
COZEN
O’CONNOR
A Pennsylvania Professional Corporation

November 9, 2018

VIA FEDERALEXPRESS

Aida Camacho-Welch
Board Secretary
Board of Public Utilities
44 South Clinton Ave.
3rd Floor, Suite 314
PO Box 350
Trenton, NJ 08625-0350

BOARDOF PUBLIC 03-~t_1 tiES
TRENTON, l’4J

Ira G. Megdal
Direct Phone 856-910-5007
Direct Fax 877-259-7984
i megdal@cozen.com

CASE MANAGEMENT
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BOARD OF PUBLIC UTILITIES

TRENTON, NJ

Re: In the Matter of the New Jersey Board of Public Utilities’ Consideration of
the Tax Cuts and Jobs Act of 2017
BPU Docket No. AX18010001
In the Matter of The Atlantic City Sewerage Company’s Petition with Calculation of
Rates under the Tax Cuts and Jobs Act of 2017
BPU Docket No, WR18030234

Dear Secretary Camacho-Welch:

This firm represents Petitioner, The Atlantic City Sewerage Company ("ACSC" or the
"Company"), in the referenced matters.

The Board of Public Utilities ("BPU" or "Board") issued an Order in this matter dated June 22,
2018. That Order, inter alia, deferred final action in this matter pending receipt of additional
information from ACSC.

ACSC in turn engaged the accounting firm of Deloitte & Touche to complete necessary
analyses for ACSC. Those analyses have now been completed.

In addition, effective April 1, 2018, Petitioner implemented a rate decrease, to reflect the fact
that the tax expense reflected in ACSC’s rates had been calculated at the statutory 34% rate.1
The new rates, made effective April 1, 2018 were based upon the new statutory rate of 21%.

The April 1,2018 rate reduction was based upon a reduction in income tax expense of
$319,945.00. After applying the gross up factor, the rate decrease became an annual revenue
reduction of $472,838.00.

ACSC has now determined that the April 1, 2018 rate decrease was insufficient. Rather than
$319,945.00 before gross up, it should have been $449,350.00 before gross up. By this letter,
Petitioner proposes to correct this error, and address other issues remaining open in this matter.

1 ACSC is a 34% Company - not a 35% Company, as ACSC is under the $10 million taxable income required to
move into the 35% tax bracket.
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I, SUMMARY OF ACSC’S PROPOSAL

The Company’s proposal in this matter is summarized on Schedule TSK-1 attached to this
letter.

Line item No. 1 is entitled: "Annual Impact of TCJA on Income Tax Expense". That reflects the
amount by which rates should have been reduced effective April 1, 2018, before gross up.

Line item No. 2 demonstrates the amount by which rates were reduced effective April 1, 2018.

Line item No. 3 reflects the fact that the rate reduction effective April 1,2018 was deficient by
$129,405.00 before gross up. This additional amount must be returned to customers.

Deloitte determined that the Company had insufficient records as to assets placed into service
prior to January 1, 1992 to apply the Average Rate Assumption Method ("ARAM") to Pre-92
assets. As a result, ACSC applied the Reverse South Georgia Method ("RSGM") to Pre-92
assets. As a result, line item No. 4 demonstrates that for Pre-92 assets, the RSGM results in an
annualized return to customers of excess protected Accumulated Deferred Income Taxes
("ADtT") of $40,000.00.

Relative to Post-1991 additions, the Company was able to apply ARAM, in Deloitte’s view. As a
result, line item No. 5 reflects the return of excess protected ADIT utilizing the ARAM Method for
Post-1991 assets.

Line item No. 12 is the same as line item No. 3. That is, it represents the deficiency in the rate
reduction dated April t, 2018, which must be returned to customers.

Concerning unprotected ADIT, in ACSC’s case, that amount is a regulatory asset, and is
actually due from rate payers. That amount is $162,225.00 (line item No. 13). Line item No. 14
represents the remaining balance of the amount due to ratepayers as a bill credit for the period
January 1, 2018 through March 31, 2018, (the "Stub Period"). Line item No. 15, the sum of line
item Nos. 12 through I4, represents the net amount due from rate payers from the April 1, 2018
rate decrease of $29,109.00. It is proposed that this amount will be recovered from customers
over three (3) years, based upon the assumption that ACSC will have a rate case resulting in
rates in effect by 2021.

