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PUBLIC UTILITIES COMMISSION Of THE STATE OF CALIFORNIA 

COMMISSION ADVISORY & COMPLIANCE DIVISION 
AccountIng and Finance Branch 

RES 0 L UTI 0 N 

RESOLUTION E-3070 
Dece_ber 17. 1987 

INVESTMENT MANAGEMENT AGREEMENT FOR SAN DIEGO GAS AND ELECTRIC 
COMPANY (SDGSE) AUTHORIZING THE SERVtCES OF AN INVESTHENT MANAGER 
OR ADVISOR FOR QUALIFIED AND NON-QUALIFIED NUCLEAR 
DECOMMISSIONING TRUST FUNDS FOR SAN ONOFRE NUCLEAR GENERATING 
STATION UNITS 1, 2, AND 3. 
(Advice Letter 725-E, £lled Nov~.ber 17, 1987). 

SUMMARY 

1. By Advice Letter 718-E filed on October 6, 1987. San Diego 
Gas and Electric Coftpany (SDGSE) requested -Co~ftlssion authority 
to establish trust funds £or the purpose of accuJlulating £unds 
froa ratepayers for the ultiaate deco."issioning of San Onofre 
Nuclear Generating Station Units 1, 2 and 3 (SONGS). Haster Trust 
Agreeaents (Trusts) were duly authorized by Resolution E-3060, on 
Novenber 25, 1987. 

2. The Trusts require that a aanageNent and oversight co~ftittee 
be authorized to engage inyestaent aanegers and advisors to 
direct the investments by the Trustees. By AdVice Letter 725-E 
dated Nove.ber 17, 1987, SOG~E requests approval of Oelavare 
Invest~ent AdVisers as its choice for investaent aanager for both 
the Oualified and Nonqualified Master Trusts. 

3. This Resolution authorizes SDG~E and the Co~~ittee o£ its 
Qualified and Non-Qualified Trusts to engage Delavare Investment 
AdVisers (DIA) pursuant the authorized Kaster Trusts and approves 
the proposed investment management agree~ent. 
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BACKGROUND 

t. Ordering Paragraph 2 of Decision 87-05-062 ddted Hay 1997 in 
Octer Institulin9 Invesllgatlon (011) 86 required SDG&E to submil 
1ls selection for invest.ent .ansger to the Connission for 
approval. As Ilore tully descl-1bed 1n Resolution £-3060 dated 
Novenber 25, 1987,the COD~is9ion authorized SDGSE to create a tax 
Qualified and a Nonqualified Kaster Trust A9reeaent establishIng 
separate trusts for each of the 3 units at SONGS. Both Kaster 
Trusts have various restrictlona placed upon the types of 
investnenls peraissible for the trust funds which were 
established to preserve, protect and invest revenues received 
fro. SDG&E # a Cal ifornla Jur isdictional cUstoJlers in rates 
authorized by the CO~Jlission for the ultlaate deco~.lssionlng of 
t.hese units. 

2. Decision 87-05-062 did not establish any specific nlniJlull 
qualificat.ions or require~ents to be aat by any proposed 
invest.nent aanager. The only investDent requirenents or policies 
are those eit.her defined or prescrIbed by the Internal Revenue 
Code SectIon 468A and related regulatIons (or qualif~ed and 
Nonqualified nuclear decom~lssioning trusts funds. As a result, 
SDG&.E established its own requIreJlents and solicited proposals 
froJll a 1 arge nu~ber of potent ia 1 I nvestaent JIlanagere. The 
Califoroia Public UtilIties Code, as described In Resolution E-
3060, also requires t.hat the Trusts be segregated and separately 
managed. The authorIzed Master Trusts prOVide for an independent 
COJ!\l!\ittee. composed of two SDG&E representatives and three 
outside representat.ives confIr~ed by this Comaission to authorize 
the engagement of a Trustee and one or lIlore invest..ant managers 
or aOV1sors to the Trustee. On an interin basis, unt.il outside 
members are confiraed, SOG&E was authorized to eJ!\ploy an all 
company CO~Jlittee which can act with full powers. 

