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Il. PROCUREMENT AND PURCHASING

This Chapter is presented in nine sections:

Gas Control

Load Forecasting

Infrastructure Required to Initiate the Procurement Function
Reliability

Gas Procurement Strategy and Planning

Financial Hedging Products

Findings

Recommendations

ITOGmMMmMOO w2

A. GAS CONTROL

BACKGROUND

Elizabethtown Gas Company (ETG) is a natural gas utility that has been in business for
more than a hundred and fifty years. It currently delivers natural gas to 308,978
residential, commercial, and industrial customers. ETG’s service area covers over 1,500
square miles of the state of New Jersey. ETG’s service area covers the seven counties
of New Jersey and includes Union and Middlesex counties in its Union division and
Sussex, Warren, Morris, Hunterdon, and Mercer counties in its Northwest division. ETG
owns and operates the pipes in the ground within their geographical footprint.

As a natural gas utility, ETG must act in accordance with numerous requirements from
several regulatory agencies including the New Jersey Board of Public Utilities (NJBPU)
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 ETG Gas Control Group (Gas Control) controls the physical flow of natural gas and
the electronic measurement and monitoring of that gas as it enters ETG from interstate
pipelines on the acquisition side, travels through the distribution system, and is delivered
to a burner-tip user.

Gas Control monitors line pressures through its Supervisory Control and Data Acquisition
System (SCADA). If a line pressure exceeds operating parameters, an alarm is activated.
Gas Control initiates immediate actions to protect the natural gas system or, at least, to
minimize potential damage. Gas Control is responsible for controlling the primary
regulator valve which manages or restrains the receipt of gas supplies into the system.
All secondary control monitors are set in the field and cannot be changed remotely but
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must be manually changed by field personnel. The SCADA system was recently
upgraded starting in 2019 and completed in 2020.

This system was designed to ensure that ETG’s distribution system cannot be
accidentally over-pressurized by ten percent or more due to an unforeseen event (e.g., a
cybersecurity incident, operator mistake). This design also guarantees that if there is a
failure of one valve, the secondary backup run will take over to protect against under-
pressurization. Gas control staff also have the ability to close remote shutoff valves if, due
to an emergency, a segment of pipe needs to be isolated. In these situations, field
presence is required to re-open the valves.

Additionally, Gas Control monitors alarms for South Jersey Gas Company (SJG), and the
two liquified natural gas (LNG) plants when they are unmanned. Gas Control is not
responsible for, nor does it have the ability, to control any field equipment at either of the
LNG plants. Their sole responsibility is to call the Duty Supervisor if there is an alarm after
hours.

ETG has two separate geographical locations; one in McKee City and the second located
in the Millville Divisional Facility in Millville, NJ. The primary facility was McKee City with
all Gas Control staff members reporting directly to McKee City. Millville was a backup
control center used in emergency situations (e.g., pandemic, fire, flooding, disaster
recovery testing). ETG Gas Control organization is shown in the following exhibit.

ETG Gas Control Organization Structure

MGR., GAS CONTROL
AND SCADA

| - B |
i sJI Utilities

GAS CONTROL SPECIALIST
INTERMEDIATE

3 y
__d N e

4 - ™
( SJI Utilities ‘

SJI Utilities

GAS ALLOCATIONS
DISPATCHER (8)

Because of the critical nature of this responsibility, Gas Control operates 24 hours a day,
every day of the year. The complete staff consists of eight trained gas controllers, one
member in training, and one manager. ETG utilizes one Gas Controller per night shift.
Seven of the gas controllers are union employees (i.e., members of the ETG and SJG
Bargaining Unit). Gas Controllers undergo a 120-day training period; their performance is
evaluated at the 30-, 60-, and 120-day points by Gas Control Management before final
approval. ETG has no minimum educational or training requirement to become a gas
controller.

In response to the COVID-19 pandemic, ETG separated the staff members into two
groups: one group working from the McKee City facility and the other group working from
the back-up Gas Control site in Millville. The SCADA systems used in McKee City and
Millville are identical. Gas Controllers at both facilities had the ability to see the same
signals and data at the same time. The two Gas Control facilities combined have the
responsibility to monitor ETG and SJG utilities. In 2022, two employees opted to keep the
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“backup” facility (Millville) as their primary reporting location. On 1/1/2023, all controllers
were instructed to report to McKee City. As of 4/3/2023, the Company has allowed the
pandemic location to remain so long as McKee City is staffed 24/7, with only one
Controller utilizing the Millville location as primary.

The SCADA system houses historic weather data together with wind factors and current
forecasts on an hourly/average estimate basis. A utility curve file is maintained where, as
part of a large set of data, the historic set of utility factors per degree day is evaluated for
a similar weather scenario and included in the work-in-progress calculation sheet. The
near-term gas procurement function depends on advice and guidance for the near-term
gas planning associated with volumes required to meet upcoming demand. Knowing the
weather conditions that are expected and the historic consumption experienced in the
past under such degree-day scenarios is the foundation for a reliable procurement plan.

Current SCADA security plans prevent entry of unauthorized personnel to either Gas
Control facility. Both locations have badge-only access. Staff have their own SCADA
credentials which are monitored and audited internally by the Information Technology (IT)
Department. Operator qualifications are required to make any changes to the SCADA
system. All field equipment is kept in a locked combination box, and critical sites are
monitored internally using security cameras.

If the primary and backup SCADA systems both become inoperable, Pipeline Field
Measurement Technicians will deploy to ETG transfer custody transfer stations and any
other locations deemed critical. All field technicians are equipped with company cell
phones and truck radios. Gas control is equipped with an emergency cell phone, backup
dispatch radio center, and a satellite phone to be utilized during an emergency. The Gas
Control department has all the necessary media devices to communicate with field
personnel in the event the SCADA systems become inoperable.

The SCADA system was last upgraded in 2019. Upgrade enhancements are as follows:

» Built-in CRM components such as Point-to-Point Verification

» More robust historical storage capabilities

» Individual alarm-inhibit options

» Improved redundancy between primary and secondary data centers
» Enhanced network monitoring

The SCADA system has redundancy built into every facet of the system. Real-time
production servers and/or data centers are the primary backup to the SCADA system. In
the event of a SCADA outage that is expected to last for an extended period of time, Field
Measurement management for both ETG and SJG together with Gas Control’s
management may elect to enter into emergency manual mode according to the Gas
Emergency Operational Plan (GEOP) requiring physical Field Measurement Personnel
presence at any or all of the affected locations.

Actual control by controllers is limited to flow control via primary worker regulator setpoint
changes and emergency valve operation on Pipeline Field SCADA. For everything else,
including pipelines, LNG, and compressor station, it is monitor only.
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When SCADA receives an alarm, it announces on the ‘new alarm’ and ‘alarm summary’
displays and remains flashing with its severity-based color until a controller
acknowledges. Icons and colors remain on the alarmed point for every display in which
they exist. Alarm indications do not clear until the alarm itself is cleared or if Gas Control
Management performs an inhibit.

SCADA security plans are addressed under the Cyber Security Policies. The following is
an explanation of how an employee gains entry to the Control Center:

» Access to the Gas Control Center is limited to authorized personnel and is
ultimately enabled by Corporate Security.

» Employees requiring access must submit an Access Request ticket, which is
routed to the Vice President of Gas Supply and Gas Production for review.

> Ifthe requestis approved by the Vice President of Gas Supply and Gas Production,
it is routed to Corporate Security for final review and processing.

» Once the request is approved and processed by Corporate Security, the access is
added to the employee’s access credentials/permissions.

Since SJI's acquisition of ETG in 2018, there have been no SCADA security incidents
that impacted ETG. To manage the cybersecurity issue long term, SJl created a new
function called IT Protect to continue focusing on and maturing the cybersecurity function.
The team continues to grow. Many steps have been taken to identify, protect, detect, and
respond to these types of incidents. Listed below are some of the steps taken:

» Implemented a security information and event management solution. The solution
is managed and supported by a third-party Managed Security Operations Center
operating 24 hours a day, seven days a week.

» Implemented a cybersecurity training and awareness program that includes
simulated phishing exercises and tests. Additionally, role-based training is
provided to staff members with access to SCADA.

» Implemented a strategy to segment the SCADA network from the corporate
network and the internet.

» Partnered with SCADA software vendor to provide patching services.

» Engaged a third party to perform a yearly cybersecurity risk assessment on SJI
from 2016—-2018 and 2020.

» Implemented a best-in-class Secure Email Gateway.

» Implemented a NextGen Intrusion Prevention System (IPS).

» Developed a cyber incident policy and plan.

» Engaged in information sharing practices with federal and state agencies, as well

as trade associations and peers.

SECURITY MEASURES

ETG has extensive natural gas infrastructure including city gates, transmission and
distribution pipes and regulator stations, an LNG plant, and customer service lines and
meters. It also has multiple facilities including South Jersey Industries, Inc. (SJI) and SJI
Utilities, Inc. (SJIU) and ETG headquarters, division work centers, payment centers, and

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

4



REDACTED

[I. Procurement and Purchasing

a pipeline work center. All are vulnerable to security incidents such as terrorist attacks,
property damage, and theft. The SCADA System provides video surveillance of 16
transmission and distribution stations with a few cameras on each station. Should
intruders be detected, Gas Control notifies the affected division and/or the standby
supervisor.

The Corporate Security function serves SJI and both its regulated and unregulated
subsidiaries. ETG and SJG each have a management resource within Corporate Security
dedicated primarily to their division. Like most support functions, security is largely
performed by contractors. The head of security, the Security Specialist Lead, reports to
the SJI Vice President, Shared Services. The Security Specialist Lead has two direct
reports, a half-time Project Assistant, and a Senior Security Specialist.

