SAGE MANAGEMENT CONSULTANTS, LLC

MANAGEMENT AND AFFILIATE AUDITS

OF
SOUTH JERSEY GAS COMPANY

FOR THE

STATE OF NEW JERSEY
BOARD OF PUBLIC UTILITIES

FINAL REPORT
VOLUME | of i

September 27, 2022

Management Consultants, LLC



CONTENTS
1. EXECUTIVE SUMMARY ......coriumirmmemmessrssssssessssssssssssssssssssssssssssssssssssssssssesssssanes

A. Introduction @nd OVEIVIEW............ceiiiiiiiiiiiiiia e
B. Summary of Findings and Recommendations................cccoooiiiiiiiiiiiiiiiiiiee

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company



1. EXECUTIVE SUMMARY

A.INTRODUCTION AND OVERVIEW

This is the final report of the SAGE Management Consultants, LLC (SAGE) Management
and Affiliate Transactions Audits of South Jersey Gas Company (SJG) for the New Jersey
Board of Public Utilities (NJBPU).

SCOPE OF WORK

The scope of work consisted of an audit of SJG during the seven-year period from
January 1, 2013, through December 31, 2019. The NJBPU Request for Proposals (RFP)
set forth the areas to be audited in two phases. Phase one was an audit of the affiliated
transactions of SJG and its affiliates, including South Jersey Industries (SJI). Phase two
consisted of a comprehensive management audit of SUG. Both phases were conducted
concurrently.

The areas set forth in the RFP included:

Phase One — Review of Affiliate Transactions, Planning, Operations, and Maintenance
Practices
1. Procurement and Purchasing
Affiliate Relationships
Market Conditions
Recommendations and Review of Previous Audit
Affiliate Cost Allocation Methodologies
Payroll Reporting
Other Reporting
8. Merger

N bk owd

Phase Two — Comprehensive Management Audit

1. Executive Management and Corporate Governance
Organizational Structure

Human Resources

Strategic Planning

Finance

Cash Management

Accounting and Property Records
Customer Service

9. External Relations

10. Distribution and Operations Management
11.Clean Energy

12. Support Services

13. Contractor Performance

©NOoOOA WD
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14.Remediation Costs
15. Cyber Risk Mitigation/Cyber Security

APPROACH

SAGE utilized a well-developed Four Phase Approach that has been proven on numerous
regulatory affiliate and management audits and reviews. It was applied to the affiliate
audit, management audit, and operational and financial performance review
simultaneously for maximum efficiency. The SAGE approach consists of the following
phases.

1. Project Organization and Planning

2. Fact Finding and Information Gathering

3. Analysis and Evaluation

4. Report Findings and Recommendations
This is illustrated in the following exhibit.
SAGE Four Phase Approach

Customized ] — ..
Work Plan

Phase 4
Report
Four Phase Findings and
Approach Recom-
mendations

SAGE METHODOLOGIES

SAGE utilized our proprietary Affiliate Relationships and Transactions audit methodology
to guide the Affiliated Transactions Audit and our proprietary Planning, Process, and
Performance Management audit methodology to guide the Comprehensive Management
Audit. The review of each task area followed the appropriate methodology using the same
four phases of the SAGE approach. Lead Consultants, in conjunction with the Project
Manager, issued document requests; conducted interviews; analyzed the information
collected; performed special studies; developed findings and recommendations; and
wrote task reports detailing the background, findings, and recommendations for each task
area.

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company

2



DOCUMENTS REVIEWED

In the course of this audit, the SAGE team requested and analyzed 1,079 documents

covering all aspects of the Scope of Work.

INTERVIEWS CONDUCTED

The SAGE team conducted 127 interviews in the course of this audit. Due to the Covid
pandemic and New Jersey State Health considerations, all interviews were conducted

remotely, utilizing video conferencing.

ORGANIZATION OF THE REPORT
The final report is organized in two volumes as shown in the following table.

Report Organization

Chapter # Chapter Title Parlngraph
Volume 1
1 | Executive Summary N/A
Volume 2

2 Executive Management 3.2.1

3 Organizational Structure 3.2.2
4 Strategic Planning 3.24
5 Merger 3.1.8
6 Distribution and Operational Management 3.2.10
7 Customer Service 3.2.8
8 Affiliate Relationships 3.1.2
9 Affiliate Cost Allocation Methodologies 3.1.5
10 Procurement and Purchasing 3.1.1

11 Market Conditions 3.1.3
12 Human Resources 3.2.3
13 Finance 3.2.5
14 Cash Management 3.2.6
15 Accounting and Property Records 3.2.7
16 Payroll Reporting 3.1.6
17 Other Reporting 3.1.7
18 Cyber Risk Mitigation/Cyber Security 3.2.15
19 Support Service 3.2.12
20 External Relations 3.2.9
21 Contractor Performance 3.2.13
22 Remediation Costs 3.2.14
23 Clean Energy 3.2.11
24 Recommendations and Review of Previous Audit 3.1.4
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B. SUMMARY OF FINDINGS AND RECOMMENDATIONS

Following is a summary of all the 234 findings and 104 recommendations in this report
organized by chapter and section along with the page number on which the complete
recommendation may be found.

Summary of Findings and Recommendations

Rec.
Findings Recommendations Pg.
No.
Chapter 2. Executive Management and Corporate Governance
2-1  SJG total Operations and 2-1  SJG should increase scrutiny of | 45
Maintenance Expenditures operations and maintenance
have increased substantially costs and capital expenditures
over the last six years. with an emphasis on containing
costs that increase SJG’s rates
to bring them more into
alignment with the other New
Jersey LDCs. (See Findings 2-
1, 2-2, 2-3, 2-4, and 2-5)
2-2  SJG capital expenditures have
increased substantially over the
last six years.
2-3  SJl and SJIU charges to SJG
more than doubled from 2013
to 2019.
2-4  SJG residential rates are higher
than the other NJ natural gas
local distribution companies.
2-5 Some SJG rate components
have increased substantially
from 2013 through 2019 but
were offset by a decrease in
natural gas prices.
2-6  SJI has limited its peer 2-2  Expand the types of criteria for 45
selection to only financial selection of a peer group to
criteria: comparable revenue, include operational criteria for a
total assets, and market more robust market analysis.
capitalization. (See Finding 2-6)
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Rec.

Findings Recommendations Pg.
No.

2-7  The AIP has four cash incentive |2-3  Revise the AIP weightings to 45
category components, but the reduce the financial measure to
financial component is less than 70% and increase the
unreasonably weighted at a other three measures of
relatively high 70%. customer, safety, and strategy

to more than 30%. (See Finding
2-7)

2-8  Employees at the Director-title |2-4  Consider modifying the LTIP 45
level participate in the Long- compensation program for
Term Incentive Plan (LTIP), but employee Directors to provide
they generally do not have more managerial influence over
meaningful visible influence performance targets. (See
over the SJI stock performance Finding 2-8)
relative to the peer group's
performance, unlike Executive
Officers and other senior
officers.

2-9  SJI stock ownership 2-5  Consider raising stock share 45
requirements for the CEO and ownership requirements from
NEOs are not as robust as they five times to six times base
could be. salary for the CEO and from

two times to three times base
salary for the NEOs. (See
Finding 2-9)

2-10 Executive Officers and Non- 2-6  Consider modifying the stock 46
Executive Officers are not share ownership requirements
required to buy company stock for Executives and NEOs to
shares upon appointment to provide added incentives that
their positions to satisfy the require increased dollars at risk.
corporate ownership (See Finding 2-10)
requirements.

2-11  The SJI Board membership is
well-balanced in terms of
education and experience
relevant to SJI and SJG.

2-12 The SJIl Board has a complete

set of governance documents
posted for public review.
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Rec.

Findings Recommendations Pg.
No.

2-13 The Board is diligent about
following its governance
program and in overseeing SJI
and its subsidiaries, including
SJG.

2-14 There are no material lawsuits
that relate to Board of Directors
or executive management
governance.

2-15 SJl does not have a formal, 2-7  Develop a formal, written 46
written Executive Succession executive succession plan and
Plan. share it with the Board. (See

Finding 2-15)

2-16 There have been no Board of |2-8  Disband the Executive 46
Directors Executive Committee Committee and formally assign
meetings since 2013. its duties to the Strategy and

Finance Committee. (See
Finding 2-16)

2-17 The SJI CEO does not serve on |2-9  Put the SJI CEO on the SJI 46
the SJI Strategy and Finance Board Strategy and Finance
Committee or on the SJIU, Committee and the SJIU, ETG,

SJG, and ETG boards of and SJG boards of directors.
directors. (See Finding 2-17)

2-18 Excluding the Executive 2-10 Consider reducing the number 46
Committee, there are only 23 of board members to eight
committee memberships and independent directors and the
the Board could staff the SJI CEO. (See Finding 2-18)
committees with fewer
members.

2-19 The SJI Board members can 2-11  Consider adjusting the Board 46

meet their stock SJI stock
ownership requirements without
personal investment.

member compensation
package to require personal
purchases of SJI stock. (See
Finding 21-19)

2-20

South Jersey Gas is audited by
an independent, experienced,
creditable outside audit firm.

2-21

SJG is in compliance with the
NYSE requirements and the
Sarbanes-Oxley Act.
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Rec.

Findings Recommendations Pg.
No.

2-22 SJI, SJIU, and SJG have a
well-developed, modern
corporate performance
management system.

2-23 SJI, SJIU, and SJG have an
active benchmarking program.

2-24 The mission language of 2-12 Ensure that the SJG goals and 47
affordability is not fully reflected KPlIs fully reflect the mission.
in the SJG goals, targets, and (See Finding 2-24)

KPIs.

2-25 The new Collective Ambition 2-13 Clarify and simplify the current 47
statement complicates the mission and values statement
corporate performance and the new Collective
management system. Ambitions statement. (See

Finding 2-25)

2-26 The current practice of having |2-14 Consolidate the two monthly 47
separate monthly performance performance review meetings
reviews for SJG and ETG can for SUG and ETG into one run
be streamlined. by the SJIU President. (See

Finding 2-26)

Chapter 3. Organizational Structure

3-1  SJlis primarily in the natural 3-1  Eliminate the SJIU organization | 63
gas local distribution company level, elevate the consolidated
business. SJG and ETG operating

functions in the SJI organization
structure and restructure the
SJI CEO direct reports. (See
Findings 3-1, 3-2,
3-3, 3-4, 3-5, and 3-6)

3-2  Although SJI's principal 3-2 Dissolve the SJIU legal entity. 64

business is regulated local
distribution operating
companies, the utility operating
functions are located several
levels down in the organization
structure.

(See Findings 3-1, 3-2, 3-3, 3-4,
3-5, and 3-6)
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Rec.

Findings Recommendations Pg.
No.

3-3  The SJI staff functions’ principal |3-3  Delete the SJG President as a 64
clients are the SJG and ETG separate position and name the
utilities. SJI CEO as the SJG President.

(See Findings 3-1, 3-2, 3-3, 3-4,
3-5, and 3-6)

3-4  The SJIU entity and
intermediate staff level is
unnecessary.

3-5 There is no need for a separate
SJG President position or
separate SJG and ETG
Operations and Customer
Experience functions.

3-6  The personnel in the top level
SJI organization structure have
diverse backgrounds but have
no engineering background and
limited regulated utility
operating experience.

3-7  The SJI Senior Vice President, |3-4  Rationalize the Senior Vice 64
Vice President, and Director President, Vice President, and
position titles appear to be Director position titles within
applied inconsistently. SJI, SJIU, and SJG. (See

Finding 3-7)

3-8  The number of utility employees |3-5  Find ways to economically 64
has recently decreased, which increase the number of
jeopardizes utility core employees in core utility
competencies. functions and decrease the

reliance on contractors. (See
Findings 3-8,
3-9, and 3-10)

3-9  While the use of contractors is

common in utilities for non-core
functions and workload peak
shaving, SJI, SJIU, and SJG
are utilizing contractors for core
functions and base load utility
work, which also jeopardizes
utility core competencies.
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Findings

Recommendations

Rec.
Pg.
No.

3-10 Because most SJG design

engineering work is contracted,
there are fewer degreed
engineer employee positions
which causes additional core
competency concerns and a
lack of internal candidates for
promotions.

Chapter 4. Strategic Planning

4-1

The strategic planning process
is typical for a small, investor-
owned utility.

The strategic plan is simple and
straightforward, easy to
understand, and is appropriate
for a small, investor-owned
utility.

4-3

[Redacted]

4-4

[Redacted]

The strategic plan sets capital
expenditure targets; that is,
capital expenditure targets are
set from the top-down rather
accumulated from the bottom

up.

Revise the strategic planning
process to include annual
rolling five-year, bottom-up SJG
capital expenditure plans
designed to accommodate
customer growth and ensure
system integrity. (See Finding
4-5)

69

Chapter 5. Merger

5-1

There was no formal ETG
merger plan, just an SJI and
SJIU reorganization and a
Transition Services Agreement
to allow an ETG information
systems transition.
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Findings

Recommendations

Rec.
Pg.
No.

5-2

SJI consolidated most ETG
functions with SJG functions
under the SJI and SJIU
organization structures which
achieves concentration of
expertise and potential
economies of scale.

5-3

No synergies were forecast
from the merger.

5-4

The acquisition had a minimal
impact on ETG employees.

Chapter 6. Distribution and Operational Management

6-1

Transmission and distribution
system integrity and safety are
good and getting better.

6-1

Refocus capital expenditures
on achieving specific system
integrity safety objectives and
accommodating new
customers. (See Findings 6-1,
6-6, and 6-7)

110

6-2

Performance management for
SJG Operations is well-
developed.

6-3

SJIU Quality Assurance and
SJG Operations Support have a
rapidly developing Quality
Assurance program that
benefits SJG.

The Technical Training program
is innovative.

SJG employee safety is
improving.

Capital expenditures for
transmission and distribution
have increased at a high rate
from 2013 through 2019 and
are projected to continue to
increase.

6-7

Much of the problem
distribution system plant has
been replaced or renewed.
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Findings

Recommendations

Rec.
Pg.
No.

6-8

Transmission and distribution
operations and maintenance
expenditures increased at a
high rate from 2013 through
2018 but decreased in 2019
and are projected to decrease
going forward as the system
continues to be modernized.

6-9

There is a good chance that the
additional planned system
reliability and integrity capital
expenditures will produce
diminishing returns.

There are possible benefits of
concentration of expertise and
economies of scale if SJIG
Operations were consolidated
with ETG Operations.

6-2

Study the costs and benefits of
consolidating SJG and ETG
Operations. (See Finding 6-10)

110

6-11

SJG Operations spans of
control are too narrow in
several cases.

6-3

Increase the spans of control
for Operations directors and

managers to six to ten. (See
Finding 6-11)

110

SJG Operations units report
generally good support from
shared services.

Chapter 7. Customer Service

7-1

The number of consecutive
estimated meter readings has
seen significant reductions from
2015 through 2019, decreasing
by 54%.

7-2

Annual payments to Millennium
have been primarily driven by
SJG's strong growth in
customer additions.

The metric "Percent Residential
and Commercial Meters Read"
has been generally improving
and exceeding the goal of 95%
since in 2016.

SAGE Management Consultants, LLC

Final Report for the Management and Affiliate Audits of South Jersey Gas Company

11




Rec.

Findings Recommendations Pg.
No.

7-4  The billing function lacks formal |7-1  Develop formal corporate 135
corporate procedures which procedures for the Billing
impedes improvement function. (See Finding 7-4)
opportunities.

7-5  Billing-related metrics have
shown recent improvements.

7-6  SJG has not been achieving its [7-2  Continue to analyze and 136
goal for Escalated BPU manage the root causes of
Complaints per 1000 Escalated complaints and
Customers. develop achievable goals by

complaint types. (See Finding
7-6)

7-7  SJG has significantly improved
its percent of calls answered
within 30 seconds.

7-8  Call abandonment rates have
reduced from a high in 2015.

7-9  The Customer Experience
department has been improving
its email response and analytic
capabilities as email contacts
increased significantly.

7-10 Historical comparable metrics |7-3  Consolidate the management of| 136
show that SJG call center SJG and ETG call center
operations underperformed operations and implement the
relative to ETG, often by a best practices and systems for
significant performance gap. both utilities. (See Finding 7-10)

7-11  SJG’s collections agency does |7-4  Separate the recovery of 136
not meet contract service levels inactive receivables into
requirements. residential and commercial

groupings so that the collection
agency contract performance
can be enforced. (See Finding
7-11)

7-12 In-house call center collections

and field collections have
increased.
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Rec.

Findings Recommendations Pg.
No.

7-13 Bad debt and write-offs have
reduced significantly in recent
years.

7-14 The in-house collection
representatives are given
appropriate and comprehensive
feedback as part of the
collections process.

7-15 The revenue protection function
is adequately supported by the
Customer Contact and Billing
System; and efforts are
underway to automate the
analysis of a key report.

7-16  The New Business Analysis 7-5  SJG should modify its New 136
tool allows for the over- Business Analysis tool and
estimation of future revenues process so that the model can
from new residential customer be run for residential
construction projects. If they do construction phases rather than
not materialize, SJG can full build. (See Finding 7-16)
recover the revenue losses
from the existing customer
base.

7-17 SJG has been remarkably 7-6  SJG should collect refundable 137
successful in adding new deposits or contributions for
residential customers. future new business residential

construction phases. (See
Finding 7-16)
7-18 The 2020 and 2021 goals for 7-7  Modify the Customer 137

the Customer Experience
department do not incorporate
call center performance
metrics, such as percent calls
answered within 30 seconds.

Experience department’s
Balanced Scorecard and goal
setting process to include call
center operations performance
metrics. (See Finding 7-19)

7-19

The SJG Customer Experience
department acted to improve
relations and communications
with the BPU Customer
Assistance staff.
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Rec.

Findings Recommendations Pg.
No.

Chapter 8. Affiliate Relationships

8-1  The amount and type of SJG’s
purchases of goods or services
from affiliates appear to be
reasonable.

8-2 SJG provides goods and 8-1  SJG should limit their affiliate 160
services to an excessively large transactions to operational
group of affiliates. requirements. (See Finding 8-2)

8-3  Contracts and Agreements
concerning affiliate transactions
meet federal and state
requirements.

8-4  Systems and functions are in
place to help ensure that
affiliate transactions are
conducted at the lowest
possible cost and maximum
benefit to the ratepayer.

8-5 Responsibility for the Cost 8-2  Affiliate relations and 160
Allocation Manual (CAM) and transactions should be the
affiliate relations and responsibility of one sub-
transactions rests with various department within the
work groups or sub- Accounting Department. (See
departments within the Findings 8-5, 8-6, 8-7, and 8-8)
Accounting Department.

8-6  The CAM has not been 8-3  The CAM should be reviewed 160
reviewed and updated on a and updated on a regular basis.
regular basis. (See Finding 8-6)

8-7 The Affiliate Relations, Fair 8-4  The Affiliate Relations, Fair 161
Competition and Accounting Competition and Accounting
Standards and Related Standards, and Related
Reporting Requirements Reporting Requirements
Compliance Plan (Compliance Compliance Plan (Compliance
Plan) has not been updated on Plan) should be updated on an
an annual basis. annual basis. (See Finding 8-7)

8-8 Contracts and agreements do |8-5  Contracts and agreements 161

not cover all affiliate
transactions.

should be developed to cover
all transactions between SJG
and its affiliates. (See Finding
8-8)
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Rec.

Findings Recommendations Pg.
No.
8-9  There have been no specific 8-6  SJI's Internal Audit Plan should | 161
internal audits of affiliate include audits related to affiliate
relations and transactions. relations and transactions. (See
Finding 8-9)
8-10 There are no Sarbanes-Oxley [8-7 SOX controls should be added 161

(SOX) controls specifically
addressing affiliate relations
and transactions.

to address affiliate relations and
transactions. (See Finding 8-
10)

Chapter 9. Affiliate Cost Allocation Methodologies

9-1

The accounting and allocation
procedures for separating costs
of inter-company transactions
of SJG from affiliates are
performed in a consistent and
equitable manner.

9-2

Allocations of joint/common
costs between SJG, SJI, and
their affiliates during the seven-
year period of this audit are
consistent and accurately
reflect the documented and
reported methodology.

9-3

The potential for cross-
subsidization is minimized by
effective time reporting policies
and procedures.

9-4

Affiliate charges and cost
allocation methodologies
among SJG, SJI, and their
affiliates comply with applicable
legal, regulatory, and
contractual requirements.

9-5

The AMA buy-back volumes
called on by SJG at their city
gate were purchased at market
index prices.
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Findings

Recommendations

Rec.
Pg.
No.

9-6

The AMA dollars paid for the
assignment of firm
transportation by SJRG are
lower than expected for the
90,000 Dths per day.

9-7

OSS sales by SJG to SUIRG
were priced at market rates.

9-8

SJG made OSS sales to SUIRG
for periods greater than thirty
days.

9-1

SJG should not make non-
recallable transportation
capacity commitments for city
gate capacity for more than a
few days at a time during the
winter period of November
through the following March.
(See Finding 9-8)

177

9-9

SJG purchased in the Gas
Daily Market from many
suppliers including their
affiliates.

Chapter 10. Procurement and Purchasing

10-1

SJG Security has quickly
implemented or improved its
security practices.

10-2

SJl and SJG have a formal,
current, and appropriate
Physical Security Plan.

10-3

Security is not involved in the
response to SJG alarms.

10-4

There is no Security operations
center.

10-1

Implement a Security
Operations Center. (See
Finding 10-4)

230
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Rec.

Findings Recommendations Pg.
No.
10-5 Differences between confirmed |10-2 Initiate Operational Balancing 230
volumes, performed by the Agreements or some other
Procurement Group, and balancing mechanism between
measured volumes from the SJG and Transco and SJG and
pipelines, monitored by the Gas TCO. (See Finding 10-5)
Control Group, are not
compensated for by the
pipelines. Instead, those
differences are booked to the
“Lost & Unaccounted For”
account.
10-6 SJG pays for supplies based on |[10-3 Develop a Gas Supply Audit 231
the volumes confirmed by the Process. (See Finding 10-6)
Gas Transportation Group
without knowing if they received
all the supplies or not.
10-7 The Gas Control Centeris not [10-4 Increase the number of Gas 231
manned at certain times by Controllers. (See Finding X107)
more than one Gas Controller.
10-8 Gas Controllers are not 10-5 Improve background 231
required to have any specific requirements for Gas
background. Controllers. (See Finding 10-8)
10-9 Labor Cost for Gas Control may |10-6 Develop different work shifts 231

be excessive.

and a plan for retirement of Gas
Controllers. (Findings 10-9 and
10-10)

10-10

Succession Planning for Gas
Controllers is not evident.

10-11

The administration and
management of the larger
category of customers that
migrated to a TPS are treated
in much the same way as other
LDCs treat similar customers
on their systems.
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Rec.

Findings Recommendations Pg.
No.

10-12 The features of the SJG
CHOICE Program have the
foundation and many
similarities to CHOICE
programs offered by other
LDCs.

10-13 There is active competition
within SJG’s geographic
footprint.

10-14 The gas forecasting process is |10-7 SJG should perform short-term | 232
comprehensive and considered load forecasts to monitor future
relevant aspects to provide gas consumption as the impact
accurate results in a pre-Covid- of the Covid-19 pandemic
19 environment. diminishes. (See Finding 10-14)

10-15 SJG has dependable
transportation that enables the
movement of gas supply from
the production areas to its city
gates on the coldest days.

10-16 SJG performs meticulous and
comprehensive credit reviews
on suppliers.

10-17 SJG did not fill all of its storage |10-8 SJG should fill all of its storage | 232
facilities to the maximum in any facilities to the 97-98% level
given year from 2013 through effective November 1st of each
2019. year. (See Finding 10-17)

10-18 SJG did not withdraw all of its  |10-9 SJG should withdraw all its gas | 233
storage gas and left a balance from storage, if possible, but at
at the end of March of every a minimum, obligate itself to
year. leave less than five percent in

storage on the accounts with
season limitations. (See
Finding 10-18)
10-19 SJG’s Transco ESS storage 10-10 The ESS Transco storage 233

account had little activity over
the past seven years.

account should be used to its
best potential every winter
period. SJG should use this
account to displace flowing gas
on days where prices are
elevated. (See Finding 10-19)
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Findings

Recommendations

Rec.
Pg.
No.

10-20

SJG released 1,246,751 or
36% of its total firm storage
capacity on Columbia.

10-11 SJG should not release storage
capacity. (See Finding 10-20)

233

10-21

SJG has the necessary pricing
tools in place to facilitate gas
procurement.

10-22

The contracting process is
comprehensive, accurate, and
meticulous.

10-23

The RFP process is
satisfactory. SJG understands
the elements necessary to
include in the RFP, and they
understand how to evaluate the
responses.

10-24

The ENDUR system delivers
web services with connectivity
to external data sources,
including pricing sources such
as GD, IF, and NYMEX.

10-25

The ENDUR system captures
trades, credit, and settlements
to update the ledger, providing
a full solution for limits,
monitoring, market, and credit
risk management.

10-26

ENDUR, as currently
configured, has weak physical
gas commodity management
capabilities.

10-12 The ENDUR system should
connect with external data

sources that provide current
pipeline capacities, the current

available gas volumes per
pipeline receipt point, daily

pipeline notifications posted on
pipeline Bulletin Boards, and

current imbalances. (See
Finding 10-26)

234

SAGE Management Consultants, LLC

Final Report for the Management and Affiliate Audits of South Jersey Gas Company

19




Rec.

Findings Recommendations Pg.
No.
10-27 SJG did not enter fixed volume |10-13 SJG should always ensure that | 234
supply contracts that feed their contractual obligations are in
transportation agreements. place with suppliers to deliver
the base load of their volumetric
load on a monthly basis. (See
Finding 10-27)
10-28 SJG did not enter fixed price 10-14 SJG’s base load of gas should 234
contracts. include fixed price contracts for
a portion of their load. Fixed
price contracts should be
independent contracts and not
be comingled with a blended
contract. (See Findings 10-28
and 10-29)
10-29 Base load volumes were not
purchased at first-of-the-month
prices.
10-30 SJG ignored RMP purchasing |10-15 Exceptions to the monthly 236
policy and therefore spent a purchase plan, as it relates to
great deal more money than if it strong bearish prices in a near
had followed the policy. month, should only be made
through approval by the RMC.
(See Finding 10-30)
10-31 SJG used a diverse group of 10-16 SJG should issue RFPs for all 237
suppliers. of its base load gas using the
purchasing strategy outlined in
Recommendation 10-14. (See
Finding 10-31)
10-32 SJG has the tools in place to 10-17 SJG should create an inhouse 237
make pricing decisions for database of historic pricing for
future months. the past ten years organized (1)
by point-of-sale and (2) by
month. (See Finding 10-32)
10-33 The RMC is responsible for 10-18 The RMC should establish a 237

establishing a framework for
measuring and monitoring all
gas transactions.

general framework for
measuring and monitoring both
financial and physical natural
gas transactions. (See Finding
10-33)
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10-19 The RMC should rejuvenate 238
and reinforce non-compliance
for employee misconduct,
including management, with
last and final warnings followed
by suspension as the
punishment for non-
compliance. (See Finding 10-
33)
10-34 The RMC did not fulfill its 10-20 The Internal Audit Department 238
responsibility concerning the investigation process should
physical supply procurement confirm that SJG’s physical gas
function. purchasing plan is in
accordance with the RMP. (See
Findings
10-34 and 10-35)
10-35 There have been no internal or
outside audits that addressed
the purchase and sale of
physical natural gas.
10-36 Gas is scheduled in accordance
with pipeline guidelines.
10-37 The confirmation process is
standard in the gas industry
and appears efficient and
effective.
10-38 Reports are generated regularly |10-21 SJG should determine if 238
and provided to Gas Control to improvements or alterations
notify them of confirmed can be made to the report
expected volumes. structure to better enable Gas
Control to compare confirmed
volumes to the actual
measurement of gas received
from the pipelines. (See Finding
10-38)
10-39 SJG paid for firm capacity 10-22 Interstate pipelines should be 238

transportation to Transco
without receiving the full
benefit.

held accountable for non-
performance related to firm
capacity transportation. (See
Finding 10-39)
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10-40 SJG sells a portion of its excess
capacity transportation bundled
with gas commodity at delivery
points daily.

10-41 SJG sells a portion of its excess | 10-23 SJG should not make non- 239
capacity transportation bundled recallable transportation
with gas commodity at delivery capacity commitments for more
points for longer periods (i.e., than a few days at a time during
for one full month and for the the winter period - November
periods of April through October through the following March.
and November through the end (See Finding 10-41)
of the following March).

10-42 SJG does not take advantage |10-24 SJG should consider taking 240
of the flexibilities available to advantage of the flexibilities
the owner of a futures contract. associated with futures by

selling when an opportunity
exists to take profits and buying
back in at a later date. (See
Finding 10-42)

10-43 SJG does not enter into Basis
financial instruments.

10-44 SJG does not enter into 10-25 SJG should take advantage of 240
Options financial instruments. the specific option strategy

called a Collar. (See Finding
10-44)

10-45 There is major risk associated |10-26 SJG should consider reducing 240
with price swaps as a financial the amount of gas covered with
hedging tool for an LDC. price swaps. (See finding 10-

45)
10-46 SJG should investigate other 10-27 SJG should improve the 241
resources similar to Planalytics. intelligence gathering
associated with price swaps
and futures. (See Finding 10-
40)
10-47 SJG followed the guidance and |10-28 The RMP should be revised to 242

policies set forth in the RMP as
it related to financial
instruments.

allow more flexibility, from a
time perspective, to purchase
financial instruments. (See
Finding 10-47)
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Chapter 11. Market Conditions

11-1 Capacity Release followed the |11-1 SJG should continue to use the | 259
rules and regulations set forth AMA vehicle available to it.
by FERC. (See Findings 11-2 and 11-3)

11-2 AMA transactions conformed to |[11-2 The Off-System-Sales 259
FERC Order No. 712, 712 (a), mechanism should not permit
and 712 (b). transactions for more than a

few days at a time. (See
Finding
11-4)

11-3 SJG’s AMAs yielded 75% or 11-3 SJG should release 260
80% of the annual reservation transportation capacity from the
charge paid by SJG to the supply area to the city gate for
pipelines. residential types that qualify for

SJG’s CHOICE program. (See
Findings 11-5, 11-6, and 11-7)

11-4 SJG sold directly to wholesale |11-4 SJG should not release firm 260
and retail customers outside its storage capacity for residential
service territory and sold to types that qualify for SIG’s
TPSs who were serving within CHOICE program. (See Finding
SJG'’s footprint. 11-6)

11-5 End-use customers who 11-5 A mix of firm transportation 261
migrated to a TPS are paying capacity based on price should
distribution transportation to be released to the TPS. (See
SJG. Finding 11-6)

11-6  Currently SJG does not assign |11-6 The assignment of firm 261
any firm assets to TPSs for the transportation should be non-
purpose of serving residential recallable for a minimum of one
loads. year at maximum tariff rates.

(See Finding 11-6)

11-7 SJG has ample transportation |11-7 All legs of firm transportation 261
capacity to support the should be assigned to serve the
CHOICE programs. CHOICE program for twelve-

month periods at a time. . (See
Finding 11-6)
11-8 SJG missed an opportunity to  |[11-8 Should a TPS default on its 262

earn maximum capacity release
revenues on the CHOICE
volumes over the past seven
years of this audit.

obligations to serve customers,
the firm assigned capacity
should revert to SJG. (See
Finding 11-6)
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11-9 Transportation capacity 11-9 SJG should craft a program to 262
assignments to support streamline tasks for TPSs that
CHOICE programs will cause serve CHOICE customers. (See
additional administration by Finding 11-6)
SJG.
Chapter 12. Human Resources
12-1  The two Communications 12-1 Transfer the two 279
Specialists reporting to HR Communications Specialists to
have split responsibilities the External Affairs department
between HR and External and transfer their employee
Relations. relations responsibilities to
existing or new hired HR
employees. (See Finding 12-1)
12-2 HR lacks a centralized 12-2 Develop the system capability 280
capability for maintenance of to centrally track the
certification and licensing certification and licensing
requirements. requirements for specific jobs to
ensure that certificates and
licenses are kept current by the
employee. (See Finding 12-2)
12-3 Company-wide training is not  |12-3 Centralize the coordination of 280
coordinated by HR. company-wide training within
HR. (See Finding 12-3)
12-4 SJG recognizes the need to 12-4 Reassess and develop a 280
implement a management management succession
succession process and planning process for
planning for managers below management levels below
the level of Executive officers. Executive officers. (See Finding
12-4)
12-5 The organizational spans of 12-5 Restructure targeted 280

control are often well below the
expected span of control range
for a utility of its size and
complexity.

organizational groups to
increase spans of control to at
least an average of six
employees per supervisor. (See
Finding 12-5)
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12-6  SJI continues to develop and 12-6 Ensure that job descriptions are | 280
update job descriptions as part current for all positions, that
of the implementation of the they provide a clear and
Job Architecture process. consistent understanding for
the employee and supervisor,
and that they meet standards
for common good practices.
(See Finding
12-6)
12-7 SJI has taken steps to improve
employee communications.
12-8 The number of union
grievances has remained
relatively low and consistent
over a several-year period.
12-9 SJG employee ethnicity annual |12-7 Establish annual goals and 281
data through 2019 is insufficient targets to track and improve
to assess affirmative action Diversity and Inclusion
progress. performance. (See Finding 12-
9)
12-10 HR Objectives, Measures, and |12-8 Establish quantified 281

Targets lack quantified
performance measures against
which to measure progress.

performance measures for the
SVP and Chief Human
Resources Officer. (See
Finding 12-10)

Chapter 13. Finance

13-1

There were no adverse effects
as a result of the financing
undertaken by SJG, SJI, and all
affiliates.

13-2

Affiliate interrelationships
between SJG and its affiliates
have not adversely affected the
financial performance of SJG.

13-3

SJI's affiliate activities have had
a minor dilatory effect on SUG’s
credit ratings.
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13-4 The debt management policies
of SJG, SJI, and its affiliates
have not produced any real or
perceived encumbrances of
SJG’s utility assets.

13-5 SJI's business diversification
has not harmed or produced
any significant negative effects
on SJG.

13-6 The methods used by SJG and
its affiliates to determine and
allocate consolidated income
taxes is reasonable as long as
not used for ratemaking
purposes.

13-7 The Internal Audit function is
effective in ensuring that the
policies and procedures
governing the operations of
SJG and its affiliates are
adequate and complied with.

13-8 There have been no audits of |13-1 The annual Internal Audit Plan
the Cost Allocation Manual. should include periodic audits
of the CAM and the cost
allocations governed by the
CAM. (See Finding 13-8)

297

Chapter 14. Cash Management

14-1 SJG’s Cash Forecasting
Process is reasonable and
provides accurate estimates to
manage operations.

14-2 SJG’s cash is not intermingled
with cash of its parent and other
affiliates.

14-3 Funds generated by SJG’s
depreciation charges were not
used for non-utility or non-SJG
purposes, and dividend payouts
did not adversely affect its
financial performance.
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14-4 SJG’s write-offs of bad debt
was not unusual for a gas utility
and did not have a negative
impact on SJG.

14-5 Diversification activities of SJI
do not adversely affect SUG’s
cost of capital.

14-6 SJG’s cost of capital is
comparable to industry
averages.

Chapter 15. Accounting and Property Records

15-1 The processing, recording,
authorization, and
accountability of accounting
functions related to SJG
transactions are appropriate for
utility operations.

15-2 Budget reporting, tracking,
analysis, and revision are
performed in an effective and
efficient manner.

15-3 Work order procedures are
efficient and property records
are maintained in a fair and
equitable manner.

Chapter 16. Payroll Reporting

16-1 Tax payments have been made
in a timely manner, and there
have been no penalties
assessed for the payroll
function.

16-2 Payroll reports submitted
appear to be accurate.

16-3 Internal controls concerning the
payroll function appear to be
adequate.
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16-4

The payroll automated system
is relatively new, contains all
the necessary features of a
modern payroll system, and
had been adequately tested
before implementation.

Chapter 17. Other Reporting

17-1

Internal controls are adequate
to ensure accuracy and
timeliness in filing New Jersey
and Federal Government
reports.

Chapter 18. Cyber Risk Mitigation/Cyber Security

18-1

The organization structure and
governance of SJG’s cyber
security function is appropriate
for identifying and responding
to cyber threats.

18-2

SJG’s overall approach to
addressing cyber security
issues is reasonable.

18-3

Risk assessment and mitigation
plans appear to be effective
and reasonable.

18-4

SJG has taken reasonable
steps to promote broad
awareness of the importance of
cyber security.

18-5

Cyber security training is
substantial and available for
employees and contractors.

18-1

Records of Cyber Security
Training should be maintained
in a centralized training data
base controlled by Human
Resources (see Finding 18-5).

342

18-6

SJG receives information and
coordinates response with
appropriate outside entities.

18-7

SJG complies with the NJBPU
cyber order.
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18-8 Findings of audits or reviews of
SJG and SJI cyber security
preparedness and response are
positive.

Chapter 19. Support Services

19-1 SJlI's insurance broker contract |19-1 Negotiate the next insurance 383
does not include a Service broker contract to include a
Level Agreement or any Service Level Agreement. (See
performance metrics. Finding 19-1)

19-2 The insurance broker 19-2 Modify the insurance broker 383
evaluation form and process is evaluation form and process,
highly subjective, except for two establish quantifiable metrics
timeliness factors. with a focus on cost-

effectiveness and quality
performance, and include a
Service Level Agreement in the
broker contract. (See Finding
19-2)

19-3 Not all SUG-related internal 19-3 Coordinate all internal legal 383
legal services are provided by services and in-house counsel
the Office of General Counsel. through the Office of General

Counsel. (See Finding 19-3)

19-4 Outside counsel is procured by |19-4 Coordinate all external legal 383
departments other than the services through the Office of
Office of General Counsel. General Counsel. (See Finding

19-4)

19-5 With the changes after the 19-5 Study the possibility of 384
pandemic, it may be possible to consolidating the SJI and utility
consolidate SJI and SJG headquarters personnel into
headquarters. one headquarters site. (See

Finding 19-5)

19-6 Facilities Management has a
number of energy and water
conservation programs.

19-7 Facilities Management does not |19-6  Consider using the Utility 384

have an automated system for
managing facilities work.

Operations GIS, asset records,
work management, and
scheduling systems for
facilities. (See Finding 19-7)
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19-8 SJI has made good progress in |19-7 Establish a high level SJI 384
developing the systems supply chain function focused
contracting function in the last on contracting, purchasing, and
three years, but more is materials management. (See
needed. Findings 19-8, 19-9, 19-10, and

19-11)

19-9 There is no SJI Supply Chain
Manager position.

19-10 SJI does not have a policy on  |19-8 Develop and implement a policy| 384
rebidding systems contracts. and procedure on rebidding

contracts. (See Finding 19-10)

19-11 SJI has a formal vendor 19-8 Expedite the development and 384
qualification process but does implementation of a formal
not have a formal vendor vendor evaluation program.
evaluation program. (See Finding 19-11)

19-12 SJG has made progress in 19-10 Implement inventory 385
increasing its purchases from management. (See Finding
diverse suppliers. 19-12)

19-13 There is no inventory
management function within
SJL.

19-14 There is no audit of the 19-11 Audit the materials contractor’'s | 385
materials contractor’s proformas. (See Finding 19-14)
proformas that determine the
“Return on Sale” refund each
year.

19-15 The SJI fleet management 19-12 Accelerate the development of 385

function is underdeveloped.

the fleet management function.
(See Finding 19-15)

19-16

SJI has a strong initiative in
promoting CNG vehicles.

19-17

The SJI Information Technology
Department is organized to
deliver services to SJG in an
effective manner.
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19-18 SJG’s and SJI's business units
are appropriately involved in the
development and modification
of new business and operating
systems.

19-18 The selection of a financial ERP
for SUG was based on a
reasonably thorough process.

19-20 A significant portion of 19-13 SJI should evaluate its use of IT| 385
information technology work is contractors to determine the
performed by contractors. appropriate mix of contractor

and in-house personnel for day-
to-day activities (Refer to
Finding 19-20).

19-21 HR recently improved records
management by converting its
records from paper to digital
format.

19-22 While a relatively new function, |19-14 Consider establishing a 386
Security has quickly Security Operations Center.
implemented or enhanced good (See Findings 19-22 and 19-25)
security practices.

19-23 SJG has had relatively few
serious security incidents in the
last three years.

19-24 SJG does not have a formal 19-15 Working with Security, 386
program to establish and Government Relations, and the
maintain relationships with state Division operating personnel,
and local law enforcement develop and implement a
agencies. formal program to establish and

maintain relationships with state
and local law enforcement
agencies. (See Finding 19-24)

19-25 There is no Security Operations
Center.

Chapter 20. External Relations

20-1 There is no formal External 20-1 Establish an External Affairs 390

Affairs working group.

interest group. (See Finding
20-1)
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20-2 There is no official brand
manager for SJl and SJG.

20-2 Establish a formal brand
management function. (See
Finding 20-2)

390

20-3 The social media function is
divided between External and
Internal Communications.

20-3 Establish a social media
function in External
Communications. (See Finding

20-3)

390

Chapter 21. Contractor Performance

21-1  The current line locate contract
has appropriate documents.

21-2 SJG, through the SJIU
Standards Department, has
comprehensive line location
standards which are reviewed
annually and updated as

necessary.

21-3 SJG has typical line location
contractor field audit

procedures.

21-4 In addition to providing for the
State required mark-outs of
SJG facilities, SJG has a
proactive and adaptive damage

prevention program.

21-5 The effectiveness of the SJG
damage prevention program is
improving; however, the
number of third-party damages

is too high.

21-1 Continue to enhance the
damage prevention program.

(See Finding 21-5)

398

21-6 SJG has a well-developed
process for managing its

construction contractors.

21-7 The SJG Construction manual
includes a detailed definition of
Construction Inspector job

responsibilities.

21-8 SJG inspection forms are

typical for the industry.
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Chapter 22. Remediation Costs
22-1 EAD has a well-developed None. However, the management of 399

process for managing SJG
remediation projects and costs.

remediation projects will benefit from
the recommendations for Accounting
and Materials Management made in
other chapters of this report.

22-2 The internal controls and flow of
information ensure that all gas
remediation costs are properly

recorded and controlled.

22-3 The only reported example of
SJG’s negotiation with the
Department of Environmental
Protection (DEP) was

successful.

22-4 The use of outside contractors
and the methods of selecting
outside contractors for
environmental remediation work
are reasonable but can be

improved.

Chapter 23. Clean Energy

23-1 The SJG EE programs are
projected to produce substantial
energy savings, reduced
emissions, and increased jobs.

Chapter 24. Recommendations and Review of Previous Audit

24-1  SJG reported implementation of
all 85 of the recommendations

ordered for implementation.

24-2 Some of the recommendations
from the prior audit have
continued viability; however,
most have been implemented

or are no longer relevant.
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2. Executive Management and Corporate Governance

2. EXECUTIVE MANAGEMENT AND CORPORATE
GOVERNANCE

This chapter is presented in six sections:

Overview

SJG Costs and Rates

Executive Compensation

Board of Directors Governance
Independence and Regulatory Compliance
Corporate Governance

Findings

Recommendations

IOTMOO®>

A. OVERVIEW

SOUTH JERSEY GAS COMPANY

South Jersey Gas Company (SJG), a New Jersey corporation, is an operating public utility
company engaged in the purchase, transmission, distribution, and sale of natural gas for
residential, commercial, and industrial use. SJG also sells natural gas and pipeline
transportation capacity (off-system sales) on a wholesale basis to various customers on
the interstate pipeline system and transports natural gas purchased directly from
producers or suppliers to their customers.

Following are excerpts of SJG’s history from its website:

SJG ftraces its roots back to 1910 when Atlantic City Gas and Water Company
merged with Atlantic City Gas Company. A series of acquisitions throughout
Atlantic, Camden, Cumberland, Gloucester, and Salem counties eventually led to
the creation of South Jersey Gas in 1947.

South Jersey Gas returned to its hometown of Atlantic City in late 2018 with the
construction of its new headquarters on Atlantic Avenue in the University District
as part of the Atlantic City Gateway project.

Service Territory

SJG's service territory covers approximately 2,500 square miles in the southern part of
New Jersey. It includes 117 municipalities throughout the Atlantic, Cape May,
Cumberland, and Salem counties and portions of the Burlington, Camden, and
Gloucester counties. SJG'’s territory is near Philadelphia, Pennsylvania and Wilmington,
Delaware on the western side, and the shore communities on the eastern side.

SJG has five geographic operating divisions, each with a work center:
> Atlantic

» Cape May
» Cumberland
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» Glassboro
» Waterford

Each SJG Division work center houses the physical workers and their co-located support
functions for each geographic division: Construction Operations, Field Operations, Utility
Services, and the Division clerks. Two different contractors operate a warehouse and a
garage at each Division work center.

SJG serves approximately 79% of households within its territory with natural gas. SJG
also serves southern New Jersey's diversified industrial base that includes processors of
petroleum and agricultural products; chemical, glass, and consumer goods
manufacturers; and high technology industrial parks.

Customers

As of December 31, 2019, SJG served 370,693 residential customers, 25,985 commercial
customers, and 412 industrial customers. This includes 2019 net additions of 5,684
residential customers and 314 commercial and industrial customers. As of December 31,
2019, SJG served a total of 397,090 residential, commercial, and industrial customers in
southern New Jersey, compared with 391,092 customers on December 31, 2018, an
increase of 1.5%.

Gas Supply and Throughput

Gas sales, transportation, and capacity release for 2019 amounted to 162.9 million
dekatherms (MMDths), of which 55.6 MMDths were firm sales and transportation, 1.1
MMDths were interruptible sales and transportation, and 106.2 MMDths were off-system
sales and capacity release. The breakdown of firm sales and transportation includes
46.8% residential, 23.0% commercial, 18.3% industrial, and 11.9% cogeneration and
electric generation.

SJG has direct connections to the interstate pipeline systems of Transco and Columbia.
SJG secures other long-term services from Dominion, a pipeline upstream of the Transco
and Columbia systems. Services provided by Dominion are utilized to deliver gas into
either the Transco or Columbia systems for ultimate delivery to SJG.

SJG had two separate Asset Management Agreements (AMAs) with gas marketers that
extended through March 31, 2020. SJG released to the marketers its firm transportation
rights, and, in return, the marketers managed this capacity and provided SJG with firm
deliverability each day. The marketers’ contracts were to optimize the capacity released
to SJG under these AMA's and pay SJG an asset management fee.

SJG has committed to a purchase of a minimum of 15,000 dekatherms per day (Dths/d)
and up to 70,000 Dths/d, from a supplier for a term of ten years at index-based prices.
Also, in 2019, SJG entered into a two-year purchase agreement with a producer
delivering 5,000 Dths/d at SJG’s Leidy Line from November 1, 2019, through October 31,
2021.
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Off-System Sales

SJG makes wholesale gas sales to gas marketers for resale and ultimate delivery to end
users. During 2019, off-system sales amounted to 14.7 MMDths and capacity release
amounted to 91.5 MMDths.

Peaking and Seasonality

SJG operates a peaking facility, located in McKee City, NJ, where it liquefies, stores, and
vaporizes liquefied natural gas (LNG) for injection into its distribution system. SJG's LNG
facility has a storage capacity equivalent to 434,300 dekatherms (Dths) of natural gas
and has an installed capacity to vaporize up to 118,250 Dths of LNG per day for injection
into its distribution system.

SJG plans for a winter season peak-day demand on the basis of an average daily
temperature of two degrees Fahrenheit or 63 Heating Degree Days. Gas demand on such
a design day for the 2019-2020 winter season was estimated to be 572,856 Dths for SJG
(excluding industrial customers). SJG projects to have adequate supplies and interstate
pipeline entitlements to meet design day requirements. SJG experienced its highest peak-
day demand for calendar year 2019 on January 21st.

SJG experiences seasonal fluctuations in sales when selling natural gas for heating
purposes. SJG meets these seasonal fluctuations in demand from firm customers by
buying and storing gas during the summer months, and by drawing from storage and
purchasing supplemental supplies during the heating season. As a result of this
seasonality, SJG’s revenues and net income are significantly higher during the first and
fourth quarters than during the second and third quarters of the year.

Supplies of natural gas available to SJG that are in excess of the quantity required by
those customers who use gas as their sole source of fuel (firm customers) make possible
the sale and transportation of gas on an interruptible basis to commercial and industrial
customers whose equipment is capable of using natural gas or other fuels, such as fuel
oil and propane. The term “interruptible” is used in the sense that deliveries of natural gas
may be suspended by SJG at any time if this action is necessary to meet the needs of
higher priority customers as described in SJG's tariffs. In 2019, usage by interruptible
customers, excluding off-system customers, amounted to 1.1 MMDths, or approximately
one percent of the total throughput.

See Chapter 10. Procurement and Purchasing, for more information on gas supply.

Financial and Customer Trends
The following is a summary of SJG’s financial and customer trends:
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South Jersey Gas Company Financial and Customer Trends
(In Thousands Except for Ratios and Customers)

Year Ended December 31

2013 2014 2015 2016 2017 2018 2019

Operating Revenues $446,480| $501,875| $534,290| $461,055| $517,254| $548,000| $569,226
Net Income $62,236] $66,483| $66,578] $69,045| $72,557| $82,949] $87,394
Z;Otpe”y’ Plant and Equipment, ¢4 454 77591,589,369($1,770,766|$1,952,912|$2,154,083|$2, 383 ,459|$2,596,102
Total Assets $1,909126($2,185,672($2,288,204|$2,551,923|$2,865,974/$3,118,236|$3,348,555
Total Customers 362,256] 366,854| 373,100] 377,625 383,633] 391,092] 397,090
Operating Revenue per

Customer $1,232 $1,368 $1,432 $1,221 $1,348 $1,401 $1,433

SJG’s operating revenues increased by 27.6% from 2013 to 2019 ($446 million to $569
million). (SJG’s operating revenues dipped in 2016 and 2017 due to lower gas sales in
those years.) SJG’s net income increased by 40.3% over the same period ($62 million to
$87 million).

