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PERSONALLY APPEARED before me, Messrs. Joseph S. Fichera and Paul
Sutherland, who, being first duly sworn did depose and say as follows:
I.

INTRODUCTION

DEPONENTS
1.

My name is Joseph S. Fichera. My business address is 44 Wall Street, New York, NY. I am

currently a Chief Executive Officer for Saber Partners, LLC, an advisor in this proceeding to the
Office of the People's Counsel for the District of Columbia ("Office" or "OPC"). I have an MBA
from Yale University and an undergraduate degree from Princeton University's Woodrow
Wilson School of International Affairs. I have worked in investment banking and corporate
finance for 32 years, during which time I have been involved in the raising of debt and equity
securities, including preferred stock. I was a former Managing Director in corporate finance for
Bear Stearns and Co., Inc. and Prudential Securities. As CEO of Saber Partners, I served as an
advisor to five state utility regulatory commissions concerning the financing of certain utility
costs. I also served as the advisor to the Governor of California concerning the financing of the
state's energy costs during the energy crisis of 2001.
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2.

My name is Paul R. Sutherland. My business address is 68 Olcott Way, Ridgefield, CT. I am

a consultant for Saber Partners, LLC, which is an advisor in this proceeding to the Office. I have
a degree in electrical engineering from Cornell University and an MBA in Finance from the
University of Chicago. I have worked with Saber Partners in various capacities since 2000. My
principal role has been with financial modeling and structuring of securitization transactions as
well as auditing of utility expenses related to those transactions. Prior to my involvement with
Saber Partners, I spent over 22 years with Florida Power & Light Co. and their holding
Company, now NextEra Energy, in various financial roles, including Assistant Treasurer and
Director of Finance for the Energy Marketing and Trading Division. In addition to my current
financial consulting activities, I serve as Vice Chairman of the Board of Finance for the Town of
Ridgefield, CT.

Affidavit
1.

The Commission established Formal Case No.

1121 to

consider the Application of Potomac

Electric Power Company for Issuance of a Financing Order ("Application"), which was filed
with Public Service Commission of the District of Columbia ("Commission" or "PSC") on
August 1, 2014 ("Application") pursuant to the Electric Company Infrastructure
Improvement Financing Act of 2013 ("Act").
2.

The Office requested that Saber Partners, LLC review the aspects of the Application related
to the issuance and financing of bonds. As part of our review, we examined the proposed
Commission Financing Order and the relevant testimony and exhibits filed with the
Application. We also reviewed the discovery responses filed in reply to data requests
propounded by OPC and others.

3.

The focus of this affidavit is (1) DDOT's apparent plan to pre-fund all of its construction
costs with a single debt issuance and (2) the level (and retention) of the ongoing servicing
fee proposed by Pepco.
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4.

The first issue we address is the Government of the District of Columbia's ("District")
apparent intent to use a single debt issuance.

5.

The District has not produced a factual justification for its apparent intent to prefund the
entire cost of construction in a single financing. While we recognize that page 8 of the
Application states that "(e]ach element of the proposed preliminary bond structure
(including without limitation the amortization structure) is subject to change based upon
market conditions and rating agency considerations,'' Mr. Barnette's testimony on behalf
of the District makes it clear that the District's strong preference at this time is to issue all
$375 million of bonds "in the first half of 2015." 1 As we demonstrate below, the District
has provided no explanation or factual justification for this single-issuance approach, and
the Commission should not permit the use of such an approach unless and until such an
explanation and factual basis is provided and this Commission affirmatively finds both to
be just and reasonable and in the best of interest of District ratepayers. We estimate, based
solely on information contained in Pepco's filing, that the current proposal could cost
ratepayers at least $30 million dollars and possibly as much as $40 million more than is
necessary, depending on the final bond structure, yield curve, and other financial factors.
This estimate is subject to revision if the District and Pepco disclose more information so
that a more precise number can be calculated in accordance with principles of financial
analysis. In any event, the bond structure and potential savings are not as limited by
"market conventions" as Pepco and the District suggest. Nevertheless, based on all of the
known variables and a reasonable sensitivity analysis (again, based on known variables),
the District's proposal to use a single debt issuance is not justified.

1

Exhibit DC (A) at 7.
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6.

It appears to us that a significant portion of the DDOT construction costs is being pre-

funded well in advance of an actual need for the funds. This means the bonds are being
sold and then invested in U.S. Treasuries or other instruments that would mature before or
at the time the monies are needed for construction.
7.

It also appears to us that PEPCO is not pre-funding. This difference in the method of

financing likely accounts for the fact that the Pepco surcharge starts small, at $.18 per
month, and peaks in 2022 at $2.13 per month, whereas the DDOT financing is flat at $1.12
per month. This implies that construction will not be completed on all the feeders until
2022, some 7 years after the ratepayers begin to pay off the securitized District bonds.
8.

Based upon information in the Application, District ratepayers will be paying around
3.55% interest on the bonds.2 In all likelihood, DDOT will be earning about 1% on
unexpended funds during the construction period. Current 7-year Treasury bonds yield
2.24% while a 1-month note yields .01%, for an average investment yield of 1.125%. In
other words, based just on known factors, the losses would be quite significant.

9.

If the initial bond proceeds are $375 million and, after 7 years of construction, the

proceeds have been fully utilized, the average balance of unexpended proceeds during the
7-year period will be $375 divided by 2 (or $187.5 million), which we must assume are
relatively level construction expenditures based on the fact that DDOT has not disclosed its
expected construction expenditures for the entire 7-10 years of the undergrounding
initiative.
10.

If DDOT is borrowing at 3.55% and investing, on average, at 1.125%, there would be a

negative arbitrage of 2-425% for 7 years.
11.

The total estimated dollar cost of the negative arbitrage is then $187.5 million, times
2-425%, times 7 years- which is over $31 million ($187.5M*2-425%*7Yfs). In contrast,

2

Barnette Testimony, Exhibit DC (A) at 22.

5

OPC (A)
the upfront costs of doing a second financing after 3 or 4 years would be relatively small in
comparison to the costs of the negative arbitrage from prefunding the entire construction
cost in a single financing.
12.

It is obviously possible that interest rates will increase over the construction period,

offsetting some of the potential negative arbitrage. However, no analysis has been
presented by the District to show what the break-even interest rate might be to justify
prefunding such an amount and for so many years. Notably, Pepco has not taken a similar
approach to its financing needs, even though the risk of rising interest rates is the same.

If a single-issuance prefunding were beneficial, we would expect Pepco and the District to
pursue the same strategy with regard to financing costs.
13.

Finally, in conventional utility ratemaking, there is an accepted principle that says
ratepayers should not pay for facilities before they go into service and are used and useful.
It appears that the District intends to ask ratepayers to begin paying financing costs for

facilities years before such financing is necessary, not to mention before the facilities
themselves are in service.
14.

Underwriters and advisors to the District who are paid transaction fees clearly have an
incentive to advocate prefunding construction because they then receive all of their fees
upfront. Consequently, the interests of the ratepayers and those of the bankers and
advisors who are counseling and will be underwriting this financing are clearly not aligned.

15.

By splitting the financing into two issues, with the second issue coming to market
approximately halfway through construction (which, according to the Application, would
be approximately 3 112 years after the first issue) when construction costs are more known,
the final maturity of the combined financing can be effectively extended by 3 112 years.

16.

There is significant precedent for this in utility securitizations used for the construction of
plant assets. West Virginia is one of several states to utilize hard-asset securitization
financings (i.e., plant and equipment as opposed to stranded costs) that are directly
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comparable to the DDOT proposal in this case. In West Virginia, Allegheny Energy
subsidiaries Monongahela Power Company and the Potomac Edison Company were able to
issue securitization bonds similar to those in this proceeding using two sequential bond
offerings in 2007 and 2009, respectively.3 The 2007 initial offering had a weighted
average life of 12 years. The second, in 2009, had a weighted average life of 19 years.
17. The two combined Allegheny Power issues resulted in both a level revenue requirement
over 22 years and a weighted average life of over 13 112 years,4 which is 3 112 years longer
than the 10-year average life proposed by DDOT, and 4-years longer than the 18-year final
maturity proposed by DDOT.
18. By structuring the DDOT bonds as two transactions, thereby extending the final maturity
and amortization period of the bonds, DDOT could both (a) reduce the annual levelized
revenue requirements of the ratepayers and reduce the net present value of revenue
requirements of the ratepayers over the life of the bonds.
19.

A second negative product of a single-issuance approach is that it could result in a loss of
the ability to fully utilize low-cost, tax-exempt financing. It is apparent that the District is
proposing to use a mix of taxable and tax-exempt bonds because of its belief that Internal
Revenue Service rules prohibit tax-exempt bonds from being issued more than 5 years
from when they will be spent on a project.

20. Another consequence of the District pursuing one issuance rather a series of issuances
when costs become known, therefore, is that the District will forgo the full benefits of
lower-cost, tax-exempt bonds to issue higher-cost table bonds without demonstrating the
economic benefit to ratepayers of pursuing such a strategy.
3

Application for Certificate of Convenience and Necessity for Construction of Emission Control
Facilities at the Ft. Martin Generating Station in Monongalia County, Case Nos. 05-0402-E-CN, et al. at
p. 86 (P.S.C. of W. Va. April 7, 2006) available at:
http:l/www.psc.state.wv.us/ scripts/WebDocket/ViewDocument.cfm?CaseActivitylD=181319.
4

See attached Exhibit OPC (A)-1.
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21.

Tax-exempt-versus-taxable mix should be based on yield differences and financial costs
and benefits, not on an unexplained decision to fund everything at once in a single
transaction.s

22.

One of the primary reasons for the legislation was to take advantage of the District's ability
to issue tax-exempt, AAA-rated bonds. Yet, by using a single issuance, the District would
be forgoing the ability to fully utilize tax-exempt, AAA-rated bonds without even a forecast
of future interest rates.

23.

Our next issue is that Pepco's proposed Servicing Fee is not supported by any cost analysis
or testimony that provides a reasoned basis for the proposed fee. Pepco's proposed annual
Servicing Fee should be based on the act ual incremental costs incurred by Pepco acting as
Servicing Agent, which has been the best-practice standard in many other utility
securitizations since 1997. Pepco's Exhibit A, which is included in its Application,
delineates select utility-bond securitizations and their related servicing fees; however, it
fails to provide the terms and conditions surrounding the nominal servicing fee of those
transactions that render those examples inapposite to the current Pepco proposal.

24.

Pepco's proposed Servicing Fee will be "in an amount equal to .075%, or 7.5 bps, of the
initial aggregate par amount of the Bonds (without giving effect to any subsequent
reduction in the outstanding par amount of the Bonds or any premium received on the
Bonds)."6

25.

Although Pepco represents that its proposed 7.5 basis points Servicing Fee is fair and
reasonable, it has not provided an estimate of the actual incremental costs that will be
incurred by Pepco in performing its duties as Servicing Agent for the bonds. Pepco
already has the systems and personnel in place to perform many of the services required as

s Exhibit OPC (A)-2 provides yield curve differences between taxable bonds and tax-exempt bonds.
6

Direct Testimony of Kevin M. McGowan, PEPCO (A) at 7.
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Servicing Agent and has been compensated for the systems and personnel already in place
through other customer rates. Without demonstrating the actual incremental costs it will
incur to fulfill its duties as Servicing Agent that have not already been paid for by
customers, there is no justification for any charge-particularly one of the magnitude
proposed herein by Pepco. There is, thus, the potential that Pepco will double recover costs
from ratepayers. District Witness Barnette testified that Ongoing Financing Costs may
include "the Servicing Fee and any expenses of the Servicing Agent" but did not include
any estimate for those servicing-agent expenses in Exhibit DC Exhibit (A)-4 of his
testimony.7 Indeed, it is clear that the fee is not cost-based at all. In response to an OPC
Data Request, Pepco Witness McGowan further stated that the "Servicing Fee was
negotiated between the District and Pepco based on the level of servicing fees in other

securitized transactions and based on what Pepco and the District agreed was
reasonable. "B
26.

The list of Servicing Fees delineated in Exhibit A of Pepco's Application, however, does not
accurately reflect the terms of the corresponding financing orders that authorized those
fees. Those financing orders required refunds, rebates, or credits be provided to customers
by the utility agent for servicing fee revenues received in excess of the utility's actual
incremental costs incurred in acting as servicing agent.

27.

The Direct Testimony of District Witness Barnette includes Exhibit DC A-5, which
contains certain examples of what he deems to be comparable ongoing financing costs,
including examples of servicing fees. In presenting their lists of "comparable" servicing
fees, neither Pepco's Exhibit A nor the District's Exhibit DC A-5 explain that in many of
those financings, the approved servicing fees were subject to rebate or credit to ratepayers

7 Barnette
8

Testimony, Exhibit DC (A) at 22.

