Agenda Date: 522118
Agenda ftem: 2K

STATE OF NEW JERSEY -
Board of Public Utilities
44 South Clinton Avenue, 3 Floor, Suite 314
Post Office Box 350
Trenton, New Jersay 08625-0350
www.higov/bpul

ENERGY

INTHE MATTER OF THE PETITION OF SCUTH ) DECISION AND ORDER
JERSEY GAS COMPANY FOR APPROVAL TO )] APPROVING STIPULATION
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Stefanie A. Brand, Esq,, Divector, New Jergey Division of Rate Counsel

BY THE BOARD:
BACKGROUND
Storm Hardening and Reliability Program Petition

Ths New Jersey Board of Public Utlfities (*Board”) s empowered 1o ensure that regulated public
utilities provide safe, adequate and proper service to the citizens of New Jersey. N.JLSA. 48:2-
23. Pursuant to N.J.8.A. 48:2-13, the Board has been vested by the Legislature with the general
supervision and reguiation of and wrisdiction and contrel over all public ufilities, "so far as may
be necessary for the purpose of carrying out the provisions of [Title 481.° The courts of this
State have heid that the grant of powar by the Legislaturs o the Board Is to be read broadly,
and that the provisions of the stafute goveming public ulilites are to be construed liberally, See,
2.4, In-rg Public Service Flectric and Gas Company, 35 N.J. 358, 371 {(1961); Township of
Deptford v. Woodbury Tegrace Sewerage Corp., 54 NJ, 418, 424 (1969}, Bergen County v.
Dep't of Public Utifities, 117 N.J. Super, 304 (App. Div. 1871). The Board is aisc vested with the
autherity, pursuant to N.J.8.A. 48:2-18, fo investigale any public utility, and, pursuantto NJ.S.A,
48:2-18 and 48:2-40, o issue orders to public utllities.

On March 20, 2013, the Board issued an Order’ ("March 2013 Order*), recognizing “that there
remains & very real inteat from futare Major Storm BEvents, " ‘The Board found that "1 s oritical to
investigate prudent, cost efficient and sffective opportunities to protect New Jersey's utility

" in the Matier of the Board's Estebiishment of a Generig Proceeding 1o Reyiew Costs, Benefits, and
Reliabity Impacts of Maior Storm Event Mitigation Efforts, BPU Docket No. AX13030187. (March 20,
2013} -

2 "maior Storm Event' Js defined as a sustained Impact on o interruption of ity service resulting from
conditions beyond the contral of the ulility that affects at Jeast ten (10) percent of the customers in an
area. March 20 Order at 2,
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infrastructwe against damage from future Major Stonn Events.” The Board invited all regulated
utilities to submit detailed proposals for infrastructure upgrades designed 1o protect the State's
utllity infrastructure frot future Major Storm Events.

By Order® dated August 20, 2014, the Beard authorized South Jorsay Gas Company (*SJG” or
“Company”} to Invest approximately $103.5 million {excluding Allowance for Funds Used During
Construction (AFUDC™) in its Storm Hardening and Refiability Program ("SHARP") over a three
{3) year period ending June 30, 2017. The SHARP Order authorized SJG 16 replace low
pressure maing and associated services with high pressure maine and associated services,
efimination of fifty-twa (52) regulator stations, and the instaltation of excass flow values (*EFvs”)
in the municipatiies of Atlantic City, Ventnor City, Margate, Longport, Ocean City, Wildwood,
North Wilowood, Witdwood Crest, and Wast Cape May. The SHARP Order also authorized a
cust recovery mechanism applicable to SHARP projects through an annuat base rate
adjustonient, to be implemented on a provisional basie, pending a prudency review in future base
rate cases. According fo the Company, it has replaced approximateiy ninety-two (82) miles of
main and 11,000 services under SHARP as of June 30, 2017,

Storm Hardening and Reliabifity Program Il Petition

On November 2, 2017, SJG filed a petition ("SHMARE I} Petition”} for approval of g second phase
to its SHARP ("SHARP 11" or "Program®) and an asscciated ¢ost recovery machanism. The
Company proposed a three (3} year program, with a ltotal investment level of approximately
£110.25 million. The Company preposed to include in SHARP 1l four (4) system enhancemsnt
projects within the coastal regions, including: (1) EFVs; (2) the Absecon istand Loop Project; (3)
the Ocean City Loop Profect; end (4) the Brigantine Beach Project. Acsording to 8JG, SHARP
Il is designed to improve the safety, redundancy, resiliency and integrity of SJG's natural gas
distribution system infrasttture in coastal areas, making it lsss susteptible to storm damage.

BJG proposed to recover the annual revenus requirements associated with SHARP 11 in the
same manner approved in the SHARP Order.  The Company requested a revenue requirement
that utilizes a net investment, with & return that will be calculated utiizing a Weighted Average
Cost of Capitat {"WACC") of 6.8% which Includes a retum on equity of 8.6% and an equity-to-
capitalization ratio of 52.50%, amongst other items. ‘

By Order dated Dacember 19, 2017, the Board determined that the SHARP 1 Petition should be

retained by the Board for hearing and, pursuant to N.J.S.A. 48:2-32, designaled Cemmissioner
Dianne Solomon as the presiding officer authorized to rule on all motions that arise during the

pendancy of thasa proceedings and modify any schedules that may be set as necessary to

secure a just and expeditious determination of the jssues. Further, the December 19, 2017

Grdey directed that any entilies seeking to intervene or pariicipate i this matter file the

appropriate appiication with the Board by January 12, 2018, There were no motions to

intervene or paiticipate filed in this matter.

