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INTRODUCTION
PLEASE STATE YOUR NAME AND POSITION WITH THE COMPANY.

My name is Joseph F. Golden, Jr. My position is Executive Vice President and
Acting Chief Financial Officer for Philadelphia Gas Works ("PGW™ or
“Company™).

HOW LONG HAVE YOU HELD THIS POSITION?

I was appointed Executive Vice President and Acting Chief Financial Officer in
March 2012. I started with PGW in August 1986. My prior titles at PGW
include: Controller, Treasurer, Manager Treasury Department, Senior Staff
Accountant. and Staff’ Accountant. Before starting with PGW, | had prior work
experience in public accounting, treasury accounting and cash management, and
cost accounting for a manufacturing company.

WHAT ARE YOUR VARIOUS JOB RESPONSIBILITIES?

In my present position, | am responsible for the treasury, accounting, and
budgeting functions.

PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

I hold a Bachelor of Science degree in Accounting from Villanova University, a
Master of Business Administration degree from Drexel University, and a Juris
Doctor degree, cum laude, from Temple University School of Law.

HAVE YOU EVER PROVIDED TESTIMONY BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION (“COMMISSION")?

Yes. | submitted rebuttal testimony on behalf of PGW in the Petition of

Philadelphia Gas Works for Waiver of Provisions of Act 11 to Increase the
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Distribution System Improvement Charge Cap and to Permit |.evelization of
DSIC Charges (Docket No. P-2015-2501500).

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to: 1) provide the documentation and supporting
methodology for the schedules and exhibits that are included in PGW's base rate
filing; 2) describe PGW's financial results for the fully projected future test year
(comprised of the period from September 1, 2017 through August 31, 2018); and
3) detail and provide supporting justification for PGW's requested increase in
existing annual base rates of $70.0 million (in year one).

PLEASE SUMMARIZE YOUR TESTIMONY,

Since PGW's last base rate case in 2009/2010, the Company has undertaken a
number of initiatives to modernize its infrastructure. make its system safer and
more efficient and improve customer service. While some of those efforts have
been financed through surcharges (i.e., the acceleration of PGW's main
replacement program). PGW has undertaken numerous other cfforts that have
been financed through base rates or additional borrowing. At the same time,
PGW has experienced material increases in operating costs while seeing weather
normalized levels of sales and associated revenues dramatically decrease. During
this period. PGW's ftinancial health has continued to improve, compared to 2008
levels. However, PGW's pro forma results clearly demonstrate that a rate
increase Is needed if the Company is going to maintain its financial status and
current favorable bond ratings and be able to continue with its significant efforts
o improve the safety, efficiency and reliability of its system and continue to work

1o improve customer service.

1.0661931.3; 2



1 IL BACKGROUND FOR CONSIDERATION OF RATE REQUEST

2 Financial Condition
i Q. PLEASE PROVIDE THE BACKGROUND OF PGW'S CURRENT
4 FINANCIAL CONDITION.
5 A Since its last general rate increase in 2010, PGW’s financial strength has slowly
6 improved such that it has achieved revenue bond upgrades from all three rating
7 agencies' that rate the City of Philadelphia Gas Works Revenue Bonds ("PGW's
8 Bonds™):
9 S&P: to A- (Positive Qutlook) from BBB+ (Stable Qutlook)
10 Moody’s to Baal (Stable Outlook) from Baa2 (Stable Outlook)
il Fitch to BBB+ (Stable Outlook) from BBB (Stable Qutlook)
2
}; In addition, S&P has improved its “outlook™ for PGW's Bonds from
14 “Stable™ to “Positive™. But, as Mr. Douglas Moser, PGW St. No. 7, explains, as
15 its tinancial health has improved. PGW has steadily increased its efforts to
16 improve safety, rehiability, and customer service on its system. As Mr. Daniel
17 Hartman, PGW St. No. 3, also explains, it is crucially important that PGW, at
18 least, maintain these bond ratings — or, ideally, improve them - so that it can
19 continue to have access to the capital markets on acceptable terms and to finance
20 a portion of these improvements through internally generated funds. Since 2009,
21 PGW has been able to finance about $185 million in capital additions through
22 internally generated funds. which otherwise would have had to come from
23 additional long term borrowing. Mr. Hartman describes the important financial
24 metrics PGW must maintain in order to do this. Thus, the rate increase requested
25 by PGW is critically necessary 1o place the Company in a position to continue to

: See Exhibit JFG-3.
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modernize its infrastructure, take additional steps to make its distribution system

safer and more efficient, and continue to improve customer service.

Long-Term Debt

Q. PLEASE SUMMARIZE RECENT ACTIVITY REGARDING PGW’S
LONG-TERM DEBT ISSUANCES.

A. PGW successfully completed revenue bond refunding transactions in August of
2016 and 2015 in the amounts of $312.4 million and $261.8 million, respectively.
The long-term debt refunding completed in August 2016 achieved gross savings
of $71.1 million and net present value (“NPV™) savings of $38.2 million. With
level debt service savings, this transaction lowered debt service and the costs that
will be imposed on customers, by approximately $4.05 million ($2.7 million in
debt service and $1.35 million in debt service coverage at 1.5x) per year for the
next 22 vears.

The transaction completed in August 2015 achieved gross savings of’
$74.1 million and NPV savings of $34.3 million. With level debt service savings,
this transaction lowered debt service and charges to ratepayers by approximately
$4.95 million ($3.3 million in debt service and $1.65 million in debt service
coverage at 1.5x) per year for the next 19 years. As Mr. Hartman explains,
PGW's ability to continue to take advantage of an attractive intercst rate
environment and refinance existing debt requires that PGW maintain or improve
its current financial condition. It is noteworthy that interest expense has
decreased from the 2009/2010 base rate case when compared to the FPFTY (FY

2018) by $12.6 million ($61.8 million reduced to $49.2 million annually) because

(LOGGIY3D 3} N
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PGW: 1) has refinanced long term debt at lower interest rates; and 2) reduced
long term debt by normal amortization.

WHAT PLANS DOES PGW HAVE TO SELIL BONDS IN THE
FORESEEABLE FUTURE?

PGW anticipates issuing City of Philadelphia Gas Works Revenuc Bonds in the
par amount of $270.0 million in its tiscal year (“FY™) 2017, the 12 months endcd
August 31, 2017. The exact timing of the issuance would be subject to market
conditions. The next bond issuance is projected 10 be in FY 2020 and in the
amount of $180 million.

PRO FORMA FINANCIAL RESULTS

HAVE YOU PREPARED A PRO FORMA TEST YEAR INCOME
STATEMENT, CASH FLOW, DEBT SERVICE COVERAGE AND
BALANCE SHEET THAT PROJECTS THE COMPANY'S STATUS IN
THE CURRENT YEAR AS WELL AS ON A PROJECTED BASIS?

Yes.

FIRST, PLEASE EXPLAIN THE TEST YEAR ON WHICH PGW’S
CLAIMED REVENUE REQUIREMENT IS BASED.

As permitted by Act 11 of 2012, PGW has based its claimed revenue requirement
on the fully forecasted 12 months ending August 31, 2018. referred to as the Fully
Projected Future Test Year (“FPFTY™). The Future Test Year (“FTY”) s I'Y
2016-2017 or FY 2017 and the Historical Test Year ("HTY™) is FY 2015-2016 or
FY 2016, Those results are displayed on Exhibit JFG-1. Each page of this
exhibit shows data for: (1) the HTY, the 12 months ended August 31, 2016 or FY
2016: (2) the FTY, the 12 months ended August 31, 2017 or I'Y 2017; and (3) the
FPI'TY, the 12 months ended August 31, 2018 or FY 2018. The Exhibit also

shows projcctions for FY 2019 through FY 2022 (which | will refer to as the

110661931 33 5



1§

19

20

|38}

155
o

2]
‘s

I
N

8]
AN

“Forecast Period™). Page | of Exhibit JFG-1 displays operating revenues,
operating expensces and nct carnings (Statement of Income); page 2 displays
PGW's Cash Flow Statement, page 3 shows Debt Service Coverage: and page 4
shows the Company’s Balance Sheet and capitalization ratios.

PLEASE DESCRIBE HOW THE DATA FOR THE HISTORIC TEST
YEAR WERE DERIVED.

The HTY is the actual audited results for FY 2015-2016. Note that these data are
not adjusted for normal weather.

PLEASE DESCRIBE HOW THE FUTURE TEST YEAR AND FULLY
PROJECTED FUTURE TEST YEAR RESULTS WERE CREATED.

The FTY and FPFTY results were derived by starting with PGW’s current (FY
2016-2017) Budget (“Budget vcar™). approved by the Philadelphia Gas
Commission (“PGC™). PGW develops its annual Budget generally, as follows:

1. PGW's Marketing and Gas Planning departments calculate
revenues and sales by class for the Budget year, and provide projecttons for the
forccast years. This process is fully described in the testimony of Kenncth
Dybalski (PGW St. 6). Revenuc-related expenses (chiefly natural gas) arc then
calculated.

2. The Budget year expenses are then determined. Each department
submits its view of the expense levels it will experience in the budget year.
Where a specific cost category increase or changes aftecting the expense level
was identificd, those levels were used to establish the expense for the respective
Budget year. For example, PGW utilized the annual wage increases established in
its current collective bargaining agreement to calculate wage expense for various

departments. Also, PGW utilized information provided by its benetits consultant

{L.0661931.3} 3
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to project health care costs and other benefit costs, including Other Post-
Employment Benefits (“OPEB™). Long-term debt interest expense and debt
amortization was also adjusted to reflect more recent information concerning the
results of the recent debt refinancing. These results were then used to prepare
four key financial schedules for FY 2016-2017: income statement; cash flow
statement; debt service coverage: and the balance sheet.

DOES PGW ALSO PREPARE A FIVE YEAR FORECAST OF
FINANCIAL OPERATIONS?

Yes. Using the Budget year as the base year. PGW rolls forward its budgeted
operating results to creale a five-year forecast, taking account of any known rate
or other changes that might affect the results in a particular year. PGW used the
first year of its live year forecast. 'Y 2017-2018, as its FPFTY.

WHAT IS THE REVIEW AND APPROVAL PROCESS ASSOCIATED
WITH THIS BUDGET AND FIVE YEAR FORECAST?

In addition 1o an internal review and approval process by the PGW exccutive
team, PGW is required to obtain approval of its annual budget from both the
Philadelphia Facilities Management Corporation ("PFM(”) (the equivalent of
PGW’s Board of Directors) and the PGC. PGW's capital budget must be
approved by the PFMC, the PGC, and Philadelphia City Council.

HOW ARE THE AMOUNTS SHOWN ON JFG-1 DIFFERENT THAN

THOSE APPROVED BY PFMC, PGC, AND PHILADELPHIA CITY
COUNCIL?

For the FPIFTY (FY 2017-2018) and the Forecast Period (FYs 2019, 2020, 2021
and 2022), and as explained more fully by Mr. Kenneth Dybalski, PGW St. No. 6,
pro forma revenues have been adjusted to reflect normal weather using a ten-ycar

average lor heating degree days and the estimated impact of gas cost changes.

TLOA6T931.3) 7
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Test year expenses have also been updated for known changes. the most
significant of which is the effect of GASB 75 on the FY 2017-2018 year.

PLEASE EXPLAIN GASB 75 AND ITS EFFECT ON PGW.

Both privately and publicly owned companics are required to adhere 10 General
Accepted Accounting Principles (“GAAPT) established by accounting review
boards. Investor owned utilities must adhere to GAAP established by the
Financial Accounting Standards Board (“FASB™). States and municipalities must
adhcre to similar standards promulgated by the Governmental Accounting
Standards Board (“GASB”). GASB 75, the equivalent of FASB for
municipalities, mandated that starting in FY 2017-2018, OPEB costs for retirees
be shown as deferred inflows of funds and deferred outflows of funds on the
balance sheet rather than as current expenses. The necessary adjustments were
made in the FPFTY to reflect these accounting mandates. Importantly, this
accounting change relates to compliance with GAAP and does not climinate or
change PGW’s obligation to continue to pay the appropriate level of cash outlays
as calculated by the actuary.

WHAT OTHER ITEMS HAVE BEEN UPDATED?

The cost of PGW's most recent refinancing has been reflected in the FPFTY. In

addition, PGW's rate case expense has been amortized over three years.

CALCULATION OF REVENUE REQUIREMENT

PLEASE EXPLAIN THE BASIS ON WHICH PGW HAS CALCULATED
ITS REVENUE REQUIREMENT FOR THE FPFTY.

As noted. PGW is not regulated on the basts of a fair rate of return on a used and

useful rate base as are investor-owned utilities; instead, the Company’s revenue

1106619313} 8
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requirement is established on the basis of the “Cash Flow Method.” While | am
informed that the use of the Cash Flow Method is mandated by the Gas Choice
Act.? the Commission has explained how it intends to implement that standard for
PGW. Inits 2010 Policy Statement, the Commission described the requirements
of the Cash Flow Method as follows:

(b} The Commission is obligated under law to use the cash {low
methodology to determine PGW's just and reasonable rates. Included in that
requirement is the subsidiary obligation to provide revenue allowances from
rates adequate to cover its reasonable and prudent operating expenses,
depreciation allowances and debt scrvice, as well as sufficient margins to
meet bond coverage requirements and other internally generated funds over
and above its bond coverage requirements, as the Commission deems
appropriate and in the public interest for purposes such as capital
improvements, retirement of debt and working capital

The Commission aiso stated that, in determining just and rcasonable rate
levels for PGW it would consider, among other relevant factors. the
following financial factors:

e PGW's test year-end and (as a check) projected future levels of
non-borrowed vear-end cash.

e Availablc short term borrowing capacity and intcrnal
generation of funds to fund construction.

¢ Debt to equity ratios and financial performance of similarly
situated utility enterprises.

o Level of financial performance needed to maintain or improve
PGW?’s bond rating thereby permitting PGW to access the
capital markets at the lowest reasonable costs to customers
over time.*

L]

66 Pa.C.S. § 2212(e); 52 Pa.Code § 69.2702(b) (" The Commission is obligated
under law to usc the cash tlow methodology to determine PGW’s just and
reasonable rates.”).

3 52 Pa.Code § 69.2702.
4 52 Pa.Code § 69.2703.

TLU661931 3 9
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PLEASE EXPLAIN HOW PGW HAS APPLIED THIS GUIDANCE IN
DETERMINING ITS REVENUE REQUIREMENT.

As a *cash flow” regulated company, PGW's operations are entirely funded from
rates, cither indirectly as a result of short-term or long-term borrowing (which
then must be paid back by ratepayers) or directly through charges to customers.
Accordingly, PGW’s most important financial metrics are:

1) debt service coverage ratios; and

2) end of year days cash on hand; and, separately,

3) hiquidity balance.

First. PGW’s debt service coverage levels are crucial because if the
Company {alls below the 1.5x minimum requirement in its bond covenants,
reflected in the City of Philadelphia Ordinance that establishes the requirements
for PGW's bonds® then it will be in technical default and its access to capital
markets will evaporate. However, it needs higher levels of coverage (above the
1.5x minimum) in order to meet cash requirements not contained in the Bond
Ordinance calculation or in the operating expense category of the income

statement.

Second. PGW's end of ycar cash balance is also crucial because PGW

needs an accumulated balance of cash in its accounts at tiscal year-end to pay its

The General Gas Works Revenue Bond Ordinance of 1998, approved on May 30,
1998, Bitl No. 980232, as amended and supplemented from time to time (the
“1998 General Ordinance™) and the General Gas Works Revenue Bond Ordinance
of 1975, approved on May 30, 1975, Bill No. 1871, as amended and
supplemented from time to time (the “1975 General Ordinance™) (collectively
referred 10 as the “Bond Ordinance™).
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substantial obligations (the largest of which are invoices for natural gas and
upstream pipeline capacity used by its customers) and working capital
requirements beginning in the fall and continuing into the winter, prior 1o

collecting revenues for the winter heating season.

Third, PGW's vear-end liquidity (cash plus available short-tcrm
borrowing capacity) is also important to meet its substantial obligations during the
winter prior to receiving revenues from customers. and to provide a responsible

and reasonable measure of cushion for unforeseen circumstancces.

In addition to the three metrics discussed above, the other indices that are
important are the Company’s capitalization ratio and its sources of intemally
generated funds to fund construction. Both of these factors are listed in the
Commission’s 2010 Policy Statement and are among the main focus points that
are considered by the bond rating agencies in evaluating the creditworthiness of

PGW.6

HOW DO THE OPERATING RESULTS SHOWN ON THE ATTACHED
EXHIBITS TREAT THE CITY PAYMENT OF 518.0 MILLION?

The City Payment is shown as an expense of the Company since PGW is legally
obligated to make this payment.” While the City of Philadelphia “granted back”™
this payment during PGW's financial crisis in the late 2000s, it has, since 2010,

ended the grant back. Based upon the latest budget and forecast information

See, e.g.. Exhibit JI'G-3 at Moody s Investors Service, Philadelphia (City of) PA
Gas Works. Credit Opinion (August 8, 2016): S & P Global RatingsDirect,
Philadelphia; Gas: Joint Criteria (August 10, 2016).

See 66 Pa.C.S. 2212(1).

1L0661931.3) I
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submitied by the City, it intends to continue to have PGW remit this fee for the
foreseeable future. Accordingly. the City Payment is treated as a “known and

definite™ cxpense in PGW’s operating results and resulting financial metrics.

Non-Borrowed Year-End Cash

WHAT LEVELS OF YEAR END CASH 1S PGW PROJECTING IT WILL
EXPERIENCE IN THE FPFTY?

in FY 2017-2018, PGW is projecting that it will end the year with just $47.4
million in cash; this projection dramatically decreases in the Forecast Period.

This equates to just 35.7 days of cash on hand® with the cash balance quickly
turning negative in the Forecast Period. As more fully explained by Mr. Hartman,
the bond rating agencies that closely follow PGW?s financial performance have
indicated that a cash balance of between 70 and 90 days of cash on hand is
adcquate for PGW to maintain its existing bond rating and not be downgraded.”
Therefore. a cash balance of only 36 days would not only be extremely
concerning to the rating agencies, it would also pose real challenges to the
Company’s ability to meet all of its obligations when they came due.

It is important to understand that the measurement of 36 days cash on
hand is being presented as of August 31, 2018, PGW's fiscal year-end. PGW's
cash balance changes throughout the fiscal year and is at a low point in the middlc
of the fiscal year (including in FY 2017-2018, the FPFTY). Maintaining a days’

cash on hand balance of 70 to 90 days at August 31* will be followed by a lower

w

49

Days of cash on hand calculation: Total Operating Expenses, less non-cash items,
depreciation and amortized pensions, divided by 365, divided into cash balance.

Exhibit JFG-3 at Moody’s Rating Action, August 8, 2016. p. 5 (Moody’s
forecasts that direct cash liquidity will remain in the 70 to 90 days range).

(106619313} 12
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balance in the middle of PGW's fiscal vear. Thus, the FPI'TY s balance of just 36
days cash on hand at fiscal year-cnd would result in just 22.6 days ol cash on
hand ($30 million) at the low point in December of that vear, leaving very litile
ability to respond to contingencies such as lower than pro forma sales or
unanticipated expenditures.

PLEASE DISCUSS PGW’S DEBT SERVICE COVERAGE RATIOS IN
THE FPFTY AND IN THE FORECAST PERIOD.

Turning back to the first important financial metric, at present rates, PGW's debt
service coverage ratios are just minimally above its Bond Ordinance coverage
requirement of 1.5x in the FPFTY. This coverage calculation does not take
account of certain cash obligations that are not in the operating expense section of
the income statement, including the City Payment, and certain pension and OPEB
obligations, all of which must be paid out of the cash that is part of the “coverage™
in excess of the debt service. PGW's calculations show that it needs coverages at
2.0x and above in order to produce enough cash 1o be able to meet all of its
obligations throughout the year, including the City Payment, pensions, OPEBs,
capital funding from internally gencrated funds, and additional funds lor working
capital.

PLEASE EXPLAIN PGW'S USE OF THE CASH GENERATED BY THE

DEBT SERVICE COVERAGE RATIO REQUIREMENT IN EXCESS OF
1.0 TIMES COVERAGE.

Under the Bond Ordinance, PGW has a mandatory debt service coverage ratio of
1.5x the debt service. which is calculated by subtracting operating expenses from
total funds available to derive total funds available to cover debt service. The

cash generated by this ratio (funds available to cover debt service) is used to pay

HLU061931 3} i3



1 other expenses that do not appear on the Statement of Income, but influences the

2 debt service coverage calculation. These payments include the $18.0 million City
3 Payment. $18.5 million to the OPEB Trust Fund, $2.0 to $3.0 million to the
4 pension fund. and $5.0 million towards retirec health care cost. Additionally,
5 PGW continues to utilize internally generated funds (“IGF”) for capital
6 construction to reducc its dependence on long-term debt {inancing and contributes
7 approximately $50.0 million to $60.0 million towards IGF. As of August 2016
8 this has saved PGW approximately $12.5 million in interest costs over the last
9 five fiscal years.
1 Q. WOULD THE RATING AGENCIES VIEW A DEBT SERVICE
11 COVERAGE LEVEL JUST ABOVE 1.5X AS CAUSE FOR A
12 DOWNGRADE?
13 A Yes, most definitely. The rating agencies calculate PGW coverages differently
14 than in the Bond Ordinance, accurately treating the $18.0 million City Payment as
15 a fixed obligation. When the Company’s debt service coverage is calculated
16 including the $18.0 million as a fixed obligation, PGW’s debt service coverage
17 falls to just above 1.3x in the FPFTY and drops to below 1.3x in the Forecast
18 Period:
FPFTY 2019 2020 2021 2022
Forecast Forecast Forecast Forecast
1.33 1.39 1.34 1.39 1.26
19 Since these coverage levels are materially below the 1.5-1.6x level that
20 Moody’s has observed tor PGW, they would very likely cause a downgrade by
21 Moody's, followed by similar negative ratings action by the other bond rating
22 agencies. PGW Witness Hartman discusses this in detail in his testimony.
23 Borrowing Capacity And Internal Generation Of Funds

11.0661931 3} 14
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HOW WOULD THESE FINANCIAL RESULTS AFFECT PGW'S
ABILITY TO USE NON-DSIC INTERNALLY GENERATED FUNDS TO
FUND CONSTRUCTION?

These financial results would reduce the IGF to below $30 million per year ($26.4
million in the FPFTY). This compares unfavorably to the level of non-DSIC IGF
the Company experienced in FY 2015-2016 of $33.1. At this level of revenues
PGW would not be able to maintain the 50/50 balance of funding for capital
programs that the rating agencies have commented on with favor. The Company
would have to either cut back on capital projects or issue more debl.

WHY HAS PGW CHOSEN A FINANCING STRATEGY FOR CAPITAL
SPENDING COMPRISED OF 50 PERCENT OF FUNDS FROM

INTERNALLY GENERATED FUNDS AND 50 PERCENT OF FUNDS
FROM DEBT?

PGW has chosen the financing strategy for capital spending comprised of 50
percent of funds from internally generated funds and 50 percent of funds from
debt in order to spread out some payvments over time rather than have the
ratepayers finance all capital improvements on a “pay-go™ basis. This
combination financing strategy allows PGW to use long-lerm debt, its tax-exempt
commercial paper program, and internally generated funds to finance the
improvements to its infrastructure.

IF PGW WERE FORCED TO UTILIZE DEBT FINANCING RATHER
THAN INTERNALLY GENERATED FUNDS FOR THE NEXT FOUR
YEARS WHAT WOULD THE IMPACT BE ON PROJECTED DEBT

SERVICE AND THE DEBT SERVICE COVERAGE RATIO
REQUIREMENT?

PGW would experience a decrease in its debt service coverage ratio for an
incremental increase in debt service. Debt service on a bond issuance of $100.0

million at a composite rate of approximately 4% would be approximately $7.0

{1.0661931.3} 13
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million per year. The bond covenant that mandates a 1.5x debt service coverage
would require additional revenues of $10.5 million per year to take account of
this requirement. Afier several bond issuances the debt service coverage
requirement would exceed a “pay as you go™ financing strategy. This significant
savings to ratepayers over time is also why PGW does not tinance its
construction program using entirely long-term bonds. In addition, any increasce in
the level of debt PGW is already projecting will drive its debt to total

capitalization ratio to unacceptable levels.

Debt To Equity Ratio and Financial Performance

WHAT IS PGW’S PROJECTED DEBT TO TOTAL CAPITALIZATION
RATIO FOR THE FULLY PROJECTED FUTURE TEST YEAR?

PGW’s debt to total capitalization ratio in the FPFTY is approximately 90%, well
above its actual level in the historic test year, 76.3%. While by FY 2022 the debt
to total capitalization ratio is projected to move to 88.5%. PGW would be very
concerned about increasing its debt burden, resulting in even higher levels of debt,
if it were required to do so to compensate for reduced levels of available IGT-.
Recall that PGW has had a goal of reducing its debt to equity level to under 60%
of total capitalization, and the Commission Staff has opined that a level of 70%

was not unreasonable.'?

1t

Pennsylvania Public Utility Commission, Staft Report: Inquiry into the
Philadelphia Gas Works' Pipeline Replacement Program. dated April 21,2015, p.
6. 44. 50.

[1.0661931.3; le
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Bond Ratings

WHAT WOULD HAPPEN IF PGW WERE TO EXPERIENCE THE
FINANCIAL RESULTS PROJECTED FOR THE FY 2018 FPFTY?

PGW would be in scrious risk of not being able to meet its cash obligations—and
absent some timely emergency action—having its debt service coverage levels
fall below the level mandated in the Bond Ordinance. [f either of these events
occurred, it would be entirely realistic for the raling agencies to downgrade or put
a negative outlook on PGW’s bonds. Such adverse actions by the rating agencies
would add to PGW’s borrowing costs and could trigger incrcased rates on PGW's
variable rate debt (the Fifth Series A-2 Bonds and the Eighth Series B, C. D and E
Bonds). The increased costs and/or the Company's liquidity profile would limit
PGW's reasonable access to capital markets. More importantly, the projected
level of cash is not an adequate level for a firm with over $600.0 million in
revenues and $500.0 million in operating expenscs. If actual expenses were to
exceed “normal” levels because of abnormally cold weather or an unanticipated
spike in gas prices, PGW could be left having to rely on its limited short-term
commercial paper for liquidity. Although PGW has the ability to issue up to
$120.0 million of commercial paper on a short-term basis, this approach would
add costs to customers and remove PGW's only source of short-term protection
against a failure to be able to pay its bills when due.

HOW DOES PGW CURRENTLY USE ITS COMMERCIAL PAPER?
Currently PGW utilizes its commeercial paper for capital financing. This strategy
allows PGW to hold oft the issuance of long-term debt, thus putting off the

associated costs, and also so that it can issuc bonds at the optimal time relative to

{L0661931.3) 17
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the long term bond market. Such optimal market timing can also reduce the costs
of long term borrowing. Utilization of commercial paper for working capital
would deny PGW the ability to reducc ratepayer costs by using the commercial
paper for capital projects.

The Company would also have to seriously consider issuing more debt in
order to continue its existing capital program. The Company does not believe that
issuing more debt would be prudent or viewed with favor by the bond rating
agencies. Cutting back on capital projects — the only other prudent alternative -
would have a materially adverse effect on the ability of PGW to continue to
modernize and increase the safety of its distribution network, as well as to attempt
to improve customer service.

WHAT ARE YOUR CONCLUSIONS BASED ON THE FINANCIAL
RESULTS AT PRESENT RATES FOR THE FPFTY AND THE
FORECAST PERIOD?

It is crucially important that PGW obtain rate relief in order to repair these
financial indicators. as well as 10 have sutficient cash in order to prudently operate
the Company. A failure to improve these results with additional revenues would
almost certainly result in a bond rating downgrade. which would raise the costs of
borrowing and limit PGW's access to capital markets.