See Pepco and District Response to OPC Data Request No. 1, Question 10 (emphasis added).
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under various methodologies if the amounts earned exceeded the actual incremental costs
of the regulated utility acting as servicing agent. Consequently, the amounts actually paid
by customers and received by the utility could be far less than the nominal amount stated.
28.

According to District Witness Barnette, the ongoing fee paid to the servicing agent will be
the primary ongoing financing cost associated with the bonds. 9 It is therefore the largest
single expense after the issuance of the bonds.

29.

Pepco fails to disclose how and why the fees paid in the corporate utility transactions it
identified were initially made, which is fundamental to the question of the relevance of
those fees to the ones in this case. In each of those transactions, a special purpose entity
("SPE")-i.e., a subsidiary of the utility-was used to issue the bonds. For credit
considerations, transactions between affiliates must be "arms-length", as was the case in
the 1997 utility securitization reflected in Pepco's Exhibit A. 10 Consequently, bankruptcy
counsel in SPE financings will generally require that "in order to support the SPE's legal
status separate and apart from [the utility], the servicing fee paid to [the utility] must be
market-based." 11 An SPE structure is not being used by DDOTor Pepco; therefore, such a
requirement is not necessary for Pepco's Servicing Fee.

30.

Most significantly, Pepco and DDOT represent that in the 1997 Pacific Gas & Electric,
Southern California Edison and San Diego Gas & Electric securitization the servicing fee
was 25 basis points per annum. They fail to disclose, however, the following finding in the
underlying financing order issued by the California Public Utility Commission:

9

See DC Exhibit (A)-4 to Direct Testimony of Jeffrey Barnette, DC (A).

10 In the Matter of the Application of the Pacific Gas and Electric Co. (U 39-E) For: (1)Authority to
Reduce Rates Effective January 1, 1998; (2) Authority to Sell or Assign Transition Property to One or
More Financing Entities; (3) Authority to Service Application 97-05-018 Rate Reduction Bonds on
Behalf ofFinancing Entities; (4) Authority to Establish Charges Sufficient to Recover Fixed Transition
Amounts; and (5) Such Further Authority Necessary for PG&E to Carry out the Transactions Described
in this Application, Dec. 97-09-055 at p. 8 (Cal. P.U.C. Sept. 3, 1997).
11

Id. at p. 8.
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The primary ongoing transaction cost will be the servicing fee paid
to PG&E or a substitute servicer for servicing the RRBs. In order
to support the SPE's legal status separate and apart from PG&E,
the servicing fee paid to PG&E must be market-based. The
servicing fee will be a part of the servicing agreement and will be
included in the determination of the FfA charges. The full
amount of the market-based servicing fee will be included in the
FTA charges. However, as long as PG&E is servicer, PG&E
proposes a ratemaking mechanism which will provide a
credit, after the rate-freeze period, to residential and
small commercial ratepayers in PG&E's Rate Reduction
Bond Memorandum Account equal in value to any
amounts it receives as compensation, excepting only
amounts needed to cover incremental, out-of-pocket
costs and expenses incurred by PG&E to service the
RRBs. These types of expenses would include required audits
related to PG&E's role as servicer, and legal and accounting fees
related to the servicing obligation. Thus, the only net
ratemaking impact will be such incremental expenses.12
31.

In response to OPC Data Request No. 1-20 at 1, District Witness Barnette suggests that this

transaction is not like a corporate securitization because corporate securitization bonds
"are issued by a bankruptcy-remote subsidiary of the IOU, and the proceeds of the bonds
are delivered to the IOU for designated business purposes (recovery of stranded costs,
hurricane recovery costs, etc.). The IOU acts as servicer to its subsidiary to collect the
charges." He also states that "Pepco's sole role in the transaction will be in the capacity as
a collection agent for the District" and that "the securitization will not be a debt of Pepco or
any subsidiary of Pepco."13 These observations are beside the point.
32.

Although the bonds will not be a debt of Pepco or any subsidiary of Pepco, section 207(a)
of the Act specifically provides that the Bonds shall also not be an indebtedness of the
District. Section 101(13) of the Act makes it clear that the bonds are secured by and

12 In the Matter of the Application of the Pacific Gas and Electric Co. For: (1) Authority to Reduce Rates
Effective January 1, 1998; (2) Authority to Sell or Assign Transition Property to One or More Financing
Entities; (3) Authority to Service Application 97-05-018 Rate Reduction Bonds on Behalf ofFinancing
Entities; (4)Authority to Establish Charges Sufficient to Recover Fixed Transition Amounts; and (5)
Such Further Authority Necessary for Edison to Carry Out the Transactions Described in this
Application, Dec. 97-09-055 at p. 7 (Cal. P.U.C. Sept. 3, 1997) (emphasis added).
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Response to OPC Data Request No.

1- 20

at 2.
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payable from a non-bypassable, volumetric surcharge assessed and collected from
ratepayers.
33.

Contrary to District Witness Barnette's responses, the common consideration in these
securitization orders is not the nature of the entity issuing the bonds, but rather who bears
the economic burden of repayment. Ratepayers bear that burden and they should
therefore be protected from excessive servicing charges unrelated to the cost of the service
Pepco will actually provide.

34.

Pepco acknowledges that the important common element in securitization bonds is that
they are backed by charges imposed on ratepayers, regardless of the issuer. 14

35.

As noted above, both Pepco's Exhibit A and the District's Exhibit DC A-5 fail to account for

refunds, rebates, or credits due to ratepayers based on servicing fees earned in excess of a
utility's incremental costs. The list of servicing fees supplied by Pepco (i.e., Exhibit A),
therefore, includes rates that are much higher than the effective rates(i.e., the nominal fee

less refunds, rebates, and credits), actually earned in those cases because the list they
presented does not disclose rebates and credits related to those rates imposed by the utility
regulator.
36.

As previously noted, one of the earliest transactions enumerated on Pepco's Exhibit A was

the November 1997 Pacific Gas & Electric financing. 1s The underlying authorizing order
provided that any amount included in the market-based servicing fee in excess of the
actual incremental, out-of-pocket costs and expenses incurred by Pacific Gas & Electric
would be returned to residential and small commercial ratepayers as a credit. Therefore,

14

See Application for Financing Order, p . 5.

1s In the Matter of the Application of the Pacific Gas and Electric Co. For: (1) Authority to Reduce Rates
Effective January 1, 1998; (2) Authority to Sell or Assign Transition Property to One or More Financing
Entities; (3) Authority to Service Application 97-05-018 Rate Reduction Bonds on Behalf of Financing
Entities; (4) Authority to Establish Charges Sufficient to Recover Fixed Transition Amounts; and (5)
Such Further Authority Necessary for Edison to Carry Out the Transactions Described in this
Application, Dec. 97-09-055 (Cal. P.U.C. Sept. 3, 1997).
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"the only net ratemaking impact will be such incremental expenses." 16 Later California
financing orders imposed this same requirement, stating that "PG&E shall credit to electric
consumers the amount of this servicing fee in excess of any recorded incremental servicing
costs."17
37.

In the PG&E November 1997 bond-financing proceeding,18 PG&E contended that its
incremental, out-of-pocket expenses incurred while acting as a servicing agent included
costs involving required audits related to its role as servicer and legal and accounting fees
related to the servicing obligation. Many of the audits and accounting reports required in
such corporate securitizations are not required as part of the Servicing Agreement
proposed by the District and Pepco. 19

16 Id. at p. 8. See also In the Matter of the Application of the San Diego Gas and Electric Co. For: (1)
Authority to Reduce Rates Effective January 1, 1998; (2) Authority to Sell or Assign Transition Property
to One or More Financing Entities; (3) Authority to Service Application 97-05-018 Rate Reduction
Bonds on Behalf ofFinancing Entities; (4) Authority to Establish Charges Sufficient to Recover Fixed
Transition Amounts; and (5) Such Further Authority Necessary for Edison to Carry out the
Transactions Described in this Application, Dec. 97-09-057 at p. 7 (Cal. P.U.C. Sept. 3, 1997); In the
Matter of the Application of the So. Cal. Edison Co. For: (1) Authority to Reduce Rates Effective January
1, 1998; (2) Authority to Sell or Assign Transition Property to One or More Financing Entities; (3)
Authority to Service Application 97-05-018 Rate Reduction Bonds on Behalf ofFinancing Entities; (4)
Authority to Establish Charges Sufficient to Recover Fixed Transition Amounts; and (5) Such Further
Authority Necessary for Edison to Carry out the Transactions Described in this Application, Dec. 97-09056 at p . 7 (Cal. P.U.C. Sept. 3, 1997) ..

In the Matter of the Application ofPacifi.c Gas and Electric Co.for: (1)Authority to Sell or Assign
Recovery Property to One or More Financing Entities; (2) Authority to Service Recovery Bonds on
Behalf ofFinancing Entities; (3) Authority to Establish Charges Sufficient to Recover Fixed Recovery
Amounts and Fixed Recovery Tax Amounts; and (4) Such Further Authority Necessary for PG&E to
Carry Out the Transactions Described in this Application, Dec. 04-11-015 at p. 48 (Cal. P.U.C. Nov. 19,
2004) available at:
http: !jdocs.cpuc.ca.gov!PublishedDocs!PUBLISHED!FINAL DECISIONf,J1515.htm .
17

1 s In the Matter of the Application of the Pacifi.c Gas and Electric Co. For: (1) Authority to Reduce Rates
Effective January 1, 1998; (2) Authority to Sell or Assign Transition Property to One or More Financing
Entities; (3) Authority to Service Application 97-05-018 Rate Reduction Bonds on Behalf ofFinancing
Entities; (4) Authority to Establish Charges Sufficient to Recover Fixed Transition Amounts; and (5)
Such Further Authority Necessary for Edison to Carry out the Transactions Described in this
Application, Dec. 97-09-055 at p. 7 (Cal. P.U.C. Sept. 3, 1997).

19

See Response to OPC Data Request No. 1- 4(A).
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38.

Some state utility regulators have found that no incremental costs were incurred to provide
the servicing function and that no servicing charge was appropriate.20

39.

We do not advocate denying Pepco a servicing fee. But, that fee should be capped at
Pepco's actual incremental costs of providing that service.

40.

This result is substantiated by numerous other transactions included in Pepco's
Application in addition to the transactions noted above. For example, the financing order
for the 2004 Public Service Electric and Gas financing provides that "if the Servicing Fee is
greater than the actual incremental costs to service the BGS Transition Property, other
rates of the Petitioner shall be adjusted to reflect the difference between actual servicing
costs and the Servicing Fee."2 1 The financing orders for the 2007 West Virginia financings
state, "[a]pplicants shall credit to consumers through other electric rates and charges the
amount of the Applicants Servicing Fee in excess of any recorded periodic incremental
costs of performing the Servicing functions."22 The 2008 CenterPoint Energy financing in
Texas2 3 and the 2006 AEP Texas Central financing 2 4 also include provisions that operate as

See Application of the Connecticut Light and Power Co.for Approval of the Issuance ofRate
Reduction Bonds and Related Transactions, Docket No. 00-05-0100-05-01 at p. 20 (Conn. Dep't of Pub.
Util. Control Nov. 8, 2000) available at:
http:/jwww.dpuc.state.ct.us/dockhist.ns[/8e6fc3za5411oe3e8525z6190052b64d/9993bo21f886zf15852
5755aoo5ad361 ?OpenDocument. ; See In re: Petition for I issuance of a Storm Recovery Financing
Order, by Florida Power & Light Company, Order No. PSC-06-0464-FOF-El at p. 38 (Fla. P.U.C. May
30, 2006) available at:
http: //www.psc.state.fl.us/ dockets/orders/SingleDisplay.aspx?OrderNumber= PSC-060464&Method= ByNumber.
20

Jn the Matter of the Petition ofPublic Service Electric and Gas Company for a Bondable Stranded
Costs Rate Order, Docket No. EF03070532 at p. 24 (N.J. Bd. of Pub. Util. June 22, 2005)-appended
hereto as Exhibit OPC (A)-3

21

Application for Certificate of Convenience and Necessity for Construction of Emission Control
Facilities at the Ft. Martin Generating Station in Monongalia County, Case Nos. 05-0402-E-CN, et al. at
p. 86 (P.S.C. ofW. Va. April 7, 2006) available at:
http:Ifwww .psc.state.wv. us/scripts/WebDocket/ViewDocument.c fm?CaseActivityID=181319 .
22

Application of CenterPoint Energy Houston Electric, LLC for Financing Order, Docket No.
34448 at p. 82 (P.U.C. of Tex. Sept. 2007) available at:
http://interchange.puc.texas.gov/WebApp/Interchange/application/dbapps/filings/pgSearch Results.as
p?TXT CNTR N0=34448&TXT ITEM N0=41.