In 2018, 2019, 2020, and 2021 there were a total of seventy-nine reported instances of
armed guard dispatches of which thirty instances were reported to law enforcement.
Annual referrals to the local police are as follows:

> 2018: 3

> 2019:9

> 2020:5

> 2021:13
A contractor provides uniformed, unarmed guards at the Erie Street location and Union
Headquarters. No other sites are staffed with guards, including division work centers,
payment centers, and satellite offices. The contractor also provides for the dispatch of

armed security for ad hoc reasons, such as a hostile employee, site surveillance, or
suspicious circumstances. Emergency situations are referred to the local police.

SJI Corporate Security’s documentation of armed guard dispatches began in 2018
following the acquisition of ETG. SJI has no armed guard dispatch records prior to the
ETG acquisition date.

Armed guard details were scheduled on five occasions:

» Employee termination at Union Headquarters in November 2019.

» Employee termination at East Brunswick, NJ in July 2020 to retrieve company
equipment.

» Employee termination at Union Headquarters in December 2020.

» Site protection (residential explosion) at Rahway, NJ effective September 1, 2021,
through September 9, 2021.

» Employee termination at New Village, NJ in December 2021.

Centurion Shield Protection Services (CSPS) is contracted to perform security services
at the Union site on weekdays from 7:00am to 4:00pm and provides security services at
the Erie Street site 24/7/365. Security officers at both sites report to the same security
supervisor, and the security supervisor reports to the SJI Security Manager. Additional
security details may arise and depending on the detail, security officers may be in
plainclothes or in uniform, and may be armed or unarmed.
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Security officers at both sites are in uniform and unarmed.
Security officers are required to have the following experience:

> Valid New Jersey Security Officer Registration Act (SORA) license
High school diploma

Clear background check

Neatly groomed professional appearance

Reliable form of transportation

» Security experience preferred but not required

YV V VYV

Security officer job functions include:

» Conducting foot patrols

Assisting with access control

Access control monitoring

Camera monitoring

Managing visitors

Detecting and reporting suspicious activity

» Notifying police, fire, and/or EMS when required

YV V YV V V

A contractor provides alarm, access control, and video installation and maintenance. The
contractor also provides alarm monitoring for SJI and SJG, but not ETG, at eight facility
sites. The contractor refers calls to the Utility Services dispatchers who refer them to the
call out list from ETG operations.

SJI's Utility Shared Services Department provides training through their Technical
Training group and the Emergency Preparedness group develops and implements
security exercises. For example, a simulated intruder exercise that provides a security
exercise at a transmission pipeline regulator station.

SJl uses the environmental, health, and safety (EHS) management ProSapien module
security incident tracking system. The system is shared with the Environmental and
Safety departments. It allows employees to enter a security incident which is
automatically routed to Security for review and investigation.

ETG presently has a Physical Security Committee; however, it was not in existence during
the audit period. The ETG Physical Security Committee was formed in accordance with
the ETG Physical Security Plan which was not finalized until December 2022. Committee
meeting agendas are sent with email invitations. Formal presentations are prepared, and
minutes are kept.

SJl has a formal, current, confidential Physical Security Plan. It follows the Transportation
Security Administration (TSA) Guidelines for natural gas pipeline security plans. The plan
calls for a wide variety of security measures including fences, locked gates, locked valves,
security lighting, video surveillance, 24-hour monitoring, door alarms, warning signs, and
back-up power supplies. Important facilities and critical above-ground stations are
identified for enhanced security. The plan also specifies responsibilities, responses to
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security incidents, directions related to police involvement, and the approach or steps to
be taken if terrorist activity is suspected.

SJl also has formal, current, confidential security policies and procedures covering anti-
violence, contractor background, vehicle transmitter gate access, and identification
badges/key cards.

Disaster months and testing are performed at least once each calendar year, not to
exceed fifteen months, and are documented. Weekly alarm summaries are reviewed by
Gas Control and documented. Daily alarm reports are emailed to Gas Control
Management. Communication downtime is monitored both by Gas Control and IT via the
SCADA system directly and by an in-house Network Monitoring Software. Alerts are
generated and acted on immediately. Health checks for servers and other hardware are
also monitored via software by IT.

OTHER GAS CONTROL RESPONSIBILITIES

ETG holds firm transportation capacity on the interstate pipelines Transcontinental
Pipeline (Transco), Columbia Gas Transmission (TCO), Tennessee Pipeline (Tenn) and
Texas Eastern Pipeline (TETCO). All referenced pipelines own gas measurement meters
that measure the gas they deliver to ETG. ETG has its own gas measurement meters
controlled by Gas Control. A comparison of ETG’s measurement to the measurement
data provided by the interstate pipelines is performed. Comparison reports are completed
daily for the purpose of checking the accuracy of meters. If the results exceed +/-2%, a
measurement staff member investigates and takes the appropriate action to resolve the
faulty measurement. Point-to-point verifications are performed any time a system point is
added or changed. Upon review of annual measurement data, the difference between
both sets of measurement is generally less than one half of one percent.

ETG’s Gas Control is responsible for not only receiving the volumes from each pipeline
on a daily basis, but also, for receiving the correct volumes. Generally, Operational
Balancing Agreements (OBA) are in place with each upstream pipeline delivering to ETG.
This is a common practice between pipelines because of the inability of control equipment
to flow rates that are a perfect match to expected volumes. In an ideal operating world,
running balances are resolved between the pipes and not passed through to any other
party (i.e., supplier or end-use customer). This practice allows both pipelines, upstream
and downstream alike, to rely on the scheduled volumes that are confirmed daily by the
Gas Procurement Group.

B. LOAD FORECASTING
BACKGROUND

Third-Party Suppliers Impact the Gas Load

End-use customers within ETG’s territory can choose a third-party supplier (TPS). ETG
must calculate its own system supply load and must also consider the migration of
customers to TPSs and the ever-changing customer base.

The process for a natural gas TPS who wants to serve residential, commercial, and
industrial customers in ETG’s service territory begins with their agreement to operate in
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compliance with the NJBPU’s TPS Standards and Rules. When the NJBPU licensing
process is complete, the TPS must begin the ETG utility eligibility process. The ETG
Customer Experience Department coordinates the application and initiation process for a
new TPS to serve customers on ETG’s system. This process includes the application,
submission, and execution of forms and agreements. ETG’s Legal, Risk, and Executive
teams review the completed documents prior to final approval as a new marketer.

Once the TPS is approved, the TPS can enter into agreements with individuals or groups
of ETG customers and enroll them with the ETG utility system. For residential and
commercial customers, enroliment is done via electronic data interchange (EDI). The TPS
policies and procedures are not the same for all customer rate classes because ETG
offers a special type of administrative assistance to TPSs serving commercial and
residential rate class customers; therefore, these applications have additional paperwork.

Through December 2022, 24 TPSs were active in ETG’s territory. The TPSs offered a
variety of services from serving just residential, commercial, or industrial to acting as
agents or serving all categories.

Types of End-Use Customers:

There is a mix of customers within every local distribution company’s (LDC) footprint and
various types of services are available to fit the needs of all customers, which are billed
at various rates. ETG’s customers are separated into various groups based on the type
of service provided by ETG and other factors, as discussed below.

ETG has 101 industrial customers. All 101 are large consumers that purchase from
independent TPSs.

As of 12/31/22 ETG has approximately 3,602 commercial and Industrial transportation
customers vs a total of approximately 20,148 commercial and Industrial sales customers.

Residential and very small commercial customers are on the low end of consumption. As
of February 28, 2023, ETG has 17,473 small commercial customers, and 1,394 of these
have elected to acquire supply from a Third-Party Supplier (TPS).

Essential customers, such as hospitals, prisons, and industry types necessary to the
community, are considered more important than some other industries. Although they
may have chosen to use a TPS, ETG is considered the supplier of last resort and must
be able to serve them if the TPS fails to deliver. Residential and small commercial
customers as well as customers designated as Essential Gas Users have the highest
priority under supply curtailment. Essential Gas Users are defined as individual residential
dwellings, multi-family residential dwellings, schools, hospitals, day care centers, nursing
homes, dormitories, correctional facilities, twenty-four-hour emergency facilities such as
municipal police, fire or emergency medical departments and similar facilities which do
not have installed alternate fuel equipment and an alternate fuel supply.

Additionally, TPS delivered supply is allocated to these customers first and any residual
supply is allocated to that TPS’s remaining non-essential gas users and industrial
accounts after the essential gas users are served.

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

8



REDACTED

[I. Procurement and Purchasing

Fuel switchable customers are in a separate classification because they are not 100%
dependent on natural gas. These types generally stay with Interruptible Transportation
Service (ITS) on ETG. The nature of ITS is such that third-party suppliers provide the
natural gas supplies to be available for said service. Service may be interrupted or
curtailed at the sole reasonable discretion of ETG. ITS customers are not required to
maintain alternate fuel capability. However, all ITS customers must file a Certification with
ETG indicating either the customer’s alternate fuel or the customer’'s agreement to
discontinue operations during an interruption of Rate Schedule ITS service. An ITS
consumer who burns gas when ETG instructs them not to burn gas is subject to strict
penalties. Interruptible transportation customers who are required to switch to their
alternate fuel due to an interruption can return to natural gas only at the determination of
ETG and only after the imposed interruption order has been lifted. If an Interruptible
Transportation Service customer opts to switch to their alternate fuel outside of an
imposed interruption order, they would need to notify ETG the date and time they would
like to resume transportation service prior to re-starting use of natural gas. Load
projections would be done by the customer or customer’s TPS of their estimated usage
and verified by the Company's monthly true up.

