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MASTER TRUST COMMITTEE AND NISA INVESTf\U:NT ADVISORS. 

ADVICE I.ETTER I033-E, FILED APRIL 25.1997 

SUMMARY 

This ResQlution approye-s an Invc-stment Management Agreenlent (Agre~ment) between 
. thcSDG&E Nuclear Facilities Decolllmissioning Master Trust Committee (Conlmitlec) 
and NISA hWestnle-nt Ad\'isors. I..L.C. (N1SA) and authorizes the Conunis.sioit's 
Executh'c Director O( his designee to sign the Agreement on beha1f of the Commission. 

BACKGROUND 

In Otdet Instituting Inw.stigatioll 86, the Comn'lission conducted an extensive 
investigation on its O\\lll11otion into deconullissionillg nuclear power plants O\\11ed by 
Califomia utilities. In DeciSion (D.) 87-05-062, the Commi~ion adopted extemally 
managed trust funds as the vehicle-s for accruing dC'("ommissloning funds. In that 
decision. the COillOlission also c.stablishcd guidelines for the (rust agreements. 

In respoJ1Se to D.87-05-062. SDG&E established (wo husts. One to hold contributions 
which qualify for an income ta.x deduction under StXtioli 468A of the Intemal Revenue 
Code (Qualified Trust). and another to hold the remaining funds (Nonqualified Trust). 
By Re.solution E-3060. dated November 25, 1987t the Commission approved SDG&E's 
trust agreements. 

I n relevant part. Section 3.0 I of both (rust agr\.'clllerlts provides for the eslablishnlent of a 
Nuclear Facilities Decommissioning Master Trust COl1l1iiiuce. Subject to COll\mission 
approval, the COnlnlittce is authorized (0 appoint one 6i nlOre hWestment managers to 
direct inYestnlents of all or part of the trust assets. To date. the COlllllli"ssion has 
approved the Committee's apPoilltments of Delawate (nycstnlenl Advisors and Bro\\n 
BrothetsHairhllan & Company, as fixoo-intomeiilanagers. and Fidelity Management 
Trust COlllPatlY and State Street Global Advisors, as equity managers, (0 dire-ct the 
invc-stment of the trusts. 
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The Commission has ~t forth its limitations on the nudear utilities' (rust rund 
inwstments hi a series of ()~dsions. Most r«entl)" 0.95-07-0$5 au\horiz~ that up to 
50% of the f:'lir market value of Qualifioo Trust funds may be in\'c·stro in publicl)'lmdeJ 
c-quity s«urities. 40% ofwhkh may be hlwstcd in non-U.S. equity ~"'Curitks. ThC'rdor", 
the fixed·income allocation must be at le;lst 50% for the Qttaliflcd Trust.· D.95-07-055 
also provides for Investment ManagemC'nt Agn:eillents to be approvoo via the 
Commission's Ad\;cc letter process. 

In the subjed Advice tetter, SDG&E is requesting Commission appro\\\l to hire a third 
fixed·inconlc manager, who \\ill focus primarily on taxable s«urities. SDO&E states 
that under the proposed Agrcement \\ith NISA, the Qualified Trust \\ill be invested 
\\ithin the levels authorized b}' the Commission and "in provide appropriate 
diversit1cation among its t1xcd·income 1l1anagers to maximize after-tax retunis on a risk
adjusted basis. In this Advice Letter, SDO&E is also n.-questing the Comnlissionts 
Ex('Cutlve Director or another designee sign the Agreement on behalfofthe Comnlission. 

NOTICEIPROTESTS 

Public notice of this advice fc'trer was Ii\ade by publication in the COn\lllissioll calendar 
and by SDO&E's serving copies of this filing on utilities and interesh:xi parties, including 
parties til 011 86. 

There were no protests to AL 1033·E. 