23

24

Application ofAEP Texas Central Company for a Financing Order, Docket No.
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a rebate to ratepayers for revenues collected by a utility acting as servicing agent above the
actual expenses of acting as a servicer and administrator.
41.

The servicing fee proposed by Pepco is unsupported because it is not based on the actual
incremental costs it will incur in performing its role as servicing agent and because it is
further based on a list of servicing fees from supposedly comparable transactions that in
many cases does not accurately reflect the actual servicing fees paid in those transactions
after rebate.

42.

There is no doubt that some utilities have been able to avoid rebating or crediting excess
servicing fees back to ratepayers in utility securitizations, but any such exceptions should
not be the rule for the ratepayer. There is no suggestion in the Act that the servicing fee
was to be a profit center for Pepco.

43.

Based on the numerous precedents in comparable securitization transactions (and
applicable guidelines governing rates of return in the District of Columbia), we believe that
the approval of any servicing fee for Pepco in this proceeding should include a requirement
that servicing-fee revenue earned by Pepco in excess of its actual incremental costs in
acting as servicing agent must be rebated or credited to ratepayers.

32475 at pp. 80-81 (P.U.C. of Tex. June 21, 2006).
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Further, the Affiants sayeth not.
[Next page is signature pages]
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I, Paul Sutherland, being duly sworn, certify that the attached testimony and
exhibits in this docket were prepared by me or under my supervision and that the answers
contained in such testimony and exhibits are true and correct to the best of my knowledge,
information and belief.

~---< _s-~
Paul Sutherland
Subscribed and sworn to before me this £{'d ay of October,
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Agenda Date: 6/22/05
Agenda Item: 2G

STATE OF NEW JERSEY
Board of Public Utilities
2 Gateway Center
Newark, NJ 07102
www.bpu.state.nj.us

IN THE MATIER OF THE PETITION OF PUBLIC
SERVICE ELECTRIC AND GAS COMPANY FOR A
BONDABLE STRANDED COSTS RATE ORDER IN
ACCORDANCE WITH N.J.S.A. 48:3-49 ET SEQ.; TO
AUTHORIZE THE RECOVERY OF ITS "YEAR 4" BASIC
GENERATION SERVICE ("BGS") TRANSITION COSTS
(INCLUDING FEDERAL, STATE AND LOCAL TAX
LIABILITIES ASSOCIATED THEREWITH); TO
AVTHORIZE THE IMPOSITION OF A NONBYPASSABLE BGS TRANSITION BOND CHARGE; TO
AUTHORIZE THE ISSUANCE AND SALE OF NOT
MORE THAN $150 MILLION AGGREGATE PRINCIPAL
AMOUNT OF BGS TRANSITION BONDS IN ONE OR
MORE SERIES WITH A SCHEDULED AMORTIZATION
UPON ISSUANCE OF UP TO FIFTEEN (15) YEARS; TO
APPROVE THE USE OF TRANSITION BOND
PROCEEDS TO REFINANCE OR RETIRE
OUTSTANDING DEBT AND/OR EQUITY AND TO
APPROVE THE FORMULA FOR THE CALCULATION
AND ADJUSTMENT OF THE BGS TRANSITION BOND
CHARGE AND THE BGS MARKET TRANSITION
CHARGE-TAX RELATED THERETO.

)
)
)
)
)
)
)
)
)
)
)
)
)
)

OFFICE OF THE
ECONOMIST
BONDABLESTRANDED
COSTS RATE ORDER
BPU DOCKET NO.
Ef 03070532

)
)
)
)
)
)

(SERVICE LIST ATIACHED)
BY THE BOARD:
On July 9, 2003, Public Service Electric and Gas Company ("Petitioner" or "PSE&G") filed a
Petition with the Board of Public Utilities ("Board" or ".BPU"), pursuant to the Electric Discount
and Energy Competition Act, N.J.S.A. 48:3-49 et seq., ("EDECA"), requesting that the BPU
issue an irrevocable Bendable Stranded Costs Rate Order ("BSCRO") for recovery of PSE&G's
Basic Generation Service ("BGS") Transition Costs incurred during the period ("Year 4") from
August 1, 2002 through July 31, 2003 ("Year 4 Deferred BGS Balance"), as well as related tax
liabilities, and other related costs . Specifically, Petitioner requested that the BPU authorize: (i)
the imposition of a non-bypassable Transition Bond Charge ("TBC"), as provided in N.J.S.A.

48:3-67, and the collection of such charge (the "BGS Transition Bond Charge" or "BGS TBC")
by PSE&G or another entity approved by the Board; (ii) the imposition of a non-bypassable BGS
Market Tran~ition Charge-Tax ("BGS MTC-Tax") to recover the federal, state and local tax
liabilities associated with the receipt of revenue from billing the BGS Transition Bond Charge;
(iii) the sale of BGS Bendable Transition Property (as defined below) to an approved financing
entity; (iv) lhe issuance and sale of not more than $150 million aggregate principal amount of
transitidh bonds ("SGS Transition Bonds" or "transition bonds") by the financing entity to recover
PSE&G's net-of-tax Year 4 Deferred BGS Balance, as recorded on its books as of the end of
the month preceding the issuance of the BGS Transition Bonds, together with Upfront
Transaction Costs (as defined below) associated therewith; and (v) the formula for the
calculation and adjustment of the BGS TBC and BGS MTC-Tax to provide for the recovery of
the principal and interest on the BGS Transition Bonds and related tax liabilities.
Petitioner asserts that the proceeds of the BGS Transition Bonds (net of Upfront Transaction
Costs as defined below) will be used by or on behalf of PSE&G solely for the purpose of
recovering its unamortized BGS Transition Costs, through the refinancing or retirement of its
debt or equity, or both, including transactions completed prior to the date of and in anticipation
of the issuance of the BSCRO.
BACKGROUND AND PROCEDURAL HISTORY
Basic Generation Service is a regulated electric generation service provided, pursuant to
N.J.S.A. 48:3-57, to any electric utility customer that has not chosen an alternative power
supplier. N.J.S.A. 48: 3-51 . Since August 1, 1999, the state's four electric public utilities
("electric distribution companies" or "EDCs") have been responsible for the provision of BGS.
BGS Transition Costs are the amounts by which the payments by an EDC for the procurement
of BGS supply and related ancillary and administrative costs exceeded the net revenues from
the BGS charges established by the Board, pursuant to EDECA, during the four-year Transition
Period from August 1, 1999 through July 31 , 2003 ("Transition Period"). Such payments include
payments to suppliers made by an EDC pursuant to a competitive procurement process for
BGS supply during the Transition Period and related administrative costs.
The Board's 1999 Summary and Final Restructuring Orders as to PSE&G 1 (collectively,
"Restructuring Orders") provided, among other things, that for the first three years of the
Transition Period, PSE&G would obtain its BGS supply from the affiliated entity to whom it was
transferring its generating units at the pre-established BGS prices reflected in rates. The
Restructuring Orders further provided that PSEG's BGS supply for the fourth and final year of
the Transition Period (August 1, 2002-July 31 , 2003) would be procured via a competitive
bidding process, and to the extent that its prudently incurred BGS supply costs exceeded the
pre-e$tablished BGS prices reflected in rates, such costs would be subject to deferral and
subsequent recovery with interest at a Board-approved ·rate at the end of the Transition Period .
By Order dated June 6, 2001, the Board directed PSE&G and the other three New Jersey EDCs
to each file, by June 29, 2001, specific proposals to implement a Request for Proposals ("RFP")
process for Year 4 of the Transition Period .2 On June 29, 2001 , the four EDCs filed a generic
1

I/MI O Public Service Electric and Gas Company's. Rate Unbundling, Stranded Costs and
Restructuring Filings , BPU Dkt. Nos. E097090461 et seq. (July 24, 1999, August 24, 1999).

·

2
I/MIO the Provision of Basic Generation Service pursuant to the Electric Discount and Energy
Competition Act, N.J.S.A. 48:3-49 et seq. BPU Docket Nos. EX01050303, E001100654, E001100655,
E001100656, and E0001100657 (June 6, 2001).
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proposal, With individual company-specific addenda, recommending that SGS supply be
secured by means of a simultaneous, multi-round, descending clock auction. By Order dated·
December 11. 2001 , the Board approved a State-wide auction _process for obtaining BGS
supply for Year 4 and directed New Jersey's four EDCs, including PSE&G, to make compliance
filings in r~sponse thereto. On December 12, 2001, PSE&G made its compliance filing , which
included, among other things, a request for approval of its proposed accounting and cost
recover-Y for its Year 4 BGS costs, including, but not limited to, a determination that: (i) the
difference between its BGS revenue and BGS costs would be deferred; (ii) interest on this
deferral would be accrued pending recovery at a rate equal to the yield on seven (7) year
constant-maturity U.S. Treasury notes plus 60 basis points; and (iii) there existed a presumption
of prudence with respect to the reasonableness of its Year 4 BGS supply costs. By Letter Order
dated December 14, 2001, the Board approved PSE&G's compliance filing, including a
presumption of prudence and reasonableness of its Year 4 BGS supply costs.
The Year 4 BGS auction was held in February 2002. By Order dated February 15, 2002, the
Board certified the final results of the BGS auction in their entirety and approved the closing
price for each EDC, including PSE&G.
On August 28, 2002, PSE&G filed a petition to recover its deferred baiances ("deferred
balances case"), Dopket No. ER02080604. In its petition, among other things, PSE&G sought
the recovery of its Year 4 Deferred SGS Balance. PSE&G's deferred balances case was
transmitted by the Board to the Office of Administrative Law ("OAL"), and was consolidated with
its petition for an increase in its base rates for distribution service and other charges ("base rate
case"), Docket No. ER02050303, which had previously been transmitted to the OAL for
hearings. The Board retained independent auditors ("Auditors") to perform an audit to verify the
amount of PSE&G's deferred balances, including its Year 4 Deferred BGS Balance. The Audit
was to be performed in two phases, the first phase covering the first three years of the
Transition Period, and the second phase (the "Phase II Audit") covering Year 4.
On September 9, 2002, amendments to EDECA were enacted (P.L. 2002, c.84), which granted
the Board the authority to permit the issuance of transition bonds for the recovery of up to the
full amount of an EDC's reasonably and prudently incurred BGS Transition Costs, as defined in
N.J.S.A. 48:3-51, subject to certain criteria being met.
Public hearings in PSE&G's deferred balances case were held on December 10, 11, and 16,
2002. Evidentiary hearings were held on March 3, 5, and 6, 2003. On June 6, 2003, the
Administrative Law Judge ("ALJ") rendered an Initial Decision for the Board's consideration, in
which he adopted the terms of a joint position among PSE&G and certain parties to the deferred
balances case, the base rate case and other proceedings that had been consolidated with these
cases ("June 61h Settlement Proposal"), which proposed to resolve all matters in the
consolidated dockets, including the deferred balances case. Exceptions and Reply Exceptions
to the Initial Decision were filed with the Board.
By Summary Order in Docket Nos. ER02050303 et al., dated July 31, 2003 ("Summary Order"),
the Board adopted , with significant modifications, the Initial Decision and the non-unanimous
June 6th Settlement Proposal. Among other things, the Summary Order authorized PSE&G to
recover through its Non-Utility Generation Market Transition Charge ("NTC"), on an interim
basis, its projected Year 4 deferred BGS balance of $241 .5 million, at an annual amount of
$28 .1 million, subject to a true-up to reflect Petitioner's actual Year 4 deferred BGS balance as
of July 31, 2003, and to reflect the findings of the Phase II Audit and a recalculation of interest,
on a net-of-tax basis, necessitated by such adjustments. If the deferred BGS balance was not
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securitized by May 1, 2004, the interest rate for the interim period was to be adjusted to reflect
the two-year Treasury rate as of August 1, 2003, plus 60 basis points.
The Board issued a more detailed Final Decision and Order in the consolidated dockets on April
22, 2004 ("Final Order''). The Final Order, which superseded the Board 's Summary Order,
provided a"" fuller discussion of the issues, as well as the reasoning in support of the Board's
determinations.
After PSE&G filed the instant petition to securitize its Year 4 Deferred BGS Balance, the Board
issued an RFP, to secure a financial advisor to assist the Board and its Staff in analyzing the
petition, and fulfilling its statutory responsibilities under EDECA with respect to the potential
issuance of BGS Transition Bonds.. After reviewing the submissions that were received, the
Board, at its April 2, 2004 public agenda meeting, chose Saber Partners, LLC as its financial
advisor ("Financial Advisor'' or "FA"). To ensure that the issuance of BGS Transition Bonds
would produce maximum benefits for PSE&G's customers, including the lowest transition bond
charges consistent with market conditions and the terms of this Bendable Stranded Costs Rate
Order, the Board determined that its Financial Advisor, under the supervision of Board Staff,
should participate directly and in advance with PSE&G and its underwriters in all discussions
and negotiations regarding the structuring, marketing, and pricing of the BGS Transition Bonds.
Notwithstanding the above, the Board, acting through its designee pursuant to N.J.S.A. 48:362(c), retains ultimate and final authority to approve or disapprove the proposed structuring,
marketing, and pricing of the BGS Transition Bonds and related transactions.
At a prehearing conference convened by Commissioner Frederick F. Butler, in January 2005,
the parties, PSE&G, Board Staff and the Division of the Ratepayer Advocate ("Ratepayer
Advocate" or "RPA") (collectively, "the Parties"), agreed to a procedural schedule in this matter
which was memorialized in a January 18, 2005 letterfrom the Board's advising attorney, Senior
Deputy Attorney General Helene S. Wallenstein. By consent of the parties, the procedural
schedule was subsequently modified. PSE&G and the RPA prefiled simultaneous direct
testimony on March 15, 2005. PSE&G prefiled the direct testimony of Morton A. Plawner, from
PSE&G, and Wayne Olson, from Credit Suisse First Boston LLC, the underwriter of the
proposed bonds (Exhibits PS-128 and PS-130, respectively). The Ratepayer Advocate prefiled
the direct testimony of its independent consultant Matthew I. Kahal. (Exhibit RA- 1).
On March 11, 2005 , Petitioner published notice of the filing and of a public hearing to be held on
April 1, 2005 in Newark in newspapers circulated within its electric service territory (Exhibit PS126}. Also on March 11, 2005, Petitioner mailed copies of the newspaper notice to the clerks of
the municipalities, the clerks of the boards of chosen freeholders and the County Executives in
PSE&G's electric service territory (Exhibit PS-127).
A combined public and evidentiary hearing was conducted before Commissioner Butler on April
1, 2005. No members of the public appeared at the public hearing. At the hearing, Messrs.
Plawner, Olson and Kahal testified. In addition, Mr. Josep_
h Fichera of Saber Partners, LLC, the
Financial Advisor to the Board and its Staff in this matter, made a brief statement explaining the
role of the FA. (T79) An opportunity for cross-examination of the above-referenced witnesses
was provided. In addition, at the hearing, the Board received into evidence all of the responses
to requests for information from Board Staff and the Ratepayer Advocate (Exhibits PS-1 to PS123-). At the hearing, Commissioner Butler granted a request to reserve Exhibit PS-131 in
evidence for an update by PSE&G of its actual Year 4 BGS deferral balance as of March 2005,
which also was to be filed in its Quarterly 10-Q to the Securities and Exchange Commission
("SEC") for the first quarter of 2005.

