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RE: Inthe Matter of the New Jersey Board of Public Utilities’ Response
to the COVID-19 Pandemic
BPU Docket No. AO20060471

Dear Acting Secretary Diaz:

This submission is respectfully made on behalf of Atlantic City Electric Company (“*ACE”
or the “Company”) in compliance with the September 14, 2021 Order of President Fiordaliso
(“September 14 Order”). In that Order, President Fiordaliso directed interested parties to submit
comments addressing the questions presented no later than sixty days from the date of the Order.
The President further directed that reply comments be submitted no later than twenty-one days
after initial comments. According, ACE respectfully submits its initial comments with this
correspondence.

Consistent with the Orders issued by the Board in connection with In the Matter of the New
Jersey Board of Public Utilities’ Response to the COVID-19 Pandemic for a Temporary Waiver
of Requirements for Certain Non-Essential Obligations, BPU Docket No. E020030254, Order
dated March 19 and May 20, 2020, respectively, this document is being electronically filed with
the Board and the New Jersey Division of Rate Counsel. No paper copies will follow.
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Thank you for your time and attention to this matter. Please direct any further inquiries
regarding this matter to the undersigned.

Respectfully submitted,

/ N » / 7

Cynthia L.M. Holland

An Attorney at Law of the
State of New Jersey

Enclosure

cc:  Service List (electronic only)



In the Matter of the New Jersey Board of Public Utilities’
Response to the COVID-19 Pandemic
BPU Docket No. AO20060471

Comments of Atlantic City Electric Company

Atlantic City Electric Company (“ACE” or the “Company”) appreciates the
opportunity to comment in this proceeding and offers the following for consideration by
the Board of Public Utilities (“Board” or “BPU”).

Background and Procedural History

Since March 2020, the COVID-19 pandemic has required meaningful response
from the State’s public utilities, to ensure the continued provision of safe, adequate, and
proper service to customers dealing with extraordinary circumstances. On July 2, 2020,
the Board issued an Order authorizing each of the State's public utilities to create a
COVID-19 regulatory asset. The public utilities were authorized to defer the prudently
incurred incremental costs related to the COVID-19 pandemic, beginning on March 9,
2020 through September 30, 2021 or 60 days after Governor Murphy issued an order,
declaration, proclamation, or similar announcement that the Public Health Emergency is
no longer in effect ("Regulatory Asset Period").

On October 28, 2020, the Board issued an Order expanding the scope of this
docket to examine all COVID-19 pandemic related issues by way of a generic proceeding,
which allowed for a public comment period through November 30, 2020. ACE, as well as
others, filed substantive comments in the docket. Notably, the Company responded to
certain allegations presented by the Division of Rate Counsel (“Rate Counsel”) in this
proceeding.

Prior to the conclusion of the Regulatory Asset Period, the gas public utilities
sought an extension of the period through the end of 2023. On September 14, 2021, BPU
issued an order extending the Regulatory Asset Period from September 30, 2021 to
December 31, 2022. The order required utilities to file a petition for recovery of these
assets within 60 days of this new date. As stated in the Compliance Plan required by this
order, on October 1, 2021, ACE indicated that it had stopped deferring COVID-19 related
expenditures to the regulatory asset on September 30, 2021.

On July 20, 2022, President Fiordaliso issued an order establishing a schedule for
interested parties to comment on several questions related to the regulatory asset. In
addition, motions are pending for an extension of the Regulatory Asset Period through
the end of 2023. ACE does not oppose such an extension, so long as recovery can
commence prior to conclusion of the Regulatory Asset Period. As to the questions
presented in President Fiordaliso’s Order, ACE provides the following comments.



Bad Debt or Uncollectible Account Recovery

As an initial matter, ACE offers an overview of its established rate recovery
mechanism for bad debt. For more than two decades, New Jersey law has provided an
appropriate cost recovery mechanism for bad debt associated with moratoriums and other
social programs. That established cost recovery mechanism is the Societal Benefits
Charge (“SBC”), which was included in the Electric Discount and Energy Competition Act
(“EDECA”) as part of utility restructuring. Specifically, the statute establishes a cost
recovery mechanism for “social programs” that achieve public policy goals. N.J.S.A. 48:3-
60a(l).