WHAT LEVEL OF RATE RELIEF DOES PGW REQUIRE TO
MAINTAIN ITS FINANCIAL INDICATORS AT THE APPROPRIATE

LEVELS AND HAVE SUFFICIENT CASH TO PRUDENTLY OPERATE
THE COMPANY?

PGW has determined that an increase of $70.0 million would provide sufficient
additional revenues to enable it 10 maintain its financial metrics at adequate levels

and maintain its existing bond rating.

1LO661931.3) 1%
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HAVE YOU CALCULATED PGW’S FINANCIAL RESULTS IN THE
FPFTY AS WELL AS IN THE FORECAST PERIOD IF ITS PROPOSED
$70.0 MILLION RATE INCREASE IS GRANTED?

Yes, those results are shown on Exhibit JFG-2. At $70.0 million, PGW would
have coverages that exceed 2.0x in the FPFTY and in the Forecast Period.
Including the City Payment as an expense, PGW’s coverage for the FPFTY would
be almost at the desired 2.0x range, and would go above that minimum required
level in subsequent years. As I indicated above, coverages at this level are
required to permit PGW to have the funds it needs throughout the year to satisfy
all of its obligations. The proposed rate increase would also produce about
$114.0 million in year-end cash, or about 84 days ot cash on hand at the end of
the FPFTY. This is slightly better than the level that Moody's observed for PGW
for FY 2015 (77 days of cash on hand) and is in the range (70 to 90 days) that
Moody's has indicated it expects tor a company rated at Baal. This is consistent
with Moody’s August 2016 Credit Opinion. Finally, a $70.0 million rate increase
would produce enough IGF so that PGW could continue to fund its construction
budget from both long-term debt and IGF on an equal basis.

HOW WOULD THE RATE INCREASE AFFECT PGW'S FINANCIAL
PERFORMANCE DURING THE FORECAST PERIOD?

1t would similarly keep PGW at the levels it was experiencing in the historic test
vear and the levels on which the rating agencies have commented favorably. For
example, cash on hand would improve in FY 2018 to 85.7 days on hand and then
slowly decrease to 57.3 days on hand in FY 2022. Debt service coverage would
stay above 2.0x in the Forecast Period and PGW's debt to total capitalization

would slowly modulate to 74% in FY 2022. This highlights the fact that any

110661931 .3, 19
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Commission ratc increase granted in 2017 will make steady improvement in
PGW'’s financials because 1007 of the excess over costs is retained by the
Company. This is essentially what is shown by the improved cash flow and debt

service numbers.

ARE THERE CIRCUMSTANCES THAT COULD MATERIALLY
AFFECT THE FINANCIAL INDICATORS THAT YOU HAVE
PROJECTED?

Yes, PGW's pro forma income statement is calculated assuming a 4% bad debt
expense rate and a 96% collection rate. These projections do not assume any
material change in PGW’s collection practices. Howcever, there may be a material
change in the FPFTY to one of its key tools - its ability to place a lien on
propertics where the delinquent customer of record is not the awner of the
property. Part of the Company’s collection strategy is to usc its municipal hien
ability to lien properties to securc overdue amounts, including locations at which
tenants are responsible for the natural gas bill and the lien is placed on properties
owned by landlords. PGW is typically paid for its lien upon transfer of the
property or it can try to reduce the lien to a money judgment and execute on the
judgment. In this way PGW can eventually obtain payment for at least some of
these arrearages and reduce the bad debt expense that other customers otherwise
would have to bear. At the present time, PGW collects about $22 million each
vear from accounts associated with liens. However, on January 5, 2017 a federal
district judge issued a Permanent Injunction/Order that arrested PGW's ability to
continue to lien properties where the customer of record was not the owner.
While this decision is being appealcd, at the present time, it is not clear how this

ruling, as well as another PUC order affecting liened arrcarages. will ultimately

{1.0661931 3} 20
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affect PGW's liening ability, and, correspondingly, its ability to collect these
arrcarages from the responsible parties. 1f PGW’s liening ability with respect to
non-owner occupied properties is materially reduced or otherwise affected,
PGW's bad debt expense could increase by as much as one or more percentage
points (i.c.. from 4% to 5%. or greater). While PGW has not made an adjustment
to its pro forma results to account for this potential at the present time, it reserves
the right to do so if the effects of these legal proceedings become more “known
and definite.”

V. CONCLUSION
DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes.

1L.0661931.3} 21
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OPERATING REVENUES
Non-Heaung
Gas Transport Service
Healing
‘Weanther Normalzation Adjustment
Unbilted Adjustment

Total Gos Revenues
Apphance Repair & Other Revenues
Other Opersting Revenues

Tatal Other Opetating Revenues

Total Operating Ravanues
OPERATING EXPENSES
Natura! Gas
Qther Row Matertal

Sub-Tolel Fuet

CONTRIBUTION MARGINS
Gas Procossing
Field Services
Distnbution
Collection
Customer Service
Account Management
Bad Debt Expense
Marwetung
Adminisiratve & General
Health Insurance
Envirgnmentat Remeaiation
Caoptalized Fnnge Renefts
Capitatized Administratve Charges
Pensions
Taves
Other Post Employment Benefits
Cost/ Labor Savings
Sub-Taotal Other Operaiing & Maintenance
Depreciation
Cost of Removal
To Cleanng Accounts

Net Depteciation

Sub-Total Other Operating Expenses

TOTAL OPERATING EXPENSES
OPERATING INCOME
Interast Goln / [Losa} and Othor income
INCOME BEFORE INTEREST
INTEREST
Long-Term Dat
Qther
AFUDC
Laoss From Extinguishment of Debt
Total Intarost
NET INCOME
Cry Payment
NET EARNINGS

PHILADELPHIA GAS WORKS
STATEMENT OF INCOME
{Dollars in Thousands)

ACTUAL HTY FTY FPFTY FORECAST  FORECAST  FORECAST  FORECAST
2014-15 2018516 2018-17 2017-18 2018-19 2019-20 2020-21 2021.22
S 20753 0§ 21873 8 26425 $ 26230 $ 25378 S 24494 5 2365 $ 22873
39,562 38,550 45674 44614 46,222 47.594 48,853 50.055
619,164 472,275 524,234 534 832 543 666 £52.484 561 520 §71.,396
(10,747} 41479 5,905 ; . . . .
{2,165} (1.830) 1.673 315 104 83 119 108
676,027 572.347 603,911 505.991 515370 624,655 634,143 544,433
8.727 7.862 8,382 8.265 a7 8.421 B.515 8,601
12.493 10,928 13,023 12,757 12.903 13,044 13,186 13,338
21.220 18.890 21.205 21.022 21.250 21475 21,701 21,940
597,247 591,237 625116 627.013 636,620 $46.130 655.844 666,373
252,158 146,515 176.731 184,960 191,471 197,808 204,518 211,904
11 9 10 10 10 10 10 10
252.169 146.524 176,741 184,670 191 481 197,818 204,528 211,914
445,078 444,713 443,375 442,043 445,139 448,312 45,316 454,459
18,180 17,948 17,866 17,521 17,837 18,218 18,457 18,857
36.874 38.276 39.369 40,340 41.209 42,096 42,611 43,456
38.629 37473 41,890 42,562 43,528 44,358 44,925 45,824
3457 3.341 4,354 4,420 4518 4,600 4651 4,695
12.262 12.432 13,503 3.807 18,126 14,408 14,627 14,919
7.735 7.57 8.299 8407 8671 8,844 8.977 5,157
34833 27,132 30654 26,956 27,639 28,347 28,804 28,834
5.956 3671 2355 4438 4,528 4625 4694 4785
60.253 87,139 69.025 66,334 66.160 67.162 87,518 66.595
51051 53,370 58,305 30,841 33.641 36.627 39,880 43424
. . . - 2,045 1696 927 997
(8.860; 110.077 (11.537) (11,620 112,238) (12,937) (13.744) 114,613
(9,007 (10.778) (15.79M) (12,945 (13,738 (13.609) 114,032) {15.579)
43748 82.336 65.022 51,800 40,308 19,678 22,691 20,383
7.823 7.521 8,232 8.437 8,647 8,821 8997 §,377
6,726 9.929 5632 31,028 29,663 28,023 26.045 23583
- - 2.073) - - . - -
310,570 324,985 337.805 322377 318,845 321,184 306,028 306,564
48.474 47894 48847 50,595 52,436 54,244 $6,019 57.827
2,897 3,785 4.100 4,100 4,100 4,100 3,100 4,100
(5.584) (6.231) 8.771) 7.518) 17.562) (7.579) (7.219) (7.186)
43,787 45 448 46,179 47,180 48 9874 50,765 52,900 54 744
354,357 370.433 383976 369.557 365,619 371,929 358628 361,335
608,526 516.957 560,717 554 527 557,100 589,747 563,456 573,249
90,721 74.280 64.399 72.488 79,520 76.383 92,368 93,124
3,784 1,393 2,898 3.031 2,884 2,879 3.291 2 890
94,505 75,673 67,297 75.517 82,204 79.262 95,679 96.014
45.756 40,205 44,834 19,160 45,807 48,738 50,601 47,766
7.448 2,966 (4.059) (6.893) {6.252) (5,519) (4,784) (4,004)
(781) (1.120) 11,336) 920 1985) (964) (997) (1,030
4,100 4,478 6,081 5,668 5.300 4.894 4,490 4,072
56523 47,619 45,720 47.013 34 870 37,149 49,310 25,804
37,082 28,064 21,877 28,504 373U 32,113 46,369 45,210
18,000 18,000 18,000 18.000 18,000 18.000 18.000 18,000
$ 19,982 _$ 10,054 $ 35717 $ 10504 § 19,334 5 14313 & 28,7389 s 31,210

Presnt Rates
JFG -1
Page 1
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PHILADELPHIA GAS WORKS
CASH FLOW STATEMENT
{Dollars in Thousands}

LINE ACTUAL HTY FTY FPFTY FORECAST FORECAST FORECAST FORECAST
NO. 201418 2015-18 201817 201718 201819 2019:20 202021 2021.22
SCURCES
1 Net incoma s 37.982 $ 28,054 $ 21.577 $ 28,504 s 37334 S 32,113 3 46,369 s 49,210
2. Cepreciaton & Amontzobion 53,258 50,371 45,049 47,000 49114 51,246 53,350 55.518
3. Earnings on Resincted Funds Withdrawal/{No Withdrawat) 7.051% 223 {1.663) {1.324) (858) {1.133) (1.224) 11,104}
4 Proceeds from Bond Refunoing to Pay Cost of issuance . . 2,700 . - 500 . .
5. increasea/(Cecreased) Other Assets/Liabittes 23,696 28,209 29,078 (5,274} {18.245) {31,091 (46,024} {53.725)
6. Avadable From Operations 121,987 108,657 86,741 68,906 57,244 51,635 52,471 45,899
7 Drawdown of Bond Proceeds . - 65,000 52.000 57.000 55,000 57,000 59,000
a Release of Restncied Fund Assets 8.562 8.671 . - - . . R
Q. Retense of Band Proceeds to Pay Temporary Financing - - 71.000
10 Temporary Financing 30.000 41,000 - - - . - -
1. TOTAL SOURCES 160,549 154 330 232,741 120.906 124,244 106,835 108.471 108,899
USES
12, Net Construction Expenditures 85,499 100,333 132,832 109.010 115,628 113,149 117,009 120,996
13. Funded Debt Reduction: 13.50) - - - . - . .
14. Revenus Bonds 62,190 53,825 34,790 51,834 47,747 62,905 44 084 57.74%
15.  Temporary Fi g Repoy - - 71.000 - . . . .
16. Distnbution of Eamings 18,000 18,000 18,000 18,000 18,000 1B,000 18.000 18,000
Aadaons To {Reductions of)
17 Non-Cash Working Capial (27,236) 4 756 {37.738) 423 1,148 (2.78% (564) 175
18, Cash Needs 151,958 176,914 218 684 179,287 182,524 191,271 178,529 196.920
19 Cash Surplus (Shonfall 8.592 {22.584) 14 057 (58.361) {58.280) 84,636 (69,658) (88.021)
20. TOTAL USES 160,549 154,330 232,741 120,906 124,244 106,635 108,473 108.899
1 Cash - Beginning of Penod 105,734 114,327 91,742 105,800 47 435 (10.841: 195,477) (164,535)
22 Cash - Surplus {Shortfall) 8.593 (22,584 14,057 (68.361) 158.280) (84,636} {69.058) (88.021)
23. ENDING CASH $ 114327 3 91,743 108,800 $ 47 439 $ !10,841! $ !05.477! $ !164,535! $ Izsz,sssl
24, Qutstanding Commarclal Paper . - - - - .
25 Outstanding Commerclal Papor - Capital 30,000 74,000 - - . . . .
26 DSIC Revenue 13.764 26.253 32,541 30,579 30,855 31.214 31,518 31.846
27 Intomally Genersted Funds 31,735 33.080 35,091 26431 27732 26,935 28,491 ag150
28, TOTAL IGF « Incrermontal DSIC Rovenue 45,499 59,333 67,632 57,010 58628 58,149 60,009 1,986

Presnt Rates
JFG -1
Page 2
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PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE
(Dollars in Thousands)

LINE ACTUAL HTY FTY FPFTY FORECASY FORECAST FORECAST FORECAST
NO, 201415 2015-16 2016-17 2017:18 2018-19 201920 2020-21 202122
FUNDS PROVIDED
1. Total Gas Revenues S 576,027 S 572,347 $ 603.81% $ 605991 $ 615370 $ 624,655 S 514,143 § 8644473
2. Other Operating Revenues 21.220 18,830 21.205 21,022 21.250 21,475 21,701 21.940
k) Tolal Operating Revenues 697,247 593,237 625116 627,013 635,620 646,130 655,844 866.373
4. Othet Income Incr 7 {Decr.} Restnctad Funds 10.B35 1,416 1,238 1,707 1,726 1,746 2,067 1,786
5 Crty Grant - i . - - - - -
[ AFUDC (interest) 781 1,120 1.136 920 935 664 Q997 1.030
7 TOTAL FUNDS PROVIDED 708.861 593.773 627,487 629,640 639,331 548,840 658,908 669,189
FUNDS APPLIED
8  Fuel Costs 252,169 148,524 176,741 184,970 191,481 197,818 204,528 211,914
9 Othor Operating Costs 354,357 370433 383.876 369,557 365,618 371,929 358,928 364,335
10, Tota! Operating Expenses 606,526 516,957 560,717 554,527 557,100 569,747 563,456 573,249
1" Less: Non-Cash Expenses 74,535 89,059 92,630 78,214 68,463 69.770 55,503 55.924
12, TOTAL FUNDS APPLIED 531,99 427 808 468,087 478,313 488,637 459,977 507.953 512,325
13. Funds Avadable 1o Cover Dabt Service 176,872 165 875 159,400 153,327 150,894 148,862 150,955 151.884
14, 1975 Qrdinance Bonds Debt Service 26.904 - . - - .
15,  Daobt Scrvico Coverage 1975 Bonds 6.87 - - - . . . .
16. Net Avalatie ater Pnar Debt Senica 149 968 185,875 159,400 153.327 150,694 148,863 150,955 151,864
17 Egqurpment Leasing Dedt Senice - - - . - - . .
18, {e! Avartable ofter Prot Capttal Lenses 149,968 165,875 159,400 153,327 150.694 148,863 150,955 151 B84
19, 1998 Orainance Bonas Debt Service 70,139 77,867 66,868 101720 95,276 97.858 95,459 106,342
20. 1999 Oraintnce Subordinate Bands Dabt Senvice - (TXCP) - - . . R R A )
21. Totn! 1998 Ordinance Detit Service 70,139 77.867 66,868 101,720 95278 97.858 95.459 136,342
22. Debt Sorvice Coverage 1998 Bonds 214 243 2.38 1.51 1.58 1.52 1.58 14
23 Net Availatle after 1998 Debt Service 79,829 8e.008 92,532 51,607 55,418 51,008 55,4956 45,522
24, Aggregate Dent Service 97.041 77.867 66,868 101,720 35,276 57,858 95,459 106,342
25, Debt Service Coverage (Combined hens) 182 21 2.38 1.51 1.58 1,52 1.58 1.43
26, Debdt Serwce Coverage (Combined kens with $18.0 City Fee) 1.64 1.90 2.1 1.3 1.39 1.34 1.39 1.26

Presnt Rates
JFG -1
Page 3
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Present Rates

JFG -1
PHILADELPHIA GAS WORKS Page 4
BALANCE SHEET
(Dollars in Thousands)
LINE ACTUAL HTY FTY FPFTY FORECAST FORECAST FORECAST FORECAST LINE
NO. 8i31118 8/31/16 8131117 813118 8131118 8131120 8131121 8134122 NO.
ASSETS
1. Utility Plant Net 1,232,370 1,284,810 1,368,600 1,427,014 1,490,206 1.549,111 1.610.101 1.673.270 1
2, Sinking Fund Reserve 90,1414 86,652 105.198 106,253 107,320 120,248 121,456 122,676 2.
3.  Capital Improvement Fund - - 113,603 61.864 4,742 117,435 50.431 1.295 3
Workers' Compensation Fund
4. & Health Insurance Escrow 5,820 2.603 2810 2616 2629 2,642 2,662 2,682 4.
5, Cash 114,327 91.743 105,800 47,439 {10.841)} (95.477) (164,535) (252,555) 5.
Accounts Receivable:
8. Gas 182,433 142,435 136.100 133.168 129,686 126,572 122,911 119,664 6.
7. Other 1,250 2,046 1.500 1.525 1,550 1,575 1,600 1.625 7.
8. Accrued Gas Revenues 5.189 3.368 5.041 5,356 5.460 5,543 5,662 5771 8.
9. Reserve for Uncollectible (102.029) (74.286) {71.890) (70.484) {68,805) (67.813) {68,338) (64,880) 9.
10. Tolal Accounts Receivable: 86.853 73.563 70,751 69,565 87.891 65877 63.835 62,180 10.
11, Materals & Supplies 50,908 47.891 47,005 49,220 50.734 52,002 53,509 54,872 11.
12.  Other Current Assets 460 1,642 455 459 483 467 4714 475 12
13, Deferred Debits 13,135 29,376 4,782 4987 4.489 4,464 4,343 4311 13.
14.  Unamortized Bond Issuance Expense 3.473 512 383 341 303 270 241 215 14,
15.  Unamortized Loss on Reacquired Debt 30.853 53.946 47.865 42,199 36,899 32,005 27515 23,443 15.
18.  Deferred Environmental 28.609 28,425 28.767 28,767 26,722 25,026 24,099 23,102 16.
17.  Deferred Pension Qutfiows 78.129 88,043 41,908 13,952 - - - . 17.
18,  Ofher Assets 35,503 24,357 39,720 40.604 42,007 43,378 44,799 46.216 18.
19. TOTAL ASSETS 7T 19774 1835280 , T 1877448 i T 1762182 18.
EQUITY & LIABILITIES
20. City Equity 277.984 288,038 30.427 40,831 60.265 74,378 102.747 133,957 20.
21. Revenue Bonds 915,175 837.830 1,073.041 1,021,208 973,460 1.090,557 1.046.473 088.724 21,
TECA Accretions -
22. Unamortized Discount (787} (110) (875) {825) (778) (732) (686} (841) 22.
23. Unamortized Premium 43,360 88,703 78.667 69,303 80,595 52,623 45,389 38,938 23.
24.  Long Term Deb! 957,748 926.423 1,150,833 1.089,686 1,033,277 1,142 448 1.091.176 1.027.021 24,
25.  Notes Payable 30.000 71.000 - - - - - - 25.
26.  Accounts Payable 56,027 55,870 56,084 57221 57,434 56.011 56,216 56,144 26.
27.  Customer Deposils 2.858 3308 3.000 2,870 2.747 2.630 2,519 2413 27.
28.  Other Current Liabilities 6.196 7.792 4930 4,932 4,936 4,941 4.946 4.922 28.
29.  Pensian Liability 239,869 296.093 291,253 285,870 280.051 274 416 287,534 260.380 28,
30. Deferred Credits 7.895 5,999 2,084 4.497 2,791 2.018 2,084 2,080 30.
3t.  Deferred Pension Inflows 11,653 - - - 2,813 11.120 12,280 12.302 31,
32.  Accrued interest 6.709 2,808 15,584 14,839 14,417 17.903 17.129 16.303 32,
33.  Accrued Taxes & Wages 3,342 3.609 5975 4,100 4631 5170 5,696 6,228 33.
34,  Accrued Distribution to City 3.000 3.000 3.000 3.000 3.000 3.000 3.000 3.000 34,
35.  Other Liabllities 168,400 149,623 414,298 387,334 357,502 323,413 283,595 237,432 35.
36. TOTAL EQUITY & LIABILITIES 7,771,681 1.819.563 1977.455 1,895,260 1, 1.017.448 , 7162182 36.
CAP[TALIZATION
37.  Total Capitalization 1,235,732 1,214,461 1,181,260 1,130,617 1.093.542 1.216.826 1,193,923 1,160,978 37.
38. Tota! Long Term Debt 857,748 926,423 1,150,833 1,089,686 1,033,277 1,142,448 1.091,176 1,027,021 38.
39.  Debt to Equity Ratio 17.50% 76.26% 97.42% 96.38% 94.49% 93.89% 91.39% 88.46% 39.
40.  Capitalization Ratio 3.45 .22 37.82 28.62 17.15 15.36 10.62 767 40.
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PHILADELPHIA GAS WORKS
STATEMENT OF INCOME
{Doilars in Thousands)

Proposed Rates
JFG-2
Page 1

LIN ACTUAL HTY FTY FPFTY FORECAST FORECAST FORECAST FORECAST LINE
NO, 2014-15 2015-16 2018-17 201718 201819 049-2 2020-21 2021-22 NO.
OPERATYING REVENUES
1. Non-Heating S 30.753 s 21873 § 26,425 S 26,230 $ 25378 s 24,494 S 23,651 $ 22,873 1.
2. Gas Transport Service 39,962 38,550 45874 44614 46,222 47,594 48,853 50,055 2
3. Heating 618.164 472,275 524,234 534,832 543 668 552,484 561,520 571,396 3
4, Revenue Enhancement / Cost Reduction - - - 70,000 70,000 70,000 70.000 70.000 4
5, Weather Normalization Adjustment (10.747) 41,479 5,908 - - - - R 5
8. Unbilled Adjustment {2,105) {1.830) 1,673 315 104 a3 119 108 6
7. Total Gas Revenues 676,027 572,347 603,911 675,991 685,370 694,655 704,143 714 433 7.
8, Appliance Repair & Other Revenues 8727 7,962 8,182 8.265 8,347 B.431 8.515 8,601 8
9. Other Operating Revenues 12.493 10,928 13.023 12,757 12,903 13.044 13.186 13.339 S.
10 Total Other Operaling Revenues 21,220 18,890 21,205 21,022 21,250 21,475 21,701 21,840 10.
13 Totat Operating Revenues 697 247 591,237 625116 697.013 706,620 716,130 725,844 736,373 11.
OPERATING EXPENSES
12. Naturat Gas 252.158 148,515 176,731 184,960 191,473 197,808 204,518 211,904 12.
13, Other Raw Matenal 11 ] 10 10 10 10 10 10 13
14. Sub-Total Fuel 252,168 146,524 176,741 184,970 191,481 197.818 204,528 211,914 14.
15 CONTRIBUTION MARGINS 445,078 444,713 448,375 512,043 516,139 518,312 521316 624,459 15
16 Gas Processing 18,160 17,948 17 666 17.521 17.837 18.216 18,457 18,857 16.
[ ¥4 Field Services 36,874 36,278 39,369 40,340 41,299 42,096 42611 43.456 17.
18. Distnbution 38629 37,173 41,690 42.562 43,528 44358 44 925 45824 18
19. Collection 3,457 3,341 4,354 4,420 4515 4,608 4651 4,695 19,
20. Customar Service 12,2682 12,432 131503 13807 14,126 14,408 14 827 14 919 2Q.
23 Account Management 7.735 7.571 8,399 8,487 8,671 8,844 8,977 9,157 21,
22. Bad Debt Expense 34,833 27,133 30.854 30,073 30.784 31,524 31984 31.967 22
23. Marketing 6,956 3.671 4,355 4,439 4,538 4,625 4,694 4,785 23.
24 Administrative & General 60.253 B7.139 §9.02% 66,334 86,160 67,162 67,518 68,595 24
25. Healh insurance 53.051 53.370 58,305 30,8114 33.641 36.627 39,880 43,424 25.
26. Environmenial - - - - 2,045 1.696 827 997 26.
27. Capitalized Fringe Benefits 18.8560) {(10.077) (11.537) (11.620) {12,238) (12,937) {13,744) {14,613) 27
28, Capilalized Administrative Charges {9.097} {10.778) {15.791) (12,845) {13,738) {132.409) (14,032} {15,579) 28.
29, Pensions 43,748 62336 65,022 51,800 40,208 39,678 22,691 20,383 29.
0. Taxes 7.823 7,529 8,232 8,437 8,647 8,821 8,997 9177 30
3. Qther Post Employment Benefits 6,726 9.928 6,832 31.028 29663 28,023 28,045 23,683 3.
32, Cost / Labor Savings - - {2.073) - - - R - a2
a3 Sub-Total Other Operating & Maintenance 310,570 324,985 337,805 325,494 319,790 324341 309.208 309,727 33
34, Depreciation 46.474 47.854 48,842 50,598 52,436 54,244 56,019 57 827 34,
35, Cos! of Removal 2.897 3785 4,100 4,100 4,100 4,100 4,100 4,100 35.
36. To Cleanng Accounts {5.584) {6.231) {6.271) (7.518) (7.562) (7.579) (7.219) (7.188) 36.
37 Net Depreciation 43,787 45.448 46.171 47 180 48,974 50.765 52,900 54,741 7
38 Sub-Total Other Operating Exponses 354,357 370433 383,876 372,674 368,764 375.108 362,108 164 468 38,
39, TOYAL OPERATING EXPENSES 606,526 516,957 560,717 557,644 560,245 572,924 566 836 576.382 39
40. OPERATING INCOME 90,729 74,280 64,399 139.369 146,375 143,208 159,208 159,991 40
41 Interast Gain / (Loss) and Othor iIncome 3.784 1,393 2,898 3,031 2,884 2.87¢% 3,291 2.890 a1
42, INCOME BEFORE INTEREST 94,505 75,673 87,297 142 400 149,058 146 085 162,499 162,881 42
INTEREST
43, Long-Term Debt 45,756 40,255 44 334 49,160 45,807 48,738 5080 47,766 43
44. Other 7.448 3,966 {4,058) {6.893) {8.252) {5.519) (4,784) (4,004) 44
45, AFUDC {781} {1,120) €1,136) (920) (985} (964) 1997} ¢1.030) 45,
46, Loss From Extinguishment of Debt 4.100 4,478 6,081 5,666 5.300 4,894 4,450 4,072 46
47. Total Interest 58,523 47,619 45,720 47,013 44,870 47,149 49,310 45,804 47,
49, NET INCOME 37,8t ; 28,064 21 !577 95,387 104,189 98,9368 113,188 116,077 48,
==E e -1
4% City Payment 18.000 18,000 18.000 18.000 18,000 18,000 18,000 18.000 49,
50. NET EARNINGS $ 19982 $ 10,054 $ 3,577 $ 77,387 $ 86,189 § 80938 $ 95,189 $ 98,077 50
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JFG-2
PHILADELPHIA GAS WORKS Page 2
CASH FLOW STATEMENT
{Dollars in Thousands)