4

Docket No. EF03070532

On or about April 12, 2006, PSE&G and the Ratepayer Advocate filed initial comments. On
April 25, 2005, PSE&G filed reply comments. On May 6, 2005, PSE&G filed the reserved
Exhibit PS-1 ~1. which was the updated response to data request S-PSEG-INF-4 REVISED
5/5/05, containing the monthly accumulated Year 4 BGS deferred balances with actual data
through March 2005 and estimated data through June 2005. Based on Exhibit PS-131 , it
appears-tti'at PSE&G's net of tax balance on an actual basis through March 31, 2005 was
approxrmately $115 million which was also the amount reported to the SEC in PSE&G's
Quarterly Form 10-Q Report for the quarter ended March 31 , 2005. To the above-mentioned
$115 million deferred balance, PSE&G added estimated Upfront Transaction Costs of $2.7
million and requested authority to issue up to $118 million of securitization bonds.
II.

THE PROPOSED TRANSITION BOND TRANSACTION
a.

Proposed Structure-Overview

A general description of the Transition Bond Transaction structure, as proposed by PSE&G in
its Petition and Testimony follows . This proposed structure is subject to modification, subject to
the terms and conditions of this Order, and depending on the requirements of tax authorities,
input from the Board's Financial Advisor, input from underwriters in conjunction with the
marketing of the Transition Bonds, and input from the rating agencies selected to assign credit
ratings to the Transition Bonds. Pricing of the Transition Bonds will be determined by PSE&G in
consultation with the underwriters and the Financial Advisor subject to ultimate and final
approval by the Designee of the Board (the "Designee"), pursuant to the requirements of
EDECA. The structure and terms of the Transition Bond Transaction will be fixed based on
such approved pricing .
Pursuant to N.J.S.A. 48:3-62(a), N.J.S.A. 48:3-62(c) and N.J.S.A. 62(g), Petitioner seeks the
issuance of a BSCRO, authorizing it to securitize the unamortized balance of its Year 4
Deferred BGS Balance, net of tax, together with its reasonable costs incurred in issuing the
BGS Transition Bonds, including the Financial Advisor's fees ("Upfront Transaction Costs").
Petitioner requests that the BSCRO provide, among other things, for: (I) the imposition of BGS
Transition Bond Charges by Petitioner or another entity approved by the Board; (2) the
imposition of related BGS MTC-Tax charges to recover federal, state and local tax liabilities
associated with the revenue received from billing the BGS Transition Bond Charges; (3) the sale
of BGS Bendable Transition Property (as defined below), together with related rights, to a
bankruptcy-remote, special purpose financing entity ("SPE"); (4) the issuance and sale of BGS
Transition Bonds by the SPE, in the amount approved by the Board, the proceeds of which are
to be applied to the recovery of the unamortized balance of Petitioner's net-of-tax Year 4 BGS
deferred balance, together with Upfront Transaction Costs associated therewith; and (5)
approval of the formula for the calculation and adjustment of BGS Transition Bond and the BGS
MTC-Tax charges to assure recovery of the principal and interest on the SGS Transition Bonds
and related tax liabilities. Petitioner requests that adjustments to the BGS MTC-Tax be made in
the same manner and at the same time as the BGS TBC is adjusted.
N.J.S.A. 48:3-62(c)(3) provides that the Board may authorize the issuance of transition bonds
for the recovery of up to the full amount of an EDC's reasonably and prudently incurred SGS
Transition Costs based on the criteria that such amount will produce benefits to ratepayers,
including the ·achievement of the lowest BGS transition bond charges consistent with market
conditions and the terms of the BSCRO. The net proceeds of the transition bonds must be used
by or on behalf of the EDC solely for the purpose of reducing the amount of BGS Transition
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Costs through the refinancing or retirement of electric public utility debt or equity or both
N.J.S.A. 48:3-62(a).
N.J.S.A. 48:3-62(g) provides that an EDC may make a filing to request the Board to authorize
the issuance of BGS Transition Bonds and to issue a BSCRO for the recovery of BGS
Transition "Costs. After notice and the opportunity for hearing, the Board may render a
determmation authorizing the issuance of BGS Transition Bonds if the statutory criteria are met.
Prior to such bonds being issued, after the structure and pricing of the bonds are known, the
Board's Designee must certify that the structure and pricing of the BGS Transition Bonds assure
the lowest transition bond charges consistent with market conditions and the terms of the
BSCRO. Such certification, when made by the Board's Designee after the pricing of the bonds,
is final and uncontestable as of its date. ilh
On September 17, 1999, the Board issued an Order in Docket No. EF99060390 (the "1999
BSCRO"), authorizing PSE&G to recover a portion of its stranded generation costs, pursuant to
N.J.S.A. 48:3-62(b) and (c), through the issuance and sale of up to $2.525 billion aggregate
principal amount of lransition Bonds by a special purpose financing subsidiary of Petitioner.
The 1999 BSCRO also authorized the sale of Bendable Transition Property, as defined by
EDECA, and the imposition of a non-bypassable TBC and MTC-Tax, and approved a formula
for the calculation and adjustment thereof. On January 31, 2001, Petitioner sold its right, title
and interest in the Bendable Transition Property to PSE&G Transition Funding, LLC ("Transition
Funding"), a special purpose, bankruptcy remote subsidiary of Petitioner formed for such
purpose, and Transition Funding issued and sold $2.525 billion of its Transition Bonds, Series
2001-1 in payment therefore (the "1999 Transition Bond Transaction"). PSE&G asserts that the
structure and terms and conditions for which approval is requested in this Petition are
substantially similar to those approved by the Board in the 1999 BSCRO. The Board
emphasizes, however, that its experience with BSCROs has been evolving since 1999, and that
numerous BSCROs have been issued for other EDCs in the interim period . Thus, the Board's
review of this Petition is a de novo review, and its Order in this matter will address the specifics
of this Petition, as spelled out and discussed in this Order, and the record developed in this
case, without reference to, or reliance upon, the 1999 BSCRO.
PSE&G asserts that the entire amount of the net proceeds received from the issuance of the
BGS Transition Bonds shall be used to refinance or retire its outstanding debt or equity or both
Petitioner will account to the Board for the use of the net proceeds, so as to assure that the
entire savings from the bond issuance is passed on to Petitioner's electric customers, in
accordance with N.J.S.A. 48 :3-62(a).
b.

Proposed Structure of the Transition Bonds Transaction

PSE&G asserts that the structure of the BGS Transition Bonds proposed in its Petition is subject
to modification, depending upon the requirements of the taxing authorities, and input from
underwriters in connection with the marketing of the BGS Transition Bonds and credit rating
agencies selected by Petitioner to assign ratings to the BGS Transition Bonds. This proposed
structure is also subject to modification, depending upon input from the Board's Financial
Advisor, and subject to the terms and conditions of this Order. Petitioner asserts that the
proposed structure is intended to minimize debt service costs and correspondingly maximize
ratepayer savings by obtaining the best possible rating for the BGS Transition Bonds as assetbacked securities ("ABS").
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PSE&G requests authority to securitize its net-of-tax Year 4 Deferred BGS Balance, as of the
end of the most recent quarter for which financial information is publicly available with the SEC,
as well as its.Upfront Transaction Costs, as described more fully in Section (c) below. Petitioner
also seeks to recover in the BGS TBC the principal and interest on the BGS Transition Bonds ,
together with the costs of paying , administering and servicing, credit enhancing and overcollateraliilng the BGS Transition Bonds ("Ongoing BGS Transition Bond Costs" as more fully
described in Section (d) below), and in the BGS MTC-Tax, all federal and state tax liabilities
associated with the BGS Transition Costs and the collection of the BGS TBC (the "Tax
Component"), as more fully described herein. Petitioner requests authority to use the proceeds
of the BGS Transition Bonds to recover its SGS Transition Costs, plus Upfront Transaction
Costs. PSE&G proposes that the SGS Transition Bond Charge be a separate, non-bypassable
charge assessed and collected from all its customers and/or the customers of any successor
distribution company within its service territory as such service territory exists as of the date of
this Petition, except as provided in N.J.S.A. 48:3-77 .

..