DISCUSSION 

J n its meeting 0)\ January IS, 1997, SOO& fi's Nudear Facilitie.s DN"ommissionil'lg 
Master TlUst Committec, in a 5-0 vote: (I) approved relaining NISA as another fixed
inconle luve.stment Manager under the Qualified Trust, (2) authorized the execution of an 
Invcstment Management Agreement octween NISA and the Comnliltec. and (3) 
authorized an initial funding ofapproxinlately $20 million 10 NISA from existing fixed
irlc-orne managers. The Con'1I1liiiec"s deCision to retain NISA to manage fixed-income 
scruritie.s was based on evidence pre:sented to it by its staO: NISA's pre:sentation at the 
meeting, and the independent judgment of Committee members. 

A recent review by the CommiUec·s slaO' of SOO& fi's fixoo-incon\e i1westmcnt 
allocation concluded that the drop in the Qua1ified Trust federal tax rate to 20% and the 
retum of municipalrrreasury yield ratios towards historicallevds make a strong case (0 

increase the Quatlficd Trust's t1xoo-incollle in\"Cstmenl allocation to\mrJs taxable 
securities. Thc.se two factors directly influcllce one ofSDO&Ws key decision variables 
into fixed-income inVesh'llent allocation. the COnlparlson of after-tax yields of fix~
intome asset classes. This comparison indicted that taxable securitie:s iii tlie short to 
intcnnediate maturity range exhibited higher after-ta.x yields Wrsus tax-exempt securities. 
white tax-exempt s('('urities in the long maturity range retained higher after-tax yields. 
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Gin'n that SDG&H's curn:nt Qualif1cd Tnlst IhN-inC'om~ investment managers 
sJX~ializc in managing diversified lax-exempt municip.al portfolios, it W.1S appropriate lo 
introduce another fixeJ-incomc manger who concentrates on taxable securities. The staO' 
believes that this dlXision ensures that the Qualifioo Tmst I1xN-incomc portfolio remains 
properl)' diversified to ma.ximile atkr-tax r~turns while minimizing its risk 
C'hamcteristics. 

SDG&E b.'lSOO its search for the I1xed-income manager on its findings in thc r.:centl)' 
l1Ied 3-)'ear report to the Commission which r~quires that current and potential subs'titute 
fixoo-incomc investment Il'lanagers be c"aluated. Follo\\ing the c"aluation ofthc 
a"ailable infonuation, NISA was C\xollullcnded to manage taxable I1xcd-income 
SIX uri ties in snG& Ws Qualified Trust, ocnchnlarked to a U.S. Treasury Index, plus a 
twenty (20) b.lsis point afier-tax adder.' The CommiUec's staffrecolli.mendoo the 
benchillark, as a simple and accurate ll1e3surem('nt ofa fixed-income iiiveshhent 
manager's rdative and absolute performancc,lx.'e'ause taxable U.S. Treasuries are 
generally r~tlective of the investment opportunities in the Quatit1ed TnlSt. 

NISA In"estment Advisors is located in St. Louis. Missouri and has 15 fixoo-income 
nuclear dcroIllmissioning accounts totaling $870 1l1illion. At the January 15. 1997 
ll1eC'ting, NISA rC'prC'.sentative.s gave a prC'sentation to SDG&Ets N()T Committee that 
reviewed NIS/Vs nlanagemcnt team and brielly described a fixoo-income strateg), 
focusing on taxable s.:curitics for the Qualified Trust. 111e NISA ceprC':scntatives rdated 
NISA·s fixed-income invcstment process-which emphasizC':s tax management. sector 
allocation, and s{'('ucity trading as the primary sources of benchmark ou!pcrtonnancc-
and prcscntoo a sample pOrtfolio thai contained 90% H('il.sury/gowrnmcnt s('curitie-s \\;lh 
the rC'maindef in California municip..11 securities. 

The Committec Was impressed by NIS/Vs (X"Opk\ pn .. X'ess and performancc. Thef~forc. 
upon approval by the Comnlissioll. the Comn'liUec proposes to cx{'('ute an Investment 
Management Agreement \\;lh NISA which. \\;th the exception of the fee schtJule, is 
substantially the &'lme as Iliwstmcnt ~fan3gemel11 Agreemcnts previously approved by 
the Commissioll. 