ACTUAL HTY FTY FPFTY FORECAST FORECAST FORECAST FORECAST LINE

201415 2015:38 201817 2017:18 2018-19 2019-20 202021 2021.22 NO,
SOURCES
Net Income S 37,982 s 28,054 21577 S 85,387 $ 104189 s 098,836 $ 113,189 $ 3115,077 1
Depreciaon 8 Amorizaton 53.258 50.371% 45049 47,600 49,114 51,246 53,350 55,518 2
Earnings on Restincted Funds Witharawal{No Wihdrawat 7.05 23 {1.6E€} {1.324) 1958} {1,133} {1.224; £1,104) 3
Proceeds trom Bong Refunaing to Pay Cost of 1ssuance - 2700 - - 500 . . 4
nct {0 d} Other Assets/Liabi 23.696 28,209 29,078 {5.274) (16.246) {31.091) {46,024} (53.725) 5

Avatfable From Operations 124,967 106.857 98,741 135,788 134,099 118,458 119,291 116,766 5
Crawdown of Bond Proceeds - - 65,000 52.000 57,000 55,000 57.000 58,000 7
Release of Restncted Fund Asset B.562 8,673 - - - - . - 8
Relense of Bond Proceets to Pay Temporary Fmancing . . 71,000 R R . R . 5.
Temporary Financing 30,000 41,000 - - - . . . 10
TOTAL SOURCES 160,549 154,330 232.741 187.789 191.099 173.458 176.291 175,768 "

USES
Net Construction Expendituras 85,499 100,333 132,632 109,010 115628 112,149 117,009 120,996 12
Funded Debt Reduction: 13,503 . . - - . . ; 13
Revenue Bonds 62,190 53.825 34,790 51,832 47 747 62,905 44,084 57,748 14
Temporary Financing Repayment - - 71.000 . B - . . 15
Distnbtion of Eamings 18,000 18,000 18,000 18,000 18,000 18.000 18.000 18.000 16.
Additions To {Reductrons of)

Non-Cash Working Capaa! {27.236) 4,756 137.738) 188 886 {3,078} {882} 178} bl
Cash Neeods 151,958 178,914 218,684 178,032 182,261 190,978 178,233 196,669 18,
Cash Surptus {Shartfalhy 8,593 {22,584) 14,057 8,757 8.838 {17.518) (1.940) {20,801 19,

TOTAL USES 150,549 154,330 232,741 187.789 191.08% 173.458 176.291 175.766 20,
Cash - Beginning of Penod 105,734 114,327 91,7423 109.800 114,557 123,395 105877 103,937 21
Cash - Surptus (Shortfall) 8.583 (22,584} 14,057 B.757 3.6838 {17.518) {1.940) 120,803 22

ENDING CASH $ 114,327 $ 91,743 105,800 $ 114,567 $ 123398 $ 105,877 $ 103,837 $ B3.035 23
Outstanding Commercial Paper - - . . - - - 24,
Qutstanding Commercial Paper - Capital 30,000 71,000 - . R - . . 25,
DSIC Revenug 13,764 26.253 32,541 30,579 30.895 31,294 31.518 31846 26
internally Generatod Funds 31735 33,080 35,09 26401 27733 26,935 28,491 30,150 7
TOTAL iGF + Incramontal OS!C Roevenua 45,499 59,322 67,632 57010 58,628 58,149 60.009 61,596 28
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PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE
{Doliars in Thousands)

ACTUAL HTY FTY FPFTY FORECAST FORECAST FORECAST FORECAST
201415 2015-1§ 2016-17 2017-18 2013-19 2015-20 2020-21 2021-22

FUNOS PROVIDED
Total Gos Revenues $ 876,027 §72.347 $ 603911 $ 67590 S 685370 $ 694655 5 704143 $ 714432
Qther Qperating Revenues 21,220 18,890 23,205 21,022 21.250 21.475 21,701 21.940
Totol Operating Revenues 657,247 591,237 825,116 £97.013 706620 716,130 725,844 738,373
Other Income Incr. / {Decr.) Restricted Funds 10,835 1.416 1,235 1,707 1,726 1,746 2.067 1,786
Cay Grant - - . - - . - -
AFLIDC (Interest) 783 1.120 1,136 920 985 964 997 1.030
TOTAL FUNDS PROVIDED 708,863 593,773 827 487 899,640 709,331 718.840 729,908 739,189

FUNDS APPLIED

Fuel Costs 252,169 146,524 176,741 184,970 191,481 197,818 204,528 211,914
Qther Operoting Costs 354,357 370433 383,976 372674 368.764 375,106 362,108 164 468
Totat Operaling Expenses 606.526 516,957 560,717 557,644 560,245 572,824 566,636 578,382
Less: Non-Cash Expenses 74,535 89,059 92,630 78,214 68,463 69,770 55,503 55.924
TOTAL FUNDS APPLIED 531,991 427,898 468.087 479,420 491,782 503.154 511,133 520,458
Funds Avalable to Cover Debt Service 176,872 165,875 159.400 220,210 217.549 215,686 217.778 21871
1975 Qidinance Bonds Debt Service 28,904 . - -
Dobt Service Coverage 1975 Bonds 8.57 - . - . . .
Net Avadable after Prior Dett Service 149,968 165875 59,400 220,210 217,549 215686 217,775 218,733
Equipment Leasing Dabt Service - - - - - - - -
Net Availabie after Pnor Capdat Leases 149,968 185,875 159,400 220210 217.549 215,686 217778 218N
1988 Ordinance Bonas Debt Service 70,139 77.867 £6.688 101,720 95278 97,858 95,459 106,342
1999 Ordinance Subordinate Bonds Dedt Service - (TXCF - - - - - . . .
Total 1698 Dctinance Dett Sernvice 70.139 77.867 56,868 104,720 95,275 37.858 95 459 106,342
Dobit Servico Coverage 1898 Bonds 2.14 2.13 238 2.18 2.28 2.20 2.28 2.06
Net Avadable after 1598 Dett Sennce 76,829 88,008 92,532 118.490 122272 117,828 122,76 112,389
Aggregate Debl Servce 97.043 77,867 66,868 101,720 95278 97,858 95,459 106,342
Dedt Service Coverage (Combined lens) 1.82 21 238 2.18 228 2.20 228 2.06
Debt Service Coverage (Combined liens with $18.0 City F 1.64 1.90 21 1.99 2.09 2.02 209 1.88

Proposed Rates
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LINE
NO.

20.
21

22.
23.
24.
25.
26.
27
28.
29,
30.
.
32.
33.

35.
36,

37.
38.
39.
40

ASSETS
Utility Piant Net
Sinking Fund Reserve
Capital Improvement Fund
Workers' Compensaion Fund

& Health Insurance Escrow
Cash
Accounts Receivable:

Gas

Other

Accrued Gas Revenues

Reserve for Uncoliectible

Total Accounts Recaivable:
Materials & Supplles
Other Current Assets
Delerred Debits
Unamortized Bond Issuance Expense
Unamortized Loss on Reacquired Debl
Deferred Environmentat
Deferred Pension Qutflows
Other Assels
TOTAL ASSETS

EQUITY & LIABILITIES
City Equity
Revenue Bonds
TECA Accretions
Unamortized Discount
Unamortized Premium
Long Term Deb!
Notes Payable
Accounts Payable
Customer Deposits
Other Current Liabilities
Pension Liability
Deferred Credits
Deferred Pension Inflows
Accrued interast
Accrued Taxes & Wages
Accrued Distribution to City
Qther Liabililies
TOTAL EQUITY & LIABILITIES

CAPITALIZATION
Total Capitalization
Total Long Term Debt
Debt to Equity Ratio
Capitalization Ratio

Proposed Rates

JFG- 2
PHILADELPHIA GAS WORKS Page 4
BALANCE SHEET
(Dollars in Thousands)

ACTUAL HTY FTY FPFTY FORECAST FORECAST FORECAST FORECAST
8ra1is 8131116 8131117 813118 8131119 8131120 8131121 831422
1,232,370 1,284,810 1.368.600 1.427.014 1,490,206 1,549,111 1,610.101 1673.270

90,141 86.652 105,196 106.253 107.320 120,248 121,456 122,676
- . 113,603 61,864 4,742 117,435 60.431 1,265
5,820 2.603 2610 2616 2,528 2,642 2,662 2682
114,327 91.743 105,800 114,557 123,395 105.877 103,937 83.035
182,433 142,435 136,100 132,838 128,969 125,516 121,461 117,870
1,250 2,046 1.500 1.525 1.550 1,575 1,600 1,625
5,199 2.368 5,041 5,356 5.460 5.542 5,662 5,771
(102,029} (74.288) (71,890) (70,389) (68,586) (67.550) {65,979} (64.428)
86,853 73.563 70.751 69,330 67.393 65,084 62,744 60,838
50,908 47,891 47,005 49,220 50,734 52.002 53,509 54,872
460 1.642 455 459 463 467 471 475
13.135 29.376 4,782 4,987 4.489 4,454 4,348 4311
3473 512 393 341 303 270 241 215
30,853 53,946 47,865 42,199 36.899 32,005 27,515 23.443
29,609 28.425 28,767 28,767 28.722 25,026 24,099 23.102
78,129 88,043 41908 13,952 . - - .
35,503 24357 39.720 40,6804 42,007 43,378 44,799 46.216
T 1771681~ 1813583 1977485 T 1062.163 118, 2116313 3
277.984 288,038 30.427 107.814 194,003 274,939 370,128 468,205
915175 837.830 1.073.041 1.021.208 973.460 1,080.557 1,046,473 988.724
(787) (110) (875) (825) (778) (732) (686) (841)
43.360 88.703 78.667 69.303 60,595 52,623 45,389 38,938
957.748 926,423 1.150.833 1.089.886 1033277 1,142,448 1,091,176 1.027.021
30.000 71,000 . . - - - -
56.027 55.870 56,064 57.221 57.434 56,011 56.216 56.144
2.858 3.308 3.000 2.870 2.747 2,630 2.519 2413
6.186 7.792 4.930 4.932 4,936 4,941 4,946 4.922
239,868 296.093 261,253 285,870 280.051 274416 267,534 260.380
7.885 5999 2,001 4.497 2791 2.018 2.084 2,080
11,653 - - . 2,813 11.120 12.290 12.302
6.709 2,808 15,564 14,839 14117 17.903 17,129 16.303
3,342 3.609 5.975 4,100 4,631 5170 5,696 6.228
3.000 3.000 3,000 3,000 3.000 3,000 3,000 3.000
168.400 149,623 414,298 387.334 357,502 323,413 283,595 237,432
7768 8135 T 1977455 1. 057, T 28008 , 096.4
1,235,732 1,214 461 1,181.260 1,197,500 1,227,280 1.417,387 1,461,304 1,495,226
957.748 926.423 1.150.833 1,089,686 1,033.277 1,142,448 1,091,176 1,027,021
77.50% 76.28% §7.42% 91.00% 84.19% 80.60% 7467% 68.60%
3.45 3.22 37.82 10.11 533 416 2.95 219
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Exh. JFG-3

Philadelphia (City of) PA Gas Works

New Sale: Moody's revises PGW's outlook to positive; Assigns
Baal to $220 mil Gas Works Rev. Refunding Bds., 14th Series

Moody's Investors Service has revised the outlook to positive from stable and assigned a Baal
rating to the Philadelphia Gas Work's (PGW) $220 million Gas Warks Revenue Refunding
Bonds, Fourteenth Series {1998 General Ordinance). Concurrently, Moody's has affirmed the
Baal rating an approximately $903 miltion of PGW's pre-refunding 1998 Ordinance bonds
outstanding.

Summary Rating Rationale

The change in outlook to positive from stable recognizes PGW's strengthened financial
positian that is expected to continue owing to sound operational and cost management,

a sotid liquidity position and credit supportive rate regulation that improves cost recovery,
evidenced by the further increase in the distribution system impravement charge (DSIC) that
allows far greater cash funding of ongoing capital expenditures

PGW's rating recognizes the utility's credit supportive regulatory environment that has
increased the wtility's asset base and supported an acceleration to its main replacement
program; a stable financial position that is expected to be maintained; a sizeable low income
and stagnant customer base; and the utility's position as a supplier of last resort, which
yields consistently above average retail rates. The rating also incorporates the utility's sound
management that has enhanced PGW's operating elfficiencies resulting in recurring cost
savings. The rating further considers PGW's outstanding indebtedness which has declined

in recent years but Is forecast to rise given the issuance of new debt to finance capital
improvements through 2020. The moderately higher leverage profile is manageable given
about $50 million of annual principal amortization, a declining debt service repayment
schedule, and the fact that assets will be added to the balance sheet from the capital
improvemnent program.

PGW!'s state rate regulation constrains its cost recovery framewaork in comparison to the
majority of municipally owned gas utilities in the U5, which benefit from local unregulated
rate setting, Thus, the rating heavily factors the constiuctive relationship PGW has with the
Pennsylvania Public Utility Commission {PUC) and she fact that the PUC must approve rates
sufficient for PGW 10 salisly its indenture required 1.5 times debt service coverage ratio
(DSCR) rate covenant.
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U.S: PUBLIC FINANCE

" MOODY'S INVESTORS SERVICE

Rating Outlook

The paositive outlaok reflects Moody's view that PGW's sound fiscal management and credit supportive regulatory environment should
continue to result in stable financial metrics and improved operations despite a forecast increase in leverage related to ongoing capital
expenditures as well as the execution of the Liquefied Natural Gas (LNG) expansion project.

Factors that Could Lead to an Upgrade
» Prudent management of the potential LNG expansion project

» PGW's financial metrics are maintained at or near current levels

Factors that Could Lead to a Downgrade
» Financial metrics narrow due to higher than expectec costs and/or weaker revenue collections
»  Aless credit supportive rate regulatory environment

» Increased leverage without sufficient cost reccvery or a material decline in l:quidity

Credit Strengths

» Supportive rate regulatory environment and history of an effective working relationship with the state regulatory board and the
City of Philadelphia {A2, stable)

» Strong 1.5 times rate covenan! and The Public Utility Code requires the state regulatory board to establish rates that meet bona
ordinance requirements

» Ongoing operating improvements conain costs and support PGW's recent tinancial improvement

» Low natural gas prices, strategic location of its LNG assets, and significant storage capacity allow for effective gas cost
management and has already ytelded new revenues from off-system LNG sales since 2013

»  Aggressive strategy for collections of receivables has yielded strong and stable collection rates above 95%, except for a decline to
91.9% in FY 2013, reportedly due to timing differences in the calculation

» The City can only increase the $18 million City payment by 10% or $1.8 million with PUC approval

Credit Challenges

» Sizable low income residential population con:ributes to delinquencies that may grow if federal assistance programs are cut and
these residents face higher monthly bills

» Customer tase remains stagnant, despite the city's expanding economy and declining unemployment rate
»  Above average retail rates compared to peers
» High system leverage, while declining, is expected to remain above average, despite increased cash funded capital expenditures

» Maintaining sufficient availabte liquidity to balance exposures to gas prices, variable rate debt tiquidity risks, high reccivable levels
and other peneral liquidity needs
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. -MOODY'S INVESTORS SERVICE- U.S: PUBLICFINANCE

Key Indicators

txbubit 1
Key Financial Metrics for Philadelphia Gas Works

2012 2013 2014 2018
Ogeraﬁnﬂwenu& (5'000) 644,983 693,471 759,136 697,247
Debt Omsumding {$'000) 1,093,440 1,065,720 1,015,920 915,175
Debt to Operating Revenue (x) 170 1.54 134 1.3
Days Cash on Hand 54 69 &5 77
Adjusted Days Liquidity on Hand (incl. Bank Lines) 7 10 138 138
Moody's Net Revenue Totat Debt Service Coverage Ratio (x) 1.25 1.89 1.55 1.51
Bond Ordinance Total Debt Service Covemje Ratio (x) 1.75 290 21 2.14

Source PGW Audited Financhit § and Moody"s i Service

Recent Developments

In January 2016, the PUC approved PGW's request to increase the Distribution System Improverment Charge {DSIC) 10 7.5% from

5% of the non-gas component of a customer's bill. This additional $11 miltion enables PGW to further accelerate its long-term cast
iron main replacement program while fully recovering about $33 mition annually through the DSIC. In addition to the DSIC increase,
the PUC issued an order in July 2016 to allow PGW to recover past under coltections of the DSIC over a period of two years starting
in October 2016. The recoverable amount, anticipated to be $11.4 million total, will aiso help fund the main replacement program.
The PUC also approved continuation of the OPEB surcharge beyond 2015 and PGW will continue to fund their OPEB obligation $18.%
million annually.

There is no material charige regarding PGW's expansion plan Lo incsease its liquefaction capacity at one of its LNG plants in order 10
improve gas supply cost management while atso enhancing PGW's ability to sell excess LNG into the local market. PGW commissioned
a study by Pace Global to assess the potential regional LNG market demand for the expanded capacity at the Richmond LNG plant.
The current LNG liquefaction facilities were put into service in 2005 to replace the older, and more energy intensive, liquefaction

plant that was then at the end of its useful life. The current Richmond plant was originally ptanned as a two phase project with the
second phase intended to increase PGW's liquefaction capacity, this was not completed during the ariginal construction. The current
construction approach and timing of the potential expansion has yet to be finalized.

The potential addition of a new madern fiquefier with 21,000 Mcf per day of capacity will double PGW's liquefying capacity, allowing
the utility to take full advantage of its 4 Bcf storage capacity that is only about 50% utilized cutrently. The potential new liquefier also
provides redundancy with the 2005 vintage existing liquefier, but uses more energy. The existing liquefier technology utilizes rapid
pressure reduction to cool down the gas, thus limiting the energy usage during the liquefaction process compared to the new liquefier
that requires more energy to cool down the gas.

PGW is forecast to issue new debt to fund this potential liquefaction expansion along with other capital improvernents over the next
five years. Given the annual principal repayment of about $50 million a year and a declining debt service amortization schedule,

the new debt is not expected to notably weaken coverage or leverage metrics. However, the new debt would reverse a multi-year
deleveraging trend. Management reports it is unlikely to move forward with the expansion unless a few long-term contracts are signed
to ensure new revenues are generated to at least cover the debt service on the debt issued to fund the expansion. Further, there are
many layers of approval required from all of PGW's multiple oversight boards , including the City Council that has 7 new members
before PGW can issue debt to finance the LNG expansion plan.

PGW signed a new five year collective bargaining agreement (CBA) on June 17, 2015, effective May 15, 2015. The new contract inctudes
manageable wzge increases between 2.0% to 2.5 annually. A key modification 1o the CBA allows PGW to hire outside contractors

to perform work including work to replace the steet and cast iron mains. Outside contractars may also be used to perform main
abandonment projects regulated by the PUC.
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MOODY'S INVESTORS SERVICE._ ) i U.S. PUBLICTINANCE

Detailed Rating Considerations

ftevenue Genarating Base

PGW serves approximately 500,000 custormners in the Philadelphia area by supplying, storing and transporting natural gas As the
largest municipally owned regulated gas distribution utility in the US, PGW has a distribution monopoly, yet their resideqts have the
ability to chooss their gas supplier. If customers use another gas supplier, PGW is paid a transportation fee for the use of its lines. PGW
is also the regianal supplier of last resort.

Per moodyseconomy.com, Philadelphia’s economy is performing well. Job growth is now outpacing the national average with
employment up in most sectors. Income growth has improved and spurred spending as the {abor market tightens and the single and
multifamily housing market is its strongest since the mid 2000s.

Favorably, low natural gas prices have helped keep bills relatively tow and the weather normalization adjustment (WNA) mechanism
has also helped keep margins stable. The weather normalization adjustment is key to the utility's financial stability. While the WNA
tempers PGW's revenue upside during cald periods, it also limits the downside risk during warm years. For example, the 2012 year
was reportedly the warmest year on record and the WNA added $45 million of revenues in 2012 that helped mitigate the loss of $121
million of top line revenue due to the notably lower demand. Canversely, in the colder 2014 year, the WNA resulted in & refund to
customers of $12.3 million. We view the WNA as a favorable driver of credit stability.

In addition to the WNA, PGW's current rate structure benefits from historic regulatory support that has provided the utility with a
demand side management (DSM) program, the DSIC, and an Other Post Employment Benefit (OPEB) rate to fund the outstanding
OPES liability. The combination of these adjustment mechanisms along with prudent fiscal management is forecast to enable the
utility to avoid another base rate increase until fiscal 2018, This credit supportive rate regulatory history and PGW's current rate
structure is considered to be satisfactory and right sized for full cost recavery and the generation of adequate excess cash flow to fund
capital reinvestment.

The PUC support of PGW grew post 2000 when the PUC and PGW settled an appeal and the PUC adopted a new provision when
setting PGW's rates, The provision requires the PUC to allow PGW to charge sufficient rates to satisfy its bond covenants, including the
1.5 times debt service coverage satio rate covenant. Moody's calcutation of net revenue debt service coverage treats the $18 million
annual payment to the city as an operating expense, which results in a lower DSCR than the bond ordinance calculation.

Qperational and Financial Periosmance

Y 2015 operating revenues were down 8% over fY 2014 as low gas prices coupled with a mooest winter which lowered demand drove
revenue down. These factors also lead to a decrease in operating expenses particularly for natural gas purchases leaving net revenues
befare debt service in line with previous years, alheit slightly below 2014. For this reason Moody's calculated total net revenue debt
service coverage on all PGW revenue bonds in 2015 of 1.51 times was marginally tower than the 1.55 times in 2014. Moody's DSCR
includes the $18 miltion payment to the city as an operating expense, which lowers Moody's DSCR compared to the bond ordinance
DSCR of 2.14 times for FY 2015,

PGW's forecast DSCR for FY 2016 {ending August 37) is likely 1o be in close ta the DSCR for the last twa years, but will improve in 2017
given the advance retirement of debt service in 2016. Thereafter, DSCRs are forecast to be in the 1.5 to 1.6 times range or stronger
fotlowing a forecast base rate increase in 'Y 2018.
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Exhipn 2
Moody's calculated Debt Service Coverage Ratio, which includes PGW's payment to the dty as an operating expense, is expected to
continue to be in the 1.5-1.6 times range through FY 2017.
2.00<
1.90x
1.80x
1T0x
1.60x
150x
1402
130x
1202
110x

T.00x .
209 202 2013 2014 28 2016F 2017

Source: PCW Audited Financial Statements. Black & Veatch Engineering Report. and Muody's investon Sesvice

LIQUIDITY

Days cash on hand increased to 77 days in FY 2015 from 65 days in FY 2014 as this improvement was driven by lowert operating
expenses from lower sales and a moderate winter as well as a modest increase in unrestricted cash. PGW also had $90 million of
available commercial paper capacity backed by a letter of credit as of the end of FY 2015. This is forecast to decline to about $50
million by the end FY 2016 as PGW draws on the program to partiatly fund capital spending, The commercial paper program is
currently supported by letters of credit in the amount of $50 million from JP Morgan Chase Bank, N A, {Aa2(cr}, stable) and $70 million
from PNC Bank, N.A. (A1{cr), stable). Moody's forecast for days liquidity on hand will tikely remain in the 110 to 150 days range with
direct cash liquidity remaining in the 70 to 90 days range, depending on the amount of excess cash flow or commercial paper used to
tund capital investrments.

Debt and Giher Liabilivies

PGW's outstanding debt continued to dedline and is at its lowest debt level in about two decades in FY 2015 despite still having
relatively high leverage compared to other gas wtilities. PGW's capital plan, covering 1Y 2017 to FY 2021, totals about $587 million with
the majority (82% or $483 million) dedicated to the distribution system, which is primarily the cast iron main replacement program.
About half of the current plan will be funded with debt while the balance will come from the DSIC and internally generated funds.

DEBT STRUCTURE

While PGW repays abaut $50 million in debt principal annually, new debt far capital improvernents of about $270 million in FY 2017
and $180 miillion in FY 2020 will increase the utility's debt levels back to FY 2011 levels PGW's debt service repayment schedule, post
refunding, is dedining overall with final maturity ir. FY 2040. This amortization profile provides PGW with the flexibility to layer in new
debt service payments for new debt without notably raising annual debt service costs that would require a base rate increase. PGW's
debt is primarily fixed rate with variable rate dernand bonds accounting for about a quarter of the outstanding debt in recent years.

The current refunding fixes the interest rate on a portion of the variable Series 8B, 8C, 8D and 8E, of the 1998 Ordinance Bonds, which
constitute most of PGW's variable rate debt, along with reducing the notional amount of the associated swap agreements. PGW's only
other remaining variable debt, Series 5A-2 of the 1998 Ordinance Bonds, will remain unchanged and has approximately $30 million
outstanding.
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PGW's current capital plan increases debt outstanding to historically higher levels
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DEBT-RELATED DERIVATIVES

PGW currently has one outstanding floating-to-fixed rate swap with JP Morgan Chase Bank, N.A (Aa2{cr), stabie) for a $225.5 million
notional amount that synthetically fixes the variable interest rate on $225.5 million of outstanding variable rate demand bonds. This
amount wilt be reduced 1o match the amount of variable rate debt still outstanding post refunding Inder the swap agreement, PGW
pays JP Morgan semiannual fixed rate payments of 3.6745% and receives fioating payments based on 70% of 1-month LIBOR. The
mark-to-market value on the swap was a negative $50.6 million as of June 30, 2016. PGW has no collatera! posting requirement

and the swap is insured by Assured Guaranty Municipal Corp (A2, stable), whose rating is considered under the swap's additional
termination events should the insurer's rating fall below A2/A and PGW's rating would also have to fall below Baa2/BBB.

PENSIONS AND OPEB

The City of Philade!phia sponsors PGW's single employer defined-benefit pensian plan, the Philadelphia Gas Works Pension plan.

In December 2011, the City passed an ordinance to offer all new PGW employees a one-time option of entering into 2 deferred
compensation plan with an employer contribution equal to 5.5% of applicable wages or the defined-benefit pension plan with an
employee contribution of 6% of applicable wages. PGW's defined-benelit pension funded ratio was decreased to about 68% in FY
2015 from about 74% in FY 2014 due to the adoption of GASB 68 in 2015 that changed the underlying assumptions including a 30
basis points reduction in the assumed discount rate and adjustments to life expectancics. The 689% funded status is also about even
with the post-recession low seen in FY 2010. While PGW continues Lo pay its annual actuarial required contribution {ARC), the current
funded ratio remains below pre-recession levels that averaged about 86%.

As of FY 2015 PGW's OPEB funded ratia is line with the prior year at about 21% but is an improvement from zero five years prior as a
result of the PUC approved OPEB rate surcharge. We would expect this ratio to continue to annually improve given the PUC's approva.
to extend the OPER surcharge beyond 2015 which would correspondingly lower the annual OPEB costs to the utility but note than

an increase in unfunded liabilities in 2015. PGW's OPEB plan includes healthcare ard life insurance benefits in accordance with their
retiree medical program.

hanagement and Guvernance:

PGW is municipaly owried by the City of Phitadeiphia, but urlike other municipally owned utilities, PGW's rates are regulated by the
state's PUC PGW has a monopoly over gas distribution in its 134 square mile service territory. PGW is responsible for the day-to-
day operation, management and maintenance of the gas system, yet several other entities have oversight aves PGW's operations,
including budgetary and rate approval. The state’s PUC regulates PGW's rates, services and safety, while Lhe seven member board

of the Phitadetphia Facitilies Management Corporation (PMFC) is the executive management and opetational director of PGW.