Petitioner asserts that the principal asset securing the BGS Transition Bonds will be the BGS
Bendable Transition Property created pursuant to the BSCRO. Petitioner asserts that pursuant
to N.J.S.A. 48:3-65, this BSCRO and the BGS Transition Bond Charg~s authorized hereby will
become irrevocable upon this Order becoming effective in accordance with its terms, upon
certification by the Designee, and upon written consent of Petitioner, pursuant to N.J.S.A. 48:368, and that after it becomes effective, this BSCRO cannot be rescinded, altered , repealed,
modified or amended by the Board or any other governmental entityi, nor impaired by the State
of New Jersey, pursuant to N.J.S.A. 48:3-66.
Petitioner asserts that it will form a new, non-utility, bankruptcy-remote special-purpose entity,
wholly owned by PSE&G and that it will provide the initial capitalization of such SPE. Petitioner
states that it will sell the BGS Bendable Transition Property (as herein defined) to the SPE in a
transaction which, under N.J.S.A. 48:3-72, will be a legal true sale and absolute transfer to such
SPE, and that the SPE will constitute a "financing entity" as defined in N.J .S.A. 48:3-51.
Petitioner proposes that, in order to raise the funds to pay the purchase price of the BGS
Bendable Transition Property to PSE&G, the SPE will issue and sell SGS Transition Bonds, the
net proceeds of which will be remitted to Petitioner. The SPE will issue and sell, as assetbacked securities, the SGS Transition Bonds in one of the following ways: 1) as a negotiated
fully underwritten public sale in a fully underwritten limited ·public offering; 2) in a private
placementi or 3) in a limited public offering under Rule 144A of the Securities and Exchange
Commission. PSE&G asserts that all prior securitizations of utility stranded costs or SGS
Transition Costs in New Jersey, including its 1999 Transition Bond Transaction, have been or
are proposed to be structured as ABS and sold on a negotiated basis. To the extent that it may
be more effective to market the BGS Transition Bond Transaction as a private placement or as
a limited public offering under Rule 144A of the SEC, Petitioner indicates that it will do so.
Petitioner asserts that the expertise of an underwriter is critical to the structuring, pricing and
marketing of securities in the ABS market, and, accordingly, that such underwriter(s) will be
engaged to perform these functions, subject to the approval of the Board, acting through its
designated Staff with input from the Financial Advisot.
Petitioner asserts that all of the assets of the SPE, including, without limitation, the BGS .
Bendable Transition Property and the other collateral of the SPE (the "Other SPE Collateral"),
will be pledged as collateral to secure the BGS Transition Bonds. Petitioner asserts that the
Other SPE Collateral may include (without limitation): (1) the rights of the SPE under the BGS
Transition Bond Transaction documents, including a sale agreement by which the SPE acquires
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the Bendable Transition Property and receives certain indemnification from the Petitioner; (2) a
servicing agreement by which Petitioner or any successor in that capacity acts as servicer of the
Bendable Tr~nsition Property and is responsible for the related billing of the BGS TBC and BGS
MTC-Tax (the "Servicer"); (3) an agreement by which the SPE will be administered ; (4) various
trust accounts of the SPE in which pledged funds of the SPE; will be deposited; (5) any
investment earnings on amounts held by the Bond Trustee; (6) the equity capital of the SPE;
and (?)-any hedging agreements entered into in connection with any variable rate bonds.
In its Petition, PSE&G requested that the Board approve the issuance of BGS Transition Bonds
with a scheduled amortization not exceeding 15 years at the time of issuance, as permitted by
N.J.S.A. 48:3-62(d) , and with a final legal maturity beyond such scheduled maturity in order to
minimize overcollateralization requirements and enhance the prospects of securing the highest
possible credit rating for the BGS Transition Bonds. Petitioner subsequently agreed to a
scheduled amortization not to exceed 10 years at the time of issuance, with final legal maturities
of up to 12 years, if required to obtain the highest possible credit ratings for the BGS Transition
Bonds. Petitioner proposes to assign portions of the bonds different maturities (called
"tranching") to permit investors to select their preferred investment term. Petitioner asserts that
this should result in lower interest costs and thus provide a benefit to ratepayers. Petitioner
further requests that the duration of the BGS MTC-Tax be identical to ·the duration of the BGS
Transition Bond Charge.

c.

Recovery of Upfront BGS Transaction Costs

Petitioner asserts that, in order to issue the BGS Transition Bonds and to produce benefits for
its customers, it will incur Upfront Transaction Costs. Upfront Transaction Costs include, among
other items, the underwriting spread, marketing expenses, advisory fees, rating agency fees,
accounting fees, any SEC registration fees (assuming a registered public offering), printing and
marketing expenses, trustees' fees, legal fees, the servicer set-up fee and the administrative
cost of forming the SPE. Based on a then-estimated offering of $150 million of BGS Transition
Bonds, Petitioner testified at the Friday, April 1, 2005 hearing that Upfront Transaction Costs of
approximately $2.7 million would be incurred, which amount may vary, in part, based on the
factors described below. (Exh . P-65).
Petitioner requests authority to recover the Upfront Transaction Costs from the proceeds of the
sale of the BGS Transition Bonds, as authorized by N.J.S.A. 48:3-64, and asserts that the right
to recover such amounts is conveyed by the BGS Bendable Transition Property. SGS
Transition Bond proceeds will be set aside by Petitioner to pay Upfront Transaction Costs,
exclusive of underwriters' discount, which will be netted from the proceeds of the bonds.
Petitioner asserts that actual Upfront Transaction Costs will depend upon, among other
variables, whether the bonds are registered with the SEC, how many credit ratings are obtained,
final legal and trustee costs, and final compensation of the Board's Financial Advisor.
Petitioner proposes to credit back to ratepayers any excess bond proceeds set aside to pay
Upfront Transaction Costs and not applied for such purpose or to the recovery of PSE&G's Year
4 Deferred BGS Balance within 12 months of the bond issuance date. To the extent prior
payment of such costs is made by Petitioner, Petitioner will be reimbursed from the proceeds of
the BGS Transition Bonds.

d.

Recovery of Ongoing BGS Transition Bond Costs

Petitioner requests recovery of the Ongoing SGS Transition Bond Costs through the BGS TBC.
Petitioner asserts that the primary Ongoing BGS Transition Bond Costs are the principal and
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interest on the BGS Transition Bonds. Other Ongoing BGS Transition Bond Costs include the
servicing fee of .05% of the initial principal amount of the Transition Bonds (the "Servicing Fee")
paid to PSE&G as the Servicer (as defined below), or such hi~her fee (of up to 1.25%) as may
be payable to a successor Servicer subject to Board approval , and the ongoing cost of any
credit enhancement
and overcollateralization authorized in this BSCRO.
- .,
Petitioner asserts that there will be a small amount of additional Ongoing BGS Transition Bond
Costs, i:e., an administration fee, legal and accounting fees, directors' or managers' fees, rating
agency fees, and trustee fees, an accounting of which will be provided to the Board. Ongoing
BGS Transition Bond Costs may also include the net costs of any hedging arrangements
entered into in connection with any variable rate BGS Transition Bonds. Petitioner asserts that
such costs are "bendable stranded costs" pursuant to N.J.S.A. 48:3-51, and that the right to
recover these costs is conveyed by the BGS Bendable Transition Property. Thus, PSE&G
contends that these costs are includable in the BGS TBC in accordance with N.J.S.A. 48:3-64.
e.

Approval of Final Terms and Conditions: BGS Transition Bond Transaction

Pursuant to the amendments to EDECA, the Board may authorize the issuance of transition
bonds for the recovery of up to the full amount of an EDC's reasonably and prudently incurred
BGS transition costs, based on the criteria that such amount will produce benefits for customers
of the EDC, which include the lowest transition bond charges consistent with market conditions
and the terms of the BSCRO. N.J.S.A. 48 :3-62 (c) (3). After the pricing of the BGS Transition
Bonds, when the final terms and pricing are known, in order for the transaction to proceed, the
Board or its Designee must approve the final terms and conditions of the BGS Transition Bonds,
and must certify that the structure and pricing of the BGS Transition Bonds assure that
PSE&G 's customers will pay the lowest BGS TBC consistent with market conditions and the
terms of the BSCRO. N.J.S.A. 48:3-64(a)(3).
In order to assure that the Board and its Designee have all the information that they deem
necessary to fulfill their statutory mandates, Petitioner will fully cooperate with and promptly
provide any requested information to the Board's Designee, Board Staff and the Financial
Advisor. On the day the BGS Transition Bonds are priced, Petitioner will file with the Board's
Designee a Pricing Advice Certificate in the form of Appendix D attached to this Order.
Within one business day of the Designee's receipt of the Pricing Advice Certificate , the
Designee will also receive a certification from the Financial Advisor in a form acceptable to the
Designee. In addition, the Designee, upon the advice of the Financial Advisor, shall receive
such certifications from the underwriters as the Designee, upon the advice of the FA. shall deem
necessary. Petitioner requests that after the Board's Designee has reviewed the filed Pricing
Advice Certificate and other certifications required by the Designee (at the time of the pricing of
the SGS Transition Bonds and as described herein or at such other time as directed by the
Oesignee), and finds them to be satisfactory, the Board's Designee file with the Board a
Certification stating that the structure and pricing of the Transition Bonds assures that
Petitioner's customers will pay the lowest BGS Transition Bond Charges consistent with market
conditions and the terms of this Order. The proposed Certification by the Designee would also
approve the terms and conditions of the SGS Transition Bonds, including scheduled
amortizations of up to 1O years and final legal maturities of up to 12 years, if required to obtain
1

Pursuant to N.J.S.A. 48: 3-71 (f), the Board may, at its discretion, establish criteria for the selection of
any entity that may become a servicer of bondable transition property upon default or the adverse
material change in financial condition of the electric public utility.
9

DocketNo.EF03070532

the highest possible credit ratings for the BGS Transition Bonds; semi-annual or quarterly
payments on the BGS Transition Bonds, depending upon input from rating agencies and the FA,
tax consider~tions and market conditions at the time of the pricing of BGS Transition Bonds;
and the structuring of debt service on the SGS Transition Bonds upon issuance, so that the
sum, for each annual period, of the Periodic Payment Requirement (as defined below) and the
associa~ecf BGS MTC-Tax collections will be substantially equal.
f.

BGS Transition Bond Charge

Upon the issuance of the BGS Transition Bonds, Petitioner will include the BGS TBC in its
charges to ratepayers. Petitioner asserts that the right to recover the SGS TBC will constitute
separate Bendable Transition Property and for purposes of Petitioner's tariff will be separate
and distinct from the Transition Bond Charge authorized by the Board's 1999 BSCRO. PSE&G
proposes that the TBC from the 1999 BSCRO and the BGS TBC be combined for customer
billing and administrative purposes, but such amounts will be separately recorded on its books
pending payment to the Trustee. Simi larly, PSE&G proposes that the MTC-Tax from the 1999
BSCRO and BGS MTC-Tax be combined for administrative and billing purposes.
Petitioner asserts that, from time to time, the BGS TBC will be reset by a formula to a level
intended to recover the sum of the Ongoing BGS Transition Bond Costs, including, without
limitation: (i) the principal of (in accordance with the Expected Amortization Schedule approved
by. the Designee after the pricing of the BGS Transition Bonds), and interest on, the BGS
Transition Bonds authorized by the Board pursuant to this Order; (ii) the costs of administering
the SPE; (iii) the costs of servicing the BGS Transition Bonds, including servicing and trustee
fees, expenses and indemnities; (iv) amounts required to fund or replenish the
overcollateralization account in accordance with overcollateralization schedule approved at
pricing of the BGS Transition Bonds, including the reimbursement of any amounts drawn from
the capital account; and (v) the ongoing expenses of any other credit enhancement agreement,
including any amount or termination payment that might become due and payable by the SPE
as a result of any interest hedging agreement entered into in connection with floating rate BGS
Transition Bonds, if issued. The required periodic payment of all such amounts, including
deficiencies on past due amounts for any reason, is hereinafter referred to as the "Periodic
Payment Requirement" and the total of such requirements, until paid in full, the "Total Payment
Requirement."
Petitioner proposes that the BGS MTC-Tax be adjusted at the same time and substantially in
the same manner as the BGS TBC, to recover all taxes incurred in billing the BGS TBC.
Petitioner proposes that the formula used to adjust the BGS TBC and the MTC-Tax consider
assumptions as may need to be adjusted from time to time, including but not limited to energy
sales forecasts, customer payment and charge-off patterns, defaults by third party suppliers (as
described herein), the Periodic Payment Requirement and, with respect to the MTC-Tax, the
applicable state and federal income tax rates in effect from time to time.
Petitioner requests that the BGS Transition Bond Charges remain in effect until the owner of the
BGS Bendable Transition Property (the SPE) has received sufficient funds from BGS Transition
Bond Charges to discharge the Total Payment Requirement, and that the BGS-Tax remain in
effect until all associated tax liabilities have been recovered.
Petitioner proposes that the TBC from the 1999 BSCRO and the BGS-TBC, together with their
related MTC-Tax charges, be combined on each non-residentia l customer's bill as a single
separate line item. For residential customers, the two TBCs, together with their related MTC-Tax
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charges would be combined with the customer's electric distribution charges as a single item.
All bills would , in addition , contain in text or in a footnote that such combined charges represent
Bendable Tr~nsition Property sold pursuant to the 1999 BSCRO and BGS Bendable Transition
Property sold pursuant to this BSCRO, and that such property is being collected by Petitioner on
behalf of the SPEs, as owners of their respective Bendable Transition Property.

-

-g.