This is reflected on tine item No. 6, as an annualized recovery of $9,703.00.

The result is a total annual rate reduction required before gross up of $179,406.00 as reflected
in line item No. 7. After applying the gross up factor in line item No. 8, the result is the
Company’s proposal of a rate reduction to be effective January 1, 2019 of $265,139. ACSC
requests that this matter be placed upon the Board’s December 18, 2018 agenda and made
effective January 1,2019.
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II. SUPPORTING SCHEDULES

Schedule TSK-2 calculates the required revenue deficiency, which should have been
implemented Apdl 1, 2018 of $449,350.00. This calculation emanates from the revenue
requirement in the Company’s last rate case which was stipulated at $1,950,000.00. The
income tax expense embedded in that revenue requirement was $1,177,393.00. That was
calculated at 34%. If it were calculated at 21%, it would have been $725,873.00. The result is
an amount to be returned to customers of $449,350.00.

Schedule TSK-3 is an application of the RSGM to Pre-92 assets. The resulting annual return to
customers for excess protected ADIT on this schedule is $30,000.00. This is based upon an
estimated remaining book life for the Pre-92 assets of 14.77 years. The amount to be returned
to customers is $443,060.00, and when divided by t4.77, the annual amount becomes
$30,000.00. Because 2018 will have already passed by the time the Company’s proposal is
adopted at the Board’s December Board meeting, the Company is adding one-third (1/3), or
$10,000 to the calculated annual return for 2019 through 2021, the year in which it is anticipated
that a rate change will take place in ACSC’s base rates. This produces an average yearly
amount of $40,000.00. This was brought forward to Schedule TSK-1.

Schedule TSK-4 is a calculation of the annual return required for excess ADIT related to Post-
1991 additions.

Because 2018 will have already passed by the time the Company’s proposal is adopted at the
Board’s December Board meeting, the Company utilized an average for 2018 through 2021, the
year in which it is anticipated that a rate change wilt take place in ACSC’s base rates. As a
result, the amounts for each of the four years, 2018-2021, was divided by 3 rather than 4, to
produce an average yearly amount of $19,704.00. This was brought forward to Schedule
TSK-1.

Schedule TSK-5 is a calculation of the gross up factor, adjusted to reflect the 21% federal
income tax rate.

Schedule TSK-6 is a summary schedule, calculating both the excess protected and excess
unprotected ADIT on the books of the Company. With regard to the excess unprotected ADIT,
the results of the D&T study have also been included and the books will be adjusted accordingly
upon the approval of this filing.

Schedule TSK-7 is a calculation of the remaining amount to be returned to customers for the
stub period January I, 2018 through March 31, 2018. The customer credits were posted to
customer accounts in Aprif 2018. This balance was brought forward to Schedule TSK-1.

Schedule TSK-8 is a rate design calculation, demonstrating the manner in which the revenue
reduction contained in the Company’s proposal will be apportioned to customers.

The above summarizes the Company’s proposal to bring this matter to a conclusion.

The Company requests that this proposal be on the Board’s agenda for its December meeting.
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We would be happy to meet with BPU Staff and Rate Counsel to address any questions which
might arise.

Thank you for your cooperation in this matter.

Respectfully,

COZEN O’CONNOR, PC

By: Ira G. Megdal

IGM:kn
Enclosure

Service List (w/enclosure, via E-mail)

LEGAL\39042123\1



ATLANTIC QTY SEWERAGE COMPANY
PRO FORMA INCOME TAXES TSK-1

1

2

4

5

6

7

8

9

lO
11

Pro-Forma Impact.of Tax Ref0Fm on Annual Income Tax Expense

Annual Impact of TCJA on Income Tax Expense

LESS; Reduction Already Included In Rates effective April 1, 2018

Additional Reduction Required for Tax Expense De~rease

Return of Excess Protected under Reverse South Georgia Method

Return of Excess Protected under ARAM Method

Difference Due From Ratepayers for 2018 (Line :t5 below) / 3 yea~s

Total Annual Rate Reduction Required before Gross-U p

Gross-Up Factor

Additional Revenue Reduction Required, effective Jan. 1, 2019

"Incremental"
impact of

Tax Chan~le

449,350

:319,945

:129,405

40,000

19~704

(9,703)

