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PUBLIC OTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

COMMISSION ADVISORY & COMPLIANCE DIVISION 
Accounting and Finance Branch 

RES 0 L UTI a N 

RESOLUTION £-3071 
Dece~ber 17. 1987 

INVESTMENT MANAGEKENT AGREEMENT FOR PACIFIC GAS &. ELECTRIC 
COMPANY (PGS£) AUTHORIZING THE SERVICES OF AN INVESTMENT MANAGER 
OR ADVISOR FOR 'QUALIfIED AND NON-QUALIFIED NUCLEAR 
DECOMMISSIONING TRUST FUNDS FOR DIABLO CANYON NUCLEAR GENERATING 
STATION UNITS 1 AND 2, AND FOR HUMBOLDT BAY UNIT 3. 

(Advice Letter 1160-E, filed June 23, 1987). 

SUMMARY 

1. By Advice Letter 1160-£ filed on June 23, 1987, Pacific Gas 
& Electric Co~pany (PG&E) requested Coa_ission authority to 
establish trust funds for the purpose of accuaulatlng funds fr6a 
ratepayers for the ultiaate deCOftRissioning of Diablo Canyon 
Nuclear Generating Station Units 1 and 2 (Disblo) and for 
HUlII.bboldt Bsy Unit 3. Haster Trust Agreelllents (TrUsts) were 
duly authorized by Resolution E-3048 on Noveaber 25, 1987. 

2. The Trusts reqUire that a aanageaent and oversight coaaittee 
be authorized to engage invest.ent Rsnegers and advisors to 
direct the investMents by. the Trustees. By Advice Letter 1160-E. 
dated June 23, 1987, PG&E requests the approval of its choice for 
Investment ftanager. H.O. Sass Investors Services Inc. 

3. This Resolution authorizes PG&E and the Co~uittee of its 
Oualified and Hon-Qualified Trusts to engage M.D. Sass Investors 
Services Inc. (Sass) pursuant to the authorized Trusts and 
approves the proposed inveathent aanage~ent a9ree~ent • 
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BACKGROUND 

1. Ordering Paragraph 2 of Decision 87-05-062 dated Hay 1987 in 
Order Instituting Investigation 0.1.1. 86 reqUired PG&E to 
sub~it its selection for invest~ent .anager to the Co~~ission for 
approval. As .ore fully described in Resolution E-3048 dated 
Novepber 25, 1987,the CO •• ission authorized PG&E_to create a ta~ 

Qualified and a Nonqualified Kaster Trust Agree~ent establishing 
separate trusts for each of the 2 units at Diablo and for the 
uni t at Humboldt. Both Master Trusts have various restrictions 
placed upon the types of investpents perllissible for the trust 
funds ~hlch vera established to preserve, protect and invest 
revenues received fro. PG&E's California Jurisdictional 
custoaers in rates authorized by the Coaaission for the ulti~ate 
decoanissioning of these units. 

2. Decision 87-05-062 did not establish any specific Jlinil!l.ul!t 
qualifications or requlre~ents to be .et by any proposed 
investpent manager. The only investlllent require_ents or policies 
are those either defined or prescribed by the Internal Revenue 
Code Section 468A and related regulations for qualified and 
Nonqualified nuclear deco •• issioning trusts funds. As a result, 
PG&E established its own requirements and solicited proposals 
froa a large nunber of potential invest.ent managers. The 
California Public Utilities Code, as described in Resolution E-
3048, also reqUires that the Trusts be segregated and separately 
aanaged. The authorized Kaster Trusts provide for an independent 
Coa~ittee. co.posed of two PG&E representatives and three 
outside representatives confiraed by this Commission to authorize 
the eng8geaent of a Trustee and one or aore invest~ent Aanagers 
or adVisors to the Trustee. On an interia basis~ until outside 
ReBbers are confiraed, PG&E was authorized to e~ploy an all 
co.pany COMaittee which can act with full powers. -