ETG has a range of customers with ITS including manufacturing, process loads, asphalt,
and pharmaceuticals. If the TPS fails to deliver the gas or ETG interrupts or curtails
delivery, ETG is not obligated to step in as the last resort supplier. Currently there are 44
customers that are served under ITS classification and in 2022 burned a range of ZERO
to 159,508 MMBTUs a month.

Customers who choose a TPS are obligated to negotiate the terms and conditions of their
supply arrangement. ETG does not release or assign any of its firm transportation
capacity to a TPS for delivery to its city gate on behalf of ETG’s end-user customers. It is
the obligation of each TPS to find its own transportation and to nominate the gas to ETG’s
city gate. After the TPS delivers the commodity to ETG’s city gate, ETG will accept the
gas and deliver it to the end-use customers.

Larger consumers are generally industrial loads, and the smaller loads are mostly small
commercial and residential types that qualify for a CHOICE Program. A TPS, although
not obligated, can create a pool that aggregates all other customers that the TPS serves,
excluding those customers that qualify for a CHOICE program. For the purpose of supply
and nominations, pooling reduces the administrative tasks. However, single/individual
nominations are not permitted for those customers who choose to manage their own
accounts. Only a TPS can deliver supply to ETG on behalf of a customer(s).
Hypothetically, any customer can apply to the State to be certified as a TPS and “oversee
(their) own destiny.” ETG does not have any such customer.

A TPS is required to deliver supply for all its customers in total and can have several
customer types (i.e., residential and small commercial types have their meters read by
drive-by meter readers who use an Encoder Receiver Transmitter (ERT) style meter.
while large commercial, industrial firm, and industrial interruptible have an automatic
meter reader (AMR).

Electronic measurement capability allows the TPS to see the consumption of the
commercial/industrial customer the morning after the gas day; this allows the TPS to
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provide accurate supply so that imbalances can be eliminated promptly. A TPS is the
entity who determines the quantites of gas required daily for their large
commercial/Industrial customers. A TPS has access to large commercial/Industrial
customer daily usage through ETG’s STARS marketer portal. They have the same access
to the daily usage that ETG has. If an imbalance exists at the end of the month, it will be
cashed out in accordance with ETG’s tariff provisions. Cash-out means that ETG will
purchase the over-delivered volumes or sell the under-delivered volumes to the customer.

CHOICE Programs:

NJBPU’'s CHOICE Program permits all natural gas utilities in New Jersey to offer
residential customers and other small natural gas consumers a choice of gas suppliers.
ETG’s CHOICE Program allows the small energy customers within their geographical
territory the option to purchase their natural gas from a TPS. ETG will accept the supply
from the TPS at the ETG'’s city gate and deliver the gas through its distribution system to
the residential customer and ETG will continue to provide the same reliable service, read
the meter, perform safety checks, and respond to emergencies. TPSs are required to
execute an Aggregator/Marketer Agreement (AMA) with ETG. The AMA provides a
pooling concept where the TPS pools or accumulates all the small natural gas consumers
that the TPS has contracted with. Special AMA features are discussed below.

As of February 28, 2023, 1,394 CHOICE size customers have elected to acquire supply
from a TPS.

Unlike services offered to larger customers, ETG offers a valuable billing service that
incorporates the invoice for the TPS as part of the ETG invoice. Customers can receive
a single bill from ETG that includes both charges from ETG and from their TPS. This is
known as utility consolidated billing. The consolidated billing costs approximately 75 cents
per invoice in addition to all other costs from ETG and the TPS. TPSs are not obligated
to use the consolidated billing option. Dual billing is also an option.

Consolidated billing was chosen by forty three percent of independent marketers serving
the CHOICE customers. A billing service agreement is required; it's a legal document that
allows ETG to be the billing agent. The agreement outlines the following items:

» Bi-monthly reimbursement for the total amount all customers were billed.

» Fees associated with the billing services and adjustments made to all customer

bills.

> Presentation of the TPS’s commodity charges and ETG’s distribution charges on
one bill.

> Electronic enrollment, changes, or discontinuance of service and customer
information.

» Communication of the monthly meter reading schedule to ensure marketers know
when each cycle is billed.

» Communication and resolution of customer disputes.
Unlike services offered to larger customers, ETG offers an agreement for the Purchase

of Receivables (POR) associated with all customers under the CHOICE option. Features
are as follows:
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» ETG provides an additional option to TPSs — a POR offer is made to the TPS at
100% of the face value of the invoice. Marketers receive payment for the dollar
amount each customer is billed. ETG absorbs any shortages via the terms of the
billing services fee.

» ETG assumes the risk for the receivable due from a transportation customer under
the CHOICE POR option.

» Consolidated POR payments are split equally between POR Charges and ETG
Delivery Charges. Any short would sit equally across POR and Delivery Charges.

» Consolidated POR payments are posted to ETG Delivery Charges first and then
to Marketer POR charges.

» Imbalances applicable to the smaller energy consumers participating under the
CHOICE programs are resolved the following month. Monthly, ETG provides an
average daily delivery quantity (ADDQ) for smaller commercial and residential
customers to the TPS. ADDQ represents an average daily delivery quantity and
equals an estimated volume along with a true up of the preceding month.

System Load

This section addresses the load forecasting processes and objectives ETG uses to
estimate its natural gas requirements for distribution. The gas load being served by a TPS
must be known and measurable so that ETG may accurately estimate the load that
remains for ETG to serve their customers.

The purpose of forecasting the volumetric requirements for any distribution company is
to ensure that the correct volumes are estimated for transportation capacity and
procurement intentions. Firm transportation capacity to support the firm delivery
obligations must be reserved and committed to in advance, and such contracts often
extend for as many as 15 or 20 years into the future. Supply purchases are more near
term and while supply is often purchased one year in advance, supply is also purchased
at the onset of each month and on a daily basis.

Additionally, the volumetric load must be separated into geographic segments. It is
necessary for supply to enter ETG’s territory at different points so that gas can be
effectively distributed to the appropriate geographic locations. Pipelines are selected
based on many variables, but the various routes they travel are primary and fundamental.
The natural gas supplies must be purchased independently of the transportation
component; therefore, accurate volumetric estimates are necessary to support the needs
of the consumers.

The forecasting process used to establish the need for transportation capacity, storage
services and peaking assets is based on the volumetric requirements for a “design peak
day.” The simplest definition of a design peak day is the highest consumption day
anticipated by ETG assuming extreme weather, current customer temperature sensitivity
and adjusted for changes in load growth or decline. As with any distribution company,
ETG is expected to perform regardless of weather conditions. As such, an appropriate
amount of assets must be contracted to meet that obligation. Pipeline transportation,
storage, local and long-haul supply, and peaking services are based on the design peak
day model.
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ETG projects its Design Peak Day requirement based on total projected supply obligation
for firm sales customers under design temperature conditions that is defined as an
average daily temperature of 0°F or 65 heating degree days (HDD). ETG uses a linear
regression methodology to generate design peak day coefficients which are applied to
design peak day criteria to derive the Design Peak Day forecast. The regression uses
daily demand data representing ETG’s firm sales supply obligation. This dataset is
created by collecting daily throughput data. The regression uses three to five years of
historical, city-gate delivered, daily throughput send-out less large sales customer and
TPS customer usage from daily throughput data. Daily weather in the form of HDDs,
variables for weekends/holidays, variables to mitigate impacts of anomalous or one-time
events (if appliable), and variables to capture the change in weather sensitivity at colder
temperatures.

To date, the expected load loss related to energy efficiency initiatives has been offset by
residential and commercial incremental growth such that system load, adjusted for
weather, has grown slightly year on year. The trend variable, when statistically valid,
captures the net effect of customer growth, load loss due to energy efficiency initiatives,
replacement equipment efficiency gains, change in usage characteristics due to changing
customer demographics (age of customers, residents per household, structure size, and
number of burner tips, etc.), and the impact of a changing mix of new customers.

The inputs for this modeling process include ETG’s own system load with actual
consumption data broken by class, 24-hour weather, and wind data from the closest
locations to ETG’s Newark and Philadelphia stations, and a set of thirty Moody’s
macroeconomic and demographic variables. A multiple regression-based statistical
analysis supported by the Forecast Pro modeling system is used.

Natural gas utilities are expected to provide natural gas to customers on an extreme cold
weather day called the design peak day. Therefore, ETG must be able to transport gas
supplies from the well head to the city gate on a guaranteed basis with the highest priority.
Interstate pipelines offer Firm Transportation Services (FTS) and warrant that they will
make FTS available on every day of the contract unless prevented by an act of force
majeure. ETG will experience many winter days that are not categorized as a design peak
day and may vary from 2 to 20 degrees leaving ETG with unused transportation assets.
Daily usage projections for lesser temperature days are developed based on studies of
historic usage on such days. The following exhibit reflects the 30 highest gas consumption
days over the past 13 years. The exhibit reflects gross consumption of all gas burned
within ETG’s footprint. The gross daily volume is further broken into the volumes of gas
burned by customers who migrated away from ETG and are now served by third parties
and the remainder of the gross daily volumes burned by customers who remain with ETG.
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ETG Thirty Highest Winter Gas Consumption Days 2009-2021
For Third Parties and Customers Purchasing Directly From ETG