3. SOG&.E#s manageMent and interiJ!\ Trust COQlIlittee requests that 
the noDtination of Delaware Investaent Advisers be confirJled by 
t.h is COllin i asion. OIA is a d i V I s ion of Delaware Hansgell.ent 
COl'lpany. Inc. (DMe) located In PhIladelphia, Pennsylvania. The 
fira would act as Investment Manager for the Trustee, Harris 
Trust and Savings Bank, (Ha1-ris) of Chicago, Illinois for the 
SONGS Trust.s. 
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DISCUSSION 

t. In its revie~ of Advice Letter 72S-E and Advice Letter 
718-E. the COJ\lIission Advisory and COl\pl iance Oivision (CACO) 
interviewed representativea of both SOG~E and OIA. In the course 
of i ts rev1e~ of the proposed Investn.el'lt .anage.ent agreell.ent 
(Agree~ent) the CACD inquired into the organi%stional-background, 
references and past per£orJaance o£ IHA and also discussed w1th 
its representatives the proposed investnent str~te9Y and 
objectives DIA had developed for the SONGS trust funds. The CACD 
also reviewed the process used by SOG&E in selecting OIA as 
investn.ent aanagers. 

2. It is clear tha.t there are as l!I.any strategies possible as 
there are pot.ential advisors. Accordingly, prior perforl!l.ance 
linked to the continued involve.enl of the saae personnel 
responsible for prior successful investaent offered one of the 
aost inportant selection criterion for a .ansger or advisor. The 
restrictions of the invest~ent opportunities of the trust funds
offer one alternative of investing all decoaaissioning revenue 
In long tera U.S. governlkent treasury securities. This ~ould 

most securely preserve the noainal dollar Value of the funds. It 
is also equally likely to ensure that the present value of the 
funds wi 11 decline and the ratepayers and the utili ty ~ill be 
faced with a shortage of funds for future decol!I.aissioning 
expenses. 

3. Through the use of sound. intell igent long-ter~ Investllent 
strategies the present value of the funds can be preserved and a 
likelihood of profit In real value terns ai9ht occur. As a 
result. the CACO believes that the investMent Managers or 
adVisors need to be on notice that the continuation of -their 
agreements with the trusts and the Committee will be based upon 
an appraisal of the Trusts" investJllent perfor.ance under their 
direct Ion. The CODla 1 t tee 1 s requ 1 red by the Kaster Trust 
Agreeaents to report annually on the perforaance of the trustee 
and any investaent Iilanagers or advisors and prepare a detailed 
tr iennia 1 report not onl y evaluating perforJlance but also 
evaluatIng potential successors. 

<1. Evaluation of Trustees ~ould be based pr illar i 1 Y upon t.he 
accuracy. efficiency and security of the funds and the 
cOIllpetitiveness of the fee st.ructure. The invest.lI.ent lI\anagers 
and advisors must be evaluated not Just on the preservation of 
capital and/or the competitiveness of their fees but instead on 
the net perforJlance of the funds compared to the foregone 
opportunities of other invest~ent opportunitIes. Net periorllance 
~ould be the su~ of earnings less market value lost and less all 
Jlanage~ent and adVisory fees and brokerage costs cOJlpared to 
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other opportunities. 
not liaited to: 

Other opportunities .... ould include but is 

(a) the net perforpance of all other lnvestAeot nanagers or 
advisors for all other Ceiifornla or national 
decoppissioning trust funds. 

(b) The net perforaance of a proforAa portfollo alalcklng a 
static invest~ent prograa: 

(1) in specific long-terA treasuries, or 
< i I> an Inde~ed fund to the available lnvest_ent 
",arket. 