On Faebruary 21, 2018, Commissioner Selomon jesuad a Prehearing Order setting forth the
procadural schedule in this matter. Following proper public notics, two {2} public hearings were
held in Voariiees on March 15, 2018, One member of the public appeared, however no
comments were entered into the record. The Board did not recelve any written comments with
regard to the SHARP [ Petition.

* In rg the Paiftion of Jersey Gas Company for roval of a Stonm Hardening and Reliabilit
Pragram (SHARP) and Associated Recovery Mechanism, BPU Docket No. GO13080814. (September 20,
2014) CSHARF Order’).
2
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STIPULATION:

Following the review of the SHARP It Petition and discovery, the Company, Board Staff and the
New Jersey Division of Rate Counsel {"Rate Counsel’) (coilectively, “Parlies”) held several
conferences and on May 2, 2018 executed a Stipulation of Serlement (¢‘Stipulation”). The
Stipulation* provides for the following:

18,

4.

18

18

17

18.

18.

The scope of the SHARP Il Projecte shall include the Company's proposed
pipeline looping profects, inchiing the Absecon Island Loop Project, Ocean City
Loop Project, and Brigantine Bridge Project, and installation of approximately
20,000 EFVs in coastal arsas,

Tone SHARP Il expendilures eligible for cast recovery will be canped at an
Investment tavel of up to $100.25 miliion, axcluding AFUDC, as described in the
stipulated cost recovery mechanism. The Parties propose that the SHARP I
commence on June 1, 2018 and SHARP 11 Investments be made over 2 3 {three)
year period ending June 80, 2021. Cost recovery on expenditures made in
excoss of the SHARP I cap may be sought by the Company in the normal
course of a hase rate proceeding.

The Parties agree that the SHARP | Project investments are incremental to the
Company's regular construction budget for the pericd ending June 36, 2021,

The Parties agree that the SHARP Il Project costs shall not exceed $33.4 million
per year, plus or minus fiteen percent (15%), with a total cap of $100.25 miliion
over & 3-year period.  8JG reserves the right to raquest additionat relief in a
subseguent procesding.

During tha SHARP 11, the Company has agreed to invest an additionat 310 million
base spend (l.e., "Stipulated Base”} to be recovered in the Company's next base
rate case proceeding. The Stipulated Base will include service replaoements
identified during the inslallation of EFVa in ¢oastal areas.

The Company has agreed to complete all localized main repiacemems that are
necessary to permit minimum pressure fevels at all poriions of each proposed
SHARP |l looging project at all times including peak demand days and when one
of the supply feeds s not available, prior to placing the projects in service, as part
of its normal base capital expenditures.

The Company has agreed 1o include non-construction expenditures, such as
pianning and engineering of SHARP il Projects incurred as of June 1, 2018, in
revenue requiremsnts associated with SHARP 11 projects from June 1, 2018 to
June 30, 2018 (L.e., SHARP I invesiments for the first year of SHARP 1),

4 Alihough summarized in this Order, should thers be any conflict between this sumimary and the
Stipulation, the detailed terms of the Stipulation are ¢ontrolling, subject to the ﬂnd ings ¢ and conclysions of

this Order. Each p is d 1o ceincide with the p phs in the

3
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A . COST RECOVE]

20.

21

22

23

24.

The Parties agree that cost recovery for SHARP 1l Projects will be effectuated by
an annual adjusiment t© base distribution rates (*SHARP |l Base Rate
Adjustments™). In order to effeciuate the cost recovery process, the Company
shall make annuel Revenue Adjustment Filings ("Annual Filings’), which shall be
made on the following schedule:

a. Revenue Requirements associated with SHARP Il Investments that are
placed in service through and including June 30, 2019 shall be included in
bage rates effective Octover 1, 2010, SJG shalt make its Intiat Hifing for such
ratas in April 2019 and update such flling for actual data through June 30,
2019 by July 15, 2018,

b. Revenue Requirements associated with SHARP Il Investments that are
plated in service through and including June 30, 202¢ shall be included in
base ratas effective October 1, 2020, 8JG shall make its initial filing for such
rates in April 2020 and update such filing for actual data through June 30,
2020 by July 18, 2020,

<. Revenue Requirements associated with SHARP 1 Investments that are
placed in service through and including June 30, 2021 shall be included in
base rates effective October 1, 2021, $JG shall make its intial fiing for such
rates in Aprit 2021 and update such fling for aclual data through June 30,
2021 by July 15, 2021,

<. s understood and agreed that the sdiustments reflected in subparagraphs
a-¢, above, are base rate adjustments and are nof subject to true-up or
reconcliation once placed into base rates.

Rate Counsel and Stalf will have the opperiunity to propound discovery on the
information provided by 8JG in each of the Annual Filings. Each Annual Filing
will be notficed for public hearings with the opportunity to file testimony and, if
nacessary, evidentiary hearings.

The Parties agree that SHARP Il Projects will be subject to a review for prudent
and reasonabie expenditures in the Company's nest base rate proceeding.
Annual Filings for base rate adjustments are therefere provisional and subject to
refund by the Board.

The Parties acknowledge that by virtue of the Board Order dated October 31,
2016 in Docket No. GR16020175,° the Company shall fe its next base rate case
na later than November 1, 2020,

The Comipany further agrees to file a base rate case within three (3) years
foliowing the conciusion of its SHARP 1

® in the Matter of the Pefiton of Scuth Jarsey Gag Comenny %o Confiwe is Accelerind Inflagiruciure
R

ment Pragram (CAIRP”

Pyrsuant o N.J.S.A 482-21 and N LS A 4B:2-21.1 and for Anproval of

2 Base Rate Adiustment to Raflect AIRP investments in Rase Rates Becigion and Order Apbroving
Stipulation of Settlement, Docket No, GR16020175 (Gct. 31, 2016).