~

Periodic Adjustments to the BGS Transition Bond Charge and MTC-Tax

N.J.S.A. 48:3-64(b) requires a BSCRO to provide for mandatory periodic adjustments by the
Board of the BGS TBC ("True-Up Mechanism") upon petition of the affected EDC, its assignee
or financing entity, to conform the transition bond charges to the schedule of payments and
principal and interest on the transition bonds previously approved by the Board or its Designee
pursuant to N.J.S.A. 48:3-64(a). Such periodic formulaic adjustments must be made at least
annually. PSE&G asserts that, as Servicer under the Servicing Agreement, it will be
responsible for filing documentation with the Board for any necessary periodic adjustments
which it may request the Board to authorize pursuant to this BSCRO. PSE&G as servicer under
the Servicing Agreement and any lawful successor to PSE&G as servicer is hereinafter referred
to as the "Servicer."
Although Petitioner expects to file for annual adjustments, it also requests authorization to file
more frequently than annually, i.e., quarterly, if necessary for credit rating purposes. Under
N .J.S . A~ 48:3-64(b), the Servicer shall propose such an adjustment in a filing with the Board
made at least 30 days in advance of the date upon which the adjustment is requested to
become effective. Petitioner proposes that any such proposed adjustment shall become
effective on an interim basis on such date and shall become final 60 days thereafter, absent a
Board Order to the contrary finding a manifest error (an arithmetic error evident on its face).
Petitioner also requests that the Board authorize periodic adjustments of the BGS MTC-Tax.
Such adjustments would be made at least annually to reconcile the revenue received for income
taxes to the income taxes required to be paid on the taxable net revenue received from billing
the BGS Transition Bond Charges. Petitioner requests that the adjustments be made at the
same time and in the same manner as set forth in the True-Up Mechanism for BGS Transition
Bond Charges,in order to assure receipt of sufficient funds to recover tax liabilities incurred in
billing the BGS Transition Bond Charges. Petitioner also requests that, upon its petition, the
BGS MTC-Tax be adjusted based upon assumptions described in the formula described herein,
as those assumptions are adjusted from time to time in accordance with the formula described
herein. (See Attachment 3a to Appendix F.) Petitioner asserts that a delay in the periodic
adjustment of the BGS MTC-Tax will not in any way adversely affect or delay implementation of
the periodic adjustment of the BGS Transition Bond Charge described in the preceding
paragraph.
Petitioner also requests authorization to petition the Board for permission to make "non-routine'
adjustments, to accommodate changes to the formula described herein, if deemed appropriate
by Petitioner to remedy a significant and recurring variance between actual and expected BGS
Transition Bond Charge collections. Petitioner states that any such filing would have to be
made at least 90 days prior to the proposed effective date, and could not be implemented
without prior written Board approval.
Petitioner asserts that it intends to make routine annual and quarterly true-up filings for the BGS
TBC and BGS MTC-Tax. Currently, pursuant to the 1999 BSCRO, Petitioner will file for
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adjustments annually through December 1, 2014, and will file quarterly thereafter commencing
March 1, 2015.

h.

Remittance of BGS Transition Bond Charges

Petitioner proposes to remit, in its capacity as Servicer, at least monthly, to the BGS Transition
Bond trt.fstee ("Bond Trustee") the revenue received from billing SGS Transition Bond Charges,
based on the collectjon methodology described by Petitioner. Petitioner asserts that this
methodology is similar to that approved in the 1999 BSCRO; however, Petitioner proposes that,
in the instant case, if collections are remitted less frequently than daily, Petitioner will credit
ratepayers, not less frequently than annually, with an amount equal to the earnings (calculated
using the average daily federal funds rate during the monthly remittance period) on the average
daily balances of such collections to (but not including) the remittance date to the Trustee.
Petitioner asserts that, as Servicer, it will receive the BGS Transition Bond Charge collections
daily and, as authorized by N.J.S.A. 48:3-64(e), it may commingle SGS Transit.ion Bond Charge
collections with the 1999 Transition Bond Charge collections and with other customer payments
until the remittance date to the Bond Trustee.
Petitioner proposes that BGS Transition Bond Charge collections from each customer will be
applied first to the payment of the New Jersey Sales and Use Tax, which Petitioner will collect
for remittance to the State and not for its own account or that of the SPE, and which are not
"cbarges" for purposes of the following allocations, then to charges in arrears, if any, and then to
current charges. With respect to each billing period, partial payments of charges will be
allocated to the Transition Bond Charges for all series of Transition Bonds, to the MTC-Tax and
to the Petitioner's other charges, pro rata, based on the proportions that the aggregate
Transition Bond Charges, the related MTC-Tax and the Petitioner's other charges bear to the
total charges collected. Partial payments of Transition Bond Charges will be allocated to the
owners of Bendable Transition Property, pro rata, based on the proportions that the Transition
Bond Charge representing the Bendable Transition Property created under the 1999 BSCRO,
the BGS Transition Bond Charges created under this BSCRO and any Transition Bond Charges
created pursuant to other subsequent financing orders bear to the total Transition Bond
Charges collected .
Petitioner asserts that the Bond Trustee will retain SGS Transition Bond Charge collections
received from Petitioner, as Servicer, until the Bond Trustee makes scheduled principal and
interest payments and all servicing fees and ongoing expense payments to the appropriate
parties. These distributions are expected to be made on a quarterly or semi-annual basis.
Petitioner further states that the Bond Trustee will hold all BGS Transition Bond Charge
collections received between the remittance date and distribution date in a collection account,
and will invest the funds in the collection account in investment grade short-term securities that
mature on or before the next distribution date. The investment income earned in the trust
accounts held by the Bond Trustee may be used to satisfy currently scheduled interest and
principal payments on the BGS Transition Bonds and related expenses, to distribute to the SPE
(as a return on equity) an amount equal to interest earnings on the capital account and to satisfy
scheduled overcollateralization amounts. Any earnings in excess of required amounts in such
trust accounts (or required to be remitted to the SPE as a return on equity) will reduce the BGS
TBC through the True-Up Mechanism.
Petitioner proposes that, upon retirement of all outstanding BGS Transition Bonds and any
related Ongoing BGS Transition Bond Costs, any remaining amounts held by the Bond Trustee
will be released to the SPE. At that time, Petitioner's equity in the SPE (and any investment
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earnings thereon) may be distributed to Petitioner, and Petitioner will credit an amount equal to
any overcollected BGS TBC, less any amount of any unpaid MTC-Tax, to its customers against
their distributLon charges, or in such other manner as determined by the Board.

i.

Credit Enhancement

Petitioner proposes ·that the SGS Transition Bond documents incorporate the True-Up
Mechanism authorized by N.J.S.A. 48:3-64(b), as described above, and overcollateralization
amounts or other means of credit enhancement as required by the rating agencies or taxing
authorities, as approved by the Board or its Designee.
Petitioner proposes that the SGS TBC be set to collect an overcollateralization amount over
time in addition to the principal (in accordance with the expected amortization schedule) and
interest payable on the BGS Transition Bonds and the other Ongoing BGS Transition Bond
Costs . PSE&G proposes that it be permitted to determine the overcollateralization amount
needed to satisfy the rating agencies, with input from the rating agencies and taxing authorities
prior to the time BGS Transition Bonds are priced, subject to the approval of the Designee. As
with other components of the SGS TBC, the overcollateralization component will be
incorporated into each periodic adjustment to the extent necessary using the True-Up
Mechanism.
Petitioner asserts that customers will receive credit against other rates then in effect equal to the
amount of any collateral remaining after satisfaction of the Total Payment Requirement less any
amount of any unpaid MTC-Tax charges (and after return of Petitioner's equity, together with
interest earnings thereon). As a result, overcollateralization will not reduce customer benefits
from the BGS Transition Bond Transaction.

j

Formation of the SPE

Petitioner proposes that a new SPE be formed prior to the issuance of the BGS Transition
Bonds as a wholly-owned, non-utility special purpose subsidiary of PSE&G. The SPE is
expected to be a limited liability company.
Petitioner asserts that the fundamental organizational documents of the SPE will impose
significant limitations upon the activities of the SPE and the ability of Petitioner to take actions
as the holder of the equity interest therein. For example, the SPE will be formed for the limited
purpose of acquiring the BGS Bendable Transition Property and Other SPE Collateral and
issuing and selling the BGS Transition Bonds. It will not be permitted to engage in any other
activities, and will have no assets other than the BGS Bendable Transition Property (as defined
below) and the Other SPE Collateral. If rating agency criteria permit, there may only be one
independent manager of the SPE.
k.

BGS Bondable Transition Property

Consistent with the definition in N.J.S.A. 48:3-51 , Petitioner's bendable BGS transition property
(the "BGS Bondable Transition Property") will consist of: (1) the irrevocable right to charge,
collect and receive, and be paid from collections of BGS Transition Bond Charges the amount
necessary to provide for the full recovery of the Total· Payment Requirement; (2) all rights of
Petitioner under this,,BSCRO, including without limitation, all rights to obtain periodic
adjustments of the BGS TBC pursuant to the True-Up Mechanism; and (3) all revenues,
collections, payments, money and proceeds arising under, or with respect to, all of the BGS
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Transition Bond Charges. Pursuant to N.J.S.A. 48:3-65 and 48:3-71, upon receipt of payment
for the BGS Bendable Transition Property by the Petitioner from the SPE, the BGS Bendable
Transition Property will constitute a vested, presently existing property right which will
continuously exist as property for all purposes until the bonds are paid as provided in EDE CA
and this Order, whether or not the revenues and proceeds arising with respect thereto have
accrued~ and notwithstanding the fact that the value of the property right may depend upon
consumers using electricity or the Servicer performing services; and the validity of any sale,
assignment or other transfer of the BGS Bondabl~ Transition Property will not be defeated or
adversely affected by the commingling with the other funds of Petitioner the revenues received
on account of the BGS Bendable Transition Property.
Sale of BGS Bondable Transition Property to SPE
Petitioner requests that the Board-approve the sale of the BGS Bondable Transition Property to
the SPE in a transaction which, under N.J.S.A. 48:3-72, will be a legal true sale and absolute
transfer to the SPE, notwithstanding any other characterization for tax, accounting or other
purposes. Petitioner proposes that the SPE will have the right, among others, to exercise,
through Petitioner or its successor electric public utility, any and all rig_h ts and remedies to
collect any amounts payable by any customer with respect to the BGS TBC and related BGS
MTC-Tax. For that purpose, the SPE will have the right to direct PSE&G or any successor utility
to shut off electric power to the extent permitted in accordance with law and any applicable
regulations and Board Orders. The SPE and other third parties, however, will not have any right
to exercise any direct control over the distribution and transmission system of PSE&G or any
successor electric public utility.
The Petitioner notes that the agreement in connection with the sale and transfer of the BGS
Bendable Transition Property to the SPE will include representations and warranties with
respect to, among other things, the validity of this Order, the BGS Bendable Transition Property
and the title thereto, and will provide specific covenants and indemnities in connection with such
transfer for the benefit of the holders of BGS Transition Bonds.
m.

Issuance of BGS Transition Bonds

Petitioner requests that the Board approve the issuance of BGS Transition Bonds by the SPE.
Petitioner asserts that the holders of the BGS Transition Bonds will, by the terms of the BGS
Transition Bonds, have recourse only to the SPE's credit and assets, and that the BGS
Transition Bonds will be secured only by a pledge of all of the rights, title and interest of the SPE
in its BGS Bendable Transition Property and Other SPE Collateral. Petitioner notes that the
BGS Transition Bonds may be issued in series and classes with different terms.
n.

Non-Bypassable BGS Transition Bond Charge

Pursuant to N.J.S.A. 48:3-67, the BGS Transition Bond Charges established by the Board in
this BSCRO will be non-bypassable and will be assessed against and collected from all
customers of PSE&G or any successor electric public utility, except as provided in N.J.S.A.
48:3-77, within PSE&G's electric service area (as such service area exists as of the date of this
Order}, until the Total Payment Requirement is discharged in full. The BGS Transition Bond
Charge will apply equally to each customer, regardless of class, based on the amount of
electricity delivered to the customer through the transmission and distribution system of PSE&G
or any successor electric public utility that may take over all or a portion of PSE&G's electric
service area, including electricity sold to customers by any third party supplier ("TPS"), as
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described below. With respect to on-site generation, N.J.S.A. 48:3-77(b) provides that the BGS
TBC will not be imposed on the electricity sold solely to the on-site customer of an on-site
generator. Hpwever, N.J.S.A. 48:3-77(c) provides that the BGS-TBC shall be imposed on the
generation from on-Site generation facilities to the extent that on-site generation from facilities,
installed_s~bsequent to July 31, 1999, has displaced customer purchases from an EDC by an
amount such that the kilowatt hours distributed by the electric public utility have been reduced to
an amount equal to 92.5 percent of the 1999 kilowatt hours distributed by the EDC.

o.

