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1. EXECUTIVE SUMMARY AND BACKGROUND

Introduction

The Overland audit was generally supported by Public Service Electric and Gas (PSE&G), providing
dedicated personnel to support our discovery, interview, and audit task requirements. We appreciate
the cooperation and priority of resources provided to us in the conduct of our review, which allowed the
development and thorough consideration of areas of corporate operations included in this report. The
joint efforts of PSE&G, the New Jersey Board of Public Utilities (BPU), and our firm were conducted in a
collegial and constructive manner, an ideal environment in which to conduct a management audit,
culminating in an identification of opportunities for the implementation of recommendations that will
lead to improvements in operations benefitting both the Company and its customers.

Project Background and Scope of the Audit

Request for Proposal

On October 16, 2021, the BPU issued a Request for Proposal (RFP) to perform a comprehensive
management and operations audit of Public Service Electric and Gas (the Company). Overland submitted
its proposal on January 4, 2021 and was ultimately selected to conduct the audit. An agreement to
perform the audit was signed in early May 2021. A kick-off meeting with the Company, members of the
BPU Staff and Overland was held on May 26, 2021.

Project Scope

The Overland work plan was developed consistent with the RFP released by the BPU. The primary focus
of this audit involved two broad areas: a review of the Company’s compliance with the competitive
services statutes and the New Jersey Administrative Code (Phase 1); and a comprehensive management
audit (Phase 2). The specific subject areas of the audit are reflected in this report and are organized as

follows:
Chapter 2 Affiliate Relationships and Transactions
Chapter 3 Affiliate Cost Allocation Methodologies
Chapter 4 Market Conditions
Chapter 5 Electric Procurement and Supply
Chapter 6 Gas Procurement and Supply
Chapter 7 Remediation Costs
Chapter 8 Deferral of Costs
Chapter 9 Non-Rate Related Revenues
Chapter 10 Recommendations and Review of Previous Analysis

Chapter 11 Organizational Structure

Chapter 12 Executive Management and Corporate Governance
Chapter 13 Strategic Planning

Chapter 14 Finance
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Chapter 15 Accounting and Property Records

Chapter 16 Electric Distribution and Operations Management
Chapter 17 Cybersecurity

Chapter 18 Gas Delivery

Chapter 19 Contractor Performance
Chapter 20 Human Resources
Chapter 21 Customer Service

Chapter 22 External Relations
Chapter 23 Support Services

Key Findings and Recommendations

Overland has identified a number of key findings and recommendations in the chapter summaries
below. Key findings represent what we believe are the most important takeaways from the various
subject areas reviewed. Key recommendations represent identified opportunities for improvement in
terms of financial materiality, quality of service, or regulatory compliance. A comprehensive listing of all
recommendations is included as Attachment 1-1. We believe that all recommendations contained in this
report will be beneficial to the Company and its customers, whether specifically identified in this
Executive Summary or found in the more detailed discussions in the chapters that follow.

Conduct of Interviews

The audit review was facilitated by the conduct of 84 informal interviews with Company personnel,
including subject matter experts and senior management of PSE&G and certain PSE&G affiliates, as well
as members of the PSEG Board of Directors. All interviews were conducted virtually.

The interviews were considered “informal,” as they were not taken under oath and there was no
transcript taken or recording made. PSEG attorneys were generally present. Aside from the Overland
representative(s) and the Company interviewee, the Company generally had one or two other
individuals present. The New Jersey Board of Public Utilities Staff also attended all interviews. The
primary purpose of the interviews was to gain an understanding of corporate operations and to identify
and clarify documents and reports available to support our technical analysis. To the extent possible,
Overland did not rely directly on the information gathered in interviews. Written data requests were
used as the primary basis for our analysis, findings, and conclusions. A listing of all interviews conducted
is included as Attachment 1-2.

Weritten Discovery

Overland developed written discovery requests as the primary basis for its technical analysis, which is
relied upon in the development of this report. Over the course of our audit, Overland issued 1,920 data
requests. Many of the documents produced were classified as confidential by the Company. Certain
information was further classified as “Restricted” material, which was provided under more limited
conditions. Overland believes that the classification and limitations placed on the material produced was
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generally justified and that the procedures agreed upon with regard to this material actually facilitated
our work by providing reasonable access to highly sensitive material requested during the audit.

Other Sources of Material Relied Upon

Overland also reviewed documents from sources external to the written discovery and interview process
described above. We have reviewed: financial material from various sources including investment
services and rating agency publications, BPU reports and Orders relevant to the audit, and industry
publications in the public domain. To the extent that this information was relied upon in our report, we
have identified it in our footnoted references.

Draft Report Review and Comment Process.

Prior to the release of our report, an intense review process was imposed to ensure a complete,
balanced, and accurate presentation of our analysis. Aside from the internal review of the work product,
Overland solicited and considered the comments of both BPU Staff and PSE&G prior to the release of
this final audit report. PSE&G provided a comprehensive set of comments, each of which was given
consideration. Overland relied upon and accepted many of the comments provided by the Company. In
doing so, there were a number of instances where the information supporting proposed revisions was
not available in existing discovery documents. However, PSEG provided a formal representation letter
that such information could be relied upon and “is true and correct to the best of PSEG’s knowledge and
belief.” An exit conference with the Company and BPU Staff was held on December 13, 2022 to address
any remaining open items. The complete draft report review process occurred over an approximate
three-month period.

Overview of Affiliate Relationships and Transactions (Chapter 2)

Overland performed a review of the non-power relationships and transactions between PSE&G and its
affiliates within the structure of Public Service Enterprise Group, Inc. (PSEG). We also reviewed
competitive appliance services provided by a business unit within PSE&G.

Key Findings

e PSEG’s internal control of affiliate transactions is generally adequate to ensure that services and
products exchanged between affiliates are recognized and properly compensated and that
PSE&G does not cross-subsidize its affiliates.

e PSEG has no reporting or analytical tools to categorize intercompany transactions by type or
nature. During our 2018-2020 review period, non-power transactions between PSE&G and its
major affiliates included support services provided by one PSEG subsidiary to another, electricity
and peak shaving services provided by PSE&G to affiliates, and reimbursements for various
payments made by PSE&G on behalf of a subsidiary and vice-versa.

e PSEG does not believe Affiliate Standards regulations, as enumerated in the State of New
Jersey’s Administrative Code, Title 14, apply as a matter of law to transactions involving its
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largest affiliates. PSEG presents these regulations, and its related assumptions, in an annual
Affiliate Standards Compliance filing. This is primarily because the affiliates in question are not
Competitive Business Segments that “offer competitive services to retail customers in the State
of New Jersey.”

e  PSE&G’s Appliance Service Business (ASB) is the only PSEG entity currently offering significant
competitive services to PSE&G’s retail utility customers. Although it is technically a Utility
Business Unit (UbU) rather than an affiliate, and notwithstanding PSEG’s stated view about the
applicability of Affiliate Standards, PSEG functionally applies most requirements of the standards
of conduct applicable to Competitive Business Segments to the relationship between the ASB
and the rate-regulated businesses within PSE&G.

Key Recommendations

e We recommend PSEG develop the ability to classify intercompany transactions consistently and
accurately by their nature and implement a procedure to review type-classified transactions as
part of the monthly cash settlements process. PSEG should develop the accounting
enhancements necessary to properly identify and classify affiliate transactions by type,
something the Company currently lacks the ability to do. To the extent this may require a
reprogramming effort under the current SAP system, we recommend it be done manually on an
annual basis, and that the results be reviewed by the Affiliate Transactions Committee. When a
new version of SAP is implemented the ability to classify transactions by type for intercompany
settlement purposes should be incorporated into the new system’s capabilities.

e Develop transaction-type based budgets and budget variance reporting for large, recurring
transactions involving fund transfers between affiliates.

e Clarify PSEG’s position regarding compliance with New Jersey Affiliate Standards in the Annual
Compliance plan and document the controls in place between PSE&G and major affiliates,
regardless of the Company’s position that certain regulations are inapplicable.

Overview of Affiliate Cost Allocation Methodologies

We reviewed PSE&G's cost allocation processes and procedures and their impact on PSE&G, consisting
of centralized services cost distributions from PSEG Services Corporation (PSEG Services) to PSE&G and
its affiliates, as well as to Utility Business Units (UbUs) within PSE&G. We also reviewed vendor
payments made by PSEG Services on behalf of PSE&G and other affiliates.

Key Findings

e The processes and procedures governing the distribution of approximately $500 million annually
in centralized services costs to operating subsidiaries during the 2018-2020 review period were
sound and generally consistent with the regulatory objective of preventing PSE&G’s cross-
subsidization of PSEG’s other subsidiaries.
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e PSEG actively manages PSEG Services Corp. to minimize growth in the cost of non-revenue
producing administrative services.

e Centralization of services in PSEG Services currently produces relatively small economics of scale
compared with the centralized service companies in larger, multi-utility holding companies. In
part this is because PSEG’s largest non-utility affiliate, Power, is smaller than it was a few years
ago, having recently sold its Fossil power production business unit. It is also because PSE&G's
other large affiliate, PSEG Long Island (PSEG LI), operates largely on its own and consumes less
centralized services.

e We have concerns with PSEG’s calculation of the three-factor Enterprise Corporate formula used
to allocate centralized services costs that cannot be distributed based on cost-causation.
Concerns include the omission of PSEG LI’s assets from the asset component of the allocator,
the use of Plan rather than actual headcount for the headcount component and various
adjustments to expense in the O&M expense component. This increased costs allocated to
PSE&G and lowered costs allocated to PSEG LI when compared with a more straightforward
calculation using all subsidiary assets and without making significant expense adjustments.

e We found problems with and errors in the allocation of some PSEG Services’ costs to individual
UbUs. This may have been caused in part by an information barrier, referred to by PSEG as a
“data wall,” between Forecasting Lines of Business costs in the service company and PSE&G's
UbUs.

e PSEG LI provides most of its own administrative and management services and receives
relatively few services from PSEG Services. During our review period it maintained staffing levels
sufficient to provide services without significant assistance from PSEG Services.

Key Recommendations

e Reform the Enterprise Corporate allocator to implement a uniform set of inputs for all PSEG
operating subsidiaries and document the calculation methodology in the Cost Allocation Manual
(CAM).

e Update and improve centralized services documentation in the service company catalog.

e Update the CAM and add, either as part of the CAM or as a supplemental document, an
understandable description of how costs are allocated among UbUs within PSE&G.

e Conduct and document a review of all significant allocations of centralized services costs
allocable among UbUs.

e Review and comprehensively update the Service Agreement between PSEG Services and PSE&G
so that it reflects all current service and allocation relationships. Periodically review the
agreement and update it, as necessary, going forward.

Overview of Market Conditions

The Market Conditions area of the audit covers the relationship between PSE&G and the retail choice
environment in New Jersey, as PSE&G plays a role in influencing relevant state policy and supporting
retail choice. PSE&G customers’ retail choice participation rates are lower than the other Electric
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Distribution Companies (“EDCs”) in New Jersey, and no substantive issues were found with the approach
PSE&G takes to encouraging retail choice in their service area.

PSE&G’s general approach to retail choice policy is to accept changes supported by the New Jersey
Board of Public Utilities (the “Board” or “BPU”), including initiatives to further grow retail choice in New
Jersey. PSE&G recognizes the importance of the ability of Third-Party Suppliers (“TPS”) to operate in
their service territory by accommodating recommendations made by TPS as intervenors, such as they
have in PSE&G’s Advanced Metering Infrastructure (“AMI”) proceeding. PSE&G regularly interacts with
other companies to stay current on supporting retail choice as a member of the EDC/EDI Workgroup run
by the Board.

PSEG also participates in the PJM regional market and in matters at the federal level before the Federal
Energy Regulatory Commission (“FERC”). In these matters, PSEG crafts a unified position that is
determined within the RTO Strategy Group through the combined input of PSE&G and PSEG Power with
a focus towards reliability, affordability and safety of service to PSE&G’s end-use customers. This
message in PJM is combined with that of the other Transmission Owners, which when weighted by
sector, contributes to a small proportion of voting power.

Key Findings

e Residential electric Third-Party Supplier (“TPS”) participation in New Jersey is lower than the
average in PJM States and among deregulated states across the US; commercial and industrial
(“C&I”) is at or above PJM and national levels.

e PSE&G customers’ electric participation rates for both residential and commercial/industrial are
slightly lower than the average of the other Electric Distribution Companies (“EDCs”) in New
Jersey.

e PSE&G supports New Jersey Board of Public Utilities (the “Board” or “BPU”) policies to
encourage retail choice in New Jersey and actively participates in relevant policy discussions.

e PSE&G supports the TPS by acting as a point of contact when a TPS is entering the New Jersey
retail market by providing consolidated billing to customers on behalf of the TPS and covering
those costs, and by purchasing TPS receivables.

e PSE&G complies with all Board policies governing retail choice and actively considers TPS needs.

e InPJM and Federal Energy Regulatory Commission (“FERC”) matters, PSEG crafts a unified
position that is determined within the RTO Strategy Group through the combined input of
PSE&G and PSEG Power.

e PSEG maintains a consistent message to continue safe, affordable and reliable service to its
customers in its interactions in FERC and PJM matters. Although interests behind PSE&G and
PSEG Power affiliates tend to be aligned, their interests may vary based on the differing revenue
sources.

e PSEG’s input into the PJM decision-making process is heavily diluted by equal sector weighting —
PJM’s decisions are attributable to a large and diverse pool of members many of which do not
own transmission and distribution assets but vote in decisions that affect ratepayers.
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Key Recommendations

e Provide a link to the Board’s “Shop for Energy Suppliers” webpage on PSE&G's retail choice page
to make Supplier browsing easier for customers.

e Provide a link to the Company’s Price to Compare directly from its “Electric and Gas Choice
Customer Information” page to allow customers to easily see the Price to Compare versus TPS
rates.

e Continue to actively participate in supporting retail choice in New Jersey, especially with the roll-
out of Advanced Metering Infrastructure.

e PSE&G should initiate discussions with the New Jersey Board of Public Utilities (the “Board” or
“BPU") to discuss options and strategies to advocate for new sector weighting in PJM to provide
more voting power and influence for members owning significant transmission and distribution
assets and that have long-term interests in providing reliable service to end-use customers when
voting in transmission-related proceedings, especially regarding New Jersey.

Overview of Electric Procurement and Supply

PSE&G is an EDC in New Jersey whose primary business is distributing gas and electricity to customers, it
also supplies electricity to customers not opting for retail choice through its Basic Generation Service
(“BGS”). The suppliers, whom PSE&G and the other New Jersey EDCs contract with to procure BGS
supply, is done through an auction that has been in place since 2002. In recent years there have been
some delays in PJM’s capacity market auctions, but the EDCs working with the BPU have been able to
maintain competitive bidding and pricing in these auctions. PSE&G’s prices cleared through the BGS
auctions tend to be higher than the other EDCs in New Jersey due to transmission constraints and other
factors that directly affect electricity prices in a geographic region.

PSE&G has a set of controls (including SOX controls) to ensure data is accurately recorded and
communicated, including verifying the accuracy of BGS billing. Deferral accounting ensures any over or
under collection of revenues from BGS customers versus costs paid to BGS Suppliers is deferred and
returned to/collected from customers through a reconciliation charge that assures that BGS revenues
only cover BGS costs — and nothing more. PSE&G also ensures there is adequate collateral in place to
protect the Company from BGS supplier default.

PSE&G’s affiliate PSEG Power owns generation in New Jersey that supplies into the PJM markets. PSEG
Power recently sold its non-nuclear generation but continues to operate nuclear plants which are
subsidized through New Jersey’s Zero Emission Credit (“ZEC”) ZEC program. Payments to ZEC generators
are collected from ratepayers by the EDCs and paid to the generators. PSEG Power and PSE&G do not
interact as affiliates in purchasing and selling electricity and making ZEC payments, but instead interact
as any other EDC and generation owner in the state as mandated by the Electric Discount and Energy
Competition Act (“EDECA”).
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PSE&G and PSEG Power interact as affiliates when coordinating communications and voting positions in
PJM and FERC matters. This “unified position” is developed within PSEG Services Law Department, under
which the Deputy General Counsel and RTO Strategy Officer work with representatives from PSE&G and
PSEG Power. When voting in PJM, the two cast one single vote as a Transmission Owner. PSE&G’s PJIM
committee participation tends to focus on protecting end-users and system resiliency, while PSEG Power
focuses more on market settlements and activities, especially maintaining robust markets. Past
committee voting results show that the transmission owners (PSE&G) and generation owners (PSEG
Power) tend to vote the same on most matters.

PSE&G’s responsibility for planning and reliability of the electric system is mainly facilitated through
PJM. Because supply is acquired through PJM’s wholesale markets whether customers choose a TPS or
BGS, the responsibility for ensuring adequate and reliable supply rests with PJM, the BGS suppliers and
TPS. Decisions related to PSE&G’s distribution delivery system are subject to Board approval, while the
transmission system is driven by PJM and New Jersey state policy.

Key Findings

e The annual Basic Generation Service (“BGS”) Auction Process includes all the Electric
Distribution Companies (“EDCs”) including PSE&G, has been in place since 2002, and is subject
to annual review and approval by the BPU. The EDCs retain an independent consultant to
administer the process, NERA, while the Board retains Bates White, an independent consultant,
to provide a final report on the outcome and integrity of the process.

e The underlying goal of the BGS procurement process is to obtain reliable supply on behalf of
BGS customers at prices consistent with market conditions. The annual BGS Residential Small
Commercial Pricing (“RSCP”) process provides residential and small commercial customers with
stable rates and less volatility through three-year fixed price auctions for multiple tranches with
multiple Suppliers.

e The BGS RSCP auction process has historically been successful in providing steady, market-based
prices for residential and small commercial customers.

e Delayed PJM capacity market auctions have had the potential to introduce a risk premium in
recent years associated with uncertainty in the wholesale electric market capacity prices, but
this premium was eliminated with the use of capacity market proxy prices and a true-up
mechanism for actual costs incurred.

e  While the Electric Procurement and Supply function within PSE&G is run by a dedicated team,
there is no formal succession plan and run the risk of being without key personnel should their
historically low turnover cease.

e PSE&G contracts a small amount of electricity from legacy PURPA contracts which are paid
based on avoided cost rates.

e PSE&G and PSEG Power are adequately separated by the Federal Energy Regulatory Commission
(“FERC”) and New Jersey affiliate rules and interact as independent entities in the market.

e PSE&G and PSEG Power coordinate one unified corporate position at PJM that represents the
best interests of both parties and for PSE&G's ratepayers.
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PSEG crafts a unified position in PJM and Federal Energy Regulatory Commission (“FERC”)
matters that is determined within the Federal Regulatory/RTO Strategy Group through the
combined input of PSE&G and PSEG Power.

PSEG Power’s three nuclear units receive Zero Emission Credit (“ZEC”) payments as certified
eligible units under New Jersey law.

PSE&G participates in the ZEC program by collecting Zero Emission Credit Recovery Charge
(“ZECRC”) Rider revenues from ratepayers, in accordance with New Jersey law, and using these
funds to make ZEC payments to eligible nuclear generators annually; these units are wholly or
jointly owned by its affiliate PSEG Nuclear.

PSE&G's planning to maintain reliability is performed in conjunction with PJM’s transmission
planning process and the Board’s BGS auction process.

Key Recommendations

PSE&G should not implement any changes in current BGS policies and practices until their
proposal is approved by the BPU.

The Electric Procurement and Supply function in PSE&G should adopt a more formal succession
planning process for all its manager-level and key analyst roles to maintain secure operations in
the future.

The Board should review the impacts post sale of PSEG Power fossil facilities relative to the
financial information provided and justification of ZECs to make sure stranded shared Service
Company costs are not included as part of the financial hardship justification included by the
nuclear plants in any future ZEC application.

The Board should conduct a review of PSEG Services allocation methodology to ensure that
none of the stranded shared services costs resulting from the sale of PSEG Power’s assets will be
charged to the PSE&G ratepayers post-closing of the transaction.

Overview of Gas Procurement and Supply

All gas commodity and capacity agreements are held by PSEG Energy Resources and Trade, LLC (ER&T),

an unregulated subsidiary of PSEG Power. Basic gas supply service (BGSS) is provided to PSE&G under a

requirements contract, subject to Board oversight over the terms and conditions of service. While ER&T

manages all aspects of gas acquisition, PSE&G has a separate operating department, Energy Supply

Acquisition & Operations, that manages the compliance with the Requirements Contract and other

regulatory obligations, validates BGSS invoices, and manages the revenues and expenses associated with

gas procurement.

The ER&T organization has recently undergone a transformation due to the recent sale of its entire fossil
generation portfolio in the Northeast U.S. The sale, which closed in February 2022, removed 6,750 MW
of production from PSEG Power’s asset base. The asset sale has resulted in a significant reduction in the

size of the ER&T organization.
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To accommodate gas demand, ER&T manages a contract portfolio of natural gas transportation and
storage capacity on seven different pipelines, in addition to both LNG and propane supplies from
facilities on the PSE&G distribution system used for peaking purposes. Approximately 47% of PSE&G's
peak daily gas requirement is provided from ER&T’s firm gas transportation capacity.

Gas supply prices are determined partially by the ER&T’s hedging program, with the remainder
purchased at monthly or daily indices. The hedging program accounts for approximately 50% of PSE&G’s
annual RGS sales and covers approximately 65% of supply when storage volumes are considered.

Key Findings

e ER&T owns all contracts related to the rights to purchase, transport, and store natural gas, while
PSE&G manages supply distribution and demand forecasting.

e This arrangement creates inefficiencies associated with two organizations coordinating aspects
of this process.

e PSE&G ensures ER&T’s compliance with the Requirements Contract through the performance of
internal audits of ER&T’s operations. These audits have historically covered limited aspects of
ER&T’s gas procurement processes and have occurred only twice in the past five years.

e ER&T’s hedging program is designed with the purpose of stabilizing gas prices to minimize bill
impacts to retail customers from large price changes. However, there is no internal evaluation of
hedge effectiveness, neither with the cost/benefit of hedged volumes, nor the consideration of
changes to the quantity of hedged volumes.

Key Recommendations

e The BPU should consider whether the customer benefits continue to support this arrangement.
Management should evaluate whether supply contract ownership and management should be
moved to the regulated PSE&G utility, when practical. This would create synergies within the
organization and centralize all gas supply processes within the PSE&G organization.

e Since the internal audit function is the primary tool for ensuring ER&T compliance with the
Requirements Contract, audits should be scheduled more frequently and explicitly include the
contract elements covered under the audit scope.

e ER&T should track the effectiveness of its hedging program to determine the overall impact to
customers.

Overview of Remediation Costs

PSE&G is responsible for the costs of remediating environmental contamination of property due to
hazardous substances that the Company generated. A primary source of contamination is former
manufactured gas plant (MGP) operations. Past BPU orders have established a process by which PSE&G
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can recover reasonably incurred costs from customers to remediate such sites. For regulatory purposes,
costs are initially deferred; carrying costs are permitted on unamortized balances; and the deferral is
relieved by customer charges based on total projected sales (both electric and gas) for the seven-year
rolling recovery period. The customer recovery mechanism is known as the Remediation Adjustment
Charge (RAC), which is a component of the electric and gas Societal Benefits Charges.

Management of the remediation activities associated with PSE&G’s form MGP sites resides within the
Environmental Projects group which is a part of PSE&G’s Electric Transmission and Distribution
organization. Performance is assessed on both the level of spending and timeliness of remediation. In
recent years, actual spending on remediation has been less than forecast, principally driven by
unexpected delays (e.g., weather) and unanticipated extensions of the award process on a few
significant projects. However, despite this, PSE&G has achieved the vast majority of its project
milestones during this time period.

Key Findings

e Recent spending has been concentrated on a few of the 38 former MGP sites. In addition, a
significant portion of the work has been performed by a limited number of remediation
specialty vendors. PSE&G manages its spending through competitive bidding supplemented by a
formal change order process.

e The reasonableness and prudency of costs is promoted through two complementary controls —
an annual site-level estimate of costs that is reviewed by a senior vice president in Operations
and used by Accounting to record associated liabilities and a quarterly evaluation by Accounting
and Environmental Projects to identify changes in pricing or scope for use in establishing these
same recorded liabilities.

e Total estimated costs to remediate all former MGP sites has increased slightly over the past
three years. This is largely due to changes in remediation strategy at some sites that involves
higher initial spend but lower expected monitoring and maintenance on a prospective basis.

e QOver half the former MGP sites have been completely remediated, and the remainder have
mandatory completion dates ranging from 2022 to 2026. PSE&G plans to be meet those
specified deadlines or to request extensions as permitted by regulation.

Overview of Deferral of Costs

As a result of the ratemaking process, PSE&G defers the recognition of costs if it is probable that there
will be a corresponding recovery of those costs in future rates (regulatory assets). Similarly, the
recognition of obligations is deferred if it is probable that a refund to customers in future rates will take
place (regulatory liabilities). The most significant new cost deferrals recognized by the Company since its
last base rate case involve one associated with recent storm events and another associated with the
COVID-19 pandemic. Cumulatively, these two deferrals increased by over $166 million between June 30,
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2018 and April 30, 2021 and account for approximately one-third of the net increase in PSE&G’s net
deferred assets over this time period.

Key Findings

o Deferred storm-related costs are typically triggered by 1) a sustained interruption of electric
service outside the control of the utility that affects 10 percent or more of the customers in one
of its operating areas or 2) a sustained interruption of electric service outside the control of the
utility associated with a declaration of a state of emergency. In this context, “sustained” is
defined as non-momentary and in excess of five minutes.

e Given these criteria, PSE&G is averaging nearly two major storm events per year since the BPU
first began allowing costs to be segregated for deferral consideration. As applied by PSE&G,
once a triggering event has occurred (whether isolated to a specific geographic region or not),
qualifying costs incurred for a major storm event are deferred for the Company’s entire service
territory.

e Inthe case of declared states of emergency, PSE&G may defer storm-related costs even if its
customers are unaffected if the Company incurs costs to prepare for a storm believed to be
imminent.

e Costs eligible for deferral are those that would typically be expensed and which are prudently
incurred and incremental in nature. Costs which would otherwise be capitalized are not
deferred.

e Upon receipt of the BPU Order authorizing deferrals in July 2020, PSE&G has been setting aside
prudently incurred incremental costs related to COVID-19, incurred starting in early March 2020,
in a regulatory asset account. As of June 30, 2021, these costs total approximately $82 million. In
addition, PSE&G has submitted another $34 million to the BPU which the accounting profession
does not recognize as eligible for regulatory asset recognition. A third group of potential costs
has been identified but not yet been quantified.

e The last audit of PSE&G’s regulatory assets and liabilities performed by Internal Auditing
Services involved the eleven months from January 1, 2017, to November 30, 2017. In addition,
Internal Auditing Services did not include an audit of these assets and liabilities in their 2021
audit plan.

Key Recommendation

e If not already included in its 2022 plan, we recommend that Internal Auditing Services perform
audit(s) in the next twelve months of PSE&G’s most significant regulatory assets and liabilities as
well as those that have been created since 2017, such as the post-2018 base rate case storm-
related cost deferrals and the COVID-19 cost deferral. Thereafter, all of PSE&G's regulatory
assets and liabilities should undergo internal audit at least once every three years, or the
Company should justify why they do not warrant such examination. In addition to determining
whether the regulatory assets and liabilities are properly presented and disclosed in the
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Company’s financial statements, the audits should ensure compliance with regulatory policy,
precedent, and rules in addition to confirming that internal controls associated with these
regulatory assets and liabilities are appropriate and operating effectively. All related audit
reports should be made available to BPU staff or their delegates, upon request.

Overview of Non-Rate Related Revenue

The most significant non-operating gains and other revenues recognized by PSE&G since the last rate
case, other than those derived from utility rates, are those associated with the PSE&G appliance service
business. Beginning on January 1, 2019, PSE&G began segregating the portion attributed to electric
service offerings and recorded 50% of the margins above-the-line and 50% below-the-line in
conformance with New Jersey Administrative Code 14:4-3.6(r). Margins related to gas service offerings
continued to be recorded 100% above-the-line. In 2019 and 2020, the portion of electric appliance
service business revenues recorded below-the-line totaled $36.6 million and $39.8 million, respectively.
These were partially offset by a portion of the expenses for these electric competitive service offerings
recorded below-the-line as described below.

Key Findings

e Asa result of this new treatment of the electric appliance service business, approximately $18
million of annual electric appliance service business margins were allocated equally above- and
below-the-line in 2019 and 2020, resulting in a net decrease of customer/ratepayer benefits in
each year of approximately $9 million as compared to the methodology employed by the utility
in prior years.

e Inthe past, PSE&G has proposed a 50/50 sharing of gains and losses on the disposition of its
property between ratepayers and shareholders. Black box settlements implicitly incorporate this
proposal. In 2019 and 2020, dispositions of PSE&G property were minimal.

e PSE&G chose not to share an allocated gain of $3.2 million with ratepayers on the sale of a park
adjacent to PSEG’s Newark headquarters in the first half of 2018 because the land was not
directly owned by the utility. This occurred despite the fact that PSE&G was routinely charged
for its share of this land in the years leading up to the sale by the owner, PSEG Service Company.
In reviewing this transaction, we also discovered that the allocation bases for annually charging
PSE&G for this land and assigning the gain on disposition were different.

Overview of Recommendations and Review of Previous Analysis

While the impact that the rejection of recommendations made by the prior management auditors as
well as the implementation of those accepted will be addressed in each separate topical chapter of this
report, a summary of the Company’s acceptance of these previous recommendations as documented in
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2012 and shortly thereafter is provided here. In addition, significant issues identified by the prior
auditors as warranting consideration in this audit are highlighted.

Key Findings

e PSE&G accepted in their entirety 42 of 72 recommendations made by the prior auditors which
equates to a 58 percent acceptance rate. Of the recommendations that were deemed to be
especially important by the prior auditors, the Company accepted 46 percent of them without
qualification.

e PSE&G also partially accepted an additional 7 recommendations made by the prior auditors.

e The Company provided the bases for disputing recommendations not accepted in comments
publicly filed with the BPU in 2012.

e  While the Company has historically communicated its implementation of audit
recommendations through informal updates made by the legal department to BPU Staff,
verification of the implementation of remedial action has not been performed.

e The prior auditors identified in the 2012 report the following 2011 events for recommended
consideration in the next (now current) audit:

The LIPA contract
PSEG proposed nuclear expansion
The Susquehanna-Roseland reliability project

O O O O

Power outages due to Hurricane Irene and other storms

Key Recommendation

e We recommend that implementation plans and/or actions taken by the company to respond to
recommendations made in this affiliate transactions and management audit be tested by PSEG’s
Internal Auditing Services group for comprehensiveness and effectiveness on an annual basis
until all accepted recommendations have been implemented. The results of this review should
be provided to the BPU in a timely manner upon request.

Overview of Organizational Structure

Public Service Enterprise Group (PSEG) is the holding company for the regulated utility Public Service
Electric & Gas Company (PSE&G) and several other operating subsidiaries, including a centralized service
organization and power generation company.

PSEG’s organization has remained consistent over the audit period. PSEG LI was originally created as a
subsidiary of PSEG Energy Holdings but became a direct subsidiary of PSEG Enterprise Group in 2013.

Key Findings

e  PSEG subsidiary staffing levels have been constant for the past few years, except for some
recent transfers of employees from operating companies to PSEG Services.
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e A number of management positions at PSEG LI were reorganized in 2022 in connection with the
revised Operating Services Agreement, strengthening the direct reporting relationships within
PSEG LI.

e Executive management positions have changed due to corporate reorganizations, leading to the
appointment of Kim Hanemann as the Chief Operating Officer and top executive for the PSE&G
utility. Ms. Hanemann was internally promoted and has been with the utility for many years.

e PSEG announced the retirement of Ralph lzzo, its Chairman, President and CEO, and the
appointment of Ralph LaRossa as his successor, with approval of PSEG’s board.

e PSE&G appears to have an appropriate weighting in PSEG Enterprise’s balanced scorecard
metrics, which are a component of the Company’s executive and incentive compensation
programs.

Overview of Executive Management and Corporate Governance

Our review of this area addresses a wide range of topics including board member selection and
composition, committee and leadership structure, compensation, and training of the parent and/or
PSE&G boards of directors; the leadership structure and compensation of executive management;
Sarbanes-Oxley and NYSE rule compliance; the status of prior audit recommendations; and a summary
of litigation and other contingent liabilities.

A significant event that took place late in the audit was the announcement of the impending retirement
of PSEG’s Chairman of the Board, President, and CEO Ralph Izzo at the end of 2022.1 While the
knowledge of his retirement would not have substantially changed the approach to our audit, it is
noteworthy given his long tenure with the Company and the resulting impacts it has on the remaining
executive leadership.

Key Findings

e PSEG’s board of directors consists of ten members, an increase of one member from when the
last BPU management audit was conducted. Nine members are independent. The average
tenure of the board in April 2021 was 7.8 years. Both the size of PSEG’s board and its tenure are
consistent with peer companies. However, the average tenure will decrease significantly over
the next few years with the departure of the chairman, lead director, and one other long-serving
member.

e The PSEG board of directors has a diverse set of skills as documented in its proxy statement.
Corporate governance trends also indicate that PSEG maintains a percentage of female directors
that falls within a range that many companies have recently adopted.

1 At the time, Mr. Izzo was also PSE&G’s Chairman and CEO.
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e Rather than impose term limits, the PSEG board has a mandatory retirement age of 75. Based
on our analysis, there is no accepted practice as it relates to term limits or mandatory
retirement ages. However, PSEG’s current approach gives it the flexibility to retain experience
while occasionally mixing in a new member with a fresh perspective.

e Currently, PSEG has consolidated the roles and responsibilities of Chairman of the Board, CEO,
and President with one person. An independent Lead Director complements this leadership
structure. There is no consensus among large companies or utilities as it relates to the
consolidation or separation of the duties and responsibilities of chairman of the board and CEO
positions.

e The PSEG board of directors has five standing committees: the Audit Committee, the Corporate
Governance Committee, the Organization and Compensation Committee, the Finance
Committee, and the Industrial Operations Committee. The board also has an Executive
Committee that may exercise all authority of the board when the board is not in session. The
first three committees are required by New York Stock Exchange rules. The total number of
standing committees is consistent with those of other companies we reviewed, and
independence requirements established by the NYSE for committee membership have been met
by PSEG.

e PSEG has no formal board committee rotation policy, but chairs of committees have an
expected term to serve of four years with the possibility of one additional year. We noted
several instances of board members serving on one committee for ten or more years.

e PSEG board members receive an annual cash retainer, restricted stock units, and extra
compensation for being members of committees and holding leadership positions on the board
as well as its committees. Board members are required to accumulate six times their annual
retainer amount in PSEG common stock (inclusive of their restricted stock units), which is more
than most companies require. A recognized proxy advisor (Glass Lewis) recently found that the
non-employee director compensation for PSEG was not significantly higher than a peer group in
2021.

e The PSE&G utility board of directors is a subset of the PSEG board and currently consists of three
independent directors and one non-independent director. This board complies with New Jersey
requirements concerning residency / location of work as well as separation of responsibilities
with affected affiliates. The PSE&G board meets concurrently with the PSEG board, which is a
long-standing custom.

e The 13-member Executive Officer Group is the senior leadership team that governs PSEG and its
subsidiaries, meeting on a monthly basis.

e PSEG executive compensation is designed to pay the median of peer total direct compensation
(base salary + short-term incentive compensation + long-term incentive compensation) adjusted
for performance and experience. The most senior executives have the most pay at risk.

e Executive short-term cash and long-term equity incentive compensation is largely contingent on
corporate performance associated with financial metrics. Recently, long-term incentive
compensation has been modified to include performance associated with environmental, social,
and governance matters.
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e PSEG is in compliance with Sarbanes Oxley and New York Stock Exchange rules and
requirements. However, the transparency of some board documentation related to annual self-
evaluation could be improved, and further evaluation would be beneficial.

e PSEG did not adopt some of the prior audit recommendations concerning executive
management and corporate governance, but to the extent the matters to be remediated are still
relevant, Overland incorporated them into our following recommendations.

e The General Counsel has effective processes in place to identify litigation risk and communicate
such risks to executive management and the Board of Directors. Recent years of experience
demonstrate that the office of the General Counsel has performed well in monitoring and
mitigating PSEG’s litigation exposure. Aside from the discussion of the LIPA and Passaic River
matters addressed in the litigation section of this chapter, damages payments net of insurance
reimbursements over the last few years have been immaterial.

Key Recommendations

e We recommend that actual and targeted performance associated with compensable metrics
used in the SMICP, MICP, and LTIP be proactively communicated to all participants throughout
the performance year so that informed decisions concerning remedial action can be taken by all
in a timely manner. If release of this information cannot be disseminated to the Company
employees who have been identified as most crucial to the success of the organization, then
different metrics that can be shared should be selected.

e We recommend that the Organization and Compensation Committee require a certain level of
accomplishment be achieved with respect to PSE&G safety, reliability, and customer satisfaction
in order for pay-outs to be paid to executives under the short-term incentive compensation
plans as currently designed. If these threshold levels of safety, reliability, and customer
satisfaction are not achieved in a given year, then short-term incentive compensation earned by
executives should be capped at 50 percent of target performance achievement irrespective of
how the Company performs against other metrics such as financial, ESG, etc.

e The PSEG board of directors should retain a qualified expert on public company board and
corporate governance matters to conduct a periodic independent assessment of the board’s and
its committees’ effectiveness. At a minimum, the purpose of this assessment would be to
identify areas of improvement, instances in which corporate governance best practices are not
being followed by the board or its committees, and non-conformance with regulatory
requirements. The third party should be retained by the PSEG board or one of its standing
committees. The assessment should be conducted at least once every five years.

Overview of Strategic Planning

The strategic planning function resides within PSEG Services Company and advises senior management
on strategic issues and supports the lines of business with respect to strategy execution, market policy
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and regulatory policy. This business unit also creates the strategic content included in the 5-10-year
business plan.

Strategic planning evaluations and initiative development occur at each of the operating subsidiaries
(i.e., PSE&G, PSEG Power, and PSEG-LI), which are coordinated with corporate-level strategic plans. The
corporate-level planning process consists of several key offsite meetings of the Executive Officer Group
(EOG) during which key strategic issues are reviewed. The PSE&G annual strategic plan consists of a
detailed five-year financial forecast with a discussion of key assumptions. The business plan also defines
PSE&G's strategic focus.

The enterprise risk management (ERM) function was moved in November 2021 from the CFO
organization to the Legal Department. ERM, internal audit and compliance are now under the direction
of one senior executive.

PSE&G and PSEG Services Corporation participate in numerous benchmarking studies, some on an
ongoing annual basis and others discrete projects often tied to specific corporate initiatives.
Performance in the top two quartiles of a peer group analysis is the desired performance benchmark,
with lower scores driving evaluations for improvement.

Key Findings

e PSEG has a robust strategic planning process that includes detailed plans for each major
operating subsidiary that include industry and company outlooks, strategic objectives, and five-
and ten-year financial forecasts.

e The PSEG board reviews the Company’s strategic plans during annual off-site meetings each
summer specifically dedicated to industry trends and strategic outlooks. Plan updates are also
reviewed by the board each December and the following February.

e While strategic plans are developed for each major PSEG subsidiary, the most recent
consolidated strategic plan focuses primarily on PSE&G investments and operations, consistent
with PSEG’s renewed focus on its regulated investment.

e The Company has embraced climate change initiatives among its core strategic planning
initiatives, focusing on energy efficiency, nuclear power advocacy, and alternative energy
sources such as offshore wind.

e PSEG has recently reorganized its enterprise risk management (“ERM”) function to reside within
the Legal Department, which is atypical of industry practice, as part of a consolidation of three
enterprise assurance functions (ERM, Internal Audit, and Compliance). Governance is provided
through a Risk Management Committee, comprised of senior executive management, and two
board committees.

e Enterprise risk analysis is updated frequently. In addition to annual board presentations in the
December timeframe, key risks are reviewed during committee meetings. Key risks are assigned
to the relevant board committee for oversight.

© 2022 OVERLAND CONSULTING 1-18



Public Version - Redacted

Executive Summary and Background

e The ERM Policy and practice documents are silent regarding the setting of the Company’s risk
appetite, which considers the types and amount of risk an organization is willing to accept. A risk
appetite statement is an important element of the ERM process that aligns with the
determination of risk tolerances and provides critical guidance in the strategic planning process.

e PSEG migrated from mandatory KPl measurements and scorecards at the department level to a
company-wide balanced scorecard format in 2018. Scorecards are now maintained for PSE&G,
PSEG Power, and PSEG Corporation.

Key Recommendation

e The Company should enhance its ERM policy and procedures to address the development of a
risk appetite statement that is owned by the Risk Management Committee and subject to
approval by the board (or relevant committee).

Overview of Finance

Given the utility’s ambitious capital spending plan over the next five years, it must rely, in part, on
external financing to fund these expenditures. PSE&G has accomplished this in the past primarily
through the issuance of long-term debt, and that is not expected to change significantly on a prospective
basis.

In addition to reviewing the Company’s management of its funding sources, we evaluate its oversight of
short-term liquidity, steps taken to insulate PSE&G from the potential financial difficulties of affiliates,
the parent’s increased focus on regulated operations, and certain income tax matters that were in
dispute at the time the last management audit was conducted.

Key Findings

e PSE&G continues to project substantial capital spending in the near term (a cumulative $14
billion - $16 billion from 2021 to 2025). Most of this will be funded by cash flows from
operations with any shortfall funded from external debt financing.

e PSE&G strives to maintain strong investment grade credit ratings. Given the financial metrics
that are tracked by credit rating agencies, this is largely accomplished by managing the utility’s
equity ratio at a target level of 54%. S&P and Moody’s currently rate PSE&G senior secured debt
at A and A1, respectively.

e Calculations of the implied cost of equity using the capital asset pricing model indicate that
there is no substantial difference between the cost of equity of a hybrid energy company and a
predominantly regulated utility company in recent years. However, with the recent dispositions
of PSEG Power’s non-nuclear generating fleet, PSEG’s risk profile should improve as it will
derive more of its income from more predictable regulated operations with less volatility.
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e  While PSE&G’s long-term debt balances have grown substantially over the past four years, the
utility has benefitted from the decrease in market interest rates. PSE&G’s embedded cost of
debt has decreased by 180 basis points to 3.85% over the past decade.

e Moody’s recently downgraded PSE&G’s debt rating to a level more consistent with that of S&P.
Reasons for this downgrade included continuing pressure on financial metrics resulting from
the utility’s capital investment plan and recognition that PSE&G would be the primary source of
funding for future parent obligations.

e Consistent with past practice, PSE&G does not participate in a money pool with its affiliates.
PSE&G has access to its own syndicated credit facility (5600 million) for short-term liquidity
needs. In recent years, the primary use of the credit facility was as a back-stop to the utility’s
commercial paper program. Since the beginning of January 2019, the maximum amount of
commercial paper outstanding was $480 million.

e To enhance PSEG’s flexibility, it has entered into short-term loans totaling $2.5 billion that were
outstanding as of December 31, 2021.

e PSEG has taken several steps to insulate PSE&G from potential financial difficulties of its
affiliates. While S&P views these steps as currently effective, it also acknowledges that its credit
ratings of PSE&G are at least partially dependent on the future ratings of its parent, PSEG.

e With the recent sale of PSEG Power’s non-nuclear generating fleet, PSE&G is expected to
generate 90 percent of consolidated earnings in 2025. This is a dramatic increase over the 27
percent of consolidated earnings the utility generated in 2010, a fact that Moody’s considered
in its recent downgrade of the utility.

e Despite PSEG recognizing a significant loss on the sale of PSEG Power’s fossil-generating assets,
we saw no evidence that significant funds from PSE&G were diverted to its affiliates over the
past decade.

e PSEG’s dividend amounts are driven in large part by market expectations as the board of
directors takes into account such factors as annual dividend increases and dividend payout
ratios of PSEG’s peers when setting the appropriate level of dividends paid by the Company.

e Moody’s recently downgraded PSEG’s debt and corporate ratings over concerns about its
deteriorating financial metrics coupled with PSE&G’s robust capital investment plans. However,
PSEG still maintains corporate ratings of BBB+ and Baa2 with S&P and Moody’s, respectively.

e Income tax disputes outstanding during the last management audit concerning leveraged lease
investments made by one of PSE&G’s affiliates have since been resolved. These types of
investments are no longer made by PSEG or its subsidiaries.