I79~406

:L477876

265~139

(a) Source: Study prepared by DeloRte & Touche (dated 10.31.18), pre-1992 assets (Summary page @ TSI(-3)
(b) Source: Study prepared by DeJoltte & Touche (dated 11.1,18), post-1991 assets (Summary page @ TSK-4)

Reference

TSK-2~ line 16

TSK-3, line 22

TSK-4, line 5

TSK-5, llne 15

12

13

14

2018 Settle-Up Required:

Additional Reduction Requtred~ before gross-up

less,’ Exce~s Unprotected due FROM Ratepayers

Add: Balance of April Bill Credit Due to Ratepayers

Difference to be Collected from Ratepayers over 3 years

(above) 129,405

(/~62,225)

129,!09)

above, line 3

(TSK-6, llne 12)

(TSK-7, line 11)



2

5

THE ATLANTIC CITY SEWERAGE COMPANY
CALCULATION OF TAX IMPACT ON TEST YEAR

7 Utility Oper=ting Income:
8 400 Operating Revenues
9
:10 Utility Ope~tlng Expenses:
11 40~ Operation Expense
12 402 Maintenance Expense
13 403 Depredation Expense
14 404 Amortization Expense
15 408 Taxes other than Income
:16 409 Income Taxes

17 Total Expenses
18
19 Sewerage Operating Income:

20 Other Income:
419 Interest & Dividend Income
421 Miscellaneous Income

Total Other Income

24 Income Deductions:
25 426 Other Deductions
26 428 Interest on Long Term Debt
27 432 Other Inte~’est Charges
28 Total Deductions

29 Net Income

TSST YEAR    Required Proforma Proforma
AdJustment~ Financials

TSK - 2

Impact of
Tax Decrease

20,792,954l 1,ss0,000

12,44t,851 699,36~
1,891,089 0
1,012,371 0

36,347 0
2,314,462 279,796

18 542 690 ~,309,246

22,742,954 22,742,954

13,141,216 13,t4t,2t6
1,891,089 1,89t,089
1,012,371 1,012,37t

36,347 36,347
2,594,258 2,594,258
1 ~175,223 725,873

19,850,503 19,401 ~154

2~250,264 ~ 2,892~451, 3,341,800

to TSK - I

3O

15,449 0 !5,449 15,449
o o. o 0

31
32

3,250 0 3,250 3,250
621,615 0 621,615 621,615

626,585 ~ 626 585

1,639112~ 640,754 ~ 2~7301664

Reduction in March 2018 Filing

Additional Reduction Required
Before Tax Gross-Up

(449,350)

, (3t9,945)

,, ,(!29,405)

Pre-tax
Tax At Applicable Rate

2,485,698
34%

845,137 ~

970,839      3,456,537        3,455,537
34%       34%        21%

330,085 $ :1,175,223 ~ 725,873



Atlantic City Sewerage Company
Reverse South Georgia Method
Pre-92 Assets as of 12/31/17

TSK - 3

Line Book Cost Basis:
1 Gross PPE
2 Less Land
3 Gross CIAC

4 Total Cost B~sis

22,162,070
(218,179)

5 Accumulated Depreciation;
6 Accumulated Depreciation $ (10,869,431)
7 Accumulated Depreciation CIAC $ 3,017,705

8 Total A/D $ (7,85:!.,727)

9 Net Book VaGue

Tax Cost Basis:
10 Gross PPE 21~753,035
11 Less Land $ (218,179)
12 Gross CIAC " ~ (8,398,180)
13 Total Cost Basis $ 13,136,676

Accumulated Depreciation:
t4 Accumulated Depreciation ~; (12,550,940)
15 Accumulated Depreciation CIAC
16 Total A/D $ (12,550,940)

17 Net Tax VaGue $

18 Timing Difference (DTL)/DTA $ (3,408,155)

I9 ASC740 DIT @ 34%
20 ASC740 DIT @ 21% $ (715~712) [~]
21

3,993,891

585,736

21 Estimated Remaining Book Life ($3,993,891 line 9 / $270,427 annual deprec exp.)

22 Estimated Annual Reversal of Excess Deferred Taxes (Pre-1992 Plant)

23 Add back 1/3 of the 2018 DFIT Balance that has already turned around
24 Annual Return to Ratepayers for the years 2019 through 2021,
25 before resetting back to the base level of $30,000 for the remaining years

(443,oso)
........