Temperature Gross ULl
Date ° . Party ETG Supply
(°F) Consumption Vv
olumes
1/6/2018 8.8 459,309 90,019 369,290
1/21/2019 12.5 454,271 97,652 356,619
1/5/2018 12.0 450,135 92,428 357,707
1/31/2019 12.8 447,133 95,943 351,190
1/7/2014 8.7 440,148 88,313 351,835
1/23/2014 14.2 437,203 133,045 304,158
1/30/2019 12.9 435,859 93,177 342,682
2/19/2015 11.0 433,007 86,529 346,478
2/15/2015 8.8 432,228 77,295 354,933
2/20/2015 13.3 426,097 83,960 342,137
3/23/2011 34.7 424 697 67,411 357,286
12/31/2017 11.3 423,505 75,157 348,348
2/13/2016 10.4 421,832 75,753 346,079
2/23/2015 13.1 414,124 97,655 316,469
1/1/2018 15.5 413,725 83,960 329,765
2/1/2019 17.7 413,427 84,498 328,929
1/7/2015 13.2 411,163 74,653 336,510
1/22/2014 10.5 409,681 107,113 302,568
12/28/2017 15.2 406,933 75,207 331,726
1/7/2018 16.8 406,016 89,656 316,360
1/4/2018 18.5 404,127 87,140 316,987
2/14/2016 14.0 400,357 75,393 324,964
1/16/2009 11.0 394,477 88,185 306,292
2/16/2015 16.9 392,877 84,765 308,112
1/8/2015 18.4 386,827 78,135 308,692
1/29/2021 20.1 385,834 75,669 310,165
1/9/2017 19.8 385,417 67,294 318,123
12/29/2017 19.0 379,995 71,751 308,244
3/3/2014 18.2 377,071 75,834 301,237
12/27/2017 19.2 375,050 71,669 303,381
3/6/2019 21.7 371,579 69,222 302,357

There has been a 62% growth in meter sets from 2009 through the end of 2021. Annual
volumetric growth comparing annual consumption in 2009 to annual consumption in 2021
was 2.4% or 1,186,999 MMBtu. Normalizing the 2021 to the 2009 weather data results in
year-to-year annual consumption growth of 11% or 5,612,487 MMBtu.

Near term and daily forecasts are necessary to flow the appropriate volume of gas on a
daily basis and to estimate future days’ gas load. The six-day forecast consists of the
current day revised forecast and five forward looking days. Under AGL/Southern

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

13



REDACTED

[I. Procurement and Purchasing

Company, the Confirmations group generated the Daily and Near-Day forecast using
regression analysis and projected temperatures. A neural network program was tested
next to create the six-day forecast but proved to be maintenance intensive without having
a significant improvement to accuracy. The process was later changed to a simplified
approach of comparing forecast temperatures to similar recent, actual temperatures that
occurred on the same day of the week and using the actual volumes to derive an
estimated demand for the six-day period. Currently the Daily/Near-day forecast is
generated by the SJIU Confirmations group using a similar approach as the
AGL/Southern Company Confirmation group; forecast weather data is compared to
recent, actual temperature data for the same day of the week and the corresponding
actual volumes are used to derive an estimated demand for the six-day period.

Activities that Impact Volumetric Load:

ETG system’s gas load changes over time due to the loss of industrial loads and energy
conservation initiatives. These initiatives include customers installing energy efficient
appliances and the work completed in ETG’s Conservation Incentive Program. Many of
ETG’s pipelines were replaced, and replacements are anticipated to continue into the
future. ETG evaluates each proposed project, predicated on long-term load forecasts, to
anticipate what the surrounding area might look like in the foreseeable future.

While ETG prepares for a design day, such conditions will not be experienced regularly.
Therefore, more average and colder-than-average conditions are anticipated. A
comparison of transportation assets to actual consumption by customers purchasing
directly from ETG is reflected in the following exhibit:
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ETG Single Highest Day Burner Tip Send out Volumes (Gross Dths)

For Customers Purchasing From ETG Directly
November—March for 2009-2021

Month 2009 | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
November 126,393 | 147,912 | 145,635 61,277 247,610 | 244,868
December 286,497 | 261,599 | 214,178 | 196,979 | 244,922 | 222,943

January | 306,292 | 285,213 | 276,702 | 276,702 | 289,699 | 351,835 | 336,510
February | 277,931 | 243,563 | 245,596 | 224,544 | 261,305 | 282,878 | 354,933

March 280,674 | 158,133 | 199,363 | 188,081 196,084 | 301,237 | 274,082

Month |2015-16 | 2016-17 | 2017-18 | 2018-19 | 2019-20 | 2020-21 2021

November| 179,496 | 179,180 | 209,735 | 263,164 | 237,078 | 221,169 | 203,009
December| 160,816 | 293,242 | 348,348 | 230,078 | 286,277 | 260,634 | 224,312
January | 291,962 | 318,123 | 369,290 | 356,619 | 238,912 | 310,165
February | 346,079 | 269,390 | 283,899 | 328,929 | 254,386 | 251,506

March 200,233 | 277,940 | 209,108 | 302,357 | 181,590 | 234,706
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FIRM TRANSPORTATION SERVICES

Interstate pipeline transportation service defined as space in the pipeline or pipeline
capacity is the vehicle that moves the gas from the receipt point in the supply areas to
ETG’s city gate. The method of transportation must be the most dependable and secure
available in the marketplace. The nature of FTS is that ETG pays a reservation charge to
the interstate pipeline to reserve space on that pipeline every month so that ETG can then
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call on that space, as necessary. The FTS contract specifies a specific volume of gas at
a particular geographic receipt point to be delivered to ETG’s city gate for a specified
period of time. At the onset of each month or each day, ETG must place a shipping order
with the pipeline that instructs it as to who the supplier is and other particulars so that the
pipeline can effectively accept the supply and deliver the gas to ETG. FTS contracts are
constructed to ensure that ETG has gas deliveries to its city gate on a guaranteed basis
every day. ETG contracts that fit the FT grouping are shown in the following exhibit.
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ETG Interstate Pipeline Firm Transportation Contracts

Pipeline Rate Coptract Contract |Daily ETG Daily
Schedule | Begin Date | End Date | Volume | Upstream
TCO FTS 11/1/2020 | 10/31/2025 12,736 12,736
TCO FTS 11/1/2021 | 10/31/2041 33,000 33,000
TCO NTS 11/1/2020 | 10/31/2025 10,000 10,000
TCO SST 4/1/2020 3/31/2023 3,644 13,000
Tenn FT-A Jul-18 Apr-22 1,000 1,000
Tenn FT-AQ Dec-19 Oct-26 3,000 3,000
Tenn FT-AQ Dec-19 Oct-26 6,000 3,000
Tenn FT-G Jul-18 Evergreen 3,048 3,048
Tenn FT-G Sep-93 Evergreen 1,014 1,014
TETCO CDS Jul-18 10/31/2023 20,220 20,220
TETCO FT-1 7/1/2018 3/31/2021 5,000 5,000
TETCO FT-1 7/1/2018 | 10/31/2023 1,348 1,348
TETCO FT-1 7/1/2018 3/31/2020 5,394 5,394
TETCO FT-1 7/1/2018 3/31/2021 5,000 5,000
TETCO FT-1 7/1/2018 | 10/31/2020 20,000 20,000
TETCO FT-1 7/1/2018 6/30/2033 30,000 30,000
TETCO FTS 7/1/2018 | 10/31/2020 1,520 1,520
TETCO FTS-5 7/1/2018 | 10/31/2020 16,666 16,666
TETCO FTS-7 7/1/2018 4/15/2021 14,298 14,298
TETCO FTS-8 7/1/2018 3/31/2021 8,469 8,469
TRANSCO FT 11/1/2008 | 10/31/2028 5,000 5,000
TRANSCO FT 11/1/2009 | 10/31/2029 5,000 5,000
TRANSCO FT 4/1/1995 Evergreen 1,442 1,442
TRANSCO FT 8/1/1991 Evergreen 1,811 1,811
TRANSCO FT 8/1/1991 Evergreen 1,967 1,967
TRANSCO FT 11/1/2021 | 10/31/2041 33,000 33,000
TRANSCO FT 1/1/2003 Evergreen 6,973 6,973
TRANSCO FT 7/1/2018 71112021 77,755 77,755
TRANSCO FT 11/1/1995 | Evergreen 5,000 5,000
TRANSCO FT 7/1/2018 Evergreen 15,000 15,000
TRANSCO FT 11/1/1995 | Evergreen 17,000 17,000
TRANSCO FT 11/1/1995 | Evergreen 15,615 15,615
TRANSCO FT 11/1/1984 | Evergreen 500 500
TRANSCO FT 11/1/1984 | Evergreen 11,090 11,090
Totals 398,510 398,510
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Firm Transportation Associated with Storage

ETG has additional firm transportation that is linked directly to volumes of gas in
storage. This is considered a bundled service and the associated transportation can
only be used to move gas from specific storage points to ETG’s city gate. Most storage
withdrawals are limited to between ninety and one hundred days over any given winter
period; other withdrawals from storage are limited to five days over any winter period.
Natural gas storage is mainly used to meet load variations, maintaining a balance
between demand and supply of gas, eliminating the daily peak demand, or even hours,
thus mitigating fluctuations in volumes consumed.

The following exhibit reflects 69,707 Dths that has a transportation component attached
to move the storage natural gas to ETG’s city gate. Additionally, ETG has 116,492 Dths
of isolated storage per day where a portion of the long-haul transportation 398,510 Dths
will be used to move the storage gas to ETG’s city gate. Only storage that is tied to
transportation is addressed in this section. Further discussion of storage is outlined in
the section on Reliability below.