Continuing established consumer protections was a major concern for the Board
during restructuring. The definition of “social programs” is clarified through the legislative
history behind EDECA. Specifically, in the Findings and Recommendations of the Board
in BPU Docket Number EX94120585Y, the Board stated that it was “determined to
preserve the provision and funding for existing social protection programs, including the
winter moratorium program, the costs associated with serving ‘bad debt’ customers, low-
income assistance and weatherization programs.”! As the Board recognized, “[e]lectric
utilities have also been relied upon to ensure universal access to electricity service, to be
the provider of certain social programs, and to be an integral part of a societal safety net
for those less fortunate consumers who are unable to pay their utility bills for reasons
beyond their control.”?

In response to objections to including social programs in utility rates, the Board
indicated that “numerous social programs or policies,” such as the cost of serving bad
debt customers, “are vitally important to numerous residents, and have become ingrained
in the fabric of the State’s utility industry.”® The Board went on to “emphasize that electric
utilities having the obligation of implementing social programs . . . should not be financially
or competitively disadvantaged as a result.”* The Board then proposed a mechanism for
“timely recovery of these costs by utilities”® with full recognition that “actual funding levels
to implement these programs will likely fluctuate as they have in the past according to
economic conditions, weather, and other external factors.”® The BPU’s recommendations
were provided to the Legislature’ and plainly informed the Legislature, which established
the SBC for social programs, such as moratoriums and bad debt.

! Findings and Recommendations, Restructuring the Electric Power Industry in New Jersey, Docket No. EX94120585Y
(April 30, 1997) at 9.

2 d. at 119.

31d. at 140.

41d. at 9.

5ld.

61d. at 141.

7 Letter from Board President Herbert Tate and Commissioner Carmen Armenti to Governor and Legislature (April
1997) (providing copy of the Findings and Recommendations Report).
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As described below, the Company’s Board-approved Tariff, at Section IV, Rider
SBC, is applicable to the current situation, where the Company has borne the cost of
serving non-paying customers throughout the various COVID-19-related moratoriums.
This tariff rider provides for the recovery of the SBC. In accordance with EDECA, and the
Board'’s various approvals of ACE’s recovery, the Rider SBC rate includes Clean Energy
Program costs, Uncollectible Account charges, Universal Service Fund Program costs,
and Lifeline Program costs. Relevant to the instant proceeding, the Uncollectible Account
component of Rider SBC rate was established to recover the cost of serving ACE’s
uncollectible (or bad debt) accounts. This uncollectible component of the Rider SBC rate
was adopted on July 15, 1999 (BPU Docket No. EO97070455).

The uncollectible expense recovered through the Rider SBC, Uncollectible
Account component is a percentage of the Company’s customers accounts receivables
balance that are anticipated to be unrecoverable. The uncollectible component of the
Rider SBC rate is updated annually on June 15t through a rate filing with the Board, where
Rate Counsel participates as a statutory party. The previous year’s uncollectible balance
is reconciled in that regulatory filing; any over or under recovered balance is recovered in
the annual rate setting. During the reconciliation period any COVID-related expenses
would be trued-up or down, with full view and participation of Rate Counsel. This true-up
process has occurred in ACE’s most recent regulatory filing, which was approved on a
provisional basis by the Board in BPU Docket No. ER22020038, by Order dated May 18,
2022.

Thus, since EDECA’s enactment, through the initial transition period, through the
Great Recession, to the present day, the Board has consistently allowed ACE to recover
the cost of social programs, such as the cost of serving bad debt or uncollectible accounts,
through the Rider SBC mechanism. Accordingly, ACE maintains that continued recovery
of COVID-related bad debt is appropriately recovered though the SBC.

Response to Questions Regarding Requlatory Asset Cost Recovery

The following paragraphs are ACE responses to the “Questions Regarding Regulatory
Asset Cost Recovery” stated in President Fiordaliso’s Order in the above referenced
docket.

Question No. 1:

Has the utility received any insurance payments or any Federal funding or State funding
that can be used to offset the deferred expenses? Should the uncollectibles/arrearages
be treated differently from costs such as Personal Protective Equipment, etc.?

Response:
As part of the COVID-19 relief funds made available to New Jersey residents, ACE has

applied over $27.3 million in funding to customer accounts through July 2022, thereby
reducing customer arrearages.