Net property, plant, and equipment assets increased 85.7% from 2013 to 2019 ($1.4
billion to $2.6 billion) and total assets increased 73.7% ($1.9 billion to $3.3 billion).

SJG’s total customer count increased 9.6% from 2013 to 2019 (362,256 to 397,090). The
operating revenue per customer increased during the period from $1,232 in 2013 and
$1,433 in 2019, an increase of 16.3%.

Dividends

SJG declared and paid cash dividends of $20.0 million in 2017 to SJI. Cash dividends
were not declared or paid by SJG to SJI in 2018 or 2019. SJG received a $40.0 million
equity contribution from SJI in 2017; there was no equity contribution to SJG in 2018 or
2019.

SOUTH JERSEY UTILITIES, INC.

SJG is a wholly owned subsidiary of SJI Utilities, Inc. (SJIU). Elizabethtown Gas
Company (ETG) and Elkton Gas Company (EKG) assets were acquired by SJIU, on July
1, 2018, from Pivotal Utility Holdings, Inc., a subsidiary of Southern Company Gas, for a
total consideration of $1.72 billion after the settlement of working capital. SJIU sold the
EKG assets to a third-party buyer in 2020. SJG and ETG are the two current local
distribution company (LDC) subsidiaries of SJIU.

SOUTH JERSEY INDUSTRIES, INC.

South Jersey Industries, Inc. (SJI), a New Jersey corporation, was formed in 1969 for the
purpose of owning and holding all of the outstanding common stock of SJG and acquiring
and developing non-utility lines of business. SJI provides a variety of energy-related
products and services, primarily through a number of wholly owned subsidiaries:

» SJI Utilities, Inc. (SJIU) is a holding company that owns SJG and ETG.
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South Jersey Energy Company (SJE) acquires and markets electricity to retail end
users. In November 2018, the Company sold SJE's retail gas business.

South Jersey Resources Group, LLC (SJRG) markets natural gas storage,
commodity, and transportation assets along with fuel management services on a
wholesale basis in the mid-Atlantic, Appalachian, and southern states.

South Jersey Exploration, LLC (SJEX) owns oil, gas, and mineral rights in the
Marcellus Shale region of Pennsylvania.

Marina Energy, LLC (Marina) develops and operates on-site energy-related
projects, such as landfill gas-to-energy production facilities. Marina was divested
during 2019.

South Jersey Energy Service Plus, LLC (SJESP) receives commissions on service
contracts from a third party.

SJI Midstream, LLC (Midstream) invests in infrastructure and other midstream
projects, including the PennEast Pipeline Company.

South Jersey Energy Investments, LLC (SJEI) provides energy procurement and
cost reduction services.

SJE, SJURG, SJEX, Marina, SJESP, Midstream, and SJEI are subsidiaries of South Jersey
Energy Solutions, LLC (SJES). SJI established SJES as a direct subsidiary for the
purpose of serving as a holding company for all of SJI's non-utility businesses, as SJIU
is a direct subsidiary serving as a holding company for SJI's utility businesses.

SJlis also a 50% owner of Millennium Account Services, LLC (Millennium) which is jointly
owned by Conectiv Solutions, LLC, an affiliate of Atlantic City Electric Company (ACE).
Millennium provides meter reading services for SJG and ACE.

In 2019, SJES, SJI, SIRG, Marina, SJESP, SJE, ETG, ELK, and SJIU all had affiliate
transactions with SJG. (See the Affiliate Relationships and Transactions Audit Report, for
more information on affiliate transactions.)

The following exhibit is a simplified version of the SJI legal entity organization structure.

SJI Simplified Legal Entity Structure

rk

Koy s [ < =
h
Sout .lersev Elizabethtown Midstresm Energy Energy
Gas Group Services

* PennEast Pipeline * Wholesale Operations + Energy Production

(20% Interest) + Fuel Management * Account Services
= Commodity Marketing

SJl reports its segment information in six categories as shown in the following exhibit.
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SJI 2019 Segment Information

Segment Operating Revenues | Operating Income/(Loss)
SJI Utilities $902,308 $217,530
Energy Group $688,286 $(4,546)
Energy Services $50,790 $(2,140)
Midstream $- $(154)
Corporate and Services $44,511 $(9,485)
Intersegment Sales (balancing entry) (57,269) $-
Total $1,628,626 $201,205

SJIU as a Percent of Total 55.4% 108.1%

The Energy Group includes wholesale energy, retail gas and other, and retail electric
operations. Energy Services includes on-site energy production and appliance service
operations.

While SJIU (SJG and ETG) makes up only 55.4% of SJI's revenue, it is 108.1% of its
operating income. The non-regulated Wholesale Energy Operations of the Energy Group
make up the lion’s share of the non-regulated revenue, $607 million of $726 million, or
84%. In 2019, all non-regulated categories of SJI lost money. For individual components
of the categories, only Wholesale Energy Operations and Appliance Service Operations
made money, $439 thousand and $2.1 million, respectively.

HomeServe is an unaffiliated supplier of appliance warrantee and related products. SJI
sold its interest in HomeServe in 2017 but continues to provide sales and billing support
for a fee. (See Chapter 7. Customer Service, for more information on HomeServe.) This
revenue is reported under Appliance Service Operations and is substantially all of the
non-regulated segment’s operating income.

SJI has been tilting its business mix toward regulated utilities from non-regulated
businesses in recent years. For example, the ETG acquisition added substantially to the
SJI regulated utility portfolio. Further, SJI divested several non-regulated businesses
between 2013 and 2019, including:
» ACB Energy Partners, LLC
NBS Energy Partners, LLC
SBS Energy Partners, LLC
SJEG retail natural gas assets
SJESP appliance and warrantee services
SJESP Plumbing Services
Marina solar assets
Marina Thermal Facility (combined power and heat co-generation facility)

YV VYV VVYVY
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B. SJG COSTS AND RATES

BACKGROUND

Oversimplifying, SJG recovers its natural gas delivery and customer service costs from
rates charged to customers. Natural gas delivery and customer service rates have two
components: the recovery of operations and maintenance (O&M) expenses at a Board of
Public Utilities (BPU) approved cost, and a return on investment in utility assets (rate
base) at a BPU approved percentage.

The amount of investment in utility assets each year is the prior investment minus
depreciation plus new capital expenditures. If additional capital expenditures exceed the
depreciation, the rate base increases and, when approved by the BPU, the rates go up
to provide the additional return on investment.

Additionally, customers who choose to buy natural gas from SJG are charged a BPU
approved at-cost rate that recovers SJG’s natural gas commodity and transportation
costs.

OPERATIONS AND MAINTENANCE COSTS

The following exhibit shows the SJG O&M expenditures from 2013 through 2019 for the
major functions.

SJG Operations and Maintenance Expenditures ($ million)

Function 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 201:: ?g:acf"t
Production 9.4 9.5 104| 10.6 12.6 19.6| 237 17.0%
Transmission 2.9 3.7 4.6 4.9 5.0 5.6 5.7 4.1%
Distribution 14.2 15.1 16.9| 18.5 19.2| 241 20.9 15.0%
gustomer Accounts and 148| 211| 283| 206| 206| 227| 223 16.0%
Conservation Program 15.9 24.8 21.2 9.2 7.0 141 13.7 9.8%
Sales Expenses 1.6 1.9 1.2 1.7 1.9 2.1 1.5 1.1%
Energy Efficiency Programs 4.5 4.2 3.6 2.7 1.3 1.8 3.3 2.4%
Administrative and General 34.5 34.9 37.1 44.6 51.1 52.0 48.5 34.7%
Total Actual Expenditures | 97.9| 115.2| 123.4| 112.8| 118.7| 142.0| 139.6 100.0%
Budget 954| 107.7| 106.0| 1155| 124.5| 142.2| 1452
Budget Variance -26%| -7.0%|-16.4%| +2.3% | +4.7%| +0.1% | +3.9%

From 2013 to 2019, total annual O&M expenditures increased 42.6% ($97.9 million to
$139.6 million) or by a simple average of 7% per year.

The largest category of O&M expenditures in 2019 was Administrative and General at
34.7% of the total expenditures, followed by Production, Customer Accounts and
Services, Distribution, Conservation Program, Transmission, Energy Efficiency
Programs, and Sales Expenses.
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(See the individual function chapters, such as Chapter 6, Distribution and Operational
Management, and Chapter 7, Customer Service, for more information on O&M
expenditures.)

While SJG ran negative budget variances from 2013 to 2015, each of the years since
2015 have had positive budget variances (actual spending was less than budgeted).
CHARGES FROM SJI AND SJIU

SJG receives substantial executive and shared services support from both SJI and SJIU.
The following exhibit shows the trends in those charges from SJI and SJIU from 2013
through 2019.

SJI and SJIU Charges to SJG ($ million)

2013-2019
Category 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 Percent
Change
SJI Charges to SJG 301 29.5| 451 53.1 60.2| 50.8| 73.1
SJIU Charges to SJG 4.4
(beginning 4/19) '
tTo°tsaj g‘” and SJIU Charges | 3441 95| 451| 531| 60.2| 508| 77.5 157%

From 2013 to 2019, the charges more than doubled from $30.1 million to $77.5 million.
(See Chapter 8, Affiliate Relationships, for more information on affiliate charges.)

CAPITAL EXPENDITURES
The following exhibit shows the annual SJG capital expenditures from 2013 through 2019.
SJG Capital Expenditures ($ million)

Category 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2019 Percent
of Total

System Operations 1393 | 1653 | 1907 | 2009 | 2312 | 207.9 | 2532 95%
Facilities and Fleet 43| 41| 66| 144| 198 422| 72 3%
Information 292 | 336| 247| 56| 79| 65| 65 2%
Technology
Total Actual Capital | 1758 | 2030 | 222.0| 2209 | 258.9 | 256.6 | 266.9 100%
Expenditures
Total Budget 1772 | 2355 | 2337 | 2323 | 2497 | 2768 2773

Budget Variance 25% | 138% | 5.0% | 49% | -3.7% | 7.3% | 3.7%

From 2013 to 2019, total capital expenditures increased 54.5% ($172.8 million to $266.9
million), or a simple average of 9% per year. In 2019, capital expenditures for system
operations were 95% of the total capital expenditures, followed by facilities and fleet (3%)
and information technology (2%). In all years except 2017, SJG underspent the capital
budget.
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(See Chapter 6. Distribution and Operational Management, for more information on
capital expenditures.)

GAS COSTS

Gas costs are covered in detail in Chapter 10, Procurement and Purchasing. However,
from 2013 to 2019, the Basic Gas Supply Service (BGSS) charge per therm decreased
from $.532500 to $.447769, a decrease of 16%.

COST RECOVERY AND RATE MECHANISMS

SJG recovers its costs from customers through base rates and several other rate
mechanisms. Following is an abbreviated explanation of its SUG’s rate mechanisms and
other regulatory matters as approved by the New Jersey Board of Public Utilities (BPU)
as reported in the SJI 2019 SEC Form 10-K.

Basic Gas Supply Service (BGSS) Clause - The BGSS price structure allows SJG
to recover all prudently incurred gas costs. Changes to BGSS charges to
customers can occur either monthly or periodically (annually). Monthly changes in
BGSS charges are applicable to large use customers and are pursuant to a BPU-
approved formula based on commodity market prices. Periodic changes in BGSS
charges are applicable to lower usage customers, which include all of SJG's
residential customers, and those rates are evaluated at least annually by the BPU.
However, to some extent, more frequent rate changes to the periodic BGSS are
allowed. SJG collects gas costs from customers on a forecasted basis and defers
periodic over/under recoveries to the following BGSS year, which runs from
October 1 through September 30.

Conservation Incentive Program (CIP) - The primary purpose of the CIP is to
promote conservation efforts, without negatively impacting financial stability, and
to base SJG's profit margin on the number of customers rather than the amount of
natural gas distributed to customers. Each CIP year begins October 1 and ends
September 30 of the subsequent year. On a monthly basis during the CIP year,
SJG records adjustments to earnings based on weather and customer usage
factors, as incurred. On an annual basis, SJG makes filings with the BPU to review
and approve amounts recorded under the CIP. BPU-approved cash inflows or
outflows generally will not begin until the next CIP year.

Accelerated Infrastructure Replacement Program (AIRPII) - In October 2016, the
BPU approved an extension of the AIRP for a five-year period (‘AIRP II’),
commencing October 1, 2016, with authorized investments of up to $302.5 million
to continue replacing cast iron and unprotected bare steel mains and associated
services. Pursuant to the BPU Order, AIRP Il investments are to be recovered
through annual base rate adjustments.

Storm Hardening Accelerated Replacement Program (SHARP 1l) - In May 2018,
the BPU approved the second phase of the SHARP for a three-year period
(“SHARP II"). SHARP Il is focused on four system enhancement projects within
the coastal regions. SHARP Il is for $100.3 million recoverable through annual
base rate adjustments.
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Enerqy Efficiency Tracker (EET) - The BPU has authorized SJG to continue to
offer Energy Efficiency Programs (EEPs). The Energy Efficiency Tracker (EET) is
a rate mechanism that measures energy savings from EEP incentives to
residential and commercial customers. In June 2019, SJG filed its annual EET
rate adjustment petition, requesting a $1.3 million increase in revenues to continue
recovering the costs of, and the allowed return on, investments associated with its
EEPs. This was approved by the BPU in January 2020, effective February 1, 2020.

Societal Benefits Clause (SBC) - The SBC allows SJG to recover costs related to
several BPU-mandated programs. Within the SBC are a Remediation Adjustment
Clause (RAC), the Clean Energy Program (CLEP) and the Statewide Universal
Service Fund (USF) program. SBC adjustments affect revenue and cash flows but
do not directly affect earnings as related costs are deferred and recovered through
rates on an on-going basis.

Remediation Adjustment Clause (RAC) - The RAC recovers environmental
remediation costs of 12 former gas manufacturing plants. The BPU allows SJG to
recover such costs over seven-year amortization periods. (See Chapter 22,
Remediation Costs, for more information on environmental remediation
expenditures.)

Clean Energy Program (CLEP) - The CLEP recovers costs associated with SUG’s
energy efficiency and renewable energy programs required under the New Jersey
Clean Energy Program.

Statewide Universal Service Fund (USF) - The USF is a statewide program
through which funds for the USF and Lifeline Credit and Tenants Assistance
Programs are collected from customers of all New Jersey electric and gas utilities.
USF adjustments affect cash flows but do not directly affect revenue or earnings
as related costs are deferred and recovered through rates on an on-going basis.

Other Regulatory Matters -

Unbundling - This allows all natural gas consumers to select their natural gas
commodity supplier. As of December 31, 2019, 21,693 of SJG's customers were
purchasing their gas commodity from someone other than SJG. Customers
choosing to purchase natural gas from providers other than the utility are charged
for the cost of gas by the marketer. While customer choice can reduce ultility
revenues, it does not negatively affect SUG's net income or financial condition as
the resulting decrease in utility revenues is offset by a corresponding decrease in
gas costs. The BPU continues to allow for full recovery of prudently incurred
natural gas costs through the BGSS. Unbundling did not change the fact that SJG
still recovers cost of service, including certain deferred costs, through base rates.

Pipeline Integrity Costs - SJG is permitted to defer and recover incremental costs
incurred as a result of Pipeline Integrity Management regulations, which are aimed
at enhancing public safety and reliability. The regulations require that utilities use
a comprehensive analysis to assess, evaluate, repair and validate the integrity of
certain transmission lines in the event of a leak or failure. SJG is authorized to
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defer future program costs, including related carrying costs, for recovery in the next
base rate case proceeding, subject to review by the BPU.

Tax Reform - In March 2018, SJG filed a petition with the BPU for a change in
rates, customer refund and rider associated with the implementation of Tax
Reform. The BPU subsequently approved an interim rate reduction, effective April
1, 2018, to reflect the change in the corporate tax rate within SJG's base rates.
Annual true-up filings are required pursuant to Rider “H” of SJG’s tariff.

RESIDENTIAL CUSTOMER BILLS
SJG bills to residential customers include the following line items:

» Customer Charge — a flat rate
» Delivery Charge — usage times a flat rate

» BGSS Gas Charge — usage times a flat rate or Marketer Charge if the customer
has selected a gas supplier other than SJG

> |If applicable, Plan(s) from HomeServe
The Delivery Charge is a compilation of several tariffed rates:

Base Rate (which includes AIRPII and SHARPII)
Transportation Initiation Clause (TIC)

Clean Energy Program

Remediation Adjustment Clause

Universal Service Fund

Conservation Incentive Program

Energy Efficiency Tracker

2017 Tax Act Credit

Balancing Service Clause (BSC)

C. EXECUTIVE COMPENSATION

YV VY VYV VYVYVYY

BACKGROUND

The Executive Compensation organizational function is part of the Human Resources
(HR) department. For a discussion of the other HR functions see Chapter 12. Human
Resources.

Organization and Staffing

At the start of the audit, the HR department was led by the SVP and Chief Human
Resources Officer with eight direct reports. The department was undergoing
organizational and staffing changes and by the end of 2020, the HR organization was
structured as shown in the following exhibit.
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SJI Human Resources Organization Structure

SJI
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At the beginning of 2021, a new Director was hired with consolidated responsibilities for
HR Operations, Compensation, and Benefits, now organized as the Total Rewards Team.
The Director continues to report directly to the SVP and Chief Human Resources Officer.

As shown in the chart below, the Executive Compensation Business Partner is part of the
Compensation team and is responsible for the Executive Compensation Program for
Executive Officers and certain Non-Executive Officers (NEO). The Compensation Team
function is one of the three teams reporting to the Director of Total Rewards. Another
Compensation Team member is responsible for the Broad-Based Compensation program
for other company managers.

SJl Total Rewards Team Structure
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2. Executive Management and Corporate Governance

The Executive Compensation Business Partner Position is responsible for all executive
compensation programs for SJI. This includes cash incentive plans, long-term incentive
compensation plan, executive supplemental benefits, executive deferred incentive
compensation plan, and perquisite programs. The Business Partner leads:

» The development and coordination of materials for presentation to senior
management and to the Compensation Committee of the Board of Directors

» Coordinates and provides information in support of Proxy filings, including the
Compensation Discussion and Analysis (CD&A) and Compensation Tables

» Makes requests to third parties for data
» Responds to inquiries from internal departments.

Executive Compensation Program

The Executive Compensation program is cyclical during the year. The Compensation
Committee of the Board of Directors meets in November to review the market data
analysis and proposed annual program report prepared by Pearl Meyer, an external
consultant.

Pearl Meyer serves as the independent consulting company to the Compensation
Committee of the Board of Directors and provides counsel and advice on compensation
programs for Executive Officers. Pearl Meyer is an international firm that provides a
number of compensation and governance services, including surveys, analytics, and
strategic and compliance advice for the energy and other industries.

The Pearl Meyer report includes target compensation levels for the five Executive Officers
relative to market data and a review of SJl's executive compensation program features
relative to the Proxy Peer Group practices, as well as other analyses. Pearl Meyer also
conducts the annual peer group analysis that is submitted in June.

The Executive Compensation program includes the five Senior Executive Officers:

President and CEO, SJI

SVP and President, SJIU

SVP and Chief Financial Officer, SJI

SVP, SJI and President and COO, SJG

» SVP and Chief Human Resources Officer, SJI

Twelve NEOs are also subject to the program:

» Controller, SJES

VP, Chief Information Officer

VP, Investor Relations

VP, SJES

VP, Business Development

President and COO, ETG and Elkton Gas

VP, Accounting

VP, Financial Planning and Analysis and Treasurer

>
>
>
>

YV VYV VVYV

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company.

13



2. Executive Management and Corporate Governance

> VP, Risk and Assurance

» VP, Enterprise Project Management
» VP, South Jersey Gas Operations
» VP, General Council

SJl identified the following Executive Compensation program principles:

» Alignment with shareholder interests: The program emphasizes variable
compensation, with a focus on equity-based compensation, as a valuable means
of aligning the interests of our NEOs with those of our shareholders.

» Accountability for Performance: The program directly and measurably links pay to
business and individual performance with a substantial portion of compensation
designed to create incentives for superior performance and meaningful
consequences for below target performance.

» Support our Business Goals: The program drives short- and long-term financial,
operational, and strategic objectives and rewards executives for performance
relative to the overall company performance.

» Competition Among Peers: The program enables SJI to attract and retain key
executives by providing a total compensation program that is competitive with the
market in which SJI competes for executive talent.

The Executive Compensation package consists of Base Salary, an Annual Incentive Plan
(AIP), and a Long-Term Incentive Plan (LTIP). The three components are briefly defined
as:

> Base Salary — A fixed cash opportunity: Salary reflects role, level of position,
responsibilities, experience, and market competitiveness.

» Annual Incentive Plan (AIP) — An annual at-risk cash compensation program with
variable payout based on achieving quantitative company goals set at the
beginning of the year. The program considers two components for final bonus,
company results and achievement of individual Balanced Scorecard results.

» Long Term Incentive Plan (LTIP) — A restricted stock unit program with both
performance-based restricted stock units (PBRSUs) and time-based restricted
stock units (TBRSUs).

The LTIP is comprised of 70 employees from both the regulated and unregulated
affiliates. These employees include Executive Officers, NEOs, Vice Presidents, and
(employee) Directors. Eleven, or about 15.7%, of the 70 are SJIG employees. The SJG
workforce of about 450 is about 41% of the SJI total workforce of 1,100.

Base Salary. The Compensation Committee determines base salaries for the Executive
Officers each year by considering multiple factors including breadth, scope, and
complexity of the role; internal equity; succession planning and retention objectives;
market positioning; and budget. The Committee also considers the analyses provided by
Pearl Meyer, which include proxy peer data and survey data of similar positions.
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The Executive Officers, with final approval from the CEO, determine base salaries for the
NEOs each year based on the same criteria as above for the Executive Officers. Pearl
Meyer provides market data for each officer’s position.

Employee base salary compensation is reviewed on an annual basis and merit increases
are based on budget, market competitiveness, and individual performance. Individual
increases are based on both the Performance Management Program (PMP) rating and
the employee’s placement in the salary range. The PMP Ratings include: Exceeds, Meets
and Exceeds, Successfully Meets, Partially Meets, and Fails to Meet. Salary Placement
Includes: Below Minimum, 1st Quartile, 2nd Quartile, 3rd Quartile, 4th Quartile, and
Above Maximum. For further details on the Performance Management Program, see
Chapter 12 Human Resources.

Annual Incentive Plan. The AIP targets are a percentage of the officer’s salary. Target
percentages are pre-determined by level and are based on market competitiveness.
Awards are based on meeting the goals of the AIP Corporate Balanced Scorecard (BSC),
weighted 70% on the achievement of certain pre-determined financial metrics; and 30%
on the achievement of certain pre-determined stakeholder metrics (Customer, Safety, and
Strategic). Individual payouts are based on BSC results and a performance modifier
based on the officer’s individual annual performance rating. Individual performance can
modify the award up to 25%.

The AIP payout is the result of taking the product of the Individual AIP target, the AIP BSC
results, and the Individual Performance Modifier. The AIP payout is maxed at 150% of
target. There are two payout conditions: (1) If relative Total Shareholder Return (rTSR) is
less than SJI's Peer Group 25" percentile, then AIP is capped at 100% of target and (2)
if SJI misses all of its AIP BSC threshold metrics, there will be a zero AIP payout.

When Pearl Meyer submitted its Executive Compensation Program Review in November
2020, it observed that “The AIP payout is capped at 100% if SJI's 1-year relative TSR
does not achieve the 25th percentile versus Peers. SJl adopted this provision in response
to shareholder feedback. This provision is unusual but is considered shareholder friendly
by shareholders and proxy advisory firm policies. Still, SJI should keep an eye on this
provision to ensure it produces results consistent with the intended purpose.”

Long Term Incentive Plan. The LTIP awards stock based on financial performance
relative to the benchmarking peer group's financial performance. The LTIP Plan has the
following features:

> LTIP targets are expressed as a total dollar value based on a percentage of the
officer's base salary. Target percentages are pre-determined by level and are
based on market competitiveness.

> Restricted stock grants are awarded on an annual basis and are paid three years
out.

» Restricted stock grants include both performance-based restricted stock units
(PRSUs) and time-based restricted stock units (TRSUs). PRSUs are earned based
on the achievement of certain financial performance measures and earned upon
the completion of a three-year performance period, with vesting occurring once at
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the end of the three-year period. TRSUs vest in three equal installments, subject
to the officer being employed by the Company on each date.

Weighting and metrics are based on level:

= Executive Officer: Mix: 70% PRSUs and 30% TRSUs. Metrics and Weights:
50% three-year relative TSR (rTSR) against peer group and 50% three-year
Earnings Per Share Compound Annual Growth Rate (EPS CAGR)

= Officer: Mix: 50% PRSUs and 50% TRSUs; Metrics and Weights: EPS CAGR

Payout condition: If three-year rTSR does not achieve threshold performance
versus SJI Peers, any payout tied to EPS CAGR is capped at 50% of target

SJI modified the LTIP for 2020. The changes from the 2019 LTIP to the 2020 Program
include:

A.

B.

2020 rTSR threshold moved from 35" percentile to 25" percentile and payout for
achievement at threshold moved from 50% of target to 40% of target.

In 2020, SJI added a modifier that capped total payout at 50% of target if three-
year rTSR does not meet threshold. Pearl Meyer, stated that by lowering the
percentile rank threshold to 25%, SJI could more easily achieve that performance
level, and, by lowering the Payout (Percent of Target Performance Restricted
Stock Unit (RSU) to 40%, the threshold reduction effects may be somewhat offset.
SAGE notes that when Pearl Meyer submitted its Executive Compensation
Program Review in November 2020, it observed that “the rTSR modifier is
considered shareholder and proxy advisory firm friendly, but it is not common, and
that SJI should monitor this provision to ensure it produces results consistent with
the intended purpose.”

Retirement/Pension Program. SJI has three plans associated with its executive
retirement/pension program:

>

>

Qualified Pension Plan — Eligible participants must have been hired before July 1,
2003.

Non-Qualified Supplemental Retirement Plan (SERP) — Employees who became
officers prior to April 30, 2016 are covered by a supplemental retirement plan upon
attaining age 50. Compensation under the SERP is considered as base salary plus
annual incentives. In 2016, the SERP was closed to new participants.

Non-Qualified Defined Contribution Retirement Plan (DCRP) — Beginning May 1,
2016, newly appointed officers may participate in the DCRP. Each year, officers in
the DCRP may receive an “Employer Credit” which is a company contribution that
is a percentage of annual cash compensation ranging from 8—12% of annual cash
compensation (base salary and AIP payout) based on the individual's age. DCRP
account balances are not vested until age 50. Plan participants that terminate
(voluntarily or involuntarily) prior to age 50 forfeit their entire account balance.

The 2020 Executive Compensation Program Review submitted in September 2020
determined that average target Total Direct Compensation (TDC) for the five Executive
Officers was positioned below the market median (36th percentile), but within the
competitive range (minus 13% below median). TDC includes base salary, AIP
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compensation, and LTIP distributions. Average base salary and target total cash for these
five Executive Officers were positioned within competitive range, while the average target
LTIP fell slightly below the competitive range.

With respect to the NEOs, the 2020 Executive Compensation Review made preliminary
recommendations for Target Pay Levels:

> Base Salaries: SJI could consider modest merit increases of approximately three
percent for all NEOs for 2021 to ensure SJI base salaries remain competitive,
assuming company and individual performance meets expectations.

> Incentive Targets: No changes to NEOs’ AIP targets since these are generally
aligned with market practices, but SJI could consider increasing the SVP and Chief
Financial Officer's 2021 LTI target from 85% to 100% of base salary to be more in
line with market.

» 2022 Compensation: Assuming SJl receives a strong 2021 Say-on-Pay result and
company and individual performance meet expectations, recommended the
Compensation Committee consider more aggressive 2022 pay actions to bring
total direct compensation to median levels for NEOs that lag the market (e.g.,
increases to base salaries and LTI targets).

Peer Utility Benchmarking. Pearl Meyer was asked by the Compensation Committee to
review SJI's current peer group for the 2020 Executive and Non-Employee Director (NED)
compensation studies; the firm submitted its 2020 Peer Group Review document in June
2020.

The current peer Group is comprised of 12 gas and other utility companies with generally
comparable revenue, total assets, and market capitalization:

A\

Atmos Energy Corp.

Avista Corp.

Black Hills Corp.

National Fuel Gas Co.

New Jersey Resources Corp.
Northwest Natural Gas Co.
NorthWestern Corp.

ONE Gas, Inc.

PNM Resources, Inc.
Portland General Electric Co.
Southwest Gas Corp.

Spire, Inc.

VVVYVYVYVYVYVVYVYYVYY

The median revenue of the peer group was $1.63 billion (compared to $1.56 billion for
SJl) and the median market cap was $3.45 billion (compared to $2.38 billion for SJI).

The Pearl Meyer 2020 document identified discussion items for SJI's Management and
Compensation Committee in the categories of company type and geography, size
parameters, industry/business mix, external considerations, and number of peers. Pearl
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Meyer suggested that SJI may want to remove PNM Resources and Portland General
Electric Company since they are either primarily or 100% engaged in electricity and listed
other potential peers that could be added.

Stock Ownership Requirements. As reported in the SJl's Proxy statement, stock
ownership requirements were created in 2001 and then the Board of Directors increased
the requirements for 2015:

» The CEO stock ownership guideline is five times the CEO’s annual base salary.

> All other executive officers are required to own shares of Company Common Stock
with a market value equal to two times their annual salary.

SJl reported in 2020 that, as of December 31, 2019, the CEO and all other executive
officers had complied with the ownership guidelines. Other NEOs are required to own
shares of SJI common stock with a market value equal to their annual base salary. Shares
owned outright will be combined with vested restricted shares awarded under the Stock-
Based Compensation Plan and vested. Shares beneficially owned through any employee
benefit plan are used for purposes of determining compliance with the stock ownership
requirement for officers.

In November 2019, the period of six years following their election or promotion to a new
position as an officer to meet these minimum stock ownership requirements was
eliminated. Instead, all officers of SJI are required to retain at least 50% of vested and/or
earned shares, net of taxes, until their new stock ownership guideline has been met.

D. BOARD OF DIRECTORS GOVERNANCE
BACKGROUND

SJI Board of Directors

The Board of Directors for SJI is responsible for SJI and all of its subsidiaries. Because
SJIU, SJG, and ETG are separate legal entities, they are required to have boards of
directors as well, as do several non-regulated subsidiaries. However, the SJI Board of
Directors provides the principal governance for SJG. The mission of the SJI Board of
Directors is:

The Board of Directors (Board), which is elected by SJI's shareholders, is the
ultimate decision-making body of the Company except with respect to those
matters reserved to the shareholders. The Board selects the senior management
team, which is charged with conduct of the Company’s business. Having selected
the senior management team, the Board acts as an advisor and counselor to
senior management and ultimately monitors its performance.

The Board of Directors for SJI is composed of 11 members at the time of this writing.
However, it is normally a ten-person board. A new member was added in 2020 to replace
a retiring member; however, the retiring member postponed retirement so the board has
11 members. When the extra member does retire, the Board will likely return to its normal
ten members.

SAGE Management Consultants, LLC
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The only SJI executive Board member is the SJI CEO. The Board Chair is an independent
director. The board has six committees:

» Executive — five members.

The purpose of the Executive Committee is to exercise the powers and authority
of the Board of Directors in the management of the business and affairs of the
Company to the extent permitted by law and by the Bylaws of the Company. The
Committee shall keep full and fair account of its transactions. All actions by the
Committee shall be reported to the Board of Directors at its next meeting
succeeding each action.

» Audit — five members.

The purpose of the Audit Committee is to assist the Board of Directors in fulfilling
its responsibility for oversight of the quality and integrity of the accounting, auditing
and financial reporting practices of the Company. The Committee’s purpose is to
oversee the Company’s accounting and financial process by reviewing: the
financial reports and other financial information provided to any governmental body
or the public; the Company’s systems of internal controls regarding finance,
accounting, legal compliance and ethical standards that management and the
Board have established; and the Company’s auditing, accounting and financial
reporting processes generally. Consistent with this function, the Committee should
encourage continuous improvement of, and should foster adherence to, the
Company’s policies, procedures and practices at all levels. The Audit Committee
reviews the 10-K with the independent auditors and management. The Audit
Committee reviews with the independent auditors and management the 10-Q’s
and earnings pronouncements prior to release. The Audit Committee regularly
meets in executive session with the independent auditors, management and
internal audit. The Audit Committee engages the independent auditors, and
annually reviews their independence, work and their fees. The Audit Committee
approves all permitted non-audit work of independent auditors. The Audit
Committee regularly meets with the independent auditor regarding critical
accounting policies and practices.

» Compensation — four members.

The purpose of the Compensation Committee is to carry out the responsibilities
delegated by the Board of Directors relating to the review and determination of
executive compensation for the CEO and the Executive Officers, as well as the
structure and performance of significant, long-term employee defined benefits and
defined contribution plans. Consistent with this function, the Committee should
encourage continuous improvement of, and adherence to the Company's policies,
procedures and practices at all levels. The Compensation Committee, in
conjunction with the full Board, conducts annual formal written evaluations of the
CEOQ.

» Environmental, Social, and Governance — five members.

The purpose of the Environmental, Social, Governance (ESG) Committee
[formerly the Corporate Governance Committee] is to assist the Board of Directors
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by providing oversight, monitoring, and guidance on matters related to corporate
and social citizenship, public and legal policy, environmental and climate
stewardship and compliance, political and regulatory affairs, sustainability, quality
of work life, human capital management, diversity and the economic and social
vitality of the communities and markets in which the Company operates.

» Nominating and Governance — four members.

The purpose of the Governance Committee is to: assist the Board of Directors
(Board) in reviewing and recommending Board governance policy, organization,
and practice; identify, assess and recruit candidates for Board membership; and
review and recommend Director compensation.

» Strategy and Finance — five members.

The purpose of the Strategy & Finance Committee is to assist the Board of
Directors (Board) in fulfilling its oversight of the Company'’s strategic, financial and
financing plans

Each Board member serves on two to four committees, except the SJI CEO, who only
serves on the Executive Committee. As of December 31, 2019, the Board Chair was a
voting member of one committee and an ex officio member of the other five committees.
The Board committee assignments are rotated among the board members from time to
time but with an effort to match board member backgrounds to committee assignments.

Full Board meeting are scheduled quarterly, and all members are expected to attend.
During the pandemic, the Board meetings have been held virtually. Normally, they are
held in person. The Board meetings normally begin with a Board-member-only dinner on
Wednesday night and continue through Thursday and Friday, including a dinner with
senior management on Thursday evening. All committees meet at each quarterly board
meeting and some meet between full board meetings for specific purposes such as
approving SEC 10-K and 10-Q filings. All of the committee meetings are “open door” and
Board members not on the committee are encouraged to attend but cannot vote. Because
there are two committee meetings scheduled concurrently, all members cannot attend
every committee meeting.

New Board members go through an organized orientation program and the Board
members have an annual continuing education requirement. At the time of this writing,
there are two new board members going through the orientation program and all
members were current with their continuing education requirements.

All Board committees have written charters that have been recently updated to comport
with Securities and Exchange Commission (SEC) requirements, New York Stock
Exchange rules, and corporate governance best practices. The SJI Board annually
conducts self-evaluations including evaluations of the Board and each of the Audit,
Compensation, Corporate Responsibility, Governance, and Strategy and Finance
Committees.

SJI Board Member Compensation

It is the responsibility of the Governance Committee, in consultation with its independent
executive compensation consultants, to review and approve the total Board
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compensation package annually to ensure that the compensation is competitive so that
the Company may attract and maintain quality Board members.

Following is a summary of the rates of compensation for Board member service
as of December 31, 2019.

SJIl Board Member Compensation Rates ($)

Compensation Amount
Cash—Annual Retainer for Board Service 65,000
Restricted Stock—awarded in January (1) 105,000
Independent Subsidiary Chairman Retainer (2) 8,000
Non-Executive Chairman—stock and cash retainer (3) 80,000
Annual Committee Chair Fees (4):
Audit 15,000
Compensation 12,500
Corporate Responsibility (now ESG) 7,500
Governance 8,750
Risk 7,500
Strategy and Finance 7,500
Annual Committee Member Fees (4):
Audit 15,000
Compensation 10,000
Corporate Responsibility (now ESG) 5,000
Governance 7,500
Risk 5,000
Strategy and Finance 7,500
Non-Executive Chairman 25,000

In 2020, Board Members were paid fees, were granted stock awards, and received group
life and accident protection insurance. For members who served all of 2020, total
compensation ranged from $188 thousand to $228 thousand with an approximate
average of $204 thousand. On average, board member compensation is approximately
48% fees and 52% stock awards.

SJIU, SJG, and ETG Boards of Directors

The SJIU, SJG, and ETG boards all have the same five members. The SJI Board Chair,
who has substantial electric and gas utility management experience, also serves as the
Chair of the SJIU, SJG, and ETG boards. A second SJI board member who has
substantial gas utility management and regulatory experience also serves on the boards.
The three company executive board members are the SJI CFO, SJIU President, and the
SJG President. The SJI CEO is not a SJIU, SJG, or ETG board member.
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The SJIU, SJG, and ETG board meetings are held quarterly. While the principal purpose
is compliance with SEC and NJ requirements for corporations, the board meetings include
a performance review. The meetings take an hour to an hour and a half.

E. INDEPENDENCE AND REGULATORY COMPLIANCE
BACKGROUND

External Audit

The Audit Committee of the SJI Board of Directors (SJI BOD) has a number of different
responsibilities related to auditing functions and independence. The Audit Committee
Charter (available on the SJI website) states the purpose of the Audit Committee as
assisting the SJI BOD in its oversight of the quality and integrity of the accounting,
auditing, and financial reporting practices of the Company and reviewing (1) the financial
reports and other financial information provided to any governmental body or the public;
(2) the Company’s systems of internal controls regarding finance, accounting, legal
compliance, and ethical standards that management and the Board have established;
and (3) the Company’s auditing, accounting, and financial reporting processes generally.
Additionally, the Committee should encourage continuous improvement of, and
adherence to, the Company’s policies, procedures, and practices at all levels.

The Audit Committee's primary responsibilities include:
» Serving as an independent and objective party to monitor the Company's financial
reporting process and internal control system

» Serving as an independent and objective party to monitor the following risk areas:
(1) financial reporting process, (2) financial disclosures, (3) financial controls, and
(4) accounting/taxes

> Reviewing and appraising the audit efforts of the Company’s independent
accountants and internal auditing department

» Providing an open avenue of communication among the independent accountants,
financial and senior management, the internal auditing department, and the Board
of Directors

» Providing an open avenue of communication regarding ethical behavior
Concerning external auditors specifically, the Audit Committee function is to:
» Recommend the selection of the independent accountants, considering
independence and effectiveness.

» Approve the fees and other compensation to be paid to the independent
accountants.

» Set clear hiring policies for employees or former employees of the independent
auditors.

» On an annual basis, the Committee should review and discuss with the
accountants all significant relationships the accountants have with the Company
to determine the accountants' independence and any matters required to be
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discussed under the standards of the Public Company Accounting Oversight
Board.

> Review the performance of the independent accountants and approve any
proposed discharge of the independent accountants when circumstances warrant.

> Review any problems or difficulties submitted by the independent accountants and
management’s response.

» Periodically consult with the independent accountants, out of the presence of
management, about internal controls and the fullness and accuracy of the
organization's financial statements.

» Ensure the rotation of the lead independent accounting partner every five years or
as otherwise required by law.

The external auditors, as well as the SJI internal auditing department, report directly to
the Audit Committee.

Deloitte & Touche, LLP (Deloitte) was the external auditor for SJI and its affiliates,
including South Jersey Gas, for the seven-year period from 2013 through 2019. Deloitte
is one of the “Big Four” accounting firms (the other three are Ernst & Young, KPMG, and
PricewaterhouseCoopers [PwC]) and provides auditing, consulting, financial advisor, risk
advisory, tax, and legal services internationally. It is well known for its utility experience
and audits a significant number of utility companies in the United States and throughout
the world.

The audit arrangement is reviewed annually by the Audit Committee and the SJI BOD. In
the last ten years, the Company has changed CEOs once and audit partners three times.
Audit partners must change every five years and advisory partners must change every
seven years. During the seven-year term covered by this management audit, there have
been three different Deloitte partners responsible for the SJI audit, rotating their audit
partners on the SJI audit in 2016 and in 2019.

The following table shows the audit fees charged to SJG and to SJI during the period
from 2013 through 2019.
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External Audit Fees ($)

Services 2013 2014 2015 2016 2017 2018 2019
Provided
Audit Fees (a) 1,902,400| 2,152,750 2,385,000| 2,022,618 2,270,100| 3,713,000 4,711,025
Audit Related 108,000 110,000 9,000 - - - -
Fees (b)
Tax Fees (c) 80,800 214,557 424,526 219,289 242,000 525,415 250,562
All Other Fees (d) - - - - - - 2,021
Total 2,091,200| 2,477,307| 2,818,526| 2,241,907| 2,512,100| 4,238,415 4,963,608
SJG Portion (e) 606,448 718,419 817,373 717,410 803,872 1,356,293 1,737,263

(a) Fees for audit services billed or expected to be billed include audits of the Company’s annual financial
statements, evaluation, and reporting on the effectiveness of the Company’s internal controls over financial
reporting, reviews of the Company’s quarterly financial statements, comfort letters, consents and other services
related to Securities and Exchange Commission matters.

(b) Fees for audit-related services provided during these years consisted of employee benefit plan audits, other,
compliance audits, and registrar audits.

(c) Fees for tax services consisted of tax compliance and compliance-related research. Tax compliance services
are services rendered based upon facts already in existence or transactions that have already occurred to
document, compute, and obtain government approval for amounts to be included in tax filings and Federal, state,
and local income tax return assistance.

(d) Other fees billed by Deloitte for research tools, subscription services and registration fees for learning programs
(e) This amount is based on what is determined by Deloitte in their annual engagement letter

New York Stock Exchange (NYSE) and Sarbanes-Oxley Act Requirements

The Sarbanes-Oxley Act (SOX) became law in 2002, creating a new regulatory authority
to set public accounting auditing standards, the Public Company Accounting Oversight
Board (PCAOB), which replaced the American Institute of Certified Public Accountants’
(AICPA) rule-setting authority, the Auditing Standards Board (ASB). Additionally, SOX
specified that management is responsible for reported financial statements, established
internal control attestation rules, and required written certification. The summary of these
sections’ rules are shown below:

» Section 302 — Corporate Responsibility for Financial Reports — requires that:

= Chief Executive Officer (CEO) and Chief Financial Officer (CFO) must review
all financial reports.

= Financial report does not contain any misrepresentations.
= Information in the financial report is “fairly presented.”
= CEO and CFO are responsible for the internal accounting controls.

= CEO and CFO must report any deficiencies in internal accounting controls, or
any fraud involving the management of the audit committee.

= CEO and CFO must indicate any material changes in internal accounting
controls.

» Section 404 — Management Assessment of Internal Controls — states that:

= All annual financial reports must include an Internal Control Report stating that
management is responsible for an "adequate" internal control structure.
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= Management must assess the effectiveness of the control structure. Any
shortcomings in these controls must also be reported. In addition, registered
external auditors must attest to the accuracy of the company management’s
assertion that internal accounting controls are in place, operational and
effective.

» Section 906 — Corporate Responsibility for Financial Reports requires that public
companies include a specific written certification of the CEO and CFO in each
periodic report containing financial statements stating that:

= The periodic report fully complies with the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934.

= Information contained in the report fairly presents, in all material respects, the
company’s financial condition and results of operations.

Affiliate Relationships — Rules and Compliance

The relationship between affiliates, compliance with affiliate relation and Federal Energy
Regulatory Commission rules, and the identification of any material conflict or risk
between SJI or any affiliates and the goals of SJG is covered in Chapter 8, Affiliate
Relations.

F. CORPORATE GOVERNANCE
BACKGROUND

Mission and Values
The SJIl and SJG mission is:
Provide safe, reliable, affordable energy services, ensuring the safety of our

employees, customers and the communities we serve while also delivering value
for our shareholders.

The SJI values are:

Commitment to Customers, Shareholders, Employees, and Community
Integrity

Highest Standards of Safety

Innovation

Performance

» Respect

YV V V VYV V

Collective Ambition
SJI recently developed a Collective Ambition statement of its Purpose, Vision, Core
Values, Priorities, and Values that applies to SJG. The contents include:
» Purpose — delivering safe, reliable, affordable, clean energy for a better today and
tomorrow.

> Vision — One SJI, inspired to build a clean future and deliver carbon neutral energy
by 2050.
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Strategic and Operational Priorities:

= Drive growth through innovation, technology, and partnerships that create a
market responsive and dynamic clean energy infrastructure company.

= Operate with excellence through safe and efficient operations that lower
customer costs.

= Champion a “Can Do” culture where people are accountable, empowered, and
included.

Values:

= Safety — make every day a safe day.

= Service — deliver exceptional service to our customers.

=  Community — invest in the communities where we live and work.

= |nclusion — foster a culture that values differences, creates a sense of
belonging, and encourages everyone to be their best self.

Brand promise: We promise to be your trusted partner, delivering energy solutions
that fit your life.

Behaviors as leaders:
= Think big — contribute ideas, challenge assumptions, demonstrate creativity.

» Lead and inspire — listen and communicate directly with respect, ensure
positive and productive work environment, develop others, learn continuously.

= Do the right thing — take personal responsibility and ownership, focus on safety,
act in the spirit of our values, respond well to feedback, give back.

= Deliver results — act with urgency, follow through, make a difference.

Functional Responsibilities

SJG is governed by three corporate organizational levels: SJI, SJIU, and SJG. Chapter
3, Organizational Structure, presents the organization structure at each level. The SJI
level has executives for the following functions:

>
>
>
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>

Business Development
External Affairs

Finance, Accounting, and Shared Services (contracting, procurement, fleet,
facilities, and security)

Human Resources
Information Technology
Legal Affairs

SJIU Utilities
Non-regulated Subsidiaries

External Affairs, Finance and Accounting, Shared Services, Human Resources,
Information Technology, and Legal Affairs are all corporate support functions serving all
of SJI, including SJG.

The SJIU level has executives for the following functions:
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» Rates and Regulatory

» Utility Shared Services (compliance, standards, technical training, and records
management)

» Enterprise Project Management Office

» Environmental

» Gas Supply

» Innovation and Business Improvement

» Safety and Quality Assurance

» Sales and Business Development

» SJG President

» ETG President

Gas Supply is an operational utility function serving both SUG and ETG. All of the
remaining functions, except for the SJG and ETG presidents, are shared support services
for SUG and ETG. Enterprise Project Management Office, Innovation and Business
Improvement, Safety, and Environmental also serve the rest of SJI as needed.

The SJG level has just two executives for the functional areas of:

» Customer Experience
» Operations

These individual functions are managed in a conventional, hierarchical, “subordinate-
reports-to-a-superior” scheme. There are no formal matrix relationships.

There is an established organizational hierarchy for SJI, SJIU, and SJG. The current
organizational levels and the approval authorities for each are:
> Supervisor — up to $35,000
Manager — up to $75,000
Director — up to $500,000
Vice Presidents — up to $1,000,000
Senior Vice Presidents — up to $5,000,000
» CEO - over $5,000,000

YV V VYV V

Committees

In addition to the functional management structure, there are multiple cross-functional
committees for specific purposes at the SJI and SJIU levels. The committees at the SJI
level include:

» Senior Leadership Team — weekly meetings of the CEO, CFO, CIO, CHRO,
General Counsel, and the SJG President (also a SJI SVP) for overall strategy and
executive direction. This group also has regular “Strategy Meetings” that
sometimes include other executives relevant to the topics being discussed. The
group began issuing Strategy Team Meeting agendas in 2020.
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Leadership Team — biweekly meetings of the Senior Leadership Team plus the
vice presidents and selected others for communication and coordination.

Project Management Council — selected executives for the review and approval of
proposed initiative business cases and the allocation of IT capital expenditures.
Executive Workforce Committee — bi-weekly meetings of the CHRO, CFO, SJIU
President, and the SJG President / SJI SVP. The SJI CEO is not a member of this
committee. The committee reviews and approves all position changes, job offers,
and pay increases up to ten percent for all positions up to the vice president level.
CEO approval is required for increases of more than ten percent and matters
involving vice presidents and above.

Pandemic Response and Return to Office Committees — broad based groups of
executives and subject matter experts to coordinate the response to Covid 19
restrictions and to plan the return to normal operations once the restrictions are
lifted.

Trust Committee — selected executives for pension and benefit issues.
Risk Committee — selected executives to review and manage risk.

ESG Committee — selected executives to guide the new Environmental, Social,
and Governance function and initiatives.

Diversity and Inclusion Committee — selected executives to promote diversity and
inclusion.

Accounting Disclosure Committee for SOX issues.
Compliance Committee.

The committees at the SJIU level include:

>
>
>
>

Standards (Engineering, Construction, Material, and Compliance)
Vehicle and Equipment Standards

Executive Safety Council and multiple lower level safety groups
Physical Security

There are also several Employee Resource Groups within the SJI family of companies
that are not involved in corporate governance, per se, but address specific interests. The
cultural groups include:

>
>
>
>

Women’s Leadership

Emerging Leaders

American Association of Blacks in Energy
Veterans

Corporate Performance Management

The SJI, SJIU, and SJG corporate performance management process is based on the
mission and values and begins with the strategic mand financial plan. (See Chapter 4,
Strategic Planning, for more information on strategic and financial planning.) The next
step is the development of the capital and operating budgets following the adoption of the
strategic and financial plan. (See Chapter 13, Finance, for more information on the
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budgeting process.) Following the adoption of the capital and operating budgets, the
goals, measures, and targets for SJI, SJIU, SJG, and each SJG business line are set
along with the performance plans and incentive compensation targets for management
personnel. (See Chapter 12, Human Resources, for more information on performance
planning and incentive compensation.) The Corporate Performance Management
process is illustrated in the following exhibit.