Overview of Accounting and Property Records

The focus of our audit on these matters were the functional areas most closely associated with
accounting-related matters (e.g., revenue and accounts receivable, payroll, expenditures and accounts
payable, etc.) as well as the internal controls over financial reporting. In addition, the Internal Audit
organization was evaluated in terms of industry guidance. However, our review of Sarbanes-Oxley
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testing of controls is addressed elsewhere in the report (see the chapter concerning Executive
Management and Corporate Governance).

In addition, we considered the implications of asset impairments, if any, recorded by PSE&G and its
affiliates on the utility’s financial condition and cash flows.

Key Findings

e Since the last management audit, several functions typically associated with the principal
expenditure cycles of the utility have been moved from the oversight of the Executive Vice
President and Chief Financial Officer to others. Payroll, from an administrative process, now
resides in the Human Resources organization, and Accounts Payable reports to the General
Counsel organization.

e Rather than follow industry guidance, PSEG’s Internal Audit organization currently reports
administratively to the General Counsel. On a functional basis, it reports to the Audit Committee
of the Board of Directors.

e PSEG has begun to outsource some of its accounts payable and payroll responsibilities to
outside parties. While outsourced payroll services have no contractual performance objectives
that must be met, the third-party accounts payable service provider has certain critical service
levels that must be met in order to avoid penalties. If critical service levels are exceeded, the
outside accounts payable service provider can earn a premium.

e As with other organizations throughout PSEG, performance measures tied to the achievement
of departmental goals in accounting-related areas have been eliminated since the last
management audit. However, there are a few enterprise-wide key performance metrics that are
still tracked, which are most closely associated with accounting (e.g., Sarbanes-Oxley deficiency
rates, timely remediation of Sarbanes-Oxley deficiencies, etc.). Performance in recent years has
been largely favorable for these metrics. In addition, the attainment of contractual key service
levels for outsourced payroll services have resulted in no penalties incurred or bonuses earned
since performance began being tracked in mid-2020.

e PSEG’s primary accounting system is SAP, a system it has been using for over 20 years. Although
it has been delayed twice in recent years, the current version of SAP employed by PSEG will no
longer be supported beginning in 2030. The Company is in the process of reviewing its options
for the replacement of this system.

e Internal controls over financial reporting undergo a significant amount of scrutiny by various
parties. One of these parties is the external auditors, who have opined in the most recent four
years that PSEG has maintained, in all material respects, effective internal control over financial
reporting.

o None of the deficiencies identified in Sarbanes-Oxley testing have been classified as material
weaknesses since the last management audit, and only eight have been characterized as
significant deficiencies (none specifically attributed to PSE&G). Excluding deficiencies identified
by management, the Sarbanes-Oxley deficiency rate has ranged from 1.58% to 5.52% in the
most recent six years and has trended downward over the past four years.
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e Internal Audit plays a key role in evaluating the effectiveness of internal controls over financial
reporting. The last two individuals assigned to be head of Internal Audit have an educational and
work experience background predominately in law.

e The Institute of Internal Auditors (IIA) has identified certain responsibilities that the board of
directors should assume for Internal Audit to maintain organizational independence. Some of
these responsibilities at PSEG have currently been delegated to the Executive Vice President and
General Counsel, including the approval for the requisition of new staff in Internal Audit as well
as Internal Audit’s budget.

e While PSE&G has recorded no asset impairments in recent years, some of its affiliates have
recognized impairments or losses associated with their operations. The most significant of these
was the $2.691 billion pre-tax impairment loss on the sale of PSEG Power’s fossil generation
assets recognized in 2021 because the purchase price of the assets was less than the carrying
value of the assets at the time. However, as noted in the Finance chapter, we saw no evidence
that funds were diverted from PSE&G to other entities to cover these losses.

Key Recommendations

e Internal Audit should continue to functionally report to the Audit Committee of the PSEG board
of directors. However, on an administrative basis, it should ideally report to the CEO of PSEG.
Alternatively, we recommend that Internal Audit should revert back to reporting
administratively to the CFO, and the Audit Committee of the PSEG board of directors should
document its rationale in writing for this reporting structure, including mitigating controls
available for situations that could adversely impact the objectivity of the head of Internal Audit
and the department as a whole. In such instances, the Audit Committee should periodically, but
not less than annually, evaluate whether the head of Internal Audit is impartial and not unduly
influenced by the administrative reporting line arrangement. Furthermore, conflicts of interest
for the head of Internal Audit and all other audit staff should be monitored at least annually
with appropriate restrictions placed on auditing areas where conflicts may arise.

e When a new person is considered for the position of head of Internal Audit on a prospective
basis, management and PSEG board’s Audit Committee should select and approve a person with
a professional and educational background as an accountant and/or financial auditor. In
addition, future periodic external assessments of PSEG’s Internal Audit function should
specifically include an assessment of the competence of the head of Internal Audit as well as a
commentary on industry and peer best practices concerning the educational and professional
qualifications of the head of Internal Audit, adequately supported by benchmarking data.
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Overview of Electric Distribution and Operations Management

The responsibility for the Company’s Electric System Operations and Maintenance is organized under
the President and COO of PSE&G who in turn has 3 senior leaders with specific electric operations and
maintenance responsibilities including; the Senior Vice President of Electric Transmission and
Distribution, the Vice President of Asset Management and Planning, the and the Senior Director of
Transformation & Centralized Services. Within the Electric Operations organization, staffing generally
remained flat to declining with a range from approximately 3,200 to 3,500 employees over a 5-year
period.

There are certain job activities within this group that consistently exceeded 30 percent of overtime over
a 5-year period. The Company states that plans are underway to increase staffing for these respective
activities, but due to the specialized skillset required it is difficult mitigate overtime with contractors or
employees from other groups.

To support certain types of work the Company utilizes contractors but they do not track the historical
number of contractors on property, nor do they forecast future contractor needs. Company’s spend for
2020, contractors comprise approximately 50 percent of total labor spend for both O&M and Capital
when compared to in-house labor.

From a safety perspective the 5-year lookback on performance revealed a declining trend (positive) for
OHSA Recordables and Days Away and the Company generally compares well to the 1% Quartile peer
utilities.

The Company has a dedicated Emergency Preparedness group to assist with the management of these
plans and to ensure their compliance. This group reports to the Vice President of Electric Operations
through the Senior Director Electric T&D Operations Support, which is a direct link to the leader who is
also responsible for the tactical response to most major events. The response activation process is
initiated by the Incident Commander, the individual ultimately responsible for event restoration, who
weighs information from a variety of sources including from weather information vendors, historical
data, and information from individual divisions to determine the “Storm Severity Level.”

The Electric Asset Strategy and Systems team is tasked with managing the Company’s electric assets and
is structured such that individuals are responsible for specific assets. This allows for a level of focus so
they remain familiar with the particularities of an asset and maintain continuity over the entire electric
system. PSE&G, similar to other Northeastern utilities, maintains an aging asset base that, while
currently reliable, does require an intensive inspection and monitoring program to stay ahead of
problematic reliability issues.

Analysis of outage data indicates the Company is quite competent at managing reliability. While
fluctuations in year over year reliability exist for 2017 and 2019, overall, the Company performs well.
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When compared to their peers even PSE&G’s worst performing years are better than their benchmark
and on average is at or exceeds 1° decile performance.

System Planning considers the wide range of factors that influences short- and long-term loading for the
electric system and the steps to manage loading. This includes population growth, new businesses
driven by economic factors, public policy such as electrification, and the proliferation of renewables.
These factors may either result in increasing or decreasing system demand both in a micro (circuit by
circuit) and macro (division or system-wide) scale over the planning time horizon. Historically, PSE&G’s
load growth has been low to flat,? averaging less than 1% per year for electric customers.? Load
management methods have been updated in recent years to accommodate DER and EV forecasts.*

Capital Programs are largely initiated through the Electric Delivery Planning organization, which is
responsible for the development of solutions for any identified system challenge or projected need. This
also includes, for Transmission, being responsive to PJM committees such as the “Transmission
Expansion Advisory Committee and “Transmission Planning Subcommittee,” and also supporting the
PJM planning process. Project and Construction (P&C) is responsible for the management of capital
projects as they move from the conceptual to planning phase with an average portfolio of $2B in
Transmission and Distribution projects.

PSE&G has offered various energy efficiency programs since 2008.° The Company recently launched
their latest program, Clean Energy Future Energy Efficiency (CEF-EE), which is part of the Company’s
“Powering Progress” vision. PSE&G stated they do not currently have an active DR program. Their
previous program stopped accepting new customers in 2014 and was discontinued in 2018 due to
“changes in the PJM capacity market rules that were inconsistent with program rules.”

The Company noted that their smart grid strategy is developed to align to state and federal policies and
programs such as NJ BPUs Infrastructure Investment program and Energy Master Plan and FERC 2222.
The Utility of the Future group is responsible for the Company’s smart grid strategy and stated they
work with senior leadership to ensure that smart grid plans are consistent with Corporate Strategy,
which itself is aligned to applicable state and federal policies.®”

The Company maintains a number of IT systems to design, operate and maintain the electric system. All
systems are in various stages of their lifecycle with all older applications except for SAP to be replaced
within the next few years. Other more recently deployed applications have upgrade plans in place.

2 Response to OC-1054.

3 Response to OC-0591.

4 Response to 0C-0245.

> Response to 0C-0117.

6 Interview of Raymond Alvarez, Senior Director Asset Strategy, Technology and Systems, on September 20, 2021.
7 Interview of Ahmed Mousa, Manager Technical Support, on November 3, 2021.
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Key Findings

System Operations and Maintenance

e System Operations and Maintenance is supported through a matrix style organization that is
linked through process and is monitored through robust performance metrics.

Electric Operations staffing has remained mostly flat to declining ranging from approximately
3,200 to 3,500 employees over a 5-year period.

e Company leaders stated they endeavor to keep overtime at approximately 30 percent, and
generally the data indicates these levels are sustained.

Based on spend for 2020, contractors comprise around 50 percent of total labor spend for both
O&M and Capital when compared to in-house labor.

Leadership noted that typical strategies such as partnering with trade schools, working with
unions to develop a candidate pool, and moving employees into critical roles when they express
an interest are all underway to account for future resource needs.

Electric System Reliability

e PSE&G, similar to other Northeastern utilities, maintains an aging asset base that, while
currently reliable, does require an intensive inspection monitoring program to stay ahead of
problematic reliability issues.

Our analysis of outage data indicates the Company is quite competent at managing reliability.
When compared to their peers even their worst performing years are better than the
benchmark and on average is at or exceeds 1° decile performance.

Tree related outages continue to be the leading cause in both the number of outages and the
amount of outage minutes.

e To support improvements in reliability, the Company maintains a list of Poorest Performing
Circuits (PPC), to identify specific circuits that rank the lowest in system reliability. Efforts are
directed at creating the actions necessary to drive improvements in PPC reliability, which appear
to be effective.

The Company generally met their Vegetation Management completion rate targets for
Transmission and Distribution over a 5-year period, except for 2017 where Distribution was
below target.

Capital Project Management

e The Company is in the process of growing the Centralized Work Planning and Scheduling Group
capability through implementing new processes.

e The Investment Planning process is detailed in their “Establish the Detailed Capital Electric
Delivery One-Year Five-Year Work/Cost Plan” document and serves to develop a unified
Transmission and Distribution capital plan.
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Key Recommendations

System Operations and Maintenance

The Company should develop advanced computerized tools to assist with staffing forecasts that
optimizes internal hiring and contractor utilization. This should be coordinated with a broader
corporate effort to accurately model and forecast staffing needs by leveraging input from
leadership through a formalized process. The output of this model should be the generation of a
short- and long-term resourcing plan.

The Company should conduct a time study for all front-line supervision within Electric
Operations, then benchmark to other utilities for best practices. Pending the results of the
study, the Company should strive to reduce the administrative burden, if applicable, so
supervisors can maximize their time overseeing employee safety and productivity.

The Company should re-evaluate their ETR process to determine whether Damage Assessment
can be better incorporated to support ETR development in the earliest phase of major events.
Additionally, the Company should indicate their compliance to the ETR standards established by
the BPU by implementing a tracking method and reporting their compliance through every
submitted Major Event report.

The actions and initiatives resulting from AARs conducted after each weather event should
incorporate project management rigor and governance to ensure accountability, timeliness and
transparency.

System Planning

More advanced DER penetration and EV Charger forecasts should be prepared on a short- and
long-term basis. This effort should use more advanced forecasting methods such as econometric
modeling, industry data, and surveying.

Smart Grid Development and Deployment

The Company should implement an oversight and management strategy for the Company’s
Smart Grid strategy and implementation, including deploying their Integrated Distribution Plan
(IDP), including consideration of whether a PMO and associated program management
frameworks are optimal solutions.
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Overview of Cybersecurity

PSEG maintains a dedicated Cybersecurity organization, the Cyber Security Risk and Compliance group
(CSRC), reporting directly to the Chief Operating Officer who in turn reports directly to the Board of
Directors (Board). The head of the CSRC is a Senior Director who serves as the Chief Information Security
Officer. This organizational alignment results in the CISO reporting outside of the IT organization, which
is preferable given certain compliance issues that require independence from the IT organization. To
support the implementation of the policies, practices, compliance, readiness and response to
cybersecurity events, the Company indicated that 21 Full-Time employees maintain this responsibility
within the CSRC group.

At PSEG, the top layer of cybersecurity governance is the Board who is ultimately responsible for
monitoring the performance of the Company’s cybersecurity capability and has the authority to make
course corrections where needed. The next layer below is the Cybersecurity Excellence Oversight Board
(CEOB) which reports to the President and COO and maintains 1 Chairperson, 1 PSEG representative,
and 2 representatives who are from outside of the Company to maintain a level of independent thought
leadership. The Cybersecurity Council represents next layer below, is more tactically focused, and
includes several stakeholders across the business.

Annually, the Company evaluates its Corporate Enterprise Risk Management (ERM) process to escalate
major cybersecurity risk, so all ERM policies and procedures used throughout the Company apply to
escalated cybersecurity risk as well. This process is used to identify, score, prioritize, mitigate and
manage cybersecurity risk until it is no longer deemed a threat. For emergent risks outside of the annual
ERM process the CISO is responsible for identifying and reporting risk through the cybersecurity
governance including the Cybersecurity Council up to the Board. The Cybersecurity Council is
responsible for the more tactical management of risk, and the Board is responsible for overseeing the
proper response until mitigation.

The Company supports current and growing needs for cybersecurity management through investments
based on findings from a KPMG’s NIST audit to serve as their basis for several of their programs. The
Company then identified additional projects that were necessary for compliance purposes. Finally, they
identified the investments that were necessary for maintaining operations through third-party vendors,
applications and other services. A total of 62 of these programs/projects/investments were detailed by
the Company all in various stages of completion.

Key Findings

e The Company’s Cybersecurity organization and capability continues to mature and evolve with
recent hires, several open positions, and a number of initiatives underway.

e The group responsible for cybersecurity, Cyber Security Risk and Compliance (CSRC), is
organized outside of the IT organization which is an industry best practice.
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e Cybersecurity Excellence Oversight Board (CEOB) reports to the President and COO and
maintains 2 representatives who are from outside of the Company for a level of independent
thought leadership.

e The Company had a third party, KPMG, audit their cybersecurity practices using the National
Institute of Standards and Technology Framework (NIST) cybersecurity framework which
provided insights into the maturity of the Company’s capabilities as well as opportunities to
improve.

e To close findings from the NIST audit, the CSRC is in the process of more than doubling the size
of the organization, which will increase the overall headcount to over 50 dedicated employees.

e The Company is encouraged to sustain their existing practice of continuous cybersecurity
education given the ever-evolving cyber threat landscape.

e The Company’s most recent NERC-CIP audit resulted in no adverse findings.

e The Company has affirmed their compliance to the BPU Cybersecurity Requirements order in
2017, 2018, 2019 and 2020. They have also, as of June 1, 2016, joined the New Jersey
Cybersecurity and Communications Integration Cell and are reporting as required in the order.

e The Company maintains a comprehensive Cyber Incident Response plan and cross functional
Team to support the response to incidents.

Key Recommendations

e The Company should develop a customized template to drive a consistent approach to reporting
for all levels of governance. Content and metrics should be generally similar including, but not
be limited to, Progress on Actions from last month, Emergent Topics or issues, latest
intelligence, Key Risks, any escalations from other meetings and metrics.

e The Company should report key staffing risks to leadership through the governance process and
highlight actions taken to close these risk areas.

e The Company should prioritize the creation of and implementation of an internally visible
schedule of third party cybersecurity compliance audits for medium and high risk vendors and
suppliers.

e The incorporation of cybersecurity checkpoints into the SDLC should be a mandatory
requirement and not optional, the rationale for lack of implementation should be detailed and
vetted through appropriate leadership.

e  While Overland recognizes that the Company is moving forward with implementing a
customized program management framewaork for cybersecurity programs, the effort is still
developing and many questions remain. Overland recommends that the Company provide
regular reporting to the BPU on progress and scope of this effort to ensure it incorporates best
practices and is timely.

e The Company should implement a more robust After Action Review tracking approach by
implementing a project management centric (including progress to date, delivery date,
dependencies, key issues, etc.) and reporting approach, which assigns a clear owner for delivery.
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Overview of Gas Delivery

For PSE&G’s Gas Delivery function, we focused on the Asset Management & Planning and Gas
Operations organizations that comprise the Gas Delivery function and the emergent best practices they
employ, an assessment as to how well these two organizations have performed from a variety of
measures, the existing gas distribution system including the various risk mitigation initiatives undertaken
to safeguard its aging assets as well as the relatively high number of open leaks, distribution system
planning requirements, methodology and related projects, the potential impact of the New Jersey
Energy Master Plan, capital investments needed for the Gas System Modernization Program (GSMP) and
other asset replacement programs, ongoing operations and maintenance activities, an overview of
information technology, records management, and concluded with a review of the implementation
actions initiated by the Company for the recommendations identified in the last Management Audit.

PSE&G’s gas procurement and delivery function is spread over two major entities: the Asset
Management & Planning department and the Gas Operations department, with Asset Management &
Planning primarily doing the planning, and Gas Operations principally responsible for the execution. For
sound strategy implementation it is essential that both entities work closely together to ensure efficient
gas supply and effective delivery systems.

The existing gas distribution system is currently being modernized through an aggressive replacement
and upgrade program called GSMP, initiated in 2017 and extended in 2019. To continue to reduce risk
associated with its gas distribution system PSE&G plans to file for future GSMP programs as well as
maintain its Distribution Integrity Management Program (DIMP) for the replacement and/or
rehabilitation of its gas system. These capital programs along with prudent operations and maintenance
of Gas Delivery’s major assets support the Utility’s asset management strategy.

Key Findings

o The large number of best practices employed by the Gas Delivery function indicates they seek
and use leading industry practices to improve workplace efficiency and effectiveness.

e A broad number of meaningful key performance indicators (KPI’s) are used to help drive safety,
customer perception, operational, and financial results.

e Through programs like GSMP, Energy Strong, and DIMP good progress in removing both cast
iron and bare and unprotected steel pipe material is being made. Based on the current rate of
replacement, elimination of these materials should occur in 2039 at an estimated cost of $5.58
billion in 2021 dollars.

e Excavation damage to plastic services, natural force damage to cast iron pipe, and corrosion in
unprotected steel services have been identified as the highest risks to the integrity of the gas
delivery system.

e A balanced scorecard highlights the selected metrics of Gas Leak Reports per Mile, Leak
Response Rate, Open Leaks, and Damages per 1,000 Locate Requests, all of which are in an
improving trend.

© 2022 OVERLAND CONSULTING 1-29



Public Version - Redacted

Executive Summary and Background

e PSE&G maintains an active asset repair process to support the reliability and safety of its
distribution system, and the overall projected growth rate for O&M expenditures is expected to
stay below the rate of inflation.

Key Recommendations

e To support increased collaboration between Asset Management & Planning and Gas Operations
departments, PSE&G should pursue the collaboration initiatives cited in the Utility Culture
Action Plan Rollout, dated February 2021, with the goal of creating a shared vision, mutual
respect, and in-depth understanding of each other’s role in achieving excellent business
outcomes and outstanding customer service. To confirm the two departments are making
progress, a focused employee engagement survey should be periodically conducted, and based
on survey results the collaboration initiatives employed adjusted.

e Develop a program that prioritizes the replacement of all short sections (less than 50 feet) of
smaller diameter (8-inch and smaller) of cast iron pipe operating above utilization pressure in
low priority GSMP grids. The program should have a definitive start and end date consistent
with prudent distribution system risk management.

e Perform an open leak cost-benefit study, similar to what other gas utilities have conducted, to
determine if there is a potential cost savings as well as reduced methane emissions associated
with fixing leaks sooner.

e If conclusions from the open leak cost-benefit study support reducing the number of open leaks,
the Company should develop and commit to a plan of significantly reducing the number of open
leaks from end of year 2020 levels.

e  Future GSMP filings will recommend continued replacement of cast iron and bare steel in
PSE&G's gas distribution system. By continuing to remove these leak prone facilities and
assuming normal winter conditions, the Company should experience less leaks per mile in the
remaining facilities. Consequently, the Company should continue to commit to the BPU that it
will achieve a reduced end of year open leak backlog in concert with any future GSMP filings.

e Develop a written policy and process addressing when and how potential non-pipeline
alternatives to traditional long-term system reinforcement projects should be evaluated.

e To demonstrate GSMP success in reducing the Leak Hazard Index per mile of main that remains
in its system, PSE&G should develop and annually report to the BPU a suitable metric that
emphasizes the inventory of prioritized utilization pressure cast iron main remaining in its
system based on the Hazard Index per mile of main per map grid.

Overview of Contractor Performance

As discussed in Chapter 19, we reviewed PSE&G's relationships and management of contractors and
their performance. Areas of review included the Damage Prevention Program, including excavation
damage causes, benchmark comparisons, and legal proceedings involving excavators. We reviewed gas
construction work, including the Distribution Operations Gas Construction group and its ongoing use of
contractors, how both the Gas Construction group and contractors are managed and have performed,
and how quality oversight is provided. We reviewed management of electric construction work,
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including the Projects and Construction Project Management Office and its approach to estimating large
projects, budget performance, electric work outsourced, how contractor oversight is provided, and how
electric construction and contractor work is monitored through quality assurance and control.

Key Findings

e Between 2016 and 2020 the number of gas markouts performed increased by 29.5 percent,
while the number of damages decreased by 7.2 percent resulting in a damage rate decrease of
28.5 percent. Over the same five-year period the number of electric markouts performed
increased by 32.3 percent while the number of damages doubled resulting in a damage rate
increase of 25 percent.

e Between 2016 and 2020 Damages by Excavator accounts for 62.3 percent of the damages,
Damages by Operator accounts for 33.9 percent of the damages, and Could Not Determine was
used to categorize the remaining 3.7 percent of the damages.

e The amount of BPU Underground Facility Protection Act (UFPA) fines levied against PSE&G has
varied from a high of $486,000 in 2018 to a low of $9,000 and 2020.

e There is no statewide database of excavators who frequently and/or flagrantly damaged
underground utilities shared between the various utilities. Consequently, it is difficult to
recognize these contractors in advance so that extra safety precautions can be taken.

e PSE&G has recently implemented several initiatives to enhance its damage prevention program
including equipping and training markout personnel with multifrequency locators, formed a
Damage Prevention/Markout Team to explore technology, supporting systems, data analytics,
cost tracking, and work management approaches, initiated an enhanced One Call ticket
management system, and hired artificial intelligence firm to look at the application of Al to
damage prevention.

e Despite the establishment of the Gas Construction group, contractors still play a large support
role in the completion of the Gas Operations department’s capital project workload. Between
2016 and 2018 the hours worked by internal crews has steadily increased when compared to
contractor hours and overall, outsourced work as averaged about 28 percent of total capital and
O&M work completed in gas.

e To formulate the design and implementation of the Gas Construction PMO, Gas
Operations collaborated and worked with the Projects & Construction PMO group and
implemented the Project Management Body of Knowledge (PMBOK)/Project
Management Institute (PMI) methodologies, providing the tools needed to efficiently
manage the Gas Construction group and contractor workloads.

e PSE&G’s 10 largest construction projects in the most recent five years were all electric. Eight of
the 10 were at budget and two were under budget.

e Projects and Construction (P&C) and Electric Operations outsources work in both the Capital and
O&M categories. For the years 2016 through 2020, overall outsourced work accounted for
about 50 percent of total capital and O&M efforts.
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e Contractor audits may cover safety, environmental, cost, and schedule performance during or at
the conclusion of a project. Results are shared with individual suppliers at meetings, and “on an
ad-hoc basis depending on findings.”

Key Recommendation

e Expand PSE&G's Peer Panel Benchmarking to include additional comparisons for gas and electric
damage prevention, specifically the markout program, or develop some other enhanced
comparative analysis for damage prevention. The comparison should be structured in such a
way that the damage prevention program variability between utilities can be identified to allow
understanding of the methods utilized by the utilities achieving superior gas and electric damage
prevention performance.

Overview of Human Resources

Within the category of Human Resources, we reviewed PSEG’s compensation and benefits programs and
procedures, labor relations, workforce planning and performance management, employee training and
development, and diversity, equity and affirmative action and equal opportunity programs and
procedures.

Key Findings

e PSE&G uses a third-party market pricing tool, MarketPay, to benchmark jobs and properly
position them within PSE&G’s MAST salary grading structure. All new positions are evaluated for
placement within the grading structure. Existing positions are also evaluated for potential
regrading when position requirements change.

e Total direct compensation for non-executive employees, which includes base salary, targeted
cash-based incentive pay and the grant date value of long term stock based incentive pay,
appears consistent with the market.

e PSE&G’s primary bonus pay program for non-executive employees is the Performance Incentive
Plan (PIP). Data from Pay Governance indicates that the median target annual incentive as a
percentage of salary, and the percentage of MAST employees eligible for and participating in the
PIP is consistent with peers.

e About 98% of eligible employees receive an annual PIP incentive award. The most important
factors determining the award amount an employee receives are: 1) the budgeted (target level)
award pool, which the actual award pool closely tracks, and 2) the employee’s pay grade, with
targeted awards ranging from 5% of base salary for employees in the lowest five pay grades up
to 40% of base salary for employees in grade LX, one step below officer level.

e Financial and operational performance results appear to play a relatively minor role in
determining an individual employee’s cash-based incentive pay.
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e Data from Aon shows the overall economic value of employee health and welfare benefits
provided to MAST and union employees is roughly equivalent to the economic value of benefits
provided to employees in a comparator group.

e To assess the reasonableness of union-requested changes in wages, PSE&G stated that the
Labor Relations team research wage data from the U.S. Bureau of Labor Statistics, leverage
information provided by other HR Centers of Excellence, and informally consult with industry
peers through memberships in the Regional Utility Group, Edison Electric Institute, and
American Gas Association. Records of the research and consultation are not formally
maintained.

e |t appears PSE&G does not utilize benchmarking data to assess the reasonableness of union-
requested changes in wages.® The Company stated that it researches wage data from the U.S.
Bureau of Labor Statistics and informally consults with industry peers through memberships in
the Edison Electric Institute and American Gas Association.

e Staffing levels have remained consistent for PSE&G; however, due to attrition and other factors
over the past decade, the volume of hiring has increased significantly in 2021. The PSEG Services
workforce has increased recently due to reorganizations that moved employees from operating
companies to the service company. PSEG anticipates moving an additional 500 engineering and
construction support employees from the utility to the service company in the near future.

e There were no material constraints to workforce availability due the pandemic. While some
impacts to hiring were observed at certain localities, the Company did not implement a hiring
freeze or other enterprise-wide program to limit hiring in the last few years.

e Although open vacancies were at six-year highs at the end of 2021, PSE&G's turnover rates were
consistent with industry peers.

e To maintain compliance with the US Department of Labor’s Office of Federal Contract
Compliance Program’s AA requirements, PSEG stated that it: 1) conducts an annual Impact Ratio
Analysis to ensure hiring, termination and promotions have been in compliance, 2) conducts
compensation regression analysis to identify statistically significant pay differences by race and
gender, 3) ensures its facilities are compliant with the Americans with Disabilities Act and any
violations found are cured, and 4) ensures that employee requests for accommodation are
handled in compliance with regulations.

e PSE&G has an increased focus on outreach and AA activities for veterans and people with
disabilities. It conducted a dedicated campaign in 2020 with an aim on increasing inclusion for
people with disabilities.

e Asafederal contractor, PSE&G maintains an AA plan with hiring goals and results by job group.
The plan attempts to compare the percentage of women and minorities in each group with
requisite skills available in the Company’s geographic are for employment and develops a

placement goal where there is a gap. [BEGIN CONFIDENTIAL] _
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Key Recommendation

e The Labor Relations team within HR, in consultation with the company’s Compensation HR
Center of Excellence, should consider more formally benchmarking wage compensation for
union employees against peers to assist in negotiating union wages that are both fair and
comparable with peers.

Overview of Customer Service

We reviewed PSE&G’s customer service function, including its organization, staffing, technology and
operations. We reviewed the metrics used to measure operational performance and benchmarking with
other utilities. We reviewed compliance with customer service rules codified in the New Jersey
Administrative Code, focusing on account dunning, involuntary disconnection, customer contact and
billing. Finally, we reviewed PSE&G’s meter reading, testing and replacement procedures.

Key Findings

e PSE&G moved its primary customer contact operations from Cranford to Newark in 2019. As a
result of the move square footage increased from approximately 65,000 to 82,000 square feet.
Since the Covid pandemic, with most customer contact employees working from home, the new
center appears to be significantly underutilized.

e At the end of 2021 PSE&G had approximately 100 employees distributed among 16 local
customer contact centers. The centers serve as points of contact for a relatively small
percentage of customers, and usage appears to be skewed toward customers with bill payment
difficulties. Excluding rent, the centers cost approximately $10 million annually, and PSE&G
estimates they process between 2 and 3 percent of total utility payments. Relative to other
collection and payment activities, the cost effectiveness of the centers as a group is
questionable and their efficiency relative to other methods of collecting payments appears low.

e PSE&G participates in customer operations benchmarking with a group of East Coast utilities.
Overall, during 2020 (the year for which metrics were provided), PSE&G’s performance was
below average (below the 2™ quartile) for nine of the 12 metrics benchmarked. PSE&G believes
its performance was negatively affected by Covid pandemic restrictions, and by its lack of
implemented advanced meter reading infrastructure relative to peers.

e PSE&G maintains procedures needed to comply with important New Jersey Administrative Code
regulations in the areas of service application and initiation, customer deposits, account dunning
and collection, involuntary service disconnection, customer contact and billing and payment.

e Meter read rates deteriorated significantly in 2020, to approximately 82%, down from an
average of approximately 90% over the previous five years, primarily a result of the Covid
pandemic. PSE&G’s 2020 read rate performance placed it at the bottom of the third quartile
among Northeast region utilities surveyed by JD Power.
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e PSE&G’s meter read error rate deteriorated significantly in 2021, to 20.4 per 1,000 meters from
an average of 15.6 per 1,000 over the previous six years. PSE&G cited reduced meter reads
(both physical and ERT) resulting from the Covid pandemic as primary causes; however, the read
error rate was just 13.3 per 1,000 for the year 2020. The Company also cited automation of the
billing exception process as a reason for increased identification of billing errors.

e lLong-term estimated meters, also known as “chronics,” increased dramatically as a result of the
Covid pandemic, from an average of about 45,000 meters at year end 2019 to approximately
140,000 at the end of 2020.

e |n 2021 PSE&G began implementing its NJBPU-approved plan to replace nearly all electric
meters by the end of 2024, at which time it expects to have 2.2 million new meters with
Advanced Metering Infrastructure technology in place. The Company stated that it expects
these meters will provide a variety of new data points, including daily meter reads, interval
consumption data, voltage information, outage and restoration notifications, and conditional
alerts.

Key Recommendations

e Assoon as practicable, PSE&G should take steps to reduce its leased space footprint in the new
Newark Customer Contact to match the highest utilization the Company expects it will need
under its ongoing work-from-home policy.

e Rather than simply having a stated goal of top-quartile or top-decile performance, PSE&G
should develop a concrete plan of action to improve, over the medium term (1-3 years), key
Contact Center metrics in which it ranks in the third or fourth quartile, specifically the customer
inquiry service level and the abandoned call percentage, to at least second quartile performance
among peers in the JD Power survey.

e As part of the ongoing effort to move customer communication to digital channels, we
recommend PSE&G develop a specific plan to better utilize the CSCs or simply reduce their
overall cost by closing the least productive centers, as permitted by employee attrition or
reassignment, and considering geography, customer payment alternatives, and historic trends
of utilization.

e PSE&G should develop a metric to measure the extent to which its procedures result in the
establishment of service within two business days of the receipt of a customer’s application for
utility service, as required by N.J.A.C. Section 14:3-3.2(g).

e PSE&G should develop a metric to measure the extent to which its procedures result in the
restoration of service within 12 hours upon a customer correcting all of the conditions which
caused service to be disconnected, as required by N.J.A.C. Section 14:3-3A.9(a).

Overview of External Relations

External relations are managed by PSEG’s Corporate Citizenship Department, which was formed in 2018.
A critical element in the formation of this group was the elevation of the corporate sustainability
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function, and its importance in the Company’s government and public outreach efforts. Resources have
been added to address environmental, social and governance (ESG) initiatives in the last five years.

Certain employees have been designated as PSEG’s representatives to communicate directly with the
NJBPU, legislature and governor’s office. Additionally, the Corporate Citizenship Department works with
third-party lobbying and public relations entities to support its advocacy programs.

The Company revised its storm communications approval process after Tropical Storm Isaias. The
Corporate Communications Department obtains outage data from Operations groups, drafts media
updates, and circulates the document internally to designated individuals within Operations, Corporate
Communications and Legal. In addition, PSE&G has a pre-storm checklist that includes a process for
media updates with storm preparedness guidance, if necessary.

The Corporate Citizenship group plays a significant role in the implementation of corporate initiatives
related to NJBPU filings, ESG reporting, and New Jersey hiring targets.

Key Findings

e Inrecent years, PSEG’s lobbying activities have focused to a large extent on the advocacy in
support of nuclear power, including its designation as a “green” energy source (due to the lack
of carbon emissions) and the necessity for New Jersey’s Zero Emission Credit (ZEC) program.

e PSEG has incorporated ESG awareness and promotion into its strategic planning and corporate
objectives and developed numerous public reports to communicate these objectives with its
stakeholders.

Overview of Support Services

PSEG’s insurance program is designed to economically manage risk through the assumption of self-
insured retentions (“SIRs”) and insuring against significant losses. In addition, the program seeks to
utilize mutual insurers where possible. The department conducts annual insurance reviews for each
major policy, supported by its insurance broker.

The majority of third-party injury and property damage claims are resolved through direct interaction
with claimants and are therefore not litigated. Members of the public can file a claim using a web page,
emailing the Claims Group directly, or filling out a Property Damage Claim Form. All of these can be
accessed through the Company’s main website.

PSEG employs a larger number of staff attorneys than peer utilities, as the company prefers more direct
control over legal matters. However, outside counsel is used for major corporate initiatives (such as the
fossil asset sale) and in areas which the company lacks specific expertise. In 2021, two major
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organizations that had existed elsewhere within PSEG Services were transferred to the Legal
Department: the procurement function and internal audit.

PSEG’s facilities and PSE&G’s land are overseen by a group within PSEG Services Corporation comprised
of approximately 70 individuals who are responsible for strategic planning, asset investment, facility
construction and management, real estate taxes, and organizational performance management. Prior to
2016, facilities management was decentralized and handled at the local level.

The Materials & Logistics Management group is responsible for inventory management and warehouse
functions across PSE&G's territories. PSE&G has separate inventory storage sites for electric and gas
inventory, except for the Clifton, New Jersey location, where both are kept in separate areas. There are
10 storage locations for electric materials and 13 for gas materials that are geographically dispersed in
the Company’s service territory.

PSE&G's Transportation organization handles all administrative tasks (titling, registration, etc.),
emergency (road call) services, repairs and maintenance, and disposition of the utility’s vehicle fleet
comprising approximately 7,000 owned and leased assets as of March 2022.

Key Findings

e PSEG corporate insurance premiums increased 6% annually between 2018 and 2021, although
the fossil asset sale reduced the 2021 property insurance premium by a substantial amount.
Premium increases were below peer averages.

e Using actuarial studies, the Insurance Department has made reductions to certain coverage
limits that optimized premium costs without significant risk increase.

e Third party claims payments increased in 2020 in connection with Tropical Storm Isaias, but
otherwise have been trending lower since 2018. Claim reserves have increased since 2018 due
to several discrete incidents, while the number of reserved claims has remained stable.

e Outside legal expenses increased 57% in 2021 over the prior three-year average. The increased
spend was attributable, in large part, due to fees associated with the fossil asset sale, a review
of the compliance investigation process, and FERC enforcement matters.

o With the exception of the Newark downtown headquarters building and the Cragwood office in
South Plainfield Borough, the most significant employee-occupied facilities are owned. The
Newark downtown headquarters building is leased through 2030 and has 2 five-year renewal
options. The Cragwood office is leased through 2023 and has 1 five-year renewal option.

e PSE&G owns relatively little vacant land, and most parcels not classified as held for future use
were less than one acre in size.

o The usage of the Newark downtown headquarters building has decreased dramatically since the
onset of the COVID-19 pandemic in early 2020. Average daily usage as of the end of 2021 is less
than 10 percent of what it was prior to the pandemic, and PSEG has considered options at the
site which would allow it to “go dark” on 7 of 21 floors it leases to realize savings associated
with utilities, janitorial services, security, etc.
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e PSE&G’s Materials & Logistics Management group has not analyzed its material throughput to
determine optimal inventory stock levels. As a result, the Company may have higher risk of parts
shortages, or excessive working capital tied up in inventory assets.

e PSE&G manages most of the costs associated with its predominantly owned fleet on an in-house
basis. This arrangement has permitted PSE&G to reduce its fleet costs between 2018 and 2020,
it has also minimized the downtime associated with these assets since repair work can be
scheduled either after-hours or over the weekend at management’s discretion.

Key Recommendation

e PSE&G should implement the inventory optimization analysis currently in development and
update the SAP system with optimal material quantities.
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Recommendation

Chapter

We recommend PSEG develop the ability to classify intercompany transactions consistently
and accurately by their nature and implement a procedure to review type-classified
transactions as part of the monthly cash settlements process. PSEG should develop the
accounting enhancements necessary to properly identify and classify affiliate transactions by
type, something the Company currently lacks the ability to do. To the extent this may require
an expensive reprogramming effort under the current SAP system, we recommend it be done
manually on an annual basis, and that the results be reviewed by the Affiliate Transactions
Committee. When a new version of SAP is implemented the ability to classify transactions by
type forintercompany settlement purposes should be incorporated into the new system’s
capabilities

Non-Power Affiliate Relationships and
Transactions
Recommendation 2.1

In conjunction with Recommendation 1, we recommend PSEG explore development of
transaction-type-based budgets and budget variance reporting for large, recurring
intercompany transactions involving fund transfers between affiliates. PSEG should report to
the BPU whether it is possible to develop and implement these capabilities cost effectively
prior to the replacement of the Company’s SAP system. Budgeting for expected funds transfers
by type of transaction is no less necessary for large intercompany transactions than for
transactions between unrelated parties. Budgeting occurs for each operating company and
plansvs. actuals are reviewed and may trigger more in depth analysis for any given variance.
However, by setting expected levels of charges and funds flow, budgeting can help maintain
control over large, recurring charges between affiliates. Examples of recurring charges that
should be budgeted include large, recurring transmission agreement payments made to Power
but owed to PSE&G, large corporate life insurance payouts received by PSEG Enterprise that
are owed to PSE&G, and retiree prescription subsidy program payments received by Enterprise
but owed to PSE&G. When significant variances occur, it should prompt follow up review, at
least by the affiliate to which funds are owed. Implementation of this recommendation
requires maintaining information to classify intercompany transactions by type; as such it is
related to the previous recommendation.

Non-Power Affiliate Relationships and
Transactions
Recommendation 2.2
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Recommendation

Chapter

We recommend PSEG clarify its position regarding compliance with New Jersey Affiliate
Standards in its Annual Compliance Plan and clarify and document controls in place between
PSE&G and affiliates regardless of the Company’s position that certain regulations are
inapplicable. PSEG takes the position that, as a matter of law, it is required to comply with New
Jersey Affiliate Standards only with respect to its relationships with two, in our opinion very
minor, “affected affiliates” (PSEG Solar Hackettstown and PSEG Energy Solutions). It is our
opinion as auditors that there are many provisions of Affiliate Standards that should apply to
the material relationships between PSE&G and its more significant operating affiliates (PSEG
Services, Power, Energy Holdings and PSEG LI). In addition, there are provisions in Affiliate
Standards, including those in N.J.A.C 14:3-3.3 and 14:3-3.4, that, in our opinion should apply to
PSE&G’s Appliance Services Business, notwithstanding the fact that the ASB is a separate
PSE&G business unit rather than a legally distinct affiliate. While we found that, in practice,
PSEG applied Affiliate Standards requirements to PSE&G’s relationships and transactions with
PSEG Services, PSEG Power and other significant operating affiliates, we recommend PSEG
consider the “Relevant [Affiliate] Standards” covered in its Annual Compliance Plan and clarify,
in each of the Plan’s “Compliance Procedures” sections, the affiliates and / or ASB business unit
to which specific regulations apply. We also recommend PSEG clarify, regardless of applicability
of these regulations, the procedures PSEG uses either to ensure compliance where required, or
to enhance affiliate controls where technically not required. The NJBPU should review these
Compliance Plan clarifications to ensure they properly recognize PSEG’s controls with respect
to PSE&G’s relationships and transactions with its major operating affiliates, and between
PSE&G’s regulated utility business and the ASB.