4
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The SHARP il Revenue Requirements 1o be included in each of the Annual
Filings discussed in the Stipulation will be calculated as foliows:

Definitions;
SHARP 11 Investment Cosils - All qualifying SHARP 1l invesiment capital

expenditures, including actual costs of engineering, design and construclion, and
property acquisition, inchuding actual labor, materials, overhead, and capilaiized
AFUDC assotiated with the projects (‘SHARP # Investment Cosis”), will be
recovered through base rate rolling for sach of the time periods described
above, The SHARP It Costs will be recorded, during construction, In an
associated Construction Work in Progress (“CWIP") acsount and transferred to a
Utility Plant in Service account (“UPIS") upon the respestive project being
deemad used and useful. When SHARP !l Projects are transferred from CWIP to
UPIS, the booking of AFUDC shall cease.

Welahted Average Cost of Capital ("WACC®) ~ The returm on the SHARP I
Program Rate Base shall be cakoulated at a weightad average cost of capital
including a $.60% retum on equity and an equity-to-caplitalization ratio of 52.50%.
This results in @ WACC of 8,88% (6.22% after tax) (the *After Tax WACCY). The
Parties agree that any WACC autnorized by the Board in a subsequent base rate
case will be reflected in the subsequent revenue requirement calculations rather
than the WACC stated in the Stipulation, for the immediately following SHARP o
annual filing,

The annual SHARP It Revenué Adjustment will be calculated using the following
formula:

Revenue Requirement = ((BHARP Il Program Rate Base * Aftar Tax WACC) +
Depreciation Expense (net of tax)} * Revenve Factor

SHARP 1l Program Rate Base ~ The SHARP I Program Rate Base will be
calculated as SHARP 11 Ipvestment Costg, including CWIP transferved inlo
service and associated AFUDC, less associated accumulated deprediation and
less i ac lated d income taxes.

AEUDG - AFUDC shall be calculated utilizing the "Moditied FERC Formula®
described in the Stipulation.

Depreciation Expense ~ Depreciation expense will be calculated based upon the
asset class multiplied by the assocfated depreciation rate for that asset, as
established in the Company's most recently compieted base rate case in which
such depreciation rates are established The Company wilt begin to depreciate
SHARP [l Praject assete once they ace placed In service.

Revenue Factor — The Revenue Factor adjusts the Revenue Requirement Net of
Tax for Faderal and State income taxes, the costs agsoclated with the Board and
Rate Counsel Annual Assessments, and Bad Debt. The revenue factor utilized
by the Company is 151666, which was utilized to sef rates in the Company’s
most recont base rate case, adjusted for subsequent tax changes. The Revenue
Factor will be adjusted fo reflect any subsedquent changes in the cormorate
Federal income tax rate, or the New Jersey Corporation Buginess Tax or Sales

5
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and Use Tax rates. Furthermore, the Parties agree that any Revenue Factor
authorized by the Board in a subsequent base rate case will be reflected in the
subsequent revenue requirement calculations rather thean the Revenue Factor
stated above, for the immediately following SHARP 1t Annust Filing.

Oparation and Maintenance ("O&M’) Expenses associated with the SHARP Ii
Projects wilt not be included in the calculation of the BHARP It Revenue
Requirement, nor will such costs be deferred.

5JC agrees that the SHARP 1l Revenue Adjustments will be provisional and
subject to refund solely based on o fulure finding by the Board that 8JG
ur bly and imp ily incurred capital expenditures through SHARP I

The "Maodified FERC Formula” utilized to salculate the AFURG rate for SHARP (|
purpeses, shall be ¢s follows:

a When the Company’s total CWIP balance, including CWIP associated
with SHARP [l projects, is iess than or equal to the Company's
autstanding shori-term debt {'S/T debt”) balance, the applicable AFUDC
rate will ba equal to the Company’s monthly cost of $/T debt, and

b. When the Company’'s fotal CWIP balance, including CWIP associated
with SHARP Il projects, is greater than the Company's outstanding /T
debt, the applicable AFUDC rate will result in a blended monthly AFUDC
caleulation. The blended AFUDC rate calculation will include a S/T debt
rate for that portion of the CWIP balance equal to the month-end S/T debt
balance and the Company's SHARP || WACC, as defined in paragraph
18 herein, for the portion of SHARP 11 CWIP In excess of the Company's
menth-end S/T debt balance, and

[ If the Company has no 8/7 debt at menth end, the AFUDC rate will be the
Company's WACT for SHARP 11, For purposes of seffling this matter, the
Parties agree that the Company's Modified FERC formula shall include
the compounding of AFUDC on a semi-annual basis for SHARP I Itis
further agreed to by the Pariies that when SHARF I projects are
iransferred from CWIP to Utility Plant in Service, the booking of AFUDC
shall cease and the booking of depreciation shall commence.

RATES

2.

There is no rate impact on customers at this time from SHARP Il The Parties
agree that 8JG will recover the costs associated with SHARP Il Projects by
adjusting the then-current volumetric rate for all customer classes, allocated in
the manner prescribed in the Company’s most recent base rate case. The base
rates that are revised as @ result of the SHARP Il Base Rate Adjustments shall
be calculated utilizing the biling determinants utllized to set rates in the
Company's mest recent base rate case. The Margin Revenue Faclor set forth in
the Company's Conservation Incentive Program (“CIP*} tariff shall also be
revised to reflect the SHARP [l Base Rate Adjustments,

DOCKET NO, 5017111130
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3. The Gompany will provide to the Partigs, as part of its Annual Filings described in
the Stipulation, MFRs. The MFRs are attached to the Stipulation as Attachment
A and incorporated therein by reference.