Corporate Performance Management

.| Goals, Measures,
and Targets

Strategic and _ Capital and ]
Financial Plan " | Operating Budgets

Mission and Values

Employee

. | Performance Plans
and Incentive
Compensation

Throughout the year, monthly financial and performance reviews against the goals and
targets are held at each organizational level. Management personnel have periodic
reviews of progress against their performance plans.

SJI, SJIU, and SJG have a modified “balanced scorecard” approach to corporate
performance management. The 2020 SJI level goals for each of the SVPs were in four
categories:

» Growth

» Operational Excellence

» Culture

» Foundation
These categories, with additional reference to the original balanced scorecard categories,
were also used for goal setting for the lower levels of management:

» Operational Excellence/Process

» Growth/Customer

» Foundation/Financial

» Culture/Learning and Development

For 2020, SJI set 45 goals in five categories:

» Finance

Process

Customer

Business Development
Culture

YV V VYV
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Each goal had a target value to be achieved and a Lead Officer assigned.

SJI reports the following key performance indicators (KPI) and operating and safety
metrics for SJG to the Board of Directors each quarter:

>
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>

Economic Earnings as reported in the financials

Margin as reported in the financials

Operations and Maintenance Expenditures as reported in the financials
Interest expense as reported in the financials

Capital Investments as reported in the financials

Customer Growth (gross, conversions, and new construction) — new customer
additions for residential and commercial

OSHA recordable injuries incidence rate (see the Safety section for more
information)

DART rate (see the Safety section for more information)

Preventable Motor Vehicle Incident Rate (see the Safety section for more
information)

Leak Count — open grade A and B leaks (for more information, see Chapter 10,
Distribution and Operational Management.)

BPU Complaints (for more information, see Chapter 7, Customer Service)

Reportable BPU/PHIMSA Incidents (for more information, see Chapter 6,
Distribution and Operational Management)

Damage prevention — third party facility damages per 1,000 mark-out tickets (for
more information, see Chapter 6, Distribution and Operational Management)

SJG has a similar performance management structure. The SJG goals include a mix of
targets and initiatives in six categories: safety, shared services, finance, customer,
internal process, and learning and growth. The 2020 SJG goals are shown in the following
exhibit.
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2020 SJG Balanced Scorecard Goals

Category Targets Initiatives

e  90% or more of leak
response calls responded
to in 60 minutes or less

e Reduce actual number of
OSHA recordable work
injuries from 9 to 8

¢ Reduce the actual
number of DART work

Safety injury cases from 6 to 5

e Reduce actual number of
preventable motor vehicle
accidents from 11t0 9

e Reduce excavation
damage rate by five
percent to 2.13

e Achieve a driver safety
scorecard score =>93%

Implement a near miss
program

e Advance the use of the
Geographic Information
System (GIS)

e Create and implement a
comprehensive training
strategy

Shared Services e Standardize all
compliance surveys and
inspections

e Standardize construction
and O&M standards

e Enhance emergency
preparedness
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Category Targets Initiatives

e Achieve budgeted net
income

o O&M expenses within five
percent of budget

e Meet AIRP Il program
year requirements (110
miles)

Finance e Meet SHARP Il program . )
year requirements (within projects: Apprq\{al of
five percent of budgeted LNG, AIRP Il filing, and
$34 million) successful BPU _

e Achieve 95-100% of management audit
approved off system
sales (OSS) and Storage
Incentive Mechanism
(SIM) targets

e Successful filing of 2020
rate case

e Regulatory strategy

e Improve JD Power
customer satisfaction
ratings

e Meet 90% or more of
scheduled appointments

e 90% of services on main

installed within 30 days Develop and execute a
Customer e 95-105% of annual sales | comprehensive marketing
margin strategy

¢ 100% of budgeted gross
customer additions

e Meet budgeted EET after-
tax margin/net income

e 75% of calls answered in
30 seconds or less

e Maintain a leak backlog of | Implement three best
180 or less practices from the American

Gas Association (AGA) Peer
to Peer

Internal Process
e Five percent reduction in

>90 day receivables

¢ Increase diversity spend

e Attend three company
diversity and inclusion
events

Learning and Growth e Improve communication
and employee
engagement

e Develop knowledge
transfer plans and
succession planning
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In addition, 2020 SJG key performance indicators reflected the SJI KPIs and included:

» Economic earnings

Margin

Operations and Maintenance Expenses

Interest Expense

Capital Investments (base and accelerated programs)

» Customer Growth for both conversions and new construction

YV V V VY

A target was set for each SJG KPI and progress against the KPIs is tracked monthly.

Further, SJG had a set of safety and operating metrics for 2020 that reflected the SJI
metrics reported to the Board of Directors:
» OSHA Recordable Injuries
DART Rate
Preventable Motor Vehicle Incidence Rate
Leak Count
BPU Complaints

Reportable BPU/Pipeline and Hazardous Materials Safety Administration
(PHMSA) incidents

» Damage Prevention — hits per thousand tickets

YV V V VYV V

SJI, SJIU, and SJG use a business intelligence software package to track progress
against the goals. The top-level measures for each unit are commonly referred to as the
“balanced scorecard” as are the goals for each individual employee. The presentation of
the progress tracking screens is referred to as the “dashboard” for each unit.

Progress against goals, targets, and KPlIs is reviewed monthly in financial and operations
performance meetings of SJI, SJIU, and SJG management personnel. There are
separate meetings for SJIU, SJG, and ETG. Each has a separate balanced scorecard
dashboard. However, the SJIU units and the SJI Shared Services that support SJG are
included in the SJG dashboard. Therefore, the performance of all of the organizational
units directly affecting SJG is covered in the monthly SJG performance review meeting.
Each organizational unit, referred to as a “business line,” is represented on the dashboard
as “tiles” (screens) that present data applicable to that unit.

The SJG performance review begins with an overview of the financial performance and
is followed by an overview of the high-level balanced scorecard that presents the overall
condition of results of operations for SJG. The SJG level balanced scorecard presents
status against goals in five areas:

»> Safety
Shared Services
Financials
Customer Service
Process and Growth (Internal Processes and Learning and Growth)

YV V V VY
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There are target values set for each goal. Progress against each goal is expressed as
percentages met, which translates to the current status of each goal presented as:

» Failed to meet goals

» Partially meets goals

» Successfully met goals

» Meets and exceeds goals

» Exceeds goals

Once established, the target values are not changed during the year.

The monthly performance review meetings take place in the third or fourth week after the
end of the month in question. The monthly review used to be led by the SJIU President,
who oversees all of the 12 SJI and SJIU business lines (departments) included except
SJI Shared Services. The reviews are now led by one of the two SJG VPs. (The SJG VPs
are in charge of Customer Experience and Operations. They are the only two direct
reports to the SJG President.)

The performance review meetings last approximately two and one-half hours and include
subject matter experts (SMEs) and executive and operational management personnel.
SMEs are normally directors in the business lines but can also be the VPs. There are
approximately 15 SMEs.

After the reviewing the SJG balanced scorecard, the 13 business lines are discussed
individually. The 13 business lines are:

Safety (SJIU reports to the SJIU President)

Rates and Regulatory (SJIU reports to SJIU President)

Customer Experience (SJG reports to SJG President)

Sales and Marketing (SJIU reports to SJIU President)

Shared Services (SJl reports to SJI CFO) — these are the “SJI Managed Costs,”
(e.g., Facilities, Fleet, HR).

Operations Support (SJG reports to SUG VP Operations)

Pipeline Operations (SJG reports to SJG Director Engineering)

Construction Operations (SJG reports to SJG VP Operations)

Utility and Dispatch Services (SJG reports to SUG VP Operations)

Street Operations (SJG reports to SJG VP Operations)

Engineering (SJG reports to SJG Director Construction Operations)

Planning and System Integrity (SJG reports to SJG Director Engineering Services)
» Gas Supply (SJIU reports to SJIU President)

As a business line is reviewed, the SMEs for each business line, typically the vice
president or director of the business line, present and explain the status of the various
goals against target values for the month, quarter, and year-to-date.

Y
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G. FINDINGS

2-1  SJG total Operations and Maintenance Expenditures have increased
substantially over the last six years.

As shown in the exhibit above, SJG O&M expenditures have increased in some
categories from 2013 through 2019 and decreased in others. O&M expenditures in total
increased at a simple average annual rate of 7% per year or more from 2013 to 2019 for
Production, Transmission, Distribution, Customer Accounts and Services, and
Administrative and General. O&M expenditures decreased at an average annual rate of
4.4% or less for the Conservation Program (2.3%), Sales Expenses (1.0%), and
EEP(4.4%) program. The categories that decreased modestly account for only 13.3% of
2019 O&M expenditures while the categories that increased significantly account for
86.7% of the 2019 O&M expenditures.

O&M expenditure increases are recovered in increased rates to customers as approved
by the BPU. (See individual function chapters such as Chapter 6. Distribution and
Operational Management, and Chapter 7, Customer Service, for more information on
O&M expenditures.)

2-2 SJG capital expenditures have increased substantially over the last six
years.

As shown in the exhibit above, SJG capital expenditures have increased by a simple
average of nine percent per year from 2013 through 2019. The exhibit is not completely
consistent from year to year as Information Technology capital expenditures were
reclassified in 2016. From 2016 on, expenditures for a given function were attributed to
that function and Information Technology expenditures are only for IT technical purposes
such as hardware and operations software.

Overall, capital expenditures have increased from $173 million in 2013 to $267 million in
2019, a 55% increase. The largest category, both in dollars and percentage is for System
Operations, which increased by $114 million, or 82%, which is a simple average increase
of 13.6% per year.

Net additions to the rate base caused by increasing capital expenditures cause the total
return on investment dollar amount to increase, which is then recovered from increased
rates to customers as approved by the BPU.

2-3 SJl and SJIU charges to SJG more than doubled from 2013 to 2019.

SJl and SJIU provide substantial management and support services to SJG and charges
SJG for those services. From 2013 to 2019, the charges more than doubled from $30.1
million to $63.0 million.

2-4 SJG residential rates are higher than the other NJ natural gas local
distribution companies.

The following exhibit compares SJG’s typical residential bill to the other New Jersey Local
Distribution Companies (LDCs) as of August 1, 2020.

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company.

35



2. Executive Management and Corporate Governance

New Jersey Natural Gas Local Distribution Company Bill Comparison
(Bill breakdown per 100 therms, all taxes included)
»SJI

GDC Monthly Bill Comparison

As of August 15, 2020

Bill Breakdown per 100 Therms

(all taxes included)
$155.00

$142.49

$135.00 +—

Il 54478 $114.65

$115.00

m Commodity
$95.00 o $37.53 u Clause1
$75.00 Base Rate

$18.08
$55.00
¢35.00 1 $82.43 | -
$59.04 $53.82 $48.13
$15.00 — — o
-$3.76
-$5.00 SIG NJ Natural E'Town PSE&G

15JG Clauses: CIP, SBC, TIC, EET, 2017 Tax Act Credit and Balancing Charge.
NJN Clauses: CIP, SBC, EET and Balancing Charge.
E’Town Clauses: WNC, SBC, EET and On-System Margin Sharing Credit.
PSE&G Clauses: SBC, EET, WNC, Balancing Charge, Margin Adjustment Credit and 2017 Tax Act Credit.

[

The SJG customer bills are higher than at least two of the other LDCs in all categories as
shown in the following exhibit for residential customers using 100 therms.

LDC Bill Comparison by Category

Category SJG NJ Natural Elizabethtown PSE&G
Base Rate $82.43 $59.04 $53.82 $48.13
Clauses $15.28 $18.08 $5.41 -$3.76
Commodity $44.78 $37.53 $46.91 $32.01
Total Bill $142.49 $114.65 $106.14 $76.38

SJG’s base rate is substantially higher than the other three NJ LDCs. It is $34.30, or 71%,
higher than the lowest LDC, PSE&G.

SJG’s Clauses (CIP, SBC, TIC, EET, 2017 Tax Act Credit and BSC) charge is significantly
higher than Elizabethtown and PSE&G, but lower than NJ Natural.

SJG’'s Commodity charge is higher than NJ Natural and PSE&G, but lower than
Elizabethtown. Comparing SJG to the lowest commodity cost company, SJG is $12.77,
or 40%, higher than PSE&G.

In total, SJG’s bills are higher than the other three LDCs. SJG is $66.11, or 87%, higher
than PSE&G.
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Some SJG rate components have increased substantially from 2013 through
2019 but were offset by a decrease in natural gas prices.

The following exhibit shows the change in SJG rate components from 2013 through 2019.

Change in SJG Rate Components from 2013 through 2019 ($)

Rate Component 1172013 | 1/1/2014 | 12/31/2014 | 12/31/2015 | 1/1/2017 | 1/1/2018 | 11/1/2018 | 10/1/2019 cr.:§;?2313
to 2019
Customer Charge: 8.923800| 8.923800| 9.630000| 9.630000| 9.618800| 10.662500| 10.129375| 10.129375 13.5%
BGSS: 0.532500| 0.532500| 0.650270| 0.529214| 0.354288| 0.340013| 0.564695| 0.447769 -15.9%
Delivery Charge:
Cost of Service 0.442200| 0.462500| 0.533542| 0.544643| 0.584945| 0.743838| 0.694483| 0.722972 63.5%
TiC 0.000600|  0.001800[  0.002400| 0.001025| -0.001009| -0.000411| 0.001574|  0.002066 244.3%
SBC:
CLEP 0.024300|  0.043500| 0.047400| 0.026441| 0.012723| 0.020063| 0.030150|  0.025203 3.7%
RAC 0.037800|  0.027200[ 0.011900| 0.000491| 0.010477| 0.029098| 0.034639| 0.035278 6.7%
USF/Lifeline 0.018400| 0.012600| 0.016900| 0.010800| 0.012700| 0.008700 0.010300| 0.012100 -34.2%
BSC 0.050500|  0.050500| 0.050500| 0.050500 0.050400| 0.050300| 0.033851| 0.087115 72.5%
clp 0.102400|  0.039200| -0.027283| -0.058946| 0.072927| 0.078172| 0.005717| -0.012422 112.1%
CIRT 0.004400|  0.000000|  0.000000|  0.000000|  0.000000| 0.000000|  0.000000|  0.000000 -100.0%
EET 0.009600| 0.013200| 0.016900| 0.021394| 0.004571| 0.009144| 0.017261| 0.014405 50.1%
2017 Tax Act 0.000000|  0.000000[  0.000000| 0.000000|  0.000000| 0.000000| -0.013043| -0.013043
Total Per Therm Rate | 1.222700| 1.183000 1.302529| 1.125562| 1.102022| 1.278917| 1.379627| 1.321443 8.1%
Total for 100 Therms | 122.270000| 118.300000| 130.252900| 112.556200| 110.202200| 127.891700| 137.962700| 132.144300 8.1%
Eﬁliﬂ&i'fgﬂ'fréﬁe 131.1938| 127.2238| 139.8829| 122.1862| 119.8210| 138.5542| 148.0921| 142.2737 8.4%

Rate components changed as follows over the 2013 to 2019 period:

>
>

Y

>

>

The total bill for residential customers using 100 therms went up modestly by 8.4%.

The Customer Charge went up by 13.5% in total and from 6.8% to 7.1% of the total
bill for residential customers using 100 therms.

The BGSS charge, which made up 31.5% of a residential customer’s bill in 2019
and 33.9% of the per therm rate, actually decreased by 15.9%.

The Delivery Charge that includes the base rate to recover SJIG O&M expenses,
the rate of return on investments, and various clauses increased 63.5%, or a
simple average of 10.6% per year. It is 54.7% of the per therm rate in 2019.

The TIC increased 244.3% but is only 0.16% of the total per therm rate.

The total SBC decreased from $.247400 per therm in 2013 to $0161679 per therm
in 2019, a decrease of 34.6%.

The 2017 Tax Act Credit resulted in a $.013043 credit per therm in 2019.

The substantial increase in the Delivery Charge was offset by decreases in the BGSS
rate, the SBC rates, and by the 2017 Tax Act Credit.
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2-6 SJI has limited its peer selection to only financial criteria: comparable
revenue, total assets, and market capitalization.

Using only financial criteria is shareholder friendly and is consistent with the company's
large (70 percent) financial weighting for its annual and long-term incentive plans.
However, the lack of other stakeholder criteria is a disincentive for the company to look
for and focus on opportunities to improve operational performance related to customer
service and gas operations effectiveness, efficiency, productivity, and safety.

2-7 The AIP has four cash incentive category components, but the financial
component is unreasonably weighted at a relatively high 70%.

The below table shows the four AIP components as a percent of target. The other three
components (customer, safety, and strategy) are weighted at a relatively low ten percent
each. The weighting factors reflect an inherent bias toward shareholder value and reflect
minimal value placed on customer experience and operations performance.

Annual Incentive Plan as a Percent of Target

Measure Weight
Financial 70%
Economic Earnings - SJI Consolidated 60%
Return on Invested Capital (ROIC) 10%
Customer 10%
Gross Additions (SJG & ETG) 3.33%
Customer Satisfaction: Active top tier ranking by JD Power CSI, 3.339
combined average score for SIG & ETG o070
Miles of BS/CI (bare steel and cast iron) pipe replaced 3.33%
Safety 10%
Days Away, Restrictions & Transfers (DART) Injury Rate, 3.33%
combined total SJG & ETG oo
PMVAs (Prevention and Management of Violence or Aggression) 3.339
— combined total SJG & ETG oo
Leak Response - combined total SJG & ETG 3.33%
Strategy 10%

Improve ROE

Launch Comprehensive Response to NJ Energy Master Plan
Accomplish Regulatory Initiative Milestones

Promote Culture of Innovation and Operational Excellence
Improve key financial metrics and liquidity
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2-8 Employees at the Director-title level participate in the Long-Term Incentive
Plan (LTIP), but they generally do not have meaningful visible influence over
the SJI stock performance relative to the peer group's performance, unlike
Executive Officers and other senior officers.

LTIP compensation payouts are based solely on financial performance that is relative to
the peer group and to SJI stock earnings performance. The weightings and metrics are
50% SJI's three-year Total Shareholder Return relative to the Peer Group and 50% SJI’s
three-year EPS CAGR. Vice presidents and above tend to have the most managerial
control over company policies, practices, and performance and their LTIP values and
payouts will reflect that managerial influence. The employee director-level positions are
less likely to have managerial influence over longer term financial performance. A number
of directors have few direct reports, and some have only one direct report, which
significantly reduces their ability to influence the longer-term financial performance
metrics.

2-9 SJI stock ownership requirements for the CEO and NEOs are not as robust
as they could be.

The stock ownership requirements are currently set at five times base salary for the CEO
and two times for the NEOs. The Institutional Shareholder Services (ISS) defines “robust”
as five-times the cash portion of the base salary. However, some researchers find that
there is a growing trend toward increasing the multiple for CEOs from five-times to six-
times. When Pearl Meyer submitted its Executive Compensation Program Review in
November 2020, it observed that “SJl's stock ownership requirements are generally in
line with the market except: (1) SOGs (stock ownership guidelines [requirements]) are
less robust for officers below CEO versus Peers and (2) holding requirements for all SJI
NEOs are also less robust versus Peers.”

2-10 Executive Officers and Non-Executive Officers are not required to buy
company stock shares upon appointment to their positions to satisfy the
corporate ownership requirements.

These officers are awarded shares as appropriate as part of their compensation program.
This program modification in 2019 reduced both the risk and benefits of stock ownership
but, in any event, the incentive (dollars at risk) for meeting corporate goals has been
significantly reduced.

2-11 The SJI Board membership is well-balanced in terms of education and
experience relevant to SJl and SJG.

Eight of the Board members have four to 20 years of SJI Board membership experience.
Three members are new to the Board. The members range in age from 47 to 69 with
three in their fifties and six in their sixties. Some highlights of the SJI Board membership:

» Two of the members are engineers with significant natural gas LDC or related
executive management experience.

» One member is an accountant, and four others have substantial public company
financial experience.
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» Four members are attorneys and two of the attorneys have substantial utility
executive management experience.

» Other member experience includes human resources, cybersecurity, government
and regulatory, risk management, and strategy.

2-12 The SJl Board has a complete set of governance documents posted for
public review.

The SJI website has extensive documentation of the board, committee, and company
governance processes for SJI and its subsidiaries, including the SJI Board of Directors.
The information posted includes:
» Governance profile
Governance guidelines
Committee charters
Audit Committee complaint handling procedure
Code of Ethics
Board education program

YV V V VYV V

2-13 The Board is diligent about following its governance program and in
overseeing SJl and its subsidiaries, including SJG.

The Board members interviewed exhibited a thorough understanding of their roles and
responsibilities and the SJI governance documents. Additionally, the members detailed
how they gain insight into SJI, SJIU, and SJG operations and performance through
regular reporting and periodic presentations from and meetings with SJI, SJIU, and SJG
executives and managers. There is unobstructed access to company personnel for the
Board members.

2-14 There are no material lawsuits that relate to Board of Directors or executive
management governance.

SJI, SJIU, and SJG have utility-typical lawsuits filed against them regarding employment
issues, customer issues, personal injury, contract disputes, property damage, and
environmental concerns. However, since 2013 there have been no lawsuits regarding
Board of Directors or executive management governance.

2-15 SJl does not have a formal, written Executive Succession Plan.

The SJI CEO does meet with the Board on a quarterly basis to discuss succession
planning. These discussions are standing agenda items in the Executive Session of each
Board meeting. The CEO discusses the current state of executive management and its
leadership talent pipeline. He also addresses the strengths, weaknesses, and risks
associated with succession planning and the key attributes that are necessary to ensure
consistent performance in the event of a succession planning event. As part of the
discussion, the CEO and Board also address both short-term and long-term succession
strategies in the event there is an emergency situation. In addition, the CEO and Board
annually conduct a formal executive succession discussion focused on succession
planning for the near, intermediate, and long term for the CEO and senior level positions,
identifying potential successors for each position.
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While the ongoing discussions with the Board are a good management practice, it would
be better to have a formal, written succession plan. A formal plan with updates highlighted
could be sent to the Board members before each meeting for their consideration and
might inspire questions that otherwise might not be asked. It would also assure that all
positions are covered adequately, and it would be a ready reference should a portion of
the plan need to be implemented. The listed strengths and weaknesses for each covered
executive would also inform their performance planning and possibly accelerate their
readiness to succeed to higher level positions.

2-16 There have been no Board of Directors Executive Committee meetings since
2013.

The Executive Committee acts as directed by, or on behalf of, the Board of Directors
during intervals between the meetings of the Board of Directors in the event a quorum of
the Board is not available and, if at the discretion of the Chairman of the Board, immediate
action is needed. However, there have been no Executive Committee meetings since
2013. This appears to be for two reasons. First, it is often possible to convene the full
board telephonically if necessary. Second, the Strategy and Finance Committee seems
to be fulfilling the intended role of the Executive Committee. It has multiple ad hoc
meetings each year. The types of issues that might go to the Executive Committee also
fall within the scope of the Strategy and Finance Committee, such as financings,
acquisition and divestiture opportunities, or strategic issue developments.

2-17 The SJI CEO does not serve on the SJI Strategy and Finance Committee or
on the SJIU, SJG, and ETG boards of directors.

The only SJI Board of Directors committee assignment for the SJI CEO is the Executive
Committee, which has not met since 2013. Further, while he does serve as the Chair of
the SJI non-regulated subsidiaries’ boards, he does not sit on the SJIU, SJG, or ETG
boards. The SJI Board of Directors Strategy and Finance Committee deals with situations
and issues critical to SJI and SJG, including strategic and financial planning, acquisitions
and divestitures, and strategic developments such as the new NJ Energy Plan. The SJI
CEO should be a strong voice and vote on the committee.

SJIU, SJG, and ETG are SJI's principal businesses and its most important assets. While
the SJIU, SJG, and ETG boards are focused on compliance with corporate governance
requirements, they also contain an important element of performance review. The SJI
CEO should be a strong presence on the SJIU, SJG, and ETG boards as a symbol of the
importance of the businesses.

2-18 Excluding the Executive Committee, there are only 23 committee
memberships, and the Board could staff the committees with fewer
members.

The five Board committees that were active as of December 31, 2019, had a total of 23
membership positions (Audit — five, Compensation — four, ESG — five, Nominating — four,
and Strategy — five). If each independent Board member averaged three committee
memberships, the Board could operate with eight members (eight times three committee
memberships equals 24) plus the SJI CEO (who does not serve on the active committees)
for a total of nine members.
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2-19 The SJI Board members can meet their stock SJI stock ownership
requirements without personal investment.

The SJI Board of Directors governance program includes a requirement for SJI stock
ownership for members:

The Board of Directors supports the belief that significant ownership of SJI
common stock better aligns the interest of the Board of Directors with that of SJI
Shareholders.

Members of the Board of Directors are required, within six years of becoming a
director of the Company or any of its principal subsidiaries, or within six years of
an increase in the share ownership guidelines, to own shares of Company
Common Stock with a market value equal to a minimum of five times the current
value of a Director’s annual cash retainer for board service. Shares owned outright
will be combined with restricted shares awarded as part of the annual stock
retainer for the purpose of meeting these requirements.

However, Board of Directors members receive time based restricted stock valued at
$105,000 annually and will accumulate $630,000 of SJI stock over six years without
additional purchases. This amount exceeds the five years times the annual cash retainer
of $65,000, or $325,000. Therefore, meeting the stock ownership requirements should
not require a director to purchase SJI stock in the open market.

2-20 South Jersey Gas is audited by an independent, experienced, creditable
outside audit firm.

Deloitte, one of the Big Four accounting firms, audited SJG, its parent organization, and
its affiliates for the seven-year period from 2013 through 2019. Deloitte conducted its audit
in accordance with the standards of the PCAOB. As a public accounting firm registered
with the PCAOB, Deloitte is required to be independent with respect to SJI and its affiliates
in accordance with the U.S. federal securities laws and the applicable rules and
regulations of the Securities and Exchange Commission and the PCAOB. Deloitte is well-
respected in its field and experienced in auditing utility companies.

2-21 SJG is in compliance with the NYSE requirements and the Sarbanes-Oxley
Act.

SJI's reported financial statements, which include the financial statements of SJG, include
certifications signed by the CEO and CFO that attest that the requirements of the New
York Stock Exchange and the SOX concerning the financial statements and internal
controls have been complied with. The registered external auditors evaluated the
accounting principles and estimates made by management and the overall presentation
of the financial statements and rendered an unqualified opinion on the Company’s internal
controls and the fairness of the financial statements’ presentation.

2-22 SJI, SJIU, and SJG have a well-developed, modern corporate performance
management system.

The corporate performance management flows in a well-coordinated fashion from the
mission and values to the strategic and financial plan to the capital and operating budgets
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to the annual goals for each company level and each manager. In general, the goals
cascade consistently and logically from level to level.

2-23 SJI, SJIU, and SJG have an active benchmarking program.

SJG participates in the annual AGA Best Practices program. Best practices topics for the
last three years have included:

A\

System Reliability

Contractor Oversight and Quality Assurance

Rights of Way, Encroachment, and permitting
Transmission Integrity

Collection and Maintenance of As-built Documentation
Training and Operator Qualifications

Distribution Integrity Management Program and Asset Management
Emergency Response and Preparedness

Mains and Services Replacements

Mains and Services New Business

System Regulation and Overpressure Protection

VYV VY VVYVYVYYVYY

The SJI Human Resources function participates in typical compensation and benefits
benchmarking and participates in industry and human resources association best
practices studies.

The SJI Information Technology group recently participated in the 2020 IT Key Metrics
study for utilities.

SJl has subscribed to General and Administrative benchmarks for the Energy and Utilities
sector in general and SJl in particular.

Additionally, SJI, SJIU, and SJG personnel are active participants in industry
associations, such as, the American Gas Association, Northeast Gas Distribution Council,
New Jersey Local Distribution Company Committee, national GIS and records
management groups, national and regional technical training groups, national
compressed natural gas (CNG) vehicle groups, information technology and cyber security
groups, and national safety groups.

2-24 The mission language of affordability is not fully reflected in the SJG goals,
targets, and KPlIs.

The SJI and SJG mission is:

Provide safe, reliable, affordable energy services, ensuring the safety of our
employees, customers and the communities we serve while also delivering value
for our shareholders.

While the safety of employees, customers, and communities; the reliability of service; and
the value for shareholders are all well-represented in the SJG goals, targets, and KPls,
there is little that addresses affordability for customers. As discussed in the Costs and
Rates section of Chapter 2, Executive Management and Corporate Governance, SJG
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costs to ratepayers are higher than the other NJ LDCs. While recent years have had goals
on containing and reducing O&M expense, there are no goals on reducing capital
expenditures (that add to the rate base and increase rates) or on reducing the BGGS
costs.

2-25 The new Collective Ambition statement complicates the corporate
performance management system.

It is not clear if the more complex new Corporate Ambition statement is intended to
supplant the simple and straightforward existing mission and values statement. The
Corporate Ambition statement does not have a new mission statement, but it adds
sections on Purpose, Vision, Priorities, Brand Promise, and Leadership Behaviors.
However, it does present a set of values that are different than the mission statement.
The values associated with the mission statement are:

Commitment to Customers, Shareholders, Employees, and Community

Integrity

Highest Standards of Safety

Innovation

Performance

Respect

YV VYV VYV

The core values associated with the Collective Ambition statement are:

> Safety

» Service

» Community
» Inclusion

While somewhat similar, the current values and the new core values are different.

As a foundation for corporate performance management, the focus and clarity of an
organization’s mission and values are important. Managers should be able to develop
plans and goals with a clear line of sight from the organization’s mission. Adding multiple
additional elements, even if each is worthy, could confuse the corporate performance
management process.

2-26 The current practice of having separate monthly performance reviews for
SJG and ETG can be streamlined.

All utility functions except Operations and Customer Experience are centralized for SJG
and ETG. In the future, Customer Experience and Operations could be centralized as
well. Currently, the centralized function managers at SJIU and the SJI Shared Services
managers have to attend two performance review meetings (SJG and ETG) covering very
similar material. There could be a single SJIU performance review meeting with attention
to SJG and ETG results for each participating business line led by the SJIU President.
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H. RECOMMENDATIONS

2-1 SJG should increase scrutiny of operations and maintenance costs and
capital expenditures with an emphasis on containing costs that increase
SJG’s rates to bring them more into alignment with the other New Jersey
LDCs. (See Findings 2-1, 2-2, 2-3, 2-4, and 2-5)

SJG’s costs and rates are higher than the other NJ LDCs. Further, the trends of increasing
O&M costs and capital expenditures will cause rates to increase even more. To some
extent, the increases in SJG costs have been masked by lower natural gas commodity
costs (BGSS) and lower SBC charges. However, increasing total costs to SUG customers
creates an affordability problem, particularly for low-income customers. SJI’'s mission
statement includes a commitment to “affordable energy services.” However, as observed
in the Corporate Performance Management section of this chapter, SIG’s goals and
initiatives do not include significant components for achieving affordability for customers.

SJG should revise its planning and budgeting process to identify ways to contain or
reduce O&M costs and capital expenditures and bring its costs and rates into closer
alignment with its NJ LDC peers.

2-2 Expand the types of criteria for selection of a peer group to include
operational criteria for a more robust market analysis. (See Finding 2-6)

The company should consider the following: the number of customers, number of
employees, gas sales in dollars and volumes, square miles of service territory, customer
density, and miles of main.

2-3 Revise the AIP weightings to reduce the financial measure to less than 70%
and increase the other three measures of customer, safety, and strategy to
more than 30%. (See Finding 2-7)

The new weightings should reflect the growing importance of operational performance to
customers, regulators, and other non-shareholder stakeholders. The company should
consider at least a ten percent weighting adjustment.

2-4 Consider modifying the LTIP compensation program for employee Directors
to provide more managerial influence over performance targets. (See
Finding 2-8)

The company should consider reducing or eliminating financial targets tied to stock and
earnings performance and establishing long-term performance targets relating to the
employee directors' organizational responsibilities and functions.

2-5 Consider raising stock share ownership requirements from five times to six
times base salary for the CEO and from two times to three times base salary
for the NEOs. (See Finding 2-9)

Higher ratios of stock ownership to base salary are more in line with industry standards
and are consistent with the company's executive compensation consultant
recommendation.
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2.-6 Consider modifying the stock share ownership requirements for Executives
and NEOs to provide added incentives that require increased dollars at risk.
(See Finding 2-10)

Increasing dollars at risk for stock ownership will provide added incentives for employees
to focus on and to achieve company goals. One approach is to increase cash
compensation and concurrently require out-of-pocket stock market purchase of company
shares.

2-7 Develop a formal, written executive succession plan and share it with the
Board. (See Finding 2-15)

The ongoing discussions between the Board and the CEO on succession planning should
be memorialized in a formal written plan covering all SJI and subsidiary vice president
and above positions. The plan should be reviewed and updated quarterly. The practice
of reviewing updates with the Board on a quarterly basis should continue.

2-8 Disband the Executive Committee and formally assign its duties to the
Strategy and Finance Committee. (See Finding 2-16)

The SJI Board of Directors Executive Committee is an archaic structure that has not met
since 2013. While there are no direct costs for the committee (no member payments in
2020), it is carried on the books as a formal Board committee. The Committee can be
disbanded, and the Strategy and Finance Committee charter can be updated to formally
recognize its role as the Committee to address timely issues between scheduled Board
meetings.

2-9 Put the SJI CEO on the SJI Board Strategy and Finance Committee and the
SJIU, ETG, and SJG boards of directors. (See Finding 2-17)

In lieu of the SJI CEO’s membership on the Executive Committee, assign the CEO to the
Strategy and Finance Committee which, in effect, is performing the role of the Executive
Committee. In addition, to recognize the importance of SJIU, SJG, and ETG to SJI, the
CEO should be made a member of their boards.

2-10 Consider reducing the number of board members to eight independent
directors and the SJI CEO. (See Finding 2-18)

With a reduction to five active committees, eight independent directors are adequate to
fill the 23 committee membership positions. Eight independent directors are also
adequate to meet the education and experience backgrounds good practice requires for
the Board. The average compensation for a Board of Directors member in 2020 was $204
thousand, which would be the approximate annual savings if one position were
eliminated.

2-11 Consider adjusting the Board member compensation package to require
personal purchases of SJI stock. (See Finding 2-19)

The annual grant of restricted stock could be reduced or eliminated in favor of more cash
compensation such that Directors will have to buy SJI stock out of pocket. Then the Board
of Directors members would have to purchase SJI stock directly. While the total
compensation would not change materially, the symbolism of members purchasing SJI
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stock for their own account would improve and the purpose of SJI stock ownership by
Board of Directors members would be better met.

2-12 Ensure that the SJG goals and KPIs fully reflect the mission. (See Finding 2-
24)

Affordability should be a focus of the SJG plans, goals, and metrics. While O&M cost
control through budget discipline is included, there is not a clear focus on goals and
initiatives to make SJG service more affordable. SJI, SJIU, and SJG should address
affordability going forward.

2-13 Clarify and simplify the current mission and values statement and the new
Collective Ambitions statement. (See Finding 2-25)

The two documents should be reconciled, and one clear and concise version should be
communicated among the SJI, SJIU, and SJG personnel. It would be best to have a brief,
highly focused set of foundation statements about the business to guide the corporate
performance management program.

2-14 Consolidate the two monthly performance review meetings for SUG and ETG
into one run by the SJIU President. (See Finding 2-26)

While the single meeting may run longer than the two two-and-one-half-hour meetings for
the two separate operating companies now, the total time spent would likely be less. Also,
the interests of SJG and ETG are so similar and intertwined that covering their
performance in the same meeting would be beneficial.
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3. ORGANIZATIONAL STRUCTURE

This Chapter is presented in nine sections:

Organization

Workforce

Affiliated Interest Contracts
Affiliated Gas Sales

Internal Controls

Risk Management Policies
Information Security Policies
Findings

Recommendations

—IeTmMOO®>

A. ORGANIZATION

BACKGROUND

This section covers the organization structures of South Jersey Industries (SJI), South
Jersey Industries Utilities (SJIU), and South Jersey Gas (SJG).

SJI Organization Structure

SJG is a subsidiary of SJIU, which, in turn, is a subsidiary of SJI. SJG receives substantial
corporate shared services from SJl employees. SJl level employees serve both regulated
and non-regulated subsidiaries. The SJI top level organization structure is shown in the
following exhibit.

South Jersey Industries Top Level Organization

‘ South Jersey Industries
PRESIDENT AND CEO

| — I 1 I — |

. 1 i South Jersey Industries ( South Jersey Industries ( South Jersey Industries
South Jersey Industries ‘ ‘
SVP & CHIEF FINANCIAL SVP AND CHIEF HUMAN VP, CHIEF INFORMATION
\ RLEIBES N ESSIREVELCRVEN T OFFICER RESOURCES OFFICER OFFICER

[ I \ I — |

South Jersey Industries ‘ SIS | South Jersey Resources Group ‘ South Jersey Industries
VP AND GENERAL COUNSEL Svgﬁ S%EISTI'I?EESNT’ VICE PRESIDENT, SJES ‘ VP, EXTERNAL AFFAIRS

The SJI top level organization includes:

» The SJI President and Chief Officer (CEO) is responsible for the executive
management of SJI and all of its subsidiaries. The CEO reports directly to the
Board of Directors and is also a SJI Board of Directors member.
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The Vice President, Business Development is responsible for non-regulated new
business development not directly related to SUG and ETG.

The Senior Vice President and Chief Financial Officer (CFO) is responsible for
Accounting, Treasury, Risk and Assurance, SJI Shared Services (Supply Chain,
Facilities, Fleet, and Security), and Financial Planning and Analysis. The
organization structure for the CFO is covered in Chapter 13, Finance and Chapter
15, Accounting and Property Records.

The Senior Vice President and Chief Human Resources Officer (CHRO) is
responsible for Compensation and Benefits, Employee Relations, Labor Relations,
Talent Acquisition and Management, and Internal Communications. The
organization structure for Human Resources is covered in Chapter 12, Human
Resources.

The Vice President and Chief Information Officer (CIO) is responsible for five
information technology functions: Plan, Build, Run, Protect, and Report. This
includes all information technology hardware, software, and telecommunications.
The organization structure for Information Technology is covered in Chapter 19,
Support Services.

The Vice President and General Counsel is responsible for the General Counsel’'s
office attorneys and paralegals, the Corporate Secretary, the new-in-2020
Environmental, Social, and Governance (ESG) function, and the new-in-2021
Corporate Compliance function that will ensure enterprise-wide compliance with
SJI policies (e.g., Human Resources, Information Technology, Supply Chain,
Financial, Security, and Legal). He is not responsible for the Rates and Regulatory
attorneys or the External Relations attorneys. The organization structure for the
General Counsel is covered in Chapter 19, Support Services.

The Senior Vice President and President, SJIU, heads the SJI Utilities group which
is the parent of SJG and ETG. His direct reports include the presidents of SJG and
ETG and a number of SJIU utility operational and shared services functions: Gas
Supply, Compliance, Environmental, Safety, Sales, and Rates and Regulatory
Affairs. He also supervises the SJI Enterprise Project Management Office and the
SJl Innovation and Business Improvement function. The organization structure of
SJIU is covered below.

The Vice President, South Jersey Energy Services, is responsible for SJI's non-
regulated subsidiaries.
The Vice President, External Affairs supervises Government Relations, Social

Investment, and External Communications functions. The organization structure
for External Affairs is covered below.

The current President of SJG is the former SJI General Counsel but retains her SJI Senior
Vice President title. She continues to be a member of the SJI Senior Leadership Team
but is not shown as a direct report to the SJI CEO. She reports directly to the President
of SJIU.
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ETG.

3. Organizational Structure

Organization Structure

was originally conceived as an entity serving just the regulated utilities, SJG and
However, the organization structure of SJIU has evolved and some functions now

serve all of SJI. The organization structure for SJIU is shown in the following exhibit.

South Jersey Utilities Group Organization Structure

SJI Utilities
SVP & PRESIDENT SJG

| ~ , I — I ~ , |
‘ SJI Utilities SJl Utilities ( SJI Utilities [ SJI Utilities
DIRECTOR, UTILITY VP, GAS SUPPLY AND ‘ DIRECTOR, SAFETY AND
SHARED SERVICES | TP CUAEER, EMIRORT AL GAS PRODUCTION QUALITY ASSURANCE
| - P I = » | . |
SJI Utilities SJI Utilities SJI Utilities [ SJI Utilities
‘ VP, SALES & BUSINESS ‘ SVP, SJI AND PRESIDENT & COO, ‘ VP, RATES, REGULATORY
DEVELOPMENT PRESIDENT & COO, SJG | ELIZABETHTOWN GAS | AFFAIRS, & SUSTAINABILITY
| i , |
SJI Utilities f SJI Utilities
VP, ENTERPRISE PROJECT VP, INNOVATION AND
MANAGEMENT | BUSINESS IMPROVEMENT

The SJIU top level organization consists of:

>

>

The President of SJIU is responsible for the executive management of ETG and
SJG. He is also a SJI SVP serving on the SJI Senior Leadership Team.

The Director, Utility Shared Services, is responsible for utility compliance (e.g.,
leak survey, valve inspection, and meter sampling programs), standards (the
Construction Manual and Operations and Maintenance Manual), emergency
preparedness, geographic information system (GIS) and asset records
management, and technical training. This is a centralized function that serves both
SJG and ETG. The organization structure of the Utility Shared Services group is
covered in Chapter 6, Distribution and Operational Management.

The Manager, Environmental is responsible for the remediation of manufactured
gas plant sites and compliance with all environmental regulations. This function is
centralized for all SJI, including both SJG and ETG. This function is covered in the
Environmental section of Chapter 19, Support Services.

The Vice President, Gas Supply and Production is responsible for gas supply, gas
transportation, gas control, and the LNG peaking facility. This is a centralized
function that serves both SJG and ETG. This function is covered in Chapter 10,
Procurement and Purchasing.

The Director, Safety and Quality Assurance is responsible for SJl-wide safety and
quality assurance for SJG and ETG system operations. This is a centralized
function for all of SJI, including both SJG and ETG. The organization structure of
this function is covered in Chapter 6, Distribution and Operational Management.
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» The Vice President, Sales and Business Development is responsible for
conversions and new customers. This is a centralized function that serves both
SJG and ETG. The organization structure of this function is covered in Chapter 7,
Customer Service.

» The President of SJG has two direct reports, the Vice President of Operations and
the Vice President of Customer Experience. The Vice President of Operations is
responsible for gas system planning, engineering, construction, operations, and
field service. The organization structure for Operations is covered in Chapter 6,
Distribution and Operational Management. The Vice President of Customer
Experience is responsible for the call center, billing, and customer walk-in centers.
Operations and Customer Experience are the only two functions that are not
centralized between SJG and ETG. The organization structure for Customer
Experience is covered in Chapter 7, Customer Service.

» The President and Chief Operating Officer of ETG is responsible for the operations
and customer service of ETG. ETG is not within the scope of this audit.

» The Vice President, Rates, Regulatory Affairs, and Sustainability is responsible for
rates, regulatory affairs, and the Clean Energy program for both SJG and ETG.
This is a centralized function serving both SUG and ETG. This function is covered
in Chapter 15, Accounting and Property Records.

» The Vice President, Enterprise Project Management Office is a new position in
2020. This function screens and manages SJl-wide projects other than system
operations projects. This is a centralized function serving all SJI, including SJG
and ETG. This function is addressed in Chapter 15, Accounting and Property
Records.

» The Vice President, Innovation and Business Improvement is responsible for
developing and administering the SJI-wide performance management dashboards
and analytics and developing new initiatives, such as renewable gas and smart
meters prior to them becoming chartered projects. This is a centralized function
serving all of SJI, including SJG and ETG. This function is addressed in Chapter
15, Accounting and Property Records.

B. WORKFORCE

BACKGROUND

The SJG workforce is composed of employees and contractors from SJl, SJIU, and SJG.
The SJI workforce provides multiple corporate services including Finance and
Accounting, Information Technology, Human Resources, Legal, and External Affairs. The
SJIU workforce provides multiple utility services including Rates and Regulatory,
Compliance, Environmental, Gas Supply, Safety and Quality Assurance, and Sales. The
SJG workforce is focused on direct customer service and geographic specific
Engineering, Construction, Operations, and Utility (field) Services.

SJI, SJIU, and SJG all employ multiple contractors to assist their employees in doing the
SJG work. As examples, SJI contracts most information systems development and
implementation work and SJIU contracts most environmental remediation work. The SJG
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employee workforce is heavily augmented with contractors for engineering, construction,
compliance, and field services work.

Employees

SJI and its subsidiaries had a total of 1,104 employees as of January 1, 2020, 457 of
which were SJG employees. The following exhibit shows the evolution of the SJi
employee workforce since 2013.

SJI Employee Count on January 1 of 2013-2020

Company 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 221‘33-:320
SJG 420| 457| 484| 488| s500| 531| 549] 457 +37
ETG 288| 207| 312| 324| 328 338] 346| 368 +80
SJIU 0 0 0 0 0 0 o| 52 +52
sJi 80| 89| 94| 111| 136 186| 157| 195 +115
SJESLLC 88| 97| 101| 100] 90| 88| 44| 31 53
Elkton 8 8 8 8 8 7 8 8 0
SJES Plus Inc. 22| 23] 30| 32| 26 0 0 0 22
Total 906| 971| 1,029] 1,063| 1,097| 1,150 1,104| 1.111 +205
gjﬁt’ogG’ and SJIU 708| 754| 796 812| 837| 89| 895 877 +169

Overall, the SJI workforce increased by 205 employees from January 1, 2013, to January
1, 2020. 169 of the employee increases were in the ongoing utility related entities, SJG,
ETG, Elkton, and SJIU (Elkton was divested in 2020 and its eight employees are no longer
part of SJI). The percentage of utility related employees (excluding Elkton) of the SJI
employees stayed steady from 78.8% in 2013 to 78.9% in 2020. However, the combined
total of SJIU, SJG, and ETG utility related employees decreased by 18, or 2.0%, from a
high of 895 on January 1, 2019, to 877 on January 1, 2020. This reduction in utility related
employees continued in 2020, with an additional 18 employee reduction in the first eight
months.

While SJES LLC and SJES Plus Inc. employees decreased by 53 and 22 respectively,
SJI employees increased from 80 to 195. The 115 SJI employee increase was 144%, or
a 20% simple average annual increase.

An Early Retirement Incentive Program in 2018 and 2019 attracted 40 employees spread
among the companies:

> SJG-24
» SJI-9
» SJES -1

» SJIl Officers — 4
» SJES Officers — 2

Following its creation in 2019, SJIU had 52 employees, of which most were simply
transfers from SJG, ETG, and other entities to SJIU.
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The following exhibit shows the changing mix of SJI employees by level since 2013.
SJI Employee Mix by Type on January 1 of 2013-2020

Category 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 sztﬁgzo
Individual Contributor 702| 757| 803| 837| 864| 897| 860 895 +193
Manager 85 87 92 92 94 101 93 85 0
Supervisor 75 80 86 86 85 96 88 68 -7
Director 23 24 24 24 31 33 35 44 +21
Officer 12 13 14 15 14 16 20 13 +1
Executive 7 8 8 8 8 7 7 5 -2
CEO 2 2 2 1 1 1 1 1 -1
Totals 906| 971| 1,029| 1,063| 1,097 1,151 1,104 1,111 +205
Eegﬁﬁgaz?%gzmbutors 77.5% | 78.0% | 78.0% | 78.7% | 78.8% | 77.9% | 77.9% | 80.6%

The percentage of individual contributors of the total employees increased from 77.5% to
80.6% over the 2013 to 2020 period, suggesting a slight flattening of the SJI organization.
For SJG alone, the percentage of individual contributors increased from 78.9% in 2015
to 85.6% in 2020, a period in which SJIU was inaugurated and some SJG employees
were transferred to SJIU. SJIU is generally staffed with higher level employees so the
increase in SJG individual contributors may be misleading.

Union Employees

Of the total employees, 495 of SJI's employees are unionized and 319 SJG employees
are unionized (all of SJI's unionized employees are with SJG or ETG). SJI has collective
bargaining agreements with unions that represent these employees: The International
Brotherhood of Electrical Workers (IBEW) Local 1293; the International Association of
Machinists and Aerospace Workers (IAM) Local 76; and the Utility Workers Union of
America (UWUA) Local 424. SJG employees represented by the IBEW operate under a
collective bargaining agreement that runs through February 2022. SJG's remaining
unionized employees are represented by the International Association of Machinists
(IAM) and operate under a collective bargaining agreement that ran through August 2021.

Contractors
SJI, SJIU, and SJG are heavily reliant on contractors. SJI contracts most work on:

IT development and implementation
IT help desk

Facilities

Security

> Fleet

In addition, SJI relies on an array of professional services support for lobbying, risk
management, finance, compensation and benefits, and outside counsel.

YV V VYV V
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SJIU contracts most work on:

» Clean Energy program implementation
Leak surveys

Damage prevention (line locates)
Environmental site remediation
Materials

YV V V VY

SJG contracts most work on:

» Design engineering
» Construction
» Shutoffs for non-payment (contracted by customer care)

In addition, SJG contracts for some of the Rockford Eclipse valve replacements, customer
request turn-offs, light-ups, and meter replacements.