Non-Power Affiliate Relationships and
Transactions
Recommendation 2.3

PSEG should reform the Enterprise Corporate allocator to implement a uniform set of inputs
for all PSEG operating subsidiaries and document the calculation methodology in the CAM. Any
adjustments to the inputs and the impacts of such adjustments, or the basis for not making
such adjustments, such as to the O&M expense component of the allocator, should be
documented in the CAM and submitted for review by the BPU. Specifically:

Centralized Service Cost Allocation
Methods and Procedures
Recommendation 3.1
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Recommendation

Chapter

The zero-value used for PSEG LI’s assets should be replaced by the utility’s actual net fixed
asset (or gross plant) input value. Allocators that rely on measures of size to distribute non-
attributable corporate costs are inherently arbitrary in that they cannot be linked to cost
objectives based on cost causation. This does not mean they cannot be objective, systematic
and rational. However, it is neither systematic or rational to calculate an allocator based on
measures of size that, for one reason or another, either do not apply to or are determined not
to be useful for all of the allocator’s significant cost objectives. In this particular case, there is
no reason that PSEG Long Island’s net fixed assets should not contribute to its “weight” in
drawing PSEG’s corporate enterprise costs. PSEG supports the Long Island utility’s assets in all
material respects. PSEG manages, operates and maintains the assets and performs asset
planning. If PSEG’s stated reason for excluding Long Island’s assets from the allocator’s
calculation, that it does not hold the title to the assets, overcomes the asset management,
operation, maintenance and other activities supported by PSEG Corporation, then the basis for
using assets as a measure of relative corporate support in the allocator is flawed, because it
cannot be applied in a balanced fashion to the significant subsidiaries supported. Regardless of
the measures selected, the Enterprise Corporate allocator should be based on measures of size
that are characteristic of and can be used for all subsidiary cost objectives, with the exception
of subsidiaries that are small enough that the difference between using or not using a
particular component would be immaterial. Leaving assets out of the allocator lowers PSEG LI’s
allocation of corporate enterprise costs by nearly a third, and improperly shifts corporate
enterprise costs to PSE&G and Power, but primarily to PSE&G as Power shrinks.

Centralized Service Cost Allocation
Methods and Procedures
Recommendation 3.1a

The Plan headcount factors used in the enterprise allocator should be replaced with actual
employee headcounts. The Plan-based (authorized) subsidiary headcounts used to calculate
the enterprise factor’s headcount component materially exceeded actual headcounts for
PSE&G and Power, but not for PSEG LI. For example, PSE&G’s Plan headcount was more that
7% above actual headcount throughout the three-year review period, while PSEG LI’s actual
headcount was within about 2% of Plan. This caused the allocator to assign relatively less
corporate cost to PSEG LI and relatively more to PSE&G and Power than would have been the
case had actual employee counts been used. Actual headcount is an accurate measure of the
relative level of support provided by corporate activities to the employees of each subsidiary
and is preferable to authorized employee levels, particularly when Plan levels contain several
hundred authorized positions that never seem to get filled for one subsidiary, but not for
another.

Centralized Service Cost Allocation
Methods and Procedures
Recommendation 3.1b

Adjustments to financial statement O&M expense for use in the enterprise allocator should be
documented and explained. There are significant adjustments made to financial statement
O&M expense for use in the Enterprise Corporate allocator. For example, in 2020 nearly 48%
of PSE&G’s O&M expense was adjusted out for allocation purposes, and more than 42% was
adjusted out for PSEG LI. Neither the basis nor the reasons for the adjustments are explained
anywhere in PSEG Services’ CAM. It is not clear that the adjustments render a better “apple-to-
apples” comparison of O&M expense across subsidiaries. To the extent any adjustments to
published, verifiable O&M expense amounts are made in the allocator, they should be
supported by the objective of making the figures more comparable across all subsidiary cost
objectives. The logic behind any adjustments to O&M used for allocation purposes should be
fully explained and documented in the CAM.

Centralized Service Cost Allocation
Methods and Procedures
Recommendation 3.1c
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Recommendation

Chapter

The service company catalog should be updated and documentation improved. The service
company catalog should be reviewed to ensure it covers all services which are or are
authorized to be provided. All obsolete services should be removed. An additional column of
information should be added to better explain how the services are allocated; for example,
descriptions of the transactional bases for services should be added. The service company
activities included in services should be better documented in some cases. For example,
instead of stating simply that a service is intended to include “enterprise level” activities, the
service definition should provide examples of the types of work that qualify as enterprise level
in the context of the department providing the service and the activities performed.

Centralized Service Cost Allocation
Methods and Procedures
Recommendation 3.2

The Cost Allocation Manual should be updated to add, or a supplemental document should be
developed to provide, an understandable description of how costs are allocated to business
units within PSE&G; in particular, how PSEG Services’ costs are distributed to UbUs that
comprise the foundation of state-level electric and gas distribution revenue requirements and
rates. The CAM was not designed to explain how service company costs attributable to
multiple PSE&G UbUs are distributed to the business units. The CAM does not explain the basis
for allocations to UbUs or why some service company Customer Operations, Electric
Operations and Asset Management and Centralized Services costs are or are not attributable
to UbUs such as Appliance Services or Transmission. Instead, the CAM contains a technical
discussion of the means of allocation within the utility (for example, what “surcharging,”
“assessment” and “fixed percentage allocators” are and how they are calculated.) While this
technical information is fine, as far as it goes, it does not explain the basis for the allocation of
various common service company activities or why they are considered attributable to some
UbUs, but not others. One way to accomplish a service-level documentation of the basis for
cost allocation to UbUs would be to add the information to the service company catalog
discussed above. Alternatively, the company should develop supplemental documentation that
should be referenced in the CAM that provides thisinformation.

Centralized Service Cost Allocation
Methods and Procedures
Recommendation 3.3

PSEG Services should conduct and document a review of all significant common cost
allocations to UbUs. Overland reviewed a limited number of allocations of service company
costs within PSE&G and found mistakes had been made in the application of allocation
percentages. In addition, services which appear to have been common to all UbUs served by
operating organizations such as Customer Operations and Electric Operations were not
allocated to all of the UbUs served by those organizations. It is likely that these problems are
due to the “wall” between information available for utility FLoBs in the service company’s
accounting system and UbU information available in the utility’s accounting system. We
recommend a complete review of the links between service company services and utility UbUs

and the basis and selection of UbU cost objectives for all services common to more than one
UbU.

Centralized Service Cost Allocation
Methods and Procedures
Recommendation 3.4
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Recommendation

Chapter

At the time of our audit the Service Agreement between PSEG Services and PSE&G was
outdated. The agreement should accurately reflect all current service and allocation
relationships. PSEG stated that the agreement we reviewed, which had not updated since
2003, was updated in 2022. Going forward, the Company should periodically review the
agreement for material changes and update the agreement to reflect details and applicable
changes through an addendum, or as appropriate, to update the entire agreement. The
Service Agreement establishes basic terms for service company staffing, service accounting
and utility payment, a service company working capital fund, record keeping and PSE&G access
to records. It provides for a service company Board of Directors with approval responsibility for
cost allocation methods. Overland did not review the 2022 update and it is not clear that it was
comprehensive or addressed the problems the led to our recommendation. Although service
and charging method descriptions are generic enough that many still apply, certain services
and allocation descriptions in Agreement Schedule 1 have been changed pursuant to notice to
the BPU. For example, Schedule item 9 describes the allocation basis for General PSEG
Management services (corporate enterprise services) as being “assigned using a number of
allocation methodologies [which] include but are not limited to . . . Modified Massachusetts
formula, Revenue, Earnings and Capital Expenditures and Headcount.” It is Overland’s
understanding that enterprise cost allocation formulas other than the currently used three-
factor formula composed of net assets, headcount and operating expense were abandoned
after 2009.

Centralized Service Cost Allocation
Methods and Procedures
Recommendation 3.5

Provide a link to the Board’s “Shop for Energy Suppliers” webpage on PSE&G’s retail choice
page to make Supplier browsing easier for customers.

Marketing Conditions
Recommendation 4.1

Provide a link to the Company’s Price to Compare directly from its “Electric and Gas Choice
Customer Information” page to allow customers to easily see the Price to Compare versus TPS
rates.

Marketing Conditions
Recommendation 4.2

Continue to actively participate in supporting retail choice in New Jersey, especially with the
roll-out of Advanced Metering Infrastructure.

Marketing Conditions
Recommendation 4.3

PSE&G should initiate discussions with the New Jersey Board of Public Utilities (the “Board” or
“BPU”) to discuss options and strategies to advocate for new sector weighting in PJM to
provide more voting power and influence for members owning significant transmission and
distribution assets and that have long-term interests in providing reliable service to end-use
customers when votingin transmission-related proceedings, especially regarding New Jersey.

Marketing Conditions
Recommendation 4.4

PSE&G should not implement any changes in current BGS policies and practices until their
proposal is approved by the Board.

Electric Procurement and Supply
Recommendation 5.1

The Electric Procurement and Supply function in PSE&G should adopt a more formal
documented succession planning process for all of its manager-level and key analyst roles to
maintain secure operations in the future.

Electric Procurement and Supply
Recommendation 5.2

The Board should look at the impacts post sale of PSEG Power fossil facilities relative to the
financial information provided and justification of ZECs to make sure stranded shared Service
Company costs are not included as part of the financial hardship justification included by the
nuclear plants in any future ZEC application.

Electric Procurement and Supply
Recommendation 5.3

The Board should conduct an inquiry or audit of PSEG Services allocation methodology to
ensure that none of the stranded shared services costs resulting from the sale of PSEG Power’s
assets will be charged to the PSE&G ratepayers post-closing of the transaction.

Electric Procurement and Supply
Recommendation 5.4
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Recommendation

Chapter

The BPU should consider whether the benefits to customer of this arrangement continue to
support thisarrangement. Management should evaluate whether supply contract ownership
and management should be moved to the regulated PSE&G utility, when practical. This would
create synergies within the organization and centralize all gas supply processes within the
PSE&G organization.

Gas Supply and Procurement
Recommendation 6.1

Since the internal audit function is the primary tool for ensuring ER&T compliance with the
Requirements Contract, audits should be scheduled more frequently and explicitly include the
contract elements covered under the audit scope.

Gas Supply and Procurement
Recommendation 6.2

ER&T should track the effectiveness of its hedging program to determine the overall impact to
customers.

Gas Supply and Procurement
Recommendation 6.3

Given the critical role operating areas play in determining which storm-related costs can be
deferred, we recommend that PSE&G formally notify the BPU in advance in writing of any plans
to increase or otherwise subdivide its current New Jersey operating areas on a prospective
basis. In addition, until the BPU decides that the consequences of this decision on the deferral
of future PSE&G storm restoration costs are acceptable, the criteria for determining whether
an event is major or not will be based on historical definitions of PSE&G’s operating areas.

Deferral of Costs
Recommendation 8.1

If not already included in its 2022 plan, we recommend that Internal Auditing Services perform
audit(s) in the next twelve months of PSE&G’s most significant regulatory assets and liabilities
as well as those that have been created since 2017, such as the post-2018 base rate case storm-|
related cost deferrals and the COVID-19 cost deferral. Thereafter, all of PSE&G’s regulatory
assets and liabilities should undergo internal audit at least once every three years, or the
Company should justify why they do not warrant such examination. In addition to determining
whether the regulatory assets and liabilities are properly presented and disclosed in the
Company’s financial statements, the audits should ensure compliance with regulatory policy,
precedent, and rules in addition to confirming that internal controls associated with these
regulatory assets and liabilities are appropriate and operating effectively. All related audit
reports should be made available to BPU staff or their delegates, upon request.

Deferral of Costs
Recommendation 8.2

We recommend that implementation plans and/or actions taken by the company to respond to
recommendations made in this affiliate transactions and management audit be tested by
PSEG’s Internal Auditing Services group for comprehensiveness and effectiveness on an annual
basis until all accepted recommendations have been implemented. The results of this review
should be provided to the BPU in a timely manner upon request, and associated workpapers
should be made available for review by the BPU, as requested.

Recommendations and Review of
Previous Analysis
Recommendation 10.1

We recommend that the PSEG board’s Executive Committee members should be compensated
by the number of meetings attended rather than by annual retainer at levels equal to that of
the board’s standing committees. A payment of $5,000 per meeting attended would more
closely align with the actual workload of this as-needed committee than the status quo. If the
board is concerned that this would unduly penalize Executive Committee members from a
compensation standpoint, given the historical composition of the committee, it could make
minor adjustments to Lead Director and committee chair annual retainer amounts.

Executive Management and Corporate

Governance
Recommendations 12.1
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Recommendation

Chapter

We recommend that actual and targeted performance associated with compensable metrics
used in the SMICP, MICP, and LTIP be proactively communicated to all participants throughout
the performance year so that informed decisions concerning remedial action can be taken by
all in a timely manner. If release of this information cannot be disseminated to the Company
employees who have been identified as most crucial to the success of the organization, then
different metrics that can be shared should be selected.

Executive Management and Corporate
Governance
Recommendations 12.2

We recommend that the Organization and Compensation Committee require a certain level of
accomplishment be achieved with respect to PSE&G safety, reliability, and customer
satisfaction in order for pay-outs to be paid to executives under the short-term incentive
compensation plans as currently designed. If these threshold levels of safety, reliability, and
customer satisfaction are not achieved in a given year, then short-term incentive
compensation earned by executives should be capped at 50 percent of target performance
achievement irrespective of how the Company performs against other metrics such as
financial, ESG, etc.

Executive Management and Corporate
Governance
Recommendations 12.3

The destruction of PSEG materials, including those related to the board and the board
committee self-evaluations, should conform with the Company’s currently existing record
retention policy and verifiable market standard practices.

Executive Management and Corporate
Governance
Recommendations 12.4

The PSEG board of directors should retain a qualified expert on public company board and
corporate governance matters to conduct a periodic independent assessment of the board’s
and its committees’ effectiveness. At a minimum, the purpose of this assessment would be to
identify areas of improvement, instances in which corporate governance best practices are not
being followed by the board or its committees, and non-conformance with regulatory
requirements. The third party should be retained by the PSEG board or one of its standing
committees. The assessment should be conducted at least once every five years.

Executive Management and Corporate
Governance
Recommendations 12.5

The Company should enhance its ERM policy and procedures to address the development of a
risk appetite statement that is owned by the Risk Management Committee and subject to
approval by the board (or relevant committee).

Strategic Planning
Recommendation 13.1

Internal Audit should continue to functionally report to the Audit Committee of the PSEG board
of directors. However, on an administrative basis, it should ideally report to the CEO of PSEG.
Alternatively, we recommend that Internal Audit should revert back to reporting
administratively to the CFO, and the Audit Committee of the PSEG board of directors should
document its rationale in writing for this reporting structure, including mitigating controls
available for situations that could adversely impact the objectivity of the head of Internal Audit
and the department as a whole. In such instances, the Audit Committee should periodically,
but not less than annually, evaluate whether the head of Internal Audit is impartial and not
unduly influenced by the administrative reporting line arrangement. Furthermore, conflicts of
interest for the head of Internal Audit and all other audit staff should be monitored at least
annually with appropriate restrictions placed on auditing areas where conflicts may arise.

Accounting and Property Records
Recommendation 15.1

When a new person is considered for the position of head of Internal Audit on a prospective
basis, management and PSEG board’s Audit Committee should select and approve a person
with a professional and educational background as an accountant and/or financial auditor. In
addition, future periodic external assessments of PSEG’s Internal Audit function should
specifically include an assessment of the competence of the head of Internal Audit as well as a
commentary on industry and peer best practices concerning the educational and professional
gualifications of the head of Internal Audit, adequately supported by benchmarking data.

Accounting and Property Records
Recommendation 15.2
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The Internal Audit charter and the PSEG board of directors’ Audit Committee charter should
state that the Audit Committee has the responsibility to approve the staffing of the Internal
Audit department (a key component of resource planning) and the budget of Internal Audit
rather than the Company’s executive management.

Accounting and Property Records
Recommendation 15.3

The PSEG Audit Committee charter should be modified to explicitly state that the Audit
Committee is responsible for reviewing and approving the internal audit plan for the upcoming
year.

Accounting and Property Records
Recommendation 15.4

The Company should leverage advanced computerized tools to assist with staffing forecasts
that optimizes internal hiring and contractor utilization. This should be coordinated with a
broader corporate effort to accurately model and forecast staffing needs by leveraging input
from leadership through a formalized process. The output of this model should be the
generation of a short- and long-term resourcing plan.

Electric Distribution and Operations
Management
Recommendation 16.1

The Company should conduct a time study for all front-line supervision within Electric
Operations, then benchmark to other utilities for best practices. Pending the results of the
study, the Company should strive to reduce the administrative burden, if applicable, so
supervisors can maximize their time overseeing employee safety and productivity.

Electric Distribution and Operations
Management
Recommendation 16.2

The Company should prepare checklists for all ICS roles that capture required activity for all
phases of restoration. The checklist should be aligned to the Company’s response plans and
with the goal of supporting the effective management of each ICS role.

Electric Distribution and Operations
Management
Recommendation 16.3

The Company should re-evaluate their ETR process to determine whether Damage Assessment
can be better incorporated to support ETR development in the earliest phase of major events.
Additionally, the Company should indicate their compliance to the ETR standards established
by the BPU by implementing a tracking method and reporting their compliance through every
submitted Major Event report.

Electric Distribution and Operations
Management
Recommendation 16.4

The actions and initiatives resulting from AARs conducted after each weather event should
incorporate project management rigor and governance to ensure accountability, timeliness
and transparency.

Electric Distribution and Operations
Management
Recommendation 16.5

In addition to tracking PPCs at a circuit level, the Company should also track the substations
that tend to contain a concentration of PPCs to identify trends that could support asset
management recommendations at the substation level.

Electric Distribution and Operations
Management
Recommendation 16.6

More advanced DER penetration and EV Charger forecasts should be prepared on a short-and
long-term basis. This effort should use more advanced forecasting methods such as economic
modeling, industry data, and surveying.

Electric Distribution and Operations
Management
Recommendation 16.7

To ensure the proper oversight and management of the Company’s Smart Grid strategy and
implementation, including deploying their Integrated Distribution Plan (IDP), they should
implement a PMO and associated program management frameworks to manage.

Electric Distribution and Operations
Management
Recommendation 16.8

The Company should develop a customized template to drive a consistent approach to
reporting for all levels of governance. Content and metrics should be generally similar
including, but not be limited to, Progress on Actions from last month, Emergent Topics or
issues, latest intelligence, Key Risks, any escalations from other meetings and metrics.

Cybersecurity
Recommendation 17.1

The Company should have robust meeting minutes, decision, and action tracking logs for all
cybersecurity governance meetings. This will ensure that all decisions and actions are trackable
and accountability is clear for appropriate followthrough.

Cybersecurity
Recommendation 17.2

The Company should report key staffing risks to leadership through the governance process
and highlight actions taken to close these risk areas.

Cybersecurity
Recommendation 17.3

The Company should prioritize the creation of and implementation of an internally visible
schedule of third party cybersecurity compliance audits for medium and high risk vendors and
suppliers.

Cybersecurity
Recommendation 17.4
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The incorporation of cybersecurity checkpoints into the SDLC should be a mandatory
requirement and not optional, the rationale for not implementing should be detailed and
vetted through appropriate leadership.

Cybersecurity
Recommendation 17.5

While Overland recognizes that the Company is moving forward with implementing a
customized program management framework for cybersecurity programs, the effort is still
developing and many questions remain. Therefore, Overland recommends that the Company
provides regular reporting to the BPU on progress and scope of this effort to ensure it
incorporates best practices and is timely.

Cybersecurity
Recommendation 17.6

The CSRC Incident Response Plan should include process maps where appropriate to assist
with plan use. Additionally, where applicable decision trees should also be included to help
with more complex decision making processes.

Cybersecurity
Recommendation 17.7

The Company should implement a more robust After Action Review tracking approach by
implementing a project management centric (including progress to date, delivery date,
dependencies, key issues, etc.) and reporting approach, which assigns a clear owner for
delivery.

Cybersecurity
Recommendation 17.8

To support increased collaboration between Asset Management & Planning and Gas
Operations departments, PSE&G should pursue the collaboration initiatives cited in the Utility
Culture Action Plan Rollout, dated February 2021, with the goal of creating a shared vision,
mutual respect, and in-depth understanding of each other’s role in achieving excellent business
outcomes and outstanding customer service. To confirm the two departments are making
progress, a focused employee engagement survey should be periodically conducted, and based
on survey results the collaboration initiatives employed adjusted.

Gas Delivery
Recommendation 18.1

Develop a program that prioritizes the replacement of all short sections (less than 50 feet) of
smaller diameter (8-inch and smaller) of cast iron pipe operating above utilization pressure in
low priority GSMP grids. The program should have a definitive start and end date consistent
with prudent distribution system risk management.

Gas Delivery
Recommendation 18.2

Augment current Gas Distribution Standards training by stressing the need for correct entries
with respect to leak cause. Training should emphasize the importance of this information as it
provides the basis for determining which mains and services get replaced.

Gas Delivery
Recommendation 18.3

Perform an open leak cost-benefit study, similar to what other gas utilities have conducted, to
determine if there is a potential cost savings as well as reduced methane emissions associated
with fixing leaks sooner.

Gas Delivery
Recommendation 18.4

If conclusions from the open leak cost-benefit study support reducing the number of open
leaks, the Company should develop and commit to a plan of significantly reducing the number
of open leaks from end of year 2020 levels.

Gas Delivery
Recommendation 18.5

Future GSMP filings will recommend continued replacement of cast iron and bare steel in
PSE&G’s gas distribution system. By continuing to remove these leak prone facilities and
assuming normal winter conditions, the Company should experience less leaks per mile in the
remaining facilities. Consequently, the Company should continue to commit to the BPU that it
will achieve a reduced end of year open leak backlog in concert with any future GSMP filings.

Gas Delivery
Recommendation 18.6

Develop a written policy and process addressing when and how potential non-pipeline
alternatives to traditional long-term system reinforcement projects should be evaluated.

Gas Delivery
Recommendation 18.7

To demonstrate GSMP success in reducing the Leak Hazard Index per mile of main that remains
in its system, PSE&G should develop and annually report to the BPU a suitable metric that
emphasizes the inventory of prioritized utilization pressure cast iron main remaining in its
system based on the Hazard Index per mile of main per map grid.

Gas Delivery
Recommendation 18.8
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Expand PSE&G’s Peer Panel Benchmarking to include additional comparisons for gas and
electric damage prevention, specifically the markout program, or develop some other
enhanced comparative analysis for damage prevention. The comparison should be structured
in such a way that the damage prevention program variability between utilities can be
identified to allow understanding of the methods utilized by the utilities achieving superior gas
and electric damage prevention performance.

Contractor Performance
Recommendation 19.1

Initiate the documenting and tracking of any procedure or process changes resulting from
analysis of major categories of improvement ideas expressed by customersin the Transaction
Satisfaction Survey should be initiated.

Contractor Performance
Recommendation 19.2

Include the Gas Operator Qualifications Program in PSE&G’s audit risk assessment process and
perform an internal audit of operator qualifications (0OQ) program compliance with US
Department of Transportation (DOT) rules and regulations. The audit should focus on
determining whether the OQ program adheres to the protocols required by DOT rules.
Reassess audit risk after performing the audit and determine whether the OQ program should
be subject to periodic audit.

Contractor Performance
Recommendation 19.3

The Labor Relations team within HR, in consultation with the company’s Compensation HR
Center of Excellence, should consider more formally benchmarking wage compensation for
union employees against peers to assist in negotiating union wages that are both fair and
comparable with peers. Overland requested union wage, benefits, job classification and work
rules benchmarking data. In response to our request, PSEG stated that “[o]ther than the
benchmarking data provided by the other HR Centers for Excellence, records of the research
and consultation performed by Labor Relations are utilized in the normal course of business to
inform the work of the Labor Relations team but are not formally archived.” Our
recommendation applies primarily to union wages, as opposed to employee benefits, given
that PSEG obtains benchmarking data for union employee benefits from Aon.

Human Resources
Recommendation 20.1

The relatively new 82,000 square foot Newark Customer Contact Center is significantly
underutilized considering the annual lease and utilities costs of approximately [BEGIN
CONFIDENTIAL]- [END CONFIDENTIAL]million and estimated space utilization of only
about 15%, due mainly to a continuation of the Covid-era policy of allowing most agents to
work from home. As soon as practicable, PSE&G should take steps to reduce its leased space
footprint in the new Newark Customer Contact to match the highest utilization the Company
expects it will need under its ongoing work-from-home policy.

Customer Service
Recommendation 21.1

Rather than simply having a stated goal of top-quartile or top-decile performance, PSE&G
should develop a concrete plan of action to improve, over the medium term (1-3 years), key
Contact Center metrics in which it ranks in the third or fourth quartile, specifically the
customer inquiry service level and the abandoned call percentage, to at least second quartile
performance among peers in the JD Power survey. While the ongoing efforts PSE&G cited in
response to our data request concerning performance in these metrics could be part of this
plan, we recommend PSE&G document a plan with an overall target performance level for
each metric, the timeframe over which it expects to achieve the resulting performance, the
specific efforts or projects it expects will bring about the improvement, and assign
management accountability for the targeted performance.

Customer Service
Recommendation 21.2
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PSE&G’s 16 CSCs currently cost approximately $10 million annually to operate, excluding
building costs, while processing only about 2% of PSE&G’s total payments. As part of the
ongoing effort to move customer communication to digital channels, we recommend PSE&G
develop a specific plan to better utilize the CSCs or simply reduce their overall cost by closing
the least productive centers, as permitted by employee attrition or reassignment, and
considering geography, customer payment alternatives, and historic trends of utilization.
Recognizing PSE&G may be constrained by current agreements with union-represented
employees, such steps might include utilizing current CSC employees for additional customer
service functions or requirements, or simply closing the least utilized centers permanently.
Overland recognizes there are additional mitigating factors, such as the social service
assistance provided within some of the centers; however, regarding these we believe PSE&G
should determine whether digitized customer channels might, in some cases, provide
equivalent or even improved social services assistance. This should not be construed as a
recommendation to close all 16 local centers.

Customer Service
Recommendation 21.3

We recommend PSE&G develop a metric to measure the extent to which its procedures result
in the establishment of service within two business days of the receipt of a customer’s
application for utility service, as required by N.J.A.C. Section 14:3-3.2(g). Consideration should
include evaluation of processes, systems, and costs required to implement.

Customer Service
Recommendation 21.4

We recommend PSE&G develop a metric to measure the extent to which its procedures result
in the restoration of service within 12 hours upon a customer correcting all of the conditions
which caused service to be disconnected, as required by N.J.A.C. Section 14:3-3A.9(a).
Consideration should include evaluation of processes, systems, and costs required to
implement.

Customer Service
Recommendation 21.5

PSE&G should implement the inventory optimization analysis currently in development and
update the SAP system with optimal material quantities.

Support Services
Recommendation 23.1
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Date Auditor Auditor/Notetaker Interviewee Interviewee Title Subject Matter
7/28/21 |Colin Hasset Victoria Lorvig Gurdeep Kaur Senior Director Chief Information Security Officer Topics about Cyber Security
7/27/21 [Colin Hasset Victoria Lorvig Susanna Chiu Director Energy Services Topics related to Energy Services
. . Topics related to Renewables/Storage interconnections and
7/29/21 |Colin Hasset Victoria Lorvig Todd Hranicka Director Solar Energy EV & ES utilization
8/10/21 |Colin Hasset Victoria Lorvig Jack Bridges VP Electric Operations Various Topics related to Electric Operation (see below)
8/12/21 |Colin Hasset Victoria Lorvig Lauren Thomas Senior Director Transformation & Central Services Work Management & Resourcing
8/20/21 |Colin Hasset Victoria Lorvig Michael Schmid VP Asset Management and Planning Various Topics related to Electric Operation
8/12/21 |Colin Hasset Victoria Lorvig Mike Kayes Executive Director Trans & Subs Consr & Maintenance Various Topics related to Asset Management and Planning
. . . Robert Egner Manager Utility Business Strategy, Utility Electric Business
8/12/21 |Greg Oetting Nick Nocita Planning (Finance Org) Storm Deferred Costs
Assistant Controller PSE&G and PSE&G Accounting Services
8/12/21 |Greg Oetting Nick Nocita Donna Powell (Accounting Org) Storm Deferred Costs
8/4/21 |lohn Cochrane [Matthew DeCourcey Maria Calcado Manager Energy Supply Regulatory Support & Administration Electric Supply & Procurement
8/11/21 |John Cochrane |Matthew DeCourcey |Myron Filewicz Manager Electic Supply Acquisition Electric Supply & Procurement
8/18/21 |[lohn Cochrane |Matthew DeCourcey |Rosa Farinhas Manager Retail Choice Electric Supply & Procurement
8/4/21 |John Cochrane |Matthew DeCourcey |Steve Irons Manager Gas Supply Acquisition Electric Supply & Procurement
8/5/21 |John Cochrane |Matthew DeCourcey |Steve Huber Manager Energy Supply Administration Electric Supply & Procurement
8/17/21 |John Cochrane [Matthew DeCourcey |Terrence Moran Director Energy Supply Acquisition & Operations Electric Supply & Procurement
8/5/21 |John Cochrane |Matthew DeCourcey |Al Grisolia Manager Energy Settlements Energy Supply & Procurement
8/2/21 |Howard Lubow [Frank DiPalma David Caffrey VP Gas Supply Gas Procurement & Supply
9/1/21 |Greg Oetting Nick Nocita Courtney McCormick [VP Internal Auditing Services Internal Audit and Sarbanes-Oxley Testing
8/4/21 |Frank DiPalma |Bill Williams Michael Gaffney Senior Director Gas System Moderization Gas Operations
8/10/21 |Frank DiPalma |Bill Williams Christopher LaRossa  |Distribution E&G Markouts
8/6/21 |[Frank DiPalma |Bill Williams Bernice Rivera Adams |Manager Project Controls Gas Operations
8/5/21 |Frank DiPalma |Bill Williams Beth Acquaire Senior Director Field Operations Gas Operations
8/10/21 |Frank DiPalma _[Bill Williams Christopher LaRosa District Manager Regulatory Policy and Procedure Gas Operations
8/9/21 |Frank DiPalma |Bill Williams William Elmer Senior Project Manager Gas Operations Gas System Modernization Program
8/11/21 |Howard Lubow Terrence Moran Director Energy Supply Acquisition and Ops Gas Procurement & Supply
8/25/21 |Susan Pope Matthew DeCourcey |Jodi Moskowitz Deputy General Counsel & RTO Strategy Officer PJM/Electric Procurement and Supply
Accounting SPV, Financial Mgt Services (Steve Jones-Rose
. Chernick), Manager Planning Reporting & Analysis Services
Nancy McCluchy, Cindy . . ) ] .
HillRich Aicher Corporation Finance (Martin Shames-Scott Jennings), Director
! SAP Strategy&Planning, Utility SAP/Systems & Plng (Scott
8/30/21 |Bob Welchlin Jennings) Questions related to the data provided in DR OC-14
8/18/21 |Frank DiPalma |Bill Williams Andrew Argeski Planning and Design Manager Gas See Topics on interview request
8/12/21 |Frank DiPalma [Bill Williams Anthony Furman Manager Asset Strategy Gas Gas Asset Strategy
8/13/21 |Frank DiPalma |Bill Williams John Filman Manager M&R and Gas Plants M&R and Gas Plants
8/12/21 |Frank DiPalma |Bill Williams Michael Schmid VP Asset Management and Planning Asset Management and Planning
8/16/21 |Frank DiPalma |Bill Williams Wade Miller Director Gas Distribution and Transmission Engineering Gas Transmission & Engineering
8/13/21 |Frank DiPalma [Bill Williams Pete McKenna Manager Gas System Operations Gas System Operations
9/14/21 |Bob Welchlin Nick Nocita Martin Shames Director Services Corp Finance PSEG Services Corp
8/27/21 |Greg Oetting Nick Nocita Rose Chernick VP & Controller Accounting Matters
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Date Auditor Auditor/Notetaker Interviewee Interviewee Title Subject Matter
. o District Manager Gas Operations and Appliance Business
9/2/21 |Nick Nocita Bob Welchlin Michael Giardina Services ’ P PP Appliance Services
8/31/21 |Colin Hasset Victoria Lorvig Aaron Ford Vice President/Chief Security Officer Security/Risk Mgt
Edward O'Brien, Yoel
\Ij\ll?li\;,r‘rjwosr'l:ogf;jman Multiple Cybersecurity personnel
9/23/21 |Colin Hasset Victoria Lorvig Shobhan Kapuganti Various Cybersecurity Topics
9/18/21 |Colin Hasset Victoria Lorvig Michael Henry DER Connections
8/9/21 |Frank DiPalma |Bill Williams Renee Veneziano Senior Project Manager Gas Operations PMO
. X . Manager Transmission Rates & Tariffs (Finance Org), Director
Rich Marinelli, Rich R . . X K
Aicher, Esam Khadr, SA? Strategy & Planning (Finance Org), Se.mor Dlrect?r Electric . o
. Delivery Planning (Asset Management), Director Project FERC Formula Rates/Revenue Requirement, Reliability vs
9/16/21 |Bob Welchlin Nick Nocita Emman Ebosie Management Ofc (Projects & Construction) supplemental transmission projects, Shared site projects
9/28/21 |Colin Hassett  |Victoria Lorvig Ronald E. Wharton Senior Director Electric System Operations Center Electric System Operations Ctr
9/22/21 |Colin Hasset Victoria Lorvig Abigail Phillips Senior Director Continuous Improvement Continuous Improvement Topics
9/20/21 |Colin Hasset Victoria Lorvig Paul Toscarelli Director Emergency Preparedness Emergency Preparedness topics
9/21/21 |Colin Hasset Victoria Lorvig Damon J. Lo Boi Senior Director IT PSE&G Smart Ops Technology Smart Ops Tech Topics
9/24/21 |Colin Hasset Victoria Lorvig Ronald Shute Il Senior Director Construction & Maintenance Construction & Maintenance Topics
9/21/21 |Colin Hasset Victoria Lorvig Emman Eboise Director Project Management Office PMO Topics
9/22/21 |Colin Hasset Victoria Lorvig Robert Felton Senior Director Program Areas Program Area Topics
9/21/21 |Colin Hasset Victoria Lorvig Rick Fonseca Senior Director Operational Support Investment/Resouce Mgt
12/21/21 |Colin Hasset Victoria Lorvig Andrew Tummino Senior Director Operational Support Investment/Resouce Mgt
9/20/21 |Colin Hasset Victoria Lorvig Esam Khadr Senior Director Electric Delivery Planning System Planning Topics
9/20/21 |Colin Hasset Victoria Lorvig Raymond Alvarez Senior Director Asset Strategy Technology and Systems Assett Management Strategy
10/14/21 |Robert Welchlin [Nick Nocita Michael Cullen Manager Operations, Meter Reading & Collections Meter Readings
10/14/21 |Robert Welchlin [Nick Nocita Robert Jarvis Manager Measurement Systems Operations Meter Testing
Rich Aicher, Richard Manager Measurem.ent Systems Ops, Director PSE&G Finance PSE&G's and Service Company's allocations to Utility Business
10/20/21 |Bob Welchlin Nick Nocita Fonseca, Donna Powell (& Development, Assistant Controller PSE&G (Operating) Units
Martin Shames, Mark
Pepe, James Mooney, [Martin Shames, Director Service Company Finance Executive Compensation (both annual and long-term) Restricted
10/8/21 |Greg Oetting Steven Jones Info
11/3/21 |Colin Hassett Victoria Lorvig Ahmed Mousa Manager Technical Support Utility of the Future topics
11/4/21 |Colin Hassett  |Victoria Lorvig Albert P. Nicol Senior Director Electric T&D Operations Various topics related to Electric T&D Operations
Harold "Danny" Projects & Construction
11/16/21 |Colin Hassett Victoria Lorvig Nembhard Energy Strong Project Execution
11/4/21 |Colin Hassett Victoria Lorvig Nancy Harris Emergency Preparedness Manager Emergency Response Processes
. L o . . . Energy Strong Program Development and Reliability and Asset
12/16/21 |Colin Hassett Victoria Lorvig Edward Gray Director Transmission & Disribution Engineering, Reporting Health Monitoring
. Diligent Board Management System, may contain restricted
11/17/21 |Greg Oetting Michael Hyun Deputy General Counsel & Corporate Secretary information
The procedures and allocation rules established for
Martin Shames, Donna [Director Service Company Finance, Assistant Controller . K . L
. ; assignment/allocation of costs from the Regional Transmission
11/16/21 |Bob Welchlin Nick Nocita Powell, Rich Aicher PSE&G, Manager Measurement Systems Ops Organization of the service company
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Shawn Leyden, Scott  |Shawn Leyden, VP & Deputy General Counsel
Jennings, Martin Scott Jennings, SVP CORP Planning and Strategy, and Utility
Shames Finance
11/30/21 |Bob Welchlin  [Nick Nocita Martin Shames, Director Service Company Finance PSEG Long Island
11/19/21 |Frank DiPalma [Bill Williams Jeffrey Dahl Senior Distribution Supervisor Gas and Electric Markouts
Rich Aicher and Martin [Manager Measurement Systems Ops and Director Service
12/21/21 |Bob Welchlin Nick Nocita Shames Company Finance Questions pertaining to data requests 1534-1540
Howard Lubow . Chair of the Corporate Governance Committee, Member of ~ |Board and Board Committee Matters - Likely Restricted
. Willie Deese . . .
2/14/22 |Greg Oetting the Sudit and Org&Comp Committee - PSEG Board Information
Howard Lubow Lo Chair of Org& Comp Committee, Member of the Sudit, Exec Board and Board Committee Matters - Likely Restricted
. David Lilley : . .
2/14/22 |Greg Oetting and Finance Committee - PSEG Board Information
Chair of the Sudit Committee, Current Member of the
Howard Lubow Susan Tomasky Corporate Governance, Executive and Org&Comp Committees |Board and Board Committee Matters - Likely Restricted
2/14/22 |Greg Oetting - PSEG Board Information
Howard Lubow Chari of Finance Committee, Current Member of the Audit Board and Board Committee Matters - Likely Restricted
i Alfred Zollar . . . i
2/14/22 |Greg Oetting and Industrial Operations Committees - PSEG Board Information
Current Independent Lead Director, Current Member of the
Howard Lubow Shirley Ann Jackson Corp Gov, Executive Industrial Ops and Org&Comp Board and Board Committee Matters - Likely Restricted
2/15/22 |Greg Oetting Committees - PSEG Board Information
Howard Lubow . . Board and Board Committee Matters - Likely Restricted
2/15/22 |Greg Oetting Ralph Izzo Chairman of the Board, President and CEO Information
. . Finance and cash management - some matters identified in
2/24/22 |Greg Oetting Bradford Huntington [VP & Treasurer Treasury Services restricted documents
Jane Bergan and fred Customer Service Organization
3/2/22 |Bob Welchlin Nick Nocita Daum Customer Service
Ryan.KraI, Joe Director Utility Operations Services, Manager Transporation &
Martindelcampo, R . .
4/12/22 |Greg Oetting Nick Nocita Randolph DeKranis Equipment, Fleet Administrative Manager Organization, Operations, Performance
o Performance, Benchmarking, Landholdings and various other
4/26/22 |Greg Oetting Nick Nocita Stephen Kelly Head of Facilities and Land Management topics
Material Logistics organization, internal controls at physical
Scott Landrieu, Ryan X L . . X . . e .
k Manager Material & Logistics, Director Utility Operations inventory locations, vendor qualification, inventory management,
Kral, John Casisa, Rory . . . i i
Services, Director Procurement, Director Procurement purchasing goals, KPI measurements, benchmarking data,
6/15/22 |Nick Nocita Greg Oetting Caherly answers in 0C-1773-1781
5/25/22 |Nick Nocita Greg Oetting Timothy Donovan Manager Corporate Claims PSE&G Corporate Claims
5/24/22 |Nick Nocita Greg Oetting Brian Sassano Manager Insurance Risks PSE&G Insurance Management
7/22/22 |Howard Lubow Richard Thigpen Senior Vice President, Corporate Citizenship External Relations
5/24/22 |Howard Lubow Ted Repetti Director Enterprise Risk Management Risk Management
Joe Accardo and VP Regulatory and EVP General Counsel Litigation, Legal
5/20/22 [Howard Lubow Tamara Linde Functions Litigation, Legal Function
Dlar.1e LaRo.cca and Executive Director Labor Relations and Senior VP Human
Sheila Rostiac Resources
7/6/22 |Howard Lubow [Nick Nocita Comp&Benefits, Labor Relations, Performance

Page 3 of 4



Public Version - Redacted

Attachment 1-2

LIST OF INTERVIEWS
Date Auditor Auditor/Notetaker Interviewee Interviewee Title Subject Matter
Daniell Cregg and Scott| _ . _ . . ) . -
7/28/22 |Howard Lubow |Greg Oetting Jennings Chief Financial Officer and Senior VP Utility Strategic Planning
Colin Hassett and ) )
7/26/22 |Howard Lubow |Frank DiPalma Kim Hanemann President/COO PSE&G

Strategic Planning

Page 4 of 4



Public Version - Redacted

2. NON-POWER AFFILIATE RELATIONSHIPS AND TRANSACTIONS

Introduction and Overview

This chapter covers the non-power relationships and transactions between PSE&G and its affiliates
within the structure of Public Service Enterprise Group, Inc. (PSEG). It also covers competitive appliance
services provided by a business unit within PSE&G. It is divided into the following sections:

Affiliate Relationships and Transactions Overview — This section covers the legal and
management (staffing) organization of PSEG and its key subsidiaries. It provides information
about the scope and scale of transactions between PSE&G and its affiliates.

Internal Control Environment — This section covers State of New Jersey rules and regulations
governing utility affiliate relationships and transactions. It covers the PSEG programs and
procedures designed to establish control over affiliate relationships and transactions and
maintain compliance with state and federal affiliate transaction rules.

Review of Intercompany Transactions — This covers intercompany transaction activity between
PSE&G and affiliates other than PSEG Services. Most of PSE&G’s intercompany activity involves
transactions with PSEG Power and PSEG Enterprise (the parent company). We conducted a
review of these intercompany transactions for the years 2018 through 2020 and performed
testing of selected transactions.

Appliance Services — This section covers PSE&G’s competitive appliance services business and its
compliance with the BPU’s Affiliate Standards concerning competitive services.

Affiliate transactions involving energy and the provision of shared, centralized services are covered in

separate chapters, as follows:

Centralized services charged by PSEG Services Corp. (PSEG Services) and cost distributions to
PSE&G and other PSEG subsidiaries are covered in Chapter 3 — Centralized Service Cost
Allocation Methods and Procedures.

Energy procurement and energy transactions are covered in Chapter 4 - Market Conditions,

Chapter 5 — Electric Procurement and Supply and Chapter 6 — Gas Procurement and Supply.

Summary of Findings

PSEG’s operations were at one time divided approximately equally between a power production
company and a regulated utility. Over the past decade, PSEG has evolved into a more utility-
focused organization. In 2014 it began operating the Long Island Power Authority’s (LIPA’s)
electric utility in Long Island New York. During the past five years PSEG sold power plants, and,
in 2021 it sold its Fossil business unit (Power Fossil). The distribution of employees among
subsidiaries has shifted as Power reduced its generation portfolio, and this will continue through
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Non-Power Affiliate Relationships and Transactions

2022 as Power loses the employees associated with its former fossil plant operations.! Although
total corporate employees increased with the addition of the Long Island utility in 2014, PSEG
has maintained the PSEG LI as a largely independent entity that does not rely as significantly on
centralized services from PSEG Services.? Corporate organizational changes during the past
decade have had the following effects on PSE&G:

e Asshift in the distribution of corporate-level costs, including executive management and
corporate governance, away from Power and toward PSE&G.

e Asshift in certain shared services costs, particularly overheads such as the cost of
facilities, away from Power and toward PSE&G.

e Reduced affiliate transactions between Power and PSE&G; in particular, a reduction in
support services provided by Power to PSE&G.

e A reduction in the competitive concerns surrounding PSE&G’s relationship with Power,
due to the sale of the Fossil business.