D. REPCRTING REQUIREMENTS

31 The Company will provide quarterly reporis on the Program {0 the Board Staff
and Rate Counsel ("Quarterly Report”) setfing forth the infarmation atteched in
Attachment B to the Stipulation and incorporated therein by reference. This
reporting will begin with the quarler ending September 30, 2018 and be filed by
December 1, 2018 and continue quarterly with reports due on the fist of the
month two months after the end of the quarter that is reflected in the report, until
Program expenditures are complets.

DISCUSSION AND FINDINGS:

In evaluating & proposed Stipulation, the Board must review the record, balance the interests of
the ratepayers and the sharcholders, and determine whether the settlement represents a
reasonabie dispositon of the issues that will enable the Company to provide its customers In
this State with safe, adequate and proper service at just and reasonable rates. [n re Petition of
Pub, Serv. Elec. & Gas, 304 N.J. Super. 247 (App. Div.), cert. denied, 152 N.J. 12 (1697}, The
March 2013 Order found that it was appropriate 1o invite all regulated utilities 1o submit detailed
proposals for infrastructure upgrades designed o protect the State's utility infrastructure from
future Major Storm Events.  The March 2013 Order required Staff to review the efficacy of the
measuras proposed by the uliilies and examine the cosls to be potentially Incurred by the
tilities in assoclation with effors to protact utility infrastructure from future Major Storm Events,
as well as any patential benefits. After carefully considering the record in this proceeding and
the terms of the Stipulation, the Board is persuaded that the cumrent setflement satisfies these
goals,

‘The Parties agree thal the goa! of the 8JG SHARP [} is to improve the storm resiliency of, and
restoration times for, the Coempany’s distribution infrastructure to benefit its customers and that
the scope of the Program is incremental in nature to SUG's existing capital expenditures. The
Board is parsuaded that the SJG’s SHARP 11, if successfully executed, can help protect SJG's
infrastructure from fulure Major Storm Events. The program provides for repoding by the
Company and oversight by Staff and Rate Counsel. Based on the Board's review of the
SHARP I} Petition and Stipulation, the Board is persuaded that the cuirent proposal satisfies
those goals, as well as the directives contained in the March 2013 Order.

With respect to the stipulated cost recovery mechanism, the Board is persuaded that the
mechanism proposed in the Stipulation allows the Company rate racovery for all expenditures
ralated 0 faciiities that have been placed in sendce, but on & provisional basis, subject o
refund. These costs will be subject to review in the next base rate case which the Company has
committed to filing within three (3) years of the sonclusion of the Program. The Board believes
ihe cost recovery mechanism adopted in the Stipulation strikes an effective balance between
giving the Company a reasonable opporiunity to sam its allowed rate of return over the life of
the investment while still protecting ratepayers from paying more than reasanably necessary.
No rates will be charged to customers until the facilities for which the rates are being charged
are in service.

DOCKET NO. GO17111130
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Based on the Board's carefill review and consideration of the record n this proceeding, the
Board HEREBY FINDS the Stipulation to be reasonable and in accordance with the law, striking
an appropriate balance between the needs of customers and of the Company.

Accordingly, the Board HEREBY ADOPTS the Stipulation in its entirety, and HEREBY
INCORPORATES its terms and conditions as though fully set forth herein,

The Board HEREBY RATIFIES the decisions of Commissioner Solomon rendered during the
proceedings for the reasons stated in her Orders.

The Company's costs will remain subiect to audt by the Board. This Decision and Order shall
not preclde, nor prohibit, the Board.from taking any actions determined to be appropriate as a
result of any such audit.

This Order shall be effective on June 1, 2018,

DATED: S\z2 1R BOARD OF PUBLIC UTILITIES
BY:

PRESIDENT

Y ANNE SOLOMON
OMMISSIONER . COMMISSIONER

ROBERT M. GORDCN
COMMISSIONER

ATTEST, >
AIDA CAMACHO-WELCH

SECRET ARY

HERERY CERTIFY 1ot thes weithin
mmk s
hhﬁud“o m s
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SOUTH JERSEY
A\ GAS

Stacy A Mitchell, £5q.
Vice brraidant
Rates & Hegolorors Affoirs

May 3, 2008

Alda Camacho, Board Secretaey
NI Board of Public Utilities

44 South Clinton Avenue, 3rd Floor
P 0. Box 350

Trenton, NJ 08625-0350

Re:  In the Matter of the Petition of South Jersey Gas Company te Continue its Storm
Hardening and Reliability Program (“SHARP 11"} and Associated Recovery
Mechanism
BPU Docket No. GOI7111130

Dear Secretary Camacho:

Anached please find a fully executed Stiputation of Settlement lathe re{?tenced matter.

Thank you for yowr coaperation,

Respec‘cmj};:;

Stacy A. Mitchgdl

SAM:Ivk -
Attachment

ce: Service List (via email)
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STATE OF NEW JERSEY
BOARD OF PUBLIC UTILITIES

IN THE MATTER OF THE PETITIONOF

SOUTH JERSEY GAS COMPANY TO : BPUDOCKET NQ. GO1?9111130
CONTINUDE ITS STORM HARDENING H

AND RELIABILITY PROGRAM (“SHARP

1P} AND ASSOCIATED RECOVERY s STIPULATION OF SETTLEMENT
MECHANISM ¢

APPEARANCES:

Stacy A, Mitehell, Tsq,, Vice President, Rates & Regulatory Affairs, for South Jersey
Gas Compeny (“Petitioner”™)

Felicla Thomas-Friel, Esq., Deputy Rats Counsel, and Maura Curoselll, Esq.,
Assistant Deputy Rate Counsel, for the Now Jarsey Division of Rate Counsel (Stefanie A,
Brand, Ditector).