The following exhibit shows the trend in contractor expenditures from 2013 through 2019.
Trends in SJG Contractor Expenditures ($ million)

Category 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2013-2019
Change
Construction Work 69.2 | 159.1 086 | 1047 | 1567 | 1480 1729 +103.7
/é” Other 450| 383| 510| 540| 292| 584 406 4.4
ontractors
Total 1142 | 197.4| 1587 | 1581 | 1859 | 2064 | 2135 +99.3
Percentage of 60.6% | 80.6% | 62.1% | 66.2% | 84.3% | 71.7% | 81.0% | +33.7%
Construction Work

SJG’s spending on contractors in 2019 was $213.5 million, which is a mix of O&M and
capital expenditures. The bulk of contractor expenditures are for construction work, but
most major SJI, SJIU, and SJG functions rely on contractors. The percentage of
contractor expenditures for construction work increased from 60.6% in 2013 to 81.0% in
2019. However, the expenditures for contractors other than construction decreased from
$45 million in 2013 to $40.6 million in 2019. This is likely because some of the SJG non-
construction contract work was transferred to SJIU during 2019.

By way of comparison, SJG’s total O&M expenditures in 2019 were $139.6 million and its
total capital expenditures were $266.9 million, for a total of $406.5 million in expenditures.
Expenditures on contractors were 52.5% of the total SUG expenditures. This is up from
42.2% of $97.9 million O&M and $172.8 million of capital expenditures for a total of $270.7
million in 2013 A direct comparison of contractor costs to employee costs is not possible
because many contractor payments include materials and equipment charges. Also,
much of SJG’s employee costs are allocations of labor costs from SJI and SJIU, not direct
payroll and benefit expenses.
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C. AFFILIATED INTEREST CONTRACTS

Contracts between South Jersey Gas (SJG) and its affiliates consist of a Master Services
Agreement, governing the provision of professional services provided by South Jersey
Industries (SJI) to SJG, a Shared Services Agreement for the professional services
provided by SJI Utilities, Inc. (SJIU) to SJG, a Joint Meter Reading Services Agreement
with Millennium Account Services, LLC (Millennium), and an Asset Management
Agreement with South Jersey Resources Group (SJRG).

MASTER SERVICES AGREEMENT
Services provided by SJI to SJG include:

» Administrative

Corporate Communications
Government and Community Relations
Human Resources

Insurance

» Information Technology

SHARED SERVICES AGREEMENT
Services provided by SJIU include:

YV V VYV V

» Sales and Marketing
» Rates and Regulatory
> Safety
> Utility Shared Services
= Geographic Information System (GIS) and Records Management
= Technical Training
= Compliance and Standards
» Organizational Effectiveness
» Customer Experience
» Gas Supply, Allocations, and Liquid Natural Gas (LNG) Operations

JOINT METER READING SERVICES AGREEMENT
Services provided by Millennium to SJG are meter reading services.

ASSET MANAGEMENT AGREEMENT (AMA)
The AMA gives SJG the right to purchase gas on a firm basis from SJRG.

See Chapter 8, Affiliate Relationships, for a review and discussion of these affiliated
interest contracts.
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D. AFFILIATED GAS SALES

SALES TO SJG

SJG purchased its base load and its storage injection gas volumes in the monthly and
daily markets. Approximately 32% of those volumes were purchased from SJRG and SJ
Energy. SJG purchased from many other suppliers over this audit period but was in no
way dependent on their affiliates. Purchases were priced at the appropriate index with a
plus or minus to the index if appropriate. The same method of pricing was applicable to
all other suppliers. The affiliates of SJG do not own gas in the ground; therefore, the
affiliates are not exceptional or unique in any way other than the fact that they are an
affiliate.

SALES TO SJRG

SJG acted as a merchant in addition to being a Local Distribution Company (LDC).
Therefore, SUG was in competition with SURG. SJG made substantial Off-System Sales
(OSS) as demonstrated in the exhibit below. SJG sold less than one percent to its affiliate
on an annual basis and some years sales to its affiliate were less than one half of one
percent. It was noted that the unit price to its affiliate is less than the unit price to other
external parties; however, it was determined that the point-of-sales to SURG originates in
the most southern supply areas in comparison to other external sales which were at city
gate delivered prices. SJG is not dependent on SJURG to accomplish its Off-System-Sales
Program and based on the level of volumes involved with SURG purchases from SJG,
SJRG is not dependent on SJG.

Off System Sales to Affiliate SURG

02';’;;:;’;”;;5 SJG Sales to Affiliate SIRG
SJRG
Year Volume Revenue ?l‘:)IIQquAenf::;I SJRG Annual A\srifa(;e Percent of
(Dths) SJG (Dths) Sales to SJG Unit Price Gross 0SS
Sales
2013 9,684,601 $37,016,220 65,900 $256,068 $3.89| 0.68%
2014 9,410,579 $47,601,660 62,249 $175,185 $2.81 0.66%
2015 14,602,862 $47,966,725 923,200 $3,360,764 $3.64| 6.32%
2016 16,525,714 $44,302,980 1,114,320 $3,912,228 $3.51 6.74%
2017 25,560,075 $87,204,169 34,238 $87,245 $2.55| 0.13%
2018 13,582,135 $55,675,590 1,024,691 $2,983,035 $2.91 7.54%
2019 14,730,625 $49,386,245 416,800 $1,038,222 $2.49| 2.83%
Totals| 104,096,591| $369,153,590 3,641,398 $11,812,746 3.50%
CAPACITY RELEASE

SJG does not release all of its firm capacity that is in excess of the capacity necessary to
supply its function as an LDC. SJG is active in the merchant function and uses a
substantial portion of its excess capacity to participate in Off-System-Sales.

SJG sought the highest market price for its excess capacity. SJG, using email and chats,
forwards an RFP to all current suppliers from whom SJG buys gas. The RFP provides the
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usual information (i.e., daily volume, rate schedule, points of receipt, and delivery on the
contract and term). When the RFP response deadline has expired, all proposals are
analyzed, and a bidder is awarded the capacity based on the best value offer. FERC
requires that awards of capacity that are less than maximum rates be posted on the
appropriate intrastate pipeline bulletin board to solicit all parties that may be interested.
SJG posts the notice of their award on the appropriate pipeline bulletin board to solicit
interested parties to bid a higher price. SURG did acquire capacity through this
mechanism. Offers for the release of capacity at maximum rates must be posted as
informational to the public but do not solicit bids. SIRG did acquire transportation capacity
from SJG at maximum rates.

ASSET MANAGEMENT AGREEMENT (AMA)

SJG entered into an AMA with SJRG effective November 2015 through October 2016.
The particulars are a capacity release of 10,000 Dths per day from Milford, a receipt point
in Pennsylvania to SJG. The AMA provides that SURG would supply SJG 10,000 Dths
daily for city gate delivery, if called upon, between November 2015 and March 2016. SJG
entered into many AMA Agreements over the audit period. SJG is not dependent in any
way on SJRG for its AMA activity.

See Chapter 10, Procurement and Purchasing, for a detailed review and discussion of
gas sales involving SJG and its affiliates.

E. INTERNAL CONTROLS

The internal controls over SJG’s affiliated transactions and operations are safeguarded
by policies and procedures set forth in SJI's and SJIU’s Cost Allocation Manual (CAM),
as well as the Procedure for the Allocation, Recording, and Invoicing of Affiliated
Company Transactions — Cost Allocation Manual. Individual controls have been
established within the SJG department functions in accordance with the Sarbanes-Oxley
Act (SOX), tested by SJI's Internal Audit Department, and verified by SJG’s external
auditors.

See Chapter 8, Affiliate Relationships, for a review and discussion of the CAM, the
Procedure for the Allocation, Recording, and Invoicing of Affiliated Company Transactions
— Cost Allocation Manual, the establishment and testing of SOX controls, and the external
audit attestation function concerning internal controls.

F. RISK MANAGEMENT POLICIES

Risk management for SJG is the responsibility of the Risk Management Department
under the VP, Risk and Assurance. Risk areas covered included Credit Risk, Market Risk,
and Enterprise Risk Management. The Financial and Physical Natural Gas Transactions
Risk Management Policy and Procedures governs the practices and protocols of gas
transactions of both SJUG and Elizabethtown Gas. A Risk Register identifies and highlights
the most serious risks as determined by a Risk Committee.

See Chapter 10, Procurement and Purchasing, and Chapter 13, Finance, for a review
and discussion of the Risk Management Department, risk management policies, the Risk
Register, and the Risk Committee.
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G. INFORMATION SECURITY POLICIES

Information security policies are controlled by the Information Technology Department,
headed by the VP, Chief Information Officer and, more specifically, by the Security and
Technology Architecture work group. A significant number of information technology
policies and procedures have been developed to mitigate cyber security risk. SJI's
information security strategy is defined by policies designed to manage risk to levels
acceptable to management and which describe the framework required to protect
information assets; ensure accountability for actions; and ensure adherence to the three
pillars of information security: confidentiality, integrity, and availability.

See Chapter 19, Support Services, for a review and discussion of the Information Security
Policies.

H. FINDINGS
3-1  SJlis primarily in the natural gas local distribution company business.

As reported in the Overview section of Chapter 2, Executive Management and Corporate
Governance, SJI has evolved its non-regulated businesses since 2013 with a series of
acquisitions and divestitures. Through 2019, SJI was focused on the regulated utility
business with intent to make it 90% of the company.

The acquisition of ETG placed a strain on SJI's balance sheet. SJI used the proceeds of
divestitures from 2018 through 2020 to strengthen its balance sheet, including the sale of
solar assets, the sale of the Retail Gas Marketing business, the sale of the combined heat
and power (CHP) assets, and the sale of the remaining non-core assets.

Further, there are now few non-regulated entity employees. The following table shows
SJI employment as of September 2, 2020:

SJI Employment as of September 2, 2020

Component Employees | Percent of Total
Utilities — SJIU, SJG, and ETG 851 77.8%
SJI Corporate 208 19.0%
All Other — Non-regulated 35 3.2%
Total Employees 1,111 100.0%

There were only 35 employees in the non-regulated portions of SJI, or 3.2% of the total
SJI employees. While the Wholesale Energy Operations unit produces high revenue—
$607 million in 2019—it did so with few employees and at low profit margins of $439
thousand, or less than one-tenth of one percent of the SJI total profit. By contrast, in 2019,
SJI's two regulated LDCs and SJIU accounted for 78% of SJI's employees and over 100%
of SJI's operating income.

3-2 Although SJI's principal business is regulated local distribution operating
companies, the utility operating functions are located several levels down in
the organization structure.

The three LDC operating functions are Gas Supply, Operations, and Customer
Experience. Gas Supply serves both SJG and ETG and reports to the SJIU president, at
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the third organizational level (SJI CEO, SJIU President, Gas Supply Vice President) in
the organization structure. Unlike all other corporate support and LDC functions, as of
December 31, 2019, the Operations and Customer Experience functions had not been
centralized between SJG and ETG and report at the fourth organizational level (SJI CEO,
SJIU President, SJG President, Vice Presidents of Operations and Customer
Experience). These lower level organizational placements insulate the LDC operating
functions from senior management attention and reduce senior management’s attention
on its principal businesses, SJG and ETG.

3-3 The SJI staff functions’ principal clients are the SJG and ETG utilities.

While SJI has non-regulated operations, these enterprises are small in comparison to the
SJG and ETG regulated operating utilities. The non-regulated portion of SJI has only 35
employees. While the SJI staff functions (e.g., Finance, Accounting, Information
Technology, External Affairs, Human Resources, and General Counsel) serve both
regulated and non-regulated SJI subsidiaries, their principal focus is on SJG and ETG,
as these SJI subsidiaries have the bulk of SJI's employees and profits.

3-4 The SJIU entity and intermediate staff level is unnecessary.

SJIU was originally formed to focus on the management of the LDCs and its formation
was approved by the BPU. However, this focus has been eroded and now SJIU insulates
the SJI leadership from its principal businesses, SJG and ETG. Several SJIU functions
now serve all of SJI, including, Safety, Enterprise Project Management Office,
Environmental, and Innovation and Business Improvement. The existence of the SJIU
legal entity and organizational level causes extra costs (e.g., separate board of directors
and financial reporting) and unnecessary organizational complexity. The SJI and SJIU
staff levels could be consolidated to reduce cost and complexity.

3-5 There is no need for a separate SJG President position or separate SJG and
ETG Operations and Customer Experience functions.

The SJG President has only two direct reports (Operations and Customer Experience)
and the position is currently held by the former SJI General Counsel who had no prior
utility management experience. The SJI CEO can serve as the President of SJG and
ETG. The management of the SJG Operations and Customer Experience functions can
be centralized with ETG and report directly to the SJI CEO. The SJG President position
can be eliminated.

3-6 The personnel in the top level SJI organization structure have diverse
backgrounds but have no engineering background and limited regulated
utility operating experience.

The backgrounds of the current SJI CEO and his direct reports are:

» CEO - Has a finance and marketing background and, after joining SJI in 1997,
worked on the non-regulated side until 2014. He has been COO or CEO of SJI
since 2014. He has not held an operating management position in a regulated
utility.

» SVP, CFO - is an attorney with a background in private legal practice. Started in
the SJI Legal department in 2009. Served as the Director or Vice President of
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Rates and Regulatory Affairs with responsibility for SJG from 2011 to 2017. He
then was a Vice President or Senior Vice President responsible for Strategy and
Growth and the COO or President of the non-regulated subsidiaries from 2017
through 2020. In addition, he served as the Interim General Counsel for six months
in 2017 and 2018. He transferred to the CFO position in 2020.

» SVP, CHRO - is a CPA with an MBA and a background in public accounting. Has
been in human resources with companies with large employee workforces for 25
years but had no utility experience until joining SJI in 2020.

» VP, CIO —is a career IT professional. Has been with SJI since 2017. Prior to joining
SJI, he was employed by Williams Co. which owns several regulated interstate
pipelines and had IT consulting experience with a publicly owned electric authority.
However, he had no prior experience with natural gas local distribution companies.

» VP, General Counsel — is an attorney with a background in private practice
focusing on public company governance. Joined SJI as the Assistant Corporate
Secretary in 2016. Later became the Deputy General Counsel, Interim General
Counsel, and then General Counsel in 2020. He had no prior utility experience.

» SVP, SJIU —is an accountant with a background in public accounting. Also served
as a controller for a private company. Joined SJI in 1996 as a staff accountant.
Worked in SJI finance for 19 years and two years in strategic planning. Was
promoted to President of SJG in 2017 and President of SJIU when it was formed
in 2018. He also served as President and COO of South Jersey Energy Services
from 2014 to 2017. Prior to the SJG presidency, he had no prior utility operating
experience.

» VP, External Affairs — is an attorney with a background in state government. He
has been with SJI since 2018 and had no prior regulated utility experience. He did
serve as the SJIU VP of Rates and Regulatory for one year.

In addition, the SJG President and SJI SVP who reports to the SJIU President but is on
the SJI Senior Leadership team is not an engineer and had no prior utility operating
experience. She is an attorney with a background in state government. She joined SJl as
the SVP and General Counsel in 2017 with no prior utility experience. She transferred to
the President of SJG in 2020.

The direct reports to the SJI CEO have diverse experience but there are no members
with an engineering background or significant utility operating experience. Seven of the
eight are attorneys or have a finance and accounting background. One also has a
marketing background. Three have a finance and accounting background (CEO, CHRO,
and SJIU President), four are attorneys (CFO, General Counsel, External Affairs VP, and
the SJG President), and one is a career IT professional.

3-7 The SJI Senior Vice President, Vice President, and Director position titles
appear to be applied inconsistently.

The SJI Job Architecture and Career Pathing Process has a defined job structure. The
structure covers job titles from entry level to Non-Officer Vice President for SJI, SJIU, and
SJG. There are extensive Level Progression Guidelines for the M4 Director, M5
Director/Non-Officer Vice President, and M6 Non-Officer Vice President levels. However,
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there is much overlap among the job characteristics for those three positions and there is
substantial room for subjective interpretation and judgement in assigning a level to each
position. Further, the SJI Job Architecture and Career Pathing Process does not cover
Officer Vice President or Senior Vice President position titles so there are no criteria for
distinguishing between those positions and between those positions and the Non-Officer
Vice President and the Director positions.

There are multiple instances of what appear to be inconsistencies among position titles,
such as:

» The SJI CHRO is a SVP position but the SJI CIO position is a VP position. They
both report to the SJI CEO. While the head of Human Resources is an important
position, so is the head of Information Technology. The CIO oversees a large
workforce of employees and contractors and millions of dollars of capital
investment. He is responsible for mission critical information systems.

» The head of SJI Shared Services position is a Vice President, but the head of SJIU
Shared Services position is a Director. Both are responsible for multiple, mission
critical functions.

» The heads of Enterprise Project Management and Innovation and Business
Improvement are both Vice Presidents positions and report to the SJIU President,
but each have small staffs and budgets. However, the head of Environmental also
reports to the SJIU President and oversees the critical environmental remediation
programs and multiple specialized contractors, but is only designated as a
Manager, not even a Director.

» The head of Sales and Business Development reports to the SJIU President and
is a Vice President position. However, the head of the equally important Safety
and Quality Assurance functions is only designated as a Director.

> Within SJG, SJI's most important asset, there are only two Vice President
positions, for Operations and Customer Experience.

Inconsistencies in assigning position titles can lead to a perception of unfairness among
leadership employees and have an effect on the functions they supervise.

3-8 The number of utility employees has recently decreased, which jeopardizes
utility core competencies.

As noted above, the number of utility related employees (SJG, ETG, and SJIU) has
decreased from a high of 895 at the beginning of 2019, to 877 at the beginning of 2020,
to 851 on September 2, 2020, a reduction of 44 positions, or five percent.

For SJG alone, employees have decreased from a high of 549 at the beginning of 2019
to 457 on January 1, 2020, and further to 438 on September 2, 2020. While some of the
SJG employees simply transferred to the newly established SJIU, the field personnel did
not. The number of SUG Construction, Field Operations, Utility Services, Compliance, and
Damage Prevention field employees decreased from 143 in 2015 (data for 2013 and 2014
is not available) to 133 in 2020, a decrease of ten employees, or seven percent. The
number of engineering, design, and permitting employees decreased from 23 in 2015 to
15 in 2020, a reduction of eight employees, or 35%. Division office staff decreased from
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32 in 2015 to 27 in 2020, a reduction of five employees, or 16%. These employees
represent core competencies for SJG. SJG has seen significant reductions in field
employees since 2015.

Utility employees are vitally important for the core competencies needed to operate a
utility effectively and efficiently. Core competencies are essential in the utility operating
functions of Customer Service, Gas Supply, and Field Operations. Core competencies
are gained through a combination of training and experience. A utility must employ
enough personnel to achieve and maintain core competency in the utility functions over
time.

It is also important to have adequate numbers of employees at the beginning of each
career path so that well-prepared employees can be promoted to higher levels of
responsibility as needed. For example, Field Operations technicians are the feeder for
Construction Operations contractor inspectors. There must be an adequate number of
Field Operations technicians to do the Field Operations work and supply future
Construction Operations inspectors.

Additionally, utility employees are important for emergency response. While some
contractors can be relied upon for assistance during emergencies, their loyalties may be
divided among several utility clients with simultaneous needs. Actual utility employees
can be trained and provisioned for rapid, expert emergency response.

3-9  While the use of contractors is common in utilities for non-core functions
and workload peak shaving, SJI, SJIU, and SJG are utilizing contractors for
core functions and base load utility work, which also jeopardizes utility core
competencies.

SJG and its affiliates contract for virtually all non-core utility work such as, materials,
facilities, fleet, security, and site remediation. However, SJG and its affiliates also contract
for the lion’s share of much of the core competency utility work, including design
engineering, construction, leak surveys, emergency preparedness, and damage
prevention (line locates). It also contracts a significant portion of utility (field) services.
This contracting in lieu of employees is another facet of the concern about utility core
competencies for long-term system safety, effectiveness, and efficiency as well as the
ability to respond to emergencies.

3-10 Because most SJG design engineering work is contracted, there are fewer
degreed engineer employee positions which causes additional core
competency concerns and a lack of internal candidates for promotions.

SJIU has ten degreed engineer employees and SJG has 19 degreed engineer
employees. The SJIU engineers are predominately managers of technical functions like
Gas Control and individual contributors working on technical issues like compliance and
standards. SJIU engineers do little design engineering work.

The SJG engineers are primarily focused on managing engineering and construction
contractors. SJG engineers also do little design engineering work.

Because there is little in-house design engineering work, the principal positions for
engineers are either managing technical functions or managing engineering and
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construction contractors. This causes a core competency concern and a career path
problem.

Normally, design engineer employees would move into technical function management
or engineering and construction contract management as career paths. Without this
stream of future candidates, SJIU and SJG must hire engineers from the outside and train
them in SJG standards, systems, and processes. For example, the SJG engineers who
supervise the contract design engineers for main and service replacements are hired from
the outside and taught the SJG systems. They do not learn by actually doing engineering
designs themselves.

Because system integrity (lack of system safety incidents such as leaks and pressure
drops) is so important, engineering core competency is also vitally important. The more
employees there are who understand the gas system and the SJG standards and
procedures, the better.

. RECOMMENDATIONS

31 Eliminate the SJIU organization level, elevate the consolidated SJG and ETG
operating functions in the SJI organization structure and restructure the SJI
CEO direct reports. (See Findings 3-1, 3-2, 3-3, 3-4, 3-5, and 3-6)

The separate SJI and SJIU staff levels distract senior management attention from SJG
and the SJIU level insulates senior management from SJG. As discussed in the System
Operations and Customer Service chapters, the utility Operations and Customer
Experience functions can be centralized between SJG and ETG just like all other utility
and support functions already have been.

The principal utility operating functions, Gas Control, Operations, and Customer
Experience should report directly to the CEO. These functions provide the direct customer
contact and are responsible for the gas system integrity and safety as well as the lion’s
share of utility O&M costs and capital expenditures. This will provide an opportunity to
add engineering and utility operating backgrounds to the top level of the organization.

The consolidated SJI and SJIU staff functions can be restructured to leave a reasonable

span of control for the CEO. For example, the following functions could report to the CEO:
» Gas Supply

Utility Operations

Customer Experience and Sales

Shared Support Services (e.g., Information Technology, Rates and Regulatory,
Supply Chain, Fleet Management, Facilities Management, External Relations,
Compliance, Environmental, Safety, Enterprise Project Management Office, and
Innovation and Business Improvement)

Finance and Accounting - Chief Financial Officer
Human Resources - Chief Human Resources Officer
Legal - General Counsel

Non-regulated Enterprises and Business Development

YV V V

YV V V V
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This would give the CEO the same number of direct reports as he has now — eight.
Alternatively, the CIO could report to the CEO instead of the CHRO to stay at eight direct
reports or they both could, increasing the CEO direct reports to nine.

The following exhibit illustrates the recommended organization structure.
Recommended Organization Structure

| R 1 - | E— |

‘ SJl SJI sl ‘ SJI
GAS SUPPLY UTILITY OPERATIONS CUSIOVMEREXRERIENCE ‘ SHARED SUPPORT SERVICES
\ AND SALES |
| N T \ T — |
‘ 4 ‘ / sJI
=5 ==l S NON-REGULATED
FINANCE AND ACCOUNTING HUMAN RESOURCES LEGAL ENTERPRISES & BUSINESS

IMPROVEMENT /

3-2 Dissolve the SJIU legal entity. (See Findings 3-1, 3-2, 3-3, 3-4, 3-5, and
3-6)

This will save the expense of a subsidiary with a separate board and reporting. SJIU
employees would become SJI employees.

3-3 Delete the SJG President as a separate position and name the SJI CEO as
the SJG President. (See Findings 3-1, 3-2, 3-3, 3-4, 3-5, and 3-6)

This will eliminate one executive position that may be needed for the heads of the
consolidated Operations and Customer Experience functions. The ETG President
position could also be made available for redeployment.

3-4 Rationalize the Senior Vice President, Vice President, and Director position
titles within SJI, SJIU, and SJG. (See Finding 3-7)

As the SJI, SJIU, and SJG organization is restructured, reevaluate the position titles for
each executive and management position and rationalize them to achieve consistency
and perceived fairness among the employees.

3-5 Find ways to economically increase the number of employees in core utility
functions and decrease the reliance on contractors. (See Findings 3-8,
3-9, and 3-10)

Contracting for non-utility core functions and workload peak shaving for utility functions is
a common practice. However, overreliance on contractors for core utility functions
threatens core competencies and emergency response.

It would be imprudent to staff for employees to do all utility core function work. There are
peaks and valleys of workloads. Staffing for the peaks would result in idle workers during
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the valleys. However, there is a baseload of work for each function that can be reasonably
predicted. SJG should find economic ways to have employees do more of the baseload
work and leave the contracting for peak shaving. This applies to all utility core functions
including design engineering, construction, and field service. This in-house work creates
a larger pool of candidates for promotion to technical management positions and technical
contractor management positions. It also increases the level of utility core competency in
the organization and the ability to respond to emergencies.
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4. STRATEGIC PLANNING

A. BACKGROUND

SJI AND SJG GOALS AND BUSINESS MODEL

Following are South Jersey Industries, Inc.’ (SJI's) and South Jersey Gas Company’s
(SJG’s) goals and business model as presented in the SJI 2019 SEC Form 10-K.

SJl's current long-term goals are to grow Economic Earnings per Share six to eight
percent annually driven by high quality earnings, a strong balance sheet and a low-to-
moderate risk profile. Management established those goals in conjunction with SJI's
Board of Directors based upon a number of different internal and external factors that
characterize and influence SJI's current and expected future activities.

The following is a summary of the primary factors we expect to have the greatest impact
on SJI's performance and ability to achieve the long-term goals going forward:

Business Model - In developing SJI's current business model, our focus has been on our
core Utilities and natural extensions of those businesses. That focus enables us to
concentrate on business activities that match our core competencies. Going forward we
expect to pursue business opportunities that fit this model.

Customer Growth - Southern New Jersey, SJG's primary area of operations, has not been
immune to the issues impacting the new housing market nationally. Residential nhew
construction activity remains steady, supported by growth in higher density and multi-
family units. Customers for SUG grew 1.5% for 2019 as SJG continues its focus on
customer conversions. In 2019, consumers converting their homes and businesses from
other heating fuels, such as electric, propane or oil, represented approximately 71% of
the total new customer acquisitions for the year.

STRATEGIC PLANNING

Strategic planning is done at the SJI level for the entire enterprise, including SJG. It
proceeds in parallel with the financial planning process and is done annually and updated
continuously. The planning horizon is five years (2020 through 2024). The annual
strategic plan is documented in a bullet and dash format.

The planning process starts with a review of performance and progress against
milestones in the prior year’s plan and scans of external factors such as new regulations,
market conditions, and industry trends. A draft bullet and dash plan is then developed
with input from SJI and South Jersey Industry Utilities (SJIU) executives. The draft plan
is then processed through the financial plan to anticipate its effects.

The SJI strategic planning effort is led by the Chief Financial Officer (CFO) and is
supported with data and analytics from the Financial Planning and Analysis group that
reports to the CFO. The Senior Management Team, consisting of the Chief Executive
Officer (CEQ), Chief Human Resources Officer (CHRO), Chief Information Officer (CIO),
General Counsel, the President of SJIU, and the President of SJG, reviews the strategic
planning material and develops the strategic plan that is compiled by the CFO. Matters of
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strategic interest are also discussed periodically with a Strategy Council that includes
additional SJI and SJIU executives beyond the Senior Management Team.

The draft annual strategic plan is summarized in a slide deck that is reviewed with the
Board of Directors Strategy and Finance Committee. After incorporating the Committee’s
input, the strategic plan is presented to and discussed with the SJI Board of Directors at
a summer two-day strategic planning retreat. In addition to the review of the strategic
plan, the retreat normally includes outside speakers on topics of strategic interest, such
as financial markets or technological developments. While the annual strategic plan is
presented at the summer Board of Directors strategic planning retreat, it is regularly
updated at the other quarterly SJI Board of Directors meetings.

The companion budget process begins in late July, typically just after the Board Strategic
Planning Retreat and continues through January or February of the following year.

STRATEGIC PLAN
The strategic plan includes:

> Executive Summary

> A review of the New Jersey Energy Master Plan and its impact on SJI's growth
strategy

» A Strengths, Weaknesses, Opportunities, and Threats (SWOT) analysis

» General goals and targets for SJI including the utility/non-utility balance, earnings
per share (EPS) growth, utility capital expenditure focus, credit rating, and
dividends

> A vision of SJI of the Future including utility rate base growth, clean energy and
decarbonization investments, and utilizing the gas distribution system for
renewable natural gas and hydrogen

» Long-term business opportunities including acquisition of additional regulated
utilities, and non-utility businesses such as wholesale marketing, midstream
pipelines, energy consulting, and renewables

» A summary of the financial plan which includes:
= Financial plan assumptions

= SJIU (SJG and ETG but also including South Jersey Energy Services and
South Jersey Energy Group) 2020-2024 capital and regulatory assumptions

= The 2020-2024 Financial Plan
» The financing strategy
= An appendix covering:
- The SJG and ETG Capital Expenditure Plan for 2020 through 2024
- The Non-Utility Capital Expenditure Plan for 2020 through 2024
- The SJIU Financial Plan for 2020 through 2024
- The SJI Energy Solutions Financial Plan for 2020 through 2024

" DN 36-39
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B. FINDINGS

4-1 The strategic planning process is typical for a small, investor-owned utility.

While there is a separate strategic plan, it is closely linked to the financial plan. The
strategic plan and financial plan are developed concurrently and interactively. The CFO
leads the strategic planning process and the Senior Management Team, with input from
a broader Strategy Council, develops the bullet and dash strategic plan. The strategic
plan is then reviewed with the full SJI Board of Directors and is periodically updated
throughout the year. This is a typical process for a small, investor-owned utility.

4-2 The strategic plan is simple and straightforward, easy to understand, and is
appropriate for a small, investor-owned utility.

SJl, SJIU, and SJG are overseen by a relatively small governance group consisting of
members of the Board of Directors and an executive team. Communication among the
governance group members is frequent and focused. The bullet and dash strategic plan
is appropriate for communication among this group and to the rest of the SJI and SJG
organization.

The strategic plan has a simple structure with a SWOT analysis and an exposition of the
initiatives SJI and its subsidiaries will take to exploit the opportunities and mitigate the
threats. While the focus of the plan is on improving shareholder value, it includes multiple
operational initiatives designed to accomplish financial objectives. It includes an
articulated vision of the SJI of the future. The strategic plan has a companion five-year
financial plan that shows the anticipated financial impacts of implementing the strategic
plan.

4-3 [Redacted]
[Redacted]
4-4 [Redacted]
[Redacted]

4-5 The strategic plan sets capital expenditure targets; that is, capital
expenditure targets are set from the top-down rather accumulated from the
bottom up.

The strategic and financial planning process precedes the capital budgeting process.?
The result is that SUG and the other business units develop capital expenditure budgets
to achieve the targets set by the strategic and financial plan. While top-down capital
expenditure target setting is common among utilities, it is usually informed by bottom-up
capital expenditure planning from the business units. There is no separate capital
expenditure plan from SJG developed from the bottom up. Rather, the SJG capital
expenditure budget is developed to achieve the SJI targets for SJG capital spending each
year.

2 DN 36; DN 37; DN 38; DN 39; DN 59; DN 60; DN 61
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C. RECOMMENDATIONS

4-1 Revise the strategic planning process to include annual rolling five-year,
bottom-up SJG capital expenditure plans designed to accommodate
customer growth and ensure system integrity. (See Finding 4-5)

It is a better practice to balance top-down capital expenditure planning with bottom-up
capital expenditure planning. SJG should have an organic, capital expenditure five-year
plan based on its projected customer growth and system integrity needs. This plan should
then inform the SJI strategic planning for capital expenditures. Without the SJG bottom-
up plan, unnecessary capital projects may be authorized to meet the SJI targets.

The current process of having SJG develop capital expenditure plans to meet SJl-set
capital expenditure targets can result in unnecessary capital expenditure projects, over-
designed capital expenditure projects, or premature capital expenditure projects. The
SJG capital expenditures should be structured as the minimum amounts necessary to
accommodate customer growth and achieve system integrity targets. SJG should develop
an annual rolling five-year bottom-up capital expenditure plan separate from the annual
strategic and financial planning process.
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5. MERGER

A. BACKGROUND

The SJI acquisition of Elizabethtown Gas Company (ETG) and Elkton Gas Company
(ELK) was approved by the NJ BPU on June 22, 2018, with an effective date of July 1,
2018. The approved acquisition included a number of stipulated provisions covering
multiple topics, such as the planned sale of ELK, an ETG credit to customers, the
treatment of synergy savings, affiliate relationships and charges, ring fencing, the asset
management agreement, infrastructure investment, and commitments to maintain current
employment levels and community support contributions.

The SJI acquisition of ETG and ELK was explained in the SJI 2019 SEC Form 10-K:

On July 1, 2018, the Company completed the Acquisition of ETG and ELK. The
Company completed the Acquisition for total consideration of $1.72 billion in cash,
inclusive of $24.7 million of certain net working capital adjustments. Of the total,
$1.71 billion relates to the acquisition of ETG, while $10.9 million relates to the
acquisition of the ELK. The Acquisition supports the Company’s strategy of
earnings growth derived from high-quality, regulated utilities. Further, the
Acquisition expands the Company’s customer base in the natural gas industry,
which drives efficiencies by providing a greater operating scale.

ELK is a small natural gas local distribution company serving a territory in Maryland. As
planned, SJI divested ELK in 2020. No attempt was made to integrate it into SJI.

ETG is slightly smaller than SJG as shown in the following exhibit.
Comparisons of SJG and ETG Scale

Residential 370,693 275,922
Commercial 25,985 23,445
Industrial 412 98
Total Count 397,090 299,465
Operating Revenues

(rrﬁ’i"ion) ¢ $564 $325

Territory Specifications SJG ETG

Square Miles of Territory 2,500 1,431
Distribution Miles 6,684 3,234
Transmission Miles 146 14
Municipalities Served 113 90
Counties Served 7 7

ETG has 25% fewer customers, 42% less revenue, a 43% smaller service territory, and
90% fewer miles of transmission pipe. While SJG has five geographic divisions, ETG has
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just two: a fairly dense, more suburban Union division and a less dense, more rural
Northwest division.

The current ETG President is not a legacy employee. She was hired from another utility
operating company. No executives with ETG at the time of the acquisition remain with
SJI, SJIU, or ETG today. Southern Company Services provided all other support.

ETG used to be owned by National Utilities Industries Corporation (NUI). It was sold to
Atlanta Gas Light (AGL) in 2004. Southern Company bought AGL in 2016. Southern
Company sold ETG and ELK to SJI in 2018 (raising money to reduce debt).

B. FINDINGS

5-1 There was no formal ETG merger plan, just an SJI and SJIU reorganization
and a Transition Services Agreement to allow an ETG information systems
transition.

SJI did not produce a formal merger plan for the ETG acquisition. Rather, it focused on
creating an organizational structure to house ETG, establishing the new SJIU utility
holding company, and implementing the systems necessary to replace the centralized
services ETG received from its prior owner's service company. All existing ETG
employees continued to fulfill their work functions as before.

SJl formed SJIU to hold both ETG and SJG. Along with the presidents of ETG and SJG
reporting to the SJIU president, SJIU created multiple shared utility functions to serve
both ETG and SJG. (See Finding 2.) The shared utility functions facilitated the integration
of ETG and SJG information systems.

SJl signed a Transition Services Agreement (TSA) with ETG’s former service company,
Southern Company Gas Services, to provide its information systems and related support
for a period of time while SJIU developed the systems and related support to
accommodate ETG on a stand-alone basis. It was determined that some of the SJI/SJG
legacy systems would not accommodate ETG and, further, some ETG systems were
superior to the SJG systems. Therefore, the TSA provided time for SJIU to acquire and
implement new systems for ETG or to integrate ETG into existing SJI/SJG systems.

ETG was integrated into many existing SJI/SJG systems including:

» Office systems like telephony, network, desktop applications, and cell phones
Capital project tracking

Gas supply

Customer service

Human resources

Work and asset management

» Sales management

YV V V VYV VY

However, for the existing ETG systems that were superior to SJG systems, like GIS, asset
records, and mobile work management, SJI acquired stand-alone versions for ETG with
the intention of future implementation at SJG beyond the period of this audit. The

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company.

71



5. Merger

transition of ETG systems began after the closing in 2018 and was completed in the first
quarter of 2020. The TSA was terminated in 2020.

5-2 SJl consolidated most ETG functions with SJG functions under the SJI and
SJIU organization structures which achieves concentration of expertise and
potential economies of scale.

As part of the acquisition implementation, SJI formed SJIU to own ETG and SJG. While
Operations and Customer Experience report to the respective Presidents of ETG and
SJG, multiple functions are centralized to serve both ETG and SJG from both the SJI and
SJIU levels. SJI functions that serve both ETG and SJG, as well as the SJI non-regulated
subsidiaries, include: External Affairs, Finance and Accounting, Human Resources,
Information Technology, Shared Services (including Procurement), and Legal. SJIU
centralized utility functions that serve both ETG and SJG include Rates and Regulatory
(which includes Clean Energy), Utility Shared Services, Enterprise Project Management
Office, Environmental, Gas Supply, Innovation and Business Improvement, Safety and
Quality Assurance, and Sales. Only Operations (gas system construction, operations, and
maintenance and field service) and Customer Experience remain unconsolidated at the
SJl or SJIU level.

It is common for holding companies with two or more operating utility companies to
centralize management of each function. The centralization of management across utility
functions provides for the concentration of expertise that often facilitates improvements
across the operating companies by identifying the best practices and implementing them
across all companies. Further, centralization of utility management functions provides the
opportunity for economies of scale. For example, the combined purchasing power of ETG
and SJG can lead to lower costs for both.

5-3 No synergies were forecast from the merger.

The petition for approval of the merger did not identify any potential synergies from the
merger. ETG was already a part of a larger holding company with multiple shared services
that provided economies of scale and no additional economies of scale were forecast
from the SJI acquisition. Further, SJI's latest bi-annual report on Acquisition Costs
Incurred and Savings Realized for ETG stated that, “There are no identified savings
related to the acquisition of ETG as of December 31, 2020.” The report also stated that
the ETG costs were recorded at the SJI entity level and none were allocated to ETG.
SJIU continues to track compliance with all conditions and commitments of the BPU’s
approval order for the ETG acquisition.

5-4 The acquisition had a minimal impact on ETG employees.

The acquisition stipulation had two specific requirements regarding employees. First, SJI
will maintain an ETG core management team for five years consisting of an ETG
President, Chief Operating Officer, and department heads for Rates and Regulatory,
Union Field Operations, Northwest Field Operations, Sales, Engineering, Construction
Operations, System Integrity, Call Center, and Gas Supply. Currently, there is a separate
ETG President position, but no ETG Chief Operating Officer position either in ETG or
SJIU. However, we see no need for an ETG Chief Operating Officer position as it would
be largely redundant to the SJIU President and ETG President positions.
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Currently, there are also all of the required ETG department heads. However, several are
provided by SJIU employees serving both ETG and SJG including Rates and Regulatory,
Sales, and Gas Supply. We find that the SJIU centralized functions fulfill the spirit of the
stipulation and have the advantage of concentration of expertise and possible economies
of scale.

Second, the stipulation requires SJI and/or an affiliate, in total, to maintain a minimum of
330 employees in NJ to support ETG and, within 12 months, to add a minimum of 30 new
employees in NJ to perform services for ETG provided from other states by its previous
parent, Southern Company Gas. The September 14, 2020 Annual Report to the BPU on
ETG headcount reported 360 ETG employees which fulfills this commitment.

Please see the Workforce section of this chapter for more information on SJIU and SJG
employees.

C. RECOMMENDATIONS

None.

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company.

73



6. Distribution and Operational Management

6. DISTRIBUTION AND OPERATIONAL MANAGEMENT

A. BACKGROUND

SJG TRANSMISSION AND DISTRIBUTION SYSTEM
The SJG transmission system is composed of:

» Seven city gate stations connecting to interstate pipelines

» 146.4 miles of transmission pipeline ranging from 250 to 1100 pounds of maximum
allowable operating pressure (MAOP)

» 23 district regulator stations directly connected to the transmission pipelines

The SJG distribution system covers 6,684 miles of main and 322,000 services. All
distribution systems are 60 pounds MAOP. Summer operating pressure is 40 pounds;
winter is 60 pounds. The following exhibit shows the mix of main pipe by division.

2019 Main Mileage by Division

Division '33;': Plastic Wrsat':zled Total
Atlantic 8 1,029 267 1,304
Glassboro 22 1,269 442 1,733
Cumberland 23 923 226 1,172
Cape May 15 615 223 853
Waterford 16 1,151 455 1,622
TOTAL 83 4,987 1,614 6,684

All cast iron pipe had been removed prior to the end of 2019 and the remaining bare steel
pipe was removed in 2021 with the exception of small amounts where moratoriums
currently prohibit replacement but will be replaced as the moratoriums expire.

DIVISION WORK CENTERS

SJG has five geographic operating division work centers and a transmission pipeline
operations work center. The Atlantic and Cape May divisions are grouped in the east and
the Waterford, Cumberland, and Glassboro divisions are grouped in the west. Each
division work center supports the local construction, operations, maintenance, and field
services personnel and the clerical staff serving that division. The divisions range in size
and density as shown in the following exhibit.

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company.

74



6. Distribution and Operational Management

Division Density (2019 Statistics)

Square Gate Stations and Number Serv;::es Services

Division I\%iles District Regulator of s puare per Mile

Stations Services q , of Main

Mile

Atlantic 273 29 65,352 239 50
Glassboro 423 41 74,864 177 43
Cumberland 421 31 42,319 101 36
Cape May 130 23 58,328 449 68
Waterford 281 12 81,137 289 50
TOTAL 1528 136 322,000 211 48

The average miles of main for a division is 1,337 (6,684 total miles divided by five).
Glassboro and Waterford have the most miles of main (1,733 and 1,622 respectively)
while the Atlantic, Cumberland, and Cape May divisions have less than average miles of
main. Glassboro and Waterford also have the highest number of total services
(customers) at 74,864 and 81,137, respectively.

In measures of density, services per square mile and services per mile of main, Cape
May is the densest division at 2.1 times the average services per square mile and 1.4
times the services per mile of main. Cumberland is the least dense division with 48% of
the average services per square mile and 75% of the average services per mile of main.

Each division has a work center. A division work center has one main building that houses
the offices and warehouse. The work centers are fenced and require badge entry. The
office and warehouse require a second badge entry. The warehouse is not staffed but is
secure. The employee removing materials from the warehouse scans the materials to his
badge. The materials contractor restocks the warehouse twice per week. There is also a
fenced outdoor laydown yard. Each division work center also has a garage operated by
the fleet contractor. The training center is located at the Glassboro work center which has
the largest building. The Division Clerks are the principal office tenant at each division
office.

The Cape May division was acquired from New Jersey Natural Gas in 1983 and SJG
inherited the union, which is different than the other SJG unions. Cape May employees
do both transmission and distribution work and leak surveys. The other four divisions only
do distribution work and contract for leak surveys. The Engineering Services (Pipeline)
department handles transmission work in the other four divisions.

SJG OPERATIONS ORGANIZATION STRUCTURE

SJG transmission and distribution system construction, operations, maintenance, field
service, and related support services is provided by SJG employees and contractors
supervised by the Vice President of Operations for SJG who reports to the President of
SJG. The SJG Operations group is also supported by two SJIU level centralized groups
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that serve both SJG and Elizabethtown Gas (ETG): Utility Shared Services and Safety
and Quality Assurance.
The top level SUG Operations organization structure is shown in the following exhibit.

SJG Operations Organization Structure

South Jersey Gas
VP, OPERATIONS SJG
| — ! 1 ! — |
South Jersey Gas ( South Jersey Gas ( South Jersey Gas ( South Jersey Gas
DIRECTOR, CONSTRUCTION ‘ DIRECTOR, OPERATIONS DIRECTOR, FIELD ‘ DIRECTOR, ENGINEERING
OPERATIONS SUPPORT OPERATIONS SERVICES
[ - , |
South Jersey Gas 1 ( South Jersey Gas ( South Jersey Gas ]
DIRECTOR, DISPATCH & MANAGER, CONTRACT
UTILITY SERVICES CONSTRUCTION OPERATIONS:ANALYST

Each of these groups is discussed in separate sections below.

In general, contractors do transmission and distribution design, construction, locating,
meter testing, and leak surveys. Employees do contractor management, leak repairs,
transmission and distribution line operations and maintenance, and utility services (field

service).

SJIU ORGANIZATION STRUCTURE

The SJIU organization structure is shown in the following exhibit.
SJIU Organization Structure

SJI Utilities
SVP & PRESIDENT SJG

[ — I N - I R |

_— [ SJI Utilities SJI Utilities
SJI Utilities
MANAGER, ENVIRONMENTAL 1 VP, GAS SUPPLY AND DIRECTOR, SAFETY AND

GAS PRODUCTION QUALITY ASSURANCE

SJI Utilities
DIRECTOR, UTILITY
SHARED SERVICES

SJI Utilities ' SJI Utilities ( SJI Utilities ( SJI Utilities
VP, SALES & BUSINESS ‘ SVP, SJI AND PRESIDENT & COO, ‘ VP, RATES, REGULATORY
DEVELOPMENT PRESIDENT & COO, SJG ELIZABETHTOWN GAS | AFFAIRS, & SUSTAINABILITY

| - |

SJI Utilities SJI Utilities
VP, ENTERPRISE PROJECT VP, INNOVATION AND
MANAGEMENT BUSINESS IMPROVEMENT
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Two of the SJIU functions directly support SUG Operations:

>
>

Utility Shared Services
Safety and Quality Assurance

These two groups are discussed in separate sections below.

The remaining SJIU functions are covered elsewhere in this report:

>
>

>

>

>

Rates and Regulatory is covered in Chapter 13, Finance

Enterprise Project Management Office is covered in the Information Technology
section

Environmental is covered in the Environmental section
Gas Supply is covered in the Gas Supply chapter

Innovation and Business Improvement is covered in Chapter 2, Executive
Management and Corporate Governance

Sales and Business Development is covered in the Sales section of Chapter 7,
Customer Service

The president of ETG and her organization is not within the scope of these audits

ENGINEERING SERVICES

The Engineering Services group develops the transmission and distribution system plan,
including the accelerated replacement projects; does the analysis and reporting for the
accelerated replacement projects; and constructs, operates, and maintains the
transmission system.

The organization structure for the Engineering Services group is shown in the following
exhibit.
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Engineering Services Organization Structure

DIRECTOR ENGINEERING

( South Jersey Gas
‘ SERVICES

[ ] [ ; ) I - ) |

South Jersey Gas

South Jersey Gas South Jersey Gas South Jersey Gas
MGR., SYSTEM INTEGRITY MGR"SE::S:QEISERING MGR., FIELD OPERATIONS LEAD, SYSTEM PLANNING
South Jersey Gas ‘ South Jersey Gas SouthieseviCas ‘ South Jersey Gas
] I I~ SUPERVISOR, SYSTEM
‘ DIMP ANALYST ASSOCIATE ‘ ENGINEER II INTEGRITY (2) ‘ ENGINEER I
South Jersey Gas ‘ South Jersey Gas Southiessvicas
— u m FIELD MEASUREMENT
‘ ENGINEER Il L ENGINEER IlI PERSON SPECIAL (15)
South Jersey Gas South Jersey Gas
ENGINEER IV PIPELINE MECHANIC (3)
\ / \
( South Jersey Gas # South Jersey Gas W
— CONSTRUCTION
\ ENGINEERY \ COORDINATOR Ill

The Director of Engineering Services has four direct reports: Manager, System Integrity;
Manager, Engineering Services; Manager, Pipeline Field Operations; and Lead, System
Planning. All functions except Field Operations are located in the SJIU/SJG Atlantic City
headquarters. Pipeline Field Operations is in McKee City, collocated with the Liquified
Natural Gas (LNG) plant.

System Integrity

System Integrity is responsible for the Transmission Infrastructure Management Program
(TIMP) and the Distribution Infrastructure Management Program (DIMP). It also manages
an annual review and update of the system integrity manuals and the risk models done
by contractors, and it oversees the transmission cathodic protection program provided by
another contractor. System Integrity has an individual contributor Manager, an Engineer,
and an Analyst.

TIMP is a transmission line inspection program that includes gate stations and regulator
stations. While the requirement is a seven-year cycle, SJG inspects on a six-year cycle.
It has twelve transmission pipe segments (full length of the same vintage and
characteristics) so there is an average of two inspections per year. Inspections include
in-line inspection (pigging), calibration digs (spot checks to confirm the tool's
measurements), and integrity digs to physically examine flagged pipe portions. The
inspections result in work orders to repair problems discovered. The inspections are
performed by a long-time contractor. System Integrity manages the contract inspector.
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DIMP is a compilation of records on mechanical failures and pipeline failures to produce
monthly, quarterly, and annual reports that guide distribution system planning for
replacement, renewal, and redundancy (looping) projects.

Engineering Services

Engineering Services provides the engineering support for Pipeline Field Operations
including transmission pipelines, gate stations, regulator stations, and large meters. It
manages engineering design contractors for all large projects and does some small
design projects in house, such as regulator station renewals and minor pipeline
adjustments to accommodate developers. Engineering Services has four engineers.

Engineering Services has multiple Master Service Agreements with long-term
construction contractors who are invited to bid on construction projects. Most projects are
bid. New contractors are qualified from time to time based upon needs.

Field Operations

The Field Operations group is commonly referred to as “Pipeline Operations” and is
responsible for all facilities operating above 125 pounds of pressure. Most transmission
is at 250 to 700 pounds. There are two short, archaic segments serving the island
communities at 125 pounds. There is also one 1,100-pound segment, the interstate
pipeline system operating pressure, serving a generating station. All distribution has been
converted to 60-pound systems.

Field Operations responsibilities include city gate stations; transmission pipelines;
transmission regulator stations; and associated equipment like supervisory control and
data acquisition (SCADA), large valves, line heaters, supplemental odorant, and large
meters. It also serves transmission-fed large customers like power plants, refineries, and
combined heat and power (cogeneration) customers. However, the LNG plant is
managed by Gas Supply.

