:cmay be required by alternative performance-
based regulaton méch8iii¥ns. The time between hearings shall not

34 noisall . . ; )
be longeédgﬁan three years. Should there bé no timely GRC or

comparable proceeding to consideg Eg?fﬁ,I?POES§51§BeLP§§E§e§i?hallr
within three years from the effective date of this order or the
last GRC or comparable proceeding, whicheyer,is later, petitieon the
Commission to adopt their most recent engineering:cost study and
ratepayer contribution analysis. Trust performance reports shall
continue to be provided annually as required by the trust

agreements.
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N
‘_ Knight, Commissioner concurring

1 support this order i mcreasmg the limit on the amount of investment the
deconmussmmng trust may make in equity securities on a permanent basis. This decision
is a step in the right direction, but I believe that even greater discretion should be
afforded the investment committee in the future and would 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 belicve that a limit as high as 75%-
would be reasonable. The Commission should give greater latitude to the trustees of the
funds, trustees that the Commission approves to serve. We 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 the trusts, now we must let them go
about their business without undue constraints.

In fact, there are even some aréas of the joint recommendation, including the limit
of 20% of equity investment in intemationial equity securities, that I find overly
restrictive. The severe 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 trust should not be allowed to
engage in the type of highly leveraged derivatives that led to the situation in Orange
County, Califomia, to prohibit the trust 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 allowmg 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:

1.) The data suggests that historically stocks have outperformed bonds.
In my view, performance of the funds could be substantially 1mproved with
equily investments. Limiting the discretion of the invegtment commilteé
could result in decreased performance of the fund at the expense of

ratepayers

-.“""

2.) The mabxllty of bonds to hedge inflation’ adequately argues for - :
greater latitude in the level of equity investment. 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 case shows that equities not only should out
perform fixed-income securities, but that also a 70% equity allocation
should result in lower risk and lower contributions from ratepayers
over the reasonably expected funding period of the trusts, Ifwe look to
other funds, we se¢ ¢vidence of the need for more latitude as (o equity
investment levels. The Public Employees Retirement system (PERS) invests
over 50% of its value in equities, despite payout requirements that would
argue for a lower equity investment than the likely payout requirements of
the decommissioning trusts. Furthermore, many other decommissioning
trusts in other states invest over 50% in equities.

I would hope that future Commissions will look toward the experience we have
with the 50% limitation on equity seécurities and reconsider providing greater discretion to
the investment committee of the trusts. In my view, the differential between 50% and
70% equity investment levels represents an opportuniy cost for 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 committee, and I therefore support the decision, I regret that Commission did
not move further to provide greater discretion to the investment committee more along
the lines of the jomt recommendation of DRA and all the utilities. I concur in this
decision, as an improvement over the exlsimg system, but still believe that greater
discretion is needed by the investment commiltee to ensure adequate funding of the trust
at the time the monies are required to decommission California's nuclear power plants,

/s/ Jessie J. Knight Jr.
Jessie J. Knight, Jr.
Commissioner

July 28, 1995