Alax Moreau and Veroniea Beke, Deputy Attorneys General, for the Staff of the Now
Jersey Roord of Publio Utilities (Gurbir Grevweal, Attomey General of New Jorsey).

TO THR HONORABLE COMMISSIONERS OF THE BOARD OF PUBLIC UTILITIES:

This Stipulation of Settlement addresses the petition filed by South Jersey Gas Company
STG" of the “Company™; with the New Jerscy Board of Public Ulilities (“Board™) November 2,
2017 in Docket No. G017117130 secking to continue its Sterm Hardening and Reliability

Program {"SHARP II") and associated rate recovery mechaniom.

BACKGROUND

i On August 20, 2014 in BPU Docket Nos. AXL3030197 and GO13090814, the
Roard entered an order approving & stipulation gpproving the Company’s Storm Hardening and

Reliability Program (“SHARP I} setting fonh the autherized investments and cost vocavery



mochanism to be utilized in 2 3-year prograt ending June 30, 2017 Pursusut 1o the order
approving the stipulation, the Company was authorized to invest $34.5 million per year
{excluding Allowanee for Fun{is Used During Construction FAFUDC™)) for a 3-year period,
with a total eap of §102.5 million, 1o replace low prossure maing and sssociated services with
high pressure along the berdder Islands, which were most prone i water imrusion Iron'; Major
Storm Bvents.  The SHARP [ Stipulation provided for 2 cost recovery methanism applicable (o
SHARP I projects placed in servive atler July 1, 2014, At the time of Board approval of the
SHARP 1 cost recovery mechanism, SHARE | projects had elready commenced and SHARP T
projects plased in service as of June 30, 2014 were recognized in the Company’s then pending
base rate case. Cost recovery Is cffcotaated by an annal adjustment to base distribution vates
effective oxi Getober 1 and accomplished through the Company’s annugl reverne adjustnent
filings.

2. On November 2, 2017, the Company petitioned the Board in this maer for
approval of a second phase to {ts previoysly approved SHARP and for approval of an associgted

S0t revovery mechanism for its praposed program, SHARP 11, pursuant to NJ.8.A, 48: 221,

48:2-21.1, 482-23 and the Board’s Orders in Docket Nos. AX 13030197 and GO13090814
(hersinafter reforred to as "SHARP IT"), By divect festimony to the petition, SIG proposes (0
recover the annual revenue requirements associaied with SHARP 11 in the same manner as its

initial SHARP cost recovery mechanism approved by the Board in order to make significant

ineremens! capital in access eredit and capital mmarkets, and reflect SHARP T

investments in raies on an anmual basig to impact eustomer bills in smaller increments.

in thy Matter of the Petition of South farsey Ges Company for Approvel of Incrensed Base Taritl Retes
2ad Charges for Ces Service snd Other Tarlff Revisions, BPU Dockes No. G0O13030814, Decislon and Oder
Apgroving Stipulation dated August 20, 2614,



3. SHARP i1, as filed, proposes to continue storm hardening efforts slong the barrier

islands through four {4) targeted sysiam enh projects, including: (1) Exvess Flow Valve

{"BFV™) insteliation; (2) the Absecon lsland Loop Project; {3) the Oceen City Loop Projest; and
(4) the Brigamine Bridge Projeat (collectively, “SHARP II” or the “Program™).

4. By the petition, SHARP Il s designed to kmprove the safety, redundancy,
resitiency and integrity of SJG°s natural ges distribution system infragu'uctme in coesial areas,
making it less suscaptible to stotn Gamage.

4, 3JG proposes t© comamence SHARP IT on June 1, 2018 for a total capital
investment of apiaroximataiy $110.25 million over a 3-yoar period. SKG further propuses to
recaver cosis through annual base rate adjustments to be effective on October 1% of each year,
The first SHARDP 11 rate adjustment filing would be made on April 1, 2019 with no rate

adjustiment or customer bill tmpect from implementation of SHARP I until Qotober 1, 2019,

PROCEDURAL HISTORY
6, On December 19, 2017, the Board issued an Order retaining jurisdiction over the
matier and designating Commissioner Dianne Solomon as the presiding offieer,
7. On Pebmaary 21, 2018, Commissiontz Solomon issued a Prehsaring Order sefling
forth the procsdural schedule in this matter, -
%, Following propet public notice, two (2) public hearings were beld in this matter

on March 15, 2018 in Voorhées‘ New Jersey, One (1) member of the public appeared, however

no cormments were entered into the record. Ne written comments wete reeeived,



2. SIG responded to all discovery vequests that were propeunded in this proceeding
by Staff with the Board of Public Usilifies (“S121™} and the New Jersey Division of Rate Counsel
(“Rate Counsel”),

10 VConfcrences were held among $JG, Staff and Rate Counse] (the “Signatory
Parties™) on Pebruury 28, 2018, Mareh 23, 2018, and Apil 11, 2018 in order to facilitate

discovery and to discuss settlament.

i1, BythisSt ion of Settd the $i Parties reached an agreement
resolving all issnes in the instant proceeding. Spocifically, the Sigontory Parties hereby

STIPULATE AND AGREE (o the following terms set forth below:

STIPULATED ISSUES

12, 'The Signatory Farties agreo that, subject to Boasd approval of shis Stipu!ation,‘
SJG may iraplerment the SHHARP I under the terms and conditions desoribed hercin,

13, The scope of the SHARD 1T Projects shall includs the Company’s proposed
pipetine looping projects, including Absecon Island Loop Praject, Ocean City Loop Project, and
Brigantine Bridge Project, and installation of spproxitately 20,000 BFVs in coastal areas,

14, The Signatory Parties agree that the SHARP I expenditures aligible for cast
tecovery will be capped at an luvestment level of up to $108.25 million, excluding AFUDC, as
described o the stipulated cost recovery mechanism below, The Signatory Parties propose that
the SHARP II commence on June 1, 2018 and SHARP I Investments be made over a 3- year
period ending June 30, 2021. Cost recovery on expenditures made in excess of the SHARP I

eap may be sought by the Company in the nonmal course of a base rate proveeding.