2. PSEG’s system of internal controls over affiliate transactions is generally adequate to ensure
services and products exchanged between affiliates are recognized and properly compensated,
and that PSE&G does not cross-subsidize the affiliates. Important internal controls include:

e Legal, functional and accounting segregation of non-regulated operations and activities
from regulated utility operations and activities.®> PSEG’s operating subsidiaries are
separate legal entities with their own management and functional organizations. Most
activities shared by PSE&G and its affiliates are conducted by PSEG Services.

e A New Jersey Affiliate Standards Compliance Plan, filed annually with the NJBPU.
However, as discussed below, PSEG states that it does not believe the Affiliate Standards
apply as a matter of law to most of PSE&G’s important affiliate relationships or
transactions.

e A Business Conduct Compliance Program to deter, detect and take corrective action
against wrongdoing.

e Employee Standards of Conduct and related employee training that apply to all
activities, including those between affiliates.

e An Affiliate Transactions Council (ATC) consisting of representatives from various
subsidiaries and disciplines. The ATC holds regular meetings and reviews applications
submitted by operating subsidiaries prior to implementing new affiliate transactions.

e  Written policies and procedures governing services and service pricing between PSE&G
and its affiliates.

1 A majority of employees impacted by the sale either transferred to the buyer or were retained in positions with
other PSEG entities. See Response to OC-1089.

2 Historically, there have been many PSEG LI employees reporting directly to PSEG Service Corporation Management.
As of April of 2022 when the new Operations Service Agreement between PSEG-LI and LIPA, PSEG-LI operates more
independently.

3 Appliance services is an exception. The Appliance Services Business is legally part of PSE&G, however, it is in most
respects a separate functional organization within PSE&G.
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e |nternal audits of affiliate transactions and cost allocations.

3. Significant non-power transactions® between PSE&G and its major affiliates (other than PSEG
Services®) during our 2018 through 2020 review period included:

e  Utility support services provided by Power to PSE&G, primarily by Power’s Central
Maintenance Shop and System Maintenance organizations.

e Electricity provided by PSE&G to Power for power plants.

e Support for and maintenance of the Energy Monitoring System shared by PSE&G and
Power, provided by PSE&G to Power.

e Peak Shaving services provided by PSE&G to Power.

e Various financial transfers between Power and PSE&G, such as, Power’s reimbursement
of PSE&G for Power’s share of township property taxes paid by PSE&G, Power’s
reimbursement of pension and OPEB payments made by PSE&G and Power’s
reimbursement of PSE&G for third-party payment made by Exelon Corporation to Power
instead of to PSE&G.

e  PSEG Enterprise’s reimbursement of PSE&G for third-party payments deposited into the
parent’s bank accounts but owed to the utility. Examples include retiree prescription
drug subsidy payments, proceeds from corporate-owned life insurance policies on
PSE&G employees and retirees, payments from PJM, and thousands of smaller
payments associated with various insurance, legal and operational matters.

e Employee payroll tax withholdings made at the corporate level on behalf of all operating
subsidiaries (beginning in late 2020), distributed by PSEG Enterprises to PSE&G based on
its employees’ liabilities.

e Miscellaneous corporate expenses allocated from PSEG Enterprises to PSE&G, including
Board of Directors fees, rating agency and stock listing fees, corporate entertainment,
travel and donations and executive incentive stock compensation.

4. PSEG charges and settles intercompany transactions through electronic invoicing and cash
transfer on a monthly basis.

e Intercompany services provided by employees and contractors are generally well
controlled by written practices and documentation, by employee training, by ATC
review to help identify and set up intercompany charging for new types of services, and
by accounting system controls that utilize orders to identify and capture intercompany
services using positive time reporting, price the services based on fully distributed cost
and establish the proper cost direction (billed by and billed to subsidiaries).

e Transactions other than for intercompany employee or contractor services include
charges that often arise from vendor payments made by or third-party remittances
received by one affiliate on behalf of another. PSEG has no reporting or analytical tools

4 Non-power transactions are transactions between Power and PSE&G that do not involve energy. Energy
transactions (BGS and BGSS) are discussed in Chapters 4, 5, and 6.
5 The relationship and transactions with PSEG Services are discussed in Chapter 3.
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available to categorize intercompany charges by their type or nature. Although we
believe overall control of affiliate relationships and transactions is adequate, we
consider PSEG’s inability to identify, evaluate and summarize affiliate charges based on
their type and nature inhibits the ability to manage and assess the reasonableness of
the transactions and take corrective steps if necessary. Management controls would be
significantly strengthened by enhancing visibility of intercompany charges at a more
granular level once they are billed.

5. Affiliate Standards are regulations governing the relationships and transactions between New
Jersey utilities and their affiliates, as enumerated in the State of New Jersey’s Administrative
Code, Title 14. Although PSE&G files an annual Compliance Plan with the BPU, PSEG believes the
Affiliate Standards do not apply to PSE&G’s relationships with its largest affiliates, as a matter of
law. PSEG presents the regulations and its assumptions based on the regulations in its annual
Affiliate Standards Compliance filing. Specifically, PSEG believes Affiliate Standards are
applicable only to PSE&G's relationship with two very minor “affected affiliates” based on the
fact that these affiliates “offer competitive services to retail customers in the State of New
Jersey.” In PSEG’s view, PSE&G’s relationships and transactions with major affiliates such as
PSEG Services, Power and PSEG LI are not subject to Affiliate Standards because these affiliates
do not offer competitive services in New Jersey. Notwithstanding PSE&G’s legal position, we
found that PSEG applied Affiliate Standards requirements to PSE&G’s relationships and
transactions with PSEG Services, PSEG Power and other significant operating affiliates.

6. PSE&G’s Appliance Service Business (ASB) is the only PSEG entity currently offering significant
competitive services to PSE&G’s retail utility customers. Although it is technically a Utility
Business Unit (UbU) rather than an affiliate, and notwithstanding PSEG’s stated view about the
applicability of Affiliate Standards, PSEG functionally applies most requirements of the standards
of conduct applicable to Competitive Business Segments enumerated in the New Jersey
Administrative Code directly to the relationship between the ASB and the rate-regulated
businesses within PSE&G. We found that procedures and controls used by the ASB were
generally adequate to prevent material cross-subsidization by PSE&G’s rate-regulated
businesses. We believe controls are adequate to ensure, to the extent possible between two
closely-aligned and legally affiliated businesses, that anti-competitive practices such as
preferential treatment of PSE&G’s regulated utility customers in favor of the ASB and transfer of
utility customer proprietary information to the ASB are avoided. Nevertheless, by virtue of its
relationship with the utility, the ASB has certain advantages and disadvantages relative to its
competitors. The ASB’s primary advantages, which we believe outweigh the disadvantages,
include:

e Economies of scope made possible by access to utility operations facilities covering most
of the urbanized areas of the state.

e Economies of scale arising from ASB’s ability to share many of its operating costs with a
much larger rate-regulated utility.
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e ASB’s access to sophisticated customer information and service dispatch systems built
for the utility and its access to the utility’s billing envelope for advertising.

e ASB’s access to the utility’s sophisticated management, administrative and employee
benefits infrastructure, including utility industry professionals to recruit, hire, train and
manage ASB employees.

The most obvious disadvantage, relative to competitors not affiliated with the utility, is that the
ASB faces significant marketing and pricing constraints imposed by Affiliate Standards, which
include restrictions designed to prevent cross-subsidization. In addition, ASB employees are
bound by certain restrictions in communicating with potential customers about its competitors.
ASB’s competitors are not bound by these rules.

Recommendations

2.1 We recommend PSEG develop the ability to classify intercompany transactions consistently and

2.2

accurately by their nature and implement a procedure to review type-classified transactions as
part of the monthly cash settlements process. PSEG should develop the accounting
enhancements necessary to properly identify and classify affiliate transactions by type,
something the Company currently lacks the ability to do. To the extent this may require an
expensive reprogramming effort under the current SAP system, we recommend it be done
manually on an annual basis, and that the results be reviewed by the Affiliate Transactions
Committee. When a new version of SAP is implemented the ability to classify transactions by
type for intercompany settlement purposes should be incorporated into the new system’s
capabilities

In conjunction with Recommendation 1, we recommend PSEG explore development of
transaction-type-based budgets and budget variance reporting for large, recurring intercompany
transactions involving fund transfers between affiliates. PSEG should report to the BPU whether
it is possible to develop and implement these capabilities cost effectively prior to the

replacement of the Company’s SAP system. Budgeting for expected funds transfers by type of

transaction is no less necessary for large intercompany transactions than for transactions
between unrelated parties. Budgeting occurs for each operating company and plans vs. actuals
are reviewed and may trigger more in depth analysis for any given variance. However, by setting
expected levels of charges and funds flow, budgeting can help maintain control over large,
recurring charges between affiliates. Examples of recurring charges that should be budgeted
include large, recurring transmission agreement payments made to Power but owed to PSE&G,
large corporate life insurance payouts received by PSEG Enterprise that are owed to PSE&G, and
retiree prescription subsidy program payments received by Enterprise but owed to PSE&G.
When significant variances occur, it should prompt follow up review, at least by the affiliate to
which funds are owed. Implementation of this recommendation requires maintaining
information to classify intercompany transactions by type; as such it is related to the previous
recommendation.
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2.3 We recommend PSEG clarify its position regarding compliance with New Jersey Affiliate
Standards in its Annual Compliance Plan and clarify and document controls in place between
PSE&G and affiliates regardless of the Company’s position that certain regulations are
inapplicable. PSEG takes the position that, as a matter of law, it is required to comply with New
Jersey Affiliate Standards only with respect to its relationships with two, in our opinion very
minor, “affected affiliates” (PSEG Solar Hackettstown and PSEG Energy Solutions). It is our
opinion as auditors that there are many provisions of Affiliate Standards that should apply to the
material relationships between PSE&G and its more significant operating affiliates (PSEG
Services, Power, Energy Holdings and PSEG LI). In addition, there are provisions in Affiliate
Standards, including those in N.J.A.C 14:3-3.3 and 14:3-3.4, that, in our opinion should apply to
PSE&G’s Appliance Services Business, notwithstanding the fact that the ASB is a separate PSE&G
business unit rather than a legally distinct affiliate. While we found that, in practice, PSEG
applied Affiliate Standards requirements to PSE&G’s relationships and transactions with PSEG
Services, PSEG Power and other significant operating affiliates, we recommend PSEG consider
the “Relevant [Affiliate] Standards” covered in its Annual Compliance Plan and clarify, in each of
the Plan’s “Compliance Procedures” sections, the affiliates and / or ASB business unit to which
specific regulations apply. We also recommend PSEG clarify, regardless of applicability of these
regulations, the procedures PSEG uses either to ensure compliance where required, or to
enhance affiliate controls where technically not required. The NJBPU should review these
Compliance Plan clarifications to ensure they properly recognize PSEG’s controls with respect to
PSE&G’s relationships and transactions with its major operating affiliates, and between PSE&G’s
regulated utility business and the ASB.

Affiliate Relationships and Transactions Overview

The State of New Jersey’s Administrative Code, Title 14, specifies rules governing the relationships
between regulated utilities and certain affiliated companies. These rules, known as the New Jersey
Affiliate Standards, directly apply to affiliates of PSE&G that provide competitive services to New Jersey
retail customers, and in some respects, to transactions between a regulated utility and its affiliates
generally. PSEG does not consider PSE&G’s primary operating affiliates (PSEG Services, Power and PSEG
LI) to be “affected” by Affiliate Standards, as a matter of law. As such, even though PSEG has various
internal controls designed to regulate the relationships among major affiliates, PSEG believes, at least
officially, that these relationships are not bound by Affiliate Standards.® PSEG’s position regarding

6 A review of the current written procedure governing intercompany billing indicates that the company’s main
concern in reviewing transactions prior to monthly settlement is ensuring that intercompany payables and receivables balance
for consolidation purposes. Transactions can be, and are, balanced without consideration given to the nature of the charges
settled. When Overland asked for a listing of affiliate transactions by type, PSEG indicated it did not exist and would take a
significant manual effort to develop. We eventually acquired three years of affiliate transaction accounting detail, covering
thousands of transactions, and through manual analysis and the submission of follow-up data requests we were able to develop
our own high-level breakdown of intercompany transactions by type. These type-classified transaction totals are shown in
various tables in this chapter. While PSEG has controls on the front-end of these processes to ensure transactions are
appropriate, it currently has no efficient means to perform these classifications once billed, which means management lacks a
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applicability of the Affiliate Standards is included, but in our opinion could be further clarified, in the
annual Affiliate Standards Compliance Filing. Notwithstanding PSEG’s position, we approached our
review using the New Jersey Affiliate Standards and FERC affiliate transaction pricing rules as a
compliance basis for examining relationships and transactions between PSE&G and its affiliates PSEG
Services, Power and PSEG LI.

The primary competitive services provided in New Jersey are appliance services, and these are provided
by a separate PSE&G business unit rather than an affiliate. PSEG states in its 2021 Compliance Plan that:

Affected Affiliate: PSE&G affiliates that have business segments which provide
competitive services to retail customers in New Jersey and that fall under N.J.A.C. 14:4-
3.3,14:4-3.4 and 14:4-3.5 of the Final Affiliate Standards are: PSEG Solar Hackettstown
LLC (“Solar Hackettstown”), and PSEG Energy Solutions LLC (“Energy Solutions”).’

Related competitive business segments of the public utility holding company are defined in N.J.A.C. 14:4-
3.2 of the Final Affiliate Standards - Definitions, to include functionally separate business units.
Therefore, it is PSE&G’s view that the provisions of N.J.A.C. 14:4-3.3 through 14:4-3.5 of the Final
Affiliate Standards apply to such functionally separate business units within subsidiaries of PSEG that
provide or offer to provide competitive services to retail customers in New Jersey and not to the entire
subsidiary company. The use of the defined term "affected affiliate" throughout this Compliance Plan is
intended to address this distinction.® Notwithstanding PSE&G’s position on applicability of the
regulations, we approached PSE&G’s appliance service business (ASB) as a business unit subject to
Affiliate Standards in order to test the controls PSE&G has in place.

Legal Organization

PSE&G is the regulated utility subsidiary of the PSEG Enterprise holding company. PSEG Enterprise and
its principal legal subsidiaries from 2015 to 2021 are summarized in the following chart.’

degree of post-transaction systematic control over large, recurring transactions, such as PSE&G's intercompany invoicing of
Power for recurring property taxes paid on Power’s behalf, or millions of dollars in corporate life insurance proceeds received
each year by PSEG Enterprise but owed to PSE&G.

72021 PSEG Affiliate Standards Compliance Plan at page 6, italicized emphasis added.

82021 PSEG Affiliate Standards Compliance Plan at Footnote 1, italicized emphasis added.

% Response to OC-0013, Attachment OC_00013_Enterprise Org Chart 2015 01 01.
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Chart 2-1 — PSEG Inc. and First-Tier Legal Subsidiaries (2015-2021)

Public Service
Enterprise Group

Inc. (NJ)
Public Service PSEG Services PSEG Long Island
PSEG Power LLC PSEG Energy Electric & Gas C C (NJ) LLC, (NY)
ectric as Co. orp. "
(DE) Holdings LLC (NJ) (N)) P

The primary business purpose of each principal PSEG Enterprise subsidiary is as follows:

PSEG Power (Power) — Power is a multi-regional energy supply company that in 2020 provided
wholesale electric power produced by electric generating plants it owns in various states,
primarily in the Northeast and Mid-Atlantic regions. At the end of 2020 Power owned
approximately 11,200 megawatts of nuclear, coal, gas and fuel oil generating capacity. Power is
regulated by the Federal Energy Regulatory Commission (FERC) and the Nuclear Regulatory
Commission (NRC). It is large enough to be one of Enterprise’s two reportable business
segments. In 2020 Power accounted for approximately 35% of corporate revenue (before
eliminations) and 25% of corporate income. In August 2021 PSEG sold its Fossil business unit,
consisting of 13 natural gas-fired power plants, to ArcLight Capital for approximately $2 billion.
At the time of this report, Power consists only of PSEG Nuclear, which operates two nuclear
plants (Salem and Hope Creek) and is a part owner of the Peach Bottom generating station in
Pennsylvania.

Public Service Electric and Gas (PSE&G) — PSE&G is a transmission and distribution utility
providing retail electricity and natural gas to about 70% of New Jersey’s population. It has
approximately 2.3 million electric and 1.9 million gas customers and is regulated primarily by the
New Jersey Board of Public utilities (NJBPU). PSE&G is a reportable business segment and is
responsible for approximately 60% of corporate revenue (before eliminations) and 75% of
corporate net income.

PSEG Energy Holdings (Energy Holdings) — Through its primary subsidiaries Energy Holdings
holds investments in domestic leveraged leases, in which it holds an equity interest.

PSEG Services Corp (PSEG Services) — PSEG Services is a centralized service company that
provides corporate management and administrative services shared by all subsidiaries, but
principally by PSE&G, Power and PSEG LI. As a service company, PSEG Services is structured to
charge its services to the subsidiaries it serves based on fully distributed cost (FDC). PSEG
Services and its charges to the affiliates it serves are covered extensively in Chapter 3.
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Management and Staffing Organization

PSEG Long Island (PSEG LI) — PSEG LI is a holding company existing to manage and operate the

electric utility on New York’s Long Island owned by the Long Island Power Authority (LIPA). The
relationship between PSEG LI and LIPA is governed primarily by an Operator Services Agreement

(OSA).

PSEG is comprised of four principal operating subsidiaries. The employee headcount for these

subsidiaries and their sub-units is summarized in the table below.

Table 2-1 — Employee Headcount by Subsidiary

Changes in operating subsidiary headcount during our review period up to 2021, are summarized as
follows:

Employee Headcount by Subsidiary

Company

Employee Headcount

EoY 2018 | EoY 2019 | EoY 2020 | 6/30/2021
Long Island Electric Util 2,396 2,490 2,531 2,474
PSEG Long Island LLC 13 12 14 14
PSEG Long Island Total 2,409 2,502 2,545 2,488
PSEG Energy Res and Trade 1 1 1 1
PSEG Keys Energy Center LLC 29 28 29 26
PSEG Nuclear LLC 2 2 2 2
PSEG Power 1,934 1,856 1,628 1,555
PSEG Power Connecticut LLC 105 100 93 76
PSEG Power New York Inc. 49 a4 42 40
PSEG US Services 2 2 2 2
PSEG Power Total 2,122 2,033 1,797 1,702
Delivery Company 6,600 6,424 6,360 6,458
Transmission Company 718 706 689 675
PSE&G Total 7,318 7,130 7,049 7,133
Internal Services 1296 1327 1397 1407
PSEG Services Total 1296 1327 1397 1407
PSEG Enterprise Corp. Total 13,145 12,992 12,788 12,730

Source: Response to OC-940.

Power — Power’s staffing has been shrinking for a number of years. Approximately 270

employees in Power’s Nuclear Security function were transferred to PSEG Services in 2018.

Headcount declined by approximately 20% between the end of 2018 and mid-2021. PSEG states
this was due to the decommissioning of Sewaren units 1 through 4 and the expected closure of

Bridgeport Harbor Station 3. Power also reorganized its Maintenance and Repair organization,
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and reorganized the Bergen, Line and Peaking generating stations, reducing staffing and
transferring Laboratory Testing Services to PSEG Services.°

e PSE&G - PSE&G’s employment declined by 2 % percent between the end of 2018 and mid-2021.
Much of this was due to attrition in the meter reading function, as PSE&G installed meters with
Encode-Receive-Transmit (ERT) technology, which converted manual reading routes to walk-by
or drive-by routes. Meter reading attrition is continuing with the implementation of Advanced
Metering Infrastructure (AMI), which began in the spring of 2021 and is expected to be
completed in 2024.

e PSEG LI — PSEG LI consists of a management company with 14 employees and the Long Island
Utility with approximately 2,474 employees. The utility, also referred to as Servco, grew from
2,396 employees at the end of 2018 to 2,474 employees in mid-2021. It consists primarily of
utility operations and management employees whose employment predates PSEG’s 2014
takeover of operations from National Grid. Long Island’s headcount during the review period
was stable and there were no major internal reorganizations. The net change in headcount is
due to a new “AMI Deployment” department created in 2019, which had 78 employees by mid-
2021. As with PSE&G, deployment of AMI in Long Island should create force reductions in
employment over time, primarily as a result of attrition in the meter reading function.

e PSEG Services — Headcount for PSEG Services increased approximately 20% during 2018 due to
the transfer of Power’s 270-employee Nuclear Security department from Power. Headcount
increased by an additional 9% between the end of 2018 and mid-2021, primarily due to the
insourcing of computer applications and desktop management activities that had previously
been performed by a contractor. Other changes to PSEG Services staffing, which overall did not
materially change total headcount, are discussed in Chapter 3.

Intercompany Transactions

There were a variety of intercompany charges both to and from PSE&G with affiliates during our three
year review period. Setting aside charges for energy, intercompany charges to PSE&G for the years 2018
through 2020 totaled approximately $2.4 billion. Of this, $2.3 billion were charges from PSEG Services
for shared services and reimbursements for convenience payments, both of which are covered in
Chapter 3. Intercompany charges to PSE&G are summarized as follows.

10 Response to OC-0942.
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Table 2-2 — Summary of Intercompany Charges by Affiliates to PSE&G 2018-2020

Summary of Intercompany Charges by Affiliates to PSE&G 2018-2020
Affiliate Description Amount

PSEG Services Cor Centralized management and administrative services and 5 291.962.000
P reimbursement of vendor payments made on behalf of PSE&G T

1) Misc. corporate costs, including board fees, stock exchange
fees, "below the line" expenses such as travel and donations,
desginated as a "corporate income / loss allocation."

PSEG Enterprise (Parent)  [2) Incentive Compensation (stock performance units). 33,726,323
3) PSE&G's share of payroll taxes processed at the corporate
level (beginning at the end of 2020).

4) Misc. other charges

1) Employee and contractor services (distribution system
PSEG Power - Non-Power [inspection, maintenance, testing and repair)

. . . 108,844,702

Goods and Services 2) Materials and supplies
3). Land, structure and facilities rental and easements.

PSEG Long Island Employee and contractor support services 97,075
Total Non-Power 2,434,630,100
Energy Transactions (PSEG
Pow?r/) c ( BGS Electricity,BGSS Gas, and zero emission credits 4,173,933,000
Total 6,608,563,100

Source: Responses to OC-14 (initial and supplemental), 0C-1093, OC-1094 (Analysis in WP All Bill Details 2018-2020
0C1093 1094 xls).

The following table breaks out charges for energy purchased by Power on PSE&G’s behalf and Power’s
credits for nuclear power under the Zero Emission Credit (ZEC) program. Electric, gas supply, and ZEC
transactions are discussed in chapters 4 through 6.

Table 2-3 - Electricity, Gas Supply, and Zero Emission Credit Charges Billed by PSEG Power

Electricity, Gas Supply and Zero Emission Credit Charges Billed by PSEG Power

Category 2018 2019 2020 Totals

BGS 650,112,000 498,917,000 369,363,000 | 1,518,392,000
BGSS 844,289,000 913,003,000 710,379,000 | 2,467,671,000
ZEC - 75,299,000 112,571,000 187,870,000
Totals 1,494,401,000 | 1,487,219,000 | 1,192,313,000 | 4,173,933,000

Source: Response to OC-14.

As best we could determine from analysis of accounting detail, intercompany charges from PSE&G to
affiliates totaled approximately $444 million during the review period. These are summarized in the
following table.!

11 As discussed in additional detail below, quantifying and assessing the nature of transactions between affiliates
requires a significant manual effort analyzing transaction detail from the accounting system.
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Table 2-4 — Summary of Intercompany Charges by PSE&G to Affiliates 2018-2020

Summary of Intercompany Charges by PSE&G to Affiliates 2018-2020

F L. Amount 2018

Affiliate Description through 2020

PSEG Services Corp Fleet, facility and project support 9,555,000
PSEG Enterprise (Parent) |Third party remittances to PSEG Enterprise, owed to PSE&G 299,534,242
PSEG Power - Peak Shaving [Peak shaving services 11,823,000

1) Employee and contractor services (Fleet, facility and Energy
Management System support)

2) Materials and supplies

3) Power property taxes paid by PSE&G

4) Lower Delaware Valley Transmission Agreement payments 116,729,592
made to Power but owed to PSE&G

5) Electricity to serve Power's facilities

6) Power employee benefits paid by PSE&G.
7) Misc. other charges.

PSEG Power - Other Than
Peak Shaving

1) Employee and contractor services (Asset management and
PSEG Long Island FEMA project support) o 3,671,928
2) Employee incentive compensation paid by PSE&G,

attributable to PSEG LI.

Employee and contractor services and management consulting
PSEG Energy Holdings (Offshore wind project support, support for LI appliance 2,695,096
service insurance program)
Total 444,008,858
Source: OC-14 (initial and supplemental), 0C-1093, OC-1094 (Analysis in WP All Bill Details 2018-2020 0C1093 1094 xls).

Affiliate Transactions Internal Control

This section covers internal controls governing the intercompany relationships and transactions. These
controls consist primarily of policies and procedures to help ensure PSE&G complies with applicable
rules governing affiliate relationships and transactions.

New Jersey Affiliate Transaction Rules

Rules governing transactions between utilities and competitive business segments (CBSs) of the utility or
its holding company are covered in Section 14:4-3 of the New Jersey Administrative Code (NJAC), and
the scope and definitions for these regulations are set forth in Sections 14:4-1 and 14:4-2, respectively.
Collectively, these are referred to as Affiliate Standards.

e Subsections 3.3 through 3.5 contain standards applicable to transactions between a utility,
including a related CBS of the public utility, and a CBS of the public utility holding company.!2
Subsection 3.3 prohibits discrimination in favor of a CBS of the public utility holding company;
3.4 covers the transfer of proprietary information between a utility and a CBS of the public

1214:4-3.1(a)(1).
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utility holding company. Subsection 3.5 requires separation between a utility and a CBS of the
public utility holding company, including separate corporate entities, books and records.

e Subsection 3.6 addresses competitive products and services that a utility or a CBS of the utility
may provide.®® It allows a utility to offer a competitive service (such as PSE&G’s Appliance
Services Business) under certain circumstances. Prices for utility-provided competitive services
must equal or exceed the fully allocated cost of providing the service, and “will not otherwise
result in cross-subsidization.” Subsection 3.6 also contains restrictions preventing utilities from
soliciting competitive services from utility customers, providing preferential treatment to utility
customers who purchase competitive services, or tying the provision of regulated utility services
to the provision of competitive services.

e Subsection 3.7 requires utilities to file annual compliance plans with the BPU demonstrating
adequate procedures to ensure compliance with Section 14:4-3 of the Administrative Code. This
section also provides for independent audits, the scope of which is established by the BPU.

NJAC Section 14:4-4 contains requirements that apply to utilities operating in New Jersey that are
owned by a public utility holding company. Subsection 4.1 states that the rules are intended to protect
New Jersey utility ratepayers from risks presented by a public utility’s ownership by a holding company.

e Subsection 4.3 includes rules limiting a utility holding company’s investment in non-utility
assets. Non-utility assets do not include “utility associated” assets such as power generating
plants.

e Subsection 4.4 requires utilities and their parent holding company systems to make available to
the BPU and its staff all information provided to the FERC. If a New Jersey utility with a service
agreement exempt from a FERC Form 60 filing (such as PSEG Services) to make an annual filing
similar to FERC Form 60 for the service-providing subsidiary.

e Subsection 4.5 requires NJBPU approval of service agreements between utilities and their
affiliates, and BPU notification for modifications to approved agreements such as additions or
deletions to the categories of services provided under the service agreement. BPU approval is
required for any modifications to cost allocation methods that would result in a 5% or greater
change in the factors.

e Subsection 4.6 requires utilities to file annual certifications stating that at least 40 percent of the
utility’s board of directors satisfy “New Jersey qualification and board of directors independence
qualification.” It also requires a public utility maintain a distinct corporate identity and a
separate corporate credit rating.

e Subsection 4.7 contains rules to prevent a utility from financial operations that could impair its
credit, access to capital or ability to provide utility service to its customers.

1314:4-3.1(a)(2).
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PSEG’s Affiliate Transaction Control Environment

PSEG has programs and procedures which establish an internal control framework for affiliate
relationships and transactions. However, PSEG also maintains that the New Jersey utility is not bound by
New Jersey Affiliate Standards with respect to relationships and transactions with major operating
subsidiaries. PSEG’s stated position is as follows:

The BPU’s Affiliate Standards do not apply to affiliates that are not “affected affiliates.”
Notwithstanding, the company’s approach to compliance with affiliate standards and to
guard against cross-subsidization concerns is fully described in the Company’s annual
Affiliate Compliance Plan filings and the Company'’s Affiliate Council Transactions
processes. See the Responses to OC-0018, OC-0500, OC-0502, and OC-0503 for
additional information.**

Notwithstanding this position, PSEG’s internal controls (including the Business Conduct Compliance
Program, the Affiliate Transactions Council, and regular employee training in Affiliate Standards) cover
most, if not all, significant affiliate relationships within their scope. The key procedures and programs
designed to establish internal control over affiliate relationships and transactions and maintain
compliance with FERC and NJBPU rules are as follows.

PSE&G’s Annual Compliance Plan

PSE&G annually files a Compliance Plan with the NJBPU covering its compliance with the BPU’s Final
Affiliate Standards, in accordance with NJAC 14:4-3.7(a), which addresses the NJBPU’s regulatory
oversight of PSE&G. The Compliance Plan contains nine chapters addressing the following subjects:

e Regulatory Oversight

e Corporate Governance

e Transactions with Affected Affiliates

e Competitive Products and Services

e External Interfaces

e Corporate Identification and Advertising
e Employees

As noted above, PSEG’s position is that PSE&G’s relationships with PSEG Services, Power and PSEG LI are
not subject to the Affiliate Standards because they do not provide competitive services to New Jersey
retail customers.’> The Compliance Plan does appear to acknowledge that appliance services provided
by PSE&G’s ASB are subject to N.J.A.C. 14:4-3.6, but it does not set forth the Company’s position that
the Affiliate Standards do not cover relationships between the utility and its major operating affiliates.

14 Response to OC-0678-C. PSEG defines “affected affiliates” as affiliates providing or offering competitive retail
services to customers in New Jersey.
15 Response to 0C-0678-C.
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We view this lack of clarity as a problem with the Compliance Plan, which is otherwise a comprehensive
internal control document.

Weritten Practices Governing Affiliate Transactions

PSEG has the following written practices which govern affiliate transactions review, approval and
pricing.

e Practice 520-3 applies to all employees providing non-power goods and services between
PSE&G and “any of its Affiliates, subject to exceptions set forth in [the] Practice.” 1® This Practice
documents the responsibilities and authority of the Affiliate Transaction Council (ATC), discussed
below, which oversees all affiliate transactions. Apart from this, it documents PSEG’s transfer
pricing rule for non-power goods and services exchanged between PSE&G and affiliates. It states
that 1) PSE&G may provide goods and services to affiliates at the “higher of cost or market,”
which, in practical terms means fully distributed cost and 2) that PSE&G may only purchase
goods and services “at or below market prices,” which in practice also means fully distributed
cost. PSEG references FERC cross subsidization rules as the basis for its transfer pricing rule. This
practice was updated in 2021.Y

e Practice 520-3-1 documents the detailed procedures for pricing for services provided by PSE&G
to Power and PSEG LI at the “higher of cost or market,” as required by FERC transfer pricing
rules. The Practice does not apply to transactions with PSEG Services. It states that transfer
pricing for MAST (non-union) employees is based on the presumption that PSE&G’s fully loaded
employee billing rates, which include salary and incentive compensation, are market-based, and
that the rates also incorporate “fringe benefits, payroll taxes, office space and information
technology (IT toolkit) costs.'®

e Practice 520-4 is similar to Practice 520-3 and applies to PSE&G and the PSEG LI (both the
management company and the Long Island utility). It is intended to ensure that services
exchanged between the two companies are reviewed and approved before they occur. It notes
that FERC transfer pricing rules apply (which, in practical terms, means that services must be
exchanged at fully distributed cost). It requires written “requests for support” for all new
transactions, and approval and review by the ATC. It requires PSE&G’s Finance Manager — Utility
Business Strategy to notify PSE&G employees of the proper orders to use for charging time and

expenses to PSEG LI and it requires the billing rates to be reviewed at least annually.'>%

16 Enterprise Practice 520-3, PSEG Practice for Affiliate Transactions, Response to OC-0018 (Confidential).

17 Response to 0C-0018 Update.

18 |t is noteworthy that for PSEG Services, charging rates for employee services do not include office space or
information technology costs. These are incurred by the service company and charged separately from employee professional
services.

19 practice 520-4 is similar to Practice 520-3, except that it focuses on the relationship between PSE&G and PSEG LI.

20 Enterprise Practice 520-4 PSE&G Practice for Affiliate Transactions with PSEG Long Island, Response to OC-0018
(Confidential).
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Business Conduct Compliance Program

PSEG maintains certain governance controls, including a Business Conduct Compliance Program (BCCP)
consisting of “policies, standards, procedures, controls and systems designed to deter . . . wrongdoing
and, if wrongdoing occurs, to detect, implement appropriate corrective action to prevent recurrence
and make appropriate regulatory reporting and to promote a culture that encourages ethical and
compliance behavior.”?! PSEG’s Chief Compliance Officer has responsibility under the BCCP to oversee
the program and PSEG’s Compliance Counsel uses resources to provide reasonable assurance of
compliance with the Final Affiliate Standards.

Employee Standards of Conduct

PSEG maintains Standards of Conduct that “establish a set of common expectations for behavior . . .
regarding the conduct of the Company’s businesses and operations.”?> The Compliance Plan states that
PSEG conducts annual Standards of Conduct training for all employees and maintains documentation
evidencing program completion.

Affiliate Transactions Council

PSEG established an Affiliate Transactions Council (ATC) in 2012 “to provide reasonable assurance of
employee compliance with Final Affiliate Standards.”?® Even though PSEG states that Power, PSEG
Services and PSEG LI are not “affected affiliates” and therefore not subject to Affiliate Standards, the
Annual Compliance Plan states that the ATC is responsible for reviewing the exchange of non-power
goods and services between PSE&G and its affiliates to ensure that those transactions are compliant
with both FERC and BPU regulations.” According to PSEG, ATC’s significant activities include.?

e Providing employee access to the ATC through an email address.

e Review and approval of the exchange of non-power goods and services between PSE&G and its
affiliates. Operating subsidiaries must complete an ATC application prior to implementing a new
affiliate transaction with PSE&G, which must be submitted and approved by the ATC.?

e Regular meetings to review pending applications and to determine if transactions are compliant
with Practice 520-3, Practice 520-4, and/or Instruction 520-3-1.

o Affiliate transaction training support for new and existing employees, upon request.

e Support the filing of the Annual Compliance Plan.

The ATC consists of representatives from several PSEG subsidiaries. As shown below, ATC members
represent legal, procurement, business performance, finance and accounting functions and, through

212020 Compliance Plan, Chapter 2, Corporate Governance, B. Internal Control Environment (Response to OC-0020).

222020 Compliance Plan, Chapter 2, Corporate Governance, B. Internal Control Environment (Response to OC-0020).

232020 Compliance Plan, Chapter 2, Corporate Governance, B. Internal Control Environment (Response to OC-0020).

24 Enterprise Practice 520-3, August 3, 2020. Response to OC-0018 (Confidential).

25 The ATC has final approval authority for transactions valued up to $1 million. Above that level, further approval
must be obtained from the Managing Counsel — Regulatory.
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April of 2022, included representatives from PSE&G and all three of its largest affiliates (PSEG Services,
Power and PSEG LI).2® The ATC holds regular meetings, which appear to have increased in frequency in
2020 compared with the prior two years. 2020 meeting topics and discussions are shown in Attachment
2-1. We have included them because they show the types of issues that occur and must be discussed
that involve relationships and transactions among affiliates. We believe the ATC is one of the most
important components of PSEG’s overall control over affiliate transactions.

Table 2-5 — PSEG Affiliate Transactions Council Members as of June 14, 2021

PSEG Affiliate Transactions Council Members as of June 14, 2021

Company Job Title Function
PSEG Services Associate Counsel - Regulatory Co-Chair
PSE&G Manager Technical Training Co-Chair

Manager Energy Supply Regulatory

PSE&G ] Council Secretary
Support & Compliance

PSEG Services Director SAP Strategy & Planning Member

PSEG Power (Fossil) [Power Plan Manager Peaking Member

) Manager Management Accounting &

PSEG Services Member
Controls

PSE&G Manager Business Processes Member

PSEG LI Executive Director - Special Projects [Member

PSEG LI Director Procurement PSEG LI Member

PSEG Services Assistant Controller - PSE&G Member

Source: Response to OC-499.

Internal Audits

PSEG’s internal audit department conducts regular audits of affiliate transaction processes. The table
below summarizes the audits PSEG reported for the years 2015 through 2020.

26 As of April of 2022, following execution of the new Operations Service Agreement between PSEG-LI and LIPA, the
ATC no longer has PSEG-LI members.
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Table 2-6 — Internal Audits of PSEG’s Affiliate Relationships and Transactions Compliance — 2015 through 2020

Internal Audits of PSEG's Affiliate Relationships and Transactions Compliance - 2015 through 2020

Audit Report Date

Objective

Intercompany Billing to PSEG

8/31/2015
Long Island (a Review) /31

Evaluate that PSEG Long Island inter-company billings are
complete, accurate, recorded timely, and compliant with
pertinent regulation and contracts.

Affiliate Standards Compliance | 10/10/2017

Evaluate the structures and processes which help ensure
compliance with the New Jersey Board of Public Utilities (BPU)
Affiliate Standards regulations as they relate to the Affected
Affiliate, PSEG Energy Solutions LLC (Energy Solutions).

Evaluate that PSEG Inter-Company billings are complete,

Inter-Company Billings 3/7/2018 |accurate, recorded timely, and compliant with pertinent
regulation and company polices.
Evaluate processes and controls over Appliance Service (AS)
Appliance Service 2/7/2020 |including compliance with BPU orders and Business

policies/procedures .

Source: Response to OC-21.

Additional recent audits which PSEG did not classify as “affiliate transaction” audits included:

e Servco Billings (December 2019) — The audit objective was to evaluate and validate the accuracy
of service company billing processes, and their compliance with labor agreements, cost

accounting principles and Affiliate Standards. 22 Control issues noted as a result of the review

were minor.”

e PSE&G Cost Allocation Methodology (April 2020) — The audit objective was to evaluate the

adequacy and effectiveness of methodologies used to allocate Utility Support Organizations to

Utility Business Units. The audit found “two moderate risks” and noted “some improvement

[was] required.”

These last two audits covered material similar to what we covered in our audit of cost allocation

methods and procedures, discussed in Chapter 3.

27 Review — Servco Billings, December 13, 2019. Response to OC-0791 (Restricted).

28 |t is unclear why PSEG did not list this to be an affiliate transactions audit in Response to OC-0021. It could have
been because PSEG classified it as a “review” rather than an audit.

29 Audit: PSE&G Cost Allocation Methodology, April 17, 2020. Response to OC-0787 (Restricted).
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Contracts and Agreements

PSEG maintains written contracts and agreements establishing the terms and conditions for transactions
among affiliates, including their pricing. Important categories of agreements between PSE&G and its
affiliates include:*°

e PSEG Service Company Agreement with PSEG Services

e Service Company Cost Allocation Manual (CAM)

e Gas Requirements Contract with Power Energy Resources and Trading
e Various Interconnection Agreements with Power

e Various Easement and Property Use Agreements with Power

e Tax Allocation Agreement with PSEG Enterprise (parent)

Service Company Agreement - The PSEG Service Company Agreement establishes the terms for services

provided by PSEG Services to PSE&G. It is nearly 20 years old and had not been amended through the
end of 2021. It establishes basic terms for service company staffing, service accounting and utility
payment, a service company working capital fund, record keeping and PSE&G access to records. It
provides for a service company Board of Directors with approval responsibility for cost allocation
methods. The agreement was approved by the NJBPU before becoming effective in 2003. In October of
2021, PSEG filed a petition to amend the Service Company Agreement for the sole purpose of adding
two new categories of service: Engineering and Design and Construction Support. The BPU granted
approval for these changes in June of 2022.3! There have been no other changes to the agreement since
2003.

Schedule | to the Service Company Agreement is a description of services and cost assignment
methodologies. Although service and charging method descriptions are generic enough that most still
apply, it appears certain descriptions of both services and allocation methods are outdated, perhaps
long outdated in some cases. For example, Schedule item 9 describes the allocation basis for General
PSEG Management services (corporate enterprise services) as being “assigned using a number of
allocation methodologies [which] include but are not limited to . . . Modified Massachusetts formula,
Revenue, Earnings and Capital Expenditures and Headcount.” It is Overland’s understanding that
enterprise cost allocation formulas other than the currently used three-factor formula composed of net
assets, headcount and operating expense were abandoned after 2009.

Cost Allocation Manual - The CAM is a lengthy, highly technical document setting forth the rules for

accumulating and allocating PSEG Services’ costs to operating subsidiaries, as well as the rules for
further allocating such costs to Utility Business Units within PSE&G. We found the CAM to be confusing
and difficult to understand. In Overland’s opinion, it was not designed to facilitate a general
understanding of the cost allocation process.

30 Response to OC-0015.
31 See BPU Docket No. EM21101204.
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Analysis of Intercompany Transactions

Intercompany transactions between PSEG’s operating subsidiaries and business units are recorded as
they occur and net amounts are settled in cash each month.3? “Process documentation” states that
“[intercompany] invoices and billing details for all [intercompany] balances” are “distributed . . .
approved and paid by the Treasury.”?3

In our initial set of data requests for affiliate transactions we asked for a breakout of 2018 through 2020
intercompany charges “by type” with “a brief description of the nature of the services or products
provided.”3* As shown in the following table, the response provided only a listing of summarized
transaction totals by month. It did not include identification of the nature of the services or products
embedded in the transaction totals.

32 Interview of Richard Aicher, Director SAP Strategy and Planning, and Joanne Brandmaier, Senior Staff Accountant,
on August 4, 2021.

33 Response to OC-1093, “Process Write-up IC Invoicing Procedure,” Confidential. This documentation consists of
about a page and a half of technical task. It is likely to be understood only by the accountant responsible for processing
intercompany invoices. We do not consider it to be a comprehensive of formal intercompany transactions procedure.

34 Response to OC-0014.
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Table 2-7 — Sample of Data Provided in Response to Request for Affiliate Transactions Broken Out by Transaction Type with

Descriptions

PSEG Data for Utility Billing Affiliates - 2020
($000s)
Pea_k Other Total Service . . PS LI Mgt Ps LI
Month Shaving Enterprise| Global Holdings | Resources
Services Power Power Company Company | SERVCO
Jan-20 218 3,623 3,841 225 15,344 - 335 - 17 50
Feb-20 336 1,019 1,355 137 18,325 - 59 - 19 41
Mar-20 171 3,311 3,482 193 17,760 86 14 61
Apr-20 113 6,357 6,470 152 12,811 91 30 46
May-20 95 825 920 131 5,794 - 106 - 1 43
Jun-20 276 2,526 2,802 149 10,471 278 1 37
Jul-20 501 3,703 4,204 126 11,264 113 44
Aug-20 388 7,945 8,333 146 6,865 - 69 - 40 190
Sep-20 462 9,087 9,549 113 4,684 197 17 61
Oct-20 319 8,864 9,183 99 3,968 116 10 49
Nov-20 266 12,971 13,237 116 15,766 - 75 - 9 46
Dec-20 320 7,651 7,971 112 9,621 61 1 10 56
Totals 3,465 67,882 71,347 1,697 | 132,672 1,587 5 170 725
Source: Response to OC-14.