Third Party Suppliers

Petitioner asserts that the billing, collection and remittance of BGS Transition Bond Charges by
a third party supplier may increase the risk of shortfalls in the BGS Transition Bond Charge and
BGS MTC-Tax collections due to a potential default, bankruptcy or insolvency of the TPS. It
asserts that this could increase risks to investors, potentially increasing the required credit
enhancement or reducing the credit rating of the BGS Transition Bonds, thereby potentially
increasing the rate of interest on the BGS Transition Bonds that would be required by investors,
and ultimately the BGS Transition Bond Charge and BGS MTC-Tax. In order to mitigate these
alleged risks, satisfy rating agency concerns and minimize the cost to ratepayers, PSE&G
proposes that all TPSs should be required to comply with the billing, collection and remittance
procedures and information access requirements set forth below. Petitioner requests that the
Board only authorize a TPS to bill and collect the BGS Transition Bond Charge and associated
BGS MTC-Tax with respect to power sold by it for remittance to the Servicer if: (1) such TPS
agrees to remit the full amount of all charges it bills to customers for services provided by
Petitioner, together with BGS Transition Bond Charges and BGS MTC-Tax, regardless of
whether payments are received from such customers, within 15 days of Petitioner's (or any
successor Servicer's) bill for such charges ; (2) such TPS provides the Servicer with total ·
monthly kWh usage information for each customer in a timely manner for the Servicer to fulfill its
obligations, as such information is the basis of such remittance; and (3) the Servicer is entitled ,
within seven days after a default by the TPS in remitting any charges payable to Petitioner,
including BGS Transition Bond Charges and BGS MTG-Tax billed , to assume responsibility for
billing all charges for services provided by Petitioner or any Servicer, including the BGS
Transition Bond Charges and BGS MTG-Tax, or to transfer responsibility to a qualifying third
party. In addition, if and so long as , such TPS does not maintain at least a "Baa2" and "BBB" or
the equivalent rating on its long term unsecured debt from Moody's Investors Service or
Standard & Poor's Rating Services, such TPS should be required to maintain, with the Servicer
or as directed by the Servicer, a cash deposit or comparable security equal to two months'
maximum estimated collections of all charges payable to the Petitioner, including the BGS
Transition Bond Charges and BGS MTG-Tax, as agreed upon by Petitioner (or any successor
Servicer) and the TPS. In the event of a default in the remittance of any such charges by a
TPS, any shortfall in the BGS Transition Bond Charge or BGS MTC-Tax collections by a TPS
would be included in the periodic adj ustment of the BGS Transition Bond Charge and BGS
MTG-Tax.

p.

Servicing

Petitioner requests ij')at, pursuant to N.J.S.A. 48:3-71(f), it be authorized enter into a servicing
agreement ("BGS Servicing Agreement") with the SPE to perform servicing functions on behalf
of the SPE. Details regarding the BGS Servicing Agreement, including servicing compensation,
are substantially as described in the Petition and will be described in the SEC Filing or in the
offering memorandum relating to the sale of the transition bonds. The Petitioner states that
under the Servicing Agreement, the Servicer is to receive an annual servicing fee equal to
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0.05% of the initial principal amount of the BGS Transition Bonds (the "Servicing Fee"). The
Petitioner also requests that the Board approve a higher annual Servicing Fee of any successor
Servicer of up to 1.25% of the initial principal balance of all BGS Transition Bonds that the SPE
has issued.
~

MTC-Tax Component Recoveries

Petitioner requests the right to recover the BGS MTC-Tax of the BGS Transition Bonds until the
principal of the transition bonds is repaid in full. The MTC-Tax will be subject to mandatory
periodic adjustments (at the same time and in the same manner as the BGS Transition Bond
Charges) to reconcile the revenue received for the payment of income taxes from the BGS
MTC-Tax collections with the income taxes required to be paid on the taxable revenue received
from billing the SGS Transition Bond Charges . Petitioner states that it will maintain separate
accounting for the BGS MTC-Tax collections and the BGS TBC collections. Petitioner asserts
that, pursuant to N.J.S.A. 48:3-72(a)(4)(c), its billing of the MTC-Tax will in no way affect or
impair the legal true sale and absolute transfer of the BGS Bondable Transition Property to the
SPE, or otherwise affect the legal rights and attributes of the BGS Bendable Transition Property
under EDECA.

Ill.

PETITION'S ASSERTED RATEPAYER BENEFITS

As set forth in Exhibit A attached to the Petition, PSE&G estimates that the issuance and sale of
the BGS Transition Bonds will produce benefits to its ratepayers in the form of lower costs than
would have been achieved without the issuance of the BGS Transition Bonds. Specifically,
Petitioner asserts that, in accordance with N.J.S.A. 48:3-62(c)(3), the BGS Transition Bond
Transaction will produce ratepayer benefits by lowering Petitioner's overall cost of capital and
minimizing the rate impact as compared to the immediate recovery in one year of the thenunamortized Year 4 Deferred BGS Balance. In addition, Petitioner asserts that the appropriate
comparison for determining ratepayer benefits is to compare the costs of securitization as
proposed by the Petitioner and the costs under standard rate base/rate of return recovery.
Petitioner argues that this comparison properly recognizes the capital structure boundaries that
require the Petitioner to provide equity support to maintain an adequate credit rating and access
to reasonably priced funds. PSE&G asserts that its proposed securitization transaction, as
compared to standard rate base/rate of return recovery, would result in a benefit of over $36
million (over $32 million on a net present value basis assuming a discount rate of 6.52%).
(PS-3 at 12.) Petitioner notes that the actual amount of ratepayer benefit resulting from the
BGS Transition Bond Transaction will depend upon the actual amount of BGS Transition Bonds
issued, prevailing interest rates, market conditions at the time the BGS Transition Bonds are
priced, and the ac~ual amount of Upfront Transaction and Ongoing BGS Transition Bond Costs .
The final structuring, marketing, pricing, and terms and conditions of the BGS Transition Bonds
will be subject to the approval of the Board and the Designee pursuant to this Order.
IV.

USE OF PROCEEDS

Petitioner states that the proceeds, net of underwriting discount, from the sale of the BGS
Transition Bonds will be remitted to PSE&G in consideration of PSE&G's sale of its BGS
Bendable Transition Property. In accordance with N.J.S.A. 48:3-62(a), Petitioner proposes to
use· such proceeds, after payment of Upfront Transaction Costs, to refinance or retire its debt or
equity, or both, including transactions completed prior to the date of and in anticipation of the
issuance of this Order. Petitioner will account to the Board for the use of the net proceeds, so
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as to assure that the entire savings from the bond issuance is passed on to PSE&G's electric
customers, in accordance with N.J.S.A. 48:3-62(a).

V.

TESTIMONY OF THE RATEPAYER ADVOCATE

In his March 15, 2005 direct testimony, RPA witness Matthew Kahal addressed whether the
deferred· balance should be securitized and under what terms and, in the alternative, the
appropriate carrying charge to be used should securitization not be approved. Kahal noted that
an appropriate amortization period must be determined for use under either option. Kahal
agreed with Petitioners that securitization is "a reasonable and potentially cost-effective method
for financing the recoverable deferred balance provided the amount to be financed is large and
a reasonably long time period for securitization is used" and suggested that a 10-year rather
than 15-year maximum amortization period allowed by statute would be most appropriate.
Kahal identified one more caveat: if overrecoveries in other non-BGS accounts were
determined to be large enough to offset a significant amount of deferred BGS costs so as to
make securitization not cost beneficial, then other alternatives should be used. Kahal proposed
use of non-securitized debt at a higher interest rate but without upfront transaction costs if an
amortization period less than 10 years were used or if the amount to be securitized were
reduced substantially.
Kahal disagreed with Petitioner's position that it was entitled to rate base treatment of the
deferred balance absent securitization. Kahal asserted that should securitization not occur, the
Board's Order and the settlement agreement did not specify use of rate base/rate of return
recovery. Instead, the Order refers to the settling parties' recommendation "that the appropriate
carrying charge effective August 1, 2003 reflect a cost of capital that is commensurate with the
time frame of amortization authorized by the Board." Kahal also raised a potential objection to
Petitioner's method of calculating the year-end 2004 BGS balance. Kahal stated that it was not
clear, as PSE&G had suggested , that the language of the Board Order on deferred balances
authorized retroactive interest on the BGS balance. RA-1 at 7-8. RA-1 at 12-13. Kahal
concluded that based on his own net present value tests, assuming a 10-year term and a 7
percent consumer discount rate, "securitization is preferable in terms of minimizing costs to
customers, but only if it is determined that the deferred balance approximates the Company's
estimate of $200 million," and added that the alternative scenario of using non-securitized
financings could create capital structure effects that could cost ratepayers in future rate cases.
RA-1at14-15.

VI.

COMMENTS OF THE PARTIES
a) RATEPAYER ADVOCATE

In its April 12, 2005 comments, the Ratepayer Advocate raised the following four issues. First,
the RPA asserted that there is insufficient data on the record to conclude that the remaining
Year Four BGS deferred balance should be securitized. The Ratepayer Advocate asserted that
a review of the Phase II Audit Report regarding the Year 4 Deferred BGS Balance is required to
support a decision to securitize that balance. Moreover, the RPA argued that in PSE&G's most
recent deferral case, the Board found that PSE&G had overrecoveries in certain components of
its deferred balances and approved, with modifications the June 6th Joint Position entered into
by"some of the parties, which provided for credits to be given to customers over 29 months
beginning on August 1, 2003. The RPA argued that any remaining overrecoveries in PSE&G's
deferred balances, including those which may still be at issue in the Phase II Audit Report need
to be quantified and should be used to offset the amount to be securitized in this proceeding.
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Second, the RPA argued that the Board should reject PSE&G's proposal to use its authorized
rate of return.in its most recent electric base rate case as the carrying charge for the Year 4
Deferred BGS Balance if the Board rejects the concept of securitization in this proceeding. The
RPA also ~rged the Board to find the PSE&G has not shown that securitization will benefit
ratepay~rs·.

Third, the RPA asserted that if securitization is approved, all cost savings that accrue from the
use of the proceeds of the transition bonds must be passed through directly to customers. For
instance, the RPA argued that if long-term debt is retired, then the interest expense and other
savings from the retirement should be credited to ratepayers.
Finally, the RPA asserted that Paragraph 12 of the June 61h Joint Position which deals with the
change in interest rate if securitizations is not achieved by May 2004 should be interpreted as
providing for the two-year constant maturity treasury rate on or closest to August 1, 2003 plus
60 basis points to apply prospectively from May 2004, not from August 1, 2003.

b) PSE&G
On April 8, 2005, PSE&G filed post-hearing comments limited to the interest accrual issue as
discussed at the April 1, 2005 hearing. PSE&G challenged RPA's questioning of whether the
start date of August 1, 2003 for PSE&G's additional interest accrual of $645,581 through May 1,
2004 was authorized. PSE&G argued that the term "interim period" used in the June 6
Settlement and the Board Order in the deferred balances and base rate cases was intended to
reflect the period between August 1, 2003 through the date that the Board accepted or rejected
securitization of the BGS deferral balance. According to PSE&G, the settlement and Board
Order intended to deal with three possible scenarios in which securitization was either approved
and executed by May 1, 2004; or approved and executed after May 1, 2004; or securitization
was rejected by the Board. PSE&G asserted that under each scenario the Board intended that
August 1, 2Q03 would be the relevant date for determining carrying costs, but that: a short-term
interest rate of one-year Treasury plus 50 basis points should apply if securitization was
authorized by May 1, 2004; a longer-term interest rate if two-year Treasury plus 60 basis points
should apply if securitization were not achieved until after May 1, 2004; and an overall cost of
capital rate should apply if the Board rejected securitization. PSE&G argued that the instant
requested Board authorization of securitization equates to the second longer-term scenario
described above and, therefore, PSE&G asserted that it appropriately calculated additional
accrued interest charges by using the period beginning August 1, 2003 and interest of 2.45%
based on the two-year Treasury plus 60 basis points.
On April 22, 2005, PSE&G filed reply comments in response to the issues the RPA raised in
post-hearing comments. First, PSE&G disagreed with the RPA's position that any current
overrecoveries in non-BGS deferred balances should be used to offset the BGS deferral
balance because the Board has already approved a joint position in PSE&G's recent deferred
balance proceeding that provided a rate credit to cu~tomers to return certain overcollected
deferred balances. PSE&G argued that to now apply overrecoveries against the BGS deferred
balance would controvert the Board's decision in that case and would require a reversal of the
crE?dits causing, in effect, a rate increase.
Second , PSE&G disagreed with the RPA's argument that, if securitization is rejected, the Board
should not approve PSE&G's after-tax weighted average cost of capital of 8.18% as the
appropriate carrying costs. PSE&G argued that a mix of debt and equity supports both the
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physical and regulatory assets of the company, and thus the overall rate of return is the
appropriate carrying charge to use in the event securitization is not approved. PSE&G also
asserted that..the RPA's arguments regarding the benefits of securitization is contradicted by the
testimony of its own witness, citing the testimony of Mr. Kahal at pages 14 and 15.
Third, PSE&G disputes the RPA's claim that allowing securitization cost savings to be passed
through 'l o ratepayers via PSE&G's next distribution rate case would contradict the statutory
requirement that the entire amount of cost savings achieved be passed on to ratepayers.
PSE&G asserted that it would be inappropriate to reset rates based on a single input and the
alternative would be a full rate case that is not required. Fourth, PSE&G reiterated its
arguments regarding the use of August 1, 2003 as the correct beginning date for calculating
additional accrued interest on the deferred BGS costs.