The Philadelphia Gas Commission (PGC) is 2 five member aversight board who approves PGW's operating budget and some PFMC
parsonnel, as well as reviewing the capital budget, real estate transactions and gas supply contracts for approval by the City Council
The live member PGC board is made up of the City Controller, two mayoral appointees, and two city council appointees. The City
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Council enacts tegislation to approve PGW's capital budget and gas suppuy contracts, as well as other matenal operating changes, reat
estate transactions and capital investments,

Legal Security

The 1998 Ordinance honds are secured by net revenues of the system. There is 3 strong rate covenant and additional bonds test
requiring net revenues to be 150% of annual debt service costs and a cash funded debt service reserve fund at maximum annual debt
service. The indentures requires PGW to operate and maintain the Gas Works System as long as any bonds or notes are outstanding,
effectively restricting the sale of PGW's assets unless Lhe outstanding debt is paid in full.

Use of Proceeds

Bond proceeds wili refund approximately $180 mitlion tixed rate 7th Series Bonds, $3.3 million fixed rate 9th Series Bonds, $4 million
fixed rate Bth Series A and about 563.5 miliion of the variable rate 8th Series Bonds. This will reduce PGW's variable rate exposure
from about 28% of total dedt as of the end of FY 2015 to about 22% as of the end of FY 2016, assuming the sale closes before

the end of the fiscal year on August 31. The corresponding $63.5 million notional amount of the floating-to-fixed rate swap that
synthetically fixes the inlerest rate on the 8th Series Bonds wilt be terminated. The lelters of credit available to support a potential
failed remarketing of the variable rate demand bonds will also be reduced by $63.5 million. PGW will also use about $14 million ot
cash on hand te advance redeem 2017 maturities in 2016, increasing the net present value savings of the transaction. The refunding is
estimated to be about $220 million for an estimated net present value savings of 10.4% taken over the life of the debt Bond proceeds
will also fund issuance costs and a debt service reserve fund.

Obligor Profile

PGW is a municipally owned regulated gas distribe tion utility that supplies and transports ratural gas to 500,000 primarily residential
customers within the City of Philadelphia. PCW hazs a distribution monapoly in the City and serves as the supplier of last resort given
there is gas supolier choice in Pennsylvania. if customers use another gas supplier, PGW is paid a transportation fee for the use of

its lines. PCW's gas distribution system consists of approximately 3,032 miles of gas mains, 475,010 service lines, and 202 regulator
stations. Approximately 48% (by length) of the gas mains are cast iron, 33% are steel, 4% are ductile iron and 15% are plastic. Of the
steel lines, 50% are wrapped, coated and cathodically protected. About 23% of the service lines are steel and 71% are plastic. PGW
also operates two LNG facilities for liquefaction, storage, and regasification of natural gas, which is used during the winter in addition
to the utility's firm take from two interstate pipelines. The utility has laddered firm gas supply contracts and has a relatively balanced
gas supply mix with half coming from the Spectra pipeline and the other half coming from the Transco-Wiltiams pipeline. The proposed
expansion to the LNG facility should further enable PGW to manage fiuctuations in demand due to weather while also providing a
physical hedge against price fluctuations.

Methodology
The principal methodology used in this rating was US Municipal Utility Revenue Debt published in Decernber 2014. Piease see the
Ratings Methodologies page on www.moodys com for a copy of this methodology.

Ratings

Exhibit 4

Philadelphia (City uf) PA Gas Waiks

lssue Rating

Gas Warks Revenye Refunding Bonds, Fourteenth Baal

Series (1998 General Ordinance)
Rating Type Underlying LY
Sate Amount $220,485,000
Expected Sale Date 08/18/2016
Rating Description Revenue: Gevernment

Enterprise
Source: Moody s Investars Service
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Rating Action: Moody's revises PGW's outlook to positive; Assigns Baat to
$220 mil Gas Works Rev. Refunding Bds., 14th Series

Global Credit Research - 08 Aug 2016

New York, August 08, 2016 ~ Issue: Gas Works Revenue Refunding Bonds, Fourteenth Series (1998 General
Ordinance); Rating: Baa1; Rating Type: Underlying LT; Sale Amount: $220,485,000; Expected Sale Date:
08/18/2016; Raling Description: Revenue: Govemment Enterprise;

Moody’s Investors Service has revised the outlook to posttive from stable and assigned a Baa1 rating to the
Philadelphia Gas Work's (PGW) $220 million Gas Warks Revenue Refunding Bonds, Fourteenth Series (1998
General Ordinance). Concurrently, Moody's has affirmed the Baa1 rating on approximately $303 million of
PGW's pre-refunding 1988 Ordinance bonds outstanding.

Summary Rating Rationale

The change in outlook to positive from stable recognizes PGW's strengthened financial position that is
expected to conlinue owing to sound operaticnal and cost management, a solid liquidity position and credit
supportive rate regulation that improves cost recovery, evidenced by the further increase in the distsibution
system improvement charge (DSIC) that allows for greater cash funding of angoing capital expenditures.

PGW's rating recognizes the utility's credit supportive regulatary environment that has increased the utility's
assel base and supported an acceleration to its main replacement program; a stable financial position that is
expected to be maintained; a sizeable low income and stagnanl customer base; and the ultility's posilion as a
supplier of last resort, which yields consistently above average retall rates. The rating also incorporates the
utifity’s sound management that has enhanced PGW's operating efficiencies resulling in recurring cost

savings. The rating further considers PGW's outstanding indebtedness which has declined in recent years bul
is forecast to rise given the issuance of new debt to finance capital impravements through 2020, The
moderately higher leverage profite is manageable given about $50 miltion of annual principal amortization, a
declining debt service repayment schedule, and the fact that assets will be added to the balance sheel from the
capital improvement program.

PGW's state rate regulation constrains its cost recovery framework in comparisan to the majority of municipally
owned gas utilities in the US, which benefit from local unregulated rate setting. Thus, the rating heavily factors
the construclive relationship PGW has with the Pennsyivania Public Ulility Commission {PUC) and the fact that
the PUC must approve rates sufficient for PGW lo satisfy its indenture required 1.5 limes deb! service
coverage ratio (DSCR) rate covenant.

Rating Outloak

The posltive outlook reflects Moody's view that PGW's sound fiscal management and credit supportive
regutatory environment should continue to resull in stable financial metrics and improved operalions despite a
forecas: increase in leverage related to ongoing capilal expenditures as well as the execution of the Liquefied
Natural Gas {LNG) expansion project.

Factors that Could Lead to an Upgrade

Prudent management of the potential LNG expansion project

PGW's financial metrics are maintained at or near current levels

Factors thal Could Lead to a Downgrade

Financial metrics narrow due to higher than expected costs and/or weaker revenue coliections

A less credil supportive rate regulatory envircnment

Increased leverage without sufficient cost recovery or a malterial decline in liquidity
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tegal Security

The 1998 Ordinance bonds are secured by net revenues of the system. There 1S a strong rate covenant ang
additional bonds test requiring net revenuss to be 150% of annual debt service costs and a cash funded debt
servica reserve fund al maximum annual debt service. The indentures requires PGW to operate and maintain
the Gas Works System as long as any bonds or noles are outstanding, effectively restricting the sale of PGW's
assels unless the outstanding debl Is paid in full.

Use of Proceeds

Bond proceeds will refund approximately $180 million fixed rale 7th Series Bonds, $3.3 million fixed rate 9th
Series Bonds, $4 million fixed rate Bth Serles A and about $63.5 million of the variable rale 8th Series Bonds.
This will reduce PGW's variable rale expasure from about 28% of total debt as of the end of FY 2015 to about
22% as of the end of FY 2016, assuming the sale closes before the and of the fiscal year on August 31. The
corresponding $63.5 million notional amount of the floating-to-fixed rate swap thal synthetically fixes the
interest rate on the 8th Series Bonds will be tarminated. The letters of credit available to support a polential
failed remarketing of the variable rate demand bonds will also be reduced by $63.5 million. PGW will also use
about $14 million of cash on hand to advance redeem 2017 maturities in 20186, increasing the net present
value savings of the transaction. The refunding is estimated to be about $220 million for an estimated net
present value savings of 10.4% taken over the life of the debt. Bond praceeds will also fund Issuance cosls
and a debt service reserve fund.

Obligor Profile

PGW is a municipally owned regulated gas dislribution utility that supplies and transporis natural gas to
500,000 primarity residential customers within the City of Philadelphia. PGW has a distribution monopaly in the
City and serves as the supplier of last resort given there |s gas supplier choice in Pennsylvania. If customers
use another gas supplier, PGW is paid a transportation fee for the use of its lines. PGW's gas distribulion
system consists of approximately 3,032 miles of gas mains, 475,010 service lines, and 202 regulator stations.
Approximately 48% (by tength) of the gas malns are cast iron, 33% are steel, 4% are duclile iron and 15% are
plastic. Of the sieel lines, 50% are wrapped, coated and cathodically protected. About 29% of the service lines
are steel and 71% are plastic. PGW also operates two LNG facilities for liquefaction, storage, and
regasification of natural gas, which is used during the winter in addition to the utility's firm take from two
interstate pipelines. The utility has laddered firm gas supply contracts and has a relatively balanced gas supply
mix with half coming from the Spectra pipeline and the olher haif coming from the Transco-Williams pipeline.
The prcposed expansion to the LNG facility shauld further enable PGW to manage fluctuations In demand due
to weather while also providing a physical hedge against price fluctuations.

Methodology

The principa! methodology used In this rating was US Municipa! Utility Revenue Debt published in December
2014. Please see the Ralings Methodologles page on www.moodys.com for a copy of this methodology.

Regulatary Disclosures

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ralings In accordance with Moody's rating praclices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credil rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation o a definitive rating that may bs
assignad suhsaquant {n the final issuanca of the debt, in each case where the transaction structire and tarms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuar on
www.maodys.com.

Regulatory disclosures contained in this press release apply to the credil rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead raling analyst and lo the Moody’s tegal
enlity that has Issued the rating.



Exh. JFG-3

Plaase see the ratings tab on the Issuer/entity page on www.moodys.cam for additional regulatory disciosures
for each credit rating.
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Philadelphia's Gas Works Revenue Bonds
Upgraded To 'A' From 'A-' On Stronger Fixed Cost
Coverage

Primary Credit Analyst:
Jeffrey M Panger, New York (1) 212-438-2076; jeff panger@spglobal.com

Secondary Contact:
David N Bodek, New York (1) 212-438-7969; david bodek@spglobal.com

NEW YORK (S&P Global Ratings) Aug. 10, 2016--S&P Global Ratings has raised its
rating on the City of Philadelphia't gas works (PGW) revenue bonds, issued
under its 1998 ordinance, to 'A' from 'A-'. At the same time, S&P Global
Ratings has assigned iteg 'A' rating to Philadeclphia‘'s revenue refunding bonds,
14th series, issued under the Philadelphia Gas Works' (PGW) 1998 ordinances.
The outlook is stable,

S&P Global Ratings has also raised its rating on the following issues rated

under our joint support criteria (low correlation):

¢ 1998 ordinance, B8th series D bonds, jointly supported by a letter of
credit from Royal Bank of Canada, to ‘AA+/A-1+4' from 'AA/A-1+"

e 1998 ordinance, 8th series B bonds, jointly supported by a letter of
credit from Wells Fargo Bank N.A., to 'AA+/A-1+' from 'AA/A-1+'

*» 1998 ordinance, 8th series C bonds, jointly supported by a letter of
credit from Barclays Bank PLC, to 'AA/A-2' from 'AA-/A-2'

Finally, S&P Global Ratings affirmed its 'AA/A-1' rating on the 1998 ordinance
gth series C bonds, jolntly supported {low correlaticn) by a letter of credit
from PNC Bank N.A.

"The upgrade reflects strengthened coverage of fixed costs, and our
expectation of additional improvement over the next five years," said S&P
Global Ratings credit analyst Jeff Panger.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10, 2018 1
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Philadelphia's Gas Works Revenue Bonds Upgraded To "A’ From "A-' On Stronger Fixed Cost Coverage

We understand that a portion of the proceeds of 14th series bonds will refund
debt outstanding (including the Bth series B, C, D, and E bonds), and make an
estimated $6.6 million in termination payments on $63.5 million in notional
swaps .

PGW is the nation's largest municipally owned gas utility, serving
approximately 500,000 customers in Philadelphia. Low collection rates had
plagued it for several years, although this has improved recently. We believe
that the improvement has resulted from low natural gas prices and lower demand
associated with generally warmer weather, driving down customer bills and
reducing delinquencies. While we also believe that the general improvement in
collection rates has been in part due to the implementation of more stringent
enforcement to address delinquent accounts, we remain uncertain as to whether
this trend will continue under lesse optimal circumstances.

The stable outlook reflects our view of improved coverage levels over the past
two years, and projection of further improvement, which we believe will
preserve credit quality at the higher rating.

We do not expect to raise the rating further over the next two years, even if
the utility gains full approval for its requested base-rate increase
{resulting in higher coverage), because this would not lead to an appreciable
improvement in credit quality for the rating.

Although unlikely, downward rating pressure could result if financial metrics
(coverage and liquidity) fall materially below recent recorded levels.

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingaD.rect at www.globalcreditportal.com and at www.spcapitalig.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10, 2018 2
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To the extent that regulatory authorities allow a rating agency to acknowlcdge in one jurisdiction o rating issued in another jurixdiction far certain
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S&P keeps certain activies of its business units separate from each other in ordes to preserve the independence and objectivity of thelr respective
activitics. As a rosult, certain business units of S&P may have information that is not available to other S&P buwness units. S&F has established
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SAP may receive compendation for its ratings and cetain enatyses, normally from issuers or underwriters of securities or from obligors. S&P
teserves the right to disseminate its opinians and analyses. S&P's public ratingy and analyses are madc evailable on its Web sites,
www.slandardandpoors com (frec of charge), end www.retingedirect.com and www globulcreditportal.cam (subscription) and www.spcapitaliq.com
(subscription) and may be distributed through other means, including via S&P publications and third-panty redistributors. Additional information
about our ratings foes is available ot www.standardandpoors.com/ustatingsices.

STANDARI} & POOR'S, S&F and RATINGSDIRECT are registered i1ademarks of Standard & Poor's Financial Seqvices LLC

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10, 20168 3

THIS WAS PREPARED EXCLUSIVELY FOR USER ADAM KEITH. 1680952 | 302128734
NOT FOR REDISTRIBUTION UNLESS OTHERWISE FERMITTED.



Exh. JFG-3

S&P Global
Ratings

RatingsiDirect

.............................................................................................................

Summary:

Philadelphia; Gas; Joint Criteria

Primary Credit Analyst:
Jeffrey M Panger, New York (1) 212-438-2076; jeff.panger@spglobal.com

Secondary Contact:
David N Bodek, New York {1) 212-438-7969; david.bodek@spglobal.com

Table Of Contents

.............................................................................................................

Rationale

Outlook

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10, 2018 1
1690980 | 302431964



Exh. JFG-3

Summary:

Philadelphia; Gas; Joint Criteria

éredﬁ Profile

US$220.5 mil gas wks rev rfdp bnds 14th series (1998 gen ordinance) ser 2016 due 10/01/2037
Long Term Kating A/Stable New

Philadelphia gas wks (Gen Ordinance)

Unenhanced Rating A(SPUR)/Stable Upgraded
Philadelphia gas wks (1898 General Ordinance)

Unenhanced Rating A{SPUR)/Stahle Upgraded

Philadelphia gas wks 4th series (1998 Gen Ordinance)
Unenhanced Rating A(SPUR)/Stable Upgraded

Rationale

S&P Global Ratings has raised its rating on the City of Philadelphia’s gas works (PGW) revenue bonds, issued under its
1998 ordinance, to 'A' from 'A-". At the same time, S&P Global Ratings has assigned its ‘A’ rating to Philadelphia’s
revenue refunding bonds, 14th series, issued under the Philadelphia Gas Works' (PGW) 1998 ordinances. The outlook
is stable.

S&P Glabal Ratings has also raised its rating on the foliowing issues rated under our joint support criteria {low
correlation}:

» 1998 ordinance, 8th series D bonds, jointly supported by a letter of credit from Royal Bank of Canada, to
‘AA+/A-1+ from 'AA/A-1+

¢ 1998 ordinance, 8th series B bonds, jointly supported by a letter of credit from Wells Fargo Bank N.A., to
'AA+/A-14 from 'AA/A-1+

» 1898 ordinance, Bth series C honds, jointly supported by a letter of credit from Barclays Bank PLC, to ‘AA/A-2' from
‘AA-/A-2

Finally, S&P Global Ratings affirmed its '"AA/A-1' rating on the 1998 ordinance 8th series C bonds, jointly supported
(low correlation) by a letter of credit from PNC Bank NA.

The upgrade reflects strengthened coverage of fixed costs, and our expectation of additional improvement vver the
next five years.

The 1998 ordinance bonds, although rated as working-lien bonds, were subordinate to the closed senior lien 1975
ordinance debt. They are now effectively senior-lien obligations because the 1975 ordinance bonds have been
refunded.

We understand that a portion of the proceeds of 14th series bonds will refund debt outstanding {including the 8th

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10, 2018 2
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Summary: Philadelphia; Gas; Joint Criteria

scries B, C, D, and E bonds), and make an estimated $6.6 million in termination payments on $63.5 million in notional
swaps.

The ratings reflect what we view as PGW's credit strengths:

* Solid coverage of deht service requirements over fiscal years 2013 through 2015 (after the annual payment to
Philadelphia's general fund). Management estimates strengthening coverage in fiscal year 20186, and we expect this
to continue over fiscal years 2017-2021. However, the out-year coverage levels depend on the utility receiving
Pennsylvania Public Utility Commission {PAPUC) approval to increase base rates $40 million increase for fiscal
2018. While the prospect of approval in fill is uncertain, the PAPUC has been significantly more supportive of PGW
rate filings in recent years;

¢ Good liguidity, with $114 miliion in unrestricted cash, {measuring an adequate 76 days of operating expenses),
which we project will remain steady through 2021. A $120 million commercial paper (CP) program the utility can
use to provide working capital, as well as capital purposes, also bolsters liquidity;

» Moderate capital spending planned for th.e next five years, with a prudent mix of debt-financing and internally
generated funding helping to further reduce PGW's debi-to-capitalization ratio, though debt burden per customer is
expected to increase;

o Generally solid collections that have enhanced the utility’s financial stability. The improved collections are partially
due to above-average temperatures and, to a greater extent, lower and more stable gas prices. These conditions
have made bills generally more affordable, but cannot necessarily be counted on. However, the improved
collections are also a function of the PGW's enhanced billing and collection procedures, which are expected to
continue;

» A credit supportive rate structure that insulates rnargins from weather variability and automatically passes on gas
costs to ratepaycrs through quarterly adjustments; and

o The utility's strong management team.

Constraining further credit improvement are the following factors:

» Wesk service area demographics and above-average rates , historically exposing PGW to collection difficulties
during periads of high gas costs or below-average temperatures, while aiso limiting financial fexibility;

» Dependence on the PAPUC for approval for base-rate increases, with a mixed history of support for filings, although
this has improved recently;

¢ Very high user rates; and,

¢ We consider debt levels moderately high

PGW's rates are subject to PAPUC approval, which we view as a credit weakness. From 2000 (when the commission
began regulating the utility's rates) to October 2008, the PAPUC approved just 42% of the total amount of base-rate
increases PGW requested, although ali gas cost rate adjustments have been received in full and on time.

In July, 2010, the PAPUC approved a settlement between PGW and six interveners to make permancnt a $560 million
extraordinary base-rate increase and a $16 million surcharge to build funding of the annually required contribution for
other postemployment benefits. As part of the appraved settlement, the utility agreed not to seck another base rate
increase for two years, and not issue additional new money debt three.

We believe that the 2010 seltlement resulted in improved cash flow and financial flexibility, and PGW has received
approvals in full for several surcharges fited with PAPUC over the past several years. The utility expects to seek u $40

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10,2018 3
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Summary: Phitadelphia; Gas; Jvint Criteria

million base-rate increase in January 2017 {effective for fiscal 2018). We believe that PGW's recent track record
indicates a more supportive regulatory environment. Moreover, we believe that even if the utility reccives less than its
full request, financial metrics will continue to support the higher rating.

PGW has not issued new money debt since 2010, and debt ratios have shown steady improvement. Debt per customer
has declined nearly 20% since 2011, to $1,973, while debt has decline to 78% of total capitalization in 2015, down from
82% in 2010. The utility expects to issue about $41 million of CP to provide interim financing of capital needs in fiscal
2016; long-term debt issuance plans include a $270 million issuance in fiscal 2017 {new money and CP take-out} and
$180 million in fiscal 2020 ( we note that the latter issuance is $80 million higher than previously planned). PGW
expects debt-to-capitalization will continue declining, reaching a projected 64% by 2021. However, this is higher than
previously expected, because the anticipated 2020 issuance has been upsized.

We understand that PGW is exploring the possibility of increasing its current liquefaction capabilities at its existing
Richmond liquefied natural gas facility, and estimates a roughly $120 million capital cost, $110 million of which would
be debt-financed and amortized over 25 to 30 years. Management expects that it will proceed with the project only if it
is able to secure firm bilateral contracts (of 15 to 20 years) that would enable them to bresk-even through the sale of
roughly 40% of the expanded liquefaction capabilities over the (longer} life of the debt. Although the project would
provide some operational benefits (creating redundancies and providing a possible replacement to its current aging
liquefier, for example}, we believe that it does increase risk. However, we believe the risks are manageable within the
context of PGW's improved financial profile and increased costs associated with the praject should the utility fail to
make sufficient sales at projected prices.

PGW's residential heating rates range from 21% to 92% higher than those of other Pennsylvania utilities. We believe
this is a function of historically weak collections, sizable bad debt expense, and customer responsibility and senior
citizen discount programs. Similar disparities exist among other customer classes as well. As such, much of the utility's
growth is for unbundled service, with about 37% of load supplied by alternate suppliers.

In our opinion, PGW has a mutually interdependent relationship with Philadelphia. Historically, the city received an
$18 million annual payment from the utility, but with PGW facing cash flow problems, the city forgave the payment in
2004, and annualiy granted the payment back to PGW [rom 2005 through 2010. From fiscal years 2011-2015,
Philadelphia retained the payment, a decision that we believe was made in light of the utility’s improving financial
condition and the impact of the economy on the city’s budget. Philadelphia’s five-year financial plan anticipates the
continuation of the annyal payment.

Coverage levels have shown steady impravement, and are at levels that we consider both supportive of a higher rating
and sustainable. S&F Global Ratings evaluates PGW's financial metrics assuming the annual payment is made, treating
it as an operating expense. Since 2012, caverage levels have ranged fram 1.25x (2012) to 1.91x (2013), with the low
partially explained by ahove-average temperatures, and the high explained by a one-year dip in debt service
requirements. Coverage levels were solid in 2015 at 1.54x, consistent with that of the previous year, and our
expectations at our mast recent review. PGW estimates 2016 coverage at 1.77x, and projects caverages ranging from
1.8x to 2.0x through 2021, levels we consider strong. Although these projections assume PAPUC approval of PGW's
expected $40 million base-rate increase request for fiscal 2038, we believe coverage Jevels will continue to support the

WWW.STANDARDANDPOORS,.COM/RATINGSDIRECT AUGUST 10, 2056 ¢
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higher rating even if the utility does not receive full approval of its rate request.

We consider PGW's liquidity to be adequate. About $114 million in unrestricted cash and investments provides 76
duys of operating expenses, and a $120 million CP program that can be used for working capital purposes supplements
this. Management's projections suggest that unrestricted cash levels should continue over the next five years.

PGW s the nation's largest municipally owned gas utility, serving approximately 500,000 customers in Philadelphia.
Low collection rates had plagued it for several years, although this has improved recently. We believe that the
improvement has resulted from low natural gas prices and lower demand associated with generally warmer weather,
driving down customer bills and reducing delinquencies. While we also believe that the general improvement in
collection rates has been in part due to the implementation of more stringent enforcement to address delinquent
accounts, we remain uncertain as to whether this trend will continue under less optimal circumnstances.

Outlook

The stable outlook reflects our view of improved coverage levels over the past two years, and projection of further
improvement, which we believe will preserve credit quality at the higher rating.

Upside scenario

We do not expect to raise the rating further over the next two years, even if the utility gains full approval for its
requested base-rate increase (resulting in higher coverage), because this wauld not lead to an appreciable
improvement in credit quality for the rating.

Downside scenario
Although unlikely, downward rating pressure could result if financial metrics (coverage and liquidity) fall materially
below recent recorded levels.

[Ratings Detaili{As Of August 10, 2016) _
Phitadelphio gas wks (1998 Gen Ordinance)

Long Term Rating A/Stable Upgraded
Philadelphia gas wks (1998 Gen Ord) (wrap of insured) (AMBAC & AGM) (SEC MKT)
Unenhanced Rating A{SPUR}/Stable Upgraded
Philadelphia gas works rev bnds {1975 Gen Ordinance) ser 19TH dtd 05/15/2007 due 10/01/2021-2023
Unenhanced Rating NR(SPUR)
Philadelphia gas works rev bnds (1975 Gen Ordinance) ser 19TH dtd 05/15/2007 due 10/01/2021-2023
Unenhanced Rating NR(SPUR)
Phitadelphia JOINTCRIT .
Long Term Rating AA+/A-1+ Upgraded
Unenhanced Rating A(SPUR)/Stable Upgraded
Philadelphia JOINTCRIT
Long Term Rating AA/A-1 Affirmed
Unenhanced Rating A(SPUR)/Stable Upgraded
WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10, 2018 &
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Sunvmary: Philadelphia; Gas; Joint Criteria

"Ratings-Detail (As Of-August-10; 2016) (¢ont:)

City of Philadelphia, Pennsylvania, Gas Works Revenue Refanding Bonds, Eighth Series C {1888 General
Ordinance)

Unenhanced Rating A(SPUR)/Stable Upgraded
Long Term Rating AA/A-2 Upgraded

City of Philadelphia, Pennsylvania, Gas Works Revenue Refunding Bonds, Eighth Series D (1998 General
Ordinance)

Unenhanced Rating A({SPUR)/Stable Upgraded
Long Term Rating AA+/A-1+ Upgraded

Philadelphia gas wks (1875 Gen Ordinance) Seventeenth ser

Unenhanced Rating NR(SPUR)
Many issues &are enhanced by bond insurence.

Certain terms used in this repont, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.
Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is
available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings affected by this rating action can
be found on the S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box
located in the left column.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10, 2016 6
169C980 | 302431564
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Copyright © 2016 by S&P Global Market Intefligence, a division of S&P Global Inc. All rights reserved.

No content {including ratings, credit-related analysces and data, valuations, moded, software or other applicution or output therefrom) or uny part
thereol (Content) may be modified, reverse engineered, reproduced or distributed in any forra by any means, or stored in a database or retrieval
system, without the prior written permission of Stendard & Poor’s Finuncial Services LLC or its affilistes (collectively, S&P). The Content shall not be
used for eny unlawful or yunaythorized purposes. S&P and any third-party providers, as well as their directars, officers, shareholders, employees or
agents {collectively S&P Parties) do not guaraniee the nccuracy, completeness, timeliness or avallability of the Contenl. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtined from the use of the Conlenl, or lor
the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DiSCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL. OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, apecial or consequential
damages, costa, expenses, legal fues, or losses {including. without limitation, lost income or lost profits and opportunity costs or lesses caused by
neghgence) in connection with any use of the Content even if advised of the possibility of such darnages.

Credit-related and other anelyses, including ratings, and statements in the Content are statements of opinion as of the date they arc expressed and
not statements of fact. S&P's apinions, analyses, and rating acknowledgment decisions (descrised below) sse not recommendations to purchase,
hold, or scli any securities or to make any inveatment decisions, and do not address the suitahility of sny security. S&P assumes no obligation to
updute the Content following publicativn in any furm o furmmat. The Cortent should not be rdied on aind is nol a substitute for e okill, judgment
and experience of the user, ils managemenl, emplayees, advisors and/or cllents when making investment and other business decisions. S&P does
not act as & fiduciary or un investment advisor except where registered s such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an sudit and undertakes no duty of due diligence or independent verification of any inforation it receives.