3. PG&E's aanageaent and inter-ill Trust Coafti ttee requests th~t 
the noaination o£ H.D. Sass be con£iraed by this Comnission. 
M.D. Sass located in New York City, New York. -The firm would act 
as Investaent Manager £or the Trustee, Harris Trust and Savings 
Bank, <Harris) of Chicago~ Illinois for the Diablo and Hu~boldt 

Trusts. 
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DIS\;USSION 

1. In its review of Advice Letter 1160-E 718-E, the CO.Mission 
Advisory and Co.pliance Division (CACO) int~rviewed 

rep1'esentatives of both PGS.E and Sass. In the course of its 
review of the proposed invastaant Jaanageillent agreeJaent. 
(Agreement) the CACD inquired into the organizational background, 
reterences and past perfor.ance of Sass and also discussed with 
its representatives the proposed investpent strategy and 
obJective Sass had developed for the trust funds. The CACO also 
reViewed the process used by PG&E in selecting Sass as 
investaent managers. 

2. I~ is clear that there a1'e as a.any strategies possible as 
there are potential advisors. Accordingly, prior perfor.ance 
linked to the continued involve.ent of the sane personnel 
responsible for prior successful investaent offered one of the 
nost inportant selection criterion for a .anager or advisor. The 
restrictions of the invest.ent opportunities ot the trust funds 
offer one alternative of investing all deco •• issioning revenues 
in long ter. U.S. governllent treasury securities. ThIs would 
~ost securely preserve the noalnal dollar value of the funds. It 
is also equally likely to ensure that the present value of the 
funds will decline and the ratepayers and the utility will be 
taced with a shortage of tunds tor future decoa.lssloning 
expenses. 

3. Through the use ot sound,intelligent long-terJl invest.ent 
strategies the present value of the funds can be preserved and a 
likelihood of profIt in real value terns aight occur. As a 
result, the CACO believes that the invest~ent aanagers or 
adVisors need to be on notice that the continuation ot their 
agreements with the trusts and the Coanittee will be based upon 
an appraisal at the Trusts' invest.ent perforllance under their 
direction. The COJlJll,lttee Is required by the Kaster Trust 
Agree~ents to report annually on the pertornance of the trustee 
and any invest~ent Ilanagers or adVisors and prepare a detai led 
triennial report not only evaluating perforasnce but also 
evaluatIng potentIal successors. 

<1. Evaluation of Trustees would be based prilltarily upon the 
accuracy, efticiency and security of the funds and the 
cOI1petitiveness of the fee structure. The Investnent managers 
and adVisors lII.ust be evaluated not Just on the preservation of 
capital and/or the competitiveness of their fees but Instead on 
the net perforftance ot the funds coapared to the toregone 
opportunities of other inVestMent opportunities. Net perforMance 
would be the SUll ot earnings less Qarket value lost and less all 
nanaqeaent and advisory fees and brokerage costs cOJllpared to 
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other opportunities. 
not be llaited to: 

Other opportunities would include but is 

(a) the net perforpance of all other investpent nanagers or 
adVisors £or all other California or other decoamissloning 
trust :funds. 

(b) The net perforponce of a proforna portfolio .inicking a 
static invest~ent progra~: 

(i) in specific long-tern treasuries, or 
(ii) an indexed fund to the available investaant 
Jll.arket. 

5. The proposed investMent .anagers for San Diego Gas and 
Electric Coapany and Southern Cali£ornia Edison Coapany 
decomnissioning trust funds, as well as PG&E's, correctly note 
that external short-tera market flUctuations can grestly affect 
pOint in tiae· portfol io valuations. Thus, the CAel) believes 
that quantitative aeasures of perforaance Must reasonably be 
based upon aultiple year analyses with qualitative factors also 
being considered. Qualitative factors affecting aanager or 
advisor ratings would include, but not be li.ited to, such itens 
as turn-over in assigned personnel; a change in ownership or 
manageftent: the addition or deletion of other clients whIch aight 
adversely or favorably affect perforaance (!Ranaged by the nanager 
or advisor>, or sustained gains or loss In other portfolios>: and 
the developaent of new systeas of recordkeeping, strategy 
fornulation or the obsolescence of current systeas. 