VII.

DISCUSSION OF ISSUES

In 2002, the Legislature amended EDECA to permit, but not require, the Board to authorize the
issuance of transition bonds to enable the EDCs to recover deferred BGS Transition Costs, as
defined in N.J.S.A. 48:3-51, which were incurred by the EDCs to satisfy their obligation to
provide customers with Basic Generation Service, provided that certain conditions are met.
N.J.S.A. 48:3-62(c)(3) provides that "the board may authorize the issuance of transition bonds
for the recovery of up to the full amount of an electric public utility's reasonably and prudently
incurred basic generation service transition costs based on the criteria that such amount will
produce benefits for customers of the electric pubic utility which include the lowest transition
bond charges consistent with market conditions and the terms of the [BSCRO]."
Notwithstanding the RPA's assertion in its comments that the Petitioner has not shown that
securitization will benefit ratepayers, PSE&G and the RPA's witness appear to agree that
securitization of PSE&G's net-of-tax Year 4 Deferred Balance with a 10-year amortization period
would likely minimize costs to customers as compared to recovery of these balances through
alternate eligible methods of recovery. RPA witness Kahal testified that due to its triple A
status, securitized debt would carry a much lower interest rate than non-securitized debt, but
would be burdened by additional Upfront Transaction Costs . (RA-1 at 15). Witness Kahal
further testified that based on his own net present value analysis comparing 10-year securitized
and non-securitized debt, the securitized debt "shows a slight [net present value] savings" and
concluded that at this time, "it appears that securitization is preferable in terms of minimizing
costs to customers"' assuming the deferred balance approximates Petitioner's estimate thereof.
(RA-1 at 14-15). Mr. Kahal also testified that. in the instant case, securitization offers the
ancillary benefit of enhancing PSE&G's financial integrity, because, when assessing PSE&G
credit worthiness. rating agencies tend to exclude the securitized debt from the capital structure,
thereby improving P,SE&G's ratio of debt to equity.
Based on the record that has been developed in this proceeding, the Board believes, that,
consistent with N.J.S.A. 48:3-62(c)(3), the BGS Transition Bond Transaction, after taking into
account a reasonable level of Upfront Transaction Costs, should produce positive benefits to
customers, including the lowest Transition Bond Charges consistent with market conditions and
the terms of this Order. Rates to customers will not increase as a result of the issuance of the
bonds, and may, in fact, decrease, depending on the final interest rate. Benefits will also
indude lower costs than would have been achieved under certain alternative recovery scenarios
in the absence of the issuance of the Transition Bonds. All cost savings achieved as a result of
securitization must be fully and timely passed through to ratepayers, in the form of reduced
rates or mitigated rate increases, consistent with N.J.S.A. 48:3-62(a).
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As to the RPA's concern expressed in its April 12th comments that the record data was
insufficient to. conclude that the Year 4 Deferred BGS Balance should be securitized in the
absence of a final decision by the Board with respect to the Phase II Audit Report, the Board
notes that at its May 6, 2005 public agenda meeting, it acknowledged receipt of the Phase If
Audit Report and solicited comments from the parties thereupon, including the RPA. The Phase
11 Audit-Report indicates no issues with respect to the Year 4 Deferred BGS Balance. Thus, the
RPA's concern with not having seen the Phase II Audit Report with regard to the BGS deferred
balances issue is moot.
Additionally, with regard to the RPA's argument that overrecoveries in non-BGS deferred
balances should be applied to the outstanding Year 4 Deferred BGS Balance prior to
authorizing securitization, the Board notes that pursuant to the Board's Final Order in the
deferred balances/base rate case proceeding, PSE&G has already implemented credits to
customers for those funds and they are no longer available for application in this proceeding.
These credits for overrecoveries in certain of the Petitioner's deferred balances are being
refunded to customers over a 29-month period, beginning August 1, 2003. Since these credits
are already being used to reduce rates for PSE&G's customers, ha_vir:tQ the Board offset the
deferred BGS balance with those same overrecoveries would necessitate a significant and
immediate rate increase for PSE&G's electric customers which the Board does not deem
appropriate. If any additional overrecoveries with respect to other deferred balances are
identified as a result of the Board's final decision on the Phase II Audit, or in subsequent trueups of these balances, these will be full and timely passed through to ratepayers in a manner to
be determined by the Board.
Thu.s, in light of the specific facts of this case, the Board considers it in the public interest to
approve the securitization of the net-of-tax Year 4 BGS deferred balance hereinafter discussed,
pursuant to the relevant provisions of EDE CA, without waiting for final resolution of any
outstanding non-BGS Phase II Audit issues. In this manner, the advantages of securitization
can be achieved while affording customers protection in terms of the review and consideration
of any additional deferred balances which may be subsequently identified.
With regard to the RPA's concern regarding PSE&G's proposal to use its established rate of
return in its most recent electric base rate case as the carrying charge of the Year 4 deferred
balance if the Board rejects the concept of securitization, the Board's findings below authorizing
the securitization of Year 4 Deferred BGS Costs render this issue moot.
With regard to the RPA's third concern in its comments that all costs savings that accrue from
the use of the proceeds must be passed through directly to customers if securitization is
approved, the Board accepts PSE&G's representation that the cost savings associated with this
financing will be passed on to ratepayers by virtue of the fact that PSE&G will be replacing debt
and equity in its capital structure and the right to earn a return in capital at its overall rate of
return with lower cost securitized debt and the associated right to payment of the transition bond
charge. The Board shares PSE&G's concern that the RPA's position appears to require an
immediate resetting of the rates based on changes in capitalization and raises the issue of
whether rates would also have to be reset for all other costs and revenue factors, thus
ntemplated for securitization to avoid single
suggesting the need for a new base rate case not co_
issue ratemaking that is not permissible.
Regarding the RPA's fourth concern that PSE&G used the wrong method to compute interest
on the deferral balance resulting in additional charges of $645,581, in an effort to have
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securitization implemented more expeditiously, the Board will defer its review and resolution of
this issue until Petitioner's next Non-Utility Transition Charge ("NTC") proceeding. All the
Parties agre~ that the issue of retroactive interest should be left to another proceeding. PSE&G
and the Ratepayer Advocate shall be deemed to have reserved their rights regarding their
respective positions on this issue for the next NTC proceeding.

- ..,

Based oh its review of the record in this proceeding, including the testimony, discovery,
information developed in hearing, comments and reply comments filed, the Board FINDS that
securitization of Year 4 Deferred BGS Balance as described herein will result in lower costs to
ratepayers than other methods of recovery and is in the public interest.

VIII.

FINDINGS WITH RESPECT TO PETITION

Based on its review of the record of proceedings in this matter, the Board HEREBY FINDS:

Recovery of Costs
1.
The Board's Restructuring Orders provided , among other things, that PSE&G's
SGS supply for Year 4 of the Transition Period (August 1, 2002-July 31, 2003), would be
procured via a competitive bidding process, and to the extent that its prudently incurred SGS
supply costs exceeded the pre-established BGS prices reflected in rates, such costs would be
subject to deferral and subsequent recovery with interest at a Board-approved rate at the end of
the Transition Period.
2.
By Order dated December 11, 2001, the Board approved a State-wide auction
process for obtaining BGS supply for Year 4 and directed PSE&G to make a compliance filing in
response thereto.
On December 12, 2001, PSE&G made its compliance filing, which included,
3.
among other things, a request for approval of its accounting and cost recovery proposed for its
Year 4 BGS costs, including, but not limited to, a detennination that: (i) the difference between
PSE&G's BGS revenue and BGS costs would be deferred; (ii) interest on this deferral would be
accrued pending recovery at a rate equal to the yield on seven-year constant-maturity U.S.
Treasury notes plus 60 basis points; and (iii) there existed a presumption of prudence with
respect to the reasonableness of PSE&G's Year 4 BGS supply costs. By Letter Order dated
December 14, 2001, the Board approved Petitioner's compliance filing, including the
presumption of prudence and the reasonableness of its Year 4 BGS supply costs.
4.
By Order dated February 15, 2002, the Board certified the final results of the
BGS auction in their entirety and approved the closing prices resulting therefrom, including
those for PSE&G.
5.
On August 28, 2002, PSE&G filed a petition to recover its deferred balances,
including the recovery of its Year 4 Deferred BGS Balance. Shortly thereafter, the Board
retained independent auditors to perfonn an audit to verify the amount of Petitioner's deferred
balances in two phases, the Phase I Audit covering the first three years of the Transition Period,
and the Phase II Audit covering Year 4.
By Summary Order dated July 31, 2003, as superseded by Final Decision and
6.
Order dated April 22, 2004, the Board, among other things, authorized Petitioner to recover
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through its Non-Utility Generation Market Transition Charge, on an interim basis over ten years,
its projected Year 4 Deferred SGS Balance of $241 .5 million, subject to a true-up to reflect the
amount of its.actual Year 4 Deferred SGS Balance as of July 31, 2003, and subject to the
findings of the Phase II Audit and a recalculation of interest, on a net-of-tax basis, necessitated
by such adjustments. The Phase II Audit has to date not been finalized; however, the
outstan~ing issues do not include the prudence of Petitioner's Year 4 BGS supply costs.
7.
Petitioner seeks .to recover the costs reflected in its Year 4 Deferred BGS
Balance through the proceeds of BGS Transition Bonds. These costs constitute BGS Transition
Costs as defined in EDECA, as amended.
8.
As a result of the ongoing amortization of this balance since August 1, 2003,
Petitioner's Year 4 Deferred BGS Balance was approximately $115 million, calculated on a netof-tax basis as of March 31, 2005, and is projected to be approximately $107.3 million, on a netof-tax basis as of June 30, 2005, and $102. 7 million as of September 30, 2005 2
9.
In addition, Petitioner seeks to recover through the proceeds of BGS Transition
Bonds, Upfront Transaction Costs not to exceed $2.7 million.
10
Pursuant to N.J.S.A. 48:3-62(c)(3), the Board may authorize the issuance of
transition bonds for recovery of up to the full amount of an electric public utility's reasonable and
prudently incurred BGS Transition Costs, subject to certain conditions.
11 .
The amount which PSE&G is authorized to recover through the issuance of BGS
Transition Bonds shall not exceed the lesser of its actual net of tax Year 4 Deferred BGS
Balance at the time of securitization or $100 million, plus Upfront Transaction Costs of no more
than $2. 7 million.
12. The Bendable Stranded Costs associated with the BGS Transition Bonds (including
ongoing principal and interest on the bonds and other Bendable Stranded Costs discussed in
this BSCRO) shall be recovered through the non-bypassable BGS TBC. Petitioner shall be
entitled to recover all tax liabilities associated with the collection of the SGS TBC (including
Federal Income and State Corporate Business taxes) through a separate TBC-Tax Component
until the SGS Transition Bonds and Bendable Stranded Costs have been paid in full, and the
BGS MTC-Tax related to BGS Transition Bond Transaction shall be adjusted at the same time
and in the same manner
as the TBC is adjusted as addressed in this order.
..

Benefits for Customers
13.
In accordance with N.J.S.A. 48:3-62(c)(3), the BGS Transition Bond
Transaction, after taking into account the Upfront Transaction Costs will produce positive
benefits to customers, including the lowest Transition Bond Charges consistent with market
conditions and the terms of this Order. Rates to customers will not increase as a result of the
issuance of the bonds, and may, in fact, decrease, depending on the final interest rate. Benefits
will also include lower costs than would have been achieved under certain alternative recovery
scenarios in the absence of the issuance of the Transition Bonds. All cost savings shall be fully
and timely passed through to ratepayers, in the form of reduced rates or mitigated rate
increases, consistent with N.J.S.A. 48:3-62(a).

2

Updated estimates as of June 9, 2005.
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