To the extent that regulatory suthoritics allow a rating agency 1o acknowledge in one jurisdiction a ruting issued in another jurisdiction for centain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement ot any tinie and in its sole discretion. S&P
Parties disclaim any duty whatscever arising ou! of the assignmeat, withdrawal, or suspension of an acknowledgment as well os any liability for any
damnge alleged to have been suffered on account thereof.

S&P keeps certain uclivilies of its business unils separste from each other in order to preserve Lhe independence and objectivity of their respective
activities. As a result, centain business unite of S&P may have information that is not avalilable to other S&P business units. S&P has ectablished
policies and procedures to maintain the canfidentiality of certain nonpublic information received in connection with ench analytical process.

S&P may receive compensation for its ratings and certain analyses, normally [rom issuers or underwriters of securities or from obligors. S&P
reserves the right lo disseminate its opinions and analyses. S&P's public ratings and analyscs are madc available on its Web sites,
www.standardandpoors.com {free of charge), and www.ratingsdirect. com and www.globalcreditportal. com (subscription) and www.speapitali.com
(subscription) and may be distributed through other means, inciuding via S&P publications and third-party redistributors. Additional information
about our ratings fees is availgble at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT ere registered tradeemarks of Standard & Poor’s Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 10, 2018 7
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RATES PHILADELPHIA, PA'S GAS WORKS
REV REFUNDING BONDS; OUTLOOK STABLE

Firch Ratings-New York-08 August 2016: Fitch Ratings has assigned a 'BBB+" rating to the
following revenue bonds issued by the city of Philadelphia on behalf of the Philadelphia Gas
Works (PGW):

—Approximately $220,550,000 Gas Works Revenue Refunding Bonds, Fourteenth Series (1998
General Ordinance).

The bonds are scheduled to price via negotiation August 20. The bonds will refund a portion of
outstanding parity bonds (Seventh Series, Ninth Series and Eighth Series A-E) for interest cost
savings, fund termination payments related to corresponding swap agreements and pay issuance
costs.

In addition, Fitch affirms the following rating:

--$915,175,000 million gas works revenue refunding bonds, various series (senior 1998 general
ordinance) at 'BBB+'

The Rating Outiook is Stable.

SECURITY

The 1998 general ordinance bonds are secured by net revenues of the gas works utility.
KEY RATING DRIVERS

LARGE GAS DISTRIBUTION SYSTEM: PGW is the largest municipally-owned gas distribution
utility in the nation serving slightly more than 500,000 accounts located entirely within the City

of Philadelphia (general obligation bonds rated 'A-'/Stable Outlook). The system provides natural
gas on a retail basis to a considerably diverse and largely residential customer base exhibiting no
concentration among users.

SUSTAINED IMPROVEMENT IN FINANCIAL PERFORMANCE: A sustained improvement
in financial metrics and a continued reduction in debt levels resulled in a rating upgrade in 2015.
Contributing factors include prior rate relief, greater cost recovery through various surcharges,
historically low natural gas prices and PGW's ability to current fund its capital needs and maintain
healthier collection rates. Filch expects these trends will continue based on the latest financial
forecast.

STABLE FINANCIAL METRICS: Fitch calculated debt service coverage has averaged a solid
1.52x over the prior five years while coverage of full obligations, which refiects the annual transfer
made to the city's general fund, has also remained at a healthy level, averaging 1.37x since 2010.
Liquidity continued at an acceptable level in fiscal 2015, equal to 74 days of cash on hand.

RATE REGULATED: PGW's ability 10 establish its rates is subject to oversight by Pennsylvania
Utility Commission (PUC), potentially limiting nceded rate increases and overall financial
flexibility. Positively, the utility's relationship with the PUC has remained constructive and
supportive in recent years.
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WEAK BUT STABLE DEMOGRAPHICS: The city's economy continues to strengthen and is "

well anchored by several large health care and higher cducation institutions. However, wealth
indicators for the service area remauin are generaily weak, contributing to chronically below
average collection rates and sizeable write-offs, and compounding PGW's high rates.

RATING SENSITIVITIES

LIMITED FINANCIAL FLEXIBILITY: Despite the overall improvement in Philadelphia Gas
Works' credit quality in recent years, Fitch expects the utility's exceptionally high rates, the service
area's low income levels and a regulatory environment that includes state and local oversight will
continue to limit financial flexibility. A retum to weaker collection rates, diminished cash flow
and an inability to gain needed rate relief and recover costs would exert downward pressure on the
ratings.

FORECAST RESULTS REALIZED: PGW's ability to gencrate financial results included in
its latest financial forecast, which hinge on gaining rate relief and further sustaining its trend of
improved revenue collection could ultimately warrant positive rating consideration.

CREDIT PROFILE
IMPROVED CREDIT QUAILITY

PGW's financial performance since gaining rate relief beginning in fiscal 2010 has exhibited a
generally more favorable trend with metrics supportive of the 'BBB+ rating. Fitch calculated debt
service coverage of both senior and subordinate lien obligations has averaged 1.52x over that span,
compared to .tx between fiscal 2006 and 2009. Coverage of full obligations, which reflects the
annual transfer made to the city’s general fund, has also remained at a healthy level, averaging
1.37x since 2010.

Liquidity is sormewhat low but still adequate for the rating category. Unrestricted cash and
investments peaked at 74 days in fiscal 2015 and have remained at no less than 55 days since 2010,
despite management's prudent decision to use cash flow to defease or accelerate bond principal by
approximately $50 million in recent years.

MANAGEABLE CAPITAL PROGRAM

PGW's capital improvement program (CIP) through fiscal 2021 appears manageable with spending
levels moderately higher compared with historical programs. Planned spending spanning fiscal
years 2017-202] totals $587.2 million, the vast majority of which will be to reduce the inventory
of cast iron mains. PGW remains committed to an ongoing cast iron main replacement program
that has accelerated in recent years following the implementation and subsequent increase of a
distribution system improvement charge.

Capital program funding sources will be almost evenly split between excess cash flow and debt
issuances planned for midway through fiscal 2017 and the second half of fiscal 2020. Leverage
ratios have fluctuated over the years but have generally exhibited gradual improvement with the
cwrent funding of capital projects leading to a steady decline in total debt outstanding. The ratios
of equity 1o capitalization and debt to funds available for debt service (FADS) progressed to 22%
and 7.1x, respectively, at the close of fiscal 2015 compared to 17.8% and 8.8x, respectively, in
2010.

Fitch expects a modcrate increasc in total debt outstanding by 2020 based on the additional
borrowings plans; however, the related change in leverage ratios should be tolerable at the current



raling calegory. Additional debt associated with  tentatively planned expansion of existing Exh. JFG-3
liquefied natural gas (LNG) facilities would likely pressure debt metrics further. However,

the potential for higher LNG sales as a result of the expansion could cnhance cash flow and
sufficieatly mitigate any rating concems.

SOCIOECONIOMIC CHARACTERISTICS COMPOUND HIGH RATES

PGW's exceplionally high rates, the city's challenging demographics and the state’s regulation

of retails rates continue to constrain PGW's operating flexibility. Residential rates are more

than 50%higher than all other gas distribution systems operating within the state in part due to
historically weak collections and extensive utilily-sponsored discount programs that benefit low-
income customers. The city's nearly 27% poverty rate is nearly twicc the national rate, and median
houschold income (MHI) approximates just 70% of the state and national averages. Consequently,
PGW's accounts receivable balances and annual write-offs are routinely high relative to most
utilities. Filch notes, however, that after remaining consistently below 90% prior to 2004, revenue
collection has averaged a more acceptable 96% over the prior 10 years.

HEIGHTENED REGULATORY ENVIRONMENT

PGW operates within a heightened regulatory environment with the gas commission, city council
and the PUC maintaining oversight of the utility’s operations and the PUC retaining ratc sctting
authority.. While the regulatory bodies have been increasingly more supportive over the last
several years, Fitch believes the multiple layers of oversight will continue to limit the utility’s
financial flexibility,

Fitch notes the PUC's ratemaking methodology is designed to ensure PGW recovers its costs,
meets its rate covenant of 1.5x coverage on senior and subordinate lien obligations, and continues
to fund a required $18 million annual utility payment to the city.

Contact:

Primary Analyst
Christopher Hessenthaler
Senior Director
+1-212-908-0773

Fitch Ratings, Inc.

33 Whitehall Street

New York, NY 10004

Secondary Analyst
Andrew DeStefano
Director
+1-212-908-0286

Committee Chairperson
Dennis Pidhemny
Menaging Dircctor
+1-212-908-0738

Media Relations: Alyssa Castelli, New York, T'cl: +1 (212) Y08 0540, Email:
alyssa.castelli@fitchratings.com.

Additional information is available at 'www. fitchratings.com'.
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INTRODUCTION

PLEASE STATE YOUR NAME AND POSITION WITH THE COMPANY.

My name is Joseph F. Golden, Jr. My position is Executive Vice President and
Acting Chief Financial Officer for Philadelphia Gas Works (“PGW” or
“Company”).

DID YOU PREVIOUSLY SUBMIT TESTIMONY IN THIS PROCEEDING
ON BEHALF OF PGW?

Yes. I submitted my direct testimony, PGW St. No. 2 on February 27, 2017.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

My rebuttal testimony responds to certain portions of the following direct
testimony submitted by other parties, including the Office of Consumer Advocate
(“OCA”), the Bureau of Investigation and Enforcement (“I&E") and the Office of
Small Business Advocate (“OSBA”™). The primary purpose of my rebuttal
testimony is to: (1) update the Fully Projected Future Test Year (“FPFTY”)
financial schedules; (2) reply to the various revenue requirement
recommendations; (3) address the financial metrics recommendations of various
parties; and (4) respond to arguments regarding PGW’s claims for certain
revenues and expenses.

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

My testimony first provides updated pro forma financial schedules for the FPFTY
reflecting four adjustments and updates. On net these adjustments are not
material and do not change PGW’s claimed $70,000,000 rate increase request. [
also comment on the overall rate increase recommendations of Ms. Maurer, the

witness for I&E, Ms. Everette for OCA, and Mr. Knecht for OSBA and the

{L0688313.2} 1
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financial standards they recommend be used to judge the reasonableness of
PGW’s rate request. Next, | provide responses to the revenue and expense
adjustments proposed by [&E witnesses Keller and Apetoh and OCA witness
Everette. Finally, I discuss PGW's proposal to accept the recommendation of
I&E witness Keller to reestablish a health insurance trust fund including and show

the effect on PGW’s revenue requirement of accepting that recommendation.

UPDATED FPFTY

HAVE YOU PROVIDED A REVISED JFG-1 AND JFG-2?

Yes. The revisions reflected in the attached exhibits are as foliows:

1. [ have revised PGW’s calculation of debt service coverage to remove
$1,971,000 in pension expense that was inadvertently excluded when calculating
the Debt Service Coverage or “DSC™;

2. [ have reduced pro forma expenses by $250,000 to remove a portion of
claimed insurance expense in the FPFTY recognizing that it is associated with
PGW's contemplated LNG expansion project, which, if it becomes operative, will
not do so until after the end of the FPFTY;

3. [ have added $1,167,000 to pro forma uses of cash in order to implement
the recommendation of I&E that PGW reinstate its Health [nsurance Escrow
Fund. Offsetting this additional use of cash, | have also included an equivalent
increase in PGW's gas revenues.

4, 1 have reduced pro forma expenses by $115,000 to reflect updated rate
case expense.

These revisions and updates are reflected in the attached exhibits, JFG-1-

A and JFG-2-A. These revisions, at present rates, increase FPFTY pro forma net

(LO691388.1! 2




1 earnings by $1,282,000, year-end cash by $802,000, and Net Cash Available after

2 1998 Debt Service by $2,336,000.! After consideration of the proposed,

3 $70,000,000 rate increase, PGW’s debt service coverage would increase by 4
4 basis points (from 2.16 to 2.20) and its year end cash on hand by $365,000.2
5 Consequently, they have a non-material effect on PGW’s pro forma financial
6 metrics and do not change our position that a $70,000,000 rate increase is

7 necessary aﬁd reasonable.

8II. REVENUE REQUIREMENT CALCULATION

9 Q. HAVE YOU EXAMINED THE DIRECT TESTIMONY FILED BY I&E
10 WITNESS RACHEL MAURER, OCA WITNESS ASHLEY EVERETTE
11 AND OSBA WITNESS ROBERT KNECHT IN THIS CASE?

12 A. Yes, I have.

13 Q. PLEASE SUMMARIZE THEIR OVERALL RECOMMENDATION

14 REGARDING REVENUE REQUIREMENT.
15 A My understanding of the recommendation regarding the revenue requirement of
16 1&E witness Maurer is for PGW to borrow $75,000,000 for its operations and
17 capital spending in excess of I[&E’s recommended base rate increase of
18 $33,802,000 (using 10-year average weather normalized sales) and spend funds
19 on the related debt service for the additional bonds issued in the FPFTY and for
20 the subsequent thirty years. The recommendation regarding the additional
21 revenue requirement of OSBA witness Knecht is in the $30,000,000 to
22 $35,000,000 range. Witness Knecht also irreverently recommends that the PUC
23 behave in an irresponsible manner by “starving the beast [PGW]” in an effort to
! Exh. JFG-1-A.
2 Exh. JEG-2-A.

{L0688313.2} 3
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keep PGW one step above a financial crisis. I also note in witness Knecht’s
testimony that there is a strong recognition of the additional burden on ratepayers
related to interest expense in debt service. This is in direct contrast to witness
Maurer’s recommendation to add to this burden for ratepayers.

Regarding OCA witness Everette, there is a recognition of the need for a
revenue increase of $33,972,000 while shifting to a 20 year heating degree day
average for the determination of pro forma revenues, and a change in the
collection rate by 1% of revenue, or approximately $7,900,000.

DO YOU HAVE ANY OVERALL RESPONSE TO THESE
RECOMMENDATIONS?

Yes, I recognize the good faith effort the witnesses have used to determine a
reasonable revenue requirement for PGW using the Cash Flow Method of
ratemaking, the method mandated by law, and in general accordance with the
Pennsylvania Public Utility Commission’s (“PUC” or “Commission”) Policy
Statement regarding PGW’s ratemaking methodology.? 1 also take into account
that the witnesses’ recognize the need for PGW to maintain financial health in
order to continue its efforts to modernize its system and improve safety, reliability
and customer service. I nonetheless believe that if the witnesses’
recommendations are adopted by the PUC, they would threaten PGW’s ability to
maintain financial health and its efforts to modernize its system and improve
safety reliability and customer service, the very essence of what their
recommendations purport to achieve. Additional problems with their overall

recommendations are described below.

3

52 Pa. Code §§ 69.2701 to 69.2703.

{L0688313.2} 4
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FINANCIAL METRICS

DO YOU AGREE WITH THE RECOMMENDATION OF I&E WITNESS
MAURER THAT PGW MOVE TOWARD A MORE BURDENSOME AND
DEBT-LADEN CAPITAL STRUCTURE?

No, I do not. With the recent implementation of the DSIC surcharge, as it is
utilized in a Cash Flow methodology company such as PGW, the PUC has
recognized the importance of infrastructure replacement and system improvement
on a “pay-go” basis. Recommending the use of additional debt to fund current
capital projects defies the PUC efforts to use “pay-go” funds for this exact
purpose. In authorizing the DSIC surcharge the PUC already took into account
PGW’s funding of its existing capital program at an approximate 50/50 split of
debt financing and funding from IGF. In increasing the DSIC surcharge from
5.0% to 7.5% the PUC chose to further expand the “pay-go” component of
PGW’s funding of its capital program. This proceeding should not be utilized to
undo the PUC’s great efforts to better PGW infrastructure improvement program
while attempting to maintain PGW’s financial health by prudently “deleveraging”
PGW'’s concerningly high debt to equity ratio. The recommended I&E strategy is
akin to “kicking [the problem] down the road” to future ratepayers at a
compounded burden of additional borrowing related interest expense, bond
issuance expense, and additional pressure on the debt service coverage ratio.

Ms. Maurer’s recommendation also would push PGW’s debt to total

capitalization ratio (akin to its “debt to equity ratio”), now resting above 30%

even higher, Ms. Maurer quoted with favor from the PUC Staff’s Report on the
need to increase the pace of PGW’s infrastructure modernization in which the

Staff opined that it mighl be acceptlable for a municipal utility to have a debt to

{(L0688313.2) 5
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equity ratio of as high as 70%.* Even assuming PGW were to receive the full rate
increase it has requested — but continuing with PGW’s prudent course of
financing construction at an approximate 50/50 split of debt financing and
funding from IGF — PGW’s debt to equity ratio in the FPFTY is already at 91%,
reducing to around 70% only in FY 2022.° The combined effect of Ms. Maurer’s
recommendation to reduce PGW’s allowed rate increase by 52% while at the
same time assuming that PGW will increase its reliance on long term debt to fund
its capital program would increase PGW’s debt to equity ratio even more — to
94.35% in the test year. If Ms. Maurer’s recommendation were accepted, PGW’s
debt to equity ratio would still be a 78.93% in FY 2022, This is certainly a long
way from the 70% that the PUC Staff suggested might be reasonable for PGW,5
and moving seriously in the wrong direction compared to PGW’s proposal. PGW
projects that, with the full $70,000,000 rate increase, its debt to total capitalization
in the FPFTY will be 91% falling to 68.50% in FY 2022.7 Mr. Hartman explains
that a Commission determination to consign PGW to such enormous leverage

would certainly be viewed negatively by rating agencies and investors.

Pennsylvania Public Utility Commission, Staff Report: Inquiry into the Philadelphia Gas Works'
Pipeline Replacement Program, dated April 21 , 2015, p. 6, 44, 50.

Exh. JEG-2-A, p. 4.

Pennsylvania Public Utility Commission, Staff Report: Inquiry into the Philadelphia Gas Works'
Pipeline Replacement Program, dated April 21, 2015, p. 6, 44, 50.

Exh. JFG-2-A, p. 4.
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DO YOU BELIEVE THAT THE ADJUSTMENTS MS. MAURER HAS
MADE TO ACCOUNT FOR AN INCREASE IN DEBT FINANCING
WOULD BE A GOOD DEAL FOR RATEPAYERS?

No, I do not. As 1 testified in the past, when one considers that rates must reflect
not only the debt service but the debt service coverage of any new issuance,
customers will pay more overall when PGW finances its capital via the issuance
of long-term debt, rather than from IGF. Accordingly, the revenue requirement
for bond financed capital improvements would be 50% more than just the debt
service. Moreover, because PGW would have to continue to issue bonds every so
often to continue to fund the capital improvements at the mix of debt and IGF
recommended by Ms. Maurer, the cost of financing through long-term debt will
cqntinue to grow over time. Because of the 150% debt service coverage factor,
the cost to the customer of funding the program via a long-term debt option
becomes more expensive than the IFG option in relatively short order, as the

following chart illustrates.

(1.0688313.2) 7
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Q. PLEASE DISCUSS MS. MAURER’S CRITICISM OF YOUR

ASSESSMENT OF CASH ON HAND.

Ms. Maurer’s discussion of cash on hand is inconsistent with sound financial
management. Ms. Maurer points to PGW’s cash on hand at a level of
$107,800,000 and deems this as adequate. However, this level of “adequate” cash
on hand comes at a cost of additional debt of $75,000,000 and additional debt
service of $5,250,000 million for 30 years. From the perspective of personal
finance, would anyone prudently recommend a person take a cash advance on a
credit card or access a home equity line of credit to show others, including credit

reporting agencies, the adequacy of their cash on hand to pay ongoing bills?

{1.0688313.2} 8
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Suggesting a similar plan of finance for PGW is founded on the same faulty
financial footing and as such, should be rejected.

DISCUSS MS. MAURER’S DISAGREEMENT WITH YOUR DEBT
SERVICE COVERAGE RATIO.

Ms. Maurer claims that a debt service coverage ratio of [.82x is adequate for
PGW to maintain its progress in the financial market.

DO YOU AGREE WITH MS. MAURER’S PROPOSED DEBT SERVICE
COVERAGE RATIO?

I do not agree that the debt service coverage ratio recommended by Ms. Maurer,
or the similar level — 1.85x — recommended by OCA witness Habr, is adequate.
While this ratio is only one view of financial soundness it does not fully identify
the ability to cover cash requirements that are not included in the operating
expenses of PGW’s income statement such as the City fee, OPEB contributions to
the OPEB Trust, retiree health payments, and IGF for capital spending. The data
below illustrates the inadequacy of the opposing parties’ recommendations. As
noted, PGW ‘as a cash flow company must secure from rates the cash it needs to
meet its cash obligations and satisfy its debt service obligations. In the FPFTY,

PGW’s cash obligations after debt service are as follows:

OPEB Payment $ 18,500,000

City Payment $ 18,000,000

CAPX spending $ 57,010,000 (assumes 50% from IGF, 50% via DSIC)
Retiree Insurance $ 5,120,000

Additional Pension $ 1,971,0008

Health Escrow $ 1,167,000

Total $101,768,000

Please note that later in my testimony I explain that PGW inadvertently excluded this amount
when calculating PGW’s debt service coverage. While I agree that this item should not be
included as an obligation in the calculation of the debt service coverage, it, nonetheless is an item
that PGW must pay. Accordingly, I have shown it in the above analysis of obligations that must
be satisfied in from Net Available after 1998 Debt Service.

{L0688313.2} 9
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Notably, PGW will also incur fees and interest for outstanding tax-exempt
commercial paper that will have to be issued to fund construction projects until

the proceeds of long-term bonds can be utilized. Those fees will be as follows:

LOC Fees - 8™ Series Bonds $2,092,000
LOC Fees - TXCP $1,271,000
LOC Fees - 5% Series Bonds $ 271,000
Total $3,634,000

Therefore, the minimum amount needed by PGW after debt service in the
FPFTY is $105,402,000. Compare that to the FPFTY net available after debt
service produced by the recommendations of OCA and I&E:

Minimum Needed:  $105,402,000
OCA: $86,462,000°
I&E: $87,531,000'

Of course, PGW strongly believes that an amount above this minimum
amount is absolutely necessary in order to both actually deal with unanticipated
contingencies and to provide assurance to the investment community that it has
the capacity to maintain adequate coverages and not approach its minimum
coverage requirement of 1.5x. PGW prudently recommended a ratio in excess of
2.0 time coverage which produces a Net Available of $121,993,000!!: to increase

the likelihood that it will be able to meet its obligations, as set forth above, and to

OCA St. 1, Exh. AEE-2, “Net Available After 1998 Debt Service.”

I&E St. 1, Sch. “Net Available After Debt Service.” I&E’s Net Available After Debt Service is
slightly higher, even though its recommended debt service coverage is lower because of Ms.
Maurer’s suggestion that PGW should use long term debt to fund over 60% of its capital budget,
rather than PGW’s recommended 50/50 approach. 1 explain why this recommendation would not
be prudent in another part of this testimony.

PGW Exh. JFG-2A, p3, In. 23.

{L0688313.2} 10
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achieve a bond rating in the “A” category. This would have the effect of lowering
the interest expense burden on all ratepayers. But the above analysis clearly
shows why the OCA and the I&E recommendations are simply inadequate.

HAVE YOU EXAMINED THE DIRECT TESTIMONY FILED BY OCA
WITNESS DR. DAVID HABR IN THIS CASE?

Yes, I have.

DO YOU AGREE WITH DR. HABR’S CALCULATION OF PGW’S
ANNUAL DEBT SERVICE?

1 do not agree that the debt service coverage ratio recommended by Dr. Habr is
adequate to maintain or improve PGW bond rating. As noted above, PGW
prudently recommended a ratio in excess of 2.0 times coverage both to be assured
that PGW can meet its PUC-approved obligations in excess of debt service as
well as to attempt to achieve a bond rating in the “A” category.

DO YOU AGREE WITH DR. HABR’S ASSESSMENT OF DEBT
SERVICE RELATED TO A NEW MONEY BOND ISSUE?

No, I do not.

CAN YOU PROVIDE MORE INSIGHT INTO THIS DISAGREEMENT?

While Dr. Habr notes the recent debt service schedule of PGW’s bond refinancing
did not result in level debt service he does not take into account, or acknowledge,
that the debt service of these recent transactions was purposefully uneven to fit
into PGW’s overall levelization and gradual reduction of future debt service.
These recent transactions were to refinance bonds, not to issue new money bonds.

Each of these transactions are accompanied with different financial strategies.

(L0688313.2) 11
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WHAT IS PGW’S STRATEGY REGARDING DEBT SERVICE?

When the City of Philadelphia issues “new money” bonds for PGW, as it plans to
in August 2017, the standard strategy is to provide PGW with level debt service
consistent with its then outstanding debt service obligations.

WHAT EFFECT WOULD MOVING ONE PRINCIPAL PAYMENT FROM
THE FPFTY TO A FUTURE YEAR HAVE ON PGW?

The effect would be to push, or postpone, the related cash requirement of PGW in
the FPFTY to a time one year later. However, immediately after the postponed
payment is made PGW would be in the same cash position. Making the test year
debt service payment a little lower in the analysis does not provide for adequate
rate relief when the same bill is coming due a year later. This is especially true
when considering that the PUC’s determination of just and reasonable rates
includes a review of PGW’s test year-end and (as a check) projected future levels
of non-borrowed year-end cash.

ARE YOU FAMILIAR WITH THE TESTIMONY OF OSBA WITNESS
ROBERT KNECHT?

Yes, [ am.
PLEASE COMMENT ON MR. KNECHT’S DISCUSSION OF THE

ACCOUNTING CHANGES RESULTING FROM PGW’S ADOPTION OF
GASB 68, 71, AND 75.

Mr. Knecht correctly recognizes the dramatic accounting changes caused by the
adoption of recent accounting pronouncements related to pensions and other post-
employment benefits. It is also apparent that there is a recognition by Mr. Knecht
that not all of these changes are cash related and therefore will not affect PGW’s

rate request in this proceeding.

{1.0688313.2} 12
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DOES MR. KNECHT NOTE THE CHANGES IN THE PENSION
ACTUARY’S ASSUMPTIONS FROM THOSE UTILIZED IN THE LAST
BASE RATE CASE?

No, Mr. Knecht states that “it is not clear to me [Mr. Knecht] whether the
continually rising pension costs are related to the accounting changes, other
changes that affect the unfunded pension liabilities (e.g., return on fund asset), the
Company offering early retirement benefits to manage the size of its workforce,
»12

or other factors.

IS MR. KNECHT CORRECT THAT PGW HAS NOT PROVIDED
INFORMATION SHOWING WHY ITS PENSION COSTS HAVE RISEN?

Not in my opinion. As PGW showed in actuary reports provided in its initial
filing requirements, audited financial statements, and its Financial Report!? it is
obvious from these documents that PGW was directed to revise its earnings
assumptions, from 7.95% in the last rate case to 7.65% in FY 2015 and 7.30% in
FY 2016. These changes alone have served to increase PGW’s unfunded liability
by tens of millions of dollars because lowering the earnings assumption has the
effect of lowering the future fund balance. As identified in PGW’s CAFR for FY
2016 in Note 10 to the financial statements, a mere 1.0% downward movement in
the earnings rate from 7.3% to 6.3% will increase PGW’s pension liability by
$91,000,000."* Additionally, PGW was advised to adopt, and did in fact adopt,
updated mortality tables. This change reflected the longer lifespan of

beneficiaries in PGW’s penston plan and resulted in the recognition of the related

OSBA St. No. 1 at 8-9.

PGW Response to Filing Requirements 11.A.3; See also, PGW Comprehensive Annual Financial
Report 2015 and 2016 at 7, 57 (relevant portions of which are attached as Exh. JFG-7).

CAFR (PGW Exh. JFG-7) at 58.