Field Operations has a Manager, two Supervisors, 15 Field Measurement Technicians,
three Pipeline Mechanics, a clerk for scheduling large meter work, and 50% of an
Administrative Assistant shared with Gas Supply in McKee City. The Field Measurement
Technicians and Pipeline Mechanics are union positions.

Field Operations operates and maintains the transmission physical plant. Employees are
home dispatched by the two Supervisors and the Manager working as a team. Work
activities for Field Measurement Technicians include:
» Filter maintenance
Maintenance of approximately 700 critical valves
Regulator station maintenance
Gate station maintenance
Line heater maintenance
Supplemental odorant maintenance at the two gate stations
Maintenance of 700 to 800 large meters including the ten-year replacements
Installing new business large meters

YV VYV VVYVY
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» Construction inspection for transmission jobs
Work activities for Pipeline Mechanics include:

» Full-time damage prevention on all work within 25 feet of transmission main
> Right of way clearing

> Rectifier checks

» Monthly station inspections

» Assist Field Measurement techs as needed

Field Measurement Technician positions are filled internally by the most senior union
applicant who is otherwise qualified and passes the initial test. There is a second test
after one year to become a Field Measurement Technician II.

Field Operations also supervises specialized contractors for patrols and surveys (monthly
Department of Transportation [DOT] patrols, biannual non-DOT patrols, highway and
railway crossing inspections, enclosed piping surveys, transmission line mark-outs, and
the transmission line leak surveys).

System Planning

System Planning operates the hydraulic gas system model and manages its contracted,
every two-year calibration. This includes adding new customer loads and optimizing main
diameter for renewals and new business. System planning also initiates all renewal and
replacement work orders for Construction Operations division engineers (see
Construction Operations below). It also maintains a “construction by others” database on
the planned projects in the system’s 110 local governments, such as water and sewer
construction and road repaving. SJG projects are coordinated with work by other
contractors, utilities, and local governments. System Planning is also contacted for
blowing gas emergent incidents so it can prioritize valve shut offs to minimize customer
impact. This occurred three times in 2020. System Planning has a lead engineer and one
other engineer.

System Planning creates two or three miles of pipe replacement work orders for the
Division engineers per week. The Division engineers then pick from the backlog (queue)
for their work. They try to balance work in local governments, work by others, and sizes
of jobs while still achieving the targeted miles of replacement.

CONSTRUCTION OPERATIONS

Construction Operations manages the contractors who design and build a vast majority
of new distribution system facilities and conduct the distribution system replacement and
renewal program. This group is responsible for a vast majority of distribution facilities
work: mains, services, regulator stations, and new meter installations.

The organization structure for the Construction Operations group is shown in the following
exhibit.
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Construction Operations Organization Structure
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The Director of Construction Operations has three direct reports. The Manager of
Engineering is responsible for managing the distribution design contractors. The two
Managers of Contract Construction manage the distribution construction contractors, one
for the three divisions in the west and the other for two divisions in the east. All design
and most construction work, except some small new business main extensions and some
new and replacement services, is contracted. SJG has used this contractor model for
over ten years.

Engineering

The Engineering group has five degreed (four civil and one mechanical engineers)
reporting to the Manager, one for each division. There is also a non-engineer Supervisor
reporting to the Manager with three union clerks for the permitting process and project
costing for new business.

The Engineering section manages the contract design for both renewal (system
replacements) and new business (system expansions). New business work comes from
the Sales Department through the sales management system to the permitting clerks who
cost the project, secure needed permits, and notify the new business design contractor.
The contractor enters the design into SJG’s standard work management system for
review by the Engineering department which is notified by email when the design is ready
for review.

Renewal work comes from System Planning. System Planning identifies and prioritizes
system replacements and creates work orders for scheduling by the Engineering unit.
Work is balanced among the five divisions, but it is heavier in the western (Waterford,
Glassboro, and Cumberland) divisions because they have more applicable plant. Only
the Engineering Manager has significant input into the system plan. There is no annual
planning process between System Planning and the Division engineers.

All design work is contracted. Beginning in 2021, there are four blanket unit price
contracts, one for new business and three for “regions” consisting of two, two, and one
division(s) for renewal work. One of the three regional contractors also won the new
business contract. Additionally, there are two “peak shaving” contractors for new business
and renewal designs for all divisions. These are three-year contracts. Prior to 2021,
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design contracts were time and materials pricing. The new contracts are unit priced and
only allow for time and materials pricing for changes not caused by the contractor, such
as a permit requiring extra paving work.

The new 2021 unit price contracts were developed based on the prior 2016 contracts with
updates for unit pricing. The units for pricing were developed by the Engineering Manager
and his Director. Procurement and Legal reviewed and approved the draft Request for
Proposals (RFP). A presentation of the RFP for the approved five bidders (four current
contractors and one pre-approved) was held. Two potential bidders were excluded
because of prior work quality issues.

Almost all projects are assigned to the blanket contractors. In 2019, there was an
experiment to bid the design of a 13-mile renewal project to the several design contractors
and two others. The winning bid unit prices resulted in an approximate 25% cost savings.
More bid projects for design work will be released in the future.

All distribution work orders are managed through the standard SJG work management
system. Design engineers manage the work orders through design completion. Work
orders have a materials list input by the contract designers and estimated units input by
Engineering.

All design work is done in the standard SJG computer aided design and drafting (CAD)
system. It has a standard title block with basic project information and standard “objects”
like trees and mailboxes that are dragged and dropped into the designs.

There are specific design contractor employees dedicated to SJG work. The design
contractors are not located in SJG territory but they maintain satellite offices to support
their “fielders” who visit project sites for measurements and photographs that are sent to
the design offices. Some fielders also do simple designs. There are six to eight fielders in
the SJG territory with two dedicated to new business and about five working on renewals.

All design contractors are long-term SJG contractors and understand SJG standards.
There is no need for ongoing SJG basic training for contractors. The contractors train
their own new employees. There are regular meetings with design contractors to discuss
workload, scheduling, and any standards changes. Any changes to SJG standards are
emailed to the contractors and they must acknowledge the change.

New SJG employee engineers are taught the Design Guide and the Engineering
Department best practices. They are given tutorials on the work order system and the
CAD system. This is one-on-one training by the Manager or a senior engineer.

Design contractors notify the responsible engineer by email when designs are ready for
review. When accepted, the permitting section secures the proper permits. This is all
tracked in the work management system.

Contract Construction

The two Contract Construction units manage the distribution construction contractors.
One Contract Construction unit manages the work in the three western divisions and the
other one manages the work in the two eastern divisions. Each of the five divisions has a
Supervisor reporting to the relevant Manager and the Construction Inspectors report to
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the Supervisors. There are a total of 28 unionized Construction Inspectors. Construction
Operations can move inspectors among divisions to match the workload with the
exception of the Cape May Division.

Inspectors must have three years of experience in physical street work (Field Operations)
and pass a test. The most senior qualified applicant is selected for any vacant position.
New Inspectors receive seven days of Operator Qualifications (OQ) training for the
inspector position. Inspectors must maintain appropriate OQ certifications including
annual OQ requalification, two field OQ audits per year, and regular work management
system, standards, and safety training.

Inspectors are home dispatched. They are on the road at 7:00 AM. They are responsible
for units of production, quality, schedules, and safety of contractor work. Inspectors are
not responsible for materials inventory and usage. However, most production units are
tied to materials, such as feet of main and service pipe, valves, and meters.

Construction Inspectors are also responsible for coordination with local government
inspectors. Each inspector typically has several projects each day.

There are two construction contractors for blanket work (new business and smaller
renewals), one in the east and one in the west. Larger scale projects are bid to the two
blanket contractors and four other approved contractors. The contracts are unit priced to
the lowest bidder based on estimated units. About half of construction work is done on
blanket contracts and half is done on bid projects.

Each assigned work order has an expected completion time. The status of all assigned
work orders is reviewed with each contractor bi-weekly.

Asset records are in SJG’s standard geographic information system (GIS) and asset
management system, which has both maps and asset data (pipe segments and services).
The Construction Inspectors do paper as-builts for mains and the contractors do them for
services. The GIS and asset management system are 100% complete and available on
laptops in the field using cell phone mobile hot spots.

The SJG materials contractor provides all construction materials and manages the stock.
Blanket work is pulled by the contractor from one of two consignment warehouses. Large
project materials are ordered by the SJG engineer through Procurement and delivered to
the job site or a stockroom as a kit.

FIELD OPERATIONS

The Field Operations unit (also known as the “Street” or “Asset” department) repairs
underground leaks and does some small new business main extensions and new and
replacement services as time allows. It also does critical valve inspections.

The organization structure for the Field Operations group is shown in the following exhibit.
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Field Operations Organization Structure
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The Director of Field Operations has just two direct reports, a manager for the Millville,
Glassboro, and Cape May divisions and a manager for the Waterford and Atlantic,
divisions. Each manager has one seaside division, so storm work is shared. The
managers oversee supervisors, one for each division.

In addition to the division supervisors, the managers also oversee two corrosion
specialists each. The corrosion specialist positions are non-union, non-supervisory. One
of the corrosion specialists is the leader overseeing work assignments and also trains
new corrosion specialists. The four specialists jointly cover the five divisions. The four
corrosion specialists ensure all cathodic protection systems are working properly.
Periodic preventive maintenance orders are entered into the work management system.
The amount of cathodic protection will decrease in the future as wrapped or coated steel
mains with cathodic protection are replaced with plastic pipe. However, the replacements
to date have focused on cast iron and unprotected bare steel.

Each division has a mix of Street Foremen and Utility/Street Operations Technicians (ops
techs), approximately five foremen and ten ops techs in each division. All are union
positions. There are several archaic titles still used, but all workers are functionally either
foremen or ops techs. Two to three person crews are normal. Bigger jobs or high traffic
areas will have three-person crews. Service line work normally only requires a two-person
crew. Crews have a service truck pulling a backhoe and a dump truck.

Field Operations crews do the following work:

» Main leak repair

» Service leak repair or replacement
> Install renewal services

> Install new business services
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» Relocate services
» Below-ground work for meter repairs
» Annual valve inspections and maintenance compliance

In addition, foremen can be temporarily assigned as construction inspectors. Further, the
Cape May crews do leak surveys and regulator station maintenance due to their different
union situation. Also, foremen can informally address damage prevention, such as major
street crossings or sites marked as high-risk excavations by the line locate contractor.

The street crews principally repair main and service leaks. As the leak rate has
decreased, they have begun picking up small construction jobs like new or replacement
services. However, this is highly informal with the Field Operations department asking the
Construction Operations department for work when it has a crew available.

Crews start the day with planned work such as non-hazardous leak repairs or service
replacements but typically move to emergency calls after the first hour or so. The Utility
Services dispatchers assign them emergency work.

Foremen must have four years of street experience (typically as an ops tech) and pass a
test. The most senior qualified person is awarded the position. Approximately 75% of ops
tech positions are filled by transfers from the Utility Services department. The remainder
is from new hires. New ops techs go through basic gas training and OQ training and then
learn on-the-job as the third member of a crew until they are deemed qualified to be the
second person in a two-person crew.

Crews from the four divisions other than Cape May can be assigned to work in any
division. The Cape May division personnel are in a different union and must stay in the
Cape May division except in an emergency.

Street crews are home dispatched during the pandemic. They are expected to be on site
at their first job at 7:00 AM. However, they may leave for home from their last job at 3:10
PM. Home dispatch has worked well during the pandemic and may be considered for
continuation afterward. Crews make appointments for one crew member to visit the
division work center for materials and vehicle maintenance to minimize contacts. Field
Operations also keeps crews together to minimize COVID-19 transmission. Normally the
crews are rotated for cross-pollination.

Leak survey is done by contractors except in the Cape May division, which has a different
union. There are two leak surveyors in Cape May, one for mobile main surveys and one
for services. Their work is still assigned and monitored by the SJIU Compliance
department. Leak surveys result in emergency dispatch for hazardous leaks discovered
and leak repair work orders for non-hazardous leaks discovered.

Field Operations uses the Construction Operations blanket contractor when larger
equipment, shoring, or specialized skills like welding are needed for a work order. This is
on a time and materials basis for emergencies. Field Operations can get quotes for larger
planned jobs.
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DISPATCH AND UTILITY SERVICES

The Dispatch and Utility Services department is the SJG first responder and field service
function. The unit responds to leak reports and also provides field services, such as meter
repair work. Dispatch was transferred from Customer Care to Utility Services in 2016.

The organization structure for the Dispatch and Utility Services group is shown in the
following exhibit.

Dispatch and Utility Services Organization Structure
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The Director has just two direct reports, a Manager of Dispatch and a Manager of Utility
Services.

Dispatch

The Manager of Dispatch has just two direct reports, a Day Supervisor and a Night
Supervisor. Dispatch is located in the Atlantic City headquarters. Dispatch is staffed with
nine Service Dispatchers and five Dispatch Support Agents. Both positions are unionized.

The Dispatch Support Agents are spread over two shifts, Monday through Friday, 7:00
AM to 3:30 PM and 11:30 AM to 8:00 PM. The Dispatch Support Agents take leak calls
from customers; monitor scheduled field work; adjust appointments with customers, as
necessary; and call in emergency locate requests for Field Operations crews. (The
Division Clerks request non-emergency locates. See the Operations Support section
below.) Some field employees transfer to become Dispatch Support Agents to have
indoor work instead of outdoor work; otherwise, this is an entry-level position. Service
Dispatchers come from Dispatch Support Agents, Customer Care agents, and 25% from
the outside.

The Service Dispatchers receive emergency calls and dispatch the first responder
Operations Technicians. The Service Dispatchers are a seven days per week, 24 hours
per day operation. A minimum of two Service Dispatchers are assigned to every shift. All
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dispatchers rotate to all shifts. Vacations are scheduled one year in advance by seniority
to facilitate Service Dispatcher shift coverage. Dispatchers are currently working remotely
but will return to the Atlantic City headquarters building after the pandemic.

Dispatchers also receive security alarm calls from the security contractor. They then
follow call-out sheets to alert the appropriate division personnel for response.

Utility Services

For Utility Services, there are four supervisors, one for each of four divisions. When the
supervisor for the Cumberland division retired, he was not replaced. Now the Ultility
Services Manager and the other four supervisors cover the supervisory duties for the fifth
Cumberland division.

There are several archaic legacy titles for Utility Services personnel but they all do the
same work. The modern title is Operations Technician. The current Operations
Technician staffing levels are:
» Cumberland division — 8
Cape May division — 9
Glassboro division — 12
Atlantic division — 13
Waterford division — 11

The emergencies that Operations Technicians respond to are:

>
>
>
>

> Inside and outside leak calls (smell gas)
» Carbon monoxide

» Third-party damage (dig ins)

» No gas/low pressure

> Fires, as requested by fire departments

The trends in emergency response calls are shown in the following table. Information
before 2015 was not available.
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Trends in Emergency Response Calls

Type of Call 2015 2016 2017 2018 2019
Inside Leaks 6,453 5,649 5,649 5,608 6,843
Outside Leaks 6,166 5,009 5,009 5,536 5,604
Third-Party Damage 494 520 520 398 398
Fires 266 264 238 281 265
Carbon Monoxide 545 532 436 412 578
No Gas 1,454 1,334 894 793 632
Low Pressure 492 502 440 457 448
Total Calls 15,870 12,810 13,186 13,485 14,768

Total emergency calls per year ranged between 12,810 and 15,870.

In addition, Operations Technicians do some compliance work:

» Meter exchanges for the sampling program and meter replacements as a result of
the meter sampling tests. The SJG materials contractor does the meter testing and

if the samples fail at a certain rate, that batch of meters is replaced.

» Rockford Eclipse Valve (REV) replacements — this is a program to replace all
70,704 REVs. Some are replaced incidentally by Construction Operations and
Field Operations when services are replaced or repaired. Through 2020, 52,524
REVs have been replaced.

» Odorant injection monitoring.

Further, Operations Technicians do new meter sets and light ups, relights after shutoffs
(customer request or non-payment). They do shutoffs for customer requests, but do not
do shutoffs for non-payment. These are outsourced by Credit and Collections to a
contractor. SJG has not done appliance work since before 2013 but will relight pilots on

no gas calls as a courtesy.

To assist with Operations Technician overflow work, a contractor has a unit price contract
to do REV replacements, meter exchanges, turn-offs, and relights. The work division
between employees and the contractor for 2019 and 2020 is shown in the following

exhibit.
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Operations Technician Employee and Contractor Work in 2019 and 2020

2019 2020
Type of Work | Employee | Contractor | Total | Employee | Contractor | Total
Meter 10,613 1,789 | 12,402 8,140 332 | 8,472
Exchanges
REV 3,652 1,071 | 4,723 6,567 502 | 7,069
Replacements
Relights 19,452 1,878 | 23,208 7,450 1 7,451
Shut Offs 8,786 1,212 | 9,998 5,916 847 | 6,763
Totals 42,503 5,950 | 50,331 28,073 1,682 | 29,755
Percent o o
Contractor 11.8% 5.6%

As the overall non-emergency workload decreased from 2019 to 2020, so did the amount
of work assigned to the contractor. The work orders assigned to the contractor declined
from 5,950 in 2019 to 1,682 in 2020, a reduction of 72%.

Operations Technicians are home dispatched and have been for years. Each Operations
Technician has either a utility truck or van (vans are narrower to fit in island alleyways).
Both the trucks and vans run on compressed natural gas (CNG).

Operations Technician is an entry-level position. While in other utilities, meter reader is a
feeder position for Operations Technician, in the case of SJG, meter readers work for
Millennium and are not able to bid for these positions due to union restrictions.

The SJG work management system is used for emergency and compliance work orders
and a scheduling package is used for scheduling Operations Technicians. Customer
service field orders go into the work order system for scheduling in the scheduling system.
Customer appointments are Monday to Friday between 8:00 AM and 4:30 PM. The
scheduling system creates a schedule for each Operations Technician every day.

OPERATIONS SUPPORT

Operations Support manages the line locating contractor and the leak survey contractor
and provides the clerical staff in each of the five division offices. The organization
structure for the Operations Support group is shown in the following exhibit.
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Operations Support Organization Structure
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The Operations Support Director has just two direct reports, a Manager of Leak Survey
and Damage Prevention and a Manager of Administrative Services.

Leak Survey and Damage Prevention
The Manager of Leak Survey and Damage Prevention has three direct reports, one Leak
Survey Specialist and two Mark-out Specialists.

The Leak Survey Specialist coordinates the leak survey contractor's work and the
atmospheric corrosion and meter protection contractor’'s work. She also does field audits
of the contractors’ work.

There are six types of leak surveys:

» Annual mobile surveys of all mains

Annual surveys of all mains and services inside a business district
Three-year surveys of all services outside a business district
Quarterly surveys of highway and railroad crossings

Three-year surveys of exposed pipe

Three-year surveys of atmospheric corrosion and meter protection

YV V V V

The Director, Manager, and Leak Survey Specialist plan all leak survey work a year in
advance. The work is then assigned to the contractors in monthly increments. The
contractors are given paper maps marked with the facilities to be surveyed. Leaks found
are recorded on a form. Emergency C leaks are called to the Dispatchers immediately.
Non-emergency A and B leaks are recorded on a form for entry into the asset records.
The Division Clerks also initiate the work order for each leak found. All surveys scheduled
for a calendar year are monitored to comply with the Pipeline Safety regulation. There
were no late surveys from 2014 through 2019. However, there were three late surveys in
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2013 by one month and there were two late surveys in 2020 by four days. Remedial
actions were taken in both cases.

The Leak Survey and Damage Prevention Manager also ensures that OQ certifications
for all contractor employees working on SJG work are on-file. The contractors are
responsible for providing OQ certification training to their employees.

The leak survey and atmospheric corrosion and meter protection contracts are multi-year
term with long-established contractors.

The Damage Prevention function and the work of the two Mark-out Specialists is covered
in the Locate Contractor Management Section of Chapter 21, Contractor Performance.

Administrative Services

The Manager of Administrative Services manages the Division Clerks. She has three
supervisors, one for the Atlantic and Cape May divisions, one for the Waterford and
Glassboro divisions, and one for the Cumberland division. There are a total of 19
Divisional Clerks staffing the five divisions. All clerks do all of the divisional clerk work
tasks; there is no specialization. The Division Clerks have low turnover and openings are
generally filled from Customer Experience or externally. There is also one General Utility
Person serving four divisions (except Cape May). This person makes deliveries from one
division to another, works in the storerooms, helps with meter inventory, and does other
tasks as assigned.

The Division Clerks support the three departments that work out of the division work
centers: Field Operations, Construction Operations, and Utility Services. The clerks have
multiple responsibilities, including:

» Calling for emergency (during business hours) and scheduled markouts.

» Maintaining the standby list for after-hours callouts. This is provided to the
Dispatchers before shift end each day.

» Scanning paper field records into the asset record system (Fieldbook) as
associated with the work order system (Maximo), including construction as-builts,
service record cards, and main records.

» Customer scheduling and rescheduling for Utility Services and Field Operations
work directly affecting customers, such as meter exchanges and service
replacements.

» Entering all payroll exceptions such as overtime, vacations, training, and sick time.
Regular eight-hour work is recorded by the employee in Maximo.

» Updating leak records (ongoing six- and nine-month resurveys of A and B leaks).

> Invoice processing for uniforms, utility bills, construction contractors, and other
local bills. The Division Clerks do not process invoices for the fleet and materials
contractors.

» Administering “red tag” records for customer appliances out of compliance.

» Records cleanup.

» Coordinating work orders for building demolitions.

» Special projects as assigned.
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Division Clerks work from 8 AM to 4:30 PM. This gives them an hour after the field crews
finish to process that day’s work.

UTILITY SHARED SERVICES
Utility Shared Services is a SJIU organization serving both SJG and ETG.

The organization structure for the Utility Shared Services group is shown in the following
exhibit.

Utility Shared Services Organization Structure
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Compliance and Standards
The Compliance and Standards group has three functions: compliance, standards, and
emergency management.

Compliance Management ensures required work is performed, such as leak surveys and
valve inspections, through the SJG work management system. It also runs the meter
sampling program which identifies meters to be sampled and ensures they are tested.

Standards Management maintains the Construction Manual, Operations and
Maintenance Manual, and Approved Materials List. The Manager chairs the Standards
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Committee. Manuals are computer-based for easy access. There is an annual review and
update of the manuals. The unit is harmonizing ETG and SJG standards over time. The
goal was to get to 35% in 2020.

Emergency Preparedness maintains the plans, schedules, and conducts exercises, and
interfaces with the emergency community for both SJG and ETG. It was formed in 2020
and has a single individual contributor. Contractors are used to develop plans and
conduct drills and joint exercises. An Emergency Preparedness Manual will be created in
2021. SJG has an Emergency Response Control Center, a backup center, and a Mobile
Command Center. Working with the Government Relations unit, Emergency
Preparedness is establishing relationships with the SJG territory’s seven county’s Offices
of Emergency Management.

Records Management

Records Management operates and maintains the GIS and asset records systems. SJG
will be converting from its legacy GIS and asset records systems to the system used by
ETG in 2021.

Technical Training

The Technical Training group provides technical training and operator qualification (0OQ)
certifications for both SJG and ETG. A two-person unit operates the ETG training center
at the Green Lane complex. A five-person group operates the Glassboro training center
and provides technical training and OQ services to SJG employees and some
contractors.

The five-person group for SJG technical training and OQ certifications includes a
Coordinator, Administrator, and three Technical Trainers. The Coordinator does class
scheduling, administers tests, and maintains the employee and contractor OQ records
matrix. SJG has a specialized package information system for OQ tracking.

The Administrator oversees the OQ program for the approximately 2,000 contractor
employees including the BPU required semi-annual audit program for both SJG and ETG
to ensure that ETG and SJG contractors are complying with the OQ program
requirements.

Two of the Technical Trainers are focused on Utility Services and one is focused on Field
Operations. Technical Training only does OQ and new hire training for the Pipeline group.
The Pipeline group handles all other technical training. All three Technical Trainers plus
the manager do the second performance evaluation component of the OQ certifications.
The first part is a written test.

The only contractor used for Technical Training is a retired SJI employee who does
Maximo training part time. Other departments including Records/GIS, Fleet (CNG
refueling), and Safety all help with training as needed.

SJG has a fully equipped training facility with a classroom, written testing room, appliance
lab, meter wall, sheds for meter set practice, concrete and asphalt for breaking, and a
trenching and equipment operation training area.
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SAFETY AND QUALITY ASSURANCE

Safety and Quality Assurance is an SJIU level organization serving both SJG and ETG.
In addition, Safety serves all of SJI but is focused on the utility field operations:
Construction Operations and contractors, Field Operations, and Utility Services. Quality
Assurance is focused on SJG and ETG utility operations only and does not serve the rest
of SJI.

The organization structure for the Safety and Quality Assurance group is shown in the
following exhibit.

Safety and Quality Assurance Organization Structure

sJIU
‘ DIRECTOR, SAFETY AND

QUALITY ASSURANCE

[ /
SJIU SJiu
MGR., QUALITY ASSURANCE MGR., SAFETY
( y
SJIU sl
QUALITY ASSURANCE
| AUDITOR (4) \ SAFETY COORDINATOR (3)

The Director of Safety and Quality Assurance has two direct reports, one manager for
Safety and one manager for Quality Assurance. These functions are housed at the
Glassboro Division, collocated with the Training Center. The Director reports on safety to
the Board of Directors Environmental, Safety, and Governance Committee quarterly.

The Safety Department Manager has three direct reports: one Safety Coordinator for
SJG, one Safety Coordinator for ETG, and a Safety Coordinator who develops
presentations and training materials. The Safety Department has several functions:

» Developing and updating the Safety Policies and Procedures

> Developing and implementing an annual Safety Training Plan (training sessions)

» Investigating workplace injuries and vehicle accidents including the tracking and
reporting of timely corrective actions

» Measuring and tracking safety performance
» Advising field managers on safety issues

Safety investigates all material workplace incidents and vehicle accidents. Most injuries
are ergonomic: posture and twisting related. There is also a chronic problem with animal
safety (customers’ dogs). Safety has implemented a new driver safety metric that
measures seat belt use, speeding, hard braking, and hard turning. It also implemented a
new Near Miss Incident Reporting Program. The Near Miss Program captures incidents
like beehives, facilities maintenance issues, contractor dig-ins, and slip and fall concerns.
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Safety maintains a comprehensive employee and contractor Safety Policy and Procedure
Manual, a Safe Practices for Company Vehicles Manual, an Incident Management Policy,
and a Personal Protective Equipment Policy.

The Quality Assurance Manager has four Quality Assurance Auditors, three for SJG and
one for ETG. The ETG position is relatively new and replaces the quality assurance
previously done by its prior owner’s service company.

Quality Assurance (QA) audits are conducted for Construction Operations contractors,
Field Operations crews, and Utility Services technicians. Both current inspections of
crews working and post-work audits are conducted. The audits check for compliance with
standard procedures and specifications. The QA audits include assessment of safety
practices at work sites. Other QA functions include:

» Audit the accuracy of Service Record Cards
> Investigate all third-party damage (dig-in) and near miss incidents.
» Hold monthly contractor safety meetings with each contractor.

B. FINDINGS

6-1 Transmission and distribution system integrity and safety are good and
getting better.

The principal mission of transmission and distribution system operations is to provide a
safe and reliable network that minimizes gas system safety incidents. Local Distribution
Companies (LDC) strive to prevent leaks and high- or low-pressure incidents that can
cause property damages, injuries, or service interruptions. In recent years, SJG has
improved its system integrity and there have been fewer safety incidents. This is
evidenced in Pipeline and Hazardous Materials Safety Administration (PHMSA)
Reportable Incidents, BPU Reportable Incidents, Notices of Probable Violations, Leaks,
Leak Backlog, Gas Service Interruptions, High or Low Pressure Incidents, and third-party
damages.

The following table shows the trends in BPU Reportable Incidents, PHMSA Reportable
Incidents, and BPU Notices of Probable Violations.

Trends in System Safety Reports

Report Type 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
PHMSA Reportable Incidents 1* 1 1
BPU Reportable 17 17 12 22 32
BPU Notice of Probable Violations 4 10 1 3 1 1 1

*NOTE: The incident captured in 2013 actually occurred in 2012; however, much of
the correspondence took place in 2013.

Each category is discussed below.

PHMSA REPORTABLE INCIDENTS
A PHMSA reportable incident means any of the following events:
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» An event that involves a release of gas from a pipeline, gas from an underground
natural gas storage facility (UNGSF), LNG, liquefied petroleum gas, refrigerant
gas, or gas from an LNG facility and that results in one or more of the following
consequences:

= A death, a personal injury necessitating in-patient hospitalization;

» Estimated property damage of $50,000 or more, including a loss to the operator
and others, or both, but excluding the cost of gas lost; or

= Unintentional estimated gas loss of three million cubic feet or more.

> An event that results in an emergency shutdown of an LNG facility or a UNGSF.
Activation of an emergency shutdown system for reasons other than an actual
emergency within the facility does not constitute an incident.

> An event that is significant in the judgment of the operator, even though it did not
meet the criteria of paragraph (1) or (2) of this definition.

SJG has been successful in avoiding serious gas safety incidents as shown in its record
of PHMSA reportable incidents. There have been just two PHMSA reportable gas safety
incidents reported since 2013. The following exhibit summarizes these two incidents.

SJG PHMSA Reportable Incidents Since 2013

Item

2015 Pennsville

2016 Pennsville

Incident

Service Line Explosion Outdoors

Regulator/Meter Set Fire Outdoors

Cause of Incident

SJG Contractor Hit a Steel Service

Pickup Truck Struck a Regulator/Meter

Line Set Outdoors
Date of Incident 9/15/15 3/17/16
Time of Incident 8:04 AM 4:51 AM
Response Time 7 Minutes 53 Minutes
Ne No
Total Cost $319,026 $116,050
Drug and.AIcohoI Six SJG Contractor Employees None
Testing Tested, One Failed
Facility Marking Mismarked by SJG Contract Locator N/A

While one of the incidents had a gas explosion and both had fires, there were no fatalities
or injuries and neither of the incidents were caused by high or low pressure. However, of
particular concern is that the 2015 Pennsville incident was caused by a SJG contract line
locator mismarking a line location, which led to an SJG construction contractor digging
into a service line. Additionally, one of the involved construction contractor employees
failed a drug and alcohol test. There have been no PHMSA Reportable Incidents since
2016.

BPU REPORTABLE INCIDENTS

A BPU Reportable Incident is an incident that is related to utility equipment or operations,
other than a motor vehicle accident, that does not create a service interruption, which
accident results in one or more of the following circumstances:
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Y

Death of a person.

» Serious disability or incapacitating injuries to person, including employees of the
utility or its contractors.

» Damage to the property of the utility, which materially affects its service to the
public (and results in an outage to more than 100 customers). Interruptions of
service to a hospital, airport, rail system, school, correctional institution, or closure
of one or more lanes to an interstate or State highway require immediate
notifications as per N.J.A.C. 14:3-3.7.

> Damage to the property of others amounting to more than $5,000.
» Any accidental ignition of natural gas.

The number of annual BPU Reportable Incidents increased to 33 in 2019 but decreased
to eight in 2020 through November 19. None of the 2019 BPU Reportable Incidents
qualified as the more serious PHMSA Reportable Incidents, meaning that none had
injuries or extensive property damage. Of the 33 BPU Reportable Incidents in 2019, 15
were evacuations for gas leaks or odor with no damage reported, 12 for third-party
damage, and six for fires or lightning strikes, all typical types of incidents. No unusual
trend of causes in incidents was found. Seven of the 2020 reports were for gas leaks or
odor resulting in evacuations with no damage reported. One was for a fire at a house that
had gas service.

BPU NOTICE OF PROBABLE VIOLATIONS

A BPU Notice of Probable Violations is generated as a result of a non-compliant condition
discovered by a BPU inspector from a scheduled or impromptu field or facility records
inspection. Conditions discovered are issued to SJG by the BPU for review and
remediation.

SJG has reduced its notices of Probable Violations with Minimum Federal Safety
Standards. The following exhibit lists the SJG Notices of Probable Violations received
from 2013 through 2019.
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Notices of Probable Violations

Year | Date of Letter Probable Violations P;r:ia(ljty
January 28 Meter set inadequately protected from physical damage
2013 August 6 Plastic Insertion Pipe Sleeves Fr)(iapqeuwed in each end of the casing
October 21 Deficiency in the condition of pipeline markers
January 28 Late remediation of two cathodically unprotected services
April 23 Leak surveys exceeded time interval
July 22 Operator Qualification Plan did not include some required
y written provisions
August 25 Plastic heat fusions not made properly
September 10 LNG plant hose testing interval exceeded
Exposed Pipe Survey Inspection form documentation issues
November 7 Small amount of missing coating on an exposed steel main
2014 Pipeline marker damaged and needs replacement
November 12 Recommended revisions to the Distribution Integrity
Management Plan
December 30 Exposed main inspection interval exceeded the required 39
months
December 30 Late remediation and corrosion protection $5.000
Forms not completed properly
December 30 Drug and Alcohol Testlng_ Procedures and Records Retention $2.500
inadequate
April 1, 2016 Horizontal drilling practices
2016 November 9 Hydraulic fusion pressure out of range specified
November 9 Odorant testing technician not properly qualified
2018 December 3 Four monthly odorant tests not completed
February 5 Plastic service fusion inspection issues $105,000
2019 July 18 Steel main replacement testing inadequate $10,000
Only one notice was received in 2019 and no violation notices were received through
September 2020.
LEAKS

With the improvement in distribution plant from the renewal and replacement program,
the number of leaks repaired each year has been steadily declining as shown in the
following exhibit.
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Repaired Leaks by Division

Division | LeakType | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Hazardous 480 517 431 455 339 258 237
Atlantic Non-
510 | 637 | 294 | 284 | 279 | 193 | 103
Hazardous
Hazardous | 233 | 320 | 294 | 402 | 271 267 | 226
Glassboro Non-
420 | 520 | 331 588 | 300 | 224 | 261
Hazardous
Hazardous | 316 | 260 139 179 139 94 106
Cumberland -
umberian Non 328 | 631 501 389 | 211 86 141
Hazardous
Hazardous 54 299 273 287 223 194 153
Cape M -
ape May Non 116 | 187 | 121 227 | 198 | 144 95
Hazardous
Hazardous | 249 | 336 | 281 345 | 362 | 353 | 271
Waterf )
aterford Non 420 | 558 | 494 | 590 | 414 | 483 | 318
Hazardous
TOTAL 3126 | 4,26 | 3159 | 3746 | 2,74 | 2,296 | 1,911

Hazardous leaks (type C classification) are emergencies and are repaired immediately.
Non-hazardous leaks (types A and B classification) are scheduled for repair and are
checked as required until they are repaired to ensure that they remain non-hazardous.
Total leaks repaired per year have declined from a high of 4,265 in 2014 to 1,911 in 2019,
a reduction of 2,354, or 55%. Both hazardous and non-hazardous leaks repaired have
declined in all divisions over the years.

LEAK BACKLOG

Further, the backlog of non-hazardous leaks (type A and B classifications) not yet
repaired at year-end has declined in each of the years as well as shown in the following
exhibit.

Pending Leaks at Year End

Leak Classification | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
A 39 13 12 13 11 3 5
B 1,296 | 845 799 | 447 415 284 | 171
C 0 0 0 0 0 0 0
TOTAL 1,335 | 858 811 460 426 287 | 176

Pending leaks to be repaired at year end declined from a high of 1,335 in 2013 to 176 in
2019, a reduction of 87%.
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GAS SERVICE INTERRUPTIONS

Additionally, SJG has had few gas service interruptions and no mass outages in recent
years. There were three gas service interruptions affecting a total of 21 customers in
2018, three in 2019 affecting 41 customers, and none in 2020.

HIGH OR LOW PRESSURE INCIDENTS

SJG conducts formal Pre-Winter Reviews conducted for each distribution division, the
transmission system, and the LNG facility each year, and there are formal Post-Winter
Operations Reports for each division published each year. These are good practices. In
the 2018—-2019 winter, there were brief low- and high-pressure issues reported in only the
Cape May division for the coastal communities that are challenging to serve. However,
no customers were affected, and construction projects are planned to resolve those
issues. In the 2019-2020 winter, no pressure related outages were reported but projects
to improve identified weak spots are under way.

THIRD-PARTY DAMAGES

Third-party damages are caused when an excavator, landscaper, or property owner digs
into SJG facilities and damages them. This could cause gas leaks, fires, or explosions,
so it is important to prevent dig-ins. SJG is fortunate to have not had an explosion or fire
resulting from a dig-in since 2016. The principal defense against dig-ins is the timely and
accurate marking of SJG facilities before third party work commences. The trends in third-
party damages are covered in detail in the Locate Contractor Management section of
Chapter 21, Contractor Performance.

In general, the damage prevention program success indicators have been improving from
2013 through 2019, including:

» The number of third-party damages has declined despite substantial increases in
construction activity

» There are fewer late or inaccurate locate mark-outs and there has been a reduction
in damages resulting from mis-marks

6-2 Performance management for SJG Operations is well-developed.

SJG is part of the SJI corporate performance management program (see Chapter 2,
Executive Management and Corporate Governance) and the SJG annual balanced
scorecard includes goals and metrics appropriate for the Operations functions in four
categories: Operational Excellence/Process, Culture/Learning and Development,
Foundation/Financial, and Growth/Customer.

Progress against all of the SJG goals, including the Operations goals, is reviewed monthly
by SJI, SJIU, and SJG executives and directors. The SJG level balanced scorecard is
reviewed first, followed by each of the “business lines” which include the Operations
functions of Pipeline Operations, Construction Operations, Utility and Dispatch Services,
Street Operations, Engineering, Planning and System Integrity, and Operations Support.

Further, the Operations vice president and the directors each have 10 to 15 annual goals
consistent with the Operations Balanced Scorecard and generally appropriate for their
scope of responsibility.
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6-3 SJIU Quality Assurance and SJG Operations Support have a rapidly
developing Quality Assurance program that benefits SJG.

The SJIU Quality Assurance (QA) department was formed in 2015 and has been
increasing its QA activities since then. It began audits of Construction Operations work in
2015, Field Operation work in 2016, Utility Services work in 2018, Pipeline Operations
and LNG plant operations in 2019, and Service Record Cards also in 2019. The following
exhibit shows the number of QA audits conducted since the department’s inception in
2015.

Number of QA Audits

Function 2015 2016 2017 2018 2019

Construction Operations 14 274 376 1,331 4,221
Field Operations 32 5 81 264

Utility Services 1 32 237
Pipeline Operations and LNG 57
Service Record Cards 759

In addition, the SJG Operations Support group has an active leak survey audit program.
The number of leak survey field audits increased from 12 in 2013 to 28 in 2019.

The success of this QA audit program is reflected in the improving system safety and
integrity (Finding 1).

6-4 The Technical Training program is innovative.

Technical Training provides all services for SUG to comply with OQ qualifications
requirements. It also has several additional innovations planned or already implemented,
including:

» A Gas 101 class that will be available to all employees. While not required, basic
gas training for all employees is a good practice that also could be incorporated
into the new employee onboarding process.

» A virtual reality training system that will be implemented in 2021 to improve the
effectiveness of in-person training.

> Arecently implemented, new, interactive Head Mounted Tablet system to improve
virtual training.

> A new trailer for educating the public at community events. This will likely aid the
damage prevention program and community relations efforts as well.

6-5 SJG employee safety is improving.

SJl, SJIU, and SJG emphasize employee safety. It is a prominent part of the corporate
performance program goals and individual manager goals and is included in the incentive
compensation program. The Safety department is active and conducts safety training at
all levels in the organization. The following exhibit shows the trends in employee safety
metrics.
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Employee Safety Metric Trends

Metric 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

OSHA Recordable Work Injury Rate 3.7 32 | 114 | 382 | 411 | 285 | 1.97

Days Away, Restrictions and Transfers (DART)
Work Injury Rate

<Note A> 033 | 278 | 294 | 214 | 1.31

Preventable Motor Vehicle Accident Rate <Note B> 466 | 45 | 268 | 2.57 2.8
Driver Safety Scorecard Score <Note C> 91.67
New Workers Compensation Cases 53 50 21 39 38 47 45

Note A — DART incidents were not maintained until 2015.
Note B — Hours were not tracked until 2015 so rates were not available until 2015.
Note C — Program established in 2019

Employee safety improvement is seen in most metric categories:

» The OSHA Recordable Work Injury Rate declined from a high of 4.11 in 2017 to
1.97 in 2019.

» The DART Work Injury Rate declined from a high of 2.94 in 2017 to 1.31 in 2019.

» While the Preventable Motor Vehicle Accident Rate increased from 2018 to 2019,
the 2019 rate of 2.8 is substantially less than the 4.66 rate in 2015.

» The Driver Safety Scorecard is a new program in 2019 and no trend has been
established.

» New Workers Compensation Cases declined from 53 in 2013 to 45 in 2019.
The employee safety improvement trend continued in 2020 in all categories.

6-6 Capital expenditures for transmission and distribution have increased at a
high rate from 2013 through 2019 and are projected to continue to increase.

The transmission and distribution system capital expenditures are for both normal
additions and replacements and for the several accelerated infrastructure replacement
programs. Capital expenditures both support new customers and changing load, the
rehabilitation and replacement of aging plant, and system redundancy improvements. The
BPU has approved several programs to accelerate the replacement of aging
infrastructure. These programs have the advantage of recovering the costs in rates
through a rider that is renewed each year without waiting for a rate case. Non-accelerated
capital expenditures must be added to the rate base in traditional base rate cases. The
accelerated programs include:
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Regulatory Initiatives | Infrastructure Modernization

eda INtre cture Rep mer ogram (AIRP; ZU15-I

* Authorized program by NJBPU designed to continue efforts to enhance the safety and reliability of SIG’s infrastructure system

e AIRP I: $141M from 2013-2016 replaced ~360 miles of bare steel and cast-iron mains

« AIRP Il: Approved in 2016, $302.5M from 2016-2021 to replace remaining cast iron and bare steel

* Timely recovery of investment on an annual basis through a separate rider recovery mechanism, with new rates effective on October 1
* Current Status: On track to complete replacement of all remaining bare steel and cast iron main by 2021

¢ torm Hardening and Reliability Program (SHARP; 2014-Present)

* Following major storms, authorized program by NJBPU to replace low pressure mains in coastal regions

e SHARP I: $103.5M from 2014-2017 replaced 92 miles of coastal infrastructure

« SHARP Il: Approved in 2018, $100M from 2018-2021 focused on 4 targeted system enhancement projects within the barrier islands

* Timely recovery of investment on an annual basis through a separate rider recovery mechanism, with new rates effective on October 1

* Current Status: On track to complete project queue by 2021

The following exhibit shows the capital expenditures for 2013 through 2019.
Transmission and Distribution Capital Expenditure Trends ($ million)

Category 2013 2014 2015 2016 2017 2018 2019
Blankets and Specials —Renewal | 4751 g03| 706| 796| 930| 923| 935
and Replacement
Blankets and Specials — New 484 | 476| 484 428| 422| 426| 489
Business
Accelerated Infrastructure
Projects (CIRT, SHARP, and 43.3 57.4 71.6 78.4 96.0 73.0 110.9
AIRP)
Totals 139.3 165.3 190.6 200.8 231.2 207.9 253.2
Accelerated Infrastructure
Projects as a Percent of the 311% | 34.7% | 37.6% | 39.0% | 41.5% | 35.1% | 43.8%
Total

From 2013 through 2019, transmission and distribution capital expenditures increased
from $139.3 million to $253.2 million, an 81.8% total increase and an average annual
increase of 13.6%. Of the total increase in spending of $113.9 million, over half, $67.6
million was for the Accelerated Infrastructure Projects. During the period, capital
expenditures for the accelerated infrastructure projects increased from 31.1% of total
spending to 43.8%.

Capital spending for new business stayed relatively constant at around $48 million per
year.

While capital expenditures in total were increasing, SJG underspent its transmission and
distribution capital expenditure budgets in all years except 2017 and 2019. Capital budget
variances are shown in the following exhibit for the years 2013 through July 2020.
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System Operations Capital Expenditure Budget Variances

2013
—7.87%

2014
-22.25%

2015
-12.14%

2016
-5.79%

2017
9.20%

2018
—-8.94%

2019
5.30%

Factor

Total Variance

Also, the variances each year were significant, ranging from a 22.25% underspend in
2014 to a 9.20% overspend in 2017.

The capital expenditures for SUG transmission and distribution are projected to continue

to increase over the next four years as shown in the following exhibit.

Transmission and Distribution Capital Expenditure Projections ($ million)

Category 2021 2022 2023 2024
System Growth and Maintenance 119.0 65.4 89.4 59.2
New Business 56.6 57.4 58.3 59.2
e P oy | 727 | 2043 | ta4s | 100
New LNG Plant for Redundancy 0 0 46.7 153.0
Totals 273.8 3271 379.2 441.2

System growth and maintenance expenditures are expected to decrease through 2024.
New business is projected to increase modestly from current levels. After a dip in 2021,
capital expenditures for the accelerated programs are expected to increase above 2020
levels from 2022 through 2024. The biggest increase in capital expenditures is in 2023
and 2024 for a total of $200 million for a new, redundant, LNG peaking facility.

6-7 Much of the problem distribution system plant has been replaced or
renewed.

A major contributor to the improved system integrity and safety is the replacement of
problematic plant components which has been greatly aided by the accelerated
replacement programs. For example, SJG estimates that without the accelerated
programs, the normal DIMP calculated replacements would have required 50 years to
replace the cast iron pipe. All cast iron pipe has been replaced.

Accelerated programs run from July to June. SJG applies for recovery of the accelerated
capital spending in the rate base annually after June. Non-accelerated program capital
investments are added to the rate base in regular rate cases.

Significant system improvements since 2013 include:

» All cast iron pipe has been replaced.

> All bare steel has been replaced except for three miles of bare steel stalled by a
road moratorium. It will be replaced within three years.

» All of the island low pressure systems have been uprated and all distribution
systems are now designed for the modern, industry typical 60 pounds MAOP.

» 39 district regulator stations have been rehabilitated or replaced.
96,877 excess flow valves have been installed.

Y

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company.

104



6. Distribution and Operational Management

» 11 high pressure distribution system reliability improvement projects have been
completed for a total of 22.4 miles of 8- to 16-inch pipe operating at 125 to 600
pounds of MAOP.

Cast iron pipe was vulnerable to leaks from joints and cracks. Bare steel pipe was subject
to corrosion leaks. Low pressure systems could have high- or low-pressure incidents and
water infiltration. The removal of this problem plant has substantially improved the SJG
system integrity and safety.

6-8 Transmission and distribution operations and maintenance expenditures
increased at a high rate from 2013 through 2018 but decreased in 2019 and
are projected to decrease going forward as the system continues to be
modernized.

The following exhibit shows the actual and budgeted transmission and distribution
operations and maintenance (O&M) expenditures from 2013 through 2020.

Transmission and Distribution Expenditures ($ million)

Actual 2013 2014 2015 2016 2017 2018 2019
Transmission 29 3.7 4.6 4.9 5.0 5.6 5.7
Distribution 14.2 15.1 16.9 18.5 19.1 241 20.9
Total Actual Expenditures 171 18.8 215 23.4 241 29.7 26.6

Since 2013, total transmission and distribution O&M expenditures have increased $9.5
million, or 55.6%. This is an average annual increase of 9.3%. Transmission expenditures
increased by an average of 16.1% per year and distribution expenditures increased by
7.9% per year.

Transmission and distribution O&M expenditures exceeded the budget from 2013 through
2018 but 2019 produced a positive variance as shown in the following exhibit.
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Actual 2013 2014 2015 2016 2017 2018 2019
Transmission 2.9 3.7 4.6 4.9 5.0 5.6 5.7
Distribution 14.2 15.1 16.9 18.5 19.1 241 20.9
Total Actual 174| 188| 215| 234| 241| 207| 266
Expenditures
Budget
Transmission 2.6 3.3 4.6 5.0 5.6 5.9 54
Distribution 13.3 14.2 15.0 16.4 18.3 20.9 22
fotal Budgeted 159| 17.5| 196| 214| 239| 268| 274
xpenditures
Budget Variance
Transmission -11.5% | -12.1% 0.0% 2.0% 10.7% 51% -5.6%
Distribution -6.8% -6.3% “12.7% | -12.8% -4.4% -15.3% | 5.0%
Total Budget Variance -7.5% -7.4% -9.7% -9.3% -0.8% -10.8% 2.9%

In 2013, 2014, and 2019, transmission actual expenditures exceeded the budget by
significant amounts (5.6% to 12.7%). Distribution actual expenditures exceeded the
budget in all years except 2019, also by significant amounts (4.4% to 15.3%).

Going forward, transmission O&M expenditures are expected to continue to increase
slightly, likely due to inflation, while distribution O&M expenditures are expected to
decrease, likely due to modernized plant, as shown in the following exhibit.

Transmission and Distribution Actual and Budgeted Expenditures ($ million)

Actual 2020 Actual | 2021 Budget | 2022 Budget
Transmission 6.6 7.3 7.4
Distribution 21.1 18.9 19.6
Total Expenditures 27.7 26.2 27.0

The financial plan projects that SJG total O&M expenditures will decrease by $2.5 million
in 2021 and $1.2 million in 2022, 2023, and 2024.

6-9 There is a good chance that the additional planned system reliability and

integrity capital expenditures will produce diminishing returns.

As noted above, system integrity and safety is already good and has improved
substantially from the large capital investments made in the system. The largest system
safety problems, cast iron pipe, bare steel pipe, and low-pressure systems, have all been
eliminated. Additionally, thousands of excess flow valves have been installed and many
distribution lines are looped. There are fewer leaks and even non-hazardous leaks are
repaired quickly. Incremental improvements in system safety and integrity from this point
will come at a high capital expenditure price.
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Transmission and distribution O&M expenses are projected to decrease slightly, but not
at a rate that would justify large capital expenditures intended to reduce O&M
expenditures.