6. The CACO believes that it would be unreasonable to establish 
bInding or restrictive evaluation criteria at this tine. It 
believes that all California trust coaaittees should continually 
re-exa~ine their evaluation criteria and discuss such criteria 
with both the invest.ent ~anager or advisors and the CACO, or its 
successor, on behalf" of the COllJl.ission and to achieve aaxImuB. 
benefit of the annual reports and triennial evaluations. None of 
the foregoing should proscribe _the COJllalttee" s duties and 
authority to engage or terbinate any !Ranager or adVisor as 
allowed by the Master Trust Agreellents and the Investaent 
Hanage~ent AgreeBent, or its successor(s) as auttiorized herein. 
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FINDINGS 

1. The Investnent Hanager Agree.ent is fair and re~sonable for 
the Diablo Canyon Nuclear Generating Station Units 1 and 3 and 
Hunboldt Bay Nuclear Generating Satltlon Unit 3 decoRaission in9 
trusts. H.O. Sass Investor Services Inc., i~ qualified at this 
tine to act as invest.ent .ansger on behalf of the trust funds. 

2. The Invest.ent Kanager Agree.ent is in conforaance with the 
requlrenents of CO~Rission Decision 87-05-026 and with the teras 
and conditions of the Haster Trust Agreeaent authorized by 
Resolution E-3048 dated NoveRber 25, 1987. 

3. The Haster Trust Agree.ent and the Invest.ent Manager 
A9ree~ent provide adequate require.ents that the invest.ent 
aanager or advisor will be fairly evaluated on a reasonable and ~ 
regular baais. This aasures thea an adequate opportunity to 
perfora, yet still provides sufficient safeguards to preserve the 
assets of the trust funds and aaxi.lze the earnings on allowable 
investments. 

4. We further find t.hat -the invest.ent .anager 8gree ... ent 
is in compliance with DeciSion 87-05-062: therefore. 

IT IS ORDERED THAT: 
1. Pacific Gas & Electric Co.pony is authorized to 
place int.o effect. the invest.ent. .anage.ant agreaRant 
for its nuclear deco •• issioning trusts for Diablo 
Canyon Nuclear Generat.ing Stat.ion Units 1 and 2 and 
HUAboldt Bay Unit 3 with H.D. Sass Investors SerVices 
Inc. 

2. All subsequent proposed investJlent Msnagenent or 
advisory agree_en~s shall also require Conmission 
approval. 

3. Advice Letter 1160-E and the accoapanying 
investMent .anage~ent agree~ent shall be marked to 
show that they were approved by Resolution £-3071. 

4. The Executive Director is authorized to sign the 
investaent RanageDent agreeaent on behalf of the 
COQmission. 
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5. ALter the invest_ent .anage.ent agree.ants are 
executed by all parties. the Chief Adainistrative La~ 
Judge shall be the Co.mission contact lor all matters 
regardIng .the investaant aanageaent agreeMent and 
ancillary 8greeftents. 

6. ThIs Resolut1on Is e££ective today. 

I certify that this Resolution was adopted by the 
Public Utilities COMMiss1on at its regular aeeting o£ 
Dece~ber 17. 1987. The following COBAiasloners 
approved it: 

ST:\~LE\, W. HULETT 
Prnident 

nO~Al.I) VIAL 
FHH)EtUCK R DUDA 
G. \UTCHEI.l. WII.K 
JOHN B. OIlA~I.\N 

CQnuni$:$iQil~rS 

. 

~JJ~ 
Executiy~'6i~ect~r 
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