15, The Signntory Parties agroe that the SHARP IT Project investmcnts are

ineremontal 1o the Company's regular constriction budget for the periad ending June 30, 2021,

i
I
i

16, The Signatory Parties agree thet the SHARP H Project costs shall not exceed
$33.4 milkion per yeay, tug o minus fiffeen persent (15%), with » fotal cap of $100.25 million
avey a 3-year period, SIG reserves the right tn request additional relief in a subseguent
provesding. C

17, During the SHARP 11, the Company hes agreed to invest an additional $10
mitlion base spend d.¢., “Stipulated Base™} 10 be recavered in the Cempany;s next base rate case
procesding, The Stipulated Base will inclue service replacements identified duwiing the

installation of EFVs in coastal aveas,

18, The Company has agreed to complete alf ized mein repl that are
ncc&ss&y to penit minimum pressure levels ot all portions of each proposed SHARP il looping
project at all times inchuting peak demand days and when one of the supply feeds is not
avallable, prior o placing the projects in servics, es part of jts narmal base capital expenditures,

19, The Company has agreed to include non-construction expendiures, such as
planning and engineering of SHARP 11 Projects incurred as of Tune 1, 2018, Inrevenue
requirements assoéiated with SHARD [ projocts from June 1, 2018 to June 30, 2019 e,

SHARP 1l [nvestmonts for the first year of SHARP IT),

A, COST RECOVERY
20.  The Signatory Pariies agres that cost recovery for SHARP 11 Projects will be

effectuated by an anvual edfustment to base distribution rates {'SHARP I Bage Rate




At

") In order w effecinate the cast recovery provess, the Company shall make snmual

Revenue Adjustment Filings ("Annval Filings”), which shall be made on the following schedule:

a

21

Revenue Requirements associated with SHARP II Investments that are
placed in service through and including fwoe 30, 2019 shall be included in
Dbase rates effective Oowober 1, 2019, SIG shall make fis indtial filing for sach
rates in Aprll-2019 and update such filing for actual data through June 30,
2019 vy July 15,2019,

Revenue Requirements associaied with SHARP 11 Investments that are
placed jn service thrangh and including June 30, 2020 shall be incleded in
base rates offeotive Getober 1, 2020, $JG shall make its initial fling for sneh
rates in April 2020 and update such filing for actusl data thyough June 30,
2020 by Ry 13,2020,

Revenue Requircments associated with SHARP 11 Investments that are
placed in service lrough and including June 30, 2021 ghall be included in
base rates effective October 1, 2021, SJG shall make its initiel filing for such
rates in April 2021 and update such fiiing for sctual data through June 30,
2021 by Iuly 18,2021,

1

T is understoed and agreed that the adj is reflected in sub a-

o, above, ate base rate adjustments and are ot s‘u‘mcct 0 true-up or
revanciliation once placed into base rates.

Rate Counsel and Stalf will have the oppartmity 1o propound discgvers on the

information provided by SJG in each of the Annual Filings. Esch Annual Filing will be noticed

for public hearings with the opportunity to file testimony and, if necessary, evidentiary hearings.

22,

The Signutory Parties agree that SHARP U projects will b subject to a revicw for

prudent and reasonsble expenditures in the Company’s nex base rate procecding. Annpal

Filings for base tate adjustments are therefore provisional and subjest to refund by the Board.



23, The Signatory Parties acknowledge that by virtue of the Bosrd Order dated
October 31, 2016 in Dotket No, GR160201L7S?, the Company shall Ble its next base rate case no
later tdan November 1, 2020, ‘

24, The Company further agrees to fils a base rate case within three (3} years
foltowing the conclusion of jts SHARP I,

25, The SHARP I Revenue Requitements to be included in each of the Annual |

Filings discussed herein will be calculated 23 follows:

Dafinitions:
SHARP ent Costs - All qualifying SHARP I v enpital expenditures,

including actual cosis of engineering, design und construction, and praperty acquisition,
ineluding actual labor, materisls, overhead, and capitalized ARUDC associated with the
projects (“SHARP 11 nvestment Costs”), will be recovered through base rate rollins for
2ach of the tirne periads described above. The SHARP IT Costs will be recorded, during
constuction, in an associared Constucton Worl in Progress ¢*CWIP™) account and
transforred to a Utdlity Plant in Service account ("UPIS™) upow the xespestive project
being deemed used and useful. When SHARE [ Projects are transferred from CWIP to
UPIS, the baoking of AFUDC shall caase.

Weighted Average Cost of Capital (“WACC”) — The return on the SHARP II Program
Rate Base shall be calevlsted at a woighted average cost of capitel including a 9.60%
retur on equity and an equity-to-capitalization ratio of 52.50%. This resulis in ¢ WACC
of 6.68% (6.22% efter tax) (the “Afler Tax WACC™), The Signatory Perties agree that
any WACC authorized by the Beard in a subsequent base rate case will be reflected in the
subsequent revenile requirement caloulations rather than the WACC stated above, for the
immediately follpwing SHARP [J annual fling.