The planned redundant LNG peaking facility in 2023 and 2024 would be nice to have for
improved reliability, but total sendout in the system has decreased from a high of 67.7
million dekatherms in 2015 to 54.1 in 2020. While there are more SJG customers each
year, they are, on average, using less gas. Further, there have been no low-pressure
incidents in recent years that directly affected customers.

Currently, the accelerated infrastructure programs are focused on quantity each year,
such as, replacing a certain number of miles of pipe. They are not focused on achieving
specific system integrity and safety results, such as preventing incidents. Work is
balanced among divisions and local government jurisdictions rather than replacing the
worst plant first.

6-10 There are possible benefits of concentration of expertise and economies of
scale if SUG Operations were consolidated with ETG Operations.

ETG Operations are slightly smaller than SJG Operations as shown in the following
exhibit.

Comparisons of SJG and ETG Scale

Customer Count SJG ETG
Residential 370,693 275,922
Commercial 25,985 23,445
Industrial 412 98
Total Count 397,090 299,465
Territory Specifications SJG ETG
Square Miles of Territory 2,500 1,431
Distribution Miles 6,684 3,234
Transmission Miles 146 14
Municipalities Served 113 90
Counties Served 7 7

ETG has 25% fewer customers, a 43% smaller service territory, and 90% fewer miles of
transmission pipe. However, it has all of the same Operations functions that SJG has:
System Planning, Engineering Services, Construction Operations, Dispatch and Ultility
Services, and Field Operations. However, in ETG, these functions, along with Customer
Experience, report directly to the ETG President. ETG does not have a Vice President of
Operations.

Considering ETG’s two divisions, the Northwest division is at about the average of the
SJG divisions in miles of main (1,335 versus 1,337 average) and slightly below average
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in density (42 services per mile of main versus 48 average) and services (57,471 versus
64,400 average). The Union division is the largest division in services (172,415 versus
64,400 average) and the densest (91 services per mile of main versus 48 average).

All SJI and SJIU functions except Operations and Customer Experience are consolidated
and centralized. This includes External Affairs, Finance and Accounting, Human
Resources, Information Technology, and Legal at the SJI level. And Rates and
Regulatory, Utility Shared Services, Enterprise Project Management Office,
Environmental, Gas Supply, Innovation and Business Improvement, Safety and Quality
Assurance, and Sales at the SJIU level. Within these functions, there are often individual
employees tasked with just serving ETG or SJG, such as safety, human resources, quality
assurance, and legal representatives. However, the management of the functions is
centralized, and the systems, policies, and procedures are consistent for both ETG and
SJG.

Consolidated utility functions provide the benefit of concentration of expertise. Larger
numbers of professionals like engineers and lawyers allows specialization and increased
depth of analysis.

Consolidated utility functions also offer the potential for economies of scale. The
procurement and contracting function is already consolidated but increasing the
standardization of materials and procedures between ETG and SJG could lead to lower
procurement and contract prices. The “harmonization” of ETG and SJG standards is
already underway with 35% completed at the end of 2020.

There are challenges to consolidating ETG and SJG operations, such as union
differences. However, SJG already successfully manages union differences between the
Cape May division and the other four divisions. Likewise, ETG has a suburban/rural
division and a more urban division. However, SJG successfully manages both lower and
higher density divisions now.

One opportunity for consolidating a utility function within SJG, even without centralization
with ETG, is engineering. SJG currently has three separate engineering and standards
units:

» System Planning

» Engineering Services for the Pipeline function

» Contract Construction Design Engineering for the distribution function
There is no formal coordination among these engineering units, only the discussion of
immediate problems and informal discussions of planning. These units would benefit from

consolidation. The consolidated engineering unit could still designate specialists to serve
specific clients like transmission and distribution.

In addition, SJIU has two units serving both ETG and SJG that are often parts of a utility
engineering organization:

» Utility Services Records Management

» Utility Services Standards
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Should the ETG and SJG engineering functions be consolidated, these groups could be
included as well.

6-11 SJG Operations spans of control are too narrow in several cases.
Multiple Operations management positions only have three or fewer direct reports,
including:
» Director, Construction Operations
Manager, Contract Construction
Director, Operations Support
Manager, Leak Survey
Director, Field Operations
Manager, Field Operations
Manager, System Planning
Director, Dispatch and Utility Services
» Manager, Dispatch

VV VY VY VYV

Personnel at these levels with director or manager titles can supervise six people with
differing responsibilities or eight to ten people with similar responsibilities. For example,
the SJI CEO has eight direct reports and the SJIU President has ten direct reports.

With the SJG five division structure, it would be more common for the five division
managers or supervisors to report to one functional manager or director and that manager
or director could also supervise three to five additional staff support personnel.

6-12 SJG Operations units report generally good support from shared services.

In interviews with the executives and managers of SJG Operations, there were no specific
complaints about the level of support for any shared service and most reported good
service, including:
» Information Technology
Human Resources
Legal
Labor Relations
Safety
Procurement and Contracting
Materials Management
Fleet Management
» Facilities Management

YV VYV VVYVY

Fleet Management, Facilities Management, Materials Management, and much of
Information Technology are provided by contractors, not employees.
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C. RECOMMENDATIONS

6-1 Refocus capital expenditures on achieving specific system integrity safety
objectives and accommodating new customers. (See Findings 6-1, 6-6, and
6-7)

The SJG transmission and distribution system has been modernized and the problem
plant has been replaced. System integrity and safety is good and getting better. There
are no chronic problems with leaks or low pressure. Continued capital spending on
initiatives to improve system integrity and safety will likely produce diminishing returns.

An alternative approach would be to set specific integrity and safety targets to be achieved
over a rolling five-year period and then construct the transmission and distribution capital
project plan to achieve those targets in the most cost-effective manner. The system
planning function should work closely with the distribution division engineers to identify
the specific projects that will most cost effectively achieve the integrity and safety targets.
This may mean having an unbalanced capital program among the divisions, with the more
challenging divisions receiving more capital spending and the others less.

System expansion to accommodate new customers should be achieved in the most long-
term cost-effective manner possible.

6-2 Study the costs and benefits of consolidating SJG and ETG Operations. (See
Finding 6-10)

All utility functions except Operations and Customer Experience are already consolidated
and SJG is enjoying the concentration of expertise and economies of scale this provides.
Similar benefits are likely available from consolidating the SJG and ETG Operations
functions. Organizational consolidation would also accelerate the standardization of
policies, procedures, and systems between the two companies.

The Operations employees who do physical work within each division could remain SJG
and ETG employees. Only the senior management would become SJI or SJIU
employees. One Operations executive could oversee the five SJG divisions and the two
ETG divisions (or the geographies could be restructured to have fewer divisions). The
structure could be either the Operations functions of a consolidated Engineering group,
Construction Operations, Field Operations, Pipeline Operations, and Dispatch and Utility
Services reporting to the centralized Operations executive, or SJI could elect a divisional
structure with a division executive for each of the seven (or fewer) divisions with
responsibility for each of the Operations units in that division reporting to the Operations
executive. Some type of a matrix between functional and geographic responsibilities is
normal for holding companies with multiple operating companies. Direct divisional
responsibility is often supported by centralized staff support for each function, or a
functional organization has a strong geographic coordination function in each division.

6-3 Increase the spans of control for Operations directors and managers to six
to ten. (See Finding 6-11)

There are too many instances in which an Operations director or manager has three or
fewer direct reports. Personnel at that level should be able to supervise six to ten direct
reports. Either through attrition with no reorganization or in conjunction with an Operations
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consolidation or other reorganization, restructure the Operations organization to have
appropriate spans of control for each management position. While there are instances in
which a senior manager is an individual contributor and a smaller span of control is
justified, most Operations directors and managers are not principally individual
contributors and should have an appropriate span of control. This will reduce the total
number of director and manager positions as it is implemented. These positions can be
redeployed as additional engineer or utility worker positions.
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7. CUSTOMER SERVICE
A. BACKGROUND

This chapter assesses Customer Service. It is comprised of the South Jersey Gas (SJG)
Customer Experience organization which includes responsibility for the functions of Meter
Reading, Billing, Credit and Collections, Complaints, and Revenue Protection. Also
included in this chapter is an assessment of the SJG Marketing department, part of the
South Jersey Industries (SJI) Sales and Business Development organization.

CUSTOMER EXPERIENCE ORGANIZATION AND STAFFING

The SJG Customer Experience (CX) organization was undergoing redesign and
significant changes during the SAGE Audit. As of the end of 2020 (as shown in the
organization chart, below), the customer service organization was named Customer
Experience and was led by the Vice President, Customer Experience (VP CX), who was
appointed to the position in September 2019.

SJG Customer Experience Structure

South Jersey Gas
VP, CUSTOMER EXPERIENCE

|
| - P 1 | : , |

South Jersey Gas | South Jersey Gas 1 e ey €k ‘ South Jersey Gas
DIR., CUSTOMER OPERATIONS
MGR., BILLING ‘ MGR., CUSTOMER SERVICE AND ACCOUNTS \ POWER PROGRAM ASSOCIATE

The VP CX reports to the SJG President and SJI SVP, who reports to the SVP, SJI and
President and COO of SJG. In early 2021, the VP CX had six direct reports, two of which
were open positions: Billing Manager, Collections Manager, CX Program Manager,
Customer Service Manager, Power Program Associate, and Customer Analytics
Manager. The CX department identified the need for changes, including the need for full
time analysts “to collect, analyze and validate data as well as offer recommendations to
support better decision-making within each functional area” and “root cause analysis is
not conducted to assess major issues and subsequently develop or improve programs
and processes.”

CX was planning to implement organizational and staffing changes in 2021. The resulting
structure would have four direct reports: a Customer Operations Director, two CX
Program Managers, and a Customer Service Manager. The Customer Service Manager
would have responsibility for the contact/call center, service centers, and quality and
training. The Customer Operations Manager would have responsibility for operations
analysis; collections, escalation, and outreach; and billing. Some positions were to be
eliminated and new positions added. There were no external hires planned.

As of April 2021, there were 73 unionized positions, 17 leadership positions, nine full time
equivalent (FTE) CustomerLink (contractor) customer service agents, and two open
positions.
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METER READING

Meter reading services are provided to SJG by Millennium Account Services LLC, an SJI
affiliate. Millennium is jointly owned by Conectiv Solutions, LLC, a subsidiary of Conectiv,
Inc. (50%) and SJI (50%). Millennium was formed in 1999 with Conectiv, owned by
Atlantic City Electric (ACE). ACE has been purchased several times since 1999. When
Pepco Holdings (PHI) purchased ACE, Conectiv was converted into a subsidiary of PHI.
Exelon is the parent company of PHI.

Millennium is managed by the Director, South Jersey Energy Service Plus (SJESP) &
Millennium. Functions include meter reading, utility survey, administrative services, and
other non-regulated affiliated services. For the purposes of the Millennium organization,
the Director reports to the Executive Committee comprised of four individuals, two from
South Jersey Energy Solutions (SJES) and two from Exelon. SJES is the parent company
of SJI's non-regulated businesses. The two SJES Committee members are the VP
Business Development and VP Enterprise Project Management.

Meter Reader Staffing

Millennium, on average, employs 80 meter readers; none of whom are employees of SJG
or ACE. Individual meter readers read both gas and electric meters in the four districts,
and all the districts have gas meters. The Millennium districts serve both ACE's electric
and SJG's gas meters. Based on total meter count of both gas and electric meters for the
four districts for year-end 2020, 39% of meters are gas. Applying this ratio to meter reader
staffing, in each of the districts, there are four meter readers in the South District, seven
in the East, 14 in the North, and seven in the West, for a total of 32 FTEs dedicated to
SJG meters.

Each of the districts is managed by Operating Supervisors who report to the Operations
and Administration Manager, who reports to the Operations General Manager (GM). The
Operations General Manager reports to the Director, SUIESP & Millennium.

Millennium recently added the position of QA Assistant Manager who reports to the
Operations GM. This position manages planning and scheduling and oversees the daily
activities for Safety, Training, Quality Assurance, Fleet Maintenance, and Administration
in the service/operational departments, including meter reading services. The QA
Assistant Manager coordinates all District Office activities, including those of the District
Assistants and the Quality Assurance Supervisor that relate to meter reading.

Meter Reading System

Millennium uses the Itron Field Collection System (FCS) with the FC300 model handheld
units to conduct manual daily meter reading services. SJG also has Encoder Receiver
Transmitter (ERT) devices on meters installed primarily on properties identified as having
access problems. These devices send a radio transmitted signal with the meter reading
through a wake-up process to the meter reader's hand-held device.

Regarding Smart Metering or Advanced Metering Infrastructure (AMI), SJI has said: “The
Company’s perspective ... is the same for both SJG and ETG (Elizabethtown Gas).” SJI
has said that it continues to evaluate AMI technologies, and its costs and benefits. The
company is looking at conversion strategies including an accelerated deployment for full
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conversion, a compliance driven exchange program, and a phased deployment coupled
with interim technology, such as Encoder Receiver Transmitters (ERT).

SJG/Millennium Contract

Millennium has been providing meter reading services to SJG and ACE since June of
2013 under a joint agreement which has been amended and extended several times. The
most recent contract with Millennium was executed on December 18, 2020, and the VP
CX signed on behalf of SJG. The contract term is for two years: January 1, 2021 through
December 31, 2022. The contract specifies a work volume for SJG of approximately
418,580 accounts distributed over four regions with 20 cycles per month.

The current contract contains performance requirements with minimum acceptable levels
of percentage of meters read and provides for a two-part incentive compensation if
Millennium exceeds the minimum levels. The minimum levels for meters read are: 97%
of contract read rate, 97.5% of incentive compensation read rate, and 98.5% of
exceptional performance incentive compensation read rate. These three rates represent
increases of one percent over the prior year's contract.

Meter Reading Performance and Metrics

Millennium, in conjunction with SJG, tracks metrics and performance measures
associated with meter reading services, including total meters, percentage of meters
read, estimated reads, and meter reading complaints. Some historical information has
been limited by the conversion to the Customer Care and Billing (CC&B) system in late
2014, and therefore, comparable data from legacy systems for 2013 and 2014 were not
available.

The Balanced Scorecard (BSC) for the Director, SUIESP & Millennium, includes Achieved
Contract Read Rates for SJG, among other objectives. The 2020 BSC Measure is Year-
End Aggregate Read Rates, the Target is 98.0%, and the range of Scoring is from less
than 97.0% to greater than 98.6%. These are cascaded down to the Operations GM,
Operations Manager, Senior Supervisors, and the QA Supervisor.

Once a month, each meter reader conducts a session on the Meter Pro training software
to test reading accuracy. Their Accuracy Rate score must be 99% or better, as required
by Millennium's current labor contract. Readers not meeting the monthly minimum read
rates and accuracy rates are subject to performance standard progressive discipline.
Meter readers who score below 97% on their regular monthly Meter Pro session are
removed from the field and are required to complete retraining, extra Meter Pro practice,
and additional field training, and additional quality checks are performed to ensure
accuracy improvement.

BILLING

Organization and Staffing

The billing function is managed by the Manager of Billing, part of the Customer Care
Center (Call Center). The Manager has two Supervisors who manage 15 Billing
Representatives. The number of reps is generally stable. Vacant positions are usually
filed by SJG Customer Service Representatives (CSR). New Billing Reps are initially
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given four to six weeks of training. Ongoing training is done one-on-one by supervisors.
Billing Supervisor one-on-one meetings are held with Billing Representatives to address
BSC results and assess progress of department goals.

During the SAGE Audit, the Customer Experience (CX) department was reorganizing and
planned to relocate the billing function within CX. The transition was pending and targeted
for the second half of 2021.

The two Billing Supervisors oversee:

» 13 Billing Representatives (Rep) who work on the exceptions to resolve the
problems, mostly meter read errors

» One Senior Payment Clerk who handles cash receipts/payments

» One Meter History Clerk who monitors new meter purchasing, meter history
including meter moves, infout of the storeroom, removed from service, meter
replacements, and installations.

Billing Processes

The billing process starts with meter reading, done by the Millennium affiliate. Files are
generated by Millennium and uploaded to the CC&B and the uploaded data is batch-run
overnight. CC&B identifies exceptions, such as reads that exceed high/low parameters
and historical usage for the account. The exception reporting goes to the Dashboard, but
the Billing Manager and the supervisors do not have access to the Dashboard.

If a re-read is needed, the Billing Rep sends the request via email or phone to Millennium,
by geographic area/division. A manual read is done and returned to the Billing Rep who
then updates the account in CC&B. This is completed within 24 hours so that the cycle
bills can be issued within the 24-hour window. The CC&B automatically transmits the bill
file to an outside vendor.

SJG bill redesign was completed February 28, 2018. Utilizing the support of an external
consultant, SUG executed a three-month outreach campaign to educate customers about
the new bill. Efforts included a special website landing page with answers to FAQs, an
informative video that helped customers navigate the changes, and an interactive version
of the bill with explanations of each section. Additionally, messages were shared with
customers through a bill insert, multiple bill messages, and social media posts. All
messaging provided useful information and encouraged customers to view the special
landing page for a full suite of resources. The landing page offered customers the ability
to view content in either English or Spanish versions of the page by clicking a link at the
top of the page.

Contractors and Vendors

The billing function uses three vendors for billing services. Kubra Data Transfer LTD was
paid a total of $5,218,963 in 2019 and 2020 for SJG bill printing. Bill2Pay LLC was paid
a total of $3,248,855 in 2019 and 2020 for providing electronic payments and returns via
the SJG online My Account Portal. ACl Payments, Inc. was paid $24,056 in 2019 and
2020 for accepting and transmitting electronic payments to SJG made by customers at
local convenience store locations.
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ESCALATED BPU COMPLAINTS

Escalated complaints are complaints received from the BPU. The Complaints function
consists of one Supervisor and two Customer Service Coordinators.

The Escalated complaints are transmitted to SJG via the BPU External Access Portal
whereby SJG tracks, documents, and manages complaints. An email notifies the
complaint team supervisor that a new complaint has been added, who then assigns the
complaint to a coordinator. The complaint is analyzed in conjunction with the CC&B
system and then adjustments are made as necessary. The customer is contacted by
phone to resolve the issue. A response is entered into the BPU system and sent to the
BPU for review. The BPU then either responds back with further questions or closes the
case. A similar process is used in conjunction with the separate Better Business Bureau
Portal.

An Escalated case is added by the customer service coordinator each time a complaint
is received. The cases are used to track the complaints and run monthly reports. Each
case is entered as an Escalated complaint type and then categorized by the complaint
subject. Each month, reports are generated from the cases that are entered to determine
the number of cases received, the source of the complaint, and the category of complaint.

The table below shows the number of Escalated BPU Complaints by Type.
Escalated BPU Complaints by Type

Types 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Billing Issues Not tracked before 2018 232 | 208
Shut Offs Not tracked before 2018 497 | 709
Service Appointments Not tracked before 2018 57 82
Payment Agreements Not tracked before 2018 315 | 337
Meter Issues Not tracked before 2018 31 45
Other Not tracked before 2018 82 35
Total 746 | 1573 | 3666 | 1427 | 1066 | 1214 | 1416

SJG began to track specific types of Escalated complaints in 2018, comprised of Billing
Issues, Shut-offs, Service Appointments, Payment Arrangements, Meter Issues, and
Other. Three types of complaints (Billing Issues, Shut Offs, and Payment Arrangements)
accounted for 86% in 2018 and 89% in 2019, with Shut Offs representing the most
complaints for the two years. Shut Offs increased by 43% from 2018 to 2019.

In 2020, there was a substantial decrease in Billing Issues and Payment Arrangements
complaints. SJG has said that prior to the COVID-19 pandemic, these two types of
complaints were cited as an Escalation even when a bill was correct. SJUG has said that
during the pandemic period in 2020 and beyond, SJG has been encouraged to waive
down payments and provide significantly extended payment arrangements, up to 24
months in some cases, which resulted in fewer escalated complaints.

SAGE Management Consultants, LLC
Final Report for the Management and Affiliate Audits of South Jersey Gas Company.

116



7. Customer Service

SJG also added the Balanced Scorecard performance goal based on a percent of year-
over-year reduction in complaints, in 2018 and 2019, and then dropped the metric in 2020,
primarily because the 2020 complaints number was historically low due to the moratorium
on shut offs.

SJG has taken the following steps to improve complaint metrics:

» Customer Service Coordinators analyze the complaint trends each month to
determine top trends. These trends are forwarded to the training and quality team.

» In 2019, complaints were added to CSR Scorecards to improve accountability with
the CSRs. The inclusion of complaints on the Scorecards allows the Leadership
team to quickly identify complaint trends with certain CSRs. Any identified trends
are reviewed monthly with the appropriate Supervisor as part of the CSR’s
coaching and feedback session.

» Complaint cases were established in the CC&B system to provide a detailed
summary and status of all current and prior customer complaints.

> Refresher courses were scheduled throughout the year to improve complaint
metrics. These refresher training courses range from topics consisting of de-
escalation tactics, seasonal billing issues, soft skill training (reinforcing empathy,
tone and acknowledging a customer’s concern) and a review of billing procedure
and payment arrangement scenarios.

» Improved visibility of complaint metrics throughout the organization by
incorporating metrics onto the CX corporate dashboard. This dashboard is
presented and discussed each month as part of the SJG Operating Results and
Strategy meeting.

CALL CENTER OPERATIONS

Call center operations include contacts primarily by phone, email, and on-line My Account
regarding metering, service turn-ons/offs, billing, payments, collections, and others.

SJG call center operations have undergone significant changes over the last several
years. Until 2021, SJG call center operations consisted of the company call center and a
vendor call center. The contract with Convergent Outsourcing, Inc. ended in 2017 and a
new vendor, CustomerLink LLC (CLEAResult Consulting Services Inc.) was onboarded.
Convergent and CustomerLink provided similar services. CustomerLink was an overflow
call center that was used from November 2018 to April 2021 to handle customer service
calls as a backup to the company call center in Atlantic City and to provide weekend and
holiday coverage. The use of CustomerLink for CX operations ended in April 2021
because of SJG's dissatisfaction with the vendor's staffing and performance.
CustomerLink does continue to provide services to SJG Marketing, by providing support
responding to marketing campaign inbound sales calls for new customer leads.

CX was in the process of meeting New Jersey's requirement that SJG handle at least
65% of its call volume within the state and at that time SJG was handling about 73% in-
state. The BPU moratorium on shutoffs during the Covid pandemic reduced call volumes
and contributed to the increase in SJG's ability to handle calls at its own call center. CX
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was exploring the potential for in-state overflow and was planning to add more staffing to

its own call center, especially for Saturday calls.

The table below shows the headcounts for the SJG call center and two call center vendors

for the years 2017 through 2019.

Call Center Headcounts

2017 2018 2019
SJG Call Center 31 40 45
CustomerLink (vendor) 0 29 24
Convergent (vendor) 26 0 0
Total 57 69 69

Headcount data prior to 2017 is not available. The transition from Convergent to
CustomerLink occurred from August to December 2018. The arrangement with
CustomerLink ended April 30, 2021. The SJG Call Center headcount declined to 41 in
2020 and to 38 by April 2021.

CX has been restructuring its call routing approach throughout 2021. A “POD” structure
comprised of specialized CSR teams is being created with focused training skills and
knowledge to respond to specific types of inbound calls. The POD groupings include bill
explanation, account and online support, utility service requests, and start/stop/transfer
service. The interactive voice response system (IVR) has been redesigned in conjunction
with the POD structure to improve handle time and first call resolution. CSR assignments
to a POD are based on knowledge assessment, escalation (BPU Escalation calls) tracker
data, and agent preference. Anticipated headcount requirements are based on average
volume of inbound call types and average number of calls per CSR per day.

CREDIT AND COLLECTION

SJG has been using a combination of in-house and contractor collection agencies. From
2013 through 2017, collection agency service level and performance metrics were not
consistently tracked. Beginning in 2018, SJG moved many of the collection agency
functions in-house. SJG currently employs eight collection representatives who handle a
combination of inbound and outbound phone traffic. In early 2020, SJG implemented a
Collections Outbound Dialer to further strengthen collection opportunities. As a result of
this shift, SUG went from employing four collection agencies in 2018 to one in 2020. This
one vendor pursued collections on inactive accounts.

As a result of Covid impacts and the significant decline in customer payments and to
therefore maximize receipt of funds, SJG decided to continue using only one vendor to
target more aged arrears and rely on internal resources to collect other arrears.

In 2017, SJG engaged a consultant to assess opportunities to improve the customer
experience. The assessment provided recommended actions for the collections process.
Specifically, regarding the collection of accounts receivables, it was noted that compared
to SJG peers, SJG’s collection process was passive. This passivity was contributing to a
customer behavior whereby many customers were dismissing the importance of paying
their natural gas bill. To improve the overall collection process and with a mind towards
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changing customer behavior, several severance and collections process changes were
recommended.

In response to the assessment, SUG implemented a revised collections timeline and
process after 60 days that includes a late payment message on the second bill (31 days
arrears). After the second bill payment due date (45 days arrears) has passed, the
Collections department executes, in sequence, an outbound Dialer call; a service
disconnection letter sent; a service disconnection service order created; a service
disconnection service order scheduled; and a service disconnection physically occurs ten
days after the letter is mailed. After the third bill is produced, the final bill is sent ten days
after disconnection, followed by two outbound Dialer calls and then the arrears are sent
to the collection agency.

SJG has been tracking the following metrics for its in-house collections team: Customer
Shut Off Non-Payment, Shut Off Non-Payment Complaints, Inbound Calls, Outbound
Calls, Service Level, and Dollars Collected for Past Due Accounts. However, in late 2014
SJG transitioned to the CC&B system and Maximo work management system.
Comparable data for Customer Shut Off Non-Payment and Shut off Non-Payment
Complaints, from the legacy systems for 2013 and 2014 are not available. Prior to 2019,
the SJG collections team consisted of Field Collectors who went door to door collecting
past due amounts. In late 2018/early 2019, the Collection team was transitioned into the
call center and began making and fielding collection-related calls. Therefore, comparable
data for Inbound Calls, Outbound Calls, Service Level, and Dollars Collected-Past Due
Accounts is not available prior to 2019.

SJG acknowledges that for the period of 2013 through 2017, collection agency service
level and performance metrics were not consistently tracked. Beginning in 2018, SJG
moved many of the collection agency functions in-house.

REVENUE PROTECTION

There are several revenue protection functions (including traditional ‘theft of service’)
within the CC&B system:

1. New Consumption for Stopped Service Point To-Do’s: This meter read trend
process updates meter read trends using consumption from newly added reads. A
To-Do entry is created for each meter read where the Service Point is not linked
to a Service Agreement and where daily consumption exceeds a trickle
consumption threshold, computed as a percentage of the billable average daily
consumption derived from the trend.

J. Pending Start/Stop To-Do’s: To-Do entry for pending start/stops that are older than
the number of days specified (45 days). This To-Do identifies start/stop requests
that have not been completed within the parameters (Number of Days) that have
been specified.

K. No Bill Report: This report is generated from CC&B and reviewed daily by the
billing team. The process involves reviewing the pending bill, meter read activity,
service agreement dates and issuing a bill. Customer Experience has documented
the process flows for the No Bill Report and To Do exceptions in its SOX
documentation.
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L. In addition to the functions built within the CC&B system, SJG has a Theft of
Service corporate procedure that is used in the field which outlines steps to find,
eliminate, and prevent theft occurrences.

SJG manages performance of the revenue protection functions by: (1) evaluating and
monitoring how “To Do’s” are processed within the CC&B system. A “To Do” is a system
alert that is generating by the CC&B system based on a defined criterion that would
require investigation and validation or represents a potential error and (2) investigating
items in the No Bill Report. These metrics have only been available and measured with
the implementation of CC&B in 2014.

There is an effort currently underway to transition the No-Bill Report process from a
manual process of reviewing the No-Bill Report to an automated To-Do. This automation
would eliminate potential human error and would create a more efficient process to
remain current with No Bill scenarios. The creation of the No Bill To-Do is expected in
2021. SJG is updating reference documentation, providing refresher trainings, and
leveraging cross-training efforts that have proven to be helpful in support of this effort.

MARKETING AND SALES

Organization

The Marketing and Sales (M&S) function reports to the SJI Vice President of Sales and
Business Development, who reports to the Senior Vice President of SJIU and President
of SJI. The SJI Vice President of Sales and Business Development has four direct reports:
(1) SJG Marketing General Manager (Atlantic City), (2) SJG Director of Sales (Atlantic
City), (3) Director of Business Development — Commercial Sales (Atlantic Division), and
(4) Director Sales (Mid-Atlantic Green Lane Division).

The SJG Marketing General Manager has five direct reports, all located in Atlantic City:

Marketing Administrator Lead
Marketing Coordinator
Marketing Manager

Supervisor Technical Research
Technical Research Analyst

The operating advertising budget is about $858,000. Advertising is booked as O&M but
is eventually capitalized. Marketing salaries are capitalized.

YV V V VYV V

Marketing Background

The Marketing mission is to generate sales leads for both natural gas conversion and
energy efficiency programs and to increase revenue and shareholder value. The
Marketing team also manages the promotion of energy efficiency programs to customers
resulting in energy efficiency program engagement. The Director of Energy Efficiency and
Conservation, not part of Sales and Business Development, manages regulatory-related
energy efficiency program compliance.

Marketing procedures are based on industry guidelines including Federal Trade
Commission (FTC) Advertising Basics (a set of rules that require advertising claims must
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be truthful, cannot be deceptive or unfair, and must be evidence-based) and reputable
marketing standards. In addition, Marketing states that it adheres to a set of brand
standards and guidelines, developed by SJI, which describe the way SJI communicates
its products and services. SJI developed a “Brand Book — Brand Identity Guidelines and
Logo Usage,” dated August 2020. SJI sees its brand as a powerful marketing tool. The
Brand Book is a comprehensive document that details its logo design, logo usage in
various markets, brand positioning and attributes, voice, style, and tone, as well as other
details.

The SJG Marketing team has retained two advertising and marketing agencies to assist
with executing marketing strategies, communications, and data segmentation. Marketing
also uses Geographic Information System (GIS) and internal business systems for
business development and market research.

Marketing responses and leads are reported by Power Bl Dashboards (regarding
conversion to natural gas) and third-party reporting (regarding energy efficiency). SJG
views its website as a key tool for messaging and includes online interest forms, a Check
for Natural Gas Availability Tool, and an Instant Home Energy Assessment tool.

Marketing and Sales (M&S) supports its work with several external consultants and
services, including: (1) J.D. Power conducts customer surveys and provides voice of the
customer (VOC) data, insights, and analytics, (2) Salesforce is the system used to track
monthly leads, opportunities, and closed-won deals for new customers. It is also used to
track lead sources and sales activity (e.g., site visits), (3) White Whale is an external
vendor providing customer and prospect profile and segmentation analyses as well as
energy efficiency advertising, creative development, and media buying. White Whale also
executes the direct mail and email deployments and provides campaign analysis, and (4)
CustomerLink was the vendor call center providing call management and reporting on all
inbound and outbound marketing calls (non-customer service calls), but the contract was
to have ended by June 2021.

M&S uses marketing services and consultants for direct mailing campaigns to customers,
social media campaigns, customer-related email campaigns, and advertising. Annual
expenditures reached a peak of $1,727,886 in 2017 and declined to $815,787 in 2019.

M&S produces several reports, including: (1) Weekly Raw Data Report — lists each
contact handled for the week and any information gathered by agents, (2) Inbound
Number Call Count — totals number of calls to each dedicated marketing number for the
week, and (3) CustomerLink — Gas Conversion Report — previously documented total
calls handled, call time, call regarding, and call metrics.

M&S measures its performance by tracking: (1) Responses/Leads Generated, (2)
Impressions, (3) Click-thru-Rate, (4) Calls, (5) Returned Business Reply Cards, (6)
Completed Online Forms, (7) Email Open Rates, and (8) Email Opt-Out Rates.

New Business Analysis

New business work comes from the Sales Department through Salesforce to the
Permitting clerks who cost the project, secure needed permits, and notify the new
business design contractor.
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The New Business Analysis tool is a spreadsheet that computes a potential customer
contribution for a specific new business project. The inputs required for analysis include
the following: (1) Type of account (residential or commercial), (2) Total number of services
and meters, (3) Total gas load of commercial accounts (in cubic feet per hour), and (4)
Total cost of construction which is calculated using current Contractor unit prices including
materials, labor, restoration, and permitting. The Associated tax factor and the Distribution
Revenue of residential or commercial accounts weighted over a ten-year period are also
included in the calculation.

The total revenue from the project is calculated via revenue of a single account multiplied
by the number of accounts. The construction costs are then subtracted from the total
distribution revenue. Any construction costs more than the distribution revenue are then
multiplied by the associated tax factor to determine a customer contribution.

CX GOALS, OBJECTIVES, MEASURES, AND TARGETS

Customer Satisfaction Survey

SJG surveys its customers once a year with its Customer Satisfaction Survey. In 2020,
SJG sent 76,452 emails for the survey with a response rate of 7.9%. One of the metrics
from the survey is the Net Promoter Score, calculated by taking the percentage of
respondents giving a rating of nine or ten (promoters) and subtracting the percentage of
respondents giving a rating of six or less (detractors). The Net Promoter Score is closely
analyzed, and it is a metric component of the CX VP's Balanced Scorecard and the
Performance Management Process which determines incentive compensation. (See
Chapter 12, Human Resources, for additional discussion of incentive compensation.)

Voice of Customer Program

SJG obtains customer feedback using its Voice of Customer (VOC) Program. The
program tracks feedback regarding service quality and customer experience via phone,
email, the online My Account, and other customer interactions. The program provides
useful feedback trends that lead to improvement opportunities. The monthly report
includes customer response feedback, which is translated into a First Call Resolution
proxy rate, and Valued Customer Ratings for communications and functions. These two
metrics are focused on the “top two percent box ratings,” defined by the percentage of
customers who responded with a six or seven out of ten, where seven is "Strongly Agree"
when asked if they agreed with the statement. The VOC performance result is also a goal
target metric component of the CX VP's Balanced Scorecard and the Performance
Management Process which determines incentive compensation.

Balanced Scorecard

The SJI corporate level “2020 BSC — Customer” BSC, as of July 2020, includes Goals,
Targets, Target Value, Status, and Comments. The goals are: (1) Develop and Execute
Comprehensive Marketing Strategy, (2) Improve Customer Satisfaction, (3) Meet annual
Sales Margin Goal, (4) Meet budgeted after-tax margin/net income, (5) Meet New
Customer Growth Targets, (6) Meet Schedule Appointments per BPU, and (7) Gas
Services on Main Installs (within 30 days). Five of the goals are financial or revenue-
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performance driven and two, Improve Customer Satisfaction and Meet Schedule
Appointments per BPU, are solely focused on customer service.

The target for the Improve Customer Satisfaction goal is a function of the JD Power
Customer Satisfaction Survey and Voice of Customer (SJG-sponsored customer survey)
assessments. These are measured and awarded points as follows: Achieve net promoter
score of 50.0 or higher in JD Power Customer Satisfaction Survey (= 33.3 points);
Improve JD Power score by one percent over prior year (= 33.3 points); and Achieve
annualized Voice of Customer rating of 80% or higher (= 33.3 points). The Improve
Customer Satisfaction target value is 66 to 80. The July 2020 status for SUG was
“Successfully Meets.”

The Meet Schedule Appointments per BPU goal target was meeting 90% or greater of
the service lateral installment schedules. The target was met with a 91.11% rate. SJG
met the target in November 2020 with a rate of 96.23%.

B. FINDINGS

7-1  The number of consecutive estimated meter readings has seen significant
reductions from 2015 through 2019, decreasing by 54%.

SJG tracks the number of consecutive estimated meter readings in the “Can't Read
Report.” The exhibits below show the number of consecutive estimated bills, for the years
2014 through 2019. Values for 2013 are not available because of the transition from the
previous billing system to the Customer Care & Billing (CC&B) system. The table also
shows the number of consecutive estimated reads per number of accounts in which these
readings occurred.
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Consecutive Estimated Reads

2014 2015 2016 | 2017 2018 2019

Accounts 18,461 | 32,393 | 24,795 | 22,086 | 22,083 | 16,116
Consecutive Estimates | 42,142 | 107,416 | 86,892 | 65,054 | 64,527 | 49,154
Estimates per Account 2.28 3.32 3.50 2.95 2.92 3.05

120,000
100,000
80,000

60,000
40,000 I I I
20,000
Oul Il

2014 2015 2016 2017 2018 2019

m Accounts ®Estimates

The number of consecutive estimates peaked in 2015 and decreased by 54% through
2019. The number of accounts associated with consecutive estimated reads also declined
by a similar amount of 50%. The ratio of estimates per account declined from 3.32 in 2015
to 3.05in 2019. If data for 2020 is considered, estimates increased significantly to 60,983
(about 24%), the number of accounts also increased, and estimates per account
increased to 3.16. Values for 2020 may have been an anomaly because of the COVID-
19 pandemic.

SJG has explained that a portion of the work associated with analysis of difficult-to-read
accounts has been returned from the third-party contractor to the in-house team within
SJG. This move is intended to provide greater insight, root-cause analysis capabilities,
and operational enhancements to improve read rates even for more challenging
accounts.

7-2  Annual payments to Millennium have been primarily driven by SJG's strong
growth in customer additions.

The exhibits show the number of SJG residential and commercial meters at year-end.
Values for 2013 were not available.
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Residential and Commercial Meters at Year-End

2014 2015 2016 2017 2018 2019
356,101 392,773 397,662 402,733 408,002 413,560
420,000

400,000
380,000
360,000
340,000 I
320,000

2014 2015 2016 2017 2018 2019

The value for 2014 represents residential meters only. The values for 2015 and later
represent a combination of both residential and commercial meters. The increase in
residential and commercial meters from 2015 through 2019 was 5.29%. There were
418,493 meters at year-end 2020, an increase consistent with previous years’ growth.

The exhibits below show the millennium annual costs from 2013 through 2019.
Millennium Annual Costs

2013 2014 2015 2016 2017 2018 2019

$2,797,482 | $2,749,706 | $2,829,754 | $2,890,828 | $2,988,125 | $3,037,741 | $3,231,571

$3,300,000
$3,200,000
$3,100,000
$3,000,000

$2,900,000
$2,800,000
$2,700,000
$2,600,000 I
$2,500,000

2013 2014 2015 2016 2017 2018 2019

Millennium annual costs have been increasing each year since 2014. The increase was
17.52% from 2014 through 2019. Annual expense for 2020 was $3,369,000 consistent
with previous years' growth. The year-to-year increase in Millennium expense is related
to the SJG meter count that has increased each year (as discussed above and below)
and contract negotiations that have caused increases to meter read fees, as discussed
below.

The year-to-year change in in Millennium costs is primarily driven by the increase in SJG
meter count, as customer additions generally top 1 — 1.5% per year. Additionally,
operating costs increase annually in relation to employee payroll and benefits expenses.
The most recent contract negotiated with Millennium for 2021 returned some meter
reading performance analytic work to existing SJG employees to improve efficiency and
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avoid unnecessary redundancy in work, helping to minimize the increase in Millennium
expenses where possible. Also contributing to the annual increase in Millennium costs
have been fee rates per meter read, increases that occurred in 2018 through 2020.

7-3 The metric "Percent Residential and Commercial Meters Read" has been
generally improving and exceeding the goal of 95% since in 2016.

The exhibits below show the percent of residential and commercial meters read from 2014
through 2019.

Percent of Residential and Commercial Meters Read

2013 2014 2015 2016 2017 2018 2019
* 92.7% 95.0% | 96.3% | 97.3% | 94.9% | 97.2%

* Data for 2013 reported as not available.

98.0%
97.0%

96.0%
95.0%
94.0%
93.0%
92.0%
91.0%
90.0%

2014 2015 2016 2017 2018 2019

Variability in meter reads is generally the result of a significant weather impacts that
prevents readers from working in all or part of the service area. This was the case in 2018
and 2019, above. The average rate for 2020 was 96.6%. SJG tracks performance against
a monthly goal of 95%.

7-4 The billing function lacks formal corporate procedures which impedes
improvement opportunities.

The billing function relies on comprehensive flowcharting and relationships to SOX
controls. There are 25 controls listed with the flowcharting document, designated Key or
Non-Key and supplemented with 26 Notes. (A key control is an action taken to detect
errors or fraud in financial statements.) These controls correspond to the SJI SOX
controls for billing. SJG has said that “Narrative documentation for the Company's
business processes does not exist.”

7-5 Billing-related metrics have shown recent improvements.
Billing-related metrics are re-bills per 1000 bills and bill segment completion rate per day.

The table and graph below show the number of re-bills per 1000 bills. Re-bills occur when
meter reads by Millennium readers are determined not to be accurate.
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Re-Bills Per 1000 Bills

2013 2014 2015 | 2016 | 2017 | 2018 2019

10.0 12.6 20.0 18.9 16.2 16.4 18.3
25.0

20.0

15.0
10.0
5.0 I
0.0

2013 2014 2015 2016 2017 2018 2019

The graph shows that the re-bill rate decreased from 2015 through 2017 and then
increased from 2018 through 2019. The re-bill rate for 2020 decreased to 15.9. The re-
bill rate goal is 20 or less, a goal that has been achieved through 2020.

The bill segment completion rate represents the year-end average. Bill segment data was
not tracked prior to 2017. The four years of available data are 3.00 for 2017, 1.62 for
2018, 2.00 for 2019, and 1.78 for 2020. SJG achieved its goal of two days or less for the
last three years.

7-6  SJG has not been achieving its goal for Escalated BPU Complaints per 1000
Customers.

The exhibits below show escalated BPU complaints per 1000 customers for the years
2013 through 2019.

Escalated BPU Complaints Per 1000 Customers

2013 2014 2015 2016 2017 2018 2019

2.07 4.32 9.92 3.83 2.80 3.13 3.59
12.00
10.00
8.00
6.00
4.00

oy | I 111
0.00I

2013 2014 2015 2016 2017 2018 2019

The BPU has set a target of less than one complaint per 1000 customers that SJG failed
to meet in the years 2013 through 2019. SJG met and exceeded the target with a rate of
0.82 in 2020 because of the BPU's shut-off moratorium in response to the COVID-19
pandemic.
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SJG has said that the rates for 2014 through 2016 (and especially for) 2016 were
significantly impacted by the total replacement of the CC&B system. Increased wait times
and the necessary direction of calls to third-party call centers led to customer frustration
that drove complaint escalations significantly higher. As customer service agents grew
more skilled and confident in their use of the new customer information system and SJG
reduced its reliance on a third-party call center, the escalations rate decreased for 2017.

Lastly, SJG has said that its goal has always been to meet the goal of one complaint per
1000 customers, but there was not a specific goal established for employees in their 2020
Balanced Scorecard (BSC). The decision was made to “reset” after an observation period
in 2020 and then return with a new goal. However, the impacts of the pandemic postponed
that action. SJG has said that it will revisit the issue in 2021.

7-7 SJG has significantly improved its percent of calls answered within 30
seconds.

The exhibits below show the percentage of calls answered in 30 seconds. SJG has shown
significant improvement since 2013, although not reaching its goal of 80% through 2019.
The data for 2020 show a rate of 88.7%, but it is likely that this is an anomalous year
because of the shut-off moratorium and other factors associated with the COVID
pandemic.

Percentage of Calls Answered Within 30 Seconds

2013 | 2014 2015 2016 2017 2018 | 2019

26.8% | 26.3% | 21.5% | 50.2% | 68.4% | 55.4% | 70.6%
80.0%

60.0%

40.0%
20.0% I I I
0.0%

2013 2014 2015 2016 2017 2018 2019

The increasing improvement with call center metrics starting in 2016 can be tied to the
October 2014 implementation of the new CC&B system. Due to the legacy system being
retired and implementation of the CC&B system, in conjunction with the size and
composition of the call center workforce, extensive training was required for SJG
employees both in advance of the implementation as well as throughout most of 2015.
Improvements were seen beginning in 2016 as agents grew more skilled and confident
in their use of the CC&B system.

7-8 Call abandonment rates have reduced from a high in 2015.

The exhibits below show the call abandonment rate for 2013 through 2019. The rate
spiked in 2015 and reduced significantly through 2019, but with no consistent trend. SJG
achieved its goal of five percent or less in 2017 and 2019. The rate for 2020 was 1.4%,
but likely due to the COVID pandemic.
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Call Abandonment Rate

2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

5.8% [18.4% | 26.0% | 9.3% | 3.9% | 13.2% | 3.9%

30.0%
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20.0%

15.0%

10.0% I\
5.0% |I
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SJG has said that the increase in call abandonment rate in 2018 is related to lower-than-
normal staffing levels due to attrition, as sometimes occurs in years leading up to and
immediately following the expiration of a collective bargaining agreement. This
necessitated a continuing shift to the third-party call center. Beginning in mid-2018, there
was a strategic shift back toward the use of the in-house call center in greater numbers,
as a new collective bargaining agreement was in place and a class of new hires was
trained and added to internal staff.

79 The Customer Experience department has been improving its email
response and analytic capabilities as email contacts increased significantly.

Customer contacts via emails have grown by 8,417 (an increase of 35%) from 2013
through 2018 and by 10,026 (42%) through 2019, even though 2019 represents a partial
year. SJG upgraded its Email Management System in 2019 to create 24 categories of
emails.

The Supervisor extracts the category data to a spreadsheet to identify root causes to
reduce future avoidable complaints, such as CSR error. The Email Team uses templates
by category as a basis for replying to the customer. The emails are logged into SharePoint
under one of three categories: response in less than 24 hours, less than 48 hours, and
greater than 48 hours. If a CSR receives a call about an escalated complaint, it is referred
to a Row Captain.

Improvement opportunities include one-on-one discussions with a CSR or new or revised
training for all call center employees. Also, refresher training includes non-registered
meters and meter test results.

7-10 Historical comparable metrics show that SJG call center operations
underperformed relative to ETG, often by a significant performance gap.

Comparable metrics for SIJG and ETG were available for meter reading, billing,
collections, and call center operations. Metrics were only provided for periods for which
both SJG and ETG had the comparable metric. There are differences in how these
metrics were derived for SUG and ETG. The company is currently in the early stages of
the process of evaluating the calculation and definition of all key metrics between the two
companies.
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The following set of three tables and graphs shows performance metrics that are
representative of call center operations as well as the SJG Customer Experience
department. The table and graph below show percent of calls answered within 30
seconds.

Percent of Calls Answered Within 30 Seconds (12-Month Average)

2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

SJG | 26.8% | 26.3% | 21.5% | 50.2% | 68.4% | 55.4% | 70.6%
ETG | 83.5% | 86.1% | 85.6% | 83.4% | 79.6% | 69.7% | 86.8%

100.0%

80.0%

60.0%

40.0%

20.0% I I I I
0.0%

2013 2014 2015 2016 2017 2018 2019

mSJG mETG

SJG underperformed ETG by as much as 75% during this seven-year period. The
performance gaps were reducing beginning in 2016. In 2020, SJG increased the speed
of answer to 88.7% and ETG decreased to 76.6%, the first time SJG surpassed ETG's
performance during this period. It should be noted that 2020 may have been an
anomalous year because of the COVID-19 pandemic.

The table and graph below show re-bills per 1000 customers for the two utilities during
the audit period.
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2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
SJG 10.0 12.6 20.0 18.9 16.2 16.4 18.3
ETG 2.6 3.1 2.8 3.7 2.9 2.7 2.8
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SJG consistently has had about three to six times as many re-bills per thousand
customers as ETG.

The following table and graph show escalated BPU complaints per 1000 customers.
BPU Complaints Per 1000 Customers (12-Month Average)

2013

2014

2015

2016

2017

2018

2019

SJG

2.1

4.3

9.9

3.8

2.8

3.1

3.6

ETG

1.2

1.7

1.5

1.1

0.8

1.1

1.0

12.0
10.0
8.0
6.0
4.0

2.0

2013 2014 2015 2016 2017 2018 2019
mSJG mETG

SJG consistently has had about two to five times as many escalated BPU complaints per
1000 customers as ETG.

JD Power Customer Satisfaction. SUG and ETG are two of nine utilities in the JD Power
East Midsize category reported in the 2020 survey of customer satisfaction. ETG ranked
first in the East Midsize category, with a score of 772 compared to third place for SJG.
SJG scored 745 and placed fourth, compared to scoring 727 in fifth place in 2019. SJG
had increases in all seven factors in 2020 over 2019; the factors are Overall Satisfaction,
Safety and Reliability, Billing and Payment, Communications, Corporate Citizenship,
Price, and Customer Service.
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7-11 SJG's collections agency does not meet contract service levels
requirements.

The contract with SJG's single collections agency requires that: (1) the agency deliver
Residential Primary equal to 6-12% debt recovery and Commercial Primary equal to 8—
15% debt recovery and (2) failure to perform at or above these service level agreements
may result in reduction, reallocation, or removal of referred accounts.

SJG said that "For the period of 2013 through 2017, collection agency service level and
performance metrics were not consistently tracked." Useful data could not be provided.
Beginning in 2018, SJG made a concentrated effort to move many of the Collection
Agency functions in house.

In 2019, the agency was given 23,187 referrals totaling $13,537,510 and collected 2.4%
totaling $326,182. The agency was paid $206,396, netting a benefit of $119,786 for SJG.
Information for the partial year through July 2020 shows 8,306 referrals of $3,075,084
that the percent collected rose to 5.6%. The agency was paid $55,053 and collected
$171,982, a net benefit of $116,929 or 15.7% of payments over referrals. The agency did
not meet the performance requirements for either the full year of 2019 or the partial year
of 2020. Further, SJG does not separate recovery of inactive receivables into residential
and commercial groupings. Without that separation, SJG cannot enforce the contract
performance requirements.

7-12 In-house call center collections and field collections have increased.