14,77

$ (30,00o)

(1o,ooo)

$ (4o,o00)
To TSK - 1

Note [:L] - ASC740 DIT caiculation does not Include revenue requirement gross ups and state impacts,



Atlantic City Sewerage Company
Excess Deferred Federal Income Tax Model - Post-~991 Additions
Summary Resu|ts

TSK4

2017 44,184,097 28,6~,699 - (~5,562,398)
2018 43,363,362 26,873,799 (927,165)    (16,~9~)
20~ 42~4,466 ~,~5,749 {949,~)    (17,43~,717)
2~0 41,833,977 ~2,396 (992,863)

ZO~ ~,4~ 20,036,601 (960,4~)    (20,3~2,753)
2~ 39,7~,080 18,395,951 (939,376)
2~4 39,018,742 16~22,663 (873~50) (22,~6,079)
2~ 38,321,3~ ~,~3 ~,512) (22,980,591)

20~7 36,935,695 ~,5~,7~ ~08~E6) (~4,423,9~)
2~8 36,245,9~ ~1,145,~6 (~6,186) (~,100,~)
20~ 35,5~,207 9,~32 (631,821) (~,731~74}
2030 34,869,~7 8,535,598 (602,274) (26,334,2~)
Z031 ~,182,603 7,263,427 (5~28)
2~2 33,495~60 6,~1,355 ($34,82g) (27,454,~}
2033 32,808,~9 4,878~69 H75,1~} (27,9~71)
20~ 32,~0,930 3,~.194 (343~565) {28,272,736)
2035 31.~6.750 2,960,~1 (203,6~) (28,476,~9)
2036 30,781,~4 2~56,978 (47,897) {28~24,2~)
2037 30,~1,652 1#42,695 ~5,289 (28,388,957}
2038 29,~,999 1,281,269 185,~6 (28,203,731)
~39 28,838,~7 914~24 279,708 (27,924,0~}
2040 28,~2,~42 614~89 ~6,271 (27,5~,752)
2~1 27~9,0~ 376,~1 ~,830
2041 26,9~,242 334,~4 600,895 (26,572,028)
2~ 26.269,~4 3~,~8 631,382 (~,940,~6)
2~ ~,~5,6~ 324.~2 629,069 (25,3~,~)
2~5 ~,~7,~9 3~,658 6~,576 (24,686,~)
2~6 24,3~,~3 320,490 621,307 (24~,693)
2~7 ~.765,281 3~,397 618,809
2~ ~,145,379 318,828 6~,333 (22,826,551)

(3,268,1o4)     -
(~94,705) (3,462,808) (176,110)
(199,322} (3,662,131) (182,024)
(208,501) (3,870,632} {196,452)
(208,057"/ (4,078,689) (.1.96,886)

{201.689) (4,250.378) (188,646}
{197,269) (4,477,647) (184,241}
(I83,52-9) {4,661,177) {170,276}

(5,291,215}
(5,467,326)
(s,649.3~9)

(6,231,334)

(6~,8s~)
(6,7~)

(7,~7,7~}

(126,478) (5,530~192)
(.122,835) (5,653,027)
(112,314) (5,765,341)

(99,785)
~2,149) (5,937,275)
(42,759) (5,980,033)
(10,0~) (5,990,092)

38,897 (5,9~,783)
58.739
~,717 (5,791,328)
85,014 (5,706,3~4)

~6,~88
~2,590

130,47S (S,053,586)
129,950 (4,923,636)
~0,~0 [4,793.$76}

(107.561) (7,351,943)
(103.4S6) p’,455~398)
(92,535) (7,547,933)
(77A~3) (7,625,386)
(4~,71~)
(16.236) {7,690,338)
1S.9SS (7.674~383}
~,3~ (7,6~6,072)
70,645 [7.545.427)
9~,8~9 (7,453,605)

106,569 (7.347.039)
119,I40 (7~227.899)
160,828 (7,067,071)
166.706 (6.900.364}
166.032 (6,734,333}
165,40~ (6,568~27)
164.4~7 (6,404,511)
163,774 (6,240,737)
163.926 (6.076,81i)