In explaining the lack of any grouping of transactions by type, PSEG stated it would require a significant

manual analysis of intercompany accounting detail, something we eventually did ourselves. PSEG’s

custom SAP configuration that has been in place since prior to this audit period limits the Company’s

ability to report transactions by type in the manner and format we requested. PSEG offered to provide

“one month of data that provides a grouping of the transactions by type” and “a brief description of the

nature of the services or products provided.” A sample of this data with transaction descriptions, which

was provided for May 2020, is shown in Table 2-8:
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Table 2-8 — Sample of Data Provided in Response to Our Supplemental Request for Affiliate Transaction Data Broken Out by
Type with Descriptions for May 2020

Utility Charges to Service Company ($000s)

Description Amount
Facility Support 18
Fleet 22
General Support 1
Project Support 57
Rent Facilities Charges 33
Total 131
Utility Charges to Enterprise
Disbursements of Headquarters Receipts 5,510
Reclass Expense 283
Total 5,793

Source: Response to OC-14 Supplemental.

Note that nearly all of the transactions fall under the very limited and uninformative description
“disbursements of headquarters receipts.” Although the supplemental data was a slight improvement
over the summarized totals initially provided, it was only a starting point for review because it contained
very little descriptive information and covered only one of the 36 months in our review period. The type
of substantive review we would typically undertake in an audit of this nature of PSE&G’s intercompany
transactions would not have been possible with this data, even if it had been extended to all 36 months
in the review period.

We further requested “monthly affiliate transaction bills, including all support” for the three-year review
period, which PSEG provided in response to requests OC-1093 and OC-1094. Monthly intercompany
invoices were provided in two sets of 36 spreadsheets and transaction-level detail containing thousands
of individual intercompany receivables and payables transactions were provided in two additional
spreadsheets.?

The following table is a sample intercompany invoice for January 2020 which we have condensed to fit
on a single page. Of note is that, although it is labeled as a bill from PSE&G to affiliates, the bills are
netted such that this bill also contains amounts charged by affiliates to PSE&G. For example, the
category “Fossil bills Utility” consists of charges from Power Fossil to PSE&G in which the small
receivables amount was owed by PSE&G to Fossil, and the large payables amount was owed by Fossil to
PSE&G.

35> We requested intercompany transactions with charges from PSE&G to affiliates in OC-1093 and charges from
affiliates to PSE&G in OC-1094. Responses to both requests included charges in both directions (i.e., both to and from PSE&G).
A “billed from — billed to” cost relationship can also contain both receivables and payables activity, meaning charges can flow in
both directions within a given entity billing relationship.
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Table 2-9 — Sample “Affiliate Bill” — PSE&G to Affiliates, January 2020

Sample "Affiliate Bill" - PSE&G to Affiliates, January 2020

OC-1093 PSEG CONFIDENTIAL

Summary of Utility Billing Billing Date 2/14/2020
January-20 Transactions Due Date 2/25/2020
AR AP Net
Utility Bills Power
EG10 G1906 EG10G1906 0.00 0.00 0.00 Payable to Power (for Solar
Utility Bills Francis Corp
TC10 FR10 TC10FR10 7,706.57 0.00 7,706.57 Receivable from Francis Corp
Utility Bills PSEG Long Island
EG10 H3702 EG10H3702 0.00 -84.19 (84.19) Payable to PSEG LI
Utility Bills Global
EG10 G1001 EG10G1001 0.00 (42.10) (42.10) Payable to Global
Delivery bills Holdings
DC10 G1001 DC10G1001 322,672.87 0.00 322,672.87 Receivable from Global
DC10 R2002 DC10R2002 0.00 0.00 0.00 Payable to Resources
Utility Bills Holdings
EG10 H3000 EG10H3000 0.00 (42.10) (42.10) Payable to Holdings
Utility Bills Resources
EG10 R2002 EG10R2002 0.00 -42.10 (42.10) Payable to Resources
EG10 R2003 EG10R2003 0.00 0.00 0.00 Payable to Resources
Delivery bills PSEG Long Island/Servco
DC10 H3702 DC10H3702 17,229.64 0.00 17,229.64 Receivable from PSEG LI
DC10 H3704 DC10H3704 50,352.35 0.00 50,352.35 Receivable from PSEG LI Servco
Fossil Bills Utility
FG10 EG10 FG10EG10 0.00 0.00 0.00
FG10 DC10 FG10DC10 0.00 (2,390,923.22) (2,390,923.22)
FG10 TC10 FG10TC10 42,227.17 (401.56) 41,825.61
FG20 EG10 FG20EG10 0.00 0.00 0.00
FG20 DC10 FG20DC10 0.00 0.00 0.00
FG20 TC10 FG20TC10 0.00 0.00 0.00
(2,349,097.61) Payable to Utility
Nuclear Bills Utilities
NG10 EG10 NG10EG10 0.00 0.00 0.00
NG10 DC10 NG10DC10 0.00 (8,505.34) (8,505.34)
NG10 TCi10 NG10TC10 95,278.08 (452,997.58) (357,719.50)
(366,224.84) Payable to Utility
Trading Bills Utility
TR10 EG10 TR10EG10 0.00 0.00 0.00
TR10 DC10 TR10DC10 0.00 (64,738.68) (64,738.68)
TR10 TCi10 TR10TC10 0.00 (54,143.71) (54,143.71)
(118,882.39) Payable to Utility
Albany Bills Utility
FG30 EG10 FG30EG10 0.00 0.00 0.00
FG30 DC10 FG30DC10 75,911.99 (76,173.78) (261.79)
FG30 TC10 FG30TC10 0.00 0.00 0.00
(261.79) Payable to Utility
Keys Energy bills Utilities
FG80 DC10 FG80DC10 0.00 (275.00) (275.00) Payable to Utility
Delivery bills Holdings
DC10 H3000 DC10H3000 0.00 0.00 0.00 Payable to Holdings
DC10 H3101 DC10H3101 12,271.34 0.00 12,271.34 Receivable from Holdings
Transmission bills Global
TC10 G1001 TC10G1001 12.45 0.00 12.45 Receivable from Global
Total Net Bill 623,662.46 (3,048,369.36) (2,424,706.90)

Source: Response to OC-1093.

As the invoice demonstrates, it is only a summary of monthly intercompany activity. This appears to be

the level of information that is available based on existing system capabilities for approval and payment
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by the Treasury. It contains no information about the type or nature of transactions underlying
intercompany receivables and payables because that information only exists in the existing SAP system,
albeit inconsistently, at the transaction level.

We reviewed transaction-level detail supporting intercompany charges to classify transactions by type
and to perform testing of selected transactions. It required significant effort to combine, summarize,
sort and filter the transaction detail to make it useful for the type of analysis we typically conduct.
Transaction detail included three data fields with descriptive information, titled “Description,” “Header
Text” and “Long Text.” However, for a given transaction one or more of the fields was often blank or
contained cryptic or abbreviated notations. None of the descriptive fields, either independently or
combined, provided consistent, reliable post-billing information about the nature of the charges
between affiliates.

We issued a number of additional data requests to obtain information about specific types of
transactions that the accounting detail by itself could not provide. This highlights an important issue:
Even with transaction-level detail, it is not possible to gain a reliable, high-level understanding of the
nature of transactions between affiliates, post billing, without the research assistance of PSEG’s
accounting employees. This is unlike the service company, for which accounting detail and related
documentation, such as the Cost Allocation Manual and the Service Catalog, provides enough
departmental and service-level information to enable at least a high-level understanding of charges and
allocation processes. There is also no internal reporting that can provide an understanding of the
transactions. PSEG explained that this type of reporting for intercompany transactions is not supported
by the Company’s configuration of SAP, which is a custom configuration. Nonetheless, we consider the
lack of readily available information about the nature of intercompany transactions as identified in this
chapter after they are billed to be a management control weakness.

In addition to lacking the information necessary to understand of the nature of the transactions after
they are billed, intercompany invoices cannot necessarily be relied upon as an accurate indicator of the
amount of intercompany activity between affiliates. For example, in 2020 the apparent monthly
intercompany receivables and payables totals between Power and PSE&G were inflated by employee
purchasing card (pcard) entries made to clear the charges among PSE&G’s utility business units, as a
function of SAP system configuration requirements. As the Company noted in a data response:

Power is not part of the PSE&G-specific PCard transactions. PSEG General Accounting
posts a single monthly journal entry to clear all the 174XXX clearing accounts for all
subsidiaries and company codes, with Power (Company Code PO10) as the leading
company code in this entry. Note, SAP requires a “leading company code.” By doing
so, the payable and receivable went in and out of PO10 [emphasis added]. The net
payable and receivable from PSE&G to Power is zero.>®

36 Response to OC-1596-A.

© 2022 OVERLAND CONSULTING 2-24



Public Version - Redacted

Non-Power Affiliate Relationships and Transactions

The net intercompany activity associated with pcard transactions was in fact close to (but not exactly)

zero for the year, and it should be zero over time. However, the inclusion of Power as the “leading

company” in these transactions made the level of intercompany receivables and payables activity

between PSE&G and Power appear to be significantly higher than it actually was in 2020. As a result,

because it lacked contextual information about the nature of the transactions, the data provided in

response to request OC-0014 PSEG inaccurately showed total 2020 services provided by Power to
PSE&G to be $54 million, when in fact they were only about $25.5 million.

PSE&G Intercompany Transactions with PSEG Enterprise

PSEG Enterprise, Company PS10, refers to the corporate parent. Transactions with Enterprise are broken

out by transaction type in the table below. In dollar terms, the majority of these transactions during the

review period were intercompany payables to PSE&G for thousands of third-party payments

attributable to PSE&G that were deposited into Enterprise bank accounts.

Table 2-10 — PSE&G Intercompany Transaction Activity with PSEG Enterprise, 2018 - 2020

PSE&G Intercompany Transaction Activity with PSEG Enterprise, 2018-2020

Description

Amounts by Year (1)

2018 2019 2020 Total

Expenses Charged by PSEG Enterprise to PSE&G

Restricted and Performance Stock Units, Net 2,109,458 2,536,162 2,711,029 7,356,649
Allocated Payroll Taxes 8,857,842 8,857,842
Allocated Corporate Expenses (Directors Fees, etc.) (2) 5,117,179 4,882,002 3,900,675 13,899,856
Total Payable by PSE&G to Enterprise 7,226,637 7,418,164 15,469,546 30,114,347
Third-Party Remittances to PSEG Enterprise, Owed to PSE&G

Corporate-Owned Life Insurance Proceeds (11,270,538)| (11,830,102)| (14,265,301)| (37,365,941)
Retiree Prescription Drug Subsidy Program Pmts (11,352,368)| (8,650,794)| (35,282,471)| (55,285,633)
Payments from PJIM (255,289) (1,573,169)| (15,405,888) (17,234,346)
State of NJ Lifeline Program Payments (13,693,275)| (6,837,638) (3,433,500)| (23,964,413)
All Other (48,370,484)| (65,999,473)| (51,313,952)( (165,683,909)
Total Payable by Enterprise to PSE&G (84,941,954)( (94,891,176)| (119,701,112)| (299,534,242)
Other Transactions, Net 3,994,522 (654,374) 271,828 3,611,976
Total Intercompany Activity, Net (73,720,795)( (88,127,386)| (103,959,738)| (265,807,919)

Sources: Responses to OC-1093 and OC-1094, (Analysis in WP All Bill Details 2018-2020 0OC1093 1094 .xls)
Note 1: Positive amounts are receivable by PSEG Enterprise from PSE&G; Negative amounts are payable by Enterprise to PSE&G.
Note 2: Allocated corporate expenses are referred to in transaction detail an "income / loss allocation."

Charges by PSEG Enterprise to PSE&G

Allocated Payroll Taxes

PSEG stated that to improve efficiency it changed its process for remitting payroll tax withholdings to its

payroll vendor ADP. In December 2020 PSEG Enterprise began remitting payroll tax withholdings to ADP

on behalf of all operating subsidiaries, which each operating subsidiary had previously remitted on its
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own behalf. PSEG stated that the December clearing entries for $8,857,842 reflect withholdings for
PSE&G employees, remitted to ADP, for which PSE&G must reimburse Enterprise.?’

Allocated Corporate Expenses / Income-Loss Allocation

Allocated corporate expenses are also described in intercompany transaction detail as “other
deductions” and “income / loss allocation.” They are miscellaneous corporate fees and expenses,
including board of directors’ fees, rating agency and stock exchange listing fees, and certain “below the
line” expenses such as corporate entertainment, travel and donations that cannot be recovered from
regulated utility customers. PSEG stated that in 2020 it recorded PSE&G’s share of corporate board,
rating agency, stock listing and similar expenses in FERC Account 930.2 — Miscellaneous Business
Expense, and its allocation of corporate entertainment, travel and donations in FERC account 426.1 —
Donations.® In response to a follow up data request, PSEG stated that PSE&G’s share of these expenses,
which totaled $5,770,471 in 2020 prior to distribution, were allocated to PSE&G based on its 59% share
of enterprise costs (in 2020) as calculated by the Enterprise Corporate allocator.3®

Third Party Remittances to PSEG Enterprise, Owed to PSE&G

All incoming physical checks are deposited to a single lockbox account, Enterprise PS10. PSEG stated this
is done for efficiency and to ensure there is a single set of instructions for all possible third parties
sending checks and to decrease potential for errors in managing multiple accounts (lost or
misappropriated checks).*® PSE&G, therefore, does not have an account that can receive incoming
checks via mail. Each year Enterprise receives thousands of payments from third parties that are owed
to PSE&G (and receives similar payments owed to other subsidiaries). The payments are recorded as an
intercompany liability in Enterprise’s two primary bank clearing accounts (JP Morgan and Wells Fargo).*!
When the cash receipt belongs to PSE&G, the entries to record the cash are:

PS10
Debit Cash

Credit Intercompany payable to PSE&G
PSE&G

Debit Intercompany receivable from Enterprise
Credit Receivable from PIM

We analyzed the largest categories of these payments, as discussed below.

37 Response to OC-1418.

38 Response to OC-1419.

39 Response to OC-1593. The Enterprise Corporate allocator is discussed in Chapter 3 of this report.

40 |nterview of Richard Aicher, Director SAP Strategy and Planning, and Joanne Brandmaier, Senior Staff Accountant,
on August 4, 2021.

41 Responses to OC-1412 and 1414. See these data responses for additional detail concerning these transactions.
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Corporate Life Insurance Proceeds
PSEG stated that PSE&G purchased corporate-owned life insurance (COLI) policies for “union and non-

union employees during the 1980s.” During the review period PSEG Enterprise received the proceeds
from these policies for employees and retirees who passed away. We inquired about 19 of these
payments made in 2020, from Talcott Resolution to PSEG Enterprise, totaling $12,503,538. PSEG stated
that the utility’s life insurance costs and proceeds flow through FERC balance sheet account 124 — Other

Investments, with proceeds reducing the asset balance in the account.*?

Employer Group Waiver Plan Rebate

During 2020, PSEG Enterprise recorded intercompany payables associated with the Employer Group
Waiver Plan (EGWP).*® PSEG stated EGWP is a program offered by the federal government “that will
increase federal subsidies for prescription drugs for retiree health trusts.”** The rebate payments
received by PSEG Enterprise were recorded as intercompany payables to PSE&G. The payment to PSE&G
was credited to its retiree medical liability account.

PSE&G Intercompany Transactions with Energy Holdings and PSEG Long Island

The table below summarizes intercompany activity between PSE&G and Energy Holdings by type, based
on an analysis of transaction detail from OC-1093.

Table 2-11 — PSE&G Intercompany Transaction Activity with PSEG Energy Holdings, 2018 - 2020

PSE&G Intercompany Transaction Activity with PSEG Energy Holdings, 2018-2020

Deseription Amounts by Year (2)
2018 2019 2020 Total

Net Expenses Charged by PSE&G to Energy Holdings Subsidiaries

Employee and Contractor Services (1) (43,579) (180,316) (955,695) (1,179,590)
Employee / Retiree Benefits Billings (753,515) (197,496) (20,917) (971,928)
Licenses and Permits (237,583) (237,583)
Management Consulting (277,278) (277,278)
All Other (1,323) (19,612) (7,782) (28,717)
Net Expenses Payable by Energy Holdings to PSE&G (798,417) (397,424) (1,499,255) (2,695,096)

Sources: Responses to OC-1093 and OC-1094, (Analysis in WP All Bill Details 2018-2020 0C1093 1094 xls)

Note 1: Accounting detail does not adequately identify these charges. The amounts in this category are based on an assumption
that FI-CO Reconciliation entries represent intercompany services provided by employees and contractors with billings based
on timesheets.

Note 2: Negative amounts are net amounts payable by Energy Holdings to PSE&G.

We requested information about intercompany activity in 2020.** The response included the following

information:

42 Responses to OC-1416 and 1592.

43 Response to OC-1094. Analysis shows 17 checks in 2020 associated with “Express Scripts” or
“EGWP Rebate Check.” Express Scripts is an online pharmacy through which EGWP rebates appear to flow.

44 Response to OC-1417.
4> Response to OC-1405.
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Employee and Contractor Services

PSE&G utility employees provided services for “various non-regulated offshore wind projects.” Activities
included review and evaluation of onshore transmission and interconnection information, support of the
permitting process, project cost information and bid preparation support. The transfer pricing basis for
these charges is the fully loaded hourly cost of Company labor charged for the services.

We selected one line item totaling $43,370 from 2020 intercompany transaction detail and asked PSEG
to provide supporting documentation.*® PSE&G provided a spreadsheet summarizing employee time

and expenses which totaled to the amount for the selected line item.

Licenses and Permits

Licenses and Permits consisted of fees paid by PSE&G to the New Jersey Dept. of Environmental
Protection for land use permits and paid to the Delaware River Basin Commission for the New Jersey
Wind Port project. These were PSE&G vendors; therefore, the utility paid the vendors and billed Energy
Holdings.*

Management Consulting

This consisted of a payment to the New Jersey Economic Development Authority for a study of Hope
Creek Port, related to the New Jersey Wind Port project.”® The intercompany transaction is the result of
payment made by PSE&G for an expense attributable to Energy Holdings.

PSE&G Intercompany Transactions with PSEG Long Island

Intercompany transaction activity between PSE&G and Long Island is relatively minor. As the table
below demonstrates, activity consists primarily of utility services provided by PSE&G employees to PSEG
LI. In 2020 the services included of asset management support and Federal Emergency Management
Agency (FEMA) project support.*

46 Document number 100000593 totaling $47,417, billed by PSE&G Co. DC10 to PSEG Global Co. 1001, dated February
29, 2020, “Reconciliation Posting CO,” “FI-CO Reconciliation,” from the MS Excel file OC_1093-Utility Billing Details JAN-DEC
2020.

47 Response to OC-1405.

48 Response to OC-1405.

49 Supplemental Response to OC-0014, services provide in May 2020. There may have been other types of services in
other months of 2020 and in the years 2018 and 2019.
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Table 2-12 — PSE&G Intercompany Transaction Activity with PSEG Long Island, 2018-2020

PSE&G Intercompany Transaction Activity with PSEG Long Island, 2018-2020
Description Amounts by Year (2)
2018 2019 2020 Total

Expenses Charged by PSEG Long Island to PSE&G
Employee and Contractor Services (1) 3,640 74,765 (19,323) 59,082
Remittances to PSE&G owed to PSEG LI 63,636 63,636
All Other 25 (25,668) (25,643)
Total Payable by PSE&G to PSEG LI 3,640 74,790 18,645 97,075
Expenses Charged by PSE&G to PSEG Long Island
Employee and Contractor Services (1) (1,064,566)| (1,649,404) (710,624) (3,424,594)
Incentive Compensation Payments (194,201) (194,201)
All Other (9,816) (22,413) (20,904) (53,133)
Total Amounts Owed to PSE&G (1,268,583)| (1,671,817) (731,528) (3,671,928)
Total Intercompany Activity, Net (1,264,943)| (1,597,027) (712,883) (3,574,853)
Sources: Response to OC-1093 and OC-1094, (Analysis in WP All Bill Details 2018-2020 OC1093 1094 .xls)
Note 1: Accounting detail does not adequately identify these charges. The amounts are based on an assumption that FI-CO
Reconciliation entries represent intercompany services provided by employees and contractors with billings based on
timesheets.
Note 2: Negative amounts are payable by PSEG LI to PSE&G; positive amounts are payable by PSE&G to PSEG LI.

PSE&G Intercompany Transactions with Power

We analyzed intercompany transaction detail between Power and PSE&G for the year 2020. We
combined information from both affiliate invoices and transaction detail and segregated amounts owed
by Power to PSE&G and by PSE&G to Power. The table below summarizes all transactions between
PSE&G and Power except energy transactions and peak shaving services provided by PSE&G.
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Table 2-13 — PSE&G Intercompany Transaction Activity with PSEG Power, 2018 - 2020

PSE&G Intercompany Transaction Activity with PSEG Power, 2018-2020
Description Amounts by Year (2)
2018 2019 2020 Total
Intercompany Charges by Power to PSE&G
Employee and Contractor Services (1) 28,318,848 | 29,283,356 18,140,198 75,742,402
Materials and Supplies 2,172,201 557,377 776,079 3,505,657
Charges for PSE&G Easements on Power property - 530,376 779,720 1,310,096
Land, Structure & Facilities Rental 4,491,376 903,553 704,405 6,099,334
Employee / Retiree Benefits Billings 1,009,063 38,386 563,747 1,611,196
Payroll Tax Reclassification 12,111,030 - - 12,111,030
All Other 2,540,906 1,347,926 4,576,155 8,464,987
Total Payable by PSE&G to Power 50,643,424 | 32,660,974 25,540,304 | 108,844,702
Intercompany Charges by PSE&G to Power
Employee and Contractor Services (1) (7,905,126)| (4,767,311) (3,604,137)| (16,276,574)
Materials and Supplies (1,694,150) (244,955) (186,533) (2,125,638)
Property Taxes Paid by PSE&G on Behalf of Power (13,603,565)( (11,107,249) (8,341,952)| (33,052,766)
Lower Delaware Valley Transmission Payments (8,373,684)| (8,973,493)| (11,988,508)| (29,335,685)
Electricity to Serve Power Facilities (53) (323,174) (776,191) (1,099,418)
Employee / Retiree Benefits Billings (10,899,709)| (9,240,042) (5,579,781)| (25,719,532)
All Other (4,039,699)| (2,046,878) (3,033,402) (9,119,979)
Total Payable by Power to PSE& G (46,515,986)| (36,703,102)| (33,510,504)| (116,729,592)
Total Intercompany Activity, Net 4,127,438 | (4,042,128) (7,970,200) (7,884,890)
Sources: Responses to OC-1093 and OC-1094, (Anaysis in WP All Bill Details 2018-2020 OC1093 1094 .xls)
Note 1: Accounting detail does not adequately identify these charges. The amounts in this category are based on an assumption
that FI-CO Reconciliation entries represent intercompany services provided by employees and contractors with billings based
on timesheets.
Note 2: Positive amounts are receivable by PSEG Power from PSE&G; Negative amounts are payable by Power to PSE&G.

We classified transactions by type and performed analysis and testing, as described below.

Intercompany Charges by PSE&G to Power

During the review period PSE&G employees and contractors provided services to Power which were
billed based on timesheets and the fully-distributed cost of labor. PSE&G also provided small amounts of
materials and supplies and supplied electricity at tariffed rates to Power facilities within PSE&G’s service
territory. PSE&G also charged Power for property taxes and other post-retirement benefits (OPEBs) paid
on Power’s behalf. Power reimbursed PSE&G for payments Power received from Exelon (Philadelphia
Electric) under a transmission agreement. We selected several of these items for additional analysis.
Employee and Contractor Services Provided by PSE&G to Power

PSE&G employees and contractors provided services to Power, including Energy Monitoring System
support and fleet maintenance. PSE&G’s Energy Monitoring System is shared with Power’s Energy
Resources and Trading (ER&T) business unit. EMS maintenance and support accounted for
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approximately $1.58 million in charges to ER&T in 2020, most of which was attributable to services
provided by two contractors.*°

Overland selected one Energy Monitoring System transaction, totaling $12,500, for testing and asked for
supporting documentation.>® PSEG stated that the EMS is housed in the Electric System Operations
Center (ESOC). The Bridgewater facility in which the ESOC is housed also contains the Gas System
Operations Center (GSOC). Thus, Bridgewater’s common facilities costs are allocable between the two
centers. In 2020 the ESOC’s EMS costs were allocable between PSE&G Transmission (81.25% in 2020)
and Power’s ER&T unit (18.75%).? The $12,500 owed by Power ER&T was its $4,399 share of $35,547 in
common Bridgewater facilities costs plus its $8,101, 18.75% share of $43,204 in total EMS costs. PSEG
attached requested invoice support for each of 16 line items associated with the common Bridgewater
costs and each of nine line items for EMS costs. The EMS costs consisted of $32,312 in electricity charges
from PSE&G>3 and $10,892 in charges for contractor engineering labor from two outside service
suppliers (Rangam Consultants, Inc. and U.S. Tech Solutions, Inc.).

Prepaid Property Taxes
PSEG stated that New Jersey townships bill property taxes for all PSEG companies on one invoice. PSE&G

makes most of these payments on behalf of itself and other business units, including Power Fossil. PSEG
stated the “calculation to prorate a single invoice pricing is based on the ownership of the individual
parcels.”® In addition, during the review period PSE&G had easements on Fossil properties for areas at
generating stations where PSE&G requires access to the land for its transmission facilities. PSE&G
reimbursed Fossil on a per-acre basis for its share of the tax on these properties.>® We selected one
property tax payment transaction for testing.”® The selected item had been paid by PSE&G on behalf of
Fossil and was reflected in intercompany charges as a payable by Fossil to PSE&G. Supporting
documentation showed it was a township tax bill for land owned by Fossil (thus no proration between
PSE&G and Power was required). PSEG provided a copy of the tax invoice sent to “PSE&G Power / Fossil”
showing the tax amounts due from Fossil for four parcels of land.>’

50 Response to OC-1409.

51 Document number 100005911, totaling $12,500, “FI-CO Reconciliation,” dated June 30, 2020, payable by Power
Energy Resources (Co. TR10) and Trading to PSE&G Transmission (Co. TC10).

52 Response to OC-1590.

53 June 2020 electric charges were $10,172. The June bill also included $22,140 in past due charges from the May bill.

54 Response to OC-1407.

55 It is not clear why PSE&G would owe Fossil a share of property taxes on its property merely because it had an
easement. Utilities have easements covering most of their distribution and transmission facilities, but do not, in our experience,
pay landowners a share of the property tax they owe on their property. Time constraints prevented us from pursuing this
question.

56 Document number 1900004504 totaling $395,219, “PPTax-11010330,” dated July 23, 2020, from the MS Excel file
OC_1093-Utility Billing Details JAN-DEC 2020.

57 Response to OC-1589. The only remaining question is why PSE&G, instead of Power, pays this bill when it is entirely
attributable to Power Fossil. We did not pursue this question, as time did not permit.
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Transmission Agreement Payments to Power, Owed to PSE&G

Exelon Corp., on behalf of Philadelphia Electric Co. and other Exelon utilities, makes certain payments to
PSEG under the Lower Delaware Valley Transmission System agreement. Although the payments are
made to Power, they are owed to PSE&G, requiring an intercompany payment by Power to PSE&G.%®
PSEG stated that Exelon pays Power instead of to PSE&G “because this was the legacy manner of
payment and our understanding is that major system changes would be required to enable payment
directly to PSE&G.” In response to a follow up data request, PSEG stated that all payments under the
agreement are attributable to PSE&G’s Transmission UbU.>°

Electricity at Tariffed Rates
Power’s fossil plants within PSE&G’s service territory consume electricity supplied by PSE&G.° We
confirmed that the charges are based on NJBPU-approved tariffed rates.®!

Intercompany Charges by Power to PSE&G

Intercompany charges from Power to PSE&G during the review period consisted primarily of timesheet-
billed services provided by Power’s employees and contractors. In 2020 these included Laboratory and
Testing department services (a department that moved to PSEG Services in December 2020), and
Central Maintenance Shop and system maintenance services.®> Some services were provided to PSE&G
Delivery (Electric Distribution), while others were provided to PSE&G Transmission. As the table below
shows, many of the maintenance shop and system maintenance services provided by Power were
routine services that would normally be provided by PSE&G’s own employees.

58 Response to OC-1420. The Exelon utilities involved in this agreement are Philadelphia Electric, Delmarva Power &
Light, and Atlantic City Electric. Exelon is headquartered in Chicago and also owns Commonwealth Edison, an lllinois utility
located at the western end of the PJM RTO.

9 Response to OC-1594.

60 Response to OC-1408.

61 Response to OC-1591.

62 Response to OC-1421.
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Table 2-14 — Services Provided by Power Fossil’s Central Maintenance and System Maintenance Organizations to PSE&G in
2020

Services Provided by Power Fossil's Central Maintenance and
System Maintenance Organizations to PSE&G in 2020

EE Position Service Tasks
Splicing, Cable Pulling, Functional Testing, Manhole Inspection, Storm Look-ups,
Switchyard Testing, Manhole Rescue, Age Change Meters, Security and Ride Along,
Mechanic Meter Turn ons, Cathodic Protection Repair, Splice Value Inspection, Diamond
Wrap, Transmission Tower Baseplate Modification, Revese Engineering Fixtures,
Filter Change Outs, HVAC Repairs, Maintenace, Install and Removal, Meter
INspections and Replace or Transfer Gas Services.
Welder Weld Repairs, Weld Fabrication.
Electrician Relay Rack Wiring and Fabrication, Transmission Tower Baseplate Modification.
Heavy Equipment Operate Heavy Equipment, Machine Operator.
Operator

Source: Response to OC-1595.

We selected one transaction and asked for supporting documentation.®®* PSEG provided a detailed
spreadsheet with breakout of employee labor hours and charges by service (task) and order (object).
The detail provided supported the transaction total of $415,291. The services, hours charged, and totals
billed by type (task) are summarized in the table below.

63 Document number 100015334 totaling $415,291, “FI-CO Reconciliation,” dated June 30, 2020, from the MS Excel
file OC_1094_Power Billing Details JAN-DEC 2020 (Confidential).

© 2022 OVERLAND CONSULTING 2-33



Public Version - Redacted

Non-Power Affiliate Relationships and Transactions

Table 2-15 - Intercompany Services Provided by PSEG Power to PSE&G, Document #1000015334, June 30, 2020

Intercompany Services Provided by PSEG Power to PSE&G, Document #100015334, June 30, 2020
Task EE Hours Charges Average
Rate (1)
Cathodic protection testing 217.00 21,866.64 100.77
Infrared inspections of connections 70.00 7,949.90 113.57
Infrared scans of line connections 2.00 227.14 113.57
Install nitrogen cabinets 56.00 5,777.32 103.17
Install signage at pumping plants 53.00 5,455.91 102.94
Installing station wiring 21.50 2,635.52 122.58
Permitting support for Edison Gen 5.00 567.85 113.57
Permitting support for Metuchen Switch 25.50 2,896.04 113.57
PFTinjections 12.50 1,419.63 113.57
Relay rack testing 12.50 1,437.24 114.98
Remote Terminal Unit installatoin 10.00 1,206.16 120.62
Splice chamber inspections 667.00 66,446.54
Testing 13kV power cables 79.50 10,103.33 127.09
Testing 69kV breakers 389.00 46,662.45 119.95
Testing and calibration of equipment such as fluke meters,relay test
sets, phasing sets, etc' 188.00 23,464.98 124.81
Testing and installing transformers 82.50 11,201.49 135.78
Testing circuit breakers and capacitor voltag transformers 168.00 21,581.09 128.46
Testing DC Chargers and Batteries 11.50 1,429.36 124.29
Testing failed and new Capacitive & Coupling Voltage Transformer 12.00 1,362.84 113.57
Testing gas insulated sytems 33.00 3,853.50 116.77
Testing new capacitors 103.00 12,525.62 121.61
Testing oil filled reactors and ESOC's data acquistion systems 133.00 15,492.34 116.48
Testing oversight and Gas Insulated systems testing 84.30 10,130.59 120.17
Testing regulators 59.50 7,092.10 119.19
Testing surge arrestors 74.50 8,936.57 119.95
Testing switchgear 38.00 5,020.26 132.11
Testing the ESOC alarms 6.00 681.42 113.57
Testing transformer 888.80 108,503.79 122.08
Various testing and inspections 93.00 9,363.41 100.68
Totals and Overall Average Hourly Rate 3,595.60 415,291.03 115.50
Note 1. - Average Rate was calculated by Overland. It was notincluded in the data.
Response to OC-1595 (Confidential).

Appliance Services

PSE&G offers repair, installation and maintenance services for household appliances to customers in its
service territory that are regulated under the New Jersey BPU’s Electric Discount and Energy
Competition Act (EDECA) Affiliate Standards. Service offerings that are subject to EDECA are summarized
below:

e Appliance Service Parts Service - respond to customer requests for repair of appliances.
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e Appliance Service Contracts - enroll customers in an appliance service contract and respond to

requests for repairs under the service contract terms and conditions, under its Worry Free
brand.

e HVAC Replacements - provide boiler, furnace, central air conditioner, heat pump and mini-split
system replacement service.

e Water Heater Replacement - provide water heater system replacement service.

The above activities are overseen by PSE&G’s Appliance Services Business (ASB) group. The group also
manages regulated utility services on customer premises, including safety calls, gas meter repairs or
replacements, and gas service activation or deactivation.

Appliance Service Organization

The Appliance Services Business unit is led by the District Manager — Gas Operations. The group was
recently centralized into one cost center - ASB-Mgmt. & Support Srvcs. Staff. The 16 employees in the
group include:

e Program Support Managers (5), who manage the various programs, including marketing, new
product offerings, and program evaluation (i.e., scorecards),

e Sr. Service Supervisors (3), who provide direct oversight of the HVAC and white goods field
technicians. They approve time reports, evaluate productivity and provide training,

e Program Support Leaders (2), who oversee contractors performing water heater installations,
and

e Various Staff-Level Positions (6), who support the program managers in areas such as sales and
marketing, and data collection and management.5

Appliance services are directly provided by field technicians. For gas appliances, PSE&G’s 900-person
unionized field technicians provide services under the Worry-Free contract and non-contract (APSO)
offerings. The technicians may perform both regulated and ASB work when responding to a service call.
These employees are assigned to one of PSE&G’s twelve operating districts in the Company’s Gas
Distribution organization.

In addition, PSE&G has an 80-person team of white goods repair technicians (who repair dishwashers,
ranges, refrigerators and other electric appliances) and another 80-person group who perform HVAC
installation and repairs. These employees are directly supervised by the ASB management team, and
their labor costs are directly charged to the ASB cost center. These technicians are licensed specifically
for appliance or HVAC repairs and do not perform any regulated utility work. PSE&G uses outside
contractors for water heater installations.

64 Response to OC-0880.
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Financial Overview
Under EDECA regulations, appliance services revenue must adequately recover their fully allocated costs

to ensure competitive market pricing. The following table summarizes the financial results for PSE&G's
ASB over the past three years.

Table 2-16 — PSE&G Appliance Services Business Summary of Financial Results

PSE&G Appliance Services Business
Summary of Financial Results

12 Months Ended 12 Months 12 Months Ended
12/31/20 Ended 12/31/19 12/31/18

Program Revenues 196,372,987 184,311,273 174,790,928
Direct Program Expenses 70,297,247 67,633,657 63,873,942
Allocated Administrative Expenses 55,338,649 58,364,689 58,156,389
Total Expenses 125,635,896 125,998,346 122,030,331
Net Income (Before Taxes) | 70,737,091 58,312,927 52,760,597
Operating Margin | 36%| 32%| 30%

Source: Response to Discovery, OC-684.

ASB revenues and operating income are predominantly derived from the Worry-Free contract program,
which provides repairs on covered appliances for a monthly fee. As shown on the following table, the

increases in operating margin over the audit period are also attributable to the performance of the
Worry-Free product.
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Table 2-17 — PSE&G Appliance Services Business Financial Performance by Service Offering

PSE&G Appliance Services Business
Financial Performance by Service Offering
Contracts HVAC APSO AWH
FYE 12/31/20
Revenues S 132,166,280 | S 38,629,864 $ 6,873,376| S 18,703,467
Expenses S (71,787,625)| S (32,609,062)(S  (6,842,000)| S (14,397,209)
Net Income (Before Taxes) S  60,378,655| S 6,020,802 | S 31,376 $ 4,306,258
Premise Hours 210,258 92,211 22,958 N/A
FYE 12/31/19
Revenues S 123,567,120|S  34,758,950( $ 7,617,679| S 18,367,526
Expenses S (70,851,921)| S (32,732,967)|S  (8,685,071)| S (13,728,387)
Net Income (Before Taxes) S 52,715,199| S 2,025,983|S  (1,067,392)| S 4,639,139
Premise Hours 214,078 88,070 28,543 N/A
FYE 12/31/18
Revenues 121,699,976 28,283,225 7,071,429 17,736,299
Expenses (73,597,566) (26,297,819) (8,044,896) (14,090,050)
Net Income (Before Taxes) S 48,102,410| S 1,985,406 S (973,467)| S 3,646,249
Premise Hours 221,331 70,224 24,442 N/A
Source: Response to Discovery, OC-881.

Except for the HVAC replacement program, appliance service premise hours were down in 2020
compared to prior years, which management attributed to the COVID-19 pandemic. The Worry-Free
program saw revenue and margin increases in fiscal year 2020 compared to prior years because
revenues and expenses are decoupled for service contracts.

The APSO program (non-contract, fee-based appliance repairs) operated at a loss in both 2018 and 2019
in violation of N.J.A.C. 14:4-3.6 (n), which states, “Each electric and/or gas public utility is responsible for
and has an ongoing obligation...to ensure that the price it or its related competitive business segment
charges for each such competitive product and/or service at all times equals or exceeds the fully
allocated cost of providing such competitive products and/or services...” To determine the sufficiency of
its pricing, management reviews direct costs (labor and materials) monthly for individual appliances,
which can be determined through the use of separate job codes by field technicians. However, the
assignment of indirect allocated costs to the ASB occurs at a higher level.®®

65 Interview of Michael Giardina, District Manager Gas Operations, on September 2, 2021.
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PSE&G increased its APSO retail pricing on several appliances during 2019 and filed a tariff revision to its
floor price on September 12, 2019.%¢ These increases appear to have been sufficient to bring the APSO
program into compliance with the New Jersey regulations, as the program was profitable again in 2020.

ASB Cost Allocation Processes

As shown on Table 2-17 above, between 45% and 50% of ASB costs are allocations of expenses from
other PSE&G operating areas. These expenses are compiled semiannually using spreadsheets with data
sourced from customized SAP reports.®” Significant allocated costs include:®®

e Non-Technician Labor — Supervision of field employees (accumulated by zone), and “security”
expenses related to the dispatching of a second technician to a service call. Costs are allocated
to tariff work and ASB based on premise hours.

e Non-Premise Technician Labor — Field employee labor costs charged to job codes not associated
to a premises visit. Costs are allocated based on premise hours.

e Travel — Technician labor costs associated with travel to/from premises, as documented on time
reporting system. Costs are allocated based on premise visits.

e Operations Management and Planning Support — Centralized management and dispatching
functions. Dispatching costs are allocated based on premise hours, management costs by
premise visits.

e Small Tools & Consumables — Includes safety equipment, work gloves, hearing protection, etc.
Costs are allocated using direct labor hours, as they are considered essential to the job activity.

e Qutside Marketing — Allocation of expenses is based on the annual marketing spending plan.
Costs have been assigned to the Worry-Free contract program in increasing proportion during
the audit period. By the second half of 2020, all marketing costs were allocated to contracts.

e Internal Services — Includes costs distributed from PSEG Enterprise, utility executive-level,

service company, human resources, and billing/collections. They are allocated using a mix of
premise hours and visits.

The ASB is one of PSE&G’s five Utility Business Units (UbUs). The further distribution to UbUs of service
company costs allocated to PSE&G is covered in Chapter 3. Based on our analysis we question why
certain service company costs attributable to Customer Operations that may benefit Appliance Services
are not allocated to it.

66 Response to OC-0884.
57 Interview of Michael Giardina, District Manager Gas Operations, on September 2, 2021.
68 Response to OC-0881 “BPU Year End 2020 Submission backup”.
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Other Compliance Matters

Training

An apprentice training program is used in each of PSE&G’s operating districts to certify field employees
to perform gas appliance repairs. HVAC and white goods repair technicians, who reside within the ASB
organization, are hired on as fully trained and licensed individuals. All employees receive safety
compliance training and internal standards training in a full-day session twice per year.®®

Compliance with New Jersey’s affiliate and competitive service rules are addressed in training courses
annually. Training materials include a summary of the Company’s obligations under N.J.A.C. 14:4-3.6 and
provide real-world scenarios to illustrate actions that are permissible and prohibited under the
regulation. 7°

Marketing

Each Program Support Manager has responsibility for marketing activities associated with a different
ASB product offering. The company uses direct mail, e-mail, and billing inserts to advertise the Worry-
Free warranty and appliance replacement programs. Recently the ASB has also expanded into paid on-
line search promotions and social media advertising. The costs associated with these marketing
campaigns are budgeted and directly charged to the ASB cost center. Furthermore, the ASB marketing
staff use internally-developed customer databases and do not have access to PSE&G’s customer
information system for marketing analysis or business leads.”* This segregation complies with N.J.A.C.
14:4-3.6(m)1-2.

Promotional discounts are offered for ASB products and services, such as waiving monthly warranty fees
for a predetermined period upon enrollment. Manufacturer rebates for new water heaters or HVAC
systems may also be passed onto customers (which has no financial impact to the company). However,
ASB customers do not receive discounts on any regulated utility service provided by PSE&G.”?

Customer Service

Requests for appliance repairs that are called into PSE&G’s customer service center are placed into
PSE&G's customer service information system. White goods repairs are routed to the ASB team, who is
responsible for dispatching qualified technicians. For gas appliances, field employees are dispatched in

59 Interview of Michael Giardina, District Manager Gas Operations, on September 2, 2021.

70 Response to OC-0668 Attachment — “WF Enrollment Recognition Program_Affiliate Standards Training_Jan
2020.pptx.”

7 Response to OC-0668 Attachment — “WF Enrollment Recognition Program_Affiliate Standards Training_Jan
2020.pptx.”

72 Response to OC-0668 Attachment — “WF Enrollment Recognition Program_Affiliate Standards Training_Jan
2020.pptx.”
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accordance with the order of execution specified in PSE&G’s compliance plan.” This process complies
with N.J.A.C. 14:4-3.6(m)4-5, which prohibits preferential customer treatment for competitive services.