The following exhibit shows collections and service restorations categorized by in-house
(call center) and field collections for 2018 and 2019.

In-House and Field Collections

2018 2019
In-House Field Total In-House Field Total
Dollars
Collected $6,374,812 | $4,734,373 | $11,109,186 | $6,841,011 | $8,026,925 | $14,867,935
Service
Restorations N/A N/A 3,078 N/A N/A 3,747

SJG acknowledges that for the period of 2013 through 2017, collection agency service
level and performance metrics were not consistently tracked. Useful data was not
provided. Beginning in 2018, SJG moved many of the collection agency functions in-
house.

The in-house collections are a product of inbound and outbound phone calls. Field
collections are a product of shut off for non-payment. Service restorations are only
measured and tracked as they relate to field collections.

Collections attributed to the in-house call center increased by seven percent. Collections
attributed to field personnel increased by 70%.

SJG reports that as it enforced a stricter shut-off policy, more and more delinquent
customers began to pay. After a shut-off for nonpayment, the Collections team actively
communicated with customers in support of a solution that would allow for a prompt
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restoration of service. Although limited to two years, the increased number of restorations
represents an input to improved customer service operations and customer experience.

7-13 Bad debt and write-offs have reduced significantly in recent years.
The following table and graph show SGJ bad debt and write offs for 2013 through 2019.
SJG Bad Debt and Write-Offs

2013 2014 2015 2016 2017 2018 2019

$4,315,024 | $9,807,228 | $14,688,934 | $6,964,125 | $6,948,724 | $7,897,617 | $7,189,196

$16,000,000
$14,000,000
$12,000,000
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The 2014 and 2015 increases were a result of a transition to the new Customer Care and
Billing (CC&B) system in October 2014 and an initiative to write off aged inactive
receivables. After 2015, bad debt and write-offs reduced by about 51% (2019). The new
CC&B created improved visibility into aged receivables. Additional aging buckets were
created to better analyze aged receivables and assess repayment potential.

7-14 The in-house collection representatives are given appropriate and
comprehensive feedback as part of the collections process.

The Collections Manager holds one-on-one meetings with collection representatives bi-
monthly to address scorecard results and assess progress of department goals. The
review includes total calls (inbound, outbound, and dialer); calls per hour (the standard is
eight); average handle time; average hold time; average not ready wrap up; QA percent;
attendance; interactions leading to BPU complaints; dollars collected; and positive
feedback. The scorecard also includes narrative spaces for excelled/projects; areas for
improvement; goals for this month; and progress on goals for previous month. The QA
percent are the quality scores on three phone interactions per month as part of the
Collections department's Quality Assurance program. There are 12 parameters totaling
100 points.

7-15 The revenue protection function is adequately supported by the Customer
Contact and Billing System; and efforts are underway to automate the
analysis of a key report.

For the revenue protection function, SJG tracks and analyzes three metrics reported
through the CC&B System: new consumption for stopped service, delayed stopped/start
actions, and the no-bill occurrences.
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There is an effort currently underway to transition the manual process of reviewing the
No-Bill Report to an automated To-Do (action item). This automation would eliminate
potential human error and would create a more efficient process to remain current with
No-Bill scenarios. The creation of the No-Bill To-Do is expected in 2021.

7-16 The New Business Analysis tool allows for the over-estimation of future
revenues from new residential customer construction projects. If they do not
materialize, SJG can recover the revenue losses from the existing customer
base.

The New Jersey Administrative Code Section 14:3-8 new business rules require that gas
main extensions must be economical — the costs need to be recovered from the
subdivision units. SJG will extend the main for the contractors' requested number of
housing units, but when the subdivision units are not fully sold, SJG recovers the costs
from the existing customer base. This allows SJG to grow its rate base and recover its
costs from future rates.

The New Business Analysis tool and process allows for new construction projects to be
approved without contributions from the applicants, including single-family, multi-family,
commercial, and subdivision.

7-17 SJG has been remarkably successful in adding new residential customers.
The following exhibit shows residential new customer additions from 2103 through 2019.
Residential New Customer Additions

2013 2014 2015 2016 2017 2018 2019
Conversion 4637 | 5184 | 5280 | 4167 | 5597 | 6613 | 5635
New Construction | 2216 2345 2777 2389 2392 1900 2358
Total 6853 7529 8057 6556 7989 8513 7993
10000
8000
6000 /__\/\
4000
2000 —_— —

0
2013 2014 2015 2016 2017 2018 2019

= Conversion ====New Construction Total

SJG has added conversions and new construction customers every year between 2013
and 2019. The total of the two types of customer additions ranged from a low of 6556 to
a high 8513. Conversions outpaced new construction by about a factor of two, except for
2018 by a factor of 3.5.

The company sets annual key performance indicator (KPI) budgets for both conversions
and new construction. Because these budget targets are established as KPlIs, they are a
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significant driver in the Performance Management Process (PMP) for Executives and
Non-Executive Officers (NEO).

7-18 The 2020 and 2021 goals for the Customer Experience department do not
incorporate call center performance metrics, such as percent calls answered
within 30 seconds.

The goals of the VP CX for 2021 are: (1) achieve exceptional customer service through
employee engagement, process improvement, and resource optimization, as measured
through JD Power, Net Promoter Score, and Voice of customer (VOC) ratings, (2)
complete full year operations within or below 2021 O&M budget of $25.8 million, (3) help
drive the achievement of corporate and utility safety goals, (4) reduce receivables greater
than 90 days by five percent or more as compared to 2020, and (5) sustain a culture of
development and inclusion across the CX organization that helps drive long term success.

JD Power Customer Satisfaction scores and the monthly VOC surveys provide useful
understanding of customer satisfaction and experience but do not directly measure SJG's
call center operations performance. These surveys are indirectly linked—survey results
are filtered through customer responses—and do not directly measure the actions and
performance of SJG customer operations.

7-19 The SJG Customer Experience department acted to improve relations and
communications with the BPU Customer Assistance staff.

During the SAGE audit, a conference among staff of the BPU, SJG, and SAGE clarified
the need for improved communications with the BPU Customer Assistance staff.

SJG CX sent a proposal to the BPU in April 2021 titled “Plan to Improve Customer Service
Processes.” The document included complaints by classification for previous years and
through the first two months of 2021; improvements recently undertaken to improve
customer experience and limit the likelihood of Escalated complaints; structural
reorganization; update of the Email Management System; update of the IVR redesign;
the development of CSR team "pods" to facilitate the redesign of work content and CSR
skills; and improved email communications for billing, collections, and payment options.

One of the CX 2021 goals is to “Reduce BPU complaints as compared to BPU agreed
baseline presented in the 4/1/21 proposal, through greater customer communication,
information, and engagement to achieve collaborative solutions.” During the SAGE audit,
relations improved and there were no on-going issues with communications.

C. RECOMMENDATIONS

7-1 Develop formal corporate procedures for the Billing function. (See Finding
7-4)

Formal corporate procedures are necessary and important for several reasons. In
addition to ensuring that SJG complies with laws and regulations, they provide: an easy-
to-use roadmap for day-to-day operations, guidance to supervisors and managers
decision-making, a baseline for process redesign and improvement, requirements for
training and development programs, a basis for job descriptions and salary guidelines,
inputs for performance evaluation, and inputs to incentive compensation programs.
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7-2 Continue to analyze and manage the root causes of Escalated complaints
and develop achievable goals by complaint types. (See Finding 7-6)

SJG has significantly improved its ability to analyze Escalated complaints when it
developed and began tracking specific types of complaints in 2018. These categories are
Billing Issues, Shut-offs, Service Appointments, Payment Arrangements, Meter Issues,
and Other. SJG should continue to analyze these categories, assess the need to create
subcategories and additional ones so that the key root-cause drivers can be used to
identify improvement opportunities. SJG should develop goals for the key categories and
track the metrics to measure improvements. SJG should consider sharing the
performance of these complaint categories with Customer Assistance staff of the BPU.

7-3 Consolidate the management of SUG and ETG call center operations and
implement the best practices and systems for both utilities. (See Finding 7-
10)

There is sufficient history of comparable customer call center operations that shows SJG
underperforming relative to ETG, often by a significant performance gap. SJG is making
improvements to its operations and some performance metrics have reflected those
changes. The performance gap through 2019 strongly suggests that an examination of
the ETG call center's work practices, systems, and management will provide improvement
opportunities for SJG’s performance.

Consolidation of the management team of the two utility call centers is a necessary first
step so that the team can begin to address performance improvement opportunities. The
management team can eliminate duplication of functions, enable more efficient allocation
of resources, and optimize the balancing of workload and resources across the two
service areas. A team comprised of subject matter experts from both companies, led by
a senior officer, should develop a plan that that will ensure that the best practices,
systems, and management and supervision are selected from both SJG and ETG and
implemented for the best performance for both companies.

7-4 Separate the recovery of inactive receivables into residential and
commercial groupings so that the collection agency contract performance
can be enforced. (See Finding 7-11)

The more information SJG has with respect to recovery of inactive receivables, the better
it will be able to identify opportunities for improvement. Similarly, SJG will be able to better
evaluate the performance of its collection agency, and to make decisions about contract
renewal and service level requirements.

7-5 SJG should modify its New Business Analysis tool and process so that the
model can be run for residential construction phases rather than full build.
(See Finding 7-16)

SJG should modify its New Business Analysis tool so that the model realistically produces
more conservative results. The model should use segmented phases so that capital
expenditures more likely reflect actual construction progress.
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7-6  SJG should collect refundable deposits or contributions for future new
business residential construction phases. (See Finding 7-16)

SJG should routinely require upfront deposits or contributions from the construction
contractors. If the housing construction project is delayed or cancelled after SJG has
already begun main extensions, SJG will be able to retain the contributions to reduce its
lost revenues, easing the burden on recovery from its customer base. Consistent use of
deposits would act as an incentive for housing contractors to propose reasonably
expected new construction.

7-7  Modify the Customer Experience department's Balanced Scorecard and goal
setting process to include call center operations performance metrics. (See
Finding 7-19)

Customers’ contact experience with their utility occurs through contact and interactions
with call center operations. The current customer satisfaction goals should include
performance metrics that directly allow SJG to identify performance trends and their root
causes and to implement improvement opportunities. Period-to-period and year-to-year
performance metrics will focus management attention on improvements in work practices,
information systems, and training and development. SJG has existing call center
operations metrics that should be elevated and made identifiable within the Balanced
Scorecard and goal setting process and should be more heavily weighted than customer
satisfaction survey results. Call center operations metrics, as part of the Balanced
Scorecard and goal setting process, coupled with customer satisfaction information, will
enhance SJG's ability to focus on the root causes of satisfaction or dissatisfaction that
are found within call center operations.

Examples of directly measured performance metrics are percent calls answered within
30 seconds, average speed of answer, call abandonment rates and incomplete interactive
voice response (IVR) transactions, first call/contact resolution, CSR phone quality scores,
and email and online contact response times.
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8. AFFILIATE RELATIONSHIPS

A. BACKGROUND

ORGANIZATION

South Jersey Gas (SJG) is a wholly owned subsidiary of SJI Utilities, Inc. (SJIU), which
itself is a wholly owned subsidiary of South Jersey Industries, Inc. (SJI).

SJG’s location in relation to the South Jersey Industries companies is shown in the
following organization chart.

SJI Organization Chart
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(12) ACI Energy Partners was dissolved in 2019; prior to
that, ACI was 50% owned by Marina.

(13) Elkton Gas Company was sold effective August 3, 2020.

I

©

Affiliates Providing Goods or Services to SJG

Over the past seven years (2013 through 2019), SJG has paid for goods or services
charged or allocated to it from eight of its affiliates, including its parent. These affiliates
and their primary functions are listed below:

» South Jersey Industries, Inc. (SJI) — holding company providing a variety of
energy-related products and services, primarily through its wholly owned
subsidiaries.
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» SJI Services, LLC (SJIS) — wholly owned subsidiary of SJI that provided
information technology, human resources, corporate communications, material
purchasing, and fleet management to SJI and all its subsidiaries, including SJG.
This company was dissolved January 1, 2014, and all services previously handled
by SJIS were provided by SJI.

» SJI Utilities, Inc. (SJIU) - formed in 2018 as a holding company for SJI’s regulated
gas utility businesses: SJG, Elizabethtown Gas Company (ETG), and Elkton Gas
Company (ELK). ETG, which distributes natural gas in seven counties in northern
and central New Jersey and ETG, which distributes natural gas in northern
Maryland, were acquired by SJlin 2018. In December 2019, it was announced that
SJI had entered into an agreement to sell ETG to a third-party buyer, pending
Maryland Public Service Commission approval. Sale was completed, effective
August 3, 2020.

» Millennium Account Services, LLC (Millennium) — a partnership between SJI and
Pepco Holding, Inc. which reads utility customer meters monthly for a fee.

» South Jersey Energy Solutions, LLC (SJES) — a wholly owned subsidiary of SJI
that serves as a holding company for all of SJI's nonutility businesses.

» South Jersey Energy Company (SJE) — a wholly owned subsidiary of SJES that is
a third-party energy marketer that acquired and marketed natural gas and
electricity to retail end users and provided total energy management services to
commercial and industrial customers. In November 2018, SJI sold SJE's retail gas
business.

» South Jersey Resources Group, LLC (SJRG) — a wholly owned subsidiary of SIES
that markets natural gas storage, commodity, and transportation assets along with
fuel management services on a wholesale basis in the mid-Atlantic, Appalachian,
and southern states.

» Marina Energy, LLC (Marina) — a wholly owned subsidiary of SJES that develops
and operates on-site energy-related projects, such as landfill gas-to-energy
production facilities.

The following version of the SJI organization chart shows the SJG affiliated companies
(highlighted in yellow) that provided goods or services to SJG.
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SJI Companies that Provided Goods or Services to SJG
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Marina, and in 2013-2015, ACB was 50% owned by
Marina.
(12) ACI Energy Partners was dissolved in 2019; prior to
that, ACl was 50% owned by Marina.

Charges from Affiliates to SJG

The value of the goods and services provided by SJG’s affiliates to SJG over the seven-
year period from 2013 through 2019 averaged over $70 million with the amounts
increasing almost every year from a low in 2014 of approximately $48 million to a high in

2019 of almost $100 million.

The dollar amount of transactions related to goods and services provided to SJG are

shown in the following table.
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Goods and Services Provided by Affiliates to SJG ($000)

c’:f:'i";t:y 2013 2014 2015 2016 2017 2018 2019 Total

Marina 63.2 64.8 80.2 51.5 67.3 48.8 0.00| 3758
Millennium 2,797.5| 2,749.7| 2,829.6| 2,800.8| 2,988.1| 3,037.7| 3,231.6| 20,525.0
SJE 0.0 0.0 0.3 3.2 0.0 0.0 0.0 3.5
SJES 131.3 3.1 61.0 63.0 188.4 167.0 86.5|  700.3
SJl 30,116.0| 29,512.2| 45,072 53,058.0| 60,223.4| 50,835.0| 73,116.0|341,932.6
SJI Services | 6,206.2 0.0 0.0 0.0 0.0 0.0 00| 6,206.2
SJIU 3,804.7| 3,804.7
SJRG 14,859.3| 15,230.3| 26,017.6| 16,127.6| 27,707.3| 33,501.0| 9,645.1| 140,088.7
Total 54,173.5| 47,560.1| 74,060.7| 72,194.1| 88,174.5| 87,589.5| 89,884.4|513,636.8

Charges for goods and services provided to SJG from its affiliates have increased by 66%
over the seven-year period from 2013 to 2019. This was a compound annual growth rate
(CAGR) of 8.81%. Most charges resulted from goods and services provided to SJG by its
parent, SJI, followed by gas purchases from SJRG. For the seven-year period, charges
from SJI made up approximately 67% of total charges to SJG ($341.9 million out of the
total $513.6 million).

Goods or Services Provided from Affiliates to SJG
The following table lists the goods and services provided to SJG from its affiliates.

Goods and Services Provided to SJG from Its Affiliates

Affiliate Goods and Services Provided

Administrative Services
= Office Equipment Management
Purchasing and Materials Management
Fleet Management
Building Services
Security Support
Property Asset Management
Records Management
Policy and Procedure Control
Data entry, Mailroom, Shipping and Courier Management
= Radio Communications
Corporate Communications
= Public Relations
= Client Communication Strategies and execution
= Client Networking Strategies and execution

SJI

Employee Communication Strategies and execution
Support client's sales and marketing efforts
» Media relationships
Government and Community Relations
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Affiliate Goods and Services Provided
= Legislative and some Regulatory research, tracking and reporting
= |egislative and some Regulatory advocacy
= Strategically position clients to develop relationships with revenue or
savings potential
= Liaison to local, state, and federal agencies, leaders, and community
organizations
= Management of client social investment programs, providing visibility
= Support public relations, sales, and marketing efforts
Human Resources Services
= Strategic Labor relations leadership and guidance
= Compensation plan design, policy recommendations and administration
= Employee Benefits design, policy recommendations and administration
including placement of coverage
= Employee policies and procedures development and administration
= Recruitment
= Succession Planning and Diversity initiatives
= Employee relations services
= Change Management
Insurance Services
= Risk Management Services including Contract and RFP Reviews
= Insurance Policies and Bonding Procurement
= Liability Claims management
= Facility Damages Collection
= Loss Control
= Special projects requested by SJI Management
Information Technology Services
= Information Technology Services
= Communications Services
Allocated Corporate overhead expense
SJIS Allocated payroll
Intercompany receivables
Sales and Marketing
= Strategic oversight for the operational sales department
= Marketing support including content development
Rates and Regulatory
= Strategic oversight for the operational regulatory departments
Safety
= Safety Program development of policies and procedures
= Safety compliance reporting
SJIU = Support of safety incident investigations and reporting

= Safety training
Utility Shared Services

= GIS and Records Management
- Support of GIS
- Mapping of distribution and transmission system
- QA/QC of service records and as-builts

= Technical Training
- Development and support of written OQ plans for utility subsidiaries
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Affiliate Goods and Services Provided

- Technical training support for operational employees
- Content Development for OQ and non-OQ technical training
- Vendor management for outsourced training
= Compliance and Standards
- Development and support of written Operating Procedure Manuals
(OPM)
- Update of standards in conjunction with state and federal
regulations
- Support and Delivery of compliance reporting
- Serve as a liaison with regulatory agencies for operations
» Organizational Effectiveness
- Strategic and Analytical support for improvement initiatives
- Develop and monitor key performance indicators for overall
effectiveness and productivity
- Support benchmarking and AGA Best Practices for subsidiaries
- Spearhead innovation and business process changes
= Customer Experience
- Provide strategic and analytical support for customer experience

metrics
= Gas Supply, Allocations, and LNG Operations
Millennium Meter reading services
Payroll allocations
SJES System depreciation

Miscellaneous expense
Performed billing services

SJE Purchased accounts receivable
SJRG Base load and storage injection gas
Marina Meter reading services

Affiliates Receiving Goods or Services from SJG

During the same seven-year period SJG provided goods or services to seventeen of its
affiliates, as shown below.

» South Jersey Industries, Inc. (SJI) — holding company providing a variety of
energy-related products and services, primarily through its wholly owned
subsidiaries.

» SJI Services, LLC (SJIS) — wholly owned subsidiary of SJI that provided
information technology, human resources, corporate communications, material
purchasing and fleet management to SJI and all its subsidiaries, including SJG.
This company was dissolved January 1, 2014, and all services previously handled
by SJIS were provided by SJI.

» SJI Utilities, Inc. (SJIU) - formed in 2018 as a holding company for SJI's regulated
gas utility businesses — SJG, Elizabethtown Gas Company (ETG), and Elkton Gas
Company (ELK). ETG, which distributes natural gas in seven countries in northern
and central New Jersey and ETG, which distributes natural gas in northern
Maryland, were acquired by SJl in 2018. In December 2019, it was announced that
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SJI had entered into an agreement to sell ELK to a third-party buyer, pending
Maryland Public Service Commission approval. The sale of ELK was completed
effective August 3, 2020

Energy & Minerals, Inc. (EMI) — subsidiary of SJI, now discontinued; consist of
environmental remediation activities related to properties of South Jersey Fuel and
the product liability litigation and environmental remediation activities related to the
prior business of the Morie Company (Morie). South Jersey Fuel previously
operated a fuel oil business. Morie is the former sand mining and processing
subsidiary of EMI. EMI sold the common stock of Morie in 1996.

Millennium Account Services, LLC (Millennium) — a partnership between SJI and
Pepco Holding, Inc. which reads utility customer meters monthly for a fee.

R&T Group, Inc. (R&T Group) — Discontinued operation; receiving small amount
of allocated expense.

South Jersey Energy Solutions, LLC (SJES) — a wholly owned subsidiary of SJI
that serves as a holding company for all SJI's nonutility businesses.

Elizabethtown Gas Company (ETG) — subsidiary of SJIU; regulated natural gas
utility which distributes natural gas in seven counties in northern and central New
Jersey.

South Jersey Fuel, Inc. (SJ Fuel) — subsidiary of EMI, now discontinued, which
previously operated a fuel oil business.

South Jersey Energy Company (SJE) — a wholly owned subsidiary of SJES that is
a third-party energy marketer that acquired and marketed natural gas and
electricity to retail end users and provided total energy management services to
commercial and industrial customers. In November 2018, SJI sold SJE's retail gas
business.

South Jersey Resources Group, LLC (SJRG) — a wholly owned subsidiary of SUES
that markets natural gas storage, commodity, and transportation assets along with
fuel management services on a wholesale basis in the mid-Atlantic, Appalachian,
and southern states.

South Jersey Energy Services Plus, LLC (SJESP) — Subsidiary of SJES; receives
commissions on service contracts from a third party.

Marina Energy, LLC (Marina) — a wholly owned subsidiary of SJES that develops
and operates on-site energy-related projects, such as landfill gas-to-energy
production facilities.

Elkton Gas Company (ELK) — a regulated natural gas utility which distributes
natural gas in northern Maryland. ELK was a wholly owned subsidiary of SJIU; in
December 2019 SJI announced it had entered into an agreement to sell ELK to a
third-party buyer, pending Maryland Public Service Commission approval.

ACI Energy Partners, LLC (ACI) — wholly owned by Energenic US, LLC; this was
a Combined Heat Power (CHP)/Thermal facility that served the Revel Casino in
Atlantic City, NJ before it was shut down.
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» ACB Energy Partners, LLC (ACB) — was a subsidiary of Marina; owned and
operated a Combined Heat Power (CHP)/Thermal facility that served the Borgata
Casino in Atlantic /City, NJ; sold in February 2020.

» ACR Energy Partners, LLC (ACR) —dissolved in 2019; was 50% owned by Marina;
this was a Combined Heat Power (CHP)/Thermal facility that served the Revel
Casino in Atlantic City, NJ before it was shut down.

These affiliates are shown in the following version of the SJI Organization Chart.
Affiliates That Received Goods or Services From SJG

( BOARD OF DIRECTORS |
(" SOUTH JERSEY k
INDUSTRIES, INC. | SJISERVICES (10)
- 7 / ' ENERGY& ) /" MILLENNIUM /" SOUTH JERSEY
sauTiLmes, N | | SY! M'?_fZREAM' MINERALS, INC. [ “account [ 2T ERELR [NE: ENERGY
(dlscontlnued) SERVICES, LLC (6) {_ (discontinued) {_ soLuTIONS, LLC

[

pr- |
[ Elizabeth PennEast / South J h
town Gas Pipeline Co, e / South Jersey sJ SJ1 Ener, Marna ( S"""‘ S°‘"*‘ sersey
Compan, ':_Lc L Energy EXploraﬂon e Energy Jersey | gopEneray \ Marina
pany @) T Services, | Resources \ Sef‘llces Flus  Energy, LLC
\. LLC Group, LLC
Elkton Gas -
—4 /“South J South J \ ~
Company (‘Energyiso 1, —t—{ Energy 802, ). ( me'._occéeek ST Caamaral Energem: us ACLandfill \_| / scLandfil
e () Lo ®) (5) e @ S _Energy, LLC _ Energy, LLC
a8 e South Jersey ™ South Jersey " applied )\ NY Community “"ACI Energy 3
[ South Energy 150 3, | Energy1s04, Eﬁz,'gy Clean Energy | [ Partners, LLC ;‘“CS E"ELQ&: | Esx Lam‘ll_fLI:;
—1 Jersey Gas LLC (1) LLC (1) Partners, LLC Holdco, LLC (@) artners, nergy,
\_ Company . (AEP)
“South Jersey™ “South Jersey™ “Annandale ~ ESNJAL- 'BC Landfill )
( Energy1s05, —1—{ EnergyISO6, Community Bmwnsmﬂls T Energy,LLC
(1) Wholly owned by South Jersey Energy Company N Le@ N Lucm Clean Energy
A Projects, LLC ace Energy
(2) South Jersey Energy Company owns 33% and MW Partners (11) .
Energy, Inc. owns 67% “South Jersey South Jersey L ESNJAL-
(3) Jointly owned by DCO Energy, LLC, a privately held Energy 1s07,  Energy1S038, HGMI"EEC — SomeLLstl;mmt,
: . : : LLC (1) LLC (1) T N
company and affiliated with Joseph Jingoli & Sons, Inc. ACR Energy
(50%) and Marina Energy (50%) Partners (12) B N
ESNJ-AL-

(4) Wholly owned by Energenic US, LLC “South Jersey™ South Jersey™ Woodbury,

(5) Enerconnex, LLC is wholly owned by SJI Energy E"emy I1s09, — Energy ISO 10, e
Investments, LLC ) Ny

(6) Jointly owned by Conectiv Solutions, LLC a subsidiary

of Conectiv, Inc. (50%) and South Jersey Industries, (9 E“e"mde ,""Ene'gyma'k;*
Inc. (50%) _ Inc. (inactive) . Lc@) )

(7) SJI Midstream, LLC holds a 20% interest in PennEast
Pipeline Company, LLC

(8) SJ Exploration, LLC owns a 30% interest in Potato
Creek, LLC

(9) Jointly owned by Captona Devco |, LLC 50% and
Marina Energy, LLC 50%

(10) As of January 1, 2014, the functions of SJIS have been
moved to SJI

(11) ACB Energy Partners was sold in February, 2020. Prior
to the sale, from 2016-2019, ACB was 100% owned by
Marina, and in 2013-2015, ACB was 50% owned by

Marina.
(12) ACI Energy Partners was dissolved in 2019; prior to
that, ACI was 50% owned by Marina.

Charges from SJG to Affiliates

The dollar amount of transactions related to goods and services provided by SJG are
shown in the following table.
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Goods and Services Provided by SJG to Affiliates ($000)

Cﬁf:';t:y 2013 2014 2015 2016 2017 2018 2019 Total
ACB' 34834| 23947| 17168 1582 2027 2102 8.166.0
ACI 3,9109| 31287 1266 76.1 77.5 83.3 79.1| 74822
ACR! 146.3|  208.8| 5247 879.8
ELK 0.0 0.0 0.0 0.0 0.0 76.7| 2281 304.8
EMI 32.3 25.5 7.9 2.4 0.6 2.0 3.4 74.1
ETG 0.0 0.0 0.0 0.0 00| .788| 6549.1| 66279
Marina 2178 2087 2339 1947  209.1 2300| 193.2| 14883
Millennium 868.3| 1,063.1 9152 1,0326| 11187 9418 10200 6,959.7
R&T 2.0 5.1 5.8 2.4 05 0.6 0.1 16.5
SJ Energy 70.8 77.1 (9.5) 56.2 54.7 61.4 208 3315
SJ Fuels 3.7 8.2 6.6 2.2 0.6 3.6 4.3 29.2
SJES 2,879.1| 3,350.6] 2,500.5| 3,239.5| 3,1354| 3,790.8| 2,369.0| 21,354.9
SJESP 19141 14001 26866 6913 2686 3.0 (1.0)| 6,971.7
SJl 2,7419| 4,462.0] 3,0005| 4,800.5| 4,313.0| 8,070.7| 20,294.4| 47,773.0
gilrvices 1,924.7 0.0 0.0 0.0 0.0 0.0 00| 1,9247
SJIU 0.0 0.0 0.0 0.0 0.0 00| 5927 5927
SJRG 3382 1942| 79237 1,53084| 1532| 3,052.0| 1,191.3| 14,161.0
Total 15,050.1| 17,624.5| 20,497.2| 13,123.1| 9,490.1| 16,508.3| 32,754.7|125,138.0

12013 data not available from old billing system; data came from 2013 Annual Report to the New Jersey

Board of Public Utilities.

The dollar amount of goods and services provided by SJG to its affiliates from 2013
through 2019 were approximately one quarter the value of the charges for the goods and
services provided by affiliates to SJG ($125.1 million / $513.6 million). The largest
percentage of the goods or services provided by SJG were to its parent (38%). The annual
amount of total goods or services provided by SJG to its affiliates more than doubled
during this seven-year period. The CAGR of these transactions during this period is
approximately 14% (13.8%).

Goods or Services Provided to Affiliates

The following table provides a schedule of goods and services provided by SJG to its
affiliates during the period from 2013 through 2019.
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Goods and Services Provided by SJG to Its Affiliates

Affiliate Goods and Services Provided
Tax Refund
IT Managed Cost Allocation
SJI Management Cost Allocation
Intercompany Rent Charges
Pension and Benefits
Allocated Corporate Overhead Expense
SJIS Allocated Payroll
Intercompany Receivables
IT Managed Costs
SJIU Payroll Benefits
EMI Management_Cost Allocation
Payroll Benefits
. . Management Cost Allocation
Millennium .
Payroll Benefits
R&T Group |Management Cost Allocation
Payroll allocations
SJES System depreciation expense
Miscellaneous expenses
Management Cost Allocation
ETG IT Managed Cost
Payroll Benefits
SJ Fuel Management Cost Allocation
SJE Management Cost Allocation
OTC Commodity charges
SJRG Miscellaneous expenses
Management Cost Allocation
Management Cost Allocation
SJESP Non-management Cost Allocation
Payroll Benefits
Marina Record solar revenue
Management Cost Allocation
ELK Fiber Tech
Payroll Benefits
ACI Large volume gas service
ACB Large volume gas service
ACR Large volume gas service

AFFILIATE RELATIONS DOCUMENTATION

There are three documents that provide instructions or guidelines for conducting affiliate
relations between SJG and its affiliates. These are:
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Affiliate Relations, Fair Competition, and Accounting Standards and Related Reporting
Requirements Compliance Plan

Cost Allocation Manual (CAM)

Procedure for the Allocations, Recording, and Invoicing of Affiliated Company
Transactions — Cost Allocation Manual

Affiliate Relations, Fair Competition. and Accounting Standards and Related
Reporting Requirements Compliance Plan (Compliance Plan)

SJG has the responsibility for maintaining this Compliance Plan, and also for regularly
scheduled communication of the Compliance Plan to existing employees and a review of
the Compliance Plan with all new employees.

The Compliance Plan was prepared and submitted to the New Jersey Board of Public
Utilities (NJBPU) in accordance with the requirements of N.J.A.C. 14:4- 3.1, et seq.
NJBPU’s Affiliate Standards Regulations, adopted in 2000, govern the interactions
between the New Jersey energy utilities and their affiliated companies. The Affiliate
Standards Regulations were designed to promote fair competition in retail markets where
SJG deals with its affiliates. For the period of this audit, 2013-2019, there have been
three submissions of the Compliance Plan —in 2015, 2018, and 2019.

The Compliance Plan provides guidance concerning NJBPU's Affiliate Standards
Regulations and serves to remind employees of their responsibilities when they interact
with SJG’s affiliates. This Compliance Plan is submitted to the Board as required by
N.J.A.C. 14:4-3.7, to show that SJG has procedures in place to comply with the Affiliate
Standards Regulations.

The Compliance Plan identifies SJI’'s corporate structure and identifies SJI's principal
subsidiaries, their officers and a summary of each subsidiary’s business functions. Not all
the SJI subsidiaries that are affiliated with SJG are considered Related Competitive
Business Segments (“RCBS”), as defined in the Affiliate Standards Regulations. As
referred to in this Compliance Plan, an RCBS is a functionally separate business unit,
joint venture, partnership, or subsidiary of SJI or SJG offering or providing competitive
services to retail customers in the State of New Jersey. The Compliance Plan states that
the Affiliate Standards Regulations apply to South Jersey Gas Company and its
interactions with the following RCBSs:

» South Jersey Industries, Inc. (SJI)

South Jersey Energy Solutions, LLC (SJES)
South Jersey Energy Company (SJE)

South Jersey Energy Service Plus, LLC (SJESP)
South Jersey Resources Group, LLC (SJRG)
Marina Energy, LLC (Marina)

YV V YV VYV V

The three primary categories of standards of conduct that are governed by the Affiliate
Standards Regulations are:

» Regulations Applicable to Transactions between SJG and a RCBS
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» Regulations Applicable to Competitive Products and Services
» Regulations Applicable to Regulatory Oversight and Related Processes

The Regulatory Affairs Counsel for SJG is responsible for overseeing compliance with
the NJBPU'’s Affiliate Standards regulations.

The Compliance Plan is provided by the Human Resources Department to all new
employees, and all employees are required to sign an acknowledgment of their
responsibility to read and understand the Compliance Plan and accompanying handouts
and memos. The Compliance Plan also requires that there be in-person Affiliate
Standards training provided for all SUG employees every two years.

The Gas Supply Department maintains documentation regarding any commodity
procurement from their wholesale affiliate, South Jersey Recourse Group (SJRG). The
documentation includes the Daily Price Survey published by Platts, “Instant Message”
from all competing parties, with trader notes made in real time regarding the prevailing
market conditions. Additionally, all affiliate transactions are captured separately for
accounting/reporting purposes and all such transactions are provided to the NJBPU on
an annual basis and are subject to review and/or audit.

Cost Allocation Manual (CAM)

The Electric Discount and Energy Competition Act (EDECA) and its implementing
regulations (the Affiliate Standards Regulations) require that:

Transfers of services not produced, purchased, or developed for sale on the open
market by the electric and/or gas public utility from the electric and/or gas public
utility to related competitive business segments of its public utility holding company
shall be priced at fully allocated cost.

Transfers of services not produced, purchased, or developed for sale on the open
market by a related competitive business segment of the public utility holding
company from that related competitive business segment of the public utility
holding company to the electric and/or gas public utility shall be priced at the lower
of fully allocated cost or fair market value.

The CAM prescribes the way costs will be charged to South Jersey Gas, the other
regulated SJI utilities, and the non-regulated affiliates. The prevailing premise is to ensure
that allocation methods do not result in subsidization of non-regulated services or
products by regulated entities, or among the regulated entities, unless specifically
authorized by the NJBPU.

The guidelines set forth in the CAM are designed to minimize the possibility of
subsidization to protect South Jersey Gas ratepayers and to help preserve competition in
the gas supply and related competitive services markets. The guidelines also provide
flexibility to accommodate exceptions where the outcome is in the best interest of SJG,
its ratepayers and competition.

The responsibility for establishing and updating specific cost items included in the CAM
belongs to the department responsible for the cost and most familiar with specific cost
causation factors. The use of a standard form which describes the cost item, the
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affiliate(s) and/or competitive service(s) affected, the allocation methodology, and the
responsible departments helps ensure the consistent application of this procedure. Forms
must be approved by the appropriate department head before being submitted to the
Controller for final approval and distribution to all holders of the CAM.

Additional details concerning the CAM are addressed in Chapter 9, Affiliate Cost
Allocation Methodologies.

Procedure for the Allocation, Recording, and Invoicing of Affiliated Company
Transactions — Cost Allocation Manual

This CAM Procedures Document prescribes the procedure to allocate, record, and
invoice affiliated company transactions with the following objectives:

» To standardize the methodology utilized to derive costs to bill affiliated companies
for services rendered in accordance with SJI’'s Cost Allocation Manual (CAM).
The CAM formally documents the details pertaining to each cost item subject to
inter-and intra-company allocation as required by the NJBPU.

To document methodology used for inter-company billings.

» To support employee training and to comply with internal and external audit
requirements.

» To ensure proper classification and presentation on the Company’s books of
account for transactions between affiliated companies.

» To assign responsibility for specific intercompany cost items as well as overall

responsibility for the CAM and this policy.

A\

The overall responsibility for maintaining this CAM Procedure Document, ensuring
compliance with this procedure and the maintenance of the CAM, rests with the CAM
Coordinator, who is described as the head of the Accounting Department; for SJG this
would be the SJI Controller. All entries into the CAM must be approved by the CAM
Coordinator.

All entries, or changes, to the CAM are to be made via a CAM Form that describes the
new or modified procedure, identifies the affiliates involved, describes the allocation
methodology, and identifies the responsible departments. All entries or changes are to be
submitted to the CAM Coordinator for approval prior to being added to the CAM. Any
disputes regarding the CAM Form are submitted to the SJI Chief Financial Officer for final
determination. This CAM Procedures Document specifies the following:

» SJl and each of its subsidiaries will maintain separate accounts in their ledgers for
the purposes of recording intercompany transactions. All transactions are to be
processed through these intercompany receivable and payable accounts unless
circumstances dictate that doing so would violate GAAP or other regulations.

» A summary of all intercompany transactions must be maintained by SJI and each
of its subsidiaries. Such summaries are to be updated no less frequently than
quarterly and on a three-month lag.

» The supervisors responsible for the Accounts Payable function of SJI and each of
its subsidiaries are responsible for ensuring the accurate and timely invoicing and
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payment of intercompany transactions. Charges classified to the intercompany
accounts receivable are generally billed to the respective subsidiaries following
month-end closing, with payment expected within 30 days.

» SJG must not advance funds to an affiliate for the payment of goods or services
prior to receipt of such goods or services.

> If, while acting as an agent for SJG, SJI requires funds to be transferred from SJG
to SJI, such funds shall not be transferred more than 24 hours prior to SJI making
payment to the third-party beneficiary (i.e., pension, insurance and FIT payments).
Exceptions shall be permitted for weekend and holiday scheduling.

» SJG shall not extend to affiliates payment terms longer than those extended to
third- party providers of similar services (generally 30 days). SJI and its non-
regulated subsidiaries shall not take any action to expedite payments from SJG
unless specifically provided for above, or special approval has been obtained by
SJG’s Controller.

There is no formal annual review of the Cost Allocation Manual. Cost allocations are
generally reviewed during the rate making process.

AFFILIATE CONTRACTS AND AGREEMENTS

Contracts and agreements between SJG and its affiliates consist of the following
documents:

» South Jersey Industries, Inc. Master Services Agreement
» SJI Utilities, Inc. Shared Services Agreement

» Joint Meter Reading Services Agreement

» Asset Management Agreement

» Lease Agreements with Marina Energy, LLC

These agreements govern the provision of professional services from SJI, SJIU, and
Millennium to SJG, for the delivery of gas from SJRG to SJG, and lease with Marina
Energy. These documents have been agreed to and signed by responsible officers of SJI,
SJIU, Millennium, Marina, SJRG, and SJG.

Master Services Agreement

This agreement sets forth the scope of services that SJI will provide to SJG and the
relationship between both parties. It also details the level of service that will be provided,
key contacts, expectations of service levels and key performance indicators, SJG’s
responsibilities, the reporting of work performed and the level of service achieved, agreed
upon communication channels, the change process for services, and any specialized
conditions.

The Master Services Agreement also specifies a fee schedule that is based on employee
time spent on the provision of services to SJG. This agreement requires that all
employees of SJI participate in the SJI Time Recording System and enter time in
accordance with the procedures established by SJI for recording time. SJG is billed for
time worked, and all employee charges include charges for employee benefits. Employee
benefit costs are allocated in accordance with the SJI Cost Allocation Manual (CAM).
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Fees are evaluated on an annual basis and adjusted accordingly. Information on hourly
fees by employee are available to SJG upon request. Those SJI employees who do not
normally complete time sheets will have their hourly rates and benefit costs included in a
unit cost determined and billed to SJG in accordance with the SJI Cost Allocation Manual.

The Master Services Agreement reviewed was dated December 2016, superseding prior
agreements dated January 2010 and amended January 2014.

Shared Services Agreement

This agreement is between SJI Utilities, Inc. (SJIU), as the provider of professional
services and SJG as the client for those services. Services noted in this agreement
include administrative, corporate communications, government relations, human
resources, information system, legal, and insurance.

This agreement specifies the scope of the services to be provided to SJG as well as
service levels. Payment instructions dictate that all employees of SJIU will participate in
the Time Recording System developed for SJIU and that SJG will be billed for all time
worked. Labor cost include employee benefits as allocated in accordance with the SJIU
Cost Allocation Manual. Costs charged to SJG are to be evaluated and adjusted as
necessary on an annual basis.

The Service Agreement reviewed in this audit was dated September 2018 and was to
continue until terminated by either party with three months’ notice.

Joint Meter Reading Services Agreement

This agreement is between SJG, Atlantic City Electric Company (ACE), and Millennium
Account Services, LLC (Millennium) and stipulates that Millennium is the contractor and
will perform meter reading services for SJG and ACE. The first contract was executed in
2013 and has been amended three times.

The minimum acceptable levels for meters read is listed in the Joint Meter reading
Services Agreement as shown below:

» Contract Read Rate — 97%
» Incentive Compensation Read Rate — 97.5%
» Exceptional Performance Incentive Compensation Read Rate — 98.5%
The current contract extends through 2022, and the joint agreement and subsequent

amendments may be terminated in whole or in part by SJG and/or ACE after providing
120 days advance written or electronic notice.

Asset Management Agreements

There were three Asset Management Agreements (AMA) between SJG and SJRG in the
seven-year period from 2013 through 2019. Details and analysis of these agreements,
other AMAs involving SJG, evaluations concerning the release of pipeline and storage
assets, capacity releases or assignment of capacity to others, and scheduling and trading
practices can be found in Chapter 10, Procurement and Purchasing and Chapter 11,
Market Conditions.
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Lease Agreements
There are four lease agreements between SJG and its affiliates

> Lease agreement executed September 21, 2009, with a term of 15 years between
Marina Energy, LLC and SJG

> Lease agreement between Marina Energy LLC and SJG for McKee City Solar
Phase 1, executed October 14, 2009, with a term of 15 years

> Lease agreement between Marina Energy, LLC and SJG for McKee City Solar
Phase 2, executed February 1, 2010, with a term of 15 years

> Lease agreement between Cape May City and SJG executed on June 29, 2018,
with a term of 15 years

Other than listed above, there were no contracts or written agreements in place for
transactions between SJG and any of SJG’s affiliated companies during the seven-year
period covered by this audit.

There are no current leases between SJG and its affiliates.

TRAINING

Employee training activities and methods of communicating the requirements of the
Affiliate Standards Regulations are set forth in the SJG NJBPU Affiliate Standards
Communication Plan (Communications Plan). As outlined in the Communications Plan,
all employees are required to participate in biennial live training on Affiliate Standards
Regulations and compliance. Additionally, SJG provides Affiliate Standards Regulations
training to all new employees when hired, either as a part of the biennial live training or
by providing them with the handouts contained in the Communication Plan. These
handouts are included in the Employee Manual provided to new employees and all new
employees are required to acknowledge their obligation to read and understand the
documents included in the Employee Manual. This Compliance Plan is posted on the SJG
intranet for reference; compliance with the Affiliate Standards Regulations is required by
the SJI Code of Ethics.

Affiliate Standards training is conducted bi-annually by the legal department in
conjunction with the rates and regulatory function. Training is required for every employee
of South Jersey Gas. The Legal Department coordinates with Human Resources and
department leads to ensure that all gas utility employees are trained. The 2017-2018
training sessions were performed in-person. Training occurs at the primary office of each
employee. If an employee is unable to attend the training at their location, they are
required to attend the training at another office. There was a supplemental training
session provided to the South Jersey Gas customer care center representatives in 2017,
at their request, to cover some specific issues that were encountered. Employee
attendance was tracked through a sign-in sheet.

SJI's corporate commitment to their affiliate relations training is described in the training
as follows:
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SJl and each member of the corporate family are committed to conducting all
business in full compliance with applicable laws and regulations, and in
accordance with the highest standards of ethical conduct and integrity.

The purpose of this training is to provide you with an overview of the NJBPU
Affiliate Standards and remind you of our responsibilities.

The background for the affiliate relations standards in place at SJG and its affiliates is
based on the Electric Discount and Energy Competition Act (EDECA) which required the
NJBPU to adopt standards governing the interactions between the New Jersey energy
utilities and their affiliated companies. The affiliate relations standards are designed to
promote fair competition in markets when SJG deals with its affiliates. The affiliate
relations training material states that affiliates of SJG should not gain any unfair
competitive advantage (over non-affiliated entities) due to their relationship with SJG.

The affiliate relations training material further states that the affiliate standards apply to
SJG and its dealings with:

South Jersey Industries

South Jersey Energy Solutions

South Jersey Energy Company

South Jersey Energy Services Plus

South Jersey Resources Group

Marina Energy

YV VY VVYVY

Any transaction or interaction between SJG and any of the above affiliates should be
guided by the NJBPU's Affiliate Standards Regulations. The principles of the affiliate
standards that should be followed includes:

> A utility employee cannot do or say anything that would give an unfair advantage
to an affiliate.

> Affiliates shall receive the same treatment SJG gives to other unaffiliated
companies or their customers.

» SJG shall not provide its affiliates or affiliates' customers any preference in the
services offered by SJG.

INTERNAL CONTROLS

There were no internal or external audit reports relevant to affiliate relationships and
transactions during the 2013—-2019 period.

Employees who work for multiple companies or cost centers are required to assign hours
worked to the different cost centers. These allocations are reviewed monthly and are
pulled based on the 26th—25th of each month (ex: August reallocations are pulled for
7/26-8/25). The reallocation is done because there often are employees whose wages
need to be split between different companies or who work on projects for multiple
companies. The reallocation is done via journal entries based on employee time records.
Reminder emails are sent out each month to employees regarding entering their time
allocations by the 27th of each month for the period ending on the 26th. The reminder
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email includes instructions of how to enter time allocations and how to make corrections
if time was entered incorrectly in a previous period.

PURCHASING

The purchasing function is centralized for SJI, SJIU, SJG, ETG, and the nonregulated
subsidiaries. It is an SJI function. While the purchasing function is centralized for all of
SJl, it is highly focused on purchasing and contracting for the regulated gas distribution
companies, SJG and ETG. SJG and ETG are a high priority for the purchasing function,
and SAGE found no evidence that its other responsibilities distracted from its attention to
SJG and ETG needs. See Chapter 10, Procurement and Purchasing, for review and
assessment of the Purchasing function.

SCHEDULING AND TRADING PRACTICES

A review of SUG’s nomination and confirmation of gas volumes is included in Chapter 10,
Procurement and Purchasing.

CORRESPONDENCE

The communication and correspondence between the SJG Board of Directors (Board)
and management is typical for a company of this size. The communication is centered on
the regular full Board and Board committee meetings with ample opportunities for
communication between Board members and management personnel. Informal
communication between Board members and management personnel is also encouraged
and occurs as issues or questions arise. Board members are well informed about
company activities and performance and management personnel receive clear direction
from the Board.

The review and assessment of correspondence concerning affiliate relations among
management and the Board is covered in Chapter 2, Executive Management and
Corporate Governance.

B. FINDINGS

8-1 The amount and type of SJG’s purchases of goods or services from affiliates
appear to be reasonable.

The vast majority of SJG’s purchases of goods and services from affiliates from 2013
through 2019 consisted of allocations of corporate or service company services ($327.6
million paid to SJI or 67% of the total), gas purchases ($130.5 million paid to SUIRG, or
27% of the total), and customer meter reading services ($20.5 million paid to Millennium,
or 4% of the total). Payments to these three affiliates account for 98% of the total paid by
SJG to affiliates in the seven-year period from 2013 through 2019. These types of goods
and services provided to SJG seem reasonable for a gas distribution utility. The
percentage of goods and services provided by affiliates to SJG from 2013 through 2019
is graphically shown in the following chart.
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Percent of Goods and Services Provided by Affiliates to SJG

Millennium All Others

4% 2%

SJRJ
27%

= SJ| = SJR) = Millennium = All Others =

8-2 SJG provides goods and services to an excessively large group of affiliates.

From 2013 through 2019 SJG provided goods and services to 17 of its affiliated
companies. The number of affiliates and the types of goods and services involved would
be more appropriate for a service company than a gas utility. Organizational changes
toward the later part of this period, such as the formation of SJIU in 2019, portend a
change in the type of interaction between SJG and its affiliates. However, even in 2019,
SJG delivered goods and services to 15 of its affiliates. The value of goods and services
from SJG to affiliates more than doubled over the seven-year period from $15 million to
almost $33 million. The number of SJG’s affiliates that received goods or services from
SJG from 2013 through 2019 is depicted in the following table.
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Number of Affiliates Receiving Goods and Services
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8-3 Contracts and agreements concerning affiliate transactions meet federal and
state requirements.

SJG, through the operations of its parent, SJI, complies with the NJBPU requirements
concerning Affiliate Standards Regulations, which were adopted in 2000, and govern the
interactions between the New Jersey energy utilities and their affiliated companies. These
regulations were designed to promote fair competition in the retail markets in which SJG
has business dealings with its affiliates.

SJI prepared a Compliance Plan that provides guidance concerning NJBPU'’s Affiliate
Standards Regulations and serves to remind employees of their responsibilities when
they interact with SJG’s affiliates. This Compliance Plan is submitted to the NJBPU as
required by N.J.A.C. 14:4-3.7, to show that SJG has procedures in place to comply with
the Affiliate Standards Regulations. For the period of this audit, 2013-2019, SJI submitted
three editions of the Compliance Plan —in 2015, 2018, and 2019.

Contracts and agreements between SJG and its affiliates include: (1) South Jersey
Industries, Inc. Master Services Agreement, (2) SJI Ultilities, Inc. Shared Services
Agreement, (3) Joint Meter Reading Services Agreement, (4) Asset Management
Agreement, and (5) Lease Agreements with Marina Energy, LLC. All
contracts/agreements govern the provision of professional services and are signed by
responsible officers of the companies involved. SJG’s contracts and agreements
regarding affiliate transactions meet federal and state requirements.