ETG Storage with Bundled Firm Transportation Contracts

Pipeline Rate Co_ntract Contract | Daily ETG Annual Max
Schedule | Begin Date | End Date Volume

TETCO SS-1 Jul-18 Apr-24 3,646 379,911
TRANSCO GSS 7/1/1996 7/1/2001 27,604 1,759,955
TRANSCO LSS 4/1/1984 3/31/2023 8,000 600,000
TRANSCO S-2 11/1/1954 Evergreen 7,267 653,186
EAST GAS | GSS-TE | 07/01/2018 | 03/31/2021 23,190 2,387,206
Totals 69,707 5,780,258

LIQUIFIED NATURAL GAS PEAKING SERVICE

ETG owns and operates an LNG plant which is used as a peaking facility to provide supply
during extreme cold weather or when interstate pipeline supply is curtailed. The LNG plant
can provide up to an approximate maximum of 25,000 Mcf converted by a BTU factor of
1.061 to 26,525 Dths over a 24-hour period, stores just over five days of continuous
supply, and can be called on at any time with a two-hour start-up. When not in use, the
stored liquid will boil off, on average, approximately 130 Dths per day which are delivered
into the ETG distribution system. The storage tank is typically re-filled over the summer
period with the goal of filling the tank by December 1. The re-fill process is performed by
ETG Gas Supply and the SJIU LNG team. This service is available when called on for a
certain number of days and has a monthly reservation charge. LNG is intended to service
the coldest days during the winter season.

Currently the liquefaction process takes place at the end of the summer period so that
winter can be approached with a full tank. However, liquefaction can take place during
the winter season, if necessary. During abnormal cold winter periods, the LNG tank can
be refilled to provide additional service; however, this a matter of economics.
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There are no physical facility challenges associated with filling the LNG tank several times
throughout the winter. The facility does not have to be near empty to refill or be topped
up mid-Winter. No additions to LNG staffing are required in order to have several refills
as opposed to one. Expenses can be expected for each additional refill. The additional
cost would be approximately $3,520 per day, a tremendous savings from existing demand
charges.

There is no cross-subsidization in staffing levels between ETG and SJG. The manager,
one engineer and two other employees report to SJIU. ETG has one supervisor and five
LNG Operators that report to ETG. SJG has one Supervisor and six LNG Operators. The
individual groups operate the LNG tank with liquefaction and vaporization.

There were no reportable incidents from 2009-2021 related to ETG’s LNG Facility at Erie
St. Incident or accident report forms are required by Federal Hazardous Materials
Regulations or Pipeline Safety Regulations that must be submitted for incidents involving
a hazardous material or an incident or accident involving a natural gas or hazardous liquid
pipeline.

ETG had a LG-A (LNG) Service in place that was consolidated into their LNG service.
The LG-A service was first contracted for in December 1971 and under FERC Order 284
was converted to a Transco Pipeline LNG peaking service during winter periods effective
October 1999. Maximum cumulative quantities stored by Transco are 154,951 MMBTU
and can be withdrawn on any day during the five winter months but not greater than
38,950 MMBTU in any one day.

Combining all Firm Transportation Capacity yields 398,510 MMBTU of individual
transportation plus Storage with Firm Transportation Capacity attached is a total of 57,766
MMBTU and 69,707 MMBTU respectively and results in total daily FTS city gate delivery
of 525,983 MMBTU. There are additional LNG services over the winter period of gross
volumes 125,000 Dths and 154,951 Dths as additional support.

The exhibit above titled “ETG Single Highest Day Burner Tip Send out Volumes (Gross
Dths) For Customers Purchasing Gas Directly From ETG” reflects the highest day of
consumption for ETG system supply customers as 459,309 Dths. Clearly, 525,983 Dths
plus LNG capabilities is sufficient capacity to serve ETG’s system load with room for
flexibilities.

LOAD THAT INCLUDES TPS VOLUMES

ETG, as an LDC under NJBPU regulation, has the obligation to be the supplier of last
resort. This obligation means that if a TPS fails to deliver, ETG will act as a safety net
providing uninterrupted service. The customer is assured that whether or not they choose
a TPS, they will continue to receive the same reliable service that they have always
received from ETG. There may be some industrial or commercial customers who do not
enjoy this protection from ETG (i.e., interruptible rate schedules). For the most part ETG
functions as a “supplier of last resort.”

In a competitive market, TPS failure is a possibility that cannot be ruled out. The principle
of the supplier of last resort ensures that when a supplier failure occurs, affected domestic
customers are guaranteed continuity of gas supply. An LDC is best suited to be the
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supplier of last resort because it owns the original assets put in place to serve one
hundred percent of customers on its system. Purchasing energy supplies from a company
other than the gas utility is purely an economic decision; it has no impact on the reliability
or safety of service. It's recognized that an individual TPS may exit the marketplace
leaving stranded customers to be served by ETG.

ADDITIONAL PEAKING SERVICES

Peaking services are well established as a means of providing an incremental source of
supply to meet natural gas consumption on extremely cold days. The feature that is
unique to natural gas peaking services is that the buyer can call on the daily volume for
a limited number of days during the winter season. ETG entered into agreements with
various suppliers to provide a certain daily volume of gas delivered to ETG’s city gate
which can be called on for any 15 days between November and March of each winter
season. Peaking services have increased tremendously over the recent winter periods;
more concerning is that those peaking services are very difficult to locate.

The following exhibit demonstrates the Peaking volumes available to ETG effective
November of each year and continuing through the following March. Depending on the
year, there are as many as twelve different vendors supplying the peaking services. In
general, daily volumes can be called on for a maximum of fifteen days during the Winter
for a volume between one Dth and the maximum daily volume of each contract. On a per
vendor basis, the contract maximum volume was multiplied by the number of days that
the Peaking volume could be called on to arrive at the Maximum Winter Quantity. This
Exhibit does include peaking services already addressed in this paragraph and buy-back
surplus daily Winter volumes from end-users with a Sumer peak season.

Peaking Volumes for November through March 2009-2021 (Dths)

Winter Period Daily Ma)_(imum Daily Maximur_n Maximum YVinter
TPS Winter Peaking Quantity Quantity
2008-2009 93,307 122,245 1,288,600
2009-2010 90,643 119,145 1,242,100
2010-2011 93,911 128,045 1,375,600
2011-2012 80,347 131,045 1,420,600
2012-2013 90,921 129,045 1,390,600
2013-2014 158,649 119,045 1,240,600
2015-2016 97,655 130,045 1,405,600
2016-2017 87,002 162,045 1,885,600
2017-2018 84,478 131,045 1,420,600
2018-2019 92,428 140,045 1,555,600
2019-2020 103,750 115,045 1,180,600
2020-2021 119,917 157,045 1,810,600
2021-2022 84,855 95,045 880,600
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The following exhibit shows some of ETG’s contracted 15-Day peaking services from
November—March 2017, through November—March 2021. The purpose of this exhibit is
to establish and provide evidence of the cost associated with Peaking volumes in recent
years. Gross demand is a fixed charge to reserve a certain amount of pipeline capacity
in order to have available that pipeline capacity when the buyer asks for delivery of their
gas. In addition to the fixed demand charge, ETG must pay the daily market rate for the
actual delivery of the gas.

ETG 15-Day Peaking Service Agreements
[Redacted]

NATURAL GAS CAPACITY TRANSPORTATION AND RELATED ISSUES:

Environmental regulators in New Jersey and New York have rejected applications for
permits needed to construct new interstate pipeline capacity. As a result, two of the
largest gas distribution companies in downstate New York—The Brooklyn Union Gas
Company d/b/a National Grid NY and KeySpan Gas East Corporation d/b/a National
Grid (collectively "National Grid")—have declared moratoria on processing new
customer applications in parts of their service territories. Notwithstanding these
utilities' determination that they lacked sufficient supplies to service new load, the
New York State Public Service Commission recently directed National Grid to show
cause why it could not connect over 1,100 new customers. As a result, National Grid
agreed to begin connecting these customers. The need to secure supplies to serve
these additional customers potentially will create further demand for the available
peaking supplies in the Northeast. This additional demand could make it more difficult
for ETG to purchase peaking supplies in future winters.

Investigation by NJBPU

The NJBPU directed its Staff to investigate, among other things, whether there is
sufficient upstream pipeline capacity secured to meet New Jersey customer needs
over the next five years. (See Chapter IV, Market Conditions, for a detailed discussion
of the NJBPU investigation.)

C. INFRASTRUCTURE REQUIRED TO INITIATE THE
PROCUREMENT FUNCTION

As in any business, infrastructure must be in place in order to conduct the business of the
company; in this case, the natural gas business of ETG. However, in the case of ETG
there was an Asset Manager involved in managing natural gas activities for ETG for the
period of this audit, 2009-2021.

ASSET MANAGEMENT AGREEMENTS (AMA):

In 2008, the FERC, under Order 712, authorized the use of AMAs. FERC expanded the
features of Order 712 AMAs in its October 15, 2015, order. AMAs are contractual
relationships in which an “Asset Manager” agrees to manage another party’s gas supply
and delivery arrangements, including its pipeline capacity. In a delivery AMA, a large gas
purchaser, such as an LDC like ETG, assigns to an Asset Manager its pipeline capacity;
its gas purchase contracts, if any exist; and authority to purchase gas supplies to satisfy
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the requirements of ETG. The AMA requires the Asset Manager to then deliver gas to the
purchaser when called on to do so under the terms of the AMA. To the extent that there
is excess pipeline capacity or surplus purchased gas, the Asset Manager is expected to
maximize the value of those assets by making bundled sales or releasing the pipeline
capacity to third parties, with revenues to be shared as provided for under the AMA. The
various AMAs associated with ETG were always contracted with ETG affiliates and are
listed below:

» The AMA and accompanying Gas Supply Purchase and Sale agreement was
approved by the NJBPU and covers the period April 1, 2008, through March 31,
2011, between Pivotal Utility Holdings Inc. dba Elizabethtown Gas (Pivotal) and
Sequent Energy Management.

» The AMA and accompanying Gas Supply Purchase and Sale agreement was
approved by the NJBPU and covers the period April 1, 2011, through March 31,
2014, between Pivotal (ETG) and Sequent Energy Management.