73 Response to OC-0668 Attachment — “WF Enrollment Recognition Program_Affiliate Standards Training_Jan
2020.pptx.”
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3. CENTRALIZED SERVICE COST ALLOCATION METHODS AND PROCEDURES

Introduction and Overview

This chapter covers Overland’s review of PSEG’s cost allocation processes and procedures. It focuses
primarily on centralized services cost distributions from PSEG Services Corporation (PSEG Services) to
PSE&G and to Utility Business Units (UbUs) within PSE&G. It includes the following sections:

e Service company relationships and transactions with PSE&G - This section discusses the

relationship and transactions between PSE&G and PSEG Services. It covers the service
company'’s staff organization, activities and services, the service company’s budgeting process,
and the distribution of costs to operating subsidiaries, which include PSE&G, PSEG Power
(Power), PSEG Long Island (PSEG LI) and PSEG Energy Holdings.

e Centralized services cost distributions within PSE&G - PSE&G is composed of five revenue-

producing utility business units (UbUs): Electric Distribution, Gas Distribution, Transmission,
Appliance Services and Affiliates. This section covers the distribution of centralized service
company costs to PSE&G’s UbUs. This process is separate from the process that distributes
centralized services costs to PSE&G.

e Service company convenience payments — This section discusses convenience payments, which

are payments that PSEG Services makes to vendors on behalf of the operating subsidiaries. PSEG
Services charges and is reimbursed by the operating subsidiaries for the payments. During the
2018-2020 review period, vendor convenience payments made on behalf of PSE&G exceeded
the total cost of services provided and charged by PSEG Services to PSE&G.

e PSEG Long Island — PSEG Services’ cost distributions to PSE&G are influenced by PSEG’s newest
operating subsidiary, PSEG Long Island (PSEG LI). This section contains information on PSEG Long

Island and its relationship with the Long Island Power Authority (LIPA). It covers our review of
PSEG LI’s relationship and transactions with PSEG Services and its impact on PSE&G.

e Allocation of shared site project costs to transmission and distribution — This section discusses

the controls intended to ensure that the costs of shared transmission and distribution
construction projects are assigned to the correct UbU balance sheets.

Summary of Findings
PSEG Services and Cost Distributions to Subsidiaries

1. PSEG Services provides approximately $500 million annually in centralized management and
administrative services to PSEG’s operating subsidiaries. Our review of the years 2018 through
2020 found the processes and procedures governing the distribution of centralized services
costs to operating subsidiaries were sound and generally consistent with the regulatory
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objective of preventing PSE&G's cross-subsidization of PSEG’s other subsidiaries. An exception
involving the allocation of unattributable corporate enterprise costs is discussed below.

2. PSEG Services is actively managed to minimize growth in the cost of non-revenue producing
administrative services. The Services Corporation Leadership Team prepares quarterly cost
updates for the Executive Officers Group (EOG) which include ongoing revisions to the five-year
service company financial plan. Quarterly updates include analysis of changes in cost outlook,
potential savings opportunities, performance against budgets, and various risks that affect PSEG
Services and the subsidiaries it serves. The quarterly updates also show that service company
employee headcount is monitored and actively managed at the department level on an ongoing
basis.

3. Centralization of services in PSEG Services currently produces relatively small economies of scale
compared with a multi-utility holding company. The service company is currently scaled
primarily to serve PSE&G, with the New Jersey utility consuming about two-thirds of its total
services in 2020, and though this may change with the growth of the Service Company, our
review focused on the Service Company’s historic and current functions, as approved changes
have not yet functionally taken effect. Power, PSEG’s second largest operating subsidiary, is
shrinking due to the sale of power plants and more recently the sale of its Fossil business unit.
PSEG Long Island, operated by PSEG, is about one-third the size of PSE&G. However, many of
Long Island’s administrative services are provided by PSEG LI, rather than by PSEG Services,
limiting potential opportunities for scale economies. Recent changes to the Operator Service
Agreement between PSEG LI and the Long Island Power Authority are expected to reduce these
opportunities even further. For the foreseeable future, with Power’s reduced size, we estimate
PSE&G will account for as much as 75% of PSEG Services’ shared services.

4. PSEG Services’ cost distribution procedures effectively link attributable activities and costs with
benefiting operating subsidiaries. Service company activities are assigned among approximately
240 services, each of which, through orders established in the company’s SAP accounting
system, determine the assignment or allocation of costs to subsidiaries. With the exception of
corporate enterprise costs, discussed below, our analysis showed procedures appeared
reasonable. Service company costs distributed to PSEG LI appeared low given its size relative to
PSE&G; however, we performed an analysis and determined this was reasonable based on PSEG
LI’s provision of administrative services within its own organization.

5. Enterprise costs are corporate-level costs, such as the costs of the CEO, CFO, COO and Corporate
Secretary, which benefit PSEG as a whole and are therefore not attributable to specific
operating subsidiaries based on cost-causation. They constitute about 15% of PSEG Services’
total cost distributions. During the 2018-2020 review period, the Enterprise Corporate allocator
used to distribute these costs was a subsidiary size-based multi-factor allocator consisting of net
fixed assets, employee headcount and 0&M expense.! We found the types and amounts of cost
classified as corporate enterprise were reasonable. While PSE&G notified the BPU of the
methodology in 2008, we have concerns with PSEG’s calculation of the allocator. These include:
1) omission of Long Island’s assets from the allocator, which in our opinion results in

1 Beginning in 2022, gross plant in service will replace the net fixed asset component of the formula.
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understated allocations to Long Island and overstated allocations to PSE&G and Power; 2) the
use of Plan rather than actual headcount, which in our opinion consistently overstates PSE&G’s
headcount relative to its actual headcount and relative to other subsidiaries’ Plan headcounts;
and 3) various adjustments made to O&M expenses used as inputs to the calculation. Overall,
these issues increased enterprise cost allocations to PSE&G and lowered allocations to PSEG LI
during our review period.

Distribution of PSEG Services’ Costs to PSE&G’s Utility Business Units

1. Service company costs charged to PSE&G are further distributed among its revenue producing
Utility Business Units (UbUs): Electric Distribution, Gas Distribution, Transmission, Appliance
Services and Affiliates. The first three of these are the foundation for PSE&G’s regulated state
and federal revenue requirements and New Jersey customer rates.

2. PSEG Services’ Cost Allocation Manual (CAM) documents and explains the allocation
methodology for Service Company transactions to the affiliates receiving services and is not, in
its current form, intended to document or explain intra-utility cost distributions. In our opinion,
the CAM does not contain much useful information describing the basis for allocations of
centralized services costs to UbUs. Specifically, there is a lack of documentation for the basis for
allocation methods and the choice of UbUs benefiting from specific service company services
and costs.

3. PSEG Services allocates its cost of services to operating subsidiaries’ UbUs and these allocations
are also tracked for some management purposes by “Forecasting Lines of Business” (FLoBs)
within subsidiaries. FLoBs are not designed for or used for accounting purposes, but are a
reference tool for management.? The service company uses FLoBs to estimate the impact of its
costs on UbUs; however, FLoBs are not the same as UbUs and there is no direct link between
them, as they are each the product of separate accounting processes. Due to the Company’s
existing custom configuration of SAP, there is currently no program or process which can enable
direct evaluation of the services and costs distributed from PSEG Services FLoBs to PSE&G's
individual UbUs.

4. It has been more than 20 years since PSEG developed its service company SAP billing engine,
used to coordinate and bill charges to operating subsidiaries. The billing engine was originally
designed as a custom configuration. It is outdated and is responsible for an information barrier
between the service company’s cost distributions to PSE&G and PSE&G’s further distribution of
the costs to UbUs. The result is a lack of transparency between costs incurred by the service
company, as reported by FLoBs and their final distribution to PSE&G’s UbUs. PSEG stated that
SAP will cease supporting the company’s configuration of SAP in 2030, at which time the system
will need to be fully replaced. PSEG expects begin consideration of a replacement system and
replacement system functionality in the years preceding 2030.

2 FLoBs are a set of 17 organizational units and cost pools within operating subsidiaries. FLoB organizations are
responsible for causing the service company costs distributed to them. The service company procedures that result in the
distribution of costs to FLoBs are detailed and complex. FLoBs are used primarily as a management tool rather than as a step in
the process of allocating costs to UbUs. We did not attempt to review these procedures as part of this management audit.
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5. Review of the service company cost allocations to PSE&G’s UbUs revealed certain questionable
allocations and errors. In some cases, the issues may have been clarified if UbU allocation
processes had been documented in the CAM or in PSEG Services’ service catalog. We analyzed
UbU distributions of service company costs for 2018 and 2019 using data manually prepared by
PSEG to circumvent the billing engine’s “data wall.” Our analysis identified the following issues:

e Significant changes in UbU headcount between 2018 and 2019 affected the Enterprise
Utility allocator. For example, between 2018 and 2019, the Transmission headcount figure
used in the allocator doubled and the Appliance Services headcount figure declined by
almost two-thirds. In addition, an unusually high, possibly errant 0&M expense figure for
the Transmission UbU in 2018, used only in the Electric Operations version of the allocator,
was also used.® PSE&G stated that it identified and corrected this issue. As a mitigation
action, PSE&G stated that it implemented annual reviews of the allocators and is in the
process of adding documentation to the receiving object about the basis of the allocation,
with the intention of annual reviews going forward.*

e |nsome cases, PSE&G’s selection of business units benefiting from centralized
administrative services was unclear or appeared to omit UbUs that may have benefited.
Examples include 1) Human Resources services from the Asset Management and Centralized
Services FLoB that were not distributed to Appliance Services when other administrative
services were; 2) Customer Operations administrative costs such as corporate facilities,
insurance; 3) Information Technology baseline services not allocated to Appliance Services;
and 4) Electric Operations administrative costs directly assigned to Electric Distribution
instead of being allocated between the Electric Distribution and Transmission.

Service Company Convenience Payments

1. Convenience payments are expenses from vendor-provided services that are processed and paid
centrally by PSEG Services on behalf of the operating subsidiaries. PSEG Services charges PSE&G
and other operating subsidiaries monthly and obtains reimbursement for these payments.
During the 2018-2020 review period 86% of the vendor payments made by PSEG Services on
behalf of subsidiaries were charged to PSE&G. PSE&G’s convenience payments during the
review period, approximately $1.3 billion, exceeded its billings for service company-incurred
costs for services provided to the utility of $971 million, making convenience payments the bulk
of what was billed. The largest category of convenience payments during this period was
employee and retiree benefits costs.

2. Employee benefits convenience payments billed to PSE&G totaled approximately $287 million
over our three-year review period and accounted for approximately three-fourths of the total

3 There are several versions of the Enterprise Utility allocator, each of which represents a different combination of
benefiting UbUs. All versions use the same three size-based factors (business unit net fixed assets, O&M expense and
headcount) to distribute costs. The “overall” version distributes costs to all UbUs, the Electric Operations version distributes to
Electric Distribution and Transmission, and a Customer Operations version distributes to Electric Distribution, Gas Distribution
and Appliance Services.

4 The actions PSE&G states that it took have not been audited by Overland.
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payments in this category. PSE&G’s 76% share of these payments is comparable to its share of
employees (about 75% during the review period) among the three affiliates billed (PSE&G,
Power and PSEG LI Management Co.). Employee benefits cost distributions among UbUs, which
are driven by employee labor, also appeared reasonable.

Vendor convenience payments processed by the service company’s Accounts Payable function
on intercompany billing Schedule 2, Part 2 consist of thousands of payments annually to
hundreds of different vendors. Of $1.1 billion in non-power payments billed under this schedule
during the three-year review period, $986 million, or 88%, was charged to PSE&G. Although high
relative to PSE&G’s share of total corporate operations, the 88% share attributed to PSE&G
appears reasonable based on the nature of PSE&G’s business compared with that of PSEG’s
second-largest subsidiary (Power) and based on the fact that PSEG Services generally does not
make convenience payments on behalf of PSEG LI, the other utility run by PSEG.>

We conducted an analysis of several of the largest vendor payment categories billed to PSE&G
during the review period under Schedule 2, Part 2, including JP Morgan (employee purchasing
cards, $151 million), Horizon Blue Cross (retiree health insurance, $101 million), Medco Health
Solutions (retiree prescription drugs, $138 million) and Sedgewick (claims management services,
$17 million). In most cases the costs charged to PSE&G, Power and Long Island Management
Company for these vendors were based on allocations made by the vendors on their bills or by
employee benefits consultant Aon. Our review did not identify problems or issues with the
amounts charged by these vendors to PSE&G.

PSEG Long Island

1.

PSEG Long Island (PSEG LI) is the electric utility serving Long Island, New York. PSEG operates the
utility through PSEG LI LLC and its subsidiary, Long Island Electric Utility Servco LLC. Our analysis
of the PSE&G, PSEG Services and PSEG LI organizations demonstrated that PSEG Corp. maintains
adequate operational and financial separation between New Jersey and New York utilities’
management and operations. PSEG Ll is managed by PSEG employees working in a separate
Management Company. These employees report to PSEG Corp. executives, rather than to
PSE&G executives.® The services exchanged directly between PSE&G and PSEG LI are relatively
immaterial, totaling $3.7 million in billings from PSE&G to PSEG LI over three years, and less
than $1 million from PSEG LI to PSE&G during the same period.

PSEG Services provides certain centralized management and administrative services to both
PSE&G and PSEG LI. By comparable measures of operating and financial size, PSE&G is about
two and one-half times the size of PSEG LI; however, during the years 2018 through 2020 PSEG
Services charged PSE&G approximately ten times more for services than it charged PSEG LI. We

5 However, our analysis and testing of this area, relative to its size, was limited by time constraints. There were

hundreds of vendors and over 50,000 lines of billing detail included in Schedule 2 Part 2 convenience payments during the
review period. We focused our effort on the largest vendors and payments, as well as analysis of the underlying activities that
caused the vendor expenses to be incurred, which were predominantly utility focused.

6 One exception to this was that PSE&G’s President had oversight responsibility for the Long Island utility during the

year 2019. This dual responsibility was rescinded in 2020.
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found many of the administrative services provided to PSE&G by PSEG Services were provided
to PSEG LI by employees of the Long Island utility. Our analysis showed that PSEG LI maintained
the proper levels of staffing to support these services internally, and that PSEG LI conducted and
managed the services independent of PSEG Services.” Although providing similar administrative
services in separate organizations reduces opportunities for scale economies that might be
available from sharing, it also reduces opportunities for cross-subsidies between the
organizations. In some cases, it is possible that differences between PSE&G and PSEG LI systems,
policies and procedures would limit opportunities for economies even to the extent the services
were provided by the same service company administrative departments.®

3. Assuggested in the previous finding, we did not find evidence of cross-subsidies flowing from
PSE&G through services shared by PSE&G and PSEG LI. However, as discussed in a separate
finding above, we believe that the current allocation methodology under allocated corporate
enterprise costs to PSEG LI and correspondingly over-allocated to PSE&G and Power during our
review period.

4. Analysis of service company cost allocations show that the costs for service 1189, IT
Cybersecurity, were not allocated to PSEG LI prior to 2020. PSEG stated that it found PSEG LI
benefited from this service and corrected the allocation in 2020. Based on the amounts incurred
during the review period, we estimate PSEG LI was under-allocated about $1 million for the
years 2018 and 2019, while PSE&G and Power were over-allocated approximately $600,000 and
$400,000, respectively, during the same two year period.

Allocation of Shared Site Project Costs to Transmission and Distribution

1. Shared site projects are utility construction projects which incur costs assignable to both
distribution and transmission. PSE&G relies on several controls to ensure costs are assigned to
the correct business unit’s balance sheet. PSE&G uses FERC's seven-factor test to objectively
classify assets as either transmission or distribution. In order to ensure correct cost assignment
both transmission and distribution components of a shared project each have separate WBS
elements (orders) to which costs are assigned. Finally, Project Cost Managers are responsible for
reviewing project costs to ensure they are correctly assigned.

Recommendations

3.1 PSEG should reform the Enterprise Corporate allocator to implement a uniform set of inputs for
all PSEG operating subsidiaries and document the calculation methodology in the CAM. Any
adjustments to the inputs and the impacts of such adjustments, or the basis for not making such

7 In commenting on our draft report, PSEG stated the many PSEG LI administrative employees report to PSEG Service
Company management, which PSEG asserts enable some economies of scale. We have not analyzed the economies of scale
that may result from PSEG LI to PSEG Services reporting relationships.

8 In commenting on our draft report, PSEG stated that services provided by PSEG Services to PSEG LI recently became
even more limited as a result of the Operator Services Agreement renegotiated with LIPA in April 2022.
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adjustments, such as to the O&M expense component of the allocator, should be documented
in the CAM and submitted for review by the BPU. Specifically:

a. The zero-value used for PSEG LI's assets should be replaced by the utility’s actual net fixed
asset (or gross plant) input value. Allocators that rely on measures of size to distribute non-
attributable corporate costs are inherently arbitrary in that they cannot be linked to cost
objectives based on cost causation. This does not mean they cannot be objective, systematic
and rational. However, it is neither systematic or rational to calculate an allocator based on
measures of size that, for one reason or another, either do not apply to or are determined
not to be useful for all of the allocator’s significant cost objectives. In this particular case,
there is no reason that PSEG Long Island’s net fixed assets should not contribute to its
“weight” in drawing PSEG’s corporate enterprise costs. PSEG supports the Long Island
utility’s assets in all material respects. PSEG manages, operates and maintains the assets and
performs asset planning. If PSEG’s stated reason for excluding Long Island’s assets from the
allocator’s calculation, that it does not hold the title to the assets, overcomes the asset
management, operation, maintenance and other activities supported by PSEG Corporation,
then the basis for using assets as a measure of relative corporate support in the allocator is
flawed, because it cannot be applied in a balanced fashion to the significant subsidiaries
supported. Regardless of the measures selected, the Enterprise Corporate allocator should
be based on measures of size that are characteristic of and can be used for all subsidiary
cost objectives, with the exception of subsidiaries that are small enough that the difference
between using or not using a particular component would be immaterial. Leaving assets out
of the allocator lowers PSEG LI’s allocation of corporate enterprise costs by nearly a third,
and improperly shifts corporate enterprise costs to PSE&G and Power, but primarily to
PSE&G as Power shrinks.

b. The Plan headcount factors used in the enterprise allocator should be replaced with actual
employee headcounts. The Plan-based (authorized) subsidiary headcounts used to calculate
the enterprise factor’s headcount component materially exceeded actual headcounts for
PSE&G and Power, but not for PSEG LI. For example, PSE&G’s Plan headcount was more that
7% above actual headcount throughout the three-year review period, while PSEG LI’s actual
headcount was within about 2% of Plan. This caused the allocator to assign relatively less
corporate cost to PSEG LI and relatively more to PSE&G and Power than would have been
the case had actual employee counts been used. Actual headcount is an accurate measure
of the relative level of support provided by corporate activities to the employees of each
subsidiary and is preferable to authorized employee levels, particularly when Plan levels
contain several hundred authorized positions that never seem to get filled for one
subsidiary, but not for another.

c. Adjustments to financial statement O&M expense for use in the enterprise allocator should
be documented and explained. There are significant adjustments made to financial
statement O&M expense for use in the Enterprise Corporate allocator. For example, in 2020
nearly 48% of PSE&G’s O&M expense was adjusted out for allocation purposes, and more
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than 42% was adjusted out for PSEG LI. Neither the basis nor the reasons for the
adjustments are explained anywhere in PSEG Services’ CAM. It is not clear that the
adjustments render a better “apple-to-apples” comparison of O&M expense across
subsidiaries. To the extent any adjustments to published, verifiable O&M expense amounts
are made in the allocator, they should be supported by the objective of making the figures
more comparable across all subsidiary cost objectives. The logic behind any adjustments to
O&M used for allocation purposes should be fully explained and documented in the CAM.

3.2 The service company catalog should be updated and documentation improved. The service
company catalog should be reviewed to ensure it covers all services which are or are authorized
to be provided. All obsolete services should be removed. An additional column of information
should be added to better explain how the services are allocated; for example, descriptions of
the transactional bases for services should be added. The service company activities included in
services should be better documented in some cases. For example, instead of stating simply that

Ill

a service is intended to include “enterprise level” activities, the service definition should provide
examples of the types of work that qualify as enterprise level in the context of the department
providing the service and the activities performed.

3.3 The Cost Allocation Manual should be updated to add, or a supplemental document should be
developed to provide, an understandable description of how costs are allocated to business
units within PSE&G; in particular, how PSEG Services’ costs are distributed to UbUs that
comprise the foundation of state-level electric and gas distribution revenue requirements and
rates. The CAM was not designed to explain how service company costs attributable to multiple
PSE&G UbUs are distributed to the business units. The CAM does not explain the basis for
allocations to UbUs or why some service company Customer Operations, Electric Operations and
Asset Management and Centralized Services costs are or are not attributable to UbUs such as
Appliance Services or Transmission. Instead, the CAM contains a technical discussion of the

”n u

means of allocation within the utility (for example, what “surcharging,” “assessment” and “fixed
percentage allocators” are and how they are calculated.) While this technical information is
fine, as far as it goes, it does not explain the basis for the allocation of various common service
company activities or why they are considered attributable to some UbUs, but not others. One
way to accomplish a service-level documentation of the basis for cost allocation to UbUs would
be to add the information to the service company catalog discussed above. Alternatively, the
company should develop supplemental documentation that should be referenced in the CAM
that provides this information.

3.4 PSEG Services should conduct and document a review of all significant common cost allocations
to UbUs. Overland reviewed a limited number of allocations of service company costs within
PSE&G and found mistakes had been made in the application of allocation percentages. In
addition, services which appear to have been common to all UbUs served by operating
organizations such as Customer Operations and Electric Operations were not allocated to all of
the UbUs served by those organizations. It is likely that these problems are due to the “wall”
between information available for utility FLoBs in the service company’s accounting system and
UbU information available in the utility’s accounting system. We recommend a complete review
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of the links between service company services and utility UbUs and the basis and selection of
UbU cost objectives for all services common to more than one UbU.

3.5 At the time of our audit the Service Agreement between PSEG Services and PSE&G was
outdated. The agreement should accurately reflect all current service and allocation
relationships. PSEG stated that the agreement we reviewed, which had not updated since 2003,
was updated in 2022. Going forward, the Company should periodically review the agreement for
material changes and update the agreement to reflect details and applicable changes through
an addendum, or as appropriate, to update the entire agreement. The Service Agreement
establishes basic terms for service company staffing, service accounting and utility payment, a
service company working capital fund, record keeping and PSE&G access to records. It provides
for a service company Board of Directors with approval responsibility for cost allocation
methods. Overland did not review the 2022 update and it is not clear that it was comprehensive
or addressed the problems the led to our recommendation. Although service and charging
method descriptions are generic enough that many still apply, certain services and allocation
descriptions in Agreement Schedule 1 have been changed pursuant to notice to the BPU. For
example, Schedule item 9 describes the allocation basis for General PSEG Management services
(corporate enterprise services) as being “assigned using a number of allocation methodologies
[which] include but are not limited to . . . Modified Massachusetts formula, Revenue, Earnings
and Capital Expenditures and Headcount.” It is Overland’s understanding that enterprise cost
allocation formulas other than the currently used three-factor formula composed of net assets,
headcount and operating expense were abandoned after 2009.

PSEG Services Corporation

PSEG Services has approximately 1,400 employees who provide centralized administrative and
management services on behalf of PSEG Corp’s operating subsidiaries. Apart from energy purchases
with a connection to PSEG Power, PSEG Services is PSE&G’s largest and most important affiliate
relationship. In 2020 PSEG Services distributed approximately $525 million to operating subsidiaries on a
fully distributed cost (FDC) basis. Although FDC includes a cost of capital component, PSEG Services does
not mark up prices for the services it provides. It has no net income at the end of the year or retained
earnings on its balance sheet. Most of the $325 million it annually charges to PSE&G ultimately becomes
part of the regulated cost of providing utility service. As such, it is important for the NJBPU to ensure
that PSEG Services is not cross-subsidizing other PSEG subsidiaries by overcharging or over allocating its
costs to the New Jersey utility.

During the three-year period we reviewed in detail, PSEG Services distributed approximately $972
million (63%) of its total $1.54 billion total cost distribution to PSE&G. A high-level view of PSEG Services’
cost distributions for the period 2018 through 2020 is shown below.
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Table 3-1 —PSEG Services - Summary of Cost Distributions

PSEG Services - Summary of Cost Distributions
2018-2020
Enterprise /
Year HE;‘;:‘Z / Long Island Power PSE&G Total
Servco

2018 4,588,687 | 29,060,885 | 144,207,885 | 336,967,323 514,824,779

1% 6% 28% 65% 100%
2019 4,786,568 | 33,882,345 [ 151,656,363 | 307,805,741 498,131,017

1% 7% 30% 62% 100%
2020 5,412,609 | 39,042,523 | 153,705,004 | 326,937,340 525,097,476

1% 7% 29% 62% 100%
Review 14,787,863 | 101,985,752 | 449,569,252 | 971,710,404 | 1,538,053,272

Period Totals 1% 7% 29% 63% 100%

Response to OC-954.

In addition to amounts distributed as shown in the table, PSE&G also reimbursed PSEG Services for
approximately $1.3 billion in convenience payments, an amount significantly exceeding the $972 million
in costs PSEG Services charges for centralized services it provided to PSE&G. Convenience payments are
reimbursements to PSEG Services for bills from outside vendors which PSEG Services processes and pays
on PSE&G’s behalf.

PSEG’s internal cost allocation process is multi-layered. Its ultimate impact on New Jersey’s retail utility
customers is the result of costs distributed to the utility, followed by further distributions of these costs
within PSE&G to its UBUs. Our primary audit objective was to determine whether allocation procedures
produced reasonable cost distributions to PSE&G’s electric and gas distribution customers. We focused
primarily on determining the following:

e  Whether the costs incurred by PSEG Services are responsibly managed and whether the
provision of services to multiple subsidiaries from a centralized organization results in lower
costs for PSE&G and its customers than if PSE&G performed the services for itself.

o Whether the accounting system and accounting procedures are sufficient to facilitate proper
cost distribution to subsidiaries.

e  Whether PSEG Corp. has incentives to maximize or minimize the distribution of costs to specific
cost objectives (specific operating companies and business units) within its corporate structure.

e How budgets (annual plans) affect or determine cost distributions and whether procedures
provide PSE&G some level of control in this process over the type and quantity of shared
services it must purchase.

o Whether PSEG Services’ costs are distributed between the New Jersey utility and PSEG’s other
subsidiaries (primarily Power and PSEG LI) in approximately the same proportion as the relative
benefits each subsidiary receives from the services.
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e Whether PSEG Services’ costs assigned or allocated to PSE&G are reasonably distributed to
UbUs within PSE&G.

PSEG Services Organization

PSEG Services is organized into Senior Leadership Team (SLT) organizations, each of which contains its
own departments and cost centers. The table below provides a high-level view of PSEG Services’ staffing
organization from the end of 2018 to June 30, 2021.° A more detailed view of service company staffing,
showing headcount at the department level, is included in Attachment 3-1.

Table 3-2 — PSEG Services Staff Organization

PSEG Services Staff Organization
December 2018 through June 2021
Cost Employee Headcount
Centers | EoY 2018 | EoY 2019 | EoY 2020 |6/30/2021

Executive-Level Organization

Financial Services (Accounting, Finance,
Strategy & Corp. Development) 22 298 278 265 256
Human Resources 3 103 94 100 108

General Counsel (Law, Compliance,

Corporate Security, Claims, Regional
Transmission Org.) 15 418 404 126 121
Service Company Operations (IT,

Nuclear Security (post-2019), Treasury,
Real Estate, Procurement, HQ Services,

Communications, Survey & Mapping) 38 421 490 850 842
State Government Affairs 4 48 48 47 46
Other (Offshore Wind, Long Island Cust.

Ops. & Initiatives, Corp. Executives) 8 8 13 9 34
Total Service Company Headcount 90 1296 1327 1397 1407

Response to OC-940.
The number of cost centers varied from year to year.

During the review period PSEG Services reduced employees in several departments. Despite these
reductions overall headcount grew by 111 employees due to the transfer of a department from PSEG
Power, the insourcing of information technology services that were previously performed by a vendor,
and the formation of new departments. Significant staffing changes between December 2018 and July
2021 included:

° The large reduction in General Counsel headcount, and the corresponding increase in Service Company Operations
headcount in 2020, is primarily due to the transfer of the Nuclear Security department from the General Counsel SLT to the
Service Company Operations SLT.
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Changes that reduced service company headcount (67 positions eliminated):

e Reduction in General Counsel positions. The Nuclear Security department was transferred
within the service company from the General Counsel SLT to the Service Company Operations
SLT, producing no change in total headcount. Apart from this, departments within the General
Counsel organization reduced headcount by approximately 25 positions between the end of
2018 and the middle of 2021.

e Reduction in Financial Services positions. Departments in the Financial Services organization
reduced headcount by 42 positions between the end of 2018 and the middle of 2021.

Changes that increased service company headcount (181 positions added):

e Insourcing of information technology services. During the course of the review period PSEG
Services insourced certain computer applications and desktop management activities that had
been performed by an outside vendor, resulting in the addition of 95 service company
employees between the end of 2018 and the middle of 2021.

e Transfer of the Laboratory Testing function from Power to Services in 2020. The Laboratory
Testing function had 84 employees at the end of 2019 when it was still part of PSEG Power.
After transferring to the service company in 2020, the department, now called Engineering and
Operations Support, had 75 employees at the end of 2020 and 69 employees as of June 30,
2021.

e Addition of a Regional Transmission Organization (RTO) Strategy department. PSEG Services
added an RTO department in 2020, composed of 10 employees from PSE&G and Power (6 new
service company employees) and from PSEG Services’ General Counsel organization (4
employee transfers within the service company).

e Addition of an Offshore Wind Development department. This department was added in 2021. It
was staffed with two employees transferred from other service company departments, 11
employees transferred from Power and seven employees transferred from PSE&G.

In addition to the changes noted above, the Nuclear Security department, which accounts for
approximately 20 percent of the service company’s total workforce, was transferred from Power to
PSEG Services early in 2018. If it had not been transferred, the overall share of total service company
costs distributed to PSE&G would be about 4% higher (66% for 2020 instead of 62%), and Power’s share

would be lower by an equivalent percentage (25% for 2020 instead of 29%).%°

10 pSEG Services’ security headcount increased significantly early in 2018 with the transfer of the 270 employee Nuclear
Security organization from Power. In Data Request OC-1320 we asked why the transfer occurred, given Nuclear Security’s
ongoing 100% dedication to Power. PSEG cited 10 benefits from placing the organization in the service company, including
“greater industry credibility from nationally recognized security leadership,” “superior law enforcement and regulatory
alliances,” “allow Nuclear executive management to focus on operations and other matters,” “leverage best practices,”
“provide venues for employee advancement” and others. While nuclear and corporate security are both in the service
company, each are managed by separate organizations under different Senior Leadership Teams Of the 10 benefits asserted,
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PSEG Services Cost Distributions

PSEG Services distributed about $500 million annually to operating subsidiaries during our three-year
review period. Costs were distributed primarily to PSE&G, PSEG Power and PSEG Long Island. Service
company departments each have a set of orders that employees may charge either for their own time,
or for the costs of vendors that work for the service company. The costs charged to orders translate to
services, which represent the work performed for the benefit of the operating subsidiaries. A service
may consist of a set of activities performed by employees or by contractors, or in some cases, the costs
of facilities or capital or activities that cannot be more directly assigned or allocated (which are often
identified as “baseline” services). As described in the CAM, before distribution to subsidiaries, the costs
of individual units of service, such as an hour of an employee’s time, receive a full allocation of costs (the
hourly cost of salary, incentive compensation, employee benefits and payroll taxes). The fully distributed
costs of services are then assigned or allocated to operating companies, and, through a separate process
to business units within each operating company.!! For example:

e  When an employee in PSEG Services’ Accounting department charges time to service 1006,
Dedicated Utility Support, the cost is directly assigned to PSE&G, and within PSE&G, to the
“Utility Level” segment of the Delivery Company. “Utility Level”
are common to and allocated to UBUs within PSE&G.

costs such as utility accounting

e When a contractor working under the oversight of the service company’s Information
Technology department bills the service company for work involving desktop computers, it
becomes part of a bundled pool of hardware and software support costs collected in service
1184, Premium Desktop Support. The costs of this service are distributed to operating
subsidiaries and their business units based on the number of “premium desktop [computers.]”

e When an employee in the service company’s Risk Management department charges time to
service 1863, Enterprise Risk Management, the cost is allocated among the operating
subsidiaries and their business units using a size-based Enterprise Corporate allocator. This
allocator is calculated based on an average of subsidiary O& M expense, headcount and assets.

The table below summarizes the service company costs distributed to operating subsidiaries during the
review period. Although PSEG Services provided approximately 240 services during this period, as the
table shows, only a few dozen of these accounted for most of the cost distributions. The 32 services
listed individually in the table accounted for approximately two-thirds of the costs distributed.

the only one that appears to depend on placement in the service company instead of in Power is that of providing executive
management in the Nuclear business unit the freedom from having to worry about managing a security function. Nuclear
Security is not a shared cost, and it is 100% dedicated to Power.

11 PSE&G’s Utility Business Units include Electric Distribution, Gas Distribution, Transmission, Appliance Services and
Affiliates.
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Table 3-3 — PSEG Services Corp. — Summary of Cost Distributions

PSEG Services Corp. - Summary of Cost Distributions
Calendar Years 2018 through 2020

Service Co. Costs Distributed To:

Executive ) Distribution -
Organization Service Method En_terp"se / Long Island Power PSE&G Total
Holdings / Servco

AC-P-Corp. Acctg. / Tax Directly Assigned 980,834 685,695 4,017,745 3,675,355 9,359,678

AC-P-Dedicated Power Support [Directly Assigned 28,433 14,130,767 14,159,199

AC-P-E-Corp. Acctg. / Tax Enterprise Alloc. - 4,082,075 7,544,986 15,160,788 26,787,849

AC-P-PT-Corp. Acctg. / Tax Directly Assigned 179,407 25,183 9,502,719 7,978,578 17,685,887

Financial Services CO-P-E-SC Finance Enterprise Alloc. - 1,722,896 2,932,053 6,291,204 10,946,154
MI-T-PT-Insurable Risk Pass-Thru - 1,639,018 14,324,684 20,754,820 36,718,523

PF-T-Power Dedicated Finance |Directly Assigned 21,140 29,641,350 29,662,490

TF-P-PSE&G Dedicated Finance |Prof Hourly 31,455 254,093 11,438,913 11,724,461

TR-T-Treasury Mgmt Svcs Various 841,225 213,386 4,419,925 5,935,497 11,410,033

All Others Various 2,197,848 5,807,052 3,600,512 56,457,202 68,062,615

Financial Services Totals 4,280,391 14,429,398 90,114,741 127,692,358 236,516,889
2% 6% 38% 54% 100%

CL-P-Claims Prof Svcs Directly Assigned - 302,224 7,426,485 7,728,709

CS-T-E-Corp Secretary Svcs Enterprise Alloc. - 1,336,071 2,376,088 5,186,928 8,899,087

LE-P-E-Law Enterprise Enterprise Alloc. - 1,194,456 2,073,257 4,369,654 7,637,368

LE-P-Regulatory Directly Assigned 394,634 421,505 1,971,804 8,892,052 11,679,996

General Counsel |NS-T-Nucl Security Directly Assigned - 63,075,493 63,075,493
SS-P-Security Planning Ops & BIM [Directly Assigned 5,587 60,696 780,344 6,625,476 7,472,103

SS-T-E-Security Planning & Ops |Enterprise Alloc. - 1,127,729 1,999,648 4,206,659 7,334,036

SS-T-Security Command Center [Attributable Alloc. - 1,038,215 7,658,811 8,697,026

All Others Various 1,338,719 5,605,549 24,203,035 63,385,523 94,532,826

General Counsel Totals 1,738,940 10,048,229 97,517,885 107,751,590 217,056,644
1% 5% 45% 50% 100%

HR-P-Manager Support Services|Directly Assigned 8,618 149,642 5,148,417 3,942,665 9,249,342

Human Resources|HR-T-HR Baseline Svcs- MAST & |Attributable Alloc. - 6,410,284 5,619,729 18,269,494 30,299,507
All Others Various 45,608 3,810,424 7,990,675 17,501,978 29,348,685

Human Resources Totals 54,226 10,370,351 18,758,821 39,714,137 68,897,534
0% 15% 27% 58% 100%

IT- T-SC Overhead Residual Alloc. 2,478,192 2,720,772 15,462,648 23,179,008 43,840,620

Service Co. IT-T-C-IT Client Projects-CAP Directly Assigned 90,545 9,393,861 91,419,559 100,903,965
Operations -  |IT-T-Corporate BaselLine Indirect Attribution - 14,632,697 57,386,597 130,341,171 202,360,465
Information  |IT-T-Cust Ops App Sppt Baseline|Indirect Attribution - 35,860,801 35,860,801
Technology  |IT-T-PT-Basic Telecom Svcs Directly Assigned 17,177 404 1,415,823 21,355,817 22,789,221

All Others Various 2,337,447 14,585,152 56,962,844 92,143,890 166,029,333

Servco Ops - Information Technology Totals 4,923,361 31,939,025 140,621,772 394,300,247 571,784,405
1% 6% 25% 69% 100%

BL-T-Building Services Attributable Alloc. 66,980 25,587 6,166,881 37,141,073 43,400,522

Other Service Co. FC-P-PT-Corporate Facilities Directly Assigned - - 3,827,602 46,334,728 50,162,330
) HQ-T-SC Overhead Residual Alloc. 2,433,033 3,707,798 14,133,833 30,338,510 50,613,174
Operations |- procurement Directly Assigned 178,863 3,454,641 18,199,325 11,923,456 33,756,285

All Others Various 522,864 5,028,284 18,602,648 76,628,227 100,782,024

Other Service Co. Operations Totals 3,201,740 12,216,310 60,930,290 202,365,994 278,714,334
1% 4% 22% 73% 100%

State Govt. SG-P-C-State Government Aff  [Directly Assigned - 260 11,358,591 11,358,851
Affairs & LI SG-P-State Government Aff Directly Assigned 1,789 687,726 4,754,969 5,444,485
Dedicated Total |All Others Various 31,493 4,319,430 2,814,015 4,302,272 11,467,210

. . 33,283 4,319,430 3,502,001 20,415,832 28,270,546

State Govt. Affairs & Long Island Dedicated Totals 0% 15% 2% 72% 100%
PSEG Exec Office EO-T-E-Executive Svcs Enterprise Alloc. - 14,926,116 26,602,178 56,876,471 98,404,765
) WC-T-Working Capital Interest [Residual Alloc. 227,793 4,560,874 22,998,095 37,365,977 65,152,739
&MiscAccte. || Others Various 274,628 (823,981)|  (11,476,531)|  (14,772,201)| (26,744,584

. . 555,922 18,663,009 38,123,742 79,470,247 136,812,920

PSEG Exec Office/Misc Acctg. Totals 0% 10% 28% 58% 100%
PSEG Services Corp. Totals 14,787,863 101,985,752 449,569,252 971,710,404 | 1,538,053,272
1% 7% 29% 63% 100%

Responses to OC-954, OC-1200.
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Analysis of Service Company Cost Distributions

Overland analyzed service company costs and cost distributions at the service level. A condensed
version of the output from this analysis is shown in Attachment 2-2. We evaluated costs, methods of
distribution and the cost objectives (operating subsidiaries and subsidiary lines of business (UbUs) to
which the costs were distributed). We also performed an analysis of corporate-level enterprise costs and
their allocation. Enterprise costs are corporate-level costs not considered to be assignable or allocable
to subsidiaries based on cost-causation. PSEG Services allocated approximately $230 million in non-
attributable enterprise costs over the three-year review period. Using service company cost data,'? we
evaluated the reasonableness of cost distributions among operating subsidiaries and within PSE&G's
UbUs based on the nature of the services and the distribution method.

The accounting procedures that collect and distribute service company costs are complex and are in
some respects unique to PSEG due to PSEG’s legacy, custom SAP configuration. Costs are collected in
staff and contractor cost centers, which align with service company departments. Each department has
a set of services. Each service represents a general set of activities performed for subsidiaries and is the
primary determinant for cost assignment. Within the structure of departments and services, employees
assign their time and the costs of outside service providers to various orders and “work breakdown
structures” (WBSs).1* A service may have several orders, each of which may establish a unique cost
direction. Orders and work breakdown structures settle to “product and services cost centers” (services)
which contain fully distributed costs to be billed based on units such as professional hours, number of
items processed, etc. PSEG Services uses fully distributed standard costing (e.g. standard fully loaded
labor rates) to charge services to subsidiaries, which adds complexity to the process, because “residual”
amounts (the difference between standard and actual costs) must also be accounted for and allocated.
The combined procedures for gathering and distributing costs to operating subsidiaries is referred to
internally as the service company billing engine, and the main system for processing is SAP, with a
custom configuration.

Although it contains a significant amount of detailed information, in Overland’s opinion the CAM, which
is intended to document cost collection, accounting and distribution processes, is not, apart from a few
pages at the beginning, designed in a manner that facilitates a holistic understanding of these
processes.* To evaluate the service company’s collection and distribution of costs, we focused on:

e Collection of costs at the service level and the identification of the subsidiaries benefiting from
the services. We considered whether services were generally aligned correctly with the
subsidiaries benefiting from them.

12 Responses to 0C-0954, 1200, and 0028.

13 “Orders” can be thought of as a bucket into which cost is collected for the purpose of classification or allocation. “Work
breakdown structures” and “cost objects” may be referred to generically as orders. Within the SAP accounting system, orders
and work breakdown structures can be thought of as buckets into which costs are collected for analysis or further processing.
14 This appears to be due to the complexity of the process as well as the way the CAM is written.
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e The methods and procedures used to assign or allocate the costs. For non-attributable, size-
based enterprise cost allocations, in addition to reviewing the allocation methodology we
evaluated the financial and operating data used to calculate the allocations.

o The overall reasonableness of cost distributions for each service, considering the services
performed, and the size and scope of operations of the benefiting operating subsidiaries.

Service company costs are further assigned or allocated to business units within each subsidiary. Within
PSE&G service company costs are ultimately distributed to PSE&G’s Electric Distribution, Gas
Distribution, Electric Transmission, Appliance Services and Affiliates UbUs. We evaluated the distribution
of service company costs within PSE&G, as discussed separately below.

Service Company Planning and Budgeting

The service company’s budgeting process has both “top-down” and “bottom-up” elements.?®> The
process begins with a review of historical data, both financial and headcount, to look for trends and set
goals for the Plan year. This same historical data is used to budget cost distributions to the subsidiaries
and their UbUs, including FloBs.1®

Vice presidents in charge of the service company’s SLT organizations (Financial Services, General
Counsel, Service Company Operations, Human Resources and State Government Affairs) “own” the
expense budgets for the departments within their control. The service company’s Finance department
works with representatives from each of these executive organizations to develop budgets.
Departmental budgets are generally controlled at the service-company level, with a focus on overall cost
control. As approximately 70% of costs are ultimately driven by labor, whether internal or from an
outside provider, employee headcount and the trade-off between internal and outsourced services
appears to be one of the primary focal points for budgetary cost control. The operating subsidiaries’
input into budgeting the demand for the services they consume has diminished over the past decade as
the process has evolved to one of service company-level cost control.}” However, certain services are
demand-based, and although they remain highly predictable based on headcount and on-going
operational methods, the operating companies theoretically have discretion over the nature and volume
of the services they receive and must pay for.

The budget is developed between July and September of the year prior to implementation, with 90% of
the work done by October. The following table shows the correlation between budgeted and actual
expenses over the three-year period 2018 through 2020. As the table demonstrates, the service
company’s budget estimates are an accurate indicator of overall incurred costs, particularly for PSE&G
and its Delivery and Transmission lines of business.