The annual SHARP [T Revenve Adjustment will be caleulated nsing the following
formula:

Revenue Requirement = (SHARP Il Progeam Rate Base * After Tax WACC) +
Derreciation Expense (net of tax)) * Revenne Factor

2 the Maiter of the Potition of South Jersey Gas Compaoy to Continue fts Accslerated Infrastructure
Replscoment Trogram (“AIRP*) Pursaant to NUIGA, 48:2-21 avd N.LS.&, 48:2-21.1 oad for Apyroval of 2 Base
Rate Adinstraenc to Reflect ATRP [nvestnents in Base Rates, Decktion sud Crder Approving Stipulation of
Setylement, Dacker No, GRIS020175 (Ook 31,2016},




SHARP 11 Program Rate Base - The SHARP I Program Rate Base will be caloulated as
SHARP I Investment (,osw mcludmg CWEP transferred info service and assoofated
AFUDC, Tess iation #nd less associated accumulated
deferred incoms taxes,

AFQRC — APUDC shall be caleulated utilizing the “Modified FERC Formmls™ described
below,

Depreciation Exponse — i expense will be cal d based Dpon the asset

class multiplied by the associated dcpremauon rate for that assel, ss established in the
Company’s most recontly completed base rete case in which such dopreciation ratos are
cstablished. The Company will begin to depreciate SHARP 11 Project assets once they
are placed in service.

Revenue Factor — The Revenue Factor adjusts the Revenue Requitement Net of Tax for
Federal and Bwie income taxes, the costs assotiated with the BPU and Rate Coungel
Annegl Assessments, and Bad Debt. The revenue factor utilized by the Compavy is
153668, which was utilized to set ratas in the Company’s most recent base rale case,
adjusted for subsequent i changoes. The Revenue Factor will be adinsted 1o refloct any
subsequent changes in the corporate Federal income €ax vate, or the New Jerscy
Corporation Business Tax or Sales and Use Tox retes, Purthevmors, the Signatory Parties
agree that any Revenue Factol authorized by the Board in & subs&qumt bage rate case
will be reflected in the subseq revenus requl ations rather than the
Revenue Factor stated above, for the immediately following SHARP 11 anonal filing,

26, Operation and Mgi (“O&M™) Expe selated with the SHARP I

Projects will not be fncluded in the caleulation of the SHARP Il Revenue Requirement, nor will
such costs be deferretl,

27.  SIagees that the SHARP I Reverue Adjustments will bs provisional aud
subject to refmdosole.ly besed en & future finding by the Board that S1G uineasonably and
imprudently Ln;:uz:‘cd capital expenditures through SHARF [,

28.  The“Modified FERC Pormula” utilized t6 calovlate the A¥UDC rate for SEARP
1 pugposes, shall be as follows:

a. When the \,cmpan} *s total CWIP balance, including CWIP essociated with
SHARP IT projects, 1s loss than of equal 1o the Company's outstanding short-term

debt (*8/T debt”) balance, the applicsble AFUDC rate will be equal to the
Cempany’s monthly sost of S/T deb, and-



O ——

b, When the Company’s total CWIP balance, including CWIP asseciated with
SHARP 11 projects, is greater then the Company’s outsianding S/T debt, the
applicable AFUDC rals will result in a blended monthly AFUDC calowlation.

The blended AFUDC rate celculation will include n S/T debt »ate foz that portion
of the CWIP balance equal 1o the month-ond S/7T debt halance and the Company’s
SHARP Il WACC, as defined in paragrapls 18 herein, for the portion of SHARP [T
CWIP in excess of the Corpany’s montheend ST debs balance, and

o. If the Company has no 8T debt at month end, the AFUDC rate will be the
Company’s WACC for SHARP L. For puaposes of settling this matior, the
Signatory Parties agree that the Compeny’s Mokdified FERC formula shalf include
the compounding of AFUDC on 2 semi-anmval basis for SHARP 1L 1145 further
sgveed (o by the Signatory Parties that when SHARP I projents are teansforred
Trom CWIP o Utility Plant jn Service, the booking of AFUDC shall cease and the
booking af d iation shall

B.  RATES
29, Thereis no rate fmpact on customers ef this time from SHARP I1. The Signawry

Partics agros that ST will recover the costs associated with SHARD IT Projects by adjusting the
then~current volumetric rate for all customer clasécs, located in the mammer preseribed in the

Compeny’s nost recent base rare case. The base rates that are revised 23 a result of the SHARP

11 Base Rate Adj ts shall be A utilizing the billing i utilized (o set ratos
in the Company’s moest teqent hase rafe vase. The Margin Revenue Factor set forth in the
Company’s Conservaron Incentive Program (*CIP*) 1ariff shall also be revised to xeflect the

SHARP T} Base Rate Adjustents.

€. MINDMUM FILING REQUIREMENTS (“MFRs”)
30, The Company will provide to the Signatory Parties, as part of its Aniual Fitings
described above, MFRs. The MFRs ere attached hereto s Aftachment A and incorporated

hersin by reference.



D, REPORTING REQUIREMENTS

31, The Company wiil provide quarterly reports on the Program fo the BPU Staff and
Raze Caonngel (“Quarterly Report™) setting forth the information attached hereto in Attachment B
aud incorporated hevein by referonce. This repotting will begin with the quarter soding -
September 30, 2018 and be filed by December 1, 2018 and ventinue quarterly with reports due
on the flrst of the month two months afier the end of the quarter that is refleeted in the repott,
untll Program expenditwes are complets.