The Committee intends to fUJ'ld the NISA fixed-income account \\;th (I) a tax emdent 
liquidation ofQualificd Trust tax-exempt fixed-income investments and (2) new 
contributions allocated to the Qualilkd Tmsl until the Committee-approvoo taxable 
fixed-income target investment allocation is reached. at which time. new contributions 
\\ill be allocated along the TmsCs target asset aHocation. 

, The selected benchmark is weighted 45% by the Merrill Lynch 1 t6 10 year U.S. Treasury 
benchmark and 55% by the Merr!1I Lynch 10 year-plus U.S. Treasury benchmark. Combining 
U.S .. Treasuf)' benthmarks of different nlaturities was necessary (or SDG&E to obtain its desired 
duratiOn .. 
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In support of its r""'qucst for Commission approval of hiring NISA to lllan3ge the la'\aNe 
fheJ-ineome sc-curity inv\?stment allocation in the Qua,1il1eJ Tmst, SDG&E has proyoo: 
• Minutes of the January 15, 1991 Me\?ting of the Nuekar De-commissioning Tmst 

Committc-c 
• Proposed Inyestment Managelllcnt Agrc-ement 
• Manager Prome and Presentation Materials ofNISA Inyeslrnent Advisors 

FINDINGS 

l. In D.87-05-062, the Commission requiroo extenlally managed tfilst funds to I1nanec 
the decommissioning of nuclear po\\w plants. 

2. D.95-01-055 requires that the I1xro-income allocation fnllst be at least 50% fot the 
Qualified Trust and that all In\'cstmeli.t Manag\?ment Agrccments must be approved 
by the Commission via the Ad\'icc Letter process. 

3. In its meeting on January 15, 1991, SDG&E's Nuclear Facilities Decommissioning 
Master Tfilst Commitree, in a 5-0 \'ole: (I) approved retaining NISA as 3 t'ixed
income Investment Manager under the Qualit1cd Trust, (2) authori7oo the cxecution 
of an InVestment Management AgreelUe-nl between NISA and the CommiUec, and (3) 
authorized ail initial funding ofapptoximately $20 milJion to NISA from cxisting 
I1xoo-income managers, 

4. 1he NISA Quatit1ed Tmst portfolio \\ill be ocnchmarked (0 a U.S. Treasury Jnde-x, 
plus a twenty (20) basis point aner-tax adder. The benchmark is a simple and 
accurate measurement (If an investment manager's relative and abs(;lute perfonnancc_ 
The taxable U.S. Treasury benchmark is generany rellcctive of the invc.stnlenl 
oppOrtunities in the Qualified Tmst. . 

5. The proposed It\wstment Management Agreement between the SDG&E NDT 
Comn1iltec and NISA is substantiall)' the s...'Ulle as Inw.stment Management 
Agreel11ents previously approved by the Commission, \\ith the exception of the fcc 
schedule. 

6. The proposcd Invcstment Management Agrecment is in compliancc \\llh applicable 
Commission r\?quiremenls and should be appcowd. 

. ~... . 
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• TIIERE"'OR"~, IT IS ORDEREIl that: 

June 25. 1991 

1. The Investment ~bnagenlent Agr~ment cx«uted by the San Diego Gas and EI«tric 
Company Nuclear Facilities D~onlnlissioning Mast~r Tn,st CommittN and NISA 
Inv~·stment Advisors. I .... L.C. is approved. 

2. The COIl1l111sSion's Exctuth:e DirlXtor or his d~signec is authorized to sign the 
Agre-emcnt on behalfofthc Conuuissioll. 

This Resolution is cfiecti\"e today. 

I hereby certif)'that this Rc-solution was adopted by the Public Utilities Commission at its 
fe-gular meeting on June 25. 1991. The follo\\ing Commissioners apprOved it: 

WESLEY f. FRANKLIN 
Ex«uti\"c Dir«tot 

P. Gregol)' Conlon, President 
Jessie J. Knight. Jr. 

lIenl)' M. Duque 
Josiah L. Neeper 
Richard A. Bilas 
Commissioners 