» The AMA and accompanying Gas Supply Purchase and Sale agreement was
approved by the NJBPU and covers the period April 1, 2014, through June 30,
2018, between Pivotal (ETG) and Sequent Energy Management.

» With the sale and purchase of ETG to South Jersey Industries (SJIU), consent to
assign Sequent Energy Management AMA rights and responsibilities to South
Jersey Resources Group (SJRG) for the remainder of the term, July 1, 2018,
through March 31, 2019, was granted.

» The AMA and accompanying Gas Supply Purchase and Sale agreement was
approved by the NJBPU and covers the period April 1, 2019, through March 31,
2022, between ETG and SJRG. An additional confidential NJBPU Board Order
was attached.

GENERAL DIVISION OF LABOR BETWEEN THE ASSET MANAGER AND ETG:

The language in the various AMA agreements is that the Asset Manager is responsible
for all tasks upstream of ETG’s city gate.

Asset Manager Responsibilities
The Asset Manager’s responsibilities include:

» Supplying firm gas consistent with ETG instructions.
» Scheduling volumes on pipeline systems.
» Finding markets for idle capacity resources. ETG considers the Asset Manager's

plan, but ultimately the Asset Manager determines the optimum daily deployment
of such excess resources.

» Complying with all NJBPU orders.

» Managing ETG’s storage accounts and trades such inventory, as necessary. The
storage capacity is to be filled as directed by ETG. The Asset Manager is solely
responsible for replacing any stored gas that it borrowed so that ETG has available
to it volumes of gas equal to ETG’s storage withdrawals levels at all times.
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Releasing excess capacity to third parties; capacity that would otherwise be

unused. All capacity releases must be subject to recall provisions and releases
greater than 31 days must be approved by ETG.

Establishing a system of accounts in which all transactions, both physical and
financial, may be tracked and audited by ETG and the NJBPU.

Maintaining contracts with counterparties and assuming and ensuring counterparty
credit risk under such contracts.

Booking and accounting for off-system transactions.

Monitoring and balancing supplies delivered to the city gate (i.e., while interstate
pipelines are expected to deliver certain volumes, actual measurement may reflect
minor differences).

Paying for all pipeline demand/reservation charges.
Paying for supply acquired on behalf of ETG.

Invoicing ETG for all costs (i.e., demand charges and ETG’s requested supplies
are billed by the Asset Manager to ETG).

ETG Responsibilities
ETG’s responsibilities include:

>
>
>
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YV V V VYV V

Y

Forecasting demand both long- and short-term loads.
Determining logical use of assets.

Retaining a small amount of storage and contracting, processing, and paying for
seldomly needed, intra-day supply and for the bundled peaking supplies.

Determining base load purchase levels and instructing the Asset Manager, prior to
the first of every month, on base load volumes to be purchased at IF first-of-the-
month prices. The instruction further directs the Asset Manager on the receipt
points to be used in accordance with the firm transportation assets. In this way
ETG determines the logical use of transportation assets.

Instructing and approving alternate delivery options.

On a day-to-day basis, instructing the Asset Manager the additional next day
volumes required priced at gas daily indexes.

Approving alternate delivery options.

Determining use of peaking resources.

Determining if balancing provisions of ETG tariff are to be put into effect.
Verifying contract compliance and Asset Manager invoices.

Managing all end-user imbalances to include the large consumers and the smaller
CHOICE programs.

Paying and reconciling both the demand charges against pipeline invoices and
supply charges against the requested supply and appropriate index pricing. Also,
reimbursing the Asset Manager for their costs.

Monitoring margin sharing.
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» Purchasing and managing all financial products (i.e., futures and price swaps).
Typically, 100 contracts per month are purchased on a weekly basis with the intent
to mitigate volatility as the price rises.

In addition to having an Asset Manager under agreement for the entire period of this audit,
ETG had the Front Office, Middle Office, and Back Office functions in place with
descriptions as follows:

» The Front Office function is the responsibility of the VP, Gas Supply Operations
who ensures ETG’s representatives comply with the SJIU Hedging Programs Risk
Management Policy (RMP) and the procedures that support their enforcement if a
non-compliance event occurs. The Front Office must address tools, resources, and
preparations required prior to buying the physical gas commodity and the related
financial products. Typically, the front office is the face of the company and the first
introduction to clients. Additional duties include appointments, calendars,
meetings, sorting of daily deliveries and deals with mail couriers, assist the Human
Resources team in exit and joining formalities, and maintain administrative and
operation records.

» The Middle Office function is performed by the Risk Management Department and
is tasked with monitoring the risk associated with physical natural gas trading and
with financial hedging activities. The middle office is the department that operates
between the front and back office. It typically manages risk and calculates profits
and losses. It is generally in charge of IT for gas purchasing, as well.

» The Back Office functions are the responsibility of the VP of Accounting, SJIU. The
reconciliation analyst function reports under the direction of the VP of Accounting.
The back office is the portion of a company made up of administration and support
personnel who are not client-facing. Back-office functions include settlements,
clearances, record maintenance, regulatory compliance, accounting, and IT
services.

OFFICE COMPONENTS

The components of the three office functions (front, middle, and back) include pricing
tools, credit, contracts, and the RFP process and are described below.

Pricing Tools

ETG contributes to and has download capabilities to all available pricing tools. S&P
Global Platts is a provider of energy and commodities information and a source of
benchmark price assessments in the physical commodity markets. ETG subscribes to the
“Platts Gas Daily” (GD) electronic bulletin and the Inside FERC (IF) electronic bulletin.
Both are Platts publications and contain market fundamental data including index close
information, NYMEX strip, bid week information, preliminary price report, and different
market intelligence data on a daily and monthly basis. The S&P Global Platts provides
ETG with the published index prices. The index may be a daily index, such as Platt's Gas
Daily (GD), or a monthly index, such as Inside FERC (IF). Both indexes allow for the
selection of the specific physical location for the transfer of title (e.g., at Henry Hub, [the
NYMEX equivalent locational point]), a pooling point, or a gated point (e.g., ETG’s city
gate). A download of pricing data linked to ETG’s energy trading and software computer
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system (ENDUR) provides a complete picture and automated processing of physical and
financial gas transactions.

Intercontinental Exchange (ICE) operates regulated global futures exchanges and over
the counter (OTC) markets through a globally distributed electronic platform and offers
trading in thousands of OTC contracts covering a broad range of energy related products
and contract types. ICE OTC market participants include many of the world’s largest
energy companies, leading financial institutions, and proprietary trading firms, as well as
natural gas distribution companies and utilities. ETG has access to ICE’s Market-Q
application that provides real-time NYMEX data. Lastly, ETG extracts NYMEX Futures
settlement data from the Chicago Mercantile Exchange (CME) Groups website.

ETG uses Platts S&P Global independent prices for all settled gas prices and ICE for all
future prices. For accuracy, these published prices are interfaced with ENDUR and
reconciled with Platts and ICE.

Credit

Dependable natural gas suppliers that own sufficient natural gas assets are fundamental
for the procurement of natural gas. It is the policy of SJI and its subsidiaries to develop
credit guidelines in order to extend credit to customers and counterparties involved in the
purchase and sale of natural gas at the retail and wholesale level. Credit is evaluated for
all suppliers/vendors of physical gas. The credit evaluation does not discriminate between
those suppliers who may be selling to ETG as opposed to entities that ETG may sell to.

ETG retained a small amount of storage and ETG contracts, processes, and pays for
seldomly needed, intra-day supply and for the bundled peaking supplies. While the
affiliate SJRG is currently the acting Asset Manager and bears the majority of gas
purchases, ETG in its own right has some exposure and therefore must comply with credit
standards. An investigation into the financial health/wealth of each supplier includes the
following items to review and steps to take:

» Complete legal name, mailing address, and phone number of the counterparty.

> Copy of the latest annual audited financial statements of the counterparty for the
past three years or of its parent company, if applicable. This information presented
to ETG by the supplier and is utilized to perform financial analysis to determine the
financial stability of the company with balance sheets, cash flow statements,
inventory turnover rates, debt structure, management performance, market
conditions, and similar data is.

» All financial instruments and evaluation tools available in the marketplace are
used. Dunn & Bradstreet, S&P Global, and Fitch Tools provide forward-looking
insights as well as in-depth information. These tools and products allow risks to be
identified, credit trends understood, and data leveraged for success in today's
complex markets.

» An individual electronic file is prepared and maintained in the Risk Management
Department (RMD) for every counterparty.

> An upper credit limit is established for all ETG entities’ purchasing requirements,
and the credit limit is entered into ENDUR.
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> A contract will not be routed for approvals and executed until credit is approved.
Once there is a fully executed North American Energy Standards Board (NAESB)
contract, the Risk Group enters the contract into ENDUR.

» When ETG prepares a request for proposal (RFP) to solicit bids from suppliers for
a volumetric period of months or multi-months, the first step is to forward to Risk
Management the list of suppliers to recheck their credit.

» Once the responses to the RFP are reviewed and winner(s) are established, the
Risk Department may ask for additional credit assurance, but the benefit of the
pre-approval process means that credit requirements are immediately known.

» The Risk Department uses Mark-to-Market accounting to value the multi-month
strip of gas. The basic principle here is that the NYMEX is an ever-moving vehicle
of pricing; on-going credit evaluations continue.

> All suppliers are reviewed on a daily basis to evaluate the effect of additional
purchases.

> If a situation occurs where a supplier has reached his upper limits and more than
one South Jersey entity has commitments in place, the upper limit credit is pro-
rated between the parties based on volumetric load.

» A monthly review of all receivables examines existing counterparties to ensure that
SJl is compliant with the credit standards established by the Risk Committee.