{L0688313.2} 13
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increase in the pension liability. This change is also reflected in Note 10 to
PGW’s financial statements.!> Accordingly, [ don’t believe that there should be
any question about the appropriateness and reasonableness of the changes in

pension assumptions.

FORFEITED DISCOUNTS

PLEASE ADDRESS THE RECOMMENDATION OF 1&E TO MODIFY
THE CALCULATION OF FORFEITED DISCOUNTS REVENUE.

On pages 9-12 of I&E Statement No. 3, Mr. Apetoh recommends the use of a
three-year average of the Company’s most recent Historic Fiscal Years 2014,
2015, and 2016 rather than the timeframe used by PGW, which is the three-year
average of Historic Fiscal Years 2012, 2013, and 2014. Use of Mr. Apetoh’s
proposed timeframe would result in an increase in revenues at present rates of
$1,192,000 arising from a higher amount of forfeited discounts, or late payment
charges.

DO YOU AGREE WITH MR. APETOH’S RECOMMENDATION
REGARDING FORFEITED DISCOUNT REVENUE?

No. Both PGW and I&E used a three year average of forfeited discounts as a
percent of revenues. PGW used the three year average FY 2013 — 2015,
producing a 1.3% relationship, while I&E used the three year average 2014-2016,
for a 1.5% percent (PGW’s projection was made prior to FY2016 data being
available). Importantly, the relationship for FY2017 through April is 1.3%, the
same percentage that PGW used to project FPFTY levels. The 1.3% level appears

to be the norm and the FY2016 level appears to be an outlier. Accordingly, I

Id

{L0688313.2} 14
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continue to believe that the use of 1.3% is reasonable and Mr. Apetoh’s

adjustment should be rejected.

COLLECTION RATE

Q. PLEASE DESCRIBE THE RECOMMENDATION OF OCA FOR THE

USE OF A COLLECTION RATE OF 97%.

A. On pages 16-18 of OCA Statement No. 1, Ms. Everette recommends the use of a

callection rate of 97%, rather than the 96% collection rate proposed by PGW, for
purposes of calculating bad debt expense. This proposal results in an adjustment

of $7,928,000.

Q. DO YOU AGREE WITH MS. EVERETTE’S RECOMMENDATION?

A. No. Although Ms. Everette is correct that the average collection rate in 2015 and

2016 was 97.76%, PGW’s proposed 96% collection rate reflects the collection
rate that PGW anticipates during the FPFTY. The 96% collection rate is higher
than both the four-year average collection rate of 95.14% and the five-year
average collection rate of 95.79%, based on Table 4 on page 17 of Ms. Everette’s
testimony. In addition, the collection rate for the 2017 Test Year to date through
April 2017 is 96.58% on a rolling 24 month basis and 92.4% on a rolling 12
month basis.'® Based on this data, as well as the unsettled lien issues that are
pending in the Third Circuit Court, it would not be prudent to reduce bad debt
expense at this time, particularly as rates are increasing. It is appropriate to use
the 96% collection rate proposed by PGW and OCA’s proposal to use a 97%

collection rate should be rejected.

16 PGW Exh. JFG-8.

{1.0688313.2} 15
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VIII.

LOBBYING EXPENSE

PLEASE RESPOND TO OCA’S RECOMMENDATION TO EXCLUDE
PGW’S LOBBYING EXPENSE.

On page 19 of OCA Statement No. 1, Ms. Everette recommends excluding
PGW’s lobbying expense of $228,352 for ratemaking purposes. While I
understand and acknowledge the Commission’s general rule with respect to
lobbying expense, I respectfully submit that these amounts are reasonable for
PGW. PGW is a municipal utility and therefore has an obligation to maintain
lines of communication with other parts of government. Moreover, I understand
that PGW’s government relations professionals assist in obtaining information
and appropriate funding for state and federal programs such as LIHEAP. These
efforts directly benefit customers. In fact, since PGW has no shareholders, all of
PGW’s lobbying efforts accrue to the benefit of customers. Under these
circumstances, I believe that lobbying expense should be deemed a reasonable pro

forma expense for PGW.

RATE CASE EXPENSE

PLEASE RESPOND TO THE RECOMMENDATIONS OF OCA AND I&E
TO NORMALIZE RATE CASE EXPENSES OVER A FIVE-YEAR
PERIOD.

On pages 20-21 of OCA Statement No. 1, Ms. Everette recommends that PGW’s
rate case expenses be normalized rather than amortized and further proposes a
five-year normalization period. On pages 18-23 of I&E Statement No. 2, Mr.
Keller likewise recommends that PGW’s rate case expenses be normalized rather

than amortized. He suggests that a 61-month normalization period be used.

{L0688313.2) 16
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PGW accepts the parties’ recommendation to normalize rather than
amortize its rate case expenses. However, PGW continues to believe that the
proper time period for normalizing these expenses is three years. Depending
upon the outcome of this proceeding, PGW currently plans to file another rate

case within three years.

Q. PLEASE ADDRESS OCA’S ASSERTION THAT PGW’S RATE CASE

EXPENSE IS OVERSTATED.

A. PGW is revising its rate case expense to incorporate most recent information. The

following was provided in response to OCA-II-6:

Filing Requirement II[.A.20. includes 2 amounts for rate case consultants -
$1,150,000 and $150,000.

The amount of $1,150,000 is based on an earlier estimated scope
of services to be provided by:

o The Brattle Group related to the cost of service study with related
testimony, benchmarking research/analysis with related testimony
and weather trending with related testimony.

e Public Financial Management related to municipal capital markets
with related testimony.

The amount of $150,000 is mislabeled as “Rate Case Consultants;”
this amount represents the cost of legal notices for the initial filing, legal
notices for the public input hearings, printing (e.g. bill inserts, customer

handouts), and external communications support.

{1.0688313.2} 17
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The following are the updated amounts for the rate case consultant

amount of $1,150,000 included in the filing requirements:

Brattle - original contract $ 600,000.00
Brattle Amendment (5/18/17) $ 120,000.00
PFM - orginal agreement $ 31,999.00
PFM amendment (amendment currently in process) $ 20,000.00
H. Gil Peach and Associates (agreement currently in process) 31,999.00

$ 803,998.00

Please note that OCA incorrectly inferred that $90,000 in expenses were in
addition to the original Brattle contract amount. The contract provision permits
expenses totaling 15% of professional fees but they are not in addition to the
$600,000.

In addition to the $803,998, PGW also expects to incur $150,000 for the
cost of legal notices for the initial filing, legal notices for the public input
hearings, printing (e.g. bill inserts, customer handouts), and external
communications support as set forth in OCA-II-6. Combined with a newly
revised legal expense of $480,000, PGW now projects the total rate case expense

is as follows:

PGW Rate Case Expense
Legal Fees, prior year $ 7,515
Consultant Fees, current year $ 803,998
Legal Notices, etc. $ 150,000
Legal Fees, current year $ 480,000
Total $1,441,513
17 See PGW’s response to OCA-11-6.
18 See PGW?’s response to OCA-I1-6.

{L0688313.2) 18
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3 year normalization $ 480,504

Prior 3 year normal claim § 595,000
Reduction in pro forma expenses $ 114,496 (round to $115.,000)

Accordingly, PGW has revised its rate case expense in JFG-1-A and JFG-2-A

downward by $115,000 (original claim was $595,000).

INCENTIVE COMPENSATION EXPENSE

Q. PLEASE ADDRESS OCA’S RECOMMENDATION TO EXCLUDE PGW’S
INCENTIVE COMPENSATION EXPENSES.

A. On pages 24-26 of OCA Statement No. 1, Ms. Everette recommends that PGW’s
$115,000 expense for incentive compensation be excluded for ratemaking
purposes. In offering this recommendation, Ms. Everette claims that there is a
lack of well-defined, quantitative goals and criteria upon which the executive

incentive compensation is based.

Q. DO YOU AGREE WITH OCA’S CONTENTION REGARDING THE
LACK OF QUANTITATIVE GOALS AND CRITERIA FOR THIS
INCENTIVE COMPENSATION?

A. No, I do not. Incentive compensation is a practice of the Board of Directors of the
Philadelphia Facilities Management Corporation (PGW’s Board of Directors) and
is designed to promote the successful completion of annual corporate goals.
PGW’s corporate goals that were used for determining the incentive

compensation for fiscal year 2017 are as follows:

CUSTOMER SERVICE
Customer Continued improvement in JD Power average annual score
Satisfaction | » Obtain a score of 2% above the 2016 four quarter average of 659 =
672
SAFETY
Reportable » 0 Reportable incidents per year
Incidents PUC/PHMSA “Reportable Incidents per year” due to PGW process

{L0688313.2) 19




or procedure failure (To the extent an incident occurred requinng
notification of PUC/PHMSA that Management believes was not due
to process/procedure failure, Management will report the
circumstances to the Board.)

EMPLOYEE

Incidents

» OSHA Safety Rate
» Number of PMVA

History:

OSHA 3 yr. average: 5.64  GOAL - 5% below 3 yr. average:
5.38

PMVA 3 yr. average: 72 GOAL — 5% below 3 yr. average:
68

OSHA Safety Rate = multiply the number of recordable cases by
200,000,

then divide that number by the number of labor hours

FINANCIAL

Revenue
Enhancement

» Additional top line revenue from new business (non-LNG) $7.0M
History:
FY2014: $7.1M
FY2015: $7.5M
FY2016: $6.5M
3 year average: $7.0M

Collections

» Obtain a collection rate of 96.0% of total billed revenues as measured
on a 24 month rolling average.

OPERATIONS

Cast Iron
Main
Reduction

» Annual goal for cast iron main reduction is 35 miles with a program
spend of $53M

These corporate goals and criteria for 2017 were provided to OCA in discovery.'®

As the rate case is using a FPFTY, the corporate goals for FY 2018 are not yet

available. However, it is anticipated that a similar methodology will be utilized

for FY 2018. PGW submits that this information sufficiently supports its claim

for incentive compensation expense.

19 PGW Response to OCA Interrogatory 1X-2.
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INSURANCE EXPENSE

PLEASE ADDRESS OCA’S RECOMMENDATION TO EXCLUDE A
PORTION OF THE INSURANCE COMPONENT OF RISK
MANAGEMENT EXPENSE WHICH IS PART OF PGW’S TOTAL
CLAIM FOR ADMINISTRATIVE AND GENERAL EXPENSE.

On pages 26-27 of OCA Statement No. 1, Ms. Everette recommends the
exclusion of the $250,000 Insurance expense associated with insurance needs
relating to planned expansion of PGW’s liquefied natural gas plant. Ms. Everette
contends that this expense should be excluded because the plant expansion may

not occur.

WHAT IS YOUR RESPONSE TO MS. EVERETTE’S
RECOMMENDATION?

PGW accepts this adjustment. In JFG-1 and JFG-2 I have adjusted pro forma

revenues to remove this amount from the FPFTY.

PAYROLL EXPENSE

PLEASE ADDRESS I&E’S PROPOSED REDUCTION TO PGW’S CLAIM
FOR PAYROLL EXPENSE.

On pages 3-6 of I&E Statement No. 2, Mr. Keller recommends a reduction of
$2,212,320 to PGW’s claim of $91,530,680 for payroll expense. As explained by
Mr. Keller, his recommendation excludes 40 positions from the FPFTY to reflect
the average monthly vacancy rate of 40 positions for the last three years.

DO YOU AGREE WITH MR. KELLER’S PROPOSED ADJUSTMENT?

No. PGW’s claim for payroll expense in the FPFTY is based on a headcount of
1,650 employees. Currently (as of June, 2017), PGW has 1,648 employees, with
the count trending up, and plans to stay at that level, or just two less than the level

assumed in the FPFTY. The number of vacancies to which Mr. Keller referred,
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A.

and on which he based his adjustment actually reflects the expectations of the
Company to employ 1,690 individuals. But PGW did not use that expectation in
formulating FPFTY payroll expense. Therefore, it would be inappropriate to
exclude 40 positions from PGW’s claim for payroll expense and I&E’s proposed
adjustment should be rejected.

PLEASE RESPOND TO I&E’S PROPOSAL TO REDUCE PGW’S CLAIM
FOR PAYROLL TAX EXPENSE.

On pages 6-7 of I&E Statement No. 2, Mr. Keller proposes to reduce PGW’s
claim for payroll tax expense by $199,109 to correspond to his recommended
adjustment to payroll expense. This adjustment should be likewise rejected for
the reasons explained in the answer above regarding PGW’s claim for payroll

expense.

DISTRIBUTION EXPENSE

PLEASE ADDRESS I&E’S RECOMMENDED REDUCTION FOR PGW’S
CLAIM FOR MAINTENANCE CONTRACTORS.

On pages 7-9 of 1&E Statement No. 2, Mr. Keller recommends a $450,000
reduction in PGW’s claim for maintenance contractors. This proposed adjustment
is based on the normalization of hydrostatic testing, which occurs once every ten
years. However, because this expense was incurred during the 2017 Future Test
Year, PGW did not include this expense in the FPFTY. Thus, Mr. Keller reduced
PGW’s FPETY claim for an amount that it never claimed, and 1&E’s proposed

adjustment 1s unwarranted.
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PLEASE ADDRESS I&E’S PROPOSAL TO REDUCE PGW’S CLAIM
FOR INFORMATION SERVICES.

On pages 10-11 of I&E Statement No. 2, Mr. Keller proposes to reduce PGW’s
claim for information services by $634,163. In support of this recommended
adjustment, Mr. Keller contends that PGW has not provided supporting
documentation to show how the allocation of overhead charges was calculated or

how the increase in per unit cost is determined.

ARE MR. KELLER’S ASSERTIONS REGARDING INFORMATION
SERVICES CORRECT?

No. As PGW fully explained in I&E Exhibit No. 2, Schedule 6 (PGW Answer to
OCA-VI1-22), information services expenses are overheard charges that are
applied to various departments and are charged to various operating and capital
accounts. The methodology used to determine these expenses is directly tied to
the number of devices, such as computers and phones, that are used (or projected
to be used) by each department and the unit cost. Importantly, in preparing its
operating budget, PGW surveys each department and requests that they provide
their existing levels of services and equipment as well as a projection of how
those levels will change in the budget year. The data is then used to calculate the
direct costs for the department. I have attached as Exh. JFG-5 a narrative
description of the budget allocation model used by PGW. For Information
Services, approximately $400,000 of the increase in expenses is due to an increase
in direct allocations year over year for leases, purchases, services, maintenance
software and department labor, while approximately $155,000 of the increase is
due to an increase in per unit cost. I submit that PGW fully responded to the

inquiry and provided sufficient information to establish how the FPFTY
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projection was calculated and why it is reasonable. This additional discussion
should affirm the reasonableness of PGW’s projections.

PLEASE ADDRESS I&E’S PROPOSAL TO REDUCE PGW’S CLAIM
FOR STREET MACHINERY.

On pages 11-12 of I&E Statement No. 2, Mr. Keller proposes to reduce PGW’s
claim for street machinery by $656,697. Again, Mr. Keller contends that PGW
has failed to provide supporting documentation to show how the increase was
calculated or determined.

DO YOU AGREE WITH MR. KELLER’S CONTENTION REGARDING
STREET MACHINERY?

No. Inote that I&E did not seek supporting documentation in the interrogatory
that is referenced in 1&E Exhibit No. 2, Schedule 7. As for an explanation of
these increases, the breakdown is shown in I&E Exhibit No. 2, Schedule 7 (PGW

Answer to OCA-VI-23), for a total of $632,697 increase, as follows:

Mains & Services Miscellaneous Expenses - $23,000
Maintenance of Mains - $455,000

Maintenance of Measuring & Regulation Station - $35,000
Maintenance of Services - $120,000

In PGW’s view, this breakdown adequately explains the increases in street
machinery expenses. In addition, attached as Exh. JFG-6 is a narrative
description of PGW’s Fleet Allocation Budget Model, which is the basis for
PGW’s budgeted amounts for street machinery in the FPFTY. This narrative
shows that PGW starts with its existing level of activity and then carefully
evaluates that level for changes in the budget period. Accordingly, PGW submits
that its FPFTY projection for street vehicles is reasonable and well documented

and I&E’s proposed reduction should be rejected.
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COLLECTION EXPENSE

PLEASE RESPOND TO I&E’S PROPOSED REDUCTION FOR
COLLECTION EXPENSE.

On pages 13-15 of I&E Statement No. 2, Mr. Keller proposes to reduce PGW’s
collection expense by $900,676. In support of this recommendation, he uses the
Historical Test Year (“HTY”) amount for PGW’s claim for purchased services
and maintains that PGW did not provide documentation to show how the costs
associated with an increase in the number of third party collectors and the
anticipated use of third party administrator to manage its collections were
calculated or determined. To the contrary, I&E Exhibit No. 2, Schedule 10 (PGW
Answer to I&E-RE-42), explains each element of the projected increases, noting
that increasing from five to ten third party collection agencies would increase
PGW’s costs by $400,000, and that the Company’s projected cost of contracting
with a third party administrator would result in an increase of $500,000. It is not
clear to me what additional information PGW could have provided to show how
this projection was determined. It may be that Mr. Keller is seeking the kind of
documentary evidence that would be produced in an audit; such a standard of
proof is clearly not appropriate when making projections for a fully projected test

year. Therefore, I&E’s proposed adjustment should be rejected.
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Q. PLEASE ADDRESS THE I&E PROPOSAL TO REDUCE CUSTOMER
SERVICE EXPENSE.

A. On pages 15-16 of I&E Statement No. 2, Mr. Keller proposes to reduce customer
service expense in the amount of $331,244, claiming that PGW has not provided
supporting documentation to show how the increase in per unit cost of equipment
was determined. To the contrary, I&E Exhibit No. 2, Schedule 11 (PGW Answer
to OCA-VI-27), provides the reason for this increase, explaining increases that
were actually incurred on a per unit basis to purchase computers, monitors,
printers, etc. Again, the question requests a “breakdown and explanation,” which
PGW provided. If Mr. Keller found this answer wanting he could have asked
PGW for additional back-up, which it has. Therefore, I&E’s proposed adjustment
appears to be seeking a level of “proof” that cannot be provided in future

projections and should be rejected.

17XV.  ACCOUNT MANAGEMENT EXPENSE

18
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26

Q. PLEASE RESPOND TO I&E’S RECOMMENDATION TO REDUCE
PGW’S CLAIM FOR ACCOUNT MANAGEMENT EXPENSE.

A. On pages 16-17 of I&E Statement No. 2, Mr. Keller proposes to reduce PGW’s
claim for account management expense by $294,483, using the HTY amount for
purchased services. This recommendation is based on his claim that PGW has not
provided supporting documentation to show how the increases in the inflationary
costs and costs associated with bill printing and processing vendor contracts were

determined.
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IN YOUR VIEW, IS MR. KELLER CORRECT THAT THIS
EXPLANATION IS DEFICIENT?

No. To the contrary, I&E Exhibit No. 2, Schedule 12 (PGW Answer to I&E-RE-
25-D) explains the inflationary cost increases and expansion of services
associated with the renewals of PGW’s bill print and remittance processing
vendor contracts. Again, given that these are projections of expenses in a year
that has yet to begin, I believe that PGW’s detailed explanation and breakdowns is

more than adequate. Therefore, I&E’s proposed adjustment should be rejected.

PENSION EXPENSE

PLEASE ADDRESS I&E’S RECOMMENDATION TO DISALLOW
$3,000,000 IN PENSION EXPENSES.

On pages 23- 26 of [&E Statement No. 2, Mr. Keller recommends disallowance of
$3,000,0000 in pension expenses in the debt service coverage calculation, which
represents the pension fund amount included in determining a higher debt service
coverage ratio. In making this recommendation, Mr. Keller is seeking to allow
PGW to claim only the cash contribution into the pension plan in the FPFTY.

CAN YOU COMMENT ON MR. KELLER’S POSITION?

[ agree with Mr. Keller’s observation — but not his quantification of the
adjustment. PGW inadvertently omitted removing $1,971,000 in additional
pension expense when calculating the Debt Service Coverage calculation;
however, Mr. Keller referenced the FY 2017 additional pension expense of
$3,000,000 instead of the FY 2018 additional pension expense of $1,971,000 in
his testimony (see PGW’s response to question [&E-RE-34). Consequently, non-

cash expenses found on Exhibit JFG-1-A page 3, line 11, should increase from
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$78,214,000 in the FPFTY 2018 to $80,185,000. The Debt Service Coverage
calculation will then increase by 2 basis points from 1.51x to 1.53x (at present
rates).??

PLEASE RESPOND TO I&E’S CLAIM THAT UNFUNDED PENSION
LIABILITY IS INCLUDED IN THE REVENUE REQUIREMENT.

On pages 26-27 of I&E Statement No. 2, Mr. Keller claims that although PGW’s
request to recover unfunded pension liability is not included in the revenue
requirement as a traditional expense item, the Company has requested coverage
for a portion of the unfunded pension liability as part of its rationale for higher

debt service coverage ratio.

DO YOU AGREE WITH MR. KELLER ON THIS POINT?

Yes. As]indicated above PGW inadvertently failed to exclude $1,971,000 as a
non-cash item for pension expense when calculating its debt service coverage. As
indicated above, PGW’s revised financial statements removes this amount from

the debt service coverage calculation (Exh. JFG-1-A In. 11).

HEALTH INSURANCE FUNDING

PLEASE RESPOND TO I1&E’S RECOMMENDATIONS CONCERNING
HEALTH INSURANCE FUNDING.

On pages 27-30 of I&E Statement No. 2, Mr. Keller recommends that: (i) the
Commission instruct PGW to re-establish the Health Insurance Escrow Fund; (ii)

the funds deposited in the Health Insurance Escrow Fund be restricted for use in

20

Please note that while I agree that this item should not be included in the calculation of the debt
service coveragg, it, nonetheless is an item that PGW must remit. Accordingly, I have shown it as
an obligation that must be satisfied from Net Available after 1998 Debt Service on pages 8 and 9,
of this Testimony.
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funding medical claims and h@alth insurance administrative costs; (ii1) the
Company be required to provide actuarial reports and historical escrow account
performance data for each intervening test year leading up to the Company’s next
base rate case; and (iv) the Company secure competitive health insurance quotes
from the insurance industry at least biennially.

WHAT IS PGW’S POSITION WITH RESPECT TO RECREATING A
HEALTH ESCROW ACCOUNT?

PGW is willing to establish a health escrow account but doing so will add to
PGW’s revenue requirement as, by its very nature, the health escrow will have to
be set aside and will not be able to be used to cover other obligations.
Accordingly, PGW has added an additional $1,167,000 to the revenue
requirement to fund this account over the next three years to produce a fund of
$3,500,000. PGW’s collective bargaining agreement restricts PGW to use certain
carriers for health care so PGW’s ability to alter its health insurance carrier is
limited. Additionally, since PGW is self-insured with a stop-loss program in
place PGW is not certain that obtaining competitive health insurance quotes will
result in material changes in its health care costs. However, the Commission
should be assured that PGW and its health care advisors are continually analyzing
various options to determine whether costs can be reduced. That is how PGW
came to adopt a self-insurance model which, as was explained in Mr. Moser’s

direct testimony, reduced PGW health care costs by tens of millions of dollars.

CONCLUSION
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.

{10688313.2) 29
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PHILADELPHIA GAS WORKS Presnt Rates
STATEMENT OF INCOME e 1A
{Dollars in Thousands) 9
REVISED REVISED REVISED REVISEDH REVISED
30YRHOD  10-YR HDD 10.-YRHDD  10-YRHDD 10-YRHDD  10-YRHDD 10-YRHDD  10-YRHDD 10.YRHOD  10-YR HDD 10-YR HDD
ACTUAL ACTUAL BUDGET FORECAST FORECAST  FORECAST FORECAST  FORECAST FORECAST  FORECAST FORECAST  FORECAST FORECAST
2014-15 201518 2018.17 2017-18 ADJUST 201748 209813 AQJUST 2018-18 2019-20 ADJUST 2019:20 202021 ADJUST 2020-; 2021-22 ARJUST 2021-23
OPERATING REVENUES
Non-Heahng S 30750 § 24873 § 26425 $ 26230 S - § 26230 $ 25378 0§ - 8 25378 0§ 24434 § -8 24484 5 23851 § -5 2385 8 2873 $ - 3 228n
Gas Tramapont Senvice 39,962 38,550 45,674 4814 - 44614 48,222 - 4822 47,594 B 47,504 48,853 - 48,853 50,055 - 50,055
Hestng 618,164 472,275 524.234 534,832 - 534,832 543686 . 543666 552,484 - 552,464 567,520 - 561,520 571,308 - 571,396
Wealhar Naimaizaton Adjustmont (10,747) 41,479 5,005 - - - - . - - - - - - - - . -
Unoiled Adjustment 108, 1,830, 1873 315 - 315 104 - 104 83 .. 83 118 - 118 109 - 106
Tolal Gas Ravenucs 876,027 572,347 802,14 605,091 - 805,091 815,370 - 615,370 824,655 - 624 855 524,143 - 634,143 644,433 - 644,433
Appliance Repsir & Qther Revenues 8,727 7.962 8,182 8,265 - 8,265 8.347 - 8347 8,431 - 8,431 8515 : 8,515 8,601 - 8,601
Cthar Operating Revenuas 12,493 10,828 13,023 12,757 - 12757 12,803 - 12,803 13,044 - 13,044 13,168 . 13,186 13339 - 13,330
Total Other Jperetng Revenues 21,220 18,850 21,205 21022 - 21,022 21,250 - 21250 21,475 - 21,475 21,701 - 21,701 21,840 - 21,640
Total Operating Revenues 697,247 581,237 625,116 627,013 - 627,013 836,620 - €35,620 B46,120 - 646,130 855,844 - 855,844 666,373 - 865,373
OPERATING EXPENSES
Natural Gas 252,158 145515 176,731 184,960 - 184,860 194.471 - 191,471 197,808 - 197,808 204,518 . 204,518 211,804 . 211,904
Othet Raw Material " g 10 10 - 10 10 - 10 10 - 10 10 - 10 10 . 10
Sub-Total Fuel 252,189 748,524 176,741 184,970 B 184,970 181,481 - 191,461 197,676 - 187,618 204,526 - 204,528 211,914 - 211,914
CONTRIBUTION MARGINS 445,078 444,713 448,375 442,043 - 442,043 445,139 . 445,139 443,312 . 44812 451,318 - 451,318 454,459 - 454,459
Gas Progessing 18,180 17,248 17,656 12,524 - 17,521 17,837 B 17,837 18,216 - 18,216 18457 - 18,457 18,857 - 18,857
Froid Services 36,874 36278 38,369 40,340 . 40,340 41,200 - 41,296 42,096 - 42,066 42511 - 42811 43,456 - 43458 ,
Datnbuton 38,629 37473 41,680 42,562 . 42562 41,528 . 43,520 44,358 - 44,358 44,925 - 44,925 45,824 - 45824
Colaeson 3457 3341 4,354 4420 - 4420 4,519 - 4519 4,609 - 4,600 4851 - 4,65¢ 4895 - 4595
Customer Sarvice 12,282 12432 13,503 13,807 - 13,807 14,128 - 14,126 14,408 - 14,408 14,637 - 14,627 14,918 . 14918
Account Managemant 7.735 7.571 8,399 8,487 . B,487 8671 - a671 B,844 . 8,844 8,977 - 8,877 9,157 - 8,157
Bad Dobt Expense 34,833 27133 30,654 26,056 . 28,8568 27838 - 27,638 28,347 - 28,347 28,804 - 28,804 28,634 - 28,834
Marketng 6,956 38671 4,355 4,438 - 4439 4,538 - 453 4525 - 4,035 4894 - 4854 2,785 - 4,785.
Administratve & Genersl 60,253 67,139 69,025 66,334 (365) 85.969 86,180 {4159 66.045 67,162 15) 67.047 67,518 - 87,518 66,535 - 68,595
Heanth insurance 51,051 53,370 58,305 30,811 - 30,811 33841 - 33841 36,527 - 36.627 39,880 . 38,680 43,424 - 43424
Enwvonmental Remed.aton - - - - - - 2,045 - 2,045 1,696 - 1,698 927 . 9227 897 - 74
Capaaized Fringe Benefita (8,860) {10,077) (11,537 {11,820 - (11,620) (12.238) - (12238) {12,937) - (12.937) {13.744) - (13,744) (14.613) - 114,613)
Capaized Administratve Charges (8,087) (10,778) (15,791} (12,945) - 12,945 {13,738) . (13738} {13,409) - 113,408) (14,032) - {14,032 15,579) - 15,578)
Pensiona 43,748 62336 65,022 51,800 . 51,800 40,308 - 40,308 39,678 - 30,678 22,604 - 22891 20,383 - 20,383
Toxes 7.823 7521 8232 8,437 - 8437 8,647 - 8,547 8,821 - 6821 8,997 . 8,597 8,177 - Al
Other Poat Employmerit Benafits 8,726 9,529 6,632 31,028 - 31,028 20,663 - 20,663 28,023 - 26,023 26,045 - 20,045 235683 - 23,683
Cost / Labor Savings - . 2073} - - - - : -~ - - - - U . S S
Sub-Tolal Other Operatng & Mantenance 310,570 324,985 337,805 322377 {365) 22012 318,845 18} 316,530 321,164 £115) 321,048 206,028 - 306.028 306,564 - 306,594
Deptecaton AB AT4 47,894 48,842 50,508 - 50,596 52.436 - 52436 54,244 - . 54,244 56,019 - 56,018 57.827 . 57,027
Cosl of Removal 2,897 3785 4,100 4,100 B 4,700 4,100 - 4,100 4,100 - 4,100 4,100 - 4,100 4,100 - 4,100
To Clasnng Accounts 5,584 8.231) 8,771 @.518) - {7,516} 7.562} - (7.562) 578) - 7,579 18) - 7,218 7,188} - (2,988)
Net Depreciation 43,787 35,428 26171 47 180 s 47,380 48,874 - 48,574 50,765 . 50,765 52,500 - 22,500 54,741 - 54740
Sud-Total Other O 354,357 370,433 383,876 369,557 (385) 389,192 385,619 (115) 385,504 374,829 115 371,814 358,628 - 358,028 361,335 - 361,335
TOTAL OPERATING EXPENSES 606,526 516,957 560,717 564,527 (365) 554,162 557.100 (11s) 556,985 568,747 {115) 569,632 563,458 - 563,458 573,249 - §73,248 -
OPERATING INCOME 90,721 74,280 64,393 72,486 365 72,851 79,520 15 79,635 78,383 15 76,493 82,388 - 92,388 83,124 - 83,924
tntezest Galn / {Lass) and Other income 3784 1,393 2,898 3031 - 303 2684 - __2884 2878 - 2,870 3291 - 329 2880 - 2880
INCOME BEFORE INTEREST 94,505 75,673 67.297 75,517 385 75,882 B2204 1"s 82318 78.262 118 79,377 85678 B 85,679 96,014 - 88,014
INTEREST - N . - - M .
Long-Term Debt 45,758 402¢5 44,834 48,180 - 49,160 48,807 - 45,807 48,738 - 48,738 50,801 - 50,801 47,768 - _ 47788
Other 7.448 3,868 (4,058) (6.693) - (6.803) (8,252) - 16,252) (5.519) - 5519 {4784} - (4.784) {4,004) - (4,004)
AFUDC {781} (1.120} {1,138} (820} - {920) (9as) - (985) {964) - {884), {987) - ‘ (897) (1,03Q) - (1,020)
Loss From Extnguishment of Debt 4,100 4,478 5081 5,666 - 5,666 5300 - 5,300 4594 - 4,694 4,490 - 4490 4,072 - 4,072
Totat nterest 56523 47619 45,730 27,013 - 47,013 44,870 - 44,870 47048 - 47348 49310 o 4820 46804 - 46804
NET INCOME 37982 28054 21,577 28,504 365 28869 37334, N5 37,449 233 15 32,228 46,369 - 48,380 48.270 - 43210
City Payment 18,000 18,000 18,000 18,000 - " 18.000 18,060 - 18,000 18,000 - 18,000 16,000 - 18,000 18,000 - 18,000
NET EARN:NGS Y 9882 3 joosd, _§ 357 S_Josoa S 365 310869 § 1834 3 A8 3 4 3 A 3 S % 4228 S 28369 - T§ 20369 § 31210 § I T )