8-4 Systems and functions are in place to help ensure that affiliate transactions
are conducted at the lowest possible cost and maximum benefit to the
ratepayer.

SJG’s affiliate transactions consist either of SJG providing services or allocating a portion
of costs for services provided to multiple affiliates, or SJG receiving services from affiliates
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or being allocated a portion of the costs for services provided to affiliates. All the affiliate
transactions, whether provided to SJG or provided by SJG, are processed through SJG’s
normal accounting and purchasing functions, which are identical to all of SUG’s other
(non-affiliate) transactions.

Internal controls for all of SJG transactions are a primary concern of SJI's Sarbanes-Oxley
(SOX) controls and testing. There are 348 key SOX controls and 230 non-key SOX
controls for SJI and its subsidiaries, including SJG. There are 64 key SOX controls and
74 non-key SOX controls for SJG, or a total number of SOX controls that specifically
address SJG’s functions and transactions of 138. SJI's Internal Audit Department is
responsible for all SOX testing, consuming up to 60—-65% of Internal Audit’s time. All SOX
controls are tested every year. The internal controls that are in place protect against
irregular, illegal, and/or improper affiliate transactions.

8-5 Responsibility for the Cost Allocation Manual (CAM) and affiliate relations
and transactions rests with various work groups or sub-departments within
the Accounting Department.

The Procedure for the Allocation, Recording, and Invoicing of Affiliated Company
Transactions — Cost Allocation Manual states that the maintenance of the CAM rests with
the Cost Allocation Manual Coordinator, and that this coordinator is the head of the
Accounting Department. However, below this Vice President-level position, there is no
single work group or organization within the Accounting Department that is totally
responsible for affiliate transactions. Various groups or individuals are involved with
different maintenance aspects for the CAM and affiliate transactions, but there is no single
work group or department that has overall responsibility under the VP, Accounting.

8-6 The CAM has not been reviewed and updated on a regular basis.

The CAM has not been updated annually, nor is there a formal annual review of this
document. The CAM has only been updated twice from 2013 through 2019 —in 2015 and
2018.

8-7 The Affiliate Relations, Fair Competition and Accounting Standards and
Related Reporting Requirements Compliance Plan (Compliance Plan) has
not been updated on an annual basis.

New Jersey Administrative Code 14:4-3.7- Regulatory Oversight requires that electric and
gas utilities file their compliance plans “at least once in every 12-month period or upon
changes to the plan, and thereafter, within 12 months of the revised plan.” The SJG
Compliance Plan was updated three times in this audit period: in 2015, 2018, and 2019.

8-8 Contracts and agreements do not cover all affiliate transactions.

SJG received goods and services with a total value of $490.4 million from eight of its
affiliates and provided goods and services with a total value of $127.4 million to 17 of its
affiliates during the 2013-2019 period. Contracts and agreements in place consisted of
the following:

» Master Services Agreement — goods and services provided by SJI to SJG

» Shared Services Agreement — goods and services provided by SJIU to SJG
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» Joint Meter Reading Services Agreement — services provided by Millennium to
SJG

» Asset Management Agreements — goods or services provided by SJRG to SJG
> Lease Agreements — goods or services provided by SJG to Marina Energy

There were no contracts and agreements for the following affiliate transactions:
» (Goods or services provided to SJG from:

= SJIS
= SJES
= SJE
= Marina
» (Goods or services provided from SJG to:
= SJI
= SJIS
= SJIU
= EMI
=  Millennium
= R&T Group
= SJES
= ETG
= SJ Fuel
= SJE
= SJRG
= SJESP
= ELK
= ACI
= ACB
= ACR

8-9 There have been no specific internal audits of affiliate relations and
transactions.

In the 2013 through 2019 period, SJI's Audit Department conducted 437 internal audits.
Additionally, during this time there were seven external audits conducted by SJI's external
auditors. None of these audits were relevant to affiliate relationships and transactions.
Additionally, as discussed in Chapter 13, Finance, during this period there were no audits
of the Cost Allocation Manual (CAM).
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8-10 There are no Sarbanes-Oxley (SOX) controls specifically addressing affiliate
relations and transactions.

SJl has 578 SOX controls, 138 of which specifically address controls concerning SJG.
However, there are no controls addressing SJG’s Cost Allocation Manual (CAM) or its
affiliate relations and transactions.

C. RECOMMENDATIONS

8-1  SJG should limit their affiliate transactions to operational requirements. (See
Finding 8-2)

In the seven-year period covered by this audit, SIG provided goods and services to 17
affiliates in the amount of $127.4 million. Many of the transactions provided by SJG
appear to be administrative in nature, such as usually provided by a support services
company. With the formation of SJIU, there would seem to be little need for SJG to act
as a support services company and provide administrative functions to affiliates. A review
of all the services provided by SJG should be made, and where possible, transfer the
responsibility for delivering most of these administrative services either to SJIU or to
SJG’s parent, SJI.

8-2 Affiliate relations and transactions should be the responsibility of one sub-
department within the Accounting Department. (See Findings 8-5, 8-6, 8-7,
and 8-8)

SJG’s affiliate relations and transactions guidelines state that the maintenance of the
CAM rest with the Cost Allocation Manual Coordinator, and that this coordinator is the
head of the Accounting Department. However, beneath this vice president, there is no
single work group or sub-department that is tasked with the overall responsibility for
guiding, managing, and documenting compliance with the State of New Jersey’s rules
and regulations concerning affiliate relations and transactions. During this audit there was
confusion concerning various responsibilities for affiliate relations and transactions.
Affiliate transactions accounted for a significant amount of the revenues and expenses of
SJG over the 2013 through 2019 period. Additionally, the state and federal rules and
regulations that govern these transactions require more focused attention.

This area is important enough to require a dedicated sub-department’s attention to ensure
that all rules and regulations are followed, disseminated, and complied with; that all
transactions are costed appropriately; that all necessary contracts and agreements are in
place; that governing documentation is current and reviewed and revised on a regular
basis; and that personnel receive all necessary affiliate relations training.

8-3 The CAM should be reviewed and updated on a regular basis. (See Finding
8-6)

SJG’s CAM has not been reviewed on a regular annual basis. The CAM was updated in
2015 and 2018. These guidelines should be reviewed on an annual basis. This review
should be documented and should be approved by a responsible SJG or SJI officer.
Verification that the review took place should be included in SJG’s SOX controls. The
CAM should be updated whenever changes are made in responsibilities, organizations,
accounting, allocations, and the methods of delivering goods and services among
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affiliates. Whenever the CAM is revised, there should be positive assurance that all
affected departments and individuals have been notified.

8-4 The Affiliate Relations, Fair Competition and Accounting Standards, and
Related Reporting Requirements Compliance Plan (Compliance Plan) should
be updated on an annual basis. (See Finding 8-7)

The Compliance Plan was updated in 2015, 2018, and 2019. Regulations require that this
plan be updated “at least once in every 12-month period.” The responsibility for ensuring
that the Compliance Plan is updated should fall on the proposed new sub-department
with the Accounting Department that should have responsibility for all affiliate relations
and transactions (See Recommendation 8-2).

8-5 Contracts and agreements should be developed to cover all transactions
between SJG and its affiliates. (See Finding 8-8)

A review of SJG’s contracts and agreements in place from 2013 through 2019 with its
affiliates revealed only five documents. These concerned (1) goods and services provided
by SJI, SJIU, Millennium, and SJRG to SJG; and (2) goods and services provided by SJG
to Marina Energy. Contracts and agreements covering the transfer of goods and services
either to SJG from affiliates or from SJG to affiliates are necessary. These should either
be developed, or existing contracts and agreements should be revised to add the missing
affiliates and the affiliate transactions.

8-6 SJI's Internal Audit Plan should include audits related to affiliate relations
and transactions. (See Finding 8-9)

None of the audits conducted by the Internal Audit Department specifically addressed
affiliate relations and transactions. Neither has the CAM been audited during the seven-
year period of this audit. Considering the value of the affiliate transactions, the number of
affiliate companies involved, and the sensitivity concerning compliance with state and
federal rules concerning affiliate relations, the Internal Audit Plan should include an
annual audit covering this area.

8-7 SOX controls should be added to address affiliate relations and transactions.
(See Finding 8-10)

Currently, there are no SOX controls addressing affiliate compliance, procedures, or
functions. The importance of the accuracy of affiliate transactions and compliance with
requirements around affiliate relations necessitates the use of SOX controls for affiliate
relations and transactions.
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9. AFFILIATE COST ALLOCATION METHODOLOGIES

A. BACKGROUND

ORGANIZATION

The responsibility for cost allocations to or from South Jersey Gas (SJG) and its affiliates
is the responsibility of the South Jersey Industries, Inc. (SJI) Accounting Department,
under the direction of the Vice President, Accounting. The organization chart for the
Accounting Department is shown in the following exhibit.

SJI Accounting Organization Structure

South Jersey Industries
VP, ACCOUNTING
|
| : | , I N , |

South Jersey Industries “ South Jersey Industries ‘ South Jersey Industries ‘ South Jersey Industries
D DIRECTOR, ACCOUNTING CONTINGENT WORKER

PAYROLL SPECIALIST LEA CONTROLLER, SJES

Within the Accounting Department, the actual day-to-day responsibility for implementing
and managing the cost allocation methodologies rests with the Manager, Financial
Reporting, South Jersey Energy Solutions (SJES), reporting to the Controller SJES, who,
in turn, reports directly to the Vice President Accounting. The organization chart for these
positions is shown in the following exhibit.

Controller, SJES Organization Structure

//'

South Jersey Industries
CONTROLLER, SJES

I . A , l i

T ™ // ~ y ~
South Jersey Industries South Jersey Industries South Jersey Industries
MGR. FINANCIAL MGR., TAX ACCOUNTING FINANCIAL REPORTING

REPORTING, SJES SPECIALIST LEAD

AFFILIATE TRANSACTION REQUIREMENTS

New Jersey’s Electric Discount and Energy Competition Act (EDECA) and its
implementing regulations (the Affiliate Standards Regulations) require that:

Transfers of services not produced, purchased, or developed for sale on the open
market by the electric and/or gas public utility from the electric and/or gas public
utility to related competitive business segments of its public utility holding company
shall be priced at fully allocated cost.

Transfers of services not produced, purchased, or developed for sale on the open
market by a related competitive business segment of the public utility holding
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company from that related competitive business segment of the public utility
holding company to the electric and/or gas public utility shall be priced at the lower
of fully allocated cost or fair market value.

ALLOCATION PRINCIPLES

In order to comply with the regulations stated above, SJI and SJI Utilities, Inc. (SJIU).
have set forth the following allocation principles to be used whenever products or services
are transferred between South Jersey Gas (SJG) and its affiliates.

a. If only one éaffiliate, entity, division, or service causes a cost to be incurred or
benefits from a cost, that cost shall be directly assigned to that affiliate, entity,
division, service or jurisdiction. Direct assignment should be performed whenever
practicable and is preferred over allocation.

b. The general method for charging indirect costs should be on a fully allocated cost
basis. Under appropriate circumstances, the NJBPU or PSC may consider
incremental cost, prevailing market pricing or other methods for allocating costs
and pricing transactions among affiliates.

c. To the extent possible, all direct and allocated costs between regulated and non-
regulated services and products should be traceable on the books of the applicable
regulated utility to the applicable Uniform System of Accounts. Documentation
should be made available to the appropriate regulatory authority upon request
regarding transaction among affiliates.

d. The allocation methods should apply to South Jersey Gas', Elizabethtown Gas'
and Elkton Gas' affiliates in order to prevent subsidization from and ensure
equitable cost sharing among the regulated entity and its affiliates, and vice versa.

e. All costs should be classified to services or products which, by their very nature,
are either regulated, non-regulated, or common to both.

f. The primary cost driver of common costs, or a relevant proxy in the absence of a
primary cost driver, should be identified and used to allocate the cost between
regulated and non-regulated services or products.

g. The indirect costs of each business unit, including the allocated costs of shared

services, should be spread to the services or products to which they relate using
relevant cost allocators.

TRANSACTIONS AMONG AFFILIATES

Recording

Separate accounts to record intercompany transactions are maintained by SJG and each
of its affiliates. All transactions are processed through the intercompany receivable and
payable accounts except if doing so would violate GAAP or other governing rules and
regulations. Summaries of all intercompany transactions are maintained by SJG and its
affiliates, updated on a quarterly basis with a three-month lag.

Invoicing

The Accounts Payable function for SUG and each of its affiliates is responsible for the
invoicing and payment of intercompany transactions, generally at the end of each month.
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SJG is not allowed to advance funds to an affiliate for the payment of goods and services
to be received. Rules concerning SJI and SJIU acting as an agent for SJG in the
acquisition of goods or services allow for the transfer of funds from SJG to either SJI or
SJIU within 24 hours of SJI or SJIU making payment for the services or goods being
provided. Exceptions are allowed for weekend and holiday scheduling. SJG is not allowed
to extend to affiliates payment terms longer than those extended to third-party providers
of similar services.

COST APPORTIONMENT METHODOLOGY

To allocate the costs of products and services to South Jersey Gas and its affiliates, the
costs are first classified into four categories. These four cost categories are:

> Directly Assignable — Expenses incurred for activities and services exclusively
for the benefit of South Jersey Gas and its affiliates. As the following three exhibits
demonstrate, most costs charged or allocated to South Jersey Gas or its affiliates
are classed as this category, most often based on personnel time reporting.

> Directly Attributable — Expenses incurred for activities and services that benefit
more than one affiliate and which can be allocated based on direct measure of
cost causation. This category utilizes the relative counts of personnel, transactions,
space, items, etc. to allocate costs among SJG and its affiliates.

> Indirectly Attributable — Expenses incurred for activities and services that benefit
more than one affiliate and which can be allocated based on general measures of
cost causation. This category includes the SJI and SJIU Management Fee, using
a three-factor formula allocation to distribute costs to SJG and affiliates.

» Unattributable — Expenses incurred for activities or services that have been
determined as not appropriate for apportionment. These costs relate primarily to
activities such as corporate diversification, and political or philanthropic endeavors.
As such, they are charged directly to South Jersey Industries.

Services Provided by SJI

Service Provided Cost Allocation Methodology

Services are directly assigned to the entity responsible for the
service provided. Primarily labor and benefits — allocation based

Corporate Counsel and on time reports. Services assigned to SJI are allocated as part of

Secretary the Management Service Fee using the three-factor general
allocator.
Indirectly attributable to the various entities through the
Investor Relations Management Service Fee allocation factor using the three-factor

general allocator.

Strategic and Financial |Primarily labor and benefits — allocation based on time reports.
Planning Remainder allocated as part of the Management Service Fee.

Primarily labor and benefits — allocation based on time reports.

Accounting Tax expense is allocated based on actual tax liabilities.

Risk Management Primarily labor and benefits — allocation based on time reports.
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Service Provided

Cost Allocation Methodology

Internal Auditing

Primarily labor and benefits — allocation based on time reports.

Environmental Affair

Primarily labor and benefits — allocation based on time reports.

Insurance Payment and
Processing

Primarily labor and benefits — allocation based on time reports.

Insurance Policy
Placement and Claims
Administration

Primarily labor and benefits — allocation based on time reports.
The cost of insurance coverage is allocated as described in Table
10.

Shareholder Records

Indirectly attributable to the various entities through the
Management Service Fee allocation factor using the three-factor
general allocator.

Treasury (Cash
Managements)

Primarily labor and benefits — allocation based on time reports.
Bank fees are assigned based on actual costs incurred by bank
accounts.

Human Resources
Services

Primarily labor and benefits — allocation based on time reports.

Human Resources
Services — Employee and
Benefits

Primarily labor and benefits — allocation based on time reports.
Benefits are typically allocated based on percentage of users.

Information Technology

Primarily labor and benefits — allocation based on time reports.
Certain allocations are done using specified head counts.

Administrative Services

Primarily labor and benefits — allocation based on time reports.
The cost of materials and supplies purchased or issued from
stores is directly assigned.

Labor and benefits costs are allocated based on time reports. Non-
labor fleet costs are allocated as described in Table 10.

Facilities and Building
Services

Allocated as part of the facilities charge which is based on
occupied space.

Corporate
Communications

Primarily labor and benefits — allocation based on time reports.

Stakeholder Relations

Primarily labor and benefits — allocation based on time reports.

Payroll Department

Primarily labor and benefits — allocation based on head count by
entity.

Accounts Payable

Primarily labor and benefits — allocation based on time reports.

Services Provided by SJIU to SJG

Service Provided

Cost Allocation Methodology

Sales and Marketing

Primarily labor and benefits — allocation based on time reports.
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Service Provided

Cost Allocation Methodology

Rates and Regulatory

Primarily labor and benefits — allocation based on time reports.

Safety

Primarily labor and benefits — allocation based on time reports.

Utility Shared Services

Primarily labor and benefits — allocation based on time reports.

Organizational Effectiveness

Primarily labor and benefits — allocation based on time reports.

Customer Experience

Primarily labor and benefits — allocation based on time reports.

Gas Supply, Allocations, and
LNG Operations

Primarily labor and benefits — allocation based on time reports.

Non-Labor Costs — Allocation Methods

Cost Item

Allocation Method

Officers Annual Cash Bonus

Directly Attributable — Officer Hours

Officers Restricted Stock
Grants

Directly Attributable — Percentage of Salary

Benefits and Payroll Tax
Allocation

Directly Attributable — Hours Worked

Blue Cross/Blue Shield
Medical Plan

Directly Attributable — Number of Employees

Defined Contribution
Plan/401(k)

Directly Assignable

Defined Contribution
Plan/401(k) Accounting Fees

Directly Attributable — Number of Employees

Dental Plan

Directly Attributable — Number of Employees

Group Life Insurance

Directly Assignable

Long-term Disability

Directly Attributable — Payroll Dollars

Pension Plan

Non-Union - Directly Attributable based on Salaries Union —
Directly Assigned to SJG and SJESP

Prescription Plan

Directly Attributable — Number of Participants

Short-term Disability and Family

Leave

Directly Attributable — Number of Participants

Employee Assistance Program

Directly Attributable — Number of Participants

Health Savings Account

Directly Assignable

Additional Retainer Fees Paid to
Committee Chairs and Lead
Independent Director

Directly Attributable — Board Memberships

Retainer Fees

Directly Attributable — Board Memberships

Travel Reimbursement — BOD

Directly Attributable — Board Memberships

SJI Management Service Fee

Indirectly Attributable — Assets, Payroll, Margin

Restricted Stock Program

Indirectly Attributable — Assets, Payroll, Margin

Directors Pension

Indirectly Attributable — Assets, Payroll, Margin
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Cost Item

Allocation Method

Gasoline Credit Cards

SJG - Directly Assignable — Wawa card and divisional fuel
dispensers

South Jersey Energy Services Plus, LLC (SJESP) — Directly
Assignable — Wawa card

Vehicle Lease Charges

Directly Assignable

Motor Vehicle Charges

SJG/ASB - Directly Attributable — Hours

Outsourced Vehicle
Maintenance

Directly Attributable — Based on actual vehicle per affiliate

Garage Square Foot Cost
Allocation

Indirectly Attributable — RE tax, depreciation, utilities

Bonding

Directly Assignable

General Liability and Umbrella
Excess Insurance

Directly Attributable — Based on insurance industry standards

Crime Policy Directly Attributable — Number of Participants
Directors and Officers Directly Attributable — Number of Directors and Officers by
Insurance Subsidiary
Emplolyment Practices Directly Attributable — Number of Employees
nsurance

Fiduciary Insurance

Directly Attributable — Number of Employees

Property Insurance

Directly Attributable — Insured Property Values at
Replacement Cost

Self-Insured (Uninsured Risk)
Liability

None

Workers Compensation

Premiums - Directly Attributable — Payroll Adjustments —
Directly Assignable

Underground Tank Insurance

Directly Attributable — Based on insurance industry standards

Mobile Services

Directly Assignable

Network Services

Directly Attributable — Number of PC's

IT — Telephone Services

Directly Attributable — Number of Participants

PC User Support

Directly Attributable — Timecard system

Unified Computer Services
(UCS)

Directly Attributable — Number of Servers

Call Management System and
Services

Directly Attributable — Number of Calls

Lawson Maintenance and
Licensing Fees

Directly Attributable — Lawson user count and Time Sheets

Shared Software Systems

Directly Attributable — Number of users

Bank Service Fees

Other than Wells Fargo — Directly Assignable
Wells Fargo — Directly Attributable — Service Utilization/Excess
Balances

Catered Services

Indirectly Attributable — Management Service Fee

Employee Expenses

Directly Assignable — Based on Employee Expense Reports

Office Space and Services

Directly assignable — Based on square Footage

Outside Professional Services

Directly Assignable
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Cost Item

Allocation Method

Purchase and Payment of
Goods and Services

SJI, South Jersey Energy Company (SJE) — Directly
Assignable

ASB and certain affiliates — Directly Assigned (parts and
Supplies), Directly Attributable (time reporting) and Indirectly
Attributable (management cost allocation)

Stationery and Office Supplies

Directly Assignable

Electric Billing Services

Directly Assignable — $0.075 per Bill (based on Special
Study) x Actual Number of Bills

Electronic Data Distribution with
Marketers

Tariff-based Pricing — $100 per month

Itron Maintenance Agreement

Directly Assignable — 100% to Millennium

Residential Marketer Billing and
Receivable Purchase Services

Directly Assignable — $0.075 per Bill and’ $0.90 per Purchase
fee x Actual Number of Bills/Fees

Commercial Marketer Billing
Services

Directly Assignable — $0.075 per Bill (based on Special
Study) x Actual Number of Bills

Customer Care Center Payroll
Allocation for Marketer-Related
Work

Directly Attributable — Based on Time Sheets submitted to
Payroll

Mailroom and Courier Services

Directly Assignable

Website Charges — External
and Internal

Directly Attributable — Outside source: Based on invoices and
MSF Internal: Time Sheets

SJI Employee Time Allocation

Directly Attributable — Based on Time Sheets submitted to
Payroll

Federal Income Tax Allocation

Directly Attributable — Based on estimated tax liability trued-
up at year-end when return is filed

State Income Tax Allocation

Directly Attributable — Based on estimated tax liability trued-
up at year-end when return is filed

MANAGEMENT SERVICE FEE

The Management Service Fee collects the costs for time and expenses that cannot be
directly assigned or directly attributed to an end user but can be indirectly attributed to an
entity such as SJG or one of its affiliates. This indirectly attributed cost pool is then
distributed using a general allocation factor to companies that received benefits from the
cost being incurred. The Management Service Fee uses a three-factor formula (assets,
margin, and payroll) to make this allocation. The formula percentages change each year,
based on the values of the three factors. Also, percentages will change if there is some
material change during the year. For the calculation for the upcoming calendar year
starting in January, the value of assets or the totals for margin and payroll for the 12-
month period ended June 30 is utilized. The Management Services Fee is used for
intercompany transactions, which are eliminated in consolidations.

SJI has used the three-factor formula, which had not been challenged by regulatory
bodies. Changes to the calculation of the three-factor formula were prompted by a
recommendation from the last management audit, as well as the acquisition of Elizabeth
Town Gas (ETG) and Elkton Gas (ELK).
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Assets

The value of a company’s assets is calculated by starting with total assets of all SJI
subsidiaries as of June 30 of the prior calendar year (as of December 31, 2017, for
purposes of including ETG/ELK into 2018). Several adjustments are then made to
eliminate such items as intercompany accounts receivable (AR), dividends, notes
receivable and holding company investments in subsidiaries; deferred and prepaid taxes;
derivative assets; cash credit balances; unamortized debt issuance costs; and accrued
utility assets for SJG and the other utilities that have corresponding accrued liabilities (i.e.,
environmental, asset retirement obligations and regulatory assets). These are eliminated
as, if included, they could skew the percentage allocation.

Margin

This is calculated by taking the total margin for each SJI subsidiary for the 12 months
ending June 30 of the prior calendar year (12 months ended December 31, 2017, for
purposes of including ETG/ELK into 2018). The term "margin" represents total revenues
less total cost of sales. The Company uses Economic Earnings ("EE") revenue and cost
of sales when determining margin for purposes of this calculation, which consists of
eliminating the following:

» Change in unrealized gains/losses on all commodity derivative transactions.

> Adjustments for legal accruals/settlements on transactions that related primarily to
prior periods.

This is done to eliminate the impact from mark-to-market accounting under GAAP, along
with eliminating the impact of legal items that relate to prior periods and keep revenues
and cost of sales consistent with the non-GAAP measure "EE" used by Management.
This is done for all entities impacted by the Management Service Fee to the extent they
have commodity derivative transactions or legal accruals/settlements related primarily to
prior periods that impact total margin.

Payroll

Payroll is calculated using the gross payroll for each SJI subsidiary for the 12 months
ending June 30 of the prior calendar year (12 months ended December 31, 2017 for
purposes of including ETG/ELK into 2018). Adjustments are then made to eliminate
intercompany payroll allocations, which is done in order to determine the final payroll
distributions for each subsidiary. Holding companies are excluded, with the SJES payroll
being allocated to the SJES subsidiaries only, and not to the utility companies.

The amount of SJI department expenses included in the Management Services Fee from
2013 through 2019 is shown in the following exhibit.

Management Service Fee by SJI Department 2013-2019 ($000)

Acct. Percent
Nr. Cost Center 2013 2014 2015 2016 2017 2018 2019 Total of Total
3001 |General and Corporate 3,085.6| 1,808.3 366.5 207.3 694.1| 5,369.6|(8,195.1)| 3,336.3| 1.9%
3003 |Strategic Planning 920.5 650.3 967.5 776.2 441.1 792.7 910.0| 5,458.3| 3.1%
3004 |Shareholder Services 361.8 77.2 2.2 267.8 263.7 285.1 327.0{ 1,584.8| 0.9%
3005 |Treasury 593.0 550.1 564.0 569.2 642.4 674.9 913.1| 4,506.7| 2.6%
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Aﬁf_" Cost Center 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | Total zf?oet::
3006 |Internal Audit 754.4| 799.9] 600.9| 621.4| 6185 741.2| 789.4| 4,925.7| 2.8%
3007 |Risk Management and 4913| 5319 5633 6163 7776 7913 6515 44232| 2.5%
3008 |Corporate Accounting 1.5 214.6 342.2 973.7| 1,236.5| 2,768.5| 1.6%
3009 |Officers 4,462.8| 6,365.5| 5,168.9| 7,372.8| 9,729.8| 13,202.8| 9,250.5| 55,553.1| 31.6%
3010 |Internal Communications 765.0| 1,311.9| 1,257.5| 1,047.8] 4228 6559 7164 6,177.3| 3.5%
3011 Eﬁ:{:ﬁs”‘ﬁa'ryem’emme”t 0.3 0.1 25 2.0 750.9|  764.8| 0.4%
3012 |Investor Relations 242.3 431.6 555.2 326.0 195.4 312.1 326.1| 2,388.7| 1.4%
3013 |Legal 920.2| 1,256.5| 1,4522| 2558.4| 2,910.8| 2,503.1| 1,791.8| 13,393.0| 7.6%
3014 |Insurance 306.6| 328.7| 301.2| 3255 292.6| 453.0| 667.6| 2,675.2| 1.5%
3016 |Environmental 4255| 461.4| 458.2| 4514| 607.2 8315 546.1| 3,781.3| 2.2%
3017 |Tax 464.6| 3622 361.0 389.3] 4129 493.2| 729.3| 32125 1.8%
3018 |SJI Fleet 107.7| 102.5| 2774 3928 509.9| 2682 16585 0.9%
3019 |Stakeholder Relations 191.7 30.1 638.5| 1,513.4| 1,416.2 54.6| 3,844.5| 2.2%
3020 |Corporate Facilities 165.3| 147.0| 279.2| 2838 192.2| 349.0| 14165 0.8%
3021 |Marketing 556.3| 685.8] 215.2 17.5| 1,474.8| 0.8%
3022 |IT—Plan (11.2)] 838.9| 1,108.4| 1,735.8| 720.2| 446.4| 4,838.5 2.8%
3023 |IT - Build 593.8| 735.1| 1,061.4| 1,406.2| 1,775.7| 1,670.9| 7,243.1| 4.1%
3024 |IT - Run 393.5| 6885 688.0| 2,738.4| 2173.8| 6,682.2| 3.8%
3025 [Security 1715 333.0) 237.1| 741.6| 04%
3026 |Procurement 444.9 4449 0.3%
3027 |Benefits 312.7| 642.1| 803.4| 1,000.0] 1,019.8] 4416 4,219.6| 2.4%
3028 |Labor Relations 3221 519.2| 6857 6765 8565 296.6| 3,356.6| 1.9%
3029 |Recruiting 356.5| 398.3| 556.0| 550.7| 646.6| 4485 2956.6| 1.7%
3030 |Organizational Develop. 193.0 154| 488.6| 827.3| 6574 21817 1.2%
3031 |SJI Sales 131.6| 219.7 422 140 4075 0.2%
3032 gg;ﬁg&?;ep\?gl‘;‘i'i‘;pme”ta”d 208.1| 71341| 5288 266.8| 1,806.8| 1.0%
3033 |IT - Report 632.7| 229.3| 862.0| 0.5%
3034 |IT - Protect 3825 342.8| 725.3| 0.4%
3035 [IT-CIO 7131  930.2| 1,643.3| 0.9%
3036 |Accounts Payable 325.8 325.8| 0.2%
3037 |Payroll 2275 2275 0.1%
3038 |Corporate Secretary 2,641.0| 2,641.0| 1.5%
3040 Eg‘;‘r’c‘j‘_t';i‘)c[)%ﬁpe”satm” and 150/ 93841  953.1| 0.5%
3041 |HR Operations 299.3 299.3| 0.2%
3042 |HR Compensation 267.6 267.6| 0.2%
3043 |HR Business Partners 4721 4721 0.3%
3044 |IT Managed Costs 1,371.8| 1,371.8| 0.8%
3045 :;”;‘éigﬂei’t‘d Business 2276  227.6| 0.1%
3046 |SJlI Benefits Managed. Costs 7,276.7| 7,276.7| 4.1%
3090 |Elizabethtown 94.9 94.9 0.1%

Total 13,795.1| 17,167.4| 16,425.4| 22,846.4| 28,973.9| 41,645.4| 34,757.2|175,610.8(100.0%

Over the time covered by this audit, the cost center that accounted for the largest
percentage of the Management Service Fee was the Officers’ expense cost center. This
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cost center contributed $55.6 million of the total amount of $175.6 million, or 31.6%. The
percentages representing the other cost centers were in single digits.

The Management Service Fee is allocated to SJG and its affiliates based on the annual
calculations of the three-factor formula. The annual allocation percentages are shown in
the following tables. The Management Service Fee amounts allocated to SJG and its
affiliates during the 2013 through 2019 period is shown in the following table.

Management Service Fee Allocated to SJG and Affiliates 2013-2019 ($000)

Company 2013 2014 2015 2016 2017 2018 2019 Total "I%c’)?afl
SJG 10,804.4| 13,134.8| 12,406.1| 17,692.2| 21,957.2| 26,343.2| 20,121.0| 122,458.9| 69.7%
SJESP 493.9 697.0 514.1 504.9 350.4 0.0 0.0 2,560.3| 1.5%
SJE 572.5 769.1 703.0| 1,087.5| 1,317.4| 1,771.9 650.0 6,871.3| 3.9%
SJRG! 769.8| 1,071.2| 1,294.3| 1,384.5| 2,304.7| 2,5759| 1,897.7| 11,298.2| 6.4%
ME? 1,154.7| 1,495.3| 1,507.9| 2,177.3| 3,044.2| 4,252.6| 1,320.8| 14,952.6| 8.5%
ETG 6,579.1| 10,569.7| 17,148.8| 9.8%
ELK 122.7 198.1 320.8| 0.2%
Total 13,795.1| 17,167.4| 16,425.4| 22,846.4| 28,973.9| 41,645.4| 34,757.2| 175,610.9| 100.0%
1 South Jersey Resources Group
2 Marina Energy, LLC

GAS PRICING POLICIES

This section includes a review and assessment of pricing policies between affiliate
interests [e.g., the cost of gas purchased by SJG from South Jersey Resources Group
(SJRG) compared to market pricing available and the cost of gas sold to SJRG by SJG].
The review focused on the following three areas:

» Asset Management Agreements (AMA) between the parties
» Off-System Sales (OSS)
» Standard or traditional gas sales by SJURG to SJG.

Asset Management Agreements
AMAs had two components as follows:

SJG released firm transportation capacity for a minimum of a twelve-month period to
SJRG and received payment for that capacity that is not limited to a particular maximum.
As a safety measure during severe colder than average weather, SJG could call on SUIRG
to deliver to its city gate volumes up to the daily maximum volumes released. The Call
Option is on a daily basis at Gas Daily index prices.

The following exhibit reflects the AMAs in place with SJRG during the seven-year period
reviewed in this audit and shows the daily volumes and dollars paid by SJRG to SJG. See
Chapter 11, Market Conditions, for a discussion of all AMAs.
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Asset Management Agreements with SURG

. Daily | Amount Paid Payment
Begin Date | End Date External Name Volume to SJG Mechanism
12/1/2010 |10/31/2013|South Jersey Resources Group, LLC | 90,000 $390,653.56 Sharing

11/1/2015 |10/31/2016|SJRG 10,000 | $1,253,140.00
11/1/2016 |10/31/2017 |South Jersey Resources Group, LLC | 10,000 | $1,302,155.75 Sharing

Off System Sales

Utility companies frequently find that they have excess product not otherwise required to
serve the core utility load and therefore is available for sale. SJG did sell to its affiliate,
SJRG, 3.5% of total OSS volumes over the seven-year period of this audit. The majority
of sales were for periods of one day or a few days at a time. Because of the daily nature
of the sales, Gas Daily index pricing was applied.

The following exhibit reflects OSS made by SJG to SJRG for periods greater than thirty
days. Pricing is based on First-of-the-Month Index Transco Non-New York.

Off System Sales to SIRG

Gross SJRG Annual | ¢ e A A‘S,:faze SJRG
Year Volume Gross Revenue | Volume from Amount to SJG Unit Percent of
(Dths") SJG (Dths) Price | Gross OSS
2013 9,684,601 $37,016,219.92 65,900 $256,068.00 $3.89| 0.68046%
2014 9,410,579| $47,601,659.95 62,249 $175,185.00 $2.81| 0.66148%
2015 14,602,862 | $47,966,725.00 923,200 $3,360,764.00 $3.64| 6.32205%
2016 16,525,714 | $44,302,980.01 1,114,320 $3,912,227.80 $3.51| 6.74295%
2017 25,560,075| $87,204,168.91 34,238 $87,245.00 $2.55| 0.13395%
2018 13,582,135| $55,675,590.52 1,024,691 $2,983,035.13 $2.91| 7.54440%
2019 14,730,625| $49,386,245.24 416,800 $1,038,222.00 $2.49| 2.82948%
Totals| 104,096,591 | $369,153,589.55 3,641,398 $11,812,746.93 3.49810%
" Dekatherms

Traditional Gas Purchases from SJRG

Base load volumes were not purchased using the prudent purchasing strategies outlined
in SJG’s Risk Management Policies and Procedures (RMP). In accordance with RMP
guidelines, only swing gas could be purchased in the daily gas market. Swing gas
volumes are generally limited to quantities needed to handle short-term increases in gas
demand that may not be readily handled with adjustments to storage injections or
withdrawals. The short-term spikes in gas demand are generally due to weather that could
not be anticipated and are referred to as swing gas. SJG ignored the policy in its entirety
for the purchase of physical gas. Instead, SJG purchased most of its gas in the day market
and spent a great deal more money than it would have if the policy had been followed.
Gas Daily Index pricing was applied to the majority of SUG’s purchases. Seventy-one
suppliers sold to SJG during the seven-year period examined in the audit, though not all
were active during each of the seven years.
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The following exhibit shows annual volume purchases based on the Gas Daily Index (GD)
and First of the Month Index Price (IF) and the difference between daily prices and
monthly prices. SJG spent an excess of $149,174,767.7 in gas costs from January 2013
through December 2019. GD was a better value in some months of the 7-year period and
off-set the excess spending by $32,245,538.7. This adjustment reduced the excess
spending to $116,929,230.14. It's understood that some volumes would be purchased at
GD prices as swing gas, the excess spending was reduced by 25% and resulted in
overspending of $87,696922.61. SJG’s affiliate supplier SURG realized 28% of the excess
spending or $32,496,191 See Chapter 10, Procurement and Purchasing, Finding 10-31,
for a list of all suppliers and their percentages.

Annual Cost Difference: Gas Daily vs Monthly Use ($)

Year Monthly Invoiced Based on | First of Month Difference
Volume (Dths) Daily Prices Index Prices
2013 657,809.00 (7,114,273.00) (6,456,464.00) (4,842,348.00)
2014 17,871,303.00 (50,384,562.00) | (32,513,259.00) | (24,384,944.25)
2015" 2,233,832.00 (21,197,461.00) | (18,963,629.00) | (14,222,721.75)
20152 458,522.08 (727,013.54) (268,491.46) (201,368.60)
2016 1,876,747.00 (6,424,618.00) (4,547,871.00) (3,410,903.25)
2017 5,544,623.00 (8,914,966.00) (3,370,343.00) (2,527,757.25)
2018 1,197,920.51 (51,553,370.19) | (50,355,449.68) | (37,766,587.26)
2019 1,880,795.00 (1,587,590.00) 293,205.00 219,903.75
20203 523,986.00 (1,270,914.00) (746,928.00) (560,196.00)
Totals | 32,245,537.59 (149,174,767.73) | (116,929,230.14) | (87,696,922.61)
12015 Jan—Apr
22015 May-Dec
32020 Jan—Jul

B. FINDINGS

The accounting and allocation procedures for separating costs of inter-
company transactions of SJG from affiliates are performed in a consistent
and equitable manner.

9-1

The procedures for the allocation of common costs among SJG and its affiliates are well
established and documented. Training on allocation and time reporting requirements is
held on a regular basis for all personnel. Costs are transferred from one entity to another
entity within the SJI family of companies based on three cost categories — directly
assignable, directly attributable, or indirectly attributable.

Directly assignable costs include most the cost transfers among affiliates. Directly
attributable costs benefit more than one entity and are allocated to entities based on some
direct measure of cost causation. Indirectly attributable costs benefit more than one entity
and are allocated based on general measures of cost causation, such as the
Management Service Fee.
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The Management Service Fee was utilized to allocate costs from SJI to all of the affiliates,
including SJG. Over the 2013 through 2019 period, 35.8% of all SJI charges to SUG came
via the Management Service Fee as shown in the following exhibit.

Management Service Fee (MSF) as Percentage of SJI Charges to SJG ($000)

Description 2013 2014 2015 2016 2017 2018 2019 Total

MSF allocated to SJG | 10,804.4| 13,134.8| 12,406.1| 17,692.2| 21,957.2| 26,343.2| 20,121.0| 122,458.9
Total SJI charges

to SJG 30,115.7| 29,512.2| 45,071.7| 53,058.0| 60,223.4| 50,834.9| 73,115.7| 341,931.6
MSF as Percentage of o o o o o o o o
SJI Charges 35.9% 44.5% 27.5% 33.3% 36.5% 51.8% 27.5% 35.8%

9-2 Allocations of joint/common costs between SJG, SJI, and their affiliates
during the seven-year period of this audit are consistent and accurately
reflect the documented and reported methodology.

Common costs that cannot be directly attributed to affiliates are collected in a general
allocation pool for eventual allocation to the final receiving companies. This would include
labor costs as well as non-labor costs from a multitude of SJI cost centers, totaling $175.6
million from 2013 through 2019 as shown earlier in this chapter in the exhibit titled
“‘Management Services Fee by SJI Department.” SJI uses a three-factor formula to
distribute the costs from this general allocation pool to the receiving companies.

The three-factor formula computes the weighted average of each company’s percentage
of assets, margin (total revenues less total cost of sales), and payroll. To calculate the
weighted average, the percentage relationship of the assets, margin, and payroll for each
affiliate are summed and divided by three. The calculated formula percentages for 2013
through 2019 are shown in the following exhibit.

Management Service Fee Percentages for SJG and Affiliates 2013-2019

Company| 2013 2014 2015 2016 2017 2018 2019

SJG 78.32% | 76.51% | 75.53% | 77.44% | 76.67% | 53.15% | 57.89%
SJESP 3.58% 4.06% 3.13% 2.21% 1.99%
SJE 4.15% 4.48% 4.28% 4.76% 4.65% 3.44% 1.87%
SJRG 5.58% 6.24% 7.88% 6.06% 8.07% 4.92% 5.46%

ME 8.37% 8.71% 9.18% 9.53% 10.61% | 10.09% 3.80%
ETG 27.88% | 30.41%
ELK 0.52% 57%

Total 100.00% | 100.00% | 100.00% | 100.00% | 100.00% | 100.00% | 100.00%

For the 2013 through 2017 time period, SJG received an average of 76.6% of the MSF
allocations from SJl based on the three-factor formula calculations. After ETG and ELK
were acquired in 2018, the allocation of MSF to SJG in 2018 and 2019 dropped to 53.15%
and 57.89%, respectively.

Calculations of the three-factor formula were verified from balance sheet data through
resulting allocation amounts. No errors in the calculations were identified. The allocations
of joint or common costs among affiliates, including SJG, appear to be correct and
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consistent with the stated methodology and procedures as documented in SJG’s Cost
Allocation Manual (CAM) and as reported to regulatory authorities.

9-3 The potential for cross-subsidization is minimized by effective time reporting
policies and procedures.

All employees of SJG, SJI, and their affiliates are responsible for accurately reporting time
and for following their company procedures and associated accounting requirements. For
all individuals, standard time sheets are used to report time. Three methods of distribution
are used to apportion wages and salaries of employees: positive time reporting, exception
time reporting, and time reporting based on the number of transactions completed.

SJG’s CAM specifies that all employees of SJG, who provide services to any affiliate of
SJl, including one another, and all employees of SJI and non-regulated affiliates who
provide service to SUG must complete a time report indicating the assignment of their
time among affiliates. The CAM also specifies that SJG’s time reporting procedures
comply with Section 6-3(a) of the Affiliates Standards Regulations which state:

All electric and/or gas public utility employees who are directly involved in the
provision of noncompetitive services as well as competitive services, or who are
involved in the provision of more than one competitive service, must maintain
complete and accurate time sheets to track and record the amount of time spent
in the performance of each service. For those employees' who travel to remote or
customer locations in provision of competitive service, time sheets shall account
for and allocate time to the competitive service job, as well as the time spent
performing related diagnostics, repair and/or installation, and allocated share of
downtime.

Training, along with periodic reminders, is provided annually emphasizing the importance
of accurate time reporting and how to report time accurately. Time worked on behalf of
an affiliate is compiled and charged to that affiliate monthly as reported on the time sheets.
Actual employee wage rates are used to price out the hours of service provided, and
employee benefits and related costs are added to the direct labor costs billed to the
affiliate and are adjusted periodically to reflect actual costs. Additional discussion on time
reporting is contained in Chapter 16, Payroll Reporting.

The policies and procedures governing the appropriate recording of employee time
serves to minimize opportunities for cross-subsidization among SJG and its affiliates.

9-4 Affiliate charges and cost allocation methodologies among SJG, SJI, and
their affiliates comply with applicable legal, regulatory, and contractual
requirements.

SJG’s transactions with its affiliates are governed by a number of requirements that are
enumerated in three SJI affiliate relations and transactions documents:

> Affiliate Relations, Fair Competition, and Accounting Standards and Related
Reporting Requirements Compliance Plan
» Cost Allocation Manual (CAM)
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» Procedure for the Allocations, Recording, and Invoicing of Affiliated Company
Transactions — Cost Allocation Manual

In turn, these rules and company requirements are based on New Jersey’s Electric
Discount and Energy Competition Act (EDECA) and its implementing regulations (the
Affiliate Standards Regulations). These state regulations require that the transfers of
goods and services from SJG to its affiliates be priced at fully allocated costs and that
goods or services transferred from affiliates to SJG be priced at the lower of fully allocated
cost or fair market value. The affiliate charge and cost allocation methodologies employed
by SJG, SJI, and their affiliates comply with regulatory requirements as set forth in the
SJI documents and the New Jersey regulations.

9-5 The AMA buy-back volumes called on by SJG at their city gate were
purchased at market index prices.

There are not a variety of pricing options when gas is purchased daily at the city gate.
Gas Daily publishes gas prices daily at a particular geographic point. Gas daily index
prices were applied to the AMA called upon volumes by SJG.

9-6 The AMA dollars paid for the assignment of firm transportation by SJRG are
lower than expected for the 90,000 Dths per day.

The term for the 90,000 Dths per day capacity assignment was for thirty-six months
effective November 2010. For a complete assessment, the entire period should be
reviewed. Since this audit covers the period January 2013 through December 2019, only
one of the three years of this assignment were reviewed.

The profit-sharing mechanism is 75% of the difference between Transco Non-New York
index and Dominion South point index plus nine cents. For gas hauled north and west,
the profit-sharing mechanism will be the difference between Leidy index and Dominion
South Point plus three cents.

9-7 OSS sales by SJG to SJRG were priced at market rates.

Daily sales or sales made for a few days at a time represent excess gas due to milder
weather conditions that could not be identified in advance of the day or month. Gas Daily
publishes pricing on a geographic point basis and is the most reliable pricing available.

9-8 SJG made OSS sales to SJRG for periods greater than thirty days.

Sales made in advance of the flow month can be priced at first-of-the-month index pricing
and is a reliable method of pricing supplies. An OSS commitment of any amount of firm
transportation capacity to the utility city gate for one whole month or multi-months that
affect the winter period November through the following March can compromise SJG’s
ability to supply its core customers. The winter period is subject to critical cold weather
and OSS sales are final and without recourse.

9-9 SJG purchased in the Gas Daily Market from many suppliers including their
affiliates.

The affiliates sold the greatest percentage of total volumes to SJG. Over a period of seven
years, SJG established a buying pattern and any supplier who could anticipate the daily
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purchases by SJG could plan to have volumes on hand to support those volumes and
make a sizeable profit.

SJG purchased its base load and its storage injection gas volumes in the monthly and
daily markets The following exhibit reflects gross annual purchased volumes of
357,837,201 with a separation that reflects 195,100,836 of volumes purchased in the daily
market. Approximately 17% of those gross volumes was purchased from SJRG and SJ
Energy and 32% of the volumes purchased in the daily market was purchased from SURG
and SJ Energy. SJG purchased from many other suppliers over this audit period but was
in no way dependent on their affiliates. Purchases were priced at the appropriate index
with a plus or minus to the index if appropriate. The same method of pricing was
applicable to all other suppliers. The affiliates of SJG do not own gas in the ground;
therefore, the affiliates are not exceptional or unique in any way other than the fact that
they are an affiliate.

Volumes Purchased from Affiliate

Volume Gas Daily Percent SJRG SJRG
Year Purchased Volume Gross V_oI /| SJRG Sales Perc.ent Gas| Percent
Gas Daily Daily Vol Gross Vol
2013 41,575,834 33,101,376 79.62 29,339,192 88.63 70.57
2014 42,491,309 34,970,707 82.30 2,936,972 8.40 6.91
2015 22,777,477 20,682,072 90.08 3,813,423 18.44 16.74
2015 22,576,842 10,758,323 47.65 3,955,697 36.77 17.52
2016 47,036,195 23,540,615 50.05 5,213,481 22.15 11.08
2017 56,118,863 20,675,941 36.84 5,064,558 24.49 9.02
2018 49,716,907 21,801,430 43.85 5,122,922 23.50 10.30
2019 48,819,195 19,205,451 39.34 4,359,162 22.70 8.93
2020 26,724,579 10,364,921 38.78 2,086,589 20.13 7.81
Totals | 357,837,201 | 195,100,836 54.52 61,891,996 31.72 17.30

C. RECOMMENDATION

SJG should not make non-recallable transportation capacity commitments
for city gate capacity for more than a few days at a time during the winter
period of November through the following March. (See Finding 9-8)

9-1

SJG is making commitments where a portion of firm transportation capacity is transferred
to others without recourse and cannot retrieve the transportation capacity to meet its utility
load. The firm transportation capacity was contracted for by SJG based on a study by
their Load Forecasting Department which determined the level of firm transportation
capacity required to serve the coldest possible day. Should that severe cold day present
itself, SUG would not be able to call on the transportation capacity bundled into the OSS
sale.
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10. PROCUREMENT AND PURCHASING

This Chapter is presented in nine sections:
A. Gas Control

B. Load Forecasting

C. Infrastructure Required to Initiate the Procurement Function

D. Reliability

E. Gas Procurement Strategy and Plan

F. Financial Hedging Products

G. Findings

H. Recommendations

A. GAS CONTROL

BACKGROUND

South Jersey Gas (SJG) is a natural gas utility in business for over a hundred years. It
delivers natural gas to more than 398,000 residential, commercial, and industrial
customers. SJG’s service area covers over 2,500 square miles; that's one third of the
geographic area of New Jersey. SJG’s service area covers the seven southernmost
counties of New Jersey and includes all of Atlantic, Cape May, Cumberland, and Salem
counties and parts of Burlington, Camden, and Gloucester counties. SJG owns and
operates the pipes in the ground within their geographical footprint.

As a natural gas utility, SUG must act in accordance with numerous requirements from
several regulatory agencies including the New Jersey Board of Public Utilities (BPU)
which oversees the regulated utilities within the state and the Federal Energy Regulatory
Commission (FERC), which regulates the interstate transmission of natural gas and the
transmission and sale of natural gas for resale in interstate commerce.

All utility companies must file a tariff that is approved by their public utility commission.
The terms and conditions of service are governed by the tariff. All rates and charges are
also governed by the tariff.

THE GAS CONTROL GROUP

The SJG Gas Control Group (Gas Control) 