FUR’ VISIONS
32, The Signatory Parties agres thet this Stipulation fally disposes of all issues In

contravessy in this proceeding. This Stipulation represents & mutual balancing of interests,

contnins interdependent provisions and, is fntended to be pred and gpproved inits
entizety, [n the cvent any particular aspect of this Stipulation (s not ascepted and approved in e
sptirely ‘r;y the Board, any Pavty aggricved thereby ghall not be bound to procecd widh this
Stipulation and shall have the right to litigate all issues addressed hersin toa com;iusion: More
perioulaly, in the event this Stipulation is not adopted in its entirety by the Board, in any
applicable Crder(s), then suy Patty herets is fres 1o pursue 18 then available legal remedies with
re;peci ta all issues addressed in this Stipulation as though this Stipulation had not been signed.

33, The Signatory Parties further agree that they consider the Stipuiation to be
biading on thees for 2l preposes kerein.

34, It is speeifically mderstood and agreed thet this Stipulation represents & ‘
negotiated agreement and has been made cxclusively for the purpose of these procsedings.

Fxcept 28 expressly provided hersin, the Signatery Parties shall not be desmmed (o have approved,

10




agreed 10, or d 1o any principle or methodology nnderlying or supposed to underfie any

agreement provided herein and, in total or by specific ftem. The Signutory Parties further agree
that this Stipulation is in no way binding ypon them In any other proveeding, exeept fo enforte
the terras of this Stipulstion, All ates are subject to sudit by the Board,
35, The Signatery Paties funther acknowledie st any Increase or resolution of any
“jssue agreed to in this Stipulation shall become effective upon the effective date spetified in the
service of said Roard Order approving the Stipulation, or upon such date after the servioe thereo!
as the Boand may specify, in accordance with NJLS A, 48:2.40,
. WHEREFORE, the Signatery Parties hereto do respeetfufly swomit this
Stipulation aud request that the Board issue a Deocision ang Order epproving it in its entirety, in

accordance with the lerms hereof, gs soon as reasonably possible.

GURBIR GREWAL
ATTORNEY GENERAL OF NEW JERSEY
Atiorney for the Staff of the Board of Public Utlites

By:
Veronica Beke
Deputy Attorney Ceneral




sgreed 1o, or consented to any principle o1 mcihodo!ogy underlying or supposed to undetlie any
agreement provided herein and, in total or by specific item. The Signatory Parties further agree

ihat this Stiputation s in no way binding upon them in eny other proceeding, exvept to enforce

the tevins of this Stipulation. All rates are subject 1o awdit by the Board.

38, The Signatory Parties further ecknowledge that any increase or reselution of any
issue agreed Lo in this Stipulation shall Yecome effective upon the effective date specitied in the
service of said Board Ordes approving the Stipulation, or upon such date afier the service thereof
a5 the Board may specily, in accordance with N.L.S.4. 48:2-40,

WHEREFORE, the Signatory Partes hereto do wospectfully submit this
Stipuiation and. reques? that the Board fssue a Docision and Order approving itin its entirety, in

decordance with the terms hereof, as sean as reasonably possitle,

SOUTH JERSEY GAS COMPANY

By

Stacy A. Mitehell, Ega.

Vies President, Rates & Regulatory Affairs
GURRBIR GREWAL

ATTORNEY GENERAL OF NEW IERSEY
Attorney for the Staff of the Roard of Public Utilities
- .

By: / W
eronica Beke
Deputy Atiorney General




STEFANIE A. BRAND
DIRECTOR, DIVISION OF RATE COUNSEL

By:
ura Carowelli, Esq.
Assistant Deputy Rate Counsel

Dated: Moy 2 22018
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ATTACHMENT A |

ANNUAL FILING ]
MINIMUM FILING REQUIREMENTS ]

8IG" sincome statement for the most vecent 1 2-month period, as filed with the BFU.
8167 ¢ balance sheet Sor the most recent 12-month period, as filed with the BPUL

A caleulation of the proposed rate adjustment based on details related to Program projects
included in Plant in Service.

u  Acalculation of the isted di iatl pense, based on those projects closed
to Plent in Service during the period.

A revenue Tequirement calculation showing the actaal capital expenditures and the
forevasted spending, as well as supporting calonlations; e schedule of base rate revenues
at present and proposed rales; and Tariff Sheets reflecting the proposed rates,

The AFUDC rates, calenfated ju accordance with the Modified FERC Formule, used for
APUDC capitalization Tor each month in (he most yecent completed quatter, inchuding the
AFUDC rate caloulation showing capital oomponents and capital cost rates making up
each of the monthly AFUDC rates. R

Dvaft form of Public Notive,

Projected Bill Tmpaot.

Copies of the ewrent and all proviously filed Quarterly Reporis for the Program yer.

.
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ATTACHMENT B

QUARTERLY REPORT
MINIMUM FILING REQUIREMENTS

SIG” s ovarall SHARP I Program capital budget broken down by major categories, both
hudgeted and actual amourds,

For sach SHARP I Project:

8. The original project summary for sach SHARP Il Project.

b, Actual eapital expenditures incurred through the most recent quarter.
Anticipated SHARF I Program timeline with updates and exbeciod changes,

Plapned and forecasted spending schedule detailing the SHARP II Projects for the
program yeer as compared 1o originally spproved capital spending plans.

Summary of actual expendifures for each SHARP II Projects, identifying sach capital
expenditure from project inception through the current quarter,

A list of full time equivalent (“FTE™ jobs created and the duration associated with each
SHARP ! Project g5 of the cuzrent quarter,

A lisr of any and all funds or credits received fiom the United States govermment, the
State of New Jersey, 2 county or  municipality, for work related to any of the Program
projects, as well a5 an explavation of the finuncial ireatment assogiated with the receipt of
the government funds or credits,