.

somNAnAW

=]



Qs ON

rTooOPN

12
12.A
13
14,
15.

18.
18
0.
21,

23.

SOURCES
Naet Income
Deprecistion & Amorhzahon

Earnings on Funds
Proceeds fram Bond Refunding to Pay Coat of [ssuance
Increasedf{Decreased) Other Assats/ labllbes

Avaistie Fram Cperatons

Drawdown of Bond Pracesda
Refesse of Restticted Fund Assets
Redesa of Bond to Pay Temporary F 9
Temporary Financing
TOTAL SOURCES

USES

Net Construchon Expendtures

Depostinto Restncted Health Esciow Fung
Fundad Debt Reducton

Ruovenue Bonds

Temporary Financing Repayment

Distributon of Eamings
Aduitens To {Reduchens of)
Non-Cash Wotking Capital

Cash Needs
Cash Surpius {Shartfal}
TOTAL USES

Cash - Begmmnng of Penod
Cash - Surplus (Short'al}
ENDING CASH

Outstanding Commerclat Paper
Outstanding Commerclal Paper - Capita)
DSIC Rovenus

internally Gonerated Funds

TOTAL IGF + Incremontal DSIC Reveaus

PHILADELPHIA GAS WORKS
CASH FLOW STATEMENT

{Doftars in Thousands}

REVISED REVISED REVISED

30-YRHDD 10-YR KDO 10-YR HOD 10-YR HDD 10-YRHDD $0-YR HOD 10-YR HOD

ACTUAL ACTUAL BUDGET  FORECAST FORECAST  FORECAST FORECAST  FORECAST FORECAST

4,15 015-18 201617 017-1: ADJU! 2017:18 2018-19 ADJUSYT 2018 2019-20 JUSY 019-20
2014:18 2015-15 201718 ST 2018:19 201921

§ 37082 § 28054 § 2577 § 28504 $ 385 8 2088 S /3% 0§ N5 0§ 7440 5 213§ 15§ 32228
53,258 50,371 45,049 47,000 . 47,000 49,114 . 49,114 51.246 ) 51,248
7.051 23 (1,663} {1,324} - (1,324} (258} - (858) {1,133) - {1,733)

- . 2,700 - - - - - - 500 - 500

23,898 28208 20,078 5274 . (5,274 {18,246) . (18,246) 31,081) . {31,091
121,987 108,657 90,741 53,908 365 69,271 67,244 115 87,358 51635 115 51,750

- - 65.000 52,000 - §2,000 57.000 - 57,000 55,000 - 55,000

6562 6673 . . . . . . . - . 3

- . 71,000 . - - . - - B . .

30,000 41,000 - . - - - - . - - .
ISOISGB 154 330 732,741 120,906 365 121 ,571 124244 115 124 359 106 635 115 106,750
85,498 100,333 132,632 108,010 - 100,010 115,628 - 115,628 113,148 - 113,149

. v . . 1167 1,167 . 1,167 1,167 ) 5,187 1,167

13,503 . . . . - . . - ) - .
62,180 53,025 34,790 51,834 - 51,84 47,747 - AT, 747 62,0805 - 62,905

R . 71,000 . . - - . . . - .

18,000 18,000 18,000 18,000 .- 18,000 18.000 - 18,000 18,000 - 18,000
(27 ZJﬂ 4758 (37,738) 423 - 423 1,145 - 1,148 {2,783) - {2.783)
151,956 176.914 218,684 179,267 1187 180,434 182,524 1,187 183,691 181,274 1,167 192,438
8583 (22,584) 14,057 (58,361) 802 59,163) 58,280 (1.052) (58332 (84,6%5) (3,052) (85.688,
160,549 154,330 _Zl— 32,741 120,808 365 _121'_; 124,244 115 124 3! 108,635 15 106,750
—030 153330 p—cr-- —t2ll 2. ——lld, 106730
105,734 114,327 99743 105,600 - 105,800 47 429 {802} 46,637 (10.841) (1.854) (12,655}
8,593 (22 584) 14057 {58.361) (802) 59,157 (58,280) {1,052) (58,332 (84,636} (1.052) (85,688)

$ 114,327 21,743 105,800 47,439 $ (SOZI $ 46,83 $ ’10.&41! $ ’1,!5‘! $ "Iliﬂist $ SD 477! !2,906! $ !&,!”
30,000 71,000 - - . B . . - . - .
13,764 28,253 3250 30579 . 20,579 10,895 . 20,885 31214 - 31,214
31,735 33,080 35,001 28,431 . 26,431 27733 - 2,733 26,935 - 26,835
45,489 59,333 67,632 57,010 - §7,010 58,628 - 58,628 58.148 - 58,148

10-YRHOD
FORECAST
2020-21

$ 46,369
53,350
(1.224}

{46,024)

52,471

57.000

109.471

117,008

44,084

18,000

(554)
178,529
(69,058)
106471
{85,477}

{69,058)
5 _{164,535)

31,518
28,491
60,009

’
Presnt Rates

JFG-1-A
Page 2
REVISED REVISED
10-YR HDD 10-YR HDD 10-YR KDD
FORECAST FORECAST FORECAST
ARJUST q020-2] 202127 ARJUST 2021-22
3 - $ 46259 $ 49210 $ - $ 49210
- 53,350 55,518 - 85,518
- (224 (1,104) - (1.104)
- (46 024) (53,725) - {53.725)
- 52,471 | 49,609 - 42,860
- 57,600 59,000 . 59,000
- I08.47) 108.899 - 808,599-
C—— ——— —— =
- 417,009 120,996 - 120,996
- 44,084 §7,749 . 57,749
- 18,000 18,000 - 18,000
k3 1564} 175 - 375
- 178,520 188,920 - 106,620
- 69,058) 88,021 - 88,021
- 169,471 108,899 ~ 108 885
{2.908) R {88,383) {164,539) {2,906) (167 441}
- {68,058) (83,021 - (88,021}
3 12,306! 3 ’157.“1! 3 ’252 ssg] $ ’z.m! ‘2 461!
- 31,518 31,846 - 31,848
- 2849 050 30,150
- 60,009 61886 - 61,006
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FUNDS PROVIDED
Total Gas Revenues
Qtser Opsmatng Ravanues
Total Operaing Revenues
Othet Incoms Inct /{Decr ) Restncied Funds
City Grant
AFUDC (interesl)
TOTAL FUNDS PROVIDED

FUNDS APPLIED
Fuel Costs
Tther Operating Costy
Total Operzing Expenses
Less Non-Cash
TOTAL FUNDS APPLIED

Funds Available o Cover Dabt Service

1975 Oranance Bonds Detxt Sswce
Debt Service Coverage 1975 Bonds

Nel Avalable aftar Prier Dett Serace
Equipment Leasing Debt Servica
Net Avadable mfter Priot Capital Leases

1928 Oretnancs Bonds Dett Senvice

1838 Ordinance Subordmate Sonds Dett Seracy - (TXCP)]
Total 1898 Osdinance Dett Servics

Debt Service Coverage 1398 Bonds

Net Avadabls after 1998 Dedt Sendce

Aggregate Debt Senice

Debt Service Coverage (Cambingd kens)
Debt Serace Covernge (Cambinad liena with $16.0 Clty Fee)

AGTUAL
2014:1%

5 878027

21,220

887,247
10,835

7B

708,883

252,169

354 357

606,526

74,535
$31,991
176,872

28,904
8.57

149,668

149,668

70,139

70138

254
76,029
87,043

1.82
1.64

PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE
{Dollars in Thousands)
REVISED REVISED
30-YRHOD  10-YRHOD 10-YRHDO  10-YR HDD 10-YR HOD
ACTUAL BUDGET FORECAST FORECAST  FORECAST FORECAST
2015:16 2016- 201718 ADJUST 201718 2018-99 ADJUST 201018
$ 572,347 $ 80381l S 505,291 $ - $ 605891 § 61537 ) - 3 615370
18,890 21,205 21.022 - 21,022 21,250 - 21,250
591.237 625,118 627,013 . 627,013 636,520 - 636,620
1418 1,235 1707 . 1707 1726 - 1728
3,920 1,136 20 - 520 985 - [113
593,773 527,487 629,840 - 629,540 839,331 - 629,331
146,524 176,741 184,970 . 184,970 191,481 - 101,481
370,433 383078 389,557 365] 369,192 365.619 (115) 385,504
516,957 560,717 554527 (365} 554,162 557,100 15 556.985
89,058 92830 78214 1871 80,185 58,483 1,554 70.017
427,898 488,067 476313 (2,336 473977 488,837 {1,668) 488,968
165,875 159,400 153,327 2336 155,683 150,694 1,669 152,363
165,875 158,400 153,327 2218 155,663 150,694 1,669 152,363
165,675 159,400 153327 2336 155,663 150,694 1,665 152,363
77.867 66,868 101,720 - 101,720 85,276 - 95,278
77,867 66,888 101,720 - 101,720 95,276 - 05278
213 238 1.5 0.02 153 1.58 6.02 160
88,008 92,532 51,607 233 53,94 55.418 1,608 57,067
77,867 66,688 101,720 - 101,720 85,276 - §5.276
213 2.38 1.51 0.02 153 158 002 1.60
140 EAL 133 0.02 135 1.38 0.02 141

REVISED
10-YR HOD 10-YRHDD
FORECAST FORECAST

/01920 ARJUST 201%-20
S 824655 § -3 B24855
21475 . 21475
546,130 B 846,130
1,746 . 1,748
054 - o84
648,840 - 646,840
197,618 . 197,018
371,928 (115 371,814
569,747 (115) 569,632
89,770 1141 70811
269,077 {1.256) 208721
148,863 1,259 150,118
148,683 1,250 150,118
148,863 1258 150,119
87858 - 67.858
57,850 3 97 858
1582 0.01 1.8
51,005 125 52,201
47,858 . 97,858
1.52 0.0% 153
134 0.0 C138

10-YR HDD
FORECAST
2020:2%

$ 634,143
21,701
655,844
2,087

887

T 658808

204,528
358928
563,456

55503
507,953

150.855

150,855

150.955

95,458

T 9545

1.58
55,498
05,459

1.58
139

REVISED
10-YRNDD  10-YR KOD
FORECAST  FORECAST
DIUS 2020-21 w02t-22
$ - § 634943 3 644,433
L —2L701 21940
N 655,844 666,373
- 2,067 1,786
- 997 1,030
E 656,908 668,189
- 204,528 214814
- 356,828 361335
s 563,456 573,249
613 58116 55924
613) 507,320 517,325
613 151,568 151,864
613 151,568 151,864
613 151,568 151,864
- 85,450 106,342
- 95,459 106,342
0.01 1.59 1.43
513 56,100 4552
- 95,459 106,342
o0 158 1.43
0.01 140 126

»
.

Presnt Rales
JFG1-A
Page 3

REVISED
10-YR HDD
FORECAST

0222

$ 84441
- 21,840
- 666,373

- 1,786

1,030
. 689,189

- 211,094
- 361,335
- 573,249
97 56,021
$17,228

97 151,981

97 151,861

97 151,081

- 106,342

- 106,342
0.00 14
87 45619

- 106,342
0.00 143
.00 1326



ASSETS
Uity Plant Net
Sekng Fund Reserve
Capitat Improvement Fund
Workers’ Gompensation Fund
& Health Insurance Sscrow
Cusn
Accounts Rocotvabie
Gas

Other

Accruad Gas Revenues

Resetve for Uncolle -l

Total Accounts Recaivable.

Matetials & Suppies.
Other Current Assets
Deferred Debas.
Unamortized Bonst Issuence Expanse
Unamortzed Loss o Reacqured Debt
#ReE Defomnd Enviroomer tal
sisks Detened Pension Dutfiows
#HRI8 Cther Assets
sxawt  TOTAL ASSETS

E;ggigprﬂp CR Ty PR [5'5"

EQUITY & DIABILITIES

#2#8 Customer Deposits

i Olher Current Lisbiltles
Kl Pension Liabity

B Deterred Crodits

#i2#8 Defered Pengon Inflows
#4pey Accrued Interest

#ae88 Accrued Taxes & Wajes
##wis Accrusd Distribution to City

Saamt Oter Ushidies
#aeed  TOTAL EQUITY & LIABILITIES
T ON

#uiid Total Capitaization
*reaR Total Long Term Datt
#éwit Debt o Equity Rabo
NER Cepralizaton Rato

REVISED
3I0YR HDD 10-YR HDD 10-YR HDD
ACTUAL ACTUAL HUDGET FORECAST FORECAST
Baus 318 BraiM? 831118 ADJUST ;.
1232370 1,284,810 1,263 600 1,427,014 1427014
80,141 85,652 105,196 108,253 108,253
. - 113,603 61,884 61,884
5,820 2,803 2,610 2616 1,167 3783
118,327 1,743 155,800 47,439 (802) 48 837
182,433 142,435 138,100 133,168 133.168
1,250 2,0¢6 1.300 1.525 1,525
5,109 3,368 5,041 5,356 5,35
{102,029) (74.286) (71,850) {70.484) (70,484)
88,853 73,583 70,751 69,565 69,585
50,908 47,891 47,005 48,220 49,220
460 1642 455 459 459
13.135 29,376 4,782 4.pE7? 4987
3473 512 EE] 34 341
30,953 52,648 47,865 42,189 42,189
20,808 20,425 28,767 20,767 23,787
78.128 88,043 41,908 13,952 12,952
35,503 24,357 30,720 40.604 40.604
1.771.881 414, 3774 1 .35‘.:,?5_5 R LEENE)
277,884 288,038 30,427 40,831 285 41,296
915175 837,630 1,073,041 1,021,200 1,021,208
(787) g (875} (825) (825}
43,360 83,703 78,667 89.303 88,303
B57,748 926,423 1,150,833 1,009,686 1,088 686
30,000 71,000 - - N
58,027 55670 58,054 s7.221 57.229
2,858 3 3,000 2,870 2070
8,136 182 4,530 4932 4932
239,269 258093 291,258 285,870 285,870
7,895 5,893 2,081 4,497 4497
11,853 - - - -
8709 28038 16,564 14,639 14,839
3342 2809 5978 4,100 4,100
3,000 3000 3,000 3.000 3,000
188,400 149,523 414,298 387,334 347 334
1,771,681 1,813, 1,377 .4 1,695, 365 LB,
1,235,732 1,214,451 1,181,260 1,130,617 365 1,130,982
857,748 826.423 1,150,833 1.089.696 1,089,686
77 0% 76 28% 97.42% 86 38% 002% £6.35%
345 32 37.82 26.62 (273 2829

Present Rates

FG-1-A
Page 4¢
PHILADELPHIA GAS WORKS
BALANCE SHEET
{Doliars in Thousands)

REWSED REVISED REVISED REVISED
10-YR HOD 40-YR MDD 10-YR HDD 16-YR HOD 10-YR HOD 10-YR HDD 10-YR HDD 10-YR NOD
FORECAST FORECAST FORECAST FORECAST FORECAST FORECAST FORECAST FORECAST

B3Ng ADJUST a1i19 8131129 ADJUST 83120 8131721 ADJYUST 83112t 31722 ABJUST ;Mg
1,490,208 1,490,208 1,548,119 1,548,111 1,610,501 1,610,101 1,673,270 1,673,210
107,320 107,320 120,248 120,248 121,456 121,456 122,678 122,678
4742 4142 117,535 7,435 60.431 80,431 1,295 1,295
2829 2334 4,963 2,642 3,501 6,143 2,662 3,501 6,163 2,682 3,501 8,183
(10,84) (1,854) 12.695) (95.477} (2,906) {98,383} (164,535) (2,906) (167,447} (252,555) (2,808} (255,461)
129,686 129,586 126,572 126,572 122,311 122,844 119,684 119,664
1,550 1,550 1,575 1,575 1,600 1,800 1,625 1,625
5480 5,460 5,843 5,543 56627 55662 EXedl 57
{68,805} (68,805) (67,813) (87.013) {66.338) (68,338 (64,880) {64,880y
67,801 7891 65,877 65877 £2,835 63,835 62,180 62,180
50,734 50734 52,002 52,002 53,500 53,509 54,872 54872
463 483 487 487 a1 471 475 475
4,489 4,489 4469 4464 4.8 4,348 431 4313
303 303 270 270 241 241 215 215
38,898 36,808 32,005 32,008 27,515 27,545 23443 L 2340
26,72 w722 25,028 25.028 24,008 24,000 23,102 23,992
42,007 42.007 43.378 43,378 4479 44.759 45,218 48.218
—UERIT AT T IIAMT AR T 5% LHX N.ZLK L 7549, R (7 A0 R{FA
60,265 480 60,745 74,378 585 74,973 102,747 595 103,342 133,957 595 134,552
973,450 973,480 1,090,557 1,090,557 1,045,473 1,046,473 988,724 488,724
778 (776) {732) 732) {855) (B88) {641) (641)
50.59% 60.595 52023 52,623 45,389 45,386 38,538 38.938
1,033,277 1033.277 1,142,848 1,142,448 1,001,176 1,001,478 1,027,021 1,027,02¢
57434 57,434 56,014 56,011 56.216 58218 56,144 906,144
2747 2,47 2,830 2,630 2518 2519 2413 2,413
4936 48% 4,841 4943 4,046 4,948 4,922 4822
280,051 280,051 274,418 274,418 267,534 287.5M 260,380 200,380 ¢
275 2™ 2,012 2018 2,08 2,084 2.080 2,080
2813 2813 11,120 11,920 12,200 12,290 12,302 12,302
14117 14,147 17,503 17,803 17,120 12,128 18,303 18.303
4,831 4831 5,170 5696 5,696 6,228 8228
3,000 3,000 3,000 3,000 3.000 3,000 3,000
357,502 387,502 323,413 283,595 - 223,593 237,432 207.432
1523563 L) 824, 017,44 .548.! LI 1,549, 762,182 ELS 1.762.777
— i pp———— e - m— ————re—
1,003,542 480 1,084,022 1,218,826 585 1.217421 1,193,523 595 114,510 1,160,978 595 1,181,573 ¢
1033277 1.033.277 1,142,448 1,142,448 1,094,176 1081176 1,027,021 1027.02%
94.49% 004% 4.45% 93 89% £.05% P3.84% 9139% 0.05% £1.35% 88.46% -0 05% 88.42%
17.15 014 17,0 15.38 10 12) 1524 1082 {0063 10.568 787 003 763
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PHILADELPHIA GAS WORKS
STATEMENT OF INCOME
(Rallars in Thousands)

Proposed Rates
JFG-2-A
Page 1¢

REVISED REVISED AEVISED REVISED REVISED
J0.YRHOD  10-YRHDO 10.YRHDD  10-YRHDD 10-YRHOD  10-YRHDO 10YRHOD  10-YRHDOD 10.YRHOD  19.-YRHDD 10-YR HOD
ACTUAL HTY FTY FPETY FPFTY FORECAST FORECAST  FORECAST FORECAST  FORECAST FORECAST  FORECAST FORECAST
201813 201818 2018497 201798 ADJUST 209718 209819 ADJUST Zois-ty 201320 DJUST 2019.20 2020-21 ADJUST 2020-21 2029122 202122
OPERATING REVENUES
Non-Heating § 075 2§ 2873 0§ e 0§ 623 0§ - 0§ HWW 5 25378 5 - 5 XI5 M4 3 - 5 244% 0§ 23851 3 - 3 2065 0§ 2873 s 27
Gas Transport Service 39,962 38,550 45874 445614 - 4,514 46,222 - 622 47,504 - 47,554 48,653 - 48,853 50,055 50,055
Heating 618,164 ane2rs 524,234 534,032 . 534832 543,666 - 543,656 552484 - 552484 561,520 - 561.520 571,396 571,396
Revenua Ennancement / Coxt Reduction - - - 70.000 - 70,000 70000 . 70,000 76,000 - 70.000 70.000 - 70,000 70,000 70,000
Healh Escrow Fund Sweharge - - - . 1,367 1967 1,167 1187 1,67 1167 - .
Waathet Normaiizaieen (10,747 41,479 5,505 - - . - B - - . - - . . - .
Uniware Adjusiment . 105) 1,.8%) 1673 s - 315 104 - 104 <] - a3 119 - 15 109 108
Tetsl Gas Reverwes 676,027 §72347 603811 675991 1967 77,158 685,370 1,187 &85,337 694,655 1167 635822 704,143 B 704,743 714433 T4
Applance Repa & Other Revenues 872t 1962 B182 a5 825 8347 - B347 8431 - BN BS1S - 8515 8,60 8.601
Othae Oporating Revenves 12,493 10528 12023 12,757 - 12,757 12,903 - 12,903 13.044 - 13bed 13,986 . 13,186 13.339 1330
Total Othet Opersting Revenues 21.20 13.8% 21206 21022 . 21,022 21250 - 21,250 21.475 - 21.4T6 21,701 - 2u701 1,840 21940
Total Opasating Revenues 697,247 581,237 €25118 697.013 1167 596,180 706,620 1,187 707,787 716,13 1167 T17.297 725,844 B 75844 736,373 s
OPERATING EXPENSES K
Natwral Gas 252,158 146515 176731 184,960 184,960 191,471 191471 197.608 197,608 204518 204518 211904 211,904 .
Other Row Matenat 11 $ 18 10 10 10 10 10 10 10 30 10 10
Sub-Total Fuel 262,169 145 524 176,741 184,970 - 184,970 191,481 - 191 481 197,818 B 197,818 204528 - 204528 211,914 291914
CONTRIGUTION MARGINS 445078 @713 448376 512043 1,167 513210 515139 1.107 616,306 518,312 1107 613478 21,318 . 21318 $24,459 524,453
Gas Procesang 18,180 17,948 17,855 17,521 - 1750 17,837 - 17837 18.216 - 8216 18.457 - 18457 18,857 18,857
Froid Senaces 36874 B 39.36% 40340 - 030 41298 - 41,299 42096 - 4209 42511 - 42611 43,456 43456
Ominbution 28,829 7973 41590 425852 - azs62 58 - Qss 44358 - 44,358 44578 - g 45824 45824
Colection 3457 3341 4354 4420 B 4420 4818 - 4519 4603 - 4608 4651 - 4,651 4695 4635
Cuslome: Service 12262 12432 13,503 13807 - 13807 14,126 - 14,126 14,406 - 14,408 14627 - 14627 14919 14918
Azco.mt Manogement 7,735 7571 2399 8,487 - 8.487 B6TS - 8,571 8,844 - B4 8,977 - 8977 9,157 9157
Bad Detd Exparise 34833 7133 30,654 30073 20073 2,784 20784 N5 31524 31.984 - 31,964 31,967 31967
Markating 5958 37 4385 443 - 4.439 4538 - 4538 4625 - 485 4.5%4 - 65 4785 788
Administrative & Genoral 60,253 87.139 56.025 66334 (365) €5,5€9 66,150 (115 €045 &7.162 (115) 67,047 67.518 - 7518 68595 68595
Heath Insurance 51051 53,370 8,308 0811 B 30811 23,561 - 33,641 6627 - BET 39,680 - 2850 3424 43424
Envuonmental . . - . - - 2045 - 2045 169% - 1,69 927 - 827 357
Copizired Frnge Benafts (8.360) 10,070 111,537 11,620 - 1520 12.238) - (12238 (12930 - (12837 (13,744} . (13744 (14613 {14613)
Amatzation of Restiucturing Costa . - . - . . - - - - - - - - - . .
Pensions 748 €2.336 85.022 51.600 - 51,800 40,308 - 40208 9678 - wEM 269 - & 2383 2038
Tares 7823 50 (%] 8.437 . 84w 8647 . a7 8,321 . asn 8957 - 8997 9177 2977
BT Buikbng Consobdaton - Cost / (Savings) - B . - - - - . - - - - - - - - .
Cost / Lubor Savings - - @073 - - - 2 - = - 3 - - - - - -
Sub-Total Othet Opereting & Mantenance 310570 324985 337805 325454 (365) 051D 319,750 115) 319675 324381 {135 D26 305208 B 305,708 9727 308,727
on 46,474 47.894 48,842 50596 . 20596 52436 - 52436 54244 - 54,244 58,019 - 56,019 57,821 57,827
Cost of Removal 2897 3,785 4,100 4100 - 4100 4100 - t4100 4,300 - 4100 4300 - 4100 4,100 4100
To Creanng Accounts (5.504) &A1) §&.771) 7516) - o518 (7562) - (562) .579) - 7578 a9 . a9 a.188) AR
et Depraciation 43,767 45448 617 47,180 N 47,180 40,574 - 48574 50,765 - 50,765 52900 - 52.500 84.74) 84,741
Sub-Total Othar 364.357 IMAR 383.976 372674 368) 368.764 115) 365,543 375,108 5] 374831 362,108 - 32,108 364,468 364 468
TOTAL QPERATING EXPENSES 606,526 516,957 560,717 557,644 (365 560.245 15 560,530 572,924 15 572008 566.636 - 566,636 576,362 576,312
DPERATING INCOME 90,721 74280 64,399 139,363 1532 146375 1,282 147,657 $43,208 1,282 144,488 159208 - 158,208 159,891 159,891
Inderest Gain/ (Loss) and Other income 378 $.383 2298 3,031 . X - 2584 - 2884 2878 - 280 379 — 3.291 2.890 2890
INCOME BEFORE INTEREST 4506 75673 &7.297 142,400 1532 149,059 1262 150,341 145,085 1.282 147,367 162.499 - 162 152,881 162,831
INTEREST
Long-Term Debt 45756 40,255 44,834 43,160 . 45,807 - 48.807 8738 - 48,738 50,501 - 50,601 47,766 47,165
Qthe” 7445 3,968 (4.088} (6893 - 252 - 6.252) 5519) - 5.519) {4.784) . (4.784) (4,004} {4.004)
AFUIC 781) 112 {1.136) {320) . {985} - (965} (964) - (964) (297) - (997 {,030; {1,000)
Less From Extngushmerd of Dabd 4,100 1478 6081 5666 - 5300 - 5.300 4894 . 4,894 450 - 4,490 4072 ‘4072
Total interest 5652 47619 570 4013 . 44870 - A BT 47,149 - 47,143 49310 - 49310 46,604 45,004
NETINCOME Tstr __aaps __agn el T o imw mAr ___wemwe _iBE o, __oms . __Tudy __Twom e
City Payment 18,000 78,000 18,000 78,000 N 1 - 18,000 18, - 18,000 18,000 - TR,000 18%2_ 18.000
NET EARNINGS T_us62 3 1008 ¥ __sEr7 & 71 375 8 X 3 Sei8s. %1267 € 74T ¥ ed%e 3z V- dare eS8 § - 30509 ¥ se0i7 TG
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ACTUAL
pOITET
SOURCES
Nad Incame $ 37982
Depreciabon & Amortizehon 53258
Eamings on Restrcled Funids Wahdrawsi{No Wehdrawal) 1,051
Procesds from Bond Retunding 1o Pay Cosl of lssuance -
(Decrazsed) Other Assats/Lishitns 23696
Avaliable From Operatiors 121987
Dravedovin of Bond Procesds -
Release of Realricied Fund Arset 8,562