15 Interview of Martin Shames, Director Service Company Finance, on September 14, 2021.

16 pSERG has five UBUs which are its ultimate cost objectives: Electric Distribution, Gas Distribution, Appliance Services,
Transmission and Affiliate. Forecasting lines of business (FLoBs) are intermediate distribution points and the ultimate
organizational cost objectives for the service company. Cost distributions to FLoBs are driven by work order/WBS element.
17 Interview of Martin Shames, Director Service Company Finance, on September 14, 2021.
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Table 3-4 — PSEG Services Cost Distributions

PSEG Services Cost Distributions
Budget vs. Actual, 2018 through 2020
Company / Con.solldated Line of | Actual Pct. Budget (Plan) | Actual
Business of Budget
PSE&G
Delivery 881,508,219 885,414,141
Transmission 89,311,854 86,296,264
Total PSE&G 100.1% 970,820,073 971,710,405
Power
PSEG Energy Res and Trade 70,396,656 56,931,582
PSEG Energy Solutions LLC 2,328,568 797,983
PSEG Fossil LLC 29,181,478 25,254,321
PSEG Nuclear LLC 204,502,395 160,742,319
PSEG Power 218,777,264 202,385,114
PSEG Power Ventures LLC 4,659,930 3,457,932
Total Power 84.8% 529,846,291 449,569,251
PSEG Long Island
Long Island Electric Utility 47,904,424 58,542,280
PSEG Long Island LLC 42,647,094 43,443,472
Total PSEG Long Island 112.6% 90,551,518 101,985,752
Other
Public Service Enterprise 292,943 668,350
Holdings 6,417,806 7,383,699
PSEG Services Corp. 4,306,332 6,735,814
Total Other 11,017,081 14,787,863
Total PSEG Services Distributions 96.0% 1,602,234,963 | 1,538,053,271
Response to OC-0954.

Sale of the Fossil Business

In August 2021 PSEG entered into an agreement to sell its remaining natural gas power plants to
ArcLight Capital for approximately S2 billion, part of a plan to exit the fossil generation business. The
sale was completed on February 18, 2022. This sale is discussed at more length elsewhere in this audit
report. It is noted here because of its effect on PSEG Services. Based on the latest information available
during the data collection phase of our audit, following are the likely impacts of the sale on PSEG
Services and cost distributions to PSE&G:

e Savings to PSEG Services resulting from the sale were estimated at $32 million annually
beginning in 2022, with an additional $6 million beginning in 2024, due primarily to staffing
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reductions associated with employees providing power plant-related services.'® It does not
appear these savings will directly affect PSE&G.

e The sale of the Fossil business has significantly reduced the size of PSEG’s second largest
subsidiary, Power. In doing so it has shifted the distribution of corporate-level enterprise costs,
which are allocated directly or indirectly based on measures of corporate size, away from
Power and toward PSE&G. PSE&G's overall allocation of corporate enterprise costs, which is
based on three size-based factors (net fixed assets, Plan headcount and O&M expense during
the review period) will increase from an average of 57% during the review period to 66% in
2022.1% PSE&G’s share of residual service company costs will also increase, from 58% in 2020
to 65% in 2022.%° It is not clear that any significant reduction in total corporate enterprise
costs (corporate executive, corporate secretary and similar costs) will result from the sale of
Power Fossil.

PSEG Services’ Cost Impact on PSE&G

We evaluated two factors in considering the impact of the service company on PSE&G's costs:

e The extent to which centralized services costs are appropriately managed and contained, given
that subsidiary operating companies have relatively little direct control over the costs the
service company distributes to them.

e The extent to which PSE&G and other PSEG subsidiaries benefit from economies of scale
generated by centralized services.

Service Company Cost Management

Cost control is fundamental to ensuring that PSE&G’s regulated customers receive centralized services
at a reasonable price. We found PSEG adequately controls PSEG Services’ costs. A focus on cost control
is evidenced by a comparison of cost distributions in 2018 with 2020. Adjusted for the substitution of
internal labor for previously externally sourced services in the Information Technology department,
overall headcount was flat between December 2018 and December 2020, despite the transfer of a 70-
employee department from Power and the formation of two new departments (RTO Strategy and
Offshore Wind). With approximately the same labor inputs, the total distributed cost for 2020, $525
million, was only $10 million (1.9%) higher than in 2018, $515 million.

In addition to this historical data, Executive Officers Group (EOG) planning documents also show an
effort is made to hold service company costs as flat as possible from year to year.?! For example, in

18 Response to OC-1366 Attachment PSEG Services Corp. — October EOG Update, October 25, 2021 (Restricted).

19 Responses to OC-0023 and 1394. The basis for the asset component will also change, from Net Fixed Assets to Plant
in Service.

20 Response to OC-1554.

21 Response to OC-1045 Attachment PSEG Services Corporation — May EOG update and Strategic Alternatives Review
update, May 24, 2021 (Restricted).
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October 2021 PSEG Services forecasted a “normalized” compound annual cost growth rate (CAGR) of
2.8% for the period 2022-2025 and reported a realized “normalized” CAGR of 0.4% for the years 2016
through 2021.%

Scale Economies from Centralization

The primary argument for allowing regulated utilities to share management and administrative services
with affiliates is that centralization produces scale economies that can be shared by the entities served.
Scale economies provide obvious benefits to the individual utilities in a multi-jurisdictional utility holding
company with several large utility subsidiaries. However, in PSEG’s case, PSE&G currently accounts for
much of PSEG Corp’s overall scale and it uses and pays for a majority of the services provided by PSEG
Services. As such, and in part due to reasons discussed below, the scale economies currently available to
PSE&G from centralization are small compared with what would be available in a holding company with
several large utility subsidiaries. PSEG asserts that changes to the Service Company functions approved
in June of 2022 will increase economies of scale in the next decade, however, this remains to be seen.

During the 2018-2020 review period, services provided to PSE&G comprised approximately two-thirds of
the service company’s efforts. The Long Island utility, which is about one-third the size of PSE&G, is run
by a separate management team with its own supporting administrative staff designed to minimize its
need for PSEG Services.?* Although the utility is approximately one-third the size of PSE&G, during our
review period PSEG LI was charged for only about one-tenth the centralized services charged to PSE&G,
although PSEG Services could scale up to serve PSEG LI as it serves PSE&G if the OSA permitted it.2* The
only other PSEG subsidiary with substantial scale, Power, has shrunk, having completed the sale of its
fossil business early in 2022.

With PSEG’s non-utility business limited primarily to nuclear power, most of PSEG Services’ activities are
currently focused on utility matters. Given that PSEG LI already has many of its own administrative
functions, PSEG Services is currently scaled primarily to serve PSE&G, meaning it produces relatively
small scale-based savings for the New Jersey utility compared with having PSE&G provide the services
for itself. We estimate that unless and until other non-utility businesses scale up, PSE&G will absorb
around 70%, and perhaps as much as 75%, of PSEG Services’ costs. It may be 70% of a smaller pie, given
that PSEG Services’ costs are well managed, as noted above. As its share of PSEG Services increases,
PSE&G is also likely to absorb a higher percentage of certain costs that cannot be avoided by cost

22 Response to OC-1366 Attachment PSEG Services Corporation — October EOG Update, October 25, 2021 (Restricted),
page 5. This view of service company costs appears to exclude the cost of working capital interest, which is a calculation made
for regulatory purposes.

23|t should be noted that PSEG has an incentive to minimize the allocation of many shared costs to Long Island, as
they cannot be passed through to Long Island’s customer revenue requirements under the Operator Services Agreement
between PSEG and the Long Island Power Authority. Costs that cannot be passed through must be absorbed by PSEG
shareholders. Amendments to the OSA in 2022 also require that more administrative and management functions be performed
within PSEG-LI than historically, further reducing opportunities for centralized service scale economies.

24 This might involve using existing service company employees to serve both utilities (which would generate scale
economies for PSE&G) and transferring some PSEG LI administrative employees and services into PSEG Services.
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containment; most notably, the cost of shared corporate-level executive management, which is unlikely
to be reduced because of a change that caused a subsidiary to shrink. 2%

PSEG Services Cost Assignment and Allocation Methods

During the three-year review period, PSEG Services distributed $1.54 billion in costs to operating
subsidiaries through 238 separate services, in the following amounts:

e PSE&G - $971.7 million through 203 services

e PSEG Power - $449.6 million through 188 services

e PSEG Long Island - $102.0 million through 140 services
e PSEG Energy Holdings - $7.4 million through 59 services
e PSEG Services - $6.7 million through 16 services

e PSEG Enterprise - $0.7 million through 31 services

The following table summarizes total and New Jersey utility-distributed costs by type of distribution for
the three-year detailed review period.

2> The implications of a smaller, more regulated entity on the level of executive compensation is outside the scope of
this review.

26 In comments to our draft report, PSEG noted that it filed a petition to amend the Service Company Agreement to
add two new categories of service: Engineering and Design and Construction Support, along with the intention to transfer
approximately 500 PSE&G employees to the service company. This is being done to facilitate the provision of engineering and
construction support services for PSEG’s new, non-regulated offshore wind business. While this may increase the scale
economy potential of PSEG Services Corp., the overall impact on PSE&G of transferring a substantial number of its engineering
and construction employees out of the utility to work on building a new offshore wind business remains to be seen.
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Table 3-5 — PSEG Services Cost Distributions by Method

PSEG Services Cost Distributions by Method
Calendar Years 2018 through 2020

Total Servco Distributions Distributions to PSE&G
Cost Distribution Method RE Sl e
Amount of Total Amount Amounts
Distributions Distributed

Direct Assignments

Professional Hourly (Labor) 289,075,267 18.8% 180,366,967 62.4%

Pass Through (Contractor & Other

304,971,333 19.8% 255,119,338 83.7%

Non-Labor)

"Transactional" Nuclear Security

Costs directly assigned to Power 63,075,493 4.1% 0.0%

and the Nuclear business unit

Total Directly Assigned 657,122,093 42.7% 435,486,305 66.3%
Attributable Allocations

Directly Attributable Transactional 515,301,410 33.5% 326,938,239 63.4%

Indirectly Attributable Residual 137,426,894 8.9% 78,225,112 56.9%

Total Attributable Allocated 652,728,304 42.4% 405,163,351 62.1%
Unattributable Allocations

Enterprise Corporate Allocations 228,202,875 14.8% 131,060,748 57.4%
Total Cost Distributions 1,538,053,272 100.0% 971,710,404 63.2%

Response to OC-28 (service catalog) and OC-954 (Service Co. cost data).
* Transactional costs are deemed by Overland to be directly attributable.
**Residually-allocated costs are deemed by Overland to be indirectly attributable.

Analysis of Service-Level Cost Distributions

We found PSEG Services distributes costs based on activities performed and the subsidiaries that it
determines the activities benefit. Activities are collected in approximately 240 service-based cost
categories. Within individual services there are often multiple orders (WBSs) that allow the assignment
of costs to specific operating subsidiaries, or to a cost pool for allocation to multiple subsidiaries. It was
not possible to perform a detailed analysis of the activities and allocation methods used to distribute
costs in each of 240 individual services. However, we performed an overall analysis of service-level cost
distributions by breaking out costs and cost distributions for each of the three years in the review
period. Our analysis considered the following:

e The nature of activities and types of costs included in each service.

e The cost objectives (subsidiaries and, for the utility, the UbUs) to which service-level costs were
distributed.

e The methods used to distribute costs.
e Cost distributions: specifically, whether the relative levels of cost distributed to each cost
objective appeared reasonable.
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A condensed printout of our analysis worksheet, showing the distribution of costs to subsidiaries for
each service bundled for the three-year review period, is shown in Attachment 3-2. Summarized findings
are as follows:

e Overall, the distribution of service company costs between PSE&G and its affiliates during the
2018-2020 review period appeared reasonable. Costs distributed to PSEG LI appeared low after
considering the Long Island utility’s size compared with PSE&G. We conducted a separate
analysis of PSEG LI’s operations, organization and costs and compared it with the services
charged by PSEG Services. This is discussed in a separate section below.

e Based on service descriptions, the methodologies used to distribute costs to cost objectives
appeared reasonable. Enterprise cost distributions (comprising approximately 15% of service
company costs) to PSEG LI using the Enterprise Corporate allocator are an exception to this
finding, as discussed below.

Analysis of Unattributable Corporate Enterprise Costs and Allocations

Corporate enterprise costs consist of the costs of administrative and management functions deemed to
benefit PSEG Inc. as a whole. These costs cannot be directly charged or allocated to subsidiaries using
methods reflecting cost causation or direct cost responsibility. Examples include the executive offices of
the CEO and COOQ, and the Corporate Secretary function. During the 2018-2020 period, between 13%
and 16% of PSEG Services’ total costs were classified as enterprise costs and distributed using an
allocator based on relative subsidiary size. We performed an analysis of these costs and the formula
used to allocate them.

Service Company Enterprise Costs

Most of the costs of corporate executives such as the CEO, CFO, COO and Corporate Secretary, all of
whom are predominantly focused on corporate activities, are distributed primarily using a subsidiary
size-based multi-factor allocation method we refer to as Enterprise Corporate. The high-level
methodology for the allocator was approved by the NJBPU a number of years ago. In addition to
corporate executive services, some PSEG Services’ departments provide corporate services that cannot
be attributed to individual operating subsidiaries based on cost causation.

Our analysis found that PSEG Services established enterprise-allocated services for the departments and
areas we would expect to see. We found the percentage of total service company costs designated as
corporate (and therefore unattributable), averaged slightly below 15% for the three-year review period,
reflecting an effort to ensure that service company costs are directly charged or allocated using cost-
causative methods when possible. The table below summarizes enterprise level services and their
allocation to subsidiary categories during the review period.?’

27 Many of these have companion services focused on individual subsidiaries.
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Table 3-6 — PSEG Services — Corporate Enterprise Allocations by Service Company Department

PSEG Services - Corporate Enterprise Allocations by Service Company Department
2018 through 2020
S BT Service Co. Enterprise Cost Amounts
PSE&G Power PSEG LI Total

Executive 56,876,471 | 26,602,178 | 14,926,116 | 98,404,765
Corporate Accounting & Tax 18,146,101 8,950,224 4,900,778 | 31,997,103
Law 6,359,532 3,012,825 1,739,433 | 11,111,790
Service Company Finance 6,291,204 2,932,053 1,722,896 | 10,946,154
Corporate Secretary 5,186,928 2,376,088 1,336,071 8,899,087
Int. Audit - Int. Control Pgm. Mgt. 4,413,291 2,013,525 1,212,052 7,638,867
Security Planning and Operations 4,206,659 1,999,648 1,127,729 7,334,036
Public Affairs 3,858,489 1,916,127 1,073,629 6,848,245
Compliance 3,376,335 1,762,389 924,331 6,063,055
Corporate Communications 3,166,467 1,488,295 865,722 5,520,484
Process Improvement 2,882,496 1,339,898 790,795 5,013,189
State Government Affairs 3,764,813 1,763,100 1,029,355 6,557,268
Human Resources 2,068,467 990,683 563,696 3,622,846
Corporate Responsibility 1,657,513 781,942 452,857 2,892,312
Investor Relations 1,489,911 712,057 384,549 2,586,517
Enterprise Risk Mgmt 1,102,317 506,951 301,828 1,911,096
Enterprise Planning 1,061,209 558,529 242,032 1,861,770
Other Corporate Services 5,152,546 2,431,982 1,409,763 8,994,292
Total 131,060,748 | 62,138,495 | 35,003,633 | 228,202,875
3-Year Avg. Allocation Pcts. 57.43% 27.23% 15.34% 100.00%
Response to OC-0954.

Enterprise Cost Allocations

Enterprise costs have until recently been allocated based on an average of three measures of relative
subsidiary size: net fixed assets, Plan headcount, and O&M expense. This Enterprise Corporate allocator
was calculated with the same three input factors between 2009 and 2021.%% In 2022 PSEG changed the
net fixed asset component of the allocator to plant in service.?

PSEG allocates corporate enterprise costs at two levels. The Enterprise Corporate allocator distributes
corporate costs to PSEG’s operating subsidiaries. Within Power and PSE&G, unattributable costs (which
include both corporate-level and subsidiary-level costs) are allocated to each subsidiary’s UbUs.*
Calculations of the corporate level allocator during the review period are discussed in this section, while

28 Prior to 2009 PSEG used three separate and different methods to distribute enterprise costs: a Modified
Massachusetts Formula (revenue, labor and net fixed assets), a “Gross Revenues, Earnings and Capital Expenditures” allocator
and a headcount allocator.

2% Response to OC-1394.

30 For example, the Enterprise Utility allocator is used to distribute corporate and utility-level enterprise costs to
business units within PSE&G.
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PSE&G's Enterprise Utility allocator, used to distribute service company costs among UbUs, is discussed
in a separate section below.

Table 3-7 — PSEG Services — Corporate-Level Enterprise Allocator Calculations — Calendar Years 2018-2020

PSEG Services - Corporate-Level Enterprise Allocator Calculations - Calendar Years 2018-2020
($ Millions)
2018 Final Business Plan psEgG | OEG | EMer8Y | porai | Total || pseaG | POEG | ENerEY | pgegy
Power | Holdings Power | Holdings
Net Fixed Assets 25,096 | 8,686 31 - 33,813 74% 26% 0% 0%
Headcount 7,627 | 2,586 - 2,453 | 12,666 60% 20% 0% 19%
O&M 798 984 10 563 2,355 34% 42% 0% 24%
Average Percentage (Rounded) 56% 29% 0% 14%)
2019 Final Business Plan psegG | PSEC | EMeTBY | porci) | Total | | pseaG | PSES | EnereY | porqy
Power | Holdings Power | Holdings
Net Fixed Assets 27,323 | 8,730 30 - 36,083 76% 24% 0% 0%
Headcount 7,558 | 2,153 - 2,583 | 12,294 61% 18% 0% 21%
0&M 797 906 7 575 2,285 35% 40% 0% 25%
Average Percentage (Rounded) 57% 27% 0% 15%)
2020 Final Business Plan psegG | PSEC | EMeTBY | porci) | Total | | pseaG | PSEC | EnereY | porgy
Power | Holdings Power | Holdings
Net Fixed Assets 29,239 | 8,077 29 - 37,345 78% 22% 0% 0%
Headcount 7,557 | 2,067 - 2,594 | 12,218 62% 17% 0% 21%
O&M 839 813 14 617 2,283 37% 36% 1% 27%
Average Percentage (Rounded) 59% 25% 0% 16%)
Response to OC-0023.

Percentage allocations for both PSE&G and PSEG Ll increased during the period because of the shrinkage
of Power due to the sale of its power plants and PSEG Fossil. PSEG stated that it expects this trend may
change over the longer term due to the approved changes to the Service Company and planned transfer
of employees, as noted above.

Exclusion of Long Island Net Fixed Assets from the Enterprise Corporate Allocator

As the table above shows, PSEG used zero for the net fixed asset value for PSEG LI. PSEG states this is
because the assets are owned by the Long Island Power Authority.3! We estimate this increased
PSE&G's overall share of enterprise costs from 53% to 59% during the review period and added about
$13.5 million to PSE&G’s allocated corporate-level enterprise costs. The use of zero as a net fixed asset
figure for PSEG LI is not documented in the CAM. PSEG stated it did not need the NJBPU’s approval to
alter the formula to omit the Long Island assets.>?

31 Response to OC-1051.
32 Response to OC-1544.
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Overland believes that what PSEG does for Long Island’s assets (planning, managing, operating and
constructing them), is much more connected to the benefits Long Island receives from corporate
management than whether PSEG holds the title to the assets.

Adjustments to Enterprise-Corporate Factor Inputs

The net fixed asset, headcount and O&M input amounts for all subsidiaries except PSEG LI are sourced
from the Company’s Enterprise (or Cognos) Planning Model. Amounts for Long Island are sourced from
the Long Island Planning Model.3®* The amounts reflect the budget for the upcoming year, are rounded
to the nearest whole percentage, and are not “trued up” to actual amounts at the end of the year.

PSEG makes several adjustments to the Enterprise Corporate allocator’s O&M factor inputs and uses
Plan values instead of actual values for the headcount factors. Neither of these are described in the
CAM, and PSEG stated it did not need NJBPU approval to adjust the allocator’s inputs.3* To test the
reasonableness of the plan amounts used as calculation inputs, we compared them with actual financial
and headcount data for the year 2020. We asked PSEG to reconcile differences between the Enterprise
Corporate’s factor inputs for O&M and employees and actual figures from audited financial data and
internally provided employee headcount data. This is summarized in the table below.

PSEG removes service company costs from subsidiary-level 0&M before calculating the Enterprise
Corporate factor.®® We noted that the service company charges removed from financial statement
O&M did not match planned or actual 2020 service company cost distributions to the subsidiaries. For
example, PSEG Services allocated approximately $326 million to PSE&G in 2020 but removed only $283
million in adjusting the Enterprise Corporate allocator’s O&M input. PSEG stated this was “the result of
different extraction methods from SAP.”3¢

33 Response to 0C-0023.

34 Response to OC-1051.

35 Service company costs are probably adjusted out of the factor’s O&M component to avoid circularity (allocation of
corporate costs based on an allocator that includes corporate costs.) However, such circularity could be avoided by removing
the 15% of service company costs that are allocated with the Enterprise-Corporate factor. There is no need to remove all
service company costs, many of which are directly assigned and really no different from O&M incurred directly by the
subsidiaries.

36 Response to OC-1542. The explanation for the different extraction methods is technical. PSEG describes the amount
used to adjust the allocator as an “extract taken from SAP prior to all allocations, settlements and assessments.” It is possible
that service company charges to PSE&G’s capital accounts explain much of the difference.
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Table 3-8 — 2020 Enterprise-Corporate Allocator Input Values Reconciled with Actual Financial & Operating Data

2020 Enterprise-Corporate Allocator Input Values Reconciled with Actual Financial & Operating Data

O&M Expense (1) PSE&G Power PSEG LI Dafa R'esponse S LEEBED
Adjusting Actual Data
Financial Statement (Form 10K) O&M 1,614 964 1,064
Subtract Clause O&M (490) Limited management control
Subtract Service Company Charges (283) (156) (19)|Excluded from formula for all companies
Subtract Storm Costs (389)(Similar to PSE&G storm cost deferrals
PSEG Mgt Fee & LIPA operating costs
Subtract LIPA Managed Costs (83)](managed by LIPA)
Add PSEG LI Mgt Co. Costs 12 (Would not be included in LIPA's 10K
O&M Plan to O&M Actual Variance (2) 5 32
Enterprise Allocator O&M Values 839 813 617
Plan Value . Data Response Stated Basis for Actual to
Headcount Actual (Used in Variance h
Allocator) Plan Variance
PSE&G 7,049 7,557 508 |Vacancies due to hiring delays
Eliminated 150 system maintenance
Power 1,797 2,067 270 |positions and moved 71 lab testing jobs to
the service company.
Year end actuals include about 30 unplanned
Long Island 2,545 2,594 49 |T&D positions (2)

Response to OC-1205.
Note 1: Dollars in millions.

Note 2: The stated year end addition of 30 unplanned positions to actuals does not help reconcile the two values. It means the
Plan value (2,594) would have been further from actual (2,515) had the 30 unplanned positions not been added atyear end.

In Overland’s opinion, the various adjustments PSEG makes to actual enterprise input data (the use of
Plan instead of actual headcount and the removal of O&M over which subsidiaries are deemed to have
less “management control”), are not well documented and should be re-examined. The adjustments
change the calculation from what is stated in the CAM and they are not approved by the BPU. Because
they are not documented in the CAM they can be changed at any time, which may introduce
capriciousness into the allocation process. In addition, undocumented adjustments which can change to
suit circumstances introduce variability with which an allocator could theoretically be manipulated to

obtain desired outcomes.

2022 Enterprise Corporate Allocator Changes

The 2022 Enterprise Corporate allocator shifts corporate costs to PSE&G and away from Power,
primarily due to the sale of Power’s Fossil business unit. At the beginning of the review period PSE&G’s
share of the Enterprise Corporate allocation was 56%. In 2020 it was 59%. In 2022 it will be 66%. The
2022 calculation is shown in the following table.
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Table 3-9 — PSE&G — Enterprise Corporate Allocator - 2022

PSE&G - Enterprise Corporate Allocator - 2022
($ Millions Except Headcount)
2020 Business Plan PSEG Energy Long PSEG Energy Long
PSE&G Power Holdings Island Total PSE&G Power Holdings Island
Plantin Service 40,321 3,666 - 43,987 92% 8% 0% 0%
Headcount 7,675 1,378 - 2,557 11,610 66% 12% 0% 22%
O&M 834 548 5 658 2,045 41% 27% 0% 32%
Average Percentage (Rounded) 66% 16%) 0% 18%
Response to OC-1394.

Beginning in 2022 PSEG has changed the net fixed asset component of the formula to plant in service.
PSEG LI's asset factor, now based on plant in service, will continue to be zero, with an 8% allocation to
Power (having been shed of its Fossil unit), and a 92% allocation to PSE&G. PSEG states that it is
changing to plant in service “to align with the A&G cost allocation methodology included in the
transmission formula rate settlement agreement between PSEG, the New Jersey Board of Public Utilities
and the New Jersey Division of Rate Counsel as approved by the FERC, effective August 1, 2021.”
However, Overland notes that if alignment with the FERC settlement were the actual goal PSEG would
also have to change the headcount component of the formula to salaries, which it has not done.*’

Distribution of Service Company Cost to PSE&G’s Utility Business Units

PSE&G is composed of five revenue-producing Utility Business Units (UbUs). The costs distributed to its
three primary regulated units (Electric Distribution, Gas Distribution and Transmission) are the
foundation for the PSE&G’s regulated revenue requirements, and ultimately the utility’s electric and gas
distribution and FERC-regulated transmission rates. This section of the chapter covers the further
distribution of costs charged to PSE&G from PSEG Services to PSE&G’s UbUs. Separately, it covers the
issue of allocation of costs on shared site projects to transmission and distribution assets.

PSEG’s CAM contains about 10 pages of disparate details describing various types of utility costs (“T&D
labor,” “gas distribution non-productive,” “vehicle depreciation,” etc.) and various methods for internal
charging and allocation (“assessments,” “surcharging,” “fixed percentage allocations,” etc.)*® However,
the CAM contains only a brief summary describing the overall cost distribution process. The CAM is
primarily designed to document the high-level allocation methodology from PSEG Services to
subsidiaries and contains almost nothing describing how specific services are linked to PSE&G’s UbUs. It
states that PSE&G is composed of organizations which perform activities that support the UbUs and that
the “organizations employ direct charging and indirect cost allocation processes for the work they

37 petition for Approval of Settlement Agreement, Attachment 2 to the Settlement Agreement, Attachment H-10B,
Formula Rate implementation Protocols, Filed July 14, 2021. The protocols state “In lieu of using a Wages and Salaries allocator
to recover A&G costs, PSE&G will adapt a three-factor allocation methodology that it uses for state-regulated distribution rates,
gross fixed assets, O&M and salaries.”

38 PSEG CAM, Section VIl — PSE&G Cost Allocations, pp.117-127 of the .pdf document.
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perform [to distribute costs to UbUs.]” 3° At a high level, the process is summarized in the following
table:

Table 3-10 — Relationships Between PSE&G Organizations and Utility Business Units

Relationships Between PSE&G Organizations and Utility Business Units
Supporting Five Org. Activities Are Attached
Organizations Perform pp g to Orders & WBS Elements
L. Utility Business . L.
Activities and Incur Costs Which Distribute Costs to

Unit
nrs the UbUs Through:

Asset Management
Appliance Service
Customer Operations o

4 - P - ! Gas Distribution
Electric Operations Assessments
Gas Operations
Projects and Construction
Renewables . . Surcharging

- Appliance Services

Smart Operating Tech
Service Corporation
Power

Electric Distribution Direct Charge

Transmission

Renewable & DSM Fixed Percentages

Response to OC-15, 2020 Cost Allocation Manual.

We did not perform a detailed review of PSE&G’s entire internal cost distribution process. However, we
reviewed the distribution of service company costs to UbUs. These cost distributions are important in
that they determine the impact of service company costs on PSE&G’s electric and gas utility customers.

We asked PSEG to provide service company cost data showing the relationship between PSEG Services’
Forecasting Lines of Business (FLoBs) and PSE&G’s UbUs.*® As explained below, there is no direct
allocation relationship between a service FLoB and a UbU; however, FLoBs are a convenient way of
categorizing service company costs into organizational units and cost pools, and they are similar to the
PSE&G “organizations” used as a basis for categorizing utility costs shown in the table above. FLoBs are
used for management, and not for accounting purposes. Accounting is driven, instead, by WBSs charged
for the work. PSEG Services described its use of FLoBs as follows:

39 PSEG CAM, Section VIII — PSE&G Cost Allocations, p.116 of 127 of the .pdf document.

40 pPSEG provided the FLoB-to-UbU data for 2018 and 2019 in Response to OC-1371. Because there is no direct
accounting relationship between a service company FLoB and a PSE&G UbU, and because FLoBs are not used for accounting
purposes, the process of compiling the data was manual and time consuming due in large part to the legacy custom SAP
configuration. In order to expedite the process, PSEG asked if the data response could be limited to two of the three years
originally requested.
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Forecasting LOB is a management-reporting concept used by Service Company Finance
in order to try to estimate the impacts of their costs to the Utility Business Units. It does
not represent ultimate Business Unit/LOB within the Utility receiving the costs.*

The data response expounds on the accounting relationship between service company costs and UbUs,
noting that it is not determined by costs distributed to FLoBs, but at a much more detailed level:

Service Company costs are posted to orders or Work Breakdown Structures (WBSs)
within PSE&G. Each order or WBS has a specific “settlement rule” which drives the
ultimate BU/LOB in PSE&G that will receive the costs. These orders/WBS elements and
their settlement rules are reviewed periodically to ensure the allocations are reflective
of the work performed. Periodic reviews are iterative rather than formal. In many cases,
there are multiple orders/WBS within a Forecasting LOB and each can have different
settlement rules. As a result, there is no fixed relationship between the Forecasting LOB
and the ultimate BU/LOB where the costs settle. The costs would need to be traced
from the individual orders/WBS.*?

Service Company Forecasting Lines of Business

PSEG Services uses its billing engine, including the custom configuration of SAP, to distribute costs to
operating subsidiaries and to UbUs within the subsidiaries. Within the utility, there are 17 utility FLoBs
representing PSE&G’s key organizations, as well as corporate enterprise and utility common FLoBs
benefiting the utility as a whole. As noted above, FLoBs are used as an after-billing management tool to
estimate the impact of service company costs to UbUs, but are not used in the accounting processes
which allocate the costs. Thus, the distribution of costs to a FLoB is not dispositive of its allocation to
UbUs within PSE&G. The table below shows service company departmental cost distributions to PSE&G
FLoBs for the combined years 2018 and 2019.

41 Response to OC-1534.
42 Response to OC-1534.
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Table 3-11 — PSEG Services’ Departmental Cost Distributions to PSE&G Forecasting Lines of Business, 2018 and 2019

PSEG Services' Departmental Cost Distributions to PSE&G Forecasting Lines of Business, 2018 and 2019

Asset Mgt &

Delivery

Appliance h Customer i Electric | Enterprise- Gas L. .
Servco Department . Centralized . Projects and . o . Transmission | Utility Level | Others (2) Totals
Service Operations .| Operations | Utility | Operations
Sves Construction
Accounting Services 12,111,726 13,477,279 - 25,589,005
Building Services 13,699 | 7,626,385 | 8,514,660 | 2,879,610 1,711,881 40,644 | 1,680,968 | 1,085,414 | 21,581,005 | 2,086,185 | 47,220,451
Corporate Facilities 5,070,584 7,339,204 17,845,230 (191)| 8,764,724 1,856,236 3,973,944 44,849,731
Properties&Survey Mapping 57,459 155,932 45,849 835,584 563,337 | 8365399 | 3,970,179 7,447 | 14,001,185
Cost of Capital 25,057,796 - 25,057,796
Human Resources 2,497,884 | 2,356,649 3914135| 2,940,022 | 4,757,270 | 1,719,268 | 3,971,274 147,107 2,206,420 | 1,027,798 | 25,537,826
Information Technology 22,943,391 | 46,728,807 | 81,412,440 | 9,947,969 | 48,622,545 24,802,924 | 12,609,913 [ 15,875,329 | 1,719,202 | 264,662,520
Law 85,661 651,937 | 2,406,235 315,255 | 6,093,304 | 4,793,270 | 2,303,681 | 7,612,182 | 9,593,769 840,485 | 34,695,777
Other Security 188,958 [ 1,187,528 | 1,657,694 291,49 | 4,075336 | 2,953,395| 3,247,001 | 5,351,344 144,638 78,800 | 19,176,188
Procurement 455,289 | 1,446,965 737,786 | 525022 | 2,904,953 1,461,287 | 5,954,201 616,192 | 627,892 | 14,729,588
PSE&G Dedicated Finance 106,631 17,207,604 17,314,235
PSEG Executive Office 107,910 33,696,696 624 33,805,230
Service Co. Misc Accounting (3,214,942) (3,862,376) - (7,077,318)
State Governmental Affairs 8,475 663,655 1,311,281 [ 2,379,029 [ 3,658,979 4,211,369 1,586,230 95,747 | 13,914,764
Treasury Mgt. Services 41,328 462,288 7,537,196 159,237 | 4,321,908 58,700 | 5,794,206 | 6,833,451 | 25,208,314
Other Departments 688,692 | 1,258,387 | 1,379,532 526,627 | 3,534,612 | 24,122,600 | 2,453,577 | 3,491,265| 7,887,842 558,793 | 45,901,928
Totals 26,873,573 | 63,219,562 | 108,858,102 | 17,471,849 | 99,229,192 | 81,975,673 | 57,229,660 | 50,743,130 | 125,110,679 | 13,875,799 | 644,587,219

Response to 0C-1371.

Note: Includes Electric Delivery VP, Energy Acquisition & Technology, Renewables, Retail Settlement, Transmission Business Strategy, Utility Executive Office and Utility Support Common.

Linking Service Company Costs with Utility Business Units

PSE&G’s UbUs are its individual revenue-producing businesses. Cost distributions to UbUs occur through

an accounting process within the utility, driven through orders and WBSs that are charged by Service

Company employees. In order to see how service company cost data flowed to UbUs we requested data
showing FLoB cost distributions linked to UbU cost distributions for the 2018-2020 review period.
Because PSEG’s SAP system configuration cannot link order-level cost information between service

company FLoBs and PSE&G’s UbUs, the data we requested had to be developed manually by PSEG’s

Director, SAP Strategy and Planning. Because of the time required to do this, Overland agreed to limit

the data response to a two-year period, 2018 and 2019.

The table below shows the relationship between service company FLoBs and UbUs for 2018 and 2019

combined. We focused our analysis on FLoBs where significant costs were distributed to multiple UbUs.

These are highlighted in yellow and they account for approximately 75% of service company costs

distributed to PSE&G during the two-year period.
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Table 3-12 - Distribution of PSEG Services’ Costs from Forecasting Lines of Business to PSE&G’s Utility Business Units

Distribution of PSEG Services' Costs from Forecasting Lines of Business to PSE&G's Utility Business Units
2018 & 2019 Combined
Electric Distribution | Gas Distribution | Appliance Services Transmission Affiliates

Forecasting Line of Business Totals
Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct.
Appliance Service 9,865 0% 110,111 0%| 26,753,597 | 100% - 0% - 0%| 26,873,573
Asset Mgt & Centralized Svcs 28,100,938 | 44%| 26,130,246 | 41%| 2,732,228 4% 6,217,787 | 10%| 175,188 0%| 63,356,386
Customer Operations 59,384,289 | 55%| 46,232,061 | 42%| 3,214,583 3% 27,168 0% - 0%| 108,858,102
Delivery Projects and Construction 428,381 2% 107,393 1% - 0%| 16,936,012 | 97% 64 0%| 17,471,849
Electric Delivery VP 63,326 | 100% - 0% - 0% - 0% - 0% 63,326
Electric Operations 85,928,329 | 87% 39,805 0% - 0%| 12,920,033 | 13%| 341,025 0%| 99,229,192
Energy Acquisition and Technology 116,105 38% 99,548 | 33% - 0% 86,008 | 29% - 0% 301,661
Enterprise-Utility 28,186,567 | 34%| 25,034,261 | 31%| 5,296,739 6%| 23,458,108 [ 29% - 0%| 81,975,673
Gas Operations 1,137,732 2%| 56,087,776 | 98% - 0% 1,791 0% 2,361 0%| 57,229,660
Renewables and Energy Solutions 4,114,969 92% 344,428 8% - 0% - 0% - 0% 4,459,397
Retail Settlement & 3rd Party Supplier 121,705 18% 129,858 | 19% - 0% 430,289 | 63% - 0% 681,852
Transmission 175,087 0% 114,043 0% - 0%| 50,453,991 [ 99% 10 0%| 50,743,130
Transmission Business Strategy - 0% - 0% - 0% 6,884,134 | 100% - 0% 6,884,134
Utility Executive Office 405,992 27% 369,520 | 25% 69,368 5% 404,168 | 27%| 229,112 | 15% 1,478,160
Utility Level 44,852,842 | 36%| 39,216,320 | 31%| 7,847,811 6%| 33,190,800 [ 27% 2,906 0%| 125,110,679
Utility Support Common 22,602 | 40% 33,689 | 60% - 0% - 0% - 0% 56,291
Totals 253,048,728 | 39%| 194,049,058 | 30%| 45,914,325 7%| 151,010,288 | 23%| 750,665 0%| 644,773,064

Response to OC-1371.

Service company cost distributions to FLoBs and PSE&G’s distribution to UbUs occur through separate
processes, allocations are through accounting process (via orders and WBSs) to UbUs and FLoBs are
used as a management process to estimate impacts by department. The common denominator, which
both processes share but which can only be used to manually trace service company costs to UbUs, is
the order or WBS element. As odd as it may seem more than two decades into the 21% century, there is
currently no program or report that ties PSEG’s service company and utility accounting processes
together such that the data in the table above can be easily or automatically generated. This is because
the service company’s SAP billing engine, a “custom written Advanced Business Application Program”
developed around 20 years ago, does not align directly with PSE&G’s or other operating subsidiaries’
accounting processes. As described by PSEG Services’ Finance Director, it is useful to think of the
existence of an accounting “data wall” between the service company’s billing engine and PSE&G's
internal process for further distributing billed service company costs to UbUs.**** We asked whether
there were plans to improve the transparency between service company and operating subsidiary
accounting. The response was as follows:

At this point, PSEG is developing business cases to replace the SAP system. Enhanced
transparency and / or trace back of costs is on our working list for the replacement. A

43 Interview of Martin Shames, Director Services Corporation Finance, and Richard Aicher, Director SAP Strategy &
Planning, on November 16, 2021.

44 |n Response to OC-1533-C, PSEG Services states that the “most significant issue” with being able to connect service
company data with operating company accounting is that “on the operating company side of the ledger we can identify the
total cost for each product and service but cannot see the break-down of general ledger components (labor, material, outside
services, etc.).”
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placeholder of $150 million has been put into our long-term business plan but no
project has been approved.*

During a subsequent interview discussion, PSEG Services’ Director of Service Company Finance indicated
that SAP has notified PSEG that it will cease providing support for the technology in its current
accounting system in approximately 2030. As the Company approaches this “deadline,” PSEG Finance
will develop a business case for a new Enterprise Resource Planning / Accounting system, possibly using
a company other than SAP. $150 million is the current estimated cost for such a replacement.*

Analysis of Service Company Cost Distributions to UbUs

We reviewed the relationships between service company FLoBs and PSE&G’s UbUs and the basis of
impacts to the largest five FLoBs. These accounted for approximately three-fourths of PSEG Services’
cost distributions to PSE&G in 2018 and 2019. As discussed above, service company costs are posted to
orders or WBS elements, each of which has a specific settlement rule that ultimately drives costs to
UbUs. There can be multiple orders/WBSs that impact an FLoB and each can have different UbU
settlement rules. As such, there is no fixed relationship between FLoBs and the UbUs to which costs
settle. The only way to align FLoB costs with UbUs is through individual orders and WBS elements.?’

The lack of a programmed relationship between service company FLoBs and PSE&G UbUs within the SAP
system is the practical result of having a wall between the two accounting processes, as noted above.
Because of this, the FLoB / UbU cost relationships shown in the summary table above, as well as the
tables below, were manually developed by PSEG Services’ Director of Service Company Finance and
appear to include estimates of the cost distributions resulting from certain complex “assessment” and
“surcharge” processes.*® The following points summarize the issues that emerged from our analysis of
UbU cost distributions.

e Lack of Documentation of Basis for Allocations and Choice of Benefiting UbUs — The distribution

of PSE&G’s service company costs to UbUs is complex and involves various allocators applied
for more than 200 services through a large number of orders and WBS elements. A few
“percentage based” allocators, including different versions of the Enterprise — Utility allocator
(each with distinct groups of cost objectives), a headcount allocator and a customer allocator,

4> Response to OC-1533-D.

46 Interview of Martin Shames, Director Services Corporation Finance, and Richard Aicher, Director SAP Strategy &
Planning, on December 21, 2021.

47 Response to OC-1534.

48 When we followed up our initial analysis of the data provided in Response to OC-1371 with additional data
requests, in a few cases the responses indicated that the manual process required to develop the data resulted in some errors
to the cost allocation percentages present for a few of our sampled centralized services. We have not attempted to correct
these, as it would only correct the items we sampled and asked about, which would be time-consuming and would not likely
produce an overall 100% correct result (it is likely there are other errors in items we did not sample). We believe the cost
distributions shown in our tables are, overall, a reasonably accurate reflection of service company cost distributions to UbUs in
2018 and 2019.
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appear to account for a significant percentage of total cost distributions to UbUs. However,
there is no documentation in the CAM or elsewhere explaining the basis for applying these
allocators to the applicable cost pools or why they are applied to specific centralized services.*
In some respects, the process for distributing costs to UbUs appears alchemical, lacking clear
rules for determining which UbUs benefit from individual FLoB / centralized service
combinations. A lack of documented rules may improve PSE&G’s accounting flexibility, but it
also increases opportunities for designing allocations to meet desired outcomes, something
which should be of particular concern to the BPU given that cost distributions to UbUs are a
foundational component to the establishment of recovery for a portion of Service Company
services in electric and gas revenue requirements and rates.

o A Relatively Large Share of Service Company Costs To PSE&G Are Considered Unattributable to
Utility Business Units*® — A sizable percentage, perhaps 40%, of the service company costs

charged to PSE&G are considered unattributable to UbUs using measures of cost causation.
These costs are allocated among UbUs using one of several versions of the size-based
Enterprise Utility allocator. Service company costs charged to the Enterprise Utility UbUs, which
are unattributable to subsidiaries at the corporate level, are expected to be (and are) also
unattributable at the utility level and are allocated to UbUs with the Enterprise Utility allocator.
In addition, most service company costs in the Utility Level FLoB (attributable to the “utility as a
whole”) are also allocated using the Enterprise Utility allocator, as we would expect. However,
certain costs attributed to Customer Operations, Electric Operations and Asset Management
FLoBs are also allocated to UbUs using versions of the Enterprise-Utility allocator.’® It would
take a more in-depth review of intra-utility cost allocations to determine whether some of
these costs could be directly assigned or allocated using cost-causative activity-based measures.
Itis likely that the lack of a direct accounting link between FLoB distributions in the service
company and UbU distributions in the utility limits the ability to identify cost-causative
distributions of these costs to UbUs.

e Issues with Enterprise Utility Allocator Inputs - We found several issues with the O&M Expense

and headcount inputs used to calculate the Enterprise Utility allocator. These include:

o One version of the 2018 Enterprise Utility allocator used to allocate certain Electric
Operations services was based on a much higher value ($189 million) for Transmission O&M
expense than other versions of the allocator, which used a value of $129 million.>?

o Due to a mistake in 2018, which PSEG stated it self-detected and corrected in 2019, there
were significant shifts in UbU headcounts used in the Enterprise-Utility allocator. Appliance

42 For service company cost distributions to subsidiaries, the service company catalog partially fulfills this role.

50 Unattributable costs cannot be linked to cost objectives based on cost-causation.

51 Different versions of the Enterprise allocator are used for costs in the Customer Operations, Electric Operations and
Asset Management FLoBs. Each were based on the same three-factor allocation inputs, but applied to different sets of cost
objectives. For example, the Customer Operations version were based on net fixed assets, 0&M expense and headcount, but
applied only for the Electric Distribution, Gas Distribution and Appliance Services business units.