Currently, for other COVID-related expenses previously deferred in the regulatory
asset, ACE has a credit balance to be returned to customers. ACE proposes to reduce
the amount in uncollectibles by the amount of this credit. Effectively, ACE would then be
treating both the uncollectibles and the credit amount similarly through the same SBC
mechanism.

Question No. 2:
Should customer arrearages be treated differently from other expenses?

Response:
ACE submits that customer arrearages should be handled through the SBC cost recovery

mechanism, currently authorized by the Board. For more than two decades, New Jersey
law has provided this appropriate cost recovery mechanism for bad debt associated with
moratoria and other social programs, as discussed in the above summary of bad debt
and uncollectible account recovery. Because the Legislature has created this statutory
rate mechanism for just this sort of cost (the cost associated with implementing a societal
safety net), the customer arrearages associated with COVID-19 (the cost of serving those
bad debt customers) should not be treated differently.

Currently, for other COVID-related expenses, ACE has a credit balance to be returned to
customers. ACE proposes reducing the amount in uncollectibles by the amount of this
credit. Therefore, ACE would treat both the uncollectibles and the credit amount similarly
through the same SBC mechanism.

Question No. 3:

Should the deferred expenses be recovered in rates and amortized? If yes, how long
should that amortization period be for? Should the amortization period vary and be
dependent on the type of utility, size and its financial situation?

Response:
ACE is receptive to some form of amortization of the “COVID-related” bad debt expense

incurred. With respect to an amortization period, the Company submits that it should be
based on the dollar amount level of “COVID-related” bad debt that has been incurred.

Question No. 4:
Should the unamortized balance be subject to carrying charges?

Response:
The Company submits that interest on the uncollectible deferred balance should be

calculated at ACE’s monthly actual cost of short-term debt, or if no short-term debt is
outstanding, the rate on equivalent temporary cash investments shall be so used. This
approach is consistent with how interest is calculated on uncollectible deferred balances
that are not “COVID-related”.



Question No. 5:

Currently. the EDCs recover uncollectibles via the Societal Benefits Charge ("SBC").
Should gas and water utilities be permitted to recover uncollectibles through a SBC- type
recovery mechanism?

Response:
ACE is an electric distribution company but does not oppose the gas and water utilities

receiving the same type of recovery treatment as the EDCs. The applicable statutory
provision, N.J.S.A. 48:3-60, does reference gas utilities as well as electric utilities.

Question No. 6:
Should the SBC-type recovery mechanism be limited to COVID-related arrearages, or
should it include all arrearages?

Response:
Question 6 appears to be a continuation of Question 5; as such, ACE assumes that this

guestion is directed to the gas utilities. Currently, the Company collects all uncollectible
bad debt expenses through the Rider SBC rate discussed above. As stated in the
response to Question 2, ACE maintains that the COVID-related bad debt expenses
should be recovered through the same SBC mechanism.

Question No. 7:
Should the deferred COVID related expenses, including the arrearages, be shared
between shareholders and ratepayers? If yes, what would the accounting treatment be?

Response:
ACE maintains that shareholders should not bear the cost of COVID-related expenses,

because such a requirement would be contrary to law. The bad debt at issue is a
prudently incurred cost driven by governmental directives, specifically moratoria put in
place during the extraordinary circumstances of the COVID-19 pandemic. Denying
recovery for prudently incurred costs resulting from the Company’s response to the public
health emergency would be an unconstitutional taking.® Furthermore, the bad debt
recovery is a “social program” already established and available as a safety net in
response to this extraordinary public health emergency. As described above, the
legislative history behind EDECA, the statute itself, and the existing ACE Tariff, support
comprehensive Rider SBC rate recovery for the cost of serving bad debt customers,

8 The takings clause of the Fifth Amendment of the United States Constitution provides that “private property
[shall not] be taken for public use without just compensation[.]” U.S. Const. Amend. V.2 In this regard, with
respect to public utilities, the United States Supreme Court has held that “[i]f the rate does not afford
sufficient compensation, the State has taken the use of utility property without paying just compensation
and so violated the Fifth and Fourteenth Amendments.” Duquesne Light Co. v. Barasch, 488 U.S. 299, 308
(1989). The New Jersey Supreme Court has similarly held that, “to avoid confiscatory results under the
takings clause [with respect to regulated entities such as public utilities], ‘the return should be one which is
generally commensurate with returns on investments in other enterprises having comparable risks.” State
Farm Mut. Auto. Ins. Co. v. State, 124 N.J. 32, 48 (1991) (internal citation omitted). This proposal would
deny a reasonable return; denying recovery for prudently incurred costs resulting from the Company’s
response to the public health emergency.