» RMD has the responsibility of entering all the credit limits in ENDUR and only RMD
is authorized to make changes in ENDUR related to credit.

» An individual electronic file is prepared and maintained by RMD for every
counterparty.

Contracts

The NAESB is an industry-led effort to develop business practice standards—including
standard contracts such as the NAESB Contract, communications, and e-commerce
protocols for the natural gas industry. NAESB includes the wholesale and retail gas and
electric sectors of the energy industry. The Base Contract is one of the most commonly
used contracts for the purchase and sale of natural gas in North America.

All ETG contracts, including NAESB contracts, must be entered into the secure and
independent central electronic system, Application Xtender/APEX, which routes the
contract through Legal, Risk Management, Tax, Insurance, Treasury, Accounting, and IT.
Legal may add amendments to the master contract to address areas of concern. All
contracts must be credit approved and must be executed by an officer of ETG. The APEX
system was replaced with an identical system called SCOUT/Workday Strategic
Sourcing. The individual companies under the SJl umbrellas each have their own NAESB
agreements.

The ENDUR computer system generates daily or first-of-the-month deal sheets for
emailing or faxing directly to counterparties or brokers. The gas traders must monitor the
deal sheets with the counterparty; deal sheets amend the master agreement. Once the
master NAESB agreement has been entered into ENDUR, ENDUR will permit gas to be
scheduled without a fully executed deal sheet being present in the deal capture system.
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Traders depend on email traffic as confirmations of the recent trades until an executed
deal sheet is returned. A summary version of the contract approval process is as follows:

» Pre-approved contract templates (i.e., NAESB with amendments) are available for
ETG staff in the Scout/Workday system.

» The staff member who submits the contract must respond to questions required by
the Scout/Workday flowchart. Based on the answers to the questions, a numeric
classification is assigned to each contract for the purpose of routing the contract
to the appropriate departments for approval.

» Contracts with a numeric classification of zero or one require only the Legal
Department review; contracts classifications between two and five require a review
by Legal, Risk Management, and Insurance Departments; contracts classification
of six or above require review by Legal, Risk Management, Insurance, Tax,
Accounting, and Treasury Departments. ETG does enter into hedging contracts
and those types will require Risk Management review.

Email notification includes the contract status (approved, approved with revisions, or
rejected) and the comments that were made from each of the required approvers
according to the classification that was indicated during the flowchart questions in
Scout/Workday. Contracts being worked outside of Scout/Workday follow all approval
steps but are routed through email due to the confidentiality and/or complexity these
contracts involve. These types of contracts typically require extensive negotiations and
involve the services of outside counsel and/or multiple parties. The contract and relevant
support data are loaded into Scout/Workday when the agreement is executed.

The RFP Process

ETG enters into Peaking Services and buys small amount of gas on an intra-day basis to
fill the small amount of storage that ETG did not assign under the AMA structure. RFPs
seek natural gas suppliers to respond and offer supply based on the conditions listed in
the proposal. The proposal includes the price, terms, and conditions under which ETG is
willing to purchase natural gas supplies at the specified receipt point(s). Typically, any
buyer the size of ETG would issue an RFP to all potential suppliers with whom there is a
NASEB agreement in place and are credit approved. RFPs seek supplies for future
months and are not intended for current day/week/month purchases. Based on ETG'’s
gas purchases, the RFP process would be used for Peaking Services.

INFORMATION TECHNOLOGY

The complete Openlink ENDUR Platform has ten components. SJI initially purchased the
Risk Management component in 2014 and implemented it in 2015 to manage financial
hedges in their portfolios. This purchase was ENDUR version 10.2.1. During 20162017,
other components were added including the physical gas component. It took one year to
implement the physical gas component and successfully operate it independently. The
ENDUR Platform is shared by SJRG, SJG, and ETG with SUIRG owning the majority
share. There was an upfront investment of $11,166,316 and an annual licensing fee of
$282,007.68. SJI updated to and is currently operating with ENDUR version 16 at an
annual cost of $1.62 million. The application is scheduled for upgrade in 2023 or 2024
with a projected budget of around $831,500. The level of effort to create the
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enhancements requested will determine the implementation date. A reduction in the
upgrade cost is due to improved knowledge and capability of ETG’s staff with the
implementation process making them much less reliant on external contractors as with
the 2016 upgrade.

For tracking purchases prior to the purchase and sale to SJl in the year 2018, ETG utilized
an in-house developed database application. That application, known as Energy
Management System (EMS) was generally similar in concept to ENDUR.

ENDUR’s Physical Gas Supply Capabilities
ENDUR’s capabilities to manage physical gas supply are as follows:

» Provide contract support and contract management. For example, master
contracts with transactional deals entered as purchases or sales are made as
amendments to the master agreement.

» Generate daily deal sheets or statements for emailing or faxing directly to
counterparties or brokers. The gas traders must monitor the agreement with the
counterparty in the case of a daily deal sheet. ENDUR will permit gas to be
scheduled without a fully executed deal sheet entered if the master NAESB
agreement is in the ENDUR system.

» Track the amount of firm transportation capacity released to marketers and others.
ENDUR does not manually adjust the original ETG firm transportation capacity
contract downward to reflect revised contract quantities. The reduction must be
entered manually. ENDUR does not currently flag the aggregate of nominations
when firm transportation capacity contract quantities are exceeded. Reports are
generated and must be reviewed by gas supply staff. ETG expects that this feature
will be provided by the new upgrade.

» Capture physical deals. ETG gas trader instructs the Asset Manager the quantity
of gas to be purchased at first of the month prices and instructs daily the volumes
of gas to be purchased on a daily basis. The trader enters into ENDUR volumes
and associated prices per instructions given. ENDUR includes internal
transactions for inter-book and inter-company deals as well as physical exchange
deals.

» Capture outstanding imbalances and path the route from supply to delivery.

» Finalize deals. The final stage of transactions is cash disbursements and
collaboration with vendors through receipt of invoices and generation of invoices
as appropriate. ENDUR is an end-to-end system; it will identify, quantify, and
manage a transaction from beginning to end.

The AMAs in effect throughout the audit review period dictated the process by which ETG
requested supply. Based on ETG’s requests, the Asset Manager purchased the supply
and was responsible for nominating that supply on the interstate pipeline electronic
bulletin board systems as well as the utilities nomination system. Prior to 7/1/2018, the
previous owner was responsible for those tasks using its own computer systems. The
Company does not have a policy for nominating gas.
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The afternoon confirmation of supply requires manually checking pipeline Bulletin Boards
to determine if the supply that supports the nominations are confirmed. The confirmation
is followed by the manual entry of the reduced volume, if appropriate, into ENDUR to
reduce the acting deal sheet with the counter party. Again, a transfer mechanism from
the Bulletin Board to ENDUR does not exist.

The process to query the ENDUR system requires an expert from IT to assist. ENDUR
can generate multiple reports, whether standard or customized, and reports are
structured by the IT group and generated at planned intervals. The key report generated
by most systems like ENDUR is the Daily Activity Report which is sorted in various ways
and circulated to various departments.

ENDUR’s Ability to Track Financial Hedges
ENDUR’s capabilities to track financial hedges include the following:

» ENDUR is used to track physical gas and financial hedges.

» Financial products associated with financial hedges and physical gas are housed
in the ENDUR system. The Gas Supply Department and Midstream Partners,
acting as a consultant to ETG, are responsible for entering the hedges into
ENDUR. The RMD reconciles the transactions in ENDUR to J.P Morgan
statements on daily/monthly basis.

» Delivers web services with connectivity to external data sources, including pricing
sources, (i.e., Platts and commodity exchanges like New York Mercantile
Exchange [NYMEX] and Intercontinental Exchange [ICE]). ETG uses Platts S&P
Global independent prices for all settled gas prices and ICE for all future prices.
For accuracy, these published prices are interfaced with ENDUR and reconciled
with Platts, ICE, and J.P Morgan statements/files.

> In accordance with SJIU Risk Policy, ETG uses Energy Futures and Energy Swaps
based on NYMEX and ICE for financial hedging.

» The RMD reviews and monitors the financial transactions. Mark-to-market is a
method of measuring the fair value of accounts in the present market. The cost of
gas fluctuates between the time a futures contract was purchased and the current
day. If prices have risen, the broker will require more money (i.e., a Margin Call).
Margin calls are disbursed and approved by the RMD.

» GD pricing for the most recent day’s gas trades is loaded into ENDUR both late at
night and early morning. That data is available to traders when the morning gas
day begins.

» Pricing data from electronic exchanges are automatically transferred into the
ENDUR environment.

» ENDUR does not provide NYMEX or ICE data in real time.

ENDUR provides a report at the end of each day that reflects credit limits on a
vendor basis and does not have a signal generated during deal capture or
execution. The additional features that would prevent gas from being scheduled
when credit limits are exceeded are not there. Monitoring and comparing newly
scheduled volumes to established credit limits is a function performed manually by
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the gas schedulers and the RMD. SJG buys the majority of its gas supplies on a
daily basis; therefore, the credit risk is limited to one daily purchase from one
supplier.

» ENDUR generates and analyzes accruals and monitors receipt and payment to
vendor invoices.

» ENDUR finalizes deals. The final stage of transactions is cash disbursements and
collaboration with vendors through receipt of invoices and generation of invoices,
as appropriate. ENDUR is an end-to-end system; it will identify, quantify, and
manage a transaction from beginning to end.

» ENDUR'’s Accounting Module captures trades, credit, and settlements, and offers
support of mark-to-market and accruals.

OTHER DATABASES WITHIN GAS SUPPLY:

The Asset Manager was responsible for nominating supply on the interstate pipeline
electronic bulletin board systems as well as the utilities nomination system. Prior to
7/1/2018 the previous owner's EMS electronic system was used; the Supplier Portal was
used after that date.