1̄1,171
I%04~

9,6BI

~,28~

19,379
~.779

23,~3
26,5~
26.013
29,~0

33,~0
33,852
34,~26
~,6~
34.1~6
33,927
~,035
33,942
33,824
33,866

(2,023,112)
(2,004,517)
(1,987,219)
(1,975,169) ~ ~ Per Yr
(~,~63,~9) ~,~3 3 ~,7~
(z, sso~s6)
(1,937,928}

(~,897~3}

{Z,82Z,750}

{Z,782~93)

(1,710.305}

(i,S~.S~)

(~,945)

(~3S0.9~} ~t of ~ Full



LMW-25 TSK- 5

I
2
3
4
5
6
7
8
9

10
II

12

14
15

Ratemaking Adjustments to December 31, 2016
Derivation of Revenue Factor

COMPONENTS:

Post 2017 TRA
Amount Rev. Factor

Public Utilities Assessment (PUA)

Division of Ratepayer Advocate (DRA)
Gross Receipts & Franchise Tax (GRAFT)
Excise Tax (EX)
Federal Income Tax (FIT)
Operating Revenue

0.2346% 0.2346%

0.0514% 0.0514%
12.5000% /2.5000%
1.5625% 1.5625%

34.0000% 21.0000% new rate
1.0000 1.0000

1.768973 J 1.477876 JTo TSK-1

16 Revenue Factor Formula:
17 I divided by {1 minus the sum of (PUA+DRA+GRAFT+EX)-FIT(1-(PUA+DRA+GRAFT+EX))

18 Revenue Factor Calculation in last Base Rate Case:
19
20 :1 -((.0023461+.00051409+.12500+.015625)- .34(1 - (.0023461+.00051409+.12500+.015625)))

21 Adjusted to reflect 21% FIT rate:
22
23

1
1-((.0D23461+.00051409÷.12500+.015625)- 21(1- (.0023461+.00051409+.12500+.015625)))



Atlantic C(ty Sewerage Company
Analysis of 2017 Tax Law Change

Excess Deferred Income Taxes

Excess Protected:

Normalized Depreciation

Contribution in Aid of Constructton

Total Protected Accounts

Change tn Rates - (34-21%) / 34%

Excess Protected Deferred FIT
(amount "due to" Ratepayers)

Balances at

(7,253,652)

8731770

(6,~79,892)

38.2%

(2,439,370)

TSK-6

Results of D&T Studies
from TSK-3 from TSK-4

RSQM ARAM         Total

$ (1,158,773) ~ (5,291,215} $ (6,449,988)

(44~i060) ~; (2,023,3.:12)
Total Protected
To be Returned

Excess Unprotected:

6 PSTAC Recoveries ~; (353,068)

7 Bad Debt Expense ~ 119,677

8 Pension Timing ~ 672,093

9 Bond Amortization $ (14,421).

:10 Total Unprotected Accounts ~ 424,285

11 Change ~n Rates - (34-21%) / ~H% 38.2%

12 Excess Unprotected Deferred FIT $ 162,:Z25
(amount "due from" Ratepayers) To TSK - $

(a) All balances have been updated to reflect the final timing differences contained In the 2017 Federal Tax Return in July 2018.



Atlantic City Sewerage Company
Summary of Stub-Period Customer Credits

Applied April 2018

TSK - 7

Line

2

4
5
6
7
8

10

11

Billing Month
January
February
March
April
May
June
July
August

Credit for
2018 Billing

(34,86539)
(S,454.08)
(:~,576.7S)

Stub Period Amount
Credit for

2017 Billing

(2j768.23)
(7,121.47)

(14,497.35)
(8,SS4.89)

(::[2,070.72)

(17,634.15)

Total
(34,865.59)
(8,222.3:[)

(10,698.22)
(14,49735)
(8,554.89)

(12,070.72)
(8,843..98)

(17,634.15)

{43,896.41) (71,488.80) (115,385.21)

Credit approved In March order (:119,096,00)

(3,710,79)
To TSK - I

Remaining Balance due To Ratepayers

Note: Customers only billed once per year. Billings occur in the months
of January through August. As such, customers billed In 20:[7 for usage that falls
in both 2017 and 2018 required credits also.



1.290 S467 602,430 22,5~.~            7~7.072

3~ $1,374 4~ 18.t~ ~1~

~ $1~70 ~.6~0 20~

7,395

a~ pSIrAC ,’atef~cd for ~’01S’tsSZS,737

REVISED for FIT Changes, ~ffectlve 4/1/18

TSK-8