including the cost of serving bad debt customers through the COVID-19 pandemic. Bad
debt associated with the COVID-19 pandemic is not like a traditional, “discretionary”
charitable contribution, which involves “numerous personal choices,” and is ultimately the
responsibility of the utility shareholders.® The continuing COVID-related moratoriums,
which contributed to the sizeable bad debt at issue, were implemented with State
guidance and at State direction, ultimately by way of numerous Executive Orders and
legislative mandates. ACE’s shareholders have contributed to this cause. Each year,
ACE provides approximately $1.2 million in shareholder funded, corporate contributions
to non-profit partners that help those customers and community members significantly
impacted by the COVID-19 pandemic. Also, shareholders already continue to fund
carrying costs in the approximate range of $5.0 million - $8.0 million associated with
higher Accounts Receivable balances and longer deferred payment arrangements.
Requiring a larger, additional shareholder contribution to cover the cost of bad debt is
contrary to law.

Question No. 8:

Should the COVID-related deferral be recovered in base rates or in a special purpose
rider? Should the recovery mechanism be case specific dependent on the type of utility,
size and its financial situation?

Response:
Currently, for the COVID-related deferral, ACE has a credit balance to be returned to

customers. ACE would propose reducing the amount in uncollectibles by the amount of
this credit and, therefore, treat both the uncollectibles and the credit amount similarly
through the same SBC mechanism.

Question No. 9:
Should a utility carry the COVID-related expenses and arrearages into a subsequent Rate
Case or file a separate petition to recover through a clause?

Response:
Currently, for the COVID-related deferral, ACE has a credit balance to be returned to

customers. ACE would propose reducing the amount in uncollectibles by the amount of
this credit and therefore treat both the uncollectibles and the credit amount similarly
through the same SBC mechanism.

ACE submits that the COVID-related uncollectible bad debt expenses should be
recovered through the established SBC mechanism, as discussed above.

? In the Matter of Petition of New Jersey American Water Company, Inc. for an Increase in Rates for Water
and Sewer Service and other Tariff Modifications, 169 N.J. 181, 194-95 (2000).
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Question No. 10:

When filing for relief should the utility provide proof that it did not receive any COVID-
related financial support, either in the form of Federal or State grants, insurance payouts,
and/or customer repayment invoices?

Response:
With the exception of the funding applied to customer arrearages detailed in response to

Question 1, ACE has not received any other COVID related financial support. Currently,
for the COVID-related deferral, ACE has a credit balance to be returned to customers.

Question No. 11:
Does there need to be a true-up of the COVID arrearages, due to pay downs, Federal
funds received, State funds received, Insurance funds received, etc.?

Response:
Due to the functionality of the SBC mechanism, ACE submits that a true up would occur

in the ordinary course of business if any such funds were received.

Question No. 12:
If a shareholder contribution were approved for the COVID-related uncollectibles, what
should be the appropriate sharing be for ratepayers and shareholders?

Response:
The approval of shareholder contributions for COVID-related bad debt for ACE would be

contrary to law. ACE provided a summary of the SBC cost recovery mechanism for bad
debt. As stated in the response to Question 7, the Company maintains that shareholders
should not bear the cost of COVID-related expenses, such as uncollectibles. The Board
has long determined that the cost of serving non-paying customers, due to moratoria, is
a “social program” that provides a vital safety net. Thus, the appropriate mechanism for
recovery is a complete pass through of the full costs to customers through the SBC
recommended by the Board and established by the Legislature. As indicated earlier, the
shareholders have already indirectly contributed millions of dollars in carrying costs to
address significantly lower company cash balances due higher Accounts Receivable
balances and longer deferred payment arrangements over multiple years.

Question No. 13:
Should there be a true-up of the COVID arrearages?

Response:
Due to the functionality of the SBC mechanism, ACE submits that a true up would occur

in the ordinary course of business.
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