Rederee of Sand Przcoeci be Pay Tamporay Flasxarg

T Fwencrg

TOTAL SOURCES
USES
Net Construciion Expendiures 85.439
Dezoslh into Reslricled Heath Escrow Fund -
Funded Deit Redhachion™ 13503
Revenue Bonds. 62,990
Temporary Financing Repayment -
Drstrideron of Eamengy 18,000
Addtions To {Reductions of)

Non-Cash Workng Captal (2723
Cash Neads 161,956
Cash Surplus (Shoxtfal) 8533

TOTAL USES 160.545
—
Cas - Baginnng of Period 105.734
Cash - Surphus (Shorttak) 8593
ENOING CASH T
Outstanding Commarcial Paper -
Outstanding Commarciat Paper - Caphal 30,000
DSIC Revanue 13784
Internally Genetated Funds N75
TOTAL KGF + Incrementsl RIIC Revanva 45,493

HTY
wise

§ 28054
50371
n

28.209
106,657

30.YR HOD
FTY
201617

5 257
45043
(1,869
2700
25078
96,741

REVISEQ
10.YR HOD 10-YR HDO
FPETY FPFTY
201748 ADJUST 2017-98
§ 95387 51532 5 9899

47,000 - 41,000

(1.324) - (1324}
(5,274) - (5274
135,789 15% 137324
52,000 . 52000

100,333 132632 109,010 - 109,010
- - - 1167 1,167
S3825 34,79 51034 - 51,834
- 71,000 - - -
18,000 18,000 18,000 - 18.000
475 (37.738) 183 - 188
176914 218,684 179,032 1.167 100,199
(22.584) 14,057 8757 385 912
354,330 232741 187,789 1532 189,371
14,327 91743 105,800 108,800
584 14,057 8757 9122
3878 Tosged §_viessr % 385 3 TiAem
71,000 - - . .
28253 22541 0579 - 0579
33080 1500 26431 - 26431
59333 24 57,080 - 57,010

PHILADELPHIA GAS WORKS
CASH FLOW STATEMENT
{Dollars in Thousands)

$0-YR KDD
FORECAST
1899

S 104189
49112
(958)

[t} 246)
134,099

57 000

191 099
-

115,628

e

18,000
886

182,261
—ie
—,

174,557
8,538

$5 123 ess
30,895
a7
Sd.628

REVISED
1W.YRHOD  10-YR KDD
FORECAST  FORECAST

apJust 201849 01920 ADJUST
$1262  § 10547 3 98936  §1282
- 43114 $1.2¢6 .

- {958) 1,133} -

. - 500 .

. (18248 @31091) .

262 135,381 11848 1382

- 57,000 55,000 B
1,282 192 381 1,282
- 15628 1148 .
1167 1,157 L e
- 747 62,908 .
- 18,000 18,000 -
. 858 (a.078) -
1,167 183,428 190976 1167
18 8953 (17518 15
T ii2aei V7345 1287
365 1492 123365 @0
us 8% 17.518) 15

T a0 247 ¥ _iosart 3 805
- 20895 324 .
- 27733 26,935 .
- 8,628 56,349 .

Proposed Rules

REVISED REVISED REVISED
$10-YR HOD 1-YR HOD 10-YR MDD 16-YR HDQ 10-YR HOD
FORECAST FORECAST F: Ft F

2039-20 20202) ARJUST 20201 w2132 Apdugy 201:22
$ 1002t8 3 113389 3 - 3 113488 s 116077 H - § 16077
51,246 53,350 53,350 55514 - 85518
(1133} (1.228) 0.224) {1.104) - (1.1043
00 . - - . . N
{31,081} {45.024) - {48 024} 53, - (53,725}
18,740 119,291 - 149.291 116,766 B 116766
55.000 57,000 s7.000 59,000 - 59,000
174740 g - 176291 75765 5
113,149 117,003 - 117.008 120,856 -
1162 . . . X )
62,905 44.084 - 44084 57,748
18,000 18,000 'mmo 18,000 . 18,000
(3.078) {852 - 1862) {6 . 76}
152343 17820 . 176231 - 156,663 . 196,669
17,403 1,84( - (1,940) S03) - .
174 740 176201 - 176,291 175768 - 175758
104875 105877 595 106,472 10,937 104522
(17.403) {1.840) - 1 {20 % - {20,803}
3. 1o8arz 3103937 3 595 $ 104532 3 _Bo 3 593 $ gﬂﬂ
324, 31518 - 3518 31,848 - 848
28805 28481 - 249 30,150 - 0,150
58,149 0,009 - 60,008 63.996 - 81.89%

IFG-2-A
Page2e

BRE

BNERY



Propased Rales

NOwAwN s e
[

1
15,

16
12,
8
10

21,

LR

FG-2.A
Page3 e
PHILADELPHIA GAS WORKS
DEBT SERVICE COVERAGE
(Dollars in Thousaads}
REVISED REVISED REVISED REVISED REVISED
30.YRKOD  10.YR HOD JB.YAHDD  19.YR HDD 10.YRHDD  10-YRHODO 10.YRKCD  10-YRHDD J0.YRHDO  W-YRHOD 10-YR KDD
ACTUAL KTY FTY FPFTY FPFTY FORECAST FORECAST  FORECASY FORECAST  FORECAST FOREGCAST  FORECAST FORECAST UNE
01818 20151¢ 201697 2012.9% ADJUST 201798 201248 ADJUST 201819 2015.20 ADJUST 2018.20 2020-21 ADIUSY 2020-11 2021.22 ADJUST 201.22 NO,
FUNDS PROVIDED
Tom Gos Reverues $ 676027 § 572347 3 603911 § 675991  $1167 5 BI7ASE  § 685370  $1367  § G8E5I7 0§ 694655  SI167 0§ E9SA2X S TO4I4} S . 3 0443 3 V14433 5 . 3 744D 1.
Other Oparating Revernses. 21,220 16890 21,205 21022 - 21022 2250 - 21,25 21475 - 21,475 21,70 - 21,701 21,840 - 21,90 2
Totl Opialing Raverues 697 247 597,237 625116 697013 1187 690,180 06,620 1,167 707.787 716,130 1967 7297 725844 - 725,544 736373 - 736,373 3
Ohe Income bncr. / (Deer ) Restncied Funds 10,835 1,416 1235 1707 N 1707 1726 - 1726 1746 . 1746 2067 - 2087 1,786 - 1,786 4.
Ciy Gant - . - - . - . B - - - - - - - - - - 5
AFUDC {interast) 781 1,120 1436 920 . 885 . 585 g6 - 984 %97 - 997 1,00 . 1,030 &
TOTAL FUNDS PROVIDED 708363 RT3 627.487 699,640 1167 700,807 70930 1,167 710438 718,840 1167 720007 728.908 - 728,906 739,189 - 739,789 7
FURDS APPLIED
Fuel Cosin 252,169 146,524 176,741 184970 . 184,270 191,481 - 191,481 197818 - 197,018 204528 . a5z 211814 - 211,914 8
Ome- Costs 354357 37041 381576 372674 365) a72.309 358,764 (115} 268849 375108 14 374991 362,108 - 362,108 364,463 - 54468 s
Total Opersting Expanses 606,526 516,957 560,717 557,644 1365) 557,278 560,245 19 560,130 S72.924 1115) 572609 566,636 - 566,636 576,382 - 576.382 1.
Less Non-Cash Expensen 74535 89,059 630 78214 187% 60,183 63,483 1,554 7007 9,770 EALI] 70917 55,503 613 56,116 55924 [:74 56021 .
TOTAL FUNDS APPLIED 531,991 427 898 468,087 479.430 {2336) 477,094 491,762 {1.669) 490,113 502,154 {1.256) 501,898 511,133 613) 550520 520,458 @n 520.361 12,
Funds Avadabie I Gover Debl Service 176872 165875 159,400 20210 3503 3 217543 283% 220,365 215686 2423 218,109 07775 613 218388 218731 a7 2es28 13
1975 Ordnanca Bonds Dedt Senvice 26,904 . - B . . - . - - - - - - . - - - 14
Debi Service Coverage 1973 Bonds 857 - . . - - . - . - - . - - - - - . 18,
Nel Avaslable afiar Prior Delt Servoe 149,968 165,875 159,400 220210 3503 23713 217549 283 220285 215686 2423 218,109 21775 513 218,388 28731 &7 . 218828 16
Equipment Leasing Debl Srvice - - - . . - - - - - - - . - - - - - 17,
Net Avalsbie sher Prior Capdal Leases 145,968 165875 159,400 220210 33503 713 217,543 2838 220385 215686 2423 218,108 217,773 613 218,388 218731 57 npe2s 18,
1898 Ordenance Bonds Detd Service 70.129 77.867 65869 108,720 - 101.720 95.276 - 86,276 97.858 g7.858 565459 - 95459 106,342 - 108,342 59
1895 Ordinance Subordimate Bonds Det Sarnce - {TXCP) - - - - . . - - - - - - - - . . - P
Tolal 1298 Ordinance Dabl Sarvice 70,139 17,867 56,868 101,720 B 101.720 95.276 - 96276 97,858 . 97,858 95459 - 95459 106,342 . 106,342 2,
Debt Service Covarage 1698 Bornde 294 3 ERTY 21 0.01 220 228 001 E3] 220 0.0z 2 228 oo 229 206 0.00 208 »
Net Availabie afier 1998 Deix Sarvice 19829 88.008 52,532 118,490 3503 121,903 122273 2836 125,109 117,828 240 120251 122318 613 122929 112,389 7 112438 2
Aggragate Debl Sennc 97,00 77.867 65,668 104,720 . 101,720 95276 . 95276 97,058 - 97,858 95,459 - 95459 406,342 - 106,342 24,
Detx Sarvics Covarage (Combined kens) 1.82 213 23 216 603 23 228 (1] 231 220 @02 2 228 o 228 206 000 208 25
Deti Service Coverage {Combined bens with $18.0 Cdy Fer 164 100 m 192 0.03 202 209 0.03 292 2492 a.02 204 209 0. 210 188 0.00 149 26
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ASSETS
Utkty Plant Net
Sinking Fund Resena
Capéal Expendihursy
‘Warkars' Compensation Fund

& Heahth nsurancs Escrow
Cash
Aocounts Receivable,

Gas

Othar

Accrund Gas Revenues

Reserve for Uncolisctible

Total Accounts Recevable.
Natengls & Suppiss
Qther Curmenl Assats
Duderred Dabds.
Unamoarized Bond Isauance Exporse
Unamortized Laas on Rescquired Debt
Detemed Envaronmental
Deferred Pansion Outiows
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Tota! Capttalization
Total Long Term Dottt
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30-YR HDO
ACTUAL HYY FTY
s 239418 sy
1.232.370 1264.810 1,388,800
20,141 86,652 105,196
5820 2,603 2810
114327 91,743 105,600
162,433 142,435 138,100
1,250 2045 1,600
5108 3,368 5041
(182,029) {74,288) (71,890)
86,853 R 0751
50,808 47.80 47,005
460 1642 455
13,135 28,378 4,782
347 512 E=
90,653 53,946 47,685
2808 8425 8,757
78,128 58,043 41,908
35,503 24.357 39.720
TTAE8I . 1813%es i
e =)
27984 288,038 30.427
916175 837,830 1,073,044
787} {110) (875)
41360 88.703 78,867
957,748 92642 1150833
58,027 5,870 58,084
2858 3,308 3,000
€.196 7,792 %930
239,869 290,083 o 253
7.8% 5.9 2,091
11,653 - -
709 2,608 15,564
3342 2,609 5976
3,000 3,000 3,000
168 400 148,623 414,200
3,771 881 Llﬂ.ﬁ 1,977 4!
=
1,285,732 1.214,461 1,181,260
857,743 26423 1,150,833
7.50% 6% 87 42%
aas 1z 3782

10-YR KOD
FPFTY
Ieafat ¥

1,427,014
108,253

2.818
114,557

132838
1525
5,358

(70,389)

69,330
45,220
459
4987
341
42,188
28,767
13,952

1,167.500

1.089,888
91.00%

101

1187

1532

Q12%
0.4

REVISED
10-YR HDD
FPFTY
IrbAt)
1427014
106,253

783
114922

132838
155
5.3
(70,389)
6.30

108,346
1.021,208

(&25)

1,089.606

s
2,870

285,670
457

14839
4100

1,199,032
1.089,566

6.97

PHILADELPHIA GAS WORKS

BALANCE SHEET
{Dollars in Thousands)

REWVISED
1D-YR HDD 10.YR HOD
FORECASY FORECAST

unng AQJUST une
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107,320 107.320
2823 23 4963
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128,963 128,063
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483 463
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8T w72
42.007 42,007
B57.302 FX 5T 1,960,116
e r— ——— T——
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533 B OS) 525
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28008 4098 SE-Al
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216 008 .09
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1.600
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241

27.515
24,009
479

—_Znd3ia

370,128
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1091178
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4945

267.534
2,084
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12128
5890
3,000
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1,461,304
1,081,178
TAST%
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Proposac Ratas

JFG- 2-A
Pagade
REVISED REVISED
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FORECAST FORECAST FORECAST
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10-YR AVG. HEATING DEGREE DAYS & $34.0 MILLION BASE RATE INCREASE

City Equity

Revenue Bonds
Unamortized Discount
Unamortized Premium

Long Term Debt

Total Capitalization
Total Long Term Debt
Debt to Equity Ratio

City Equity

Revenue Bonds

Revenue Bonds - $75M Issuance
Unamortized Discount
Unamortized Premium

Long Term Debt

Total Capitalization
Total Long Term Debt
Debt to Equity Ratio

Increase/(Decrease) D/E Ratio

FTY FPFTY FORECAST FORECAST FORECAST FORECAST
8131117 8/31/18 8/31/19 8/31/20 8/31/21 8131122
30,427 73,417 125,223 171,792 232,616 296,304
1,073,041 1,021,208 973,460 1,090,557 1,046,473 988,724
(875) (825) (778) (732) (686) (641)
78,667 69,303 60,595 52,623 45,389 38,938
1,150,833 1,089,686 1,033,277 1,142,448 1,091,176 1,027,021
1,181,260 1,163,103 1,158,500 1,314,240 1,323,792 1,323,325
1,150,833 1,089,686 1,033,277 1,142,448 1,001,176 1,027,021
97.42% 93.69% 89.19% 86.93% 82.43% 77.61%
ADDITIONAL $75.0M NEW MONEY ISSUANCE
FTY FPFTY  FORECAST FORECAST FORECAST FORECAST
8/31/17 8/31/18 8/31/19 8/31/20 8/31/21 8/31/22
30,427 69,717 121,523 168,092 228,916 292,604
1,073,041 1,021,208 973,460 1,090,557 1,046,473 988,724
75,000 73,900 72,700 71,500 70,200 68,800
(875) (825) (778) (732) (686) (641)
78,667 69,303 60,595 52,623 45,389 38,038
1225833 1,163,586 1,105,977 1,213,048 1,161,376 1,095,821
1,256,260 1,233,303 1,227,500 1,382,040 1,390,292 1,388,425
1,225,833 1,163,586 1,105,977 1,213,048 1,161,376 1,095,821
97.58% 94.35% 90.10% 87.84% 83.53% 78.93%
0.15% 0.66% 0.91% 0.91% 1.11% 1.32%
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Information Services (IS} Methodology

PGW uses an Information Service Allocation Budget Model to transfer the cost responsibility for desktop computers,
printers, phones, and other information services expenses (devices) to each cost center within the organization. The
responsibility for operating costs of the Information Service Department is transferred to each cost center based upon
the number of devices, software applications, and labor hours assigned to a specific cost center. The process for the
budget allocation is as follows:

» At the beginning of each calendar year, Finance will formally request Information Services to:

e}

Provide a list of devices, software applications, and personnel currently allocated to each cost
center,;

Provide a list of devices and software applications PGW intends to add to its existing enterprise
system,

Identify the related cost center for new devices and software applications; and

Provide estimated costs by expenditure type for the projected period, including personnel levels,
purchase services, maintenance contractors, maintenance software, etc.

» To determine the allocation budget per cost center the following factors have to be considered: total number
of PCs, laptops & printers and the Estimated Actual Direct Department Allocations Summary.

The Estimated Actual Direct Department Allocations summary is devised to determine department's cost. This
accounts for the total equipment leases, purchased services, maintenance of software and office equipment and

labor.

To determine department allocation begin by:

» Determine the Allocation (PCs, laptops, and printers) by percentage allocation, which is based on
department estimate;

o Determine the Actual Allocated Amount is based on the Estimated Actual Direct Department Aliocations
summary;

* Determine the Default Aliocation by multiplying total number of equipment by the unit cost;

« |S allocation is derived by adding the Actual and Default Allocated amounts; and

¢ Determine Telecom Allocation (using same methodology)
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Fleet Methodology

PGW uses a Fleet Allocation Budget Model to transfer the cost responsibility for vehicles, mobile equipment, street
machinery, and other services (vehicles) to each cost center within the organization. The responsibility for operating
costs of the Fleet Service Department is transferred to each cost center based upon vehicle utilization and
assignments. The process for the budget allocation is as follows:

L]

At the beginning of each calendar year, Finance will formally request Fieet Services to:

o Provide a list of vehicles and street machinery currently assigned to each cost center from PGW's
M5 work management system;

o Provide a list of vehicles and street machinery PGW intends to add to its existing fleet inventory;
o ldentify the related cost center for new vehicles and street machinery; and

o Provide estimated costs by expenditure type for the projected period, including personnel levels,
purchase services, maintenance contractors, etc.

Concurrent with the aforementioned formal data requests, Finance will query daily vehicle utilization data
from PGW's Vehicle Data input System (VDIS). The data consists of daily utilized hours, by vehicle,
imported from either PGW's Advanced Intelligent Mobile System (AIMS) or manually inputted from
employees’ timesheets. The utilization data will be used to test the reasonability and validity of the core
business assumptions used in the budgeting allocation model.

Once Finance has compiled all relevant data, standard hourly rates for each vehicle class be will derived based on
the projected vehicles assigned to each cost center. To determine the budgeted fleet allocation per cost center, a
number of components must be considered: vehicle type, number of vehicles, annual hours utilized per vehicle, and
the vehicle rate. In the case of capital projects, the allocation budget model provides for the transfer of fleet costs to
capital projects. To determine the allocated cost per department you begin by:

Developing an Operating Budget for the Fleet Service Department;
Identify the total number of vehicles by type, by cost center, projected to be in PGW's vehicle inventory,

Determine the average amount of hours each vehicle is utilized on an annual basis. [t is important to note
that passenger type vehicles, i.e. cars, are assumed to be utilized 2,080 hours per non-Leap Year or 40.0
hours per week 52 weeks per year and 2,088 hours per Leap Year;

Determine an hourly rate per vehicle class (see Exhibit C);

Determine the Fleet Service budget allocation or overhead expense for each cost center. This is calculated
by multiplying each specific vehicle type’s hourly rate by the amount of project hours the vehicle will be
utilized on an annual basis in the FPFTY 2018 period (see Exhibit D).

The FPFTY 2018 period was developed using the previously defined Fleet Service Budget Allocation
process for the FTY 2017 period. In order to determine the FPFTY 2018 period, an escalation factor of
2.0% was applied to all FTY 2017 ailocated costs.
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ExhibitJFG7

PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Management’s Discussion and Analysis
August 31, 2016 and 2015
(Unaudited)

pipeline supplier refunds in FY 2015 as compared to $4.4 million in FY 2014 while demand charges
decreased by $5.4 million, compared to FY 2014.

Variations in the cost of purchased gas are passed through to customers under the GCR provision of PGW's
rate schedules. Over recoveries or under recoveries of purchased gas costs are subtracted from or added to
gas revenues and are included in other current assets or other current liabilities, thereby eliminating the effect
that recovery of gas costs would otherwise have on net income.

The average natural gas commodity prices for utilized gas for FY 2016, FY 2015, and FY 2014 were $2.20,
$3.84, and $4.63 per Mcf, respectively.

Other Operating Expenses — Expenditures for street operations, infrastructure improvements, and piant
operations in FY 2016 were $91.4 million, a $2.3 million or 2.5% decrease from the FY 2015 total of
$93.7 million. The decrease in FY 2016 was mainly caused by lower labor costs associated with the
Distribution department. The FY 2015 total of $93.7 million was $0.4 million lower than the FY 2014 total of
$94.1 million as a result of lower labor costs associated with running the LNG plants.

Additionally, expenses of $126.7 million related to collection and account management, customer services,
marketing, and the administrative area increased by $2.9 million or 2.3% in FY 2016 primarily due to higher
administrative and healthcare expenses, offset by lower expenses associated with marketing. This category
increased by $7.6 million or 6.5% in FY 2015 compared to FY 2014 primarily due to higher healthcare
expenses, costs of customer programs, and an increase in customer services.

Pension costs increased in FY 2016 due to a number of factors including a decrease in the discount rate from
7.65% to 7.30%, and lower than anticipated earnings in FY 2016. Pension costs increased by $18.6 million or
42.6% to $62.3 million in FY 2016 as compared to FY 2015. Pension costs increased by $16.5 million or
60.7% to $43.7 million in FY 2015 as compared to FY 2014.

Other Postemployment Benefits (OPEB) costs increased $3.9 million in FY 2016 when compared to FY 2015.
OPEB costs increased in FY 2016 due to increased normal costs and increased insurance expenses. OPEB
costs remained the same in FY 2015 when compared to FY 2014. For FY 2016, FY 2015, and FY 2014, the
Company utilized a discount rate of 7.95%. The higher OPEB Trust Fund (the Trust) balances created higher
investment income and lower unfunded liabilities. These factors lowered OPEB costs.

The annuai OPEB cost is recorded in the statements of revenues and expenses and changes in net position.
For the year ended August 31, 2016, approximately $9.9 million was recorded to other postemployment
benefits expense and $31.1 million was allocated to administrative and general expense. For the year ended
August 31, 2015, approximately $6.7 million was recorded to other postemployment benefits expense and
$30.3 million was allocated to administrative and general expense.

The net OPEB obligation was $81.4 million for the fiscal year ended August 31, 2016, an $8.6 million
decrease from the $30.0 million obligation at August 31, 2015. The net OPEB obligation was $90.0 million for
the fiscal year ended August31, 2015, an $11.8 milion decrease from the $101.8 million obligation at

7 (Continued)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Basic Financial Statements
August 31, 2016 and 2015

Defeased debt of the Company (bonds issued by the Company payable from the proceeds of irrevocably
pledged assets) at August 31, 2015 was as follows (thousands of U.S. dollars):

Latest date Bonds
maturing to Interest rate outstanding
12th Series B 05/15/20 7.00% $ 24,735
17th Series 07/01/18 5.38 37,275
16th Series 10/01/23 5.00 14,450
Total $ 76,460

The assets pledged, primarily noncaliable U.S. government securities, had a market value of $82.4 million
at August 31, 2015, bearing interest on face value from 5.84% to 5.89%.

The investments held by the trustee and the defeased bonds are not recognized on the Company’s
balance sheets in accordance with the terms of the Indentures of Defeasance. The investments pledged
for the redemption of the defeased debt have maturities and interest payments scheduled to coincide with
the trustee cash requirements for debt service.

(10) Defined Benefit Pension Plan

(a)

(b)

Plan Description

The Pension Plan provides pension benefits for all eligible employees of PGW and other eligible class
employees of PFMC and PGC.

The Pension Plan provides for retirement payments for vested employees at age 65 or earlier under
various options, which includes a disability pension provision, a preretirement spouse or domestic
partner’s death benefit, a reduced pension for early retirement, various reduced pension payments for
the election of a survivor option, and a provision for retirement after 30 years of service without
penalty for reduced age. in accordance with Resolutions of the PGC, Ordinances of City Council, and
as prescribed by the City's Director of Finance, the Pension Plan is being funded with contributions by
PGW to the Sinking Fund Commission of the City, which serves as the Trustee. Management
believes that the Pension Plan is in compliance with all applicable laws.

Benefits Provided

Normal Retirement