5. The proposed invest.aent JIlanagers for P~clfic Gas and 
Electric Coapany and Southern California Edison COMpany 
decoAAissioning trust funds, as .... ell ss SDG&E#s, correctly note 
that external short-tera J\arket fluctuations can greatly affect 
point in tine port:folio valuations. Thus. the CACD believes 
that quantitative aeasures of parlorftsnce Must reasonably be 
based upon Jlultiple year analyses .... ith qualitatIve :factors also 
being considered. Qualitative factors affecting _anager or 
ad~lsor ratings would include, but not be liMited to, such items 
as turn-over in assigned personn~l: a change" in o .... nership or 
aanageAent: the addition or deletion of other clients .... hich pight 
adversely or favorably affect perfor_ance <_anaged by the manager 
or advisor>, or sustained qains or loss in other portfolios): and 
the developllent of new systells of recordkeeplng, strategy 
fornulation or the obsolescence of current syste~s. 

6. The CACD believes that it .... ould be unreasonable to establish 
binding or restrictive evaluation criteria at this ti~e. It 
believes that all California trust cOIlRlttees should continually 
re-examine their evaluation criteria and discuss such criteria 
vlth both the invest~eot ~anager or advisors and the CACO, or its 
successor. on behalf of the COIlJltission and to achieve JlaX1.IlUA 
benefit of the annual reports and triennial evaluations. None of 
t.he loregoing should prescri be the COBlIli ttee' s duties and 
authority to engage or terainate any aanager or adVisor as 
allowed by the Master Trust Agree.ents and the Invest~ent 
Management Agreement, or its successor(s) as authorized herein. 
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FINDINGS 

1. The Invest~ent Manager Agreeaent is fair and re~sonable for 
the San Onofre Nuclear Generating Station Units 1. 2 and 3 
oecomra issl.on~n9 l:t·usts. De la ..... a1'e lianageeent Conpan}·. Inc. # s 
subsidiary Delaware Investlll.ent Advisers (OIA) is qualified at 
this tille to act as investaent Ilanager on behalf of the trust 
funds. 

2. The Investnent Hanager A9ree~ent Is io conforaance with the 
require~ents of Co.aission Decision ~7-05-026 and \lith the ter~s 
and condi tions of the Haster Trust AgreeJilent authorized by 
Resolution E-3060 dated Noveaber 25, 1987. 

3. The H~ster Trust Agree.ent and the Invest_ent Han~ger 
Agree.ent provide adequate require_ents that the investMent 
manager or adVisor will be fairly evaluated on a reasonable and a 
regular basis. This aSSUres thea an adequate opportuni~Y to 
perforn yet still provides .ufficient safeguards to preserve the 
assets of the trust funds and .axi~ize the earnings on allowable 
investnents. 

... We further find tha.t the investftent aanager agreeJltent 
is in compliance with Decision 87-05-062: therefore. 

IT IS ORDERED THAT: 
1. San Diego Gas & Electric Coftpany is authorized to 
place into effect the investaent Manage~ent agreement 
tor its nuclear deconraissionin9 trusts tor San Onotre 
Nuclear Generating Station Units 1. 2 and 3 with 
Delaware Investnent Advisers. 

2. All subsequent proposed 
advisory a9ree~ents shall 
approval. 

investment management or 
also require Commission 

3. Advice Letter 725-E and the acconpanying 
investaent nanagement a9reenen~ shall be marked to 
show that they were approved by Resolution E-3070. 

4. The Executive Oirector is authorized to ~i9n the 
investnent JIIanagellent agree",ent on behalf of the 
COI'Haission. 
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5. After the invest.ent .anage.ent agreeftents are 
executed by all parties, the Chief Ad.Inistratlve Law 
Judge shall be the COAMission contact for all "atters 
regarding the Invest~ent Danage~ent dgreenent and 
ancillary agreeDents. 

6. This Resolution is effective today. 

I certify that this Resolution was adopted by the 
Public UtilitIes Co •• tasion at its regular .eeting of 
Dece.ber 17, 1987. The following ~Qa.lssloners 
approved 1 t: ~ 

Sl'ANI.E\· W. HULEIT 
President 

DONALD \'IAI~ 
FHEDERICK R DUDA 
G, MITCIIEl.I. WILK 
JOliN Ii OHA~IAN 

CommiSSioners 

~tIJilJmJj 
\ ~ l t) _~ ~ , 

Execut.l,ve Director 
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