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RESOLUTION

Resolution E-3728.  Southern California Edison Company requests approval of its amendments to management investment agreements with Bankers Trust Company.  Request Approved.

By Advice Letter 1501-E, filed on November 28, 2000. 

__________________________________________________________
Summary

This resolution approves the supplemental agreements amending the qualified and nonqualified nuclear decommissioning trust investment management agreements [Agreements] between the Southern California Edison Company [Edison] and Bankers Trust Company [Bankers Trust].

Background

In the Order Instituting Investigation No. 86 [OII 86], the Commission conducted an extensive investigation into the recovery of costs of decommissioning nuclear power plants owned by the California utilities.  In Decision [D.] 87-05-062, the Commission adopted externally managed trust funds as vehicles for accruing decommissioning funds.  In that Decision, the Commission also established guidelines for preparing these trust agreements.  

In response to D.87-05-062, Edison established two trusts, one to hold contributions which qualify for an income tax deduction under Section 468A of the Internal Revenue Code [Qualified Trust], and another to hold the remaining funds [Non-qualified Trust].  On November 25, 1987, the Commission approved Edison’s trust agreements in Resolution E-3057.  

Section 3.01 of both trust agreements provides for the establishment of a Nuclear Facilities Decommissioning Master Trust Committee [the Committee].  Subject to the Commission approval, the Committee is authorized to appoint one or more investment managers to direct investments of all or part of the trust assets.  To direct the investment of the Qualified Trust, the Commission has so far approved investment agreements for Bankers Trust, STW Fixed Income Management, RCM Capital Management, Pan Agora Asset Management, Black Rock Financial Management, Inc., and Stanford C. Bernstein & Co.  To direct the investment of the Nonqualified Trust, to-date the Commission has approved investment agreements for Bankers Trust, RCM Capital Management, Pan Agora Asset Management, and Black Rock Financial Management, Inc.  

The Commission has set forth its limitations on the nuclear utilities’ trust fund investments in a series of Decisions.  Most recently, ordering paragraph 6 of D.95-07-055 provides for the Agreements to be approved through the Commission’s advice letter process.  It follows that the Commission must also confirm any amendment of an Agreement.  Edison, in Advice Letter [AL] 1501-E, requests that the Commission approve supplemental agreements amending the two Agreements with Bankers Trust whereby the latter agrees to a reduced fee schedule for the Qualified and Nonqualified accounts.       

Notice 

Public notice of this advice letter was made by publication in the Commission’s calendar.  Edison served copies of this filing to utilities, parties in OII 86 and other interested parties.  

Protests
There were no protests filed with the Commission for AL 1501-E.

Discussion

At its meeting of November 27, 2000, the Committee approved Supplemental Agreements amending the terms of the Original Agreements by a 5-0 vote.  Edison was able to negotiate more favorable fees with Bankers Trust, concurrent with a change in investment strategy.

The Agreements with Bankers Trust provide two alternatives for managing the accounts.  One strategy is a ‘buy and hold’ approach, whereby securities are bought and little changes made to the portfolio to minimize the transaction costs, which include trading taxes.  The other alternative is ‘tax advantage equity’ approach under which Bankers Trust reviews the portfolio on a regular basis and realizes any capital losses that are present to offset against capital gains on other trading within the account or for other decommissioning trust investment accounts.  Capital losses can be carried back to offset prior year capital gains and unused portions carried forward to offset future capital gains.   

The Qualified Trust account had been managed using the ‘buy and hold’ method.  The Nonqualified Trust account had used the ‘tax-advantaged equity’ method.  The Committee, in its November 27, 2000 meeting, decided to use the tax-advantaged equity method for the Qualified Trust account as well.  The Committee determined that this approach would be useful in managing the tracking of the account compared to its benchmark, as well as facilitating tax-efficient management of the entire Qualified Trust.  The tax-advantaged equity method will generate higher fees for Bankers Trust as well as higher after tax returns for the trust.  As a result, Bankers Trust agreed to a reduced fee schedule for the Qualified and Nonqualified accounts, as reflected in Attachment A of AL 1501-E.    

The Energy Division has reviewed Edison’s AL 1501-E and determined that the proposed lower fee schedules comply with those ordered in D.87-05-062 and subsequently in D.95-07-055.  

Although this advice letter filing requests that the information submitted be treated as confidential and not disclosed to third parties [cf. PU Code 583], the public may request this information and records in the possession of the Commission by using General Order 66-C as a vehicle for that purpose.   

The Energy Division has concluded that the proposed amendments to the Agreements are in compliance with applicable Commission requirements and the changes will be beneficial to the ratepayers.  Accordingly, the Energy Division recommends approval of the request.    

Comments

This is an uncontested matter, which the resolution grants the relief requested.  Therefore, pursuant to PU Code Section 311(g)(2), the otherwise applicable 30-day period for public review and comment is waived.
Findings

1. Southern California Edison Company filed Advice Letter 1501-E on November 28, 2000 requesting approval of proposed amendments to its management investment agreements with Bankers Trust Company.

2. D.87-05-062 requires externally managed trust funds to finance the decommissioning of nuclear power plants.

3. D.95-07-055 requires that all trust investment management agreements must be approved by the Commission through the advice letter process.

4. In its meeting on November 27, 2000, Edison’s Nuclear Facilities Decommissioning Master Trust Committee, in a 5-0 vote, approved Supplemental Agreements amending the terms of the original trust investment management agreements.   The Supplemental Agreements provide a reduction in the investment management fees and a change in investment strategy.

5. The proposed Supplemental Agreements are in compliance with applicable Commission requirements and should be approved.  

Therefore it is ordered that:

1.  Southern California Edison Company Supplemental Agreements amending the Qualified and Nonqualified Nuclear Decommissioning Trust Investment Management Agreements with Bankers Trust Company, as requested in Advice Letter 1501-E, is approved. 

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on February 22, 2001; the following Commissioners voting favorably thereon:
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