52 Data for Transmission O&M provided in worksheets in Responses to OC-1535 and 1537 compared with data
provided in Response to OC-1052.
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Services headcount declined from 917 in 2018 to 345 in 2019, decreasing Appliance
Services’ share of the Enterprise Utility allocator’s headcount component from 12% to 5%.
Transmission headcount more than doubled, from 814 in 2018 to 1,712 in 2019, increasing
Transmission’s share of the headcount component of the allocator from 10% to 23%.%3°

e PSEG’s Selection of UbUs Benefiting from Service Company Services — In some cases the basis

for PSE&G's selection of benefiting business units is unclear or appears to omit UbUs that may
benefit from a service. Examples include:

o Service company Human Resources services attributable to the Asset Management and
Centralized Services FLoB were distributed to UbUs using the Enterprise Utility allocator, but
only among the Electric Distribution, Gas Distribution and Transmission UbUs. When we
asked why Appliance Services was omitted from these distributions, PSEG stated “in
aggregate Appliance Service business receives only about 3% to 3.5% of total Asset
Management organizations’ non-service company associated costs, therefore it was
determined not to allocate 6% of the costs based on the utility allocation formula. This
assumption will be revisited with respect to the upcoming cost plan.”>> We find the logic
behind this decision remains unclear.

o Some centralized services attributable to the Customer Operations FLoB were allocated to
three UbUs (Electric Distribution, Gas Distribution and Appliance Services), while others
were distributed only to Electric Distribution and Gas Distribution. PSEG pointed out that
Appliance Services would not get an allocation of “groups / teams (such as Meter Reading)
which receive service company costs but do not perform any Appliance Service work.”*®
However, it is unclear why such a “no allocation to Appliance Services because meter
reading” rule would apply to service company services such as Corporate Facilities, Property
Insurance, Continuous Improvement or the Information Technology department’s Customer
Operations Application Support Baseline professional and pass-through services or
capitalized IT Client Projects services.®” The audit concern is similar to that described for the
previous example.

o Electric Operations primarily serves the Electric Distribution and Transmission UbUs. Some
centralized services attributable to Electric Operations were divided 60%/40% between
Electric Distribution and Transmission, while others were split approximately or exactly
90%/10%. However, a number of services were assigned entirely to Electric Distribution,
including, but not limited to Human Resources Labor-Management Relations, HR Baseline

53 Data provided in Responses to OC-1052, 1535 and 1537.

>4 |n commenting on our draft report, PSEG stated that because headcount is only one of three factors in the
Enterprise formula, the correction of this error did not significantly affect the relative distribution of cost between the
Transmission and Appliance UbUs. While this statement appears reasonable, we did not attempt to independently verify with
our own analysis.

55 Response to OC-1539-B.

6 Response to OC-1534-A.

57 The Information Technology services noted here accounted for $23.6 million out of the $54.4 million distributed to
UbUs from the Customer Operations FLoB in 2019.
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NJ, Internal Audit Professional Services, Information Technology Customer Operations
Support Baseline, Legal Environmental, Legal Litigation, Insurable Risk, Property Insurance,
Procurement, Corporate Properties Professional Services and Treasury Operations.”® It is
unclear why none of these centralized administrative services were considered to be also
attributable to Transmission.

Electric Operations Information Technology Electric Application Support Baseline service
was distributed 60% Electric Distribution and 40% Transmission, while most other Electric
Operations IT services were distributed approximately 90% Electric Distribution and 10%
Transmission. It is unclear why the Electric Application Support Baseline service would be
singled out for a dramatically different distribution to Transmission.

The discussion which follows provides tables showing distributions of PSEG Services costs to PSEG’s UbU

impacting the five largest FLoBs (in cost terms) for the combined years 2018 and 2019 and summarizes

the content of our analysis.

Asset Management and Centralized Services

In 2018 and 2019, PSE&G’s Asset Management and Centralized Services organization included district-

level procurement and materials management, fleet maintenance, asset management and utility

technology functions. In 2020 about half of the 738 employees in the organization (procurement,

materials management and fleet maintenance functions) were moved to a new intra-utility organization,

Transportation and Centralized Services. The following table shows the distribution of Asset

Management-attributable service company costs to UbUs.

Table 3-13 — Allocation of Service Company Charges from the Asset Management & Centralized Services Forecasting Line of
Business to Utility Business Units

Allocation of Service Company Charges from the Asset Mgt. & Centralized Svcs Forecasting Line of Business to Utility Business Units
2018 & 2019 Combined
Servco Services Electric Distribution| Gas Distribution Appliance Svcs Transmission Affiliates Total
Department Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct.
Building Svcs. 5Building services 3,105,762 | 40.7%| 2,816,119 | 36.9% 371 | 0.0%| 1,704,126 | 22.3% - 0.0% 7,626,378
Corp.Facilities| 5 Facilities services 1,858,415 | 36.7%| 1,337,470 | 26.4%| 1,487,064 | 29.3% 345,803 | 6.8%| 41,832 | 0.8% 5,070,584
H
Re;":racnes 9 HR services 975,999 | 414%| 892,539 | 37.9% 0.0%| 488111 | 207%| - | 00%| 2,356,649
Info Capitalized PC/MDT Install | 4,033,782 | 35.2%| 7,038,540 | 61.4% - 0.0% 399,440 3.5% - 0.0%| 11,471,762
Technology Capitalized Client Projects | 12,389,638 | 59.6%| 8,336,601 [ 40.1% - 0.0% 68,585 0.3% - 0.0%| 20,794,824
IT Corporate Baseline 3,733,883 | 39.4%| 3,460,103 | 36.5%| 1,086,398 | 11.5%| 1,086,398 | 11.5%| 118,257 1.2% 9,485,039
Servco Misc.
Acctingl Gain on Asset Sale (1,157,379)| 36.0% (964,483) 30.0%| (225,046) 7.0% (868,034)| 27.0% - 0.0%| (3,214,942)
Other Depts. 42 Other Services 3,160,838 | 32.4%| 3,213,357 | 32.9%| 383,441 | 3.9%| 2,993,358 | 30.7%| 15,099 | 0.2% 9,766,093
Totals 65 Services 28,100,938 | 44.4%| 26,130,246 | 41.2%| 2,732,228 | 4.3%| 6,217,787 | 9.8%| 175,188 | 0.3%| 63,356,387
Response to OC-1371.

58 In commenting on our draft report, PSEG stated that billing for service company charges is largely determined by
the order or WBS that service company employees charge their time to.
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We selected the following services attributed by PSEG to the Asset Management FLoB and requested
information to assess the basis for allocation to UbUs:

e FC-P-PT-Corporate Facilities — These are facilities maintenance costs passed through from the
service company to the utility, including building operations costs, utilities and “one-time
projects.”>® In 2019 the costs were allocated approximately 43% Electric Distribution, 21% Gas
Distribution, 24% Appliance Services and 2% Transmission. PSEG stated that the costs were
billed through five organizations and buildings: Materials Management, Training, Fleet,
Environmental Health & Safety and Training. It stated that the UbU allocations were based on
the aggregate costs billed to each building and the work supported each year by the buildings.

e BL-T-Building Services - This is internal rent for the Newark General Office building, including
labor and tenant services, building operating costs, real estate taxes, utilities, common and
vacant space. PSEG stated that Asset Management employees are located in the building that
supports several UbUs, but not Appliance Services. 2018 allocations were based on UbU
headcount excluding Appliance Services. 2019 costs were allocated using a version of the
Enterprise-Utility allocator excluding Appliance Services.®® Per our analysis of costs based on
FLoBs, the change in the allocator, which added net fixed assets and O&M expense, skewed the
costs toward Transmission, which comprises 49% of all utility assets. In addition, the
Transmission headcount figure used in the allocation more than doubled, from 814 employees
in 2018 to 1,712 employees in 2019. The addition of Transmission net fixed assets, together with
a doubling of Transmission headcount contributed to a near tripling of the percentage of
Building Services costs allocated to Transmission (12% in 2018, 31% in 2019).

e Human Resources Services - 2018 allocations of Asset Management-attributable Human

Resources to UbUs were based on headcount excluding Appliance Services. 2019 allocations
were based on using the Enterprise-Utility allocator (an average of headcount, O&M expense
and net fixed assets), again excluding Appliance Services.®? We asked why none of the Human
Resources services attributable to the Asset Management FLoB were attributable to the
Appliance Services UbU.®?2 PSEG responded that “in aggregate Appliance Service business
receives only about 3% to 3.5% of total Asset Management organizations’ non-service company
associated costs, therefore it was determined not to allocate 6% of the costs based on the utility
allocation formula. This assumption will be revisited with respect to the upcoming cost plan.”

Customer Operations

PSE&G’s Customer Operations organization comprises 38 utility costs centers with approximately 1,300
of PSE&G’s 7,150 employees. The utility organization consists mainly of district-level customer inquiry,
billing, credit and collection and operations support staff that primarily support PSE&G’s Electric

59 Response to OC-1538-A.

60 Response to OC-1538-B Attachment OC_1538_utility formula less AS 2018 and 2019-PSEG (Confidential).

61 Response to OC-1539-A.

62 Note that the table shows significant portions of Facilities and Information Technology Corporate Baseline were
attributable to Appliance Services.
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Distribution, Gas Distribution and Appliance Services UbUs. The Customer Operations FLoB contains

service company costs which also support all PSE&G UbUs except Transmission. UbU cost distributions

are summarized in the following table.

Table 3-14 - Allocation of Service Company Charges from the Customer Operations Forecasting Line of Business to Utility
Business Units

Allocation of Service Company Charges from the Customer Operations Forecasting Line of Business to Utility Business Units

2018 & 2019 Combined
Servco Services Electric Distribution| Gas Distribution Appliance Svcs Transmission Affiliates Total
Department Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct.
Building Svcs. 5 Building services 4,604,579 | 54.1%| 3,492,699 | 41.0%| 417,382 | 4.9% - 0.0% - 0.0%| 8,514,660
Corp.Facilities|  5Facilities services 4,036,562 | 55.0%| 3,302,642 | 45.0% - 0.0% - 0.0% - 0.0%| 7,339,204
Human
Resl;urces 10 HR services 2,084,954 | 53.3%| 1,598,623 | 40.8%| 230,558 | 5.9% - 0.0% - 0.0%| 3,914,135
Basic Telecom 3,696,424 | 47.9%| 2,900,759 | 37.6%| 1,120,414 | 14.5% - 0.0% - 0.0%| 7,717,597
Info Capitalized Client Projects | 16,720,987 | 54.6%| 13,892,873 | 45.4% - 0.0% - 0.0% - 0.0%| 30,613,860
Customer Operations
Technology )
Support Baseline 8,036,149 | 55.0%| 6,575,031 | 45.0% - 0.0% - 0.0% - 0.0%| 14,611,180
Corporate Baseline 10,308,010 | 53.9%| 7,806,844 | 40.8%| 975,877 | 5.1% 23,261 | 0.1% - 0.0%| 19,113,992
Law 8 Legal services 1,299,057 | 54.0%| 966,891 | 40.2%| 140,286 | 5.8% 0.0% - 0.0%| 2,406,234
Other Depts. 46 Other Services 8,597,567 | 58.8%| 5,695,699 | 38.9%| 330,066 | 2.3% 3,907 | 0.0% - 0.0%| 14,627,239
Totals 78 Services 59,384,289 | 54.6%| 46,232,061 | 42.5%| 3,214,583 | 3.0% 27,168 | 0.0% - 0.0%| 108,858,101

Response to OC-1371.

Many of the service company services attributed to the Customer Operations FLoB were distributed to

UbUs using one of the following two allocators.

Electric and Gas “Fixed Percentage” Customer Allocator — This allocator was used to divide

service company costs such as corporate facilities, information technology applications support

and capitalized client projects attributable to Customer Operations among PSE&G’s UbUs. The
allocator distributed costs 55% to Electric Distribution and 45% to Gas Distribution from at
least 2018 through 2021. PSEG stated the allocator was used for activities that supported

electric and gas customer services but did not support Appliance Services.%® Overland found

the allocation percentages were consistent with the number of electric and gas customers

during the 2018-2020 period.®*

63 Response to OC-1534-B. Testing this assertion would have required an additional level of analysis, which time
constraints prohibited. However, we note that data from the Response to OC-1371 shows that a range of centralized services
we would assume would be common to all business units benefiting from Customer Operations, including Information
Technology Client Projects, IT Security, IT Standard Desktop Support, Corporate Facilities, Procurement, Telecommunications

and State Government Affairs, were distributed only to Electric and Gas Distribution, and Appliance Services was omitted from
the cost objectives.
64 Response to OC-1215.
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e Electric, Gas and Appliance “Assessment” Allocator - The second predominant allocator for the

Customer Operations FLoB divided service company costs from departments such as
Communications, Executive Services, Human Resources, Legal and Governmental Affairs
between the Electric Distribution, Gas Distribution and Appliance Services UbUs.®* In 2019,
for example, this allocator distributed costs 53.2% to Electric Distribution, 41.1% to Gas
Distribution and 5.8% to Appliance Services, and distributed slightly different percentages to
these UbUs in 2018. In response to a data request, the Company stated that “support from
Customer Operations to Appliance Services is driven mainly by an Assessment Process. . .
which takes a pool of costs for a department and allocates them to the work performed by that
department based on a cost driver.”®® The data response did not address the cost driver used
for this allocator but stated that bargaining unit labor dollars are the “usual cost driver.”

e Building Services — The amount of building services attributed to PSE&G’s Customer Operations
organization almost tripled between 2018 and 2019, from $1,965,419 to $5,819,981. PSEG
stated this was because Customer Operations moved out of leased locations and into the

Company’s Newark General Office.®’

e Corporate Facilities — Corporate Facilities costs attributed to Customer Operations decreased
more than 75% between 2018 and 2019, from $5,255,999 to $1,304,729 in 2019. PSEG stated
this was due to the transfer of lease costs from the service company into PSE&G, due to the

implementation of a new lease accounting standard, ASC 842 in 2019.%8

Electric Operations

PSE&G’s Electric Operations organization primarily serves the Electric Distribution and Transmission
UbUs. Based on 2020 labor-driven benefits allocations (discussed below in the Convenience Payments
section of this chapter), we can estimate that the approximate labor split for this utility organization
during the review period was around 80% Electric Distribution / 20% Transmission. Electric Operations
underwent a reorganization between 2018 and 2019. By the end of 2019 it consisted primarily of
divisional staff, consisting of approximately 1,800 employees focused primarily on distribution
operations, and Electric T&D Projects and Construction, consisting of approximately 860 employees
engaged in distribution construction, engineering, environmental and transmission construction,
maintenance and strategy development.®® The table below summarizes service company cost
distributions to UbUs for 2018 and 2019.

65 1n 2018 the distribution was 53.4% ED, 40.6% GD and 6.0% AS. In 2019 it was slightly different: 53.2% ED, 41.1% GD
and 5.8% AS.

66 Response to OC-1534-B.

67 Response to OC-1548-A.

68 Response to OC-1548-C.

69 Distribution procurement and fleet maintenance functions were added in 2020, but are not relevant to our review,
which was confined to 2018 and 2019.
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Table 3-15 — Allocation of Service Company Charges from the Electric Operations Forecasting Line of Business to Utility Business
Units

Allocation of Service Company Charges from the Electric Operations Forecasting Line of Business to Utility Business Units
2018 & 2019 Combined
Servco Services Electric Distribution| Gas Distribution Appliance Svcs Transmission Affiliates Total
Department Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct.
Claims Claims Professional Svc. 1,979,442 |100.0% - 0.0% - 0.0% - 0.0% - 0.0% 1,979,442
Corp.Facilities 4 Facilities Svcs 15,486,581 | 86.8% 2,310 | 0.0% - 0.0%| 2,345,083 | 13.1%| 11,256 | 0.1%| 17,845,230
. Human 9HR Services 3,322,923 | 69.8% - | 0.0% - | oo0%| 1434386| 30.2%| - | 00%| 4757269
esources
Basic Telecom 3,263,250 | 90.0% 7,402 | 0.2% - 0.0% 338,142 [ 9.3%| 17,672 | 0.5% 3,626,466
Capitalized Client Projects [ 3,863,601 - 0.0% - 0.0% 3,962 | 0.1% - 0.0% 3,867,563
nf Cust.Ops Support Baseline | 2,974,464 - 0.0% - 0.0% - 0.0% - 0.0%| 2,974,464
nto
Technology \r\e pelivery Application| 6,032,656 | 57.9% - | 00% - | oo%| 439482 221% - | 0.0%| 10427,138
Support Baseline
IT Corporate Baseline | 18,379,659 | 90.2% 7,726 | 0.0% - 0.0%| 1,890,630 | 9.3%| 106,170 | 0.5%| 20,384,185
Law 11 Legal services 6,093,304 |100.0% - 0.0% - 0.0% - 0.0% - 0.0% 6,093,304
Law Security 4 Security services 4,075,336 - 0.0% - 0.0% - 0.0% - 0.0% 4,075,336
Treasury Mgt. P Treasury svcs (Insurance] 7,537,196 - 0.0% - 0.0% - 0.0% - 0.0% 7,537,196
Other Depts. 41 Other Services 12,919,917 | 82.5% 22,367 | 0.1% - 0.0%| 2,513,388 | 16.0%| 205,927 | 1.3%| 15,661,599
Totals 79 Services 85,928,329 | 86.6% 39,805 | 0.0% - 0.0%| 12,920,033 | 13.0%| 341,025 | 0.3%| 99,229,192
Response to OC-1371.

We found several potential issues with the distribution of service company costs to UbUs in 2018 and
2019. These included the following.

e Itis unclear why the Information Technology Electric Application Support Baseline service was
allocated approximately 60% Electric Distribution and 40% Transmission when most other IT
services, including the IT Corporate Baseline, were split approximately 90% Electric Distribution
and 10% Transmission.

e Itis unclear why centralized services with substantial charges to PSE&G, including Human
Resources Labor-Management Relations, the HR Baseline NJ, Internal Audit Professional
Services, Information Technology Customer Operations Support Baseline, Legal Environmental,
Legal Litigation, Insurable Risk, Property Insurance, Procurement, Corporate Properties
Professional Services, Treasury Operations and others were 100% assignable to Electric
Distribution, with nothing allocated to Transmission.”®

e PSEG appears to have missed updating orders to account for allocation changes in some cases,
and states that it has begun process improvements to address this. For example, PSEG notes
that 2019 values for the Enterprise Utility allocator were not applied as they should have been
to the Information Technology Application Support Baseline service. After acknowledging this,
PSEG stated that “we have since 2020 put in place a process to force an annual review of these

types of allocations.” 7

70 |n commenting on our draft report, PSEG stated that “some work is not comprised of organizational support but
rather is work for a specific income statement charged through an order or WBS.”
7! Response to OC-1537-A and B.
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Enterprise — Utility

As discussed above, PSEG Services allocates unattributable corporate costs benefiting PSEG Corporation
as a whole to operating subsidiaries using the Enterprise Corporate allocator. Once allocated to PSE&G,
the costs are further distributed to PSE&G’s UbUs using the same fixed percentage allocator, but based
on the net fixed assets, 0&M expense and budgeted headcount of the individual UbUs. Unlike the
corporate-level enterprise allocator, PSEG stated that the utility level allocator does not require
approval of the NJBPU.”? The Enterprise Utility cost pool is shown below, arranged by impacts to FLoBs.
The distribution among UbUs is a blended rate for 2018 and 2019 combined.

Table 3-16 — Allocation of Service Company Charges from the PSE&G Enterprise Forecasting Line of Business to Utility
Business Units

Allocation of Service Company Charges from the PSE&G Enterprise Forecasting Line of Business to Utility Business Units
2018 & 2019 Combined
Servco , Electric Distribution| Gas Distribution | Appliance Sves |  Transmission Affiliates
Services Total
Department Amt, Pct. | Amt. Pct. | Amt. | Pct. | Amt Pct. | Amt. | Pct.
Accounting |  2Accounting svcs. 4,169,168 | 34.4%| 3,697,202 | 30.5%| 784,136 | 6.5%| 3,461,219| 28.6% 0.0%| 12,111,725
Compliance | 4 Compliance svcs 1,006,910 | 34.0%| 906,507 | 30.7%| 187,762 6.3%| 856,305 | 29.0% 0.0%| 2,957,484
Communications| 2Communicationssvcs | 899,605 | 34.4%| 799,236 | 30.5%| 169,022 | 6.5%| 749,052 | 28.6% 0.0% 2,616,915
Corp. Secretary|Corporate Secretary Sves.| 1,184,901 | 34.5%| 1,048,022 | 30.5%| 223,183 | 6.5%| 979,582 | 28.5% 0.0%| 3,435,688
Corp. Strategy| 4 Corp Strategy /
, , , 1,390,814 | 34.2%| 1,242,545| 30.6%| 260492 | 6.4%| 1,168,410 | 28.8% 0.0%| 4,062,261
/ Planning Planning services
Law 3legal Enterprise sves. | 1,650,386 | 34.4%| 1,463,044 | 30.5%| 310,465 6.5%| 1,369,374 | 28.6% 0.0%| 4,793,269
Executive Executive Services | 11,586,538 | 34.4%| 10,290,433 | 30.5%| 2,177,345 | 6.5%| 9,642,380 | 28.6% 0.0%| 33,69,69
OtherDepts. |~ 42 Other Services 6,298,245 | 34.4%| 5,587,272 | 30.5%| 1,184,334 | 6.5%| 5,231,786 | 28.6% 0.0%| 18,301,637
Totals 28,186,567 | 34.4%| 25,034,261 | 30.5%| 5,296,739 | 6.5%| 23,458,108 | 28.6% 0.0%| 81,975,675
Response to 0C-1371.
Calculations of PSE&G’s Enterprise-Utility allocator during the review period were as follows:
72 Response to OC-1545.
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Table 3-17 — PSE&G - Utility Business Unit Enterprise Allocator Calculations — Calendar Years 2018-2020

PSE&G - Utility Business Unit Enterprise Allocator Calculations - Calendar Years 2018-2020
($ Millions)
Electric Eletric |Applianc Electric Eletric |Applianc

AR FIEN (Y e (HEw) ;ist. Gas Dist. Tfans. p’;v:s - Total ;ist. Gas Dist. Tfans. pgv:s :
Net Fixed Assets 6,950 | 5,730 | 12,041 - 24,721 28% 23% 49% 0%
Headcount 3,239 | 2,946 814 917 7,916 41% 37% 10% 12%
0&M 325 250 129 104 808 40% 31% 16% 13%
Average Percentage (Rounded) 36% 30% 25% 8%)

2019 Final Business Plan Elef:tric ' Eletric |Appliance Elef:tric ' Eletric |Appliance

Dist. |Gas Dist.| Trans. Svcs Total Dist. |Gas Dist.[ Trans. Svcs

Net Fixed Assets 7,190 | 6,458 | 13,084 26,732 27% 24% 49% 0%
Headcount 2,686 | 2,744 1,712 345 7,487 36% 37% 23% 5%
0&M 306 253 134 108 801 38% 32% 17% 13%
Average Percentage (Rounded) 34% 31%) 30%) 6%

2020 Final Business Plan Elef:tric ' Eletric |Appliance Elef:tric . Eletric |Appliance

Dist. |Gas Dist.| Trans. Svcs Total Dist. |Gas Dist.[ Trans. Svcs

Net Fixed Assets 7,563 7,118 | 14,182 - 28,863 26% 25% 49% 0%
Headcount 2,621 3,007 1,696 385 7,709 34% 39% 22% 5%
0&M 329 275 141 115 860 38% 32% 16% 13%
Average Percentage (Rounded) 33% 32% 29% 6%)
Response to OC-1052.

Based on our review we made the following observations:

e The Enterprise Utility allocator is used to distribute nearly all of the costs attributable to the
Enterprise Utility and Utility Level FLoBs. In 2018 and 2019 the allocator was used to distribute
$186 million (nearly 90%) of the combined costs of the Enterprise-Utility and Utility Level FLoBs
to UbUs. This included $82 million (100%) of the Enterprise-Utility FLoB, and $104 million (84%)

of the Utility Level FLoB.

e Other versions of the Enterprise-Utility allocator were used to distribute certain PSE&G costs

attributed to other FLoBs (Electric Operations, Asset Management and Customer Operations).

Instead of allocating to all of the four UbUs shown in the table above, the other versions

employed more limited sets of cost objectives, such as Electric Distribution and Transmission for

certain costs attributed to the Electric Operations FLoB.

e We noted that the allocator inputs used to distribute enterprise costs within PSE&G do not

match inputs used in the corporate allocator used to distribute enterprise costs among
operating subsidiaries:
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Table 3-18 — Comparison of Allocator Inputs — Corporate and PSE&G-Level Enterprise Allocators

Comparison of Allocator Inputs - Corporate and PSE&G-Level Enterprise
Allocators -Calendar Year 2019 ($ Millions)

Input Used within | Corporate Difference
PSE&G Level Amt Pct
Net Fixed Assets 26,732 27,323 -591 -2%
Headcount 7,487 7,557 -70 -1%
O&M 801 797 4 0%

Responses to OC-23 and OC-1052.

PSEG stated that “the difference is due to the timing of when the numbers [were] compiled. The
data [for the Enterprise Corporate allocator] was pulled after the plan was completed. The
numbers for [the Enterprise Utility allocator were] compiled toward the end of the planning
process.”?

e The number of employees assigned to the Transmission and Appliance Services UbUs for
enterprise allocation purposes changed dramatically between 2018 and 2019. The number of
Transmission employees more than doubled, increasing from 814 to 1,712. The number of
employees classified as Appliance Services declined by more than half, from 917 to 345. The
overall effect was to increase the share of enterprise costs allocated to the Transmission UbU
from 25% to 30% and lower the share of costs allocated to Appliance Services from 8% to 6%.

In explaining this, PSEG stated that “in developing the numbers for the 2018 report, a mistake
was made in that only the O&M labor by UbU was used. This resulted in large swings noted for
Appliance and Transmission.” PSEG stated that the 2018 Transmission headcount of 814 should
have been 1,513 and that the 2018 Appliance Services headcount should have been 367 instead
of 917. The Company further stated that “improvements to documentation of the source data
has been ongoing, including the development of a sign-off process expected to be implemented
in 2022.”7* The headcount shift within PSE&G toward Transmission is curious when compared
with organizational data showing PSE&G Transmission had 718 employees in 2018, declining to
just 675 employees in mid-2021, while it shows PSE&G Delivery had 6,600 employees in 2018,
declining slightly to 6,458 employees in mid-2021.7>7¢

73 Response to OC-1543.

74 Response to OC-1546.

7> Based on an evaluation of PSE&G organizational data by Company Code, provided in Response to 0C-0940. The
organizational data, unlike the data used for allocation purposes, shows the relative percentages of Delivery and Transmission
employees were stable throughout the period from 2018 through mid-2021.

76 In commenting on our draft report, PSEG asserted that this difference is “because the headcount allocator is based
on the final plan result of the work being done as calculated by labor dollars and is not based on organization hierarchy or
headcount” and “organizational headcounts do not reflect the work ultimately performed.” PSEG further stated, “the
headcount identified in other discovery responses as Transmission are for organizations which do not necessarily allocate 100%
of their costs to the Transmission UbU.” Overland has not analyzed this new information, and we cannot assess the
reasonableness of substituting a factor based on the “result of work being done as calculated by labor dollars” for the more
straightforward organizational headcounts used in many of PSEG’s other allocation processes.
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« The Appliance Services UbU does not have assets of its own. Instead, it uses assets owned by
other UbUs, mainly Gas Distribution, to conduct its operations. Unlike with the headcount
component of the allocator, it does not appear any assets are allocated to Appliance Services for
the purpose of allocating utility enterprise costs. The mismatch between UbU asset ownership
and usage likely causes an over-allocation of enterprise costs (and some Utility Level costs,
discussed below) to the Gas Distribution UbU and a corresponding under-allocation to Appliance
Services.

Utility Level, Utility Executive Office and Utility Support Common

The Utility Level and the much smaller Utility Executive Office and Utility Support Common FLoBs are
used to evaluate impacts of service company costs attributable to PSE&G (and costs incurred by PSE&G)
that are not considered attributable to specific UbUs or groups of UbUs.””"”® The table below summarizes
impacts of costs from the Utility Level FLoB of allocations to UbUs.

Table 3-19 — Allocation of Service Company Charges from the Utility Level Forecasting Line of Business to Utility Business
Units

Allocation of Service Company Charges from the Utility Level Forecasting Line of Business to Utility Business Units
2018 & 2019 Combined
Servco ; Electric Distribution| Gas Distribution | Appliance Svcs Transmission Affiliates
Services Total
Department Amt. Pct. Amt. Pct. Amt. Pct. Amt. Pct. [ Amt. | Pct.
Accounting 4 Accounting svcs. 4,644,953 | 34.5%| 4,112,139 | 30.5%| 808,637 | 6.0%| 3,911,550 | 29.0% - 0.0%| 13,477,279
Building Svcs 2 Building svcs 7,455,526 | 34.5%| 6,578,847 | 30.5%| 1,294,860 | 6.0%| 6,251,772 | 29.0% - 0.0%| 21,581,005
o Communications
Communications . 892,622 | 34.7% 784,305 | 30.4%| 154,549 | 6.0% 744,346
Professional Svcs. 28.9% - 0.0%| 2,575,822
Corp. Facilities| 5 Corp. Facilities svcs 1,354,673 1100.0% 0.0% 0.0% 0.0% - 0.0%| 1,354,673
Corp.Properties |  Treasury Operations 1,345,118 | 34.1%| 1,207,079 | 30.6%| 236,493 | 6.0%| 1,152,862 | 29.2% - 0.0%| 3,941,552
Cost of Capital | Working Capital Interest| 8,665,882 | 34.6%| 7,635,647 | 30.5%| 1,503,468 | 6.0%| 7,252,799 | 28.9% - 0.0%| 25,057,796
Info Tech. Servco Overhead 5,462,274 | 34.6%| 4,803,536 | 30.5%| 946,328 | 6.0%| 4,559,991 | 28.9% - 0.0%| 15,772,129
Law 14 Legal services 3,570,006 | 37.2%| 2,906,508 | 30.3%| 538,791 | 5.6%| 2,578,462 | 26.9% - 0.0%| 9,593,767
Utility-
Dedicat:ed 2 PSE&G Finance Services| 7,435,973 | 43.2%| 6,407,220 | 37.2%| 891,627 | 5.2%| 2,469,879 | 14.4%| 2,906 | 0.0%| 17,207,605
Finance
Other Depts. 42 Other Services 4,025,815 | 27.7%| 4,781,039 | 32.9%| 1,473,058 | 10.1%| 4,269,139 | 29.3% - 0.0%| 14,549,051
Totals 44,852,842 | 35.9%| 39,216,320 | 31.3%| 7,847,811 | 6.3%| 33,190,800 | 26.5%| 2,906 | 0.0%| 125,110,679
Response to 0C-1371.

77 Response to OC-1532-A. The data response states “Utility Executive Office, Utility Level and Utility Common are
used somewhat interchangeable. These [forecasting] LOBs capture cost that PSEG Services Corporation can identify as
attributable to PSE&G but the work is not [utility] LOB specific or a specific LOB cannot be identified.”

78 According to Response to OC-1532-B, the main difference between Utility Level and Utility Executive Office
allocations in 2019 was caused by PSE&G’s President having management oversight of PSEG LI in that year, which resulted in a

23% allocation of the amounts to the “Affiliate” UbU. Review of this allocator’s worksheet showed that it is the Enterprise-

Utility allocator with Long Island’s headcount and O&M added to it.
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Most service company costs assigned to the Utility Level FLoB ($104 million of $125 million for 2018 and
2019) were allocated to PSE&G’s UbUs using the Enterprise Utility allocation method and percentages

discussed above. A relatively small number of services were allocated differently. We asked about the

following service exceptions:”

TF-P-Rates and Revenue Requirements — PSEG stated this service is provided by the Revenue

Requirements group, which it states does not deal with transmission issues. It was allocated
with the Enterprise Utility allocator, but with Transmission removed as a cost objective.

TF-P-PSE&G Dedicated Finance — PSEG stated work classified under this service is performed by

Utility Finance, which comprises several separate groups which support various Vice Presidents
and utility income statements. There were eight separate orders charged by Utility Finance
employees. Overland assumes this means each order could have its own allocation method, but
we note that the individual methods and basis are not documented in the data response.

TF-P-C-PSE&G Dedicated Finance — The company notes that the calculation of this capital-

directed service affects 13,000 WBS elements and is allocated to capital using a surcharging
methodology.

Convenience Payments

Convenience payments are expenses from vendor-provided services that are processed and paid

centrally by PSEG Services on behalf of PSEG’s operating subsidiaries. PSEG Services is reimbursed for

the payments through monthly billings to the subsidiaries. In some cases, vendor invoices are paid by

the service company and passed through to operating subsidiaries, in other cases payments are grouped

into categories, such as employee medical benefits, and billed under the individual category. Although

they are not affiliate transactions per se, convenience payments involve significant amounts of money

and can require allocations to distribute payment amounts among subsidiaries.®’ Allocations may be

calculated by the vendor based on information provided to it, or they may be done by PSEG Services.

The table below summarizes convenience payments for the three-year period 2018 through 2020.

72 Response to OC-1540.
80 The total amount of convenience payments billed during the 2018-2020 review period, $1.54 billion, was nearly the

same as the costs incurred by PSEG Services for services provided and charged to subsidiaries during the period, also $1.54

billion.
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Table 3-20 — Convenience Payments Made by PSEG Services On Behalf of Subsidiaries

Convenience Payments Made by PSEG Services

On Behalf of Subsidiaries
Subsidiary 2018 2019 2020
PSE&G 399,154,781 | 431,941,093 | 470,901,727
PSEG Power 85,340,408 | 76,151,312 | 72,448,739
PSEG Long Island 1,858,859 1,510,746 1,433,257
PSEG Energy Holdings 139,808 200,877 1,412,718
Total Payments 486,493,856 | 509,804,028 | 546,196,441
Response to OC-0027.

Of the $1.5 billion in total convenience payments made during the review period, slightly more than
$1.3 billion (84%) was billed to PSE&G.

We reviewed PSEG Services monthly bills to the operating subsidiaries to understand the services and
products involved, how allocations among subsidiaries were made, and to determine that procedures in
place were sufficient to ensure that amounts owed by operating subsidiaries were accurately reflected
in monthly service company bills. We analyzed service company bills and classified convenience
payments by category (vendor or type of payment) and operating subsidiary billed. We selected the
largest categories from PSEG Services’ billing schedules 2, parts 1 and 2, and evaluated the nature of the
amounts billed and how they were divided among operating subsidiaries.

Types of Convenience Payments

Convenience payments are billed on three separate service company billing schedules. PSEG Services
describes these as follows:8!

e Schedule 1 — Miscellaneous activity between the service company and operating subsidiaries,
including “fleet and other expenses” managed by the operating companies. The amounts on
schedule 1 are relatively immaterial in comparison to those on Schedule 2.

e Schedule 2, Part 1 — Payments for the costs of fringe benefits managed by PSEG Services’ Human

Resources department on behalf of the operating subsidiaries.

e Schedule 2, Part 2 — All other convenience payments, including outside services, and
remediation adjustment clause payments for manufactured gas plant sites.

Following is a summary of convenience payments by billing schedule and subsidiary.

81 Response to OC-0027.
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Table 3-21 — PSEG Services Convenience Payments by Schedule & Subsidiary, 2018 through 2020

PSEG Services Convenience Payments by Schedule & Subsidiary, 2018 through 2020
Schedule |Description Ene-rgy Long Island Power PSE&G Totals
Holdings

Sch. 1 Fleet & Misc Exps. 9,680 1,091,373 5,806,306 (84,049) 6,823,310
Sch.2Pt.1 [Fringe Benefits 1,122 1,781,969 | 100,461,486 316,129,275 418,373,852
Sch.2Pt. 2 Other Conv. Pmts. 1,748,901 2,003,927 | 127,672,663 985,952,376 | 1,117,377,867
Totals 1,759,703 4,877,269 | 233,940,455 | 1,301,997,602 | 1,542,575,029
Response to OC-677.

Billing detail for convenience payments during the review period consisted of tens of thousands of lines
of system data. As noted above, we focused primarily on intercompany billing Schedule 2, which
accounted for more than 99% of total convenience payment charges during the review period.

Schedule 2, Part 1 — Active Employee Fringe Benefits

This includes employee benefit expenses which are managed and paid by PSEG Services on behalf of the
operating subsidiaries.® It consists of medical and dental benefits expenses for active employees of
PSE&G, Power and PSEG LI Management Co. (but not benefits for the Long Island utility, PSEG LI Servco).
The table below summarizes benefit bills from PSEG Services for the 2018-2020 review period.

Table 3-22 - Schedule 2, Part 1 Convenience Payments by Operating Subsidiary, 2018 - 2020

Schedule 2, Part 1 Convenience Payments By Operating Subsidiary, 2018-2020

T : LI Mgt. Co. : Power : PSE&G Totals
Bill Amts. | Per EE-Yr. | Bill Amts. |PerEE-Yr. | Bill Amts. (PerEE-Yr.
Benefits - Dental 62,084 1,592 3,456,767 581 10,973,115 510 | 14,491,966
Benefits - Medical 1,529,120 39,208 | 86,207,503 14,484 | 271,312,884 12,620 | 359,049,507
Benefits - Others 13,312 341 760,859 128 2,491,633 116 3,265,804
Benefits-L/T Disability 17,122 439 982,152 165 3,131,852 146 4,131,126
Benefits-Life Insurance 38,640 991 2,193,059 368 6,796,582 316 9,028,281
Benfts-Outside Srvcs 121,116 3,106 6,875,896 1,155 ( 21,839,021 1,016 | 28,836,033
All Other 576 15 (14,748) (2) (415,812) (19) (429,984)
Totals 1,781,970 45,692 | 100,461,488 16,879 | 316,129,275 14,705 | 418,372,733
Responses to OC-0677 (Bill Amounts) and OC-0940 (Average Subsidiary Employees).

As a test of reasonableness, we calculated the cost of fringe benefits per employee, using average
employees at years end 2018, 2019 and 2020. As the table shows, PSE&G’s average fringe benefits costs
per employee compares favorably with Power and PSEG LI Management Co. We reviewed the two
largest categories of expense, Benefits — Medical and Benefits — Outside Services, which account for 93%
of the total benefits expense. For each category we compared the relative distribution of benefits cost
between PSE&G and Power with relative headcount levels during the review period.

82 Response to OC-0027.
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“Benefits — Medical” — The Company stated that this was “medical, prescription drug claims

expense and third-party claims administration expense.”® In response to a request to describe
how it is allocated among operating subsidiaries, the Company stated “Aon . . . allocates
projected costs based on each operating company’s employee medical plan enroliment
headcount.”® The medical benefits expenses in the above table mainly cover PSE&G and Power
and were split approximately 76% PSE&G / 24% Power during the review period. For these same
two subsidiaries, average headcount during the review period was split approximately 79%
PSE&G / 21% Power.2> As such, the allocation appears reasonable, especially for PSE&G, which
was charged a lower share of benefits expense than its employee count would indicate (a lower
medical expense per employee).

Although its medical expenses are not included on Convenience Payment Schedule 2, Part 1,
PSEG stated that the service company also pays, and its Corporate Benefits department also
manages, the PSEG LI Servco’s medical plan.®¢ Given that it is a separate plan from that of PSEG,
we would not expect to see its expenses included in the chart above.

“Benefits — OQutside Services” — The Company stated this consists of “expenses for services such

as administration for health and welfare plans / programs, consulting / compliance and
employee communications.”®” Vendors, services and amounts during the review period were as
follows:

Table 3-23 — Convenience Payment Schedule 2, Part 1, Benefits — Outside Services, 2018-2020

Convenience Payment Schedule 2, Part 1, Benefits - Qutside Services, 2018-2020
Vendor Service Description 2018 2019 2020 Total
Aon Consulting None provided 1,873,019 | 2,020,079 | 2,869,099 6,762,197
Administer Workers
Sedgwick Comp &S.T.
Disability Plans 1,948,754 | 1,735,301 | 2,293,062 5,981,117
Alight / Tempo "Total Benefits
Holdings Administration" 2,874,016 | 2,282,323 5,156,339
Willis Tower Watson TTTOtél I‘3e nei"lts
Administration” 3,496,657 3,496,657
Total 6,695,789 | 6,041,703 | 8,658,818 | 21,396,310
Response to OC-1530-B.

83 Response to OC-1529-A.
84 Response to OC-1529-B.
8> Analysis of employee data from Response to OC-0940.
86 Response to OC-1529-C.
87 Response to OC-1530-A.
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PSEG stated that outside services benefits expenses are allocated based on headcount. The 76% / 24%
division between PSE&G and Power is roughly comparable to our calculated average headcount split of
79% PSE&G / 21% Power during the period December 2018 — June 2021 and appears reasonable.®

Distribution of Employee Benefits Payments Within PSE&G

PSE&G includes a Delivery Company (comprised of Electric Distribution, Gas Distribution and Appliance
Services UbUs) and a Transmission Company (comprised of the Transmission UbU). As a whole, PSE&G
was charged for between $103 million and $107 million in employee benefits convenience payments. In
2018 and 2019 approximately 14% of the payments were charged to the Transmission Company, while
in 2020 none were charged to Transmission. In addition, in 2018 and 2019, the payments were further
divided among several categories within the Delivery Company, while in 2020 they were entirely
assigned to the category “Fringe Benefits — Utility.”

Table 3-24 — Distribution of Employee Benefits Convenience Payments to PSE&G’s Consolidated Line of Business 2018-2020

Distribution of Employee Benefits Convenience Payments to PSE&G's
Consolidated Line of Business, 2018-2020

Company 2018 2019 2020 Totals
Delivery Company 91,668,618 | 91,611,412 | 103,619,875 | 286,899,905
Transmission Company 13,574,932 15,654,438 - 29,229,370
Total 105,243,550 | 107,265,850 | 103,619,875 | 316,129,275

Response to OC-0677.

In response to a data request, PSEG stated that the multiple orders that had been used for fringe
benefits were consolidated into one order beginning in 2020 and that this was done because it “allowed
for greater flexibility to responding to Utility reorganizations.”®® The response stated that benefits were
further allocated to business units in all years based on internal labor. The ultimate PSE&G business unit
allocation in 2020 was as shown in the following table. The 2020 distribution between Delivery and
Transmission was approximately 78% / 22%, compared with 87% / 13% in 2018 and 2019.%°

88 power has been reducing headcount. It is likely that if we had measured average headcount from January 2018
through December 2020 it would have been closer to 75% PSE&G / 24% Power.

89 Response to OC-1531-A.

%0 Qverland did not determine why Transmission’s share of PSE&G’s benefits convenience payments increased by
almost 50% in 2020. It may or may not be related in some way to the large percentage increase in Transmission headcount used
in the Enterprise Utility allocator (discussed above) in 2019 and 2020 compared with previous years.
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Table 3-25 - Distribution of Employee Benefits to UbUs for 2020

Distribution of Employee 