SJIU confirms the supply with the pipes and can do so because the Asset Manager
entered all deals into the ENDUR computer system. SJIU provides a Confirmation Service
as a shared service to ETG, SJG, and SJRG. The confirmation of supply is performed
every day. The focus is on tracking and confirming the gas supplies being delivered to
ETG’s city gates. They access the pipeline Bulletin Boards to see if the pipeline made
cuts because of a failure on the part of gas suppliers to put the correct volume of gas into
the pipe at the receipt points. Where there appears to be a deficiency in the volume of
gas putinto the individual pipelines, the group contacts gas suppliers to see if the situation
can be corrected. If the issue cannot be corrected, the confirmation group has the ability
to cut the pipeline nomination down to the level of the associated supply. This group uses
a system designed in-house referenced as the STARS portal. Traders use the Supplier
Portal for system supply and Third-Party Suppliers / independent marketers who
participate in open access transportation and CHOICE programs use the Marketer portal.

D. RELIABILITY

The historic reliability of natural gas is due to its operational characteristics which include
the physical operations of natural gas production, transmission, and distribution which
ensure the system is inherently dependable and resilient. Disruptions to natural gas
service are rare. When they do happen, a disruption of the system does not necessarily
result in an interruption to scheduled deliveries of natural gas supply because the natural
gas system has many ways of offsetting the impact of disruptions.

For the entire 13-year period of this audit, ETG engaged their various marketing affiliates
as managers of their gas supply and gas storage functions. In FERC Order No. 712, the
FERC found that Asset Management Agreements (AMAs) maximize the utilization and
value of pipeline transportation capacity and gas storage capacity by creating a
mechanism for capacity holders to use third-party experts to manage their capacity
assets. In general, an AMA is a contractual relationship where a party agrees to manage
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gas supply and delivery arrangements, including transportation and storage capacity, for
another party.

FIRM CONTRACTUAL ARRANGEMENTS ENSURE RELIABILITY OF SERVICE.

The physical operations of pipelines provide an elevated level of reliability in terms of their
physical operations and ability to physically deliver gas to their customers. Yet, to benefit
from this reliability, large-volume customers (e.g., industrial users, electric generators,
commercial customers) and Local Distribution Companies (LDC) must do their part to
ensure continuity of service by contracting for both firm transportation services (FTS) and
firm storage services (FSS) to meet their own and their customers’ obligations. Absent
customers purchasing pipeline capacity on a firm basis, pipelines may not have spare
transportation capacity available on their systems, or a higher priority firm transportation
customer may bump the non-firm customers’ service for reasons unrelated to physical
gas or transportation disruptions. On the coldest days (known as “peak days”), when
weather-sensitive firm transportation customers are using their full contractual
entittements, there may be no interruptible transportation capacity left over for
interruptible customers.

To use its FTS and FSS, the LDC must have volumes of gas committed under supply
contracts with suppliers. Transportation vehicles and storage resources are not beneficial
if there is not a product to transport or store. Historically, the major risk from not having
fixed volume contracts was limited to the winter period, and then only the exceptionally
cold days. In more recent years, weather patterns have changed; hurricanes do not follow
previous patterns. Suppliers of natural gas are only obligated to sell gas to a particular
entity if they are obligated to do so by contract. When critical weather scenarios occur,
not only will prices soar but there can be freeze offs where suppliers may prefer to protect
their gas wells rather than flow gas to make money. ETG has an abundance of FTS and
FSS committed for years into the future. Under ETG’s purchasing strategy for the period
of this audit, ETG had an AMA in place with its affiliate(s). The AMA assigned the FTS
and FSS to its affiliated manager(s). Those assets are used as tools by the manager to
manage and optimize the assets. The AMA obligates the manager to deliver the daily
requirement to ETG’s city gate as called upon.

STORAGE WITHDRAWALS

The one option to bridge the enormous gap between supply and demand during winter is
gas storage. Storage is critical to the way the market functions and to price formation.
Approximately 20% of all-natural gas consumed during the winter is supplied by
underground storage.

Functionally, physical storage provides reliable and safe access to affordable natural gas
supplies that serve all firm customers, including industrials. The nature of LDC-owned or
leased storage is that injections occur during the summer period, typically in April and
continuing through October of each year. The stored gas is then available for withdrawal
during the winter period starting in November and continuing on a monthly basis through
the following March. During periods of low consumption, such as the seven months from
April through October, excess supply can be injected into storage. During periods of
elevated consumption, such as the five months from November through March, gas is
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withdrawn from storage to meet demand. Thus, storage is a time arbitrage — buy today to
sell a certain number of months from now. Purchases during the summer period are
generally not subject to the level of price spikes typically experienced during the winter
period.

Specifics of Storage

Storage facilities are owned and operated by interstate and intrastate pipeline companies,
LDCs, and independent storage operators. The gas held in storage may also be owned
by the operator, but most of it is held in the storage facility under lease with shippers,
LDCs, or end users. Certain interstate pipelines that operate storage facilities require
storage withdrawals to be on a timetable and daily volumes per winter month are
specified. In addition, certain levels of withdrawals must be reached by a certain date.
This ensures that storage has the space to accept the injections expected to begin in
April.

Gas must be received in the supply areas and moved into the storage facilities owned by
the interstate pipeline; firm transportation is required to inject and the delivery point is
limited to the specific storage facility. Firm transportation is required to withdraw from
storage and move the gas to the LDC’s city gate. The firm transportation withdrawal
contract is specific to storage as a receipt point and the LDC’s city gate as a delivery
point. Interstate pipelines will calculate both legs of the firm transportation to match the
permitted storage injection and withdrawal volumes.

Not all pipeline natural gas tariffs specify summer injections and winter withdrawals. For
example, Transco pipeline provides at least three rate schedules that permit injections
into storage of a maximum quantity on any day and withdrawal from storage on any given
day the quantity of gas in storage. This storage is available for injection or withdrawal on
any day (e.g., seasonal limitations do not apply).

ETG has leased storage capacity on various pipelines where transportation is a
component of or bundled with that service. This storage capacity is distributed across five
independent storage rate schedules, each with their own terms and conditions. These
storage rate schedules are identified as Transco’s General Storage Service (GSS), Texas
Eastern’s Storage Service (SS-1), Transco’s Leidy Storage Service (LSS), Storage
Service (S-2), and Transco’s Liquefied Natural Gas Storage Service (LNG). The following
exhibit shows the maximum capacities available to ETG for these five schedules from
2009 through the end of 2021.
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REDACTED

[I. Procurement and Purchasing

ETG Storage with Transportation Attached

Pipeline | ¢ ow |Begin Date| End Date D?:\',IVM‘I';T"L‘,’)“G wmneém?x
EAST. GAS |GSS-TE | Oct93 | Mar-21 23,190 2,387,206
TETCO  |SS-1 Ju-18 | Apr-24 3,646 379,911
TRANSCO |GSS 71171996 | 7/1/2001 27,604 1,759,955
TRANSCO |LSS 41111984 | 3/31/2023 8,000 600,000
TRANSCO |S-2 11/1/1954 | Evergreen 7,267 653,186

Totals 69,707 5,780,258

ETG has gas stored with and without specific firm transportation associated with the
storage account. ETG is contracted for a significant volume of FT that generally picks up
flowing gas from various suppliers to move to their city gates. The stranded supply in
storage is relevant when daily purchase prices are elevated. Displacing gas being
produced in real time with the referenced storage gas on such days can create significant
gas cost savings because the stored gas was injected during less expensive summer
months. The following exhibit illustrates storage volumes that rely on either associated
storage firm transportation or requires ETG’s firm transportation to move the gas from the
storage receipt point to the ETG city gate.
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REDACTED

[I. Procurement and Purchasing

ETG Storage Used as Supply with Independent Transportation Required

. Rate Begin 2E LTI
Pipeline Schedule Date End Date Volume (Max
(MMBTU) MMBTU)
With Associated Firm Transportation Capacity

TCO FSS Apr-2020 Mar-2023 3,644 230,168
EAST. GAS GSS-TE Oct-1993 Mar-2021 23,190 2,387,206
TRANSCO GSS Apr-1984 Jul-2001 27,604 1,759,955
TRANSCO LSS Apr 1984 Mar-2023 8,000 600,000
TRANSCO S-2 Nov. 1954 | Evergreen 7,267 653,186
Subtotal 69,705 5,630,515

Without Associated Firm Transportation Capacity
TRANSCO ESS Nov-1993 | Evergreen 14,397 250,075
TRANSCO WSS Feb-2002 | Evergreen 40,149 3,412,638
GULF SOUTH FSS-P Apr-2013 Evergreen 10,000 100,000
EAST. GAS GSS Jan-1993 Mar-2023 10,826 645,244
STAGECOACH FSS Sep-2003 Mar-2019 3,040 304,000
TENN. FS-MA Nov-1994 | Evergreen 1,014 100,485
ARLINGTON FSS-A Apr-2013 | Evergreen 5,556 500,000
EAST. GAS GSS Feb-1999 | Evergreen 16,667 1,666,666
Subtotal 101,649 6,979,108
Totals 171,354 | 12,609,623

The following exhibit reflects daily volumes burned in January 2018. This month was
selected because it was one of the coldest months during the 13 years reviewed in this
audit. The volumes represent the load served by ETG and do not include volumes
supplied by independent suppliers for customers who choose a supplier other than ETG.
For comparison purposes, firm transportation is reflected as well as leased storage
capacity where transportation is attached. Additionally, ETG has LNG available for a
limited number of days, some of which is owned and operated by ETG with a second
source purchased through Transco. This load is further supplemented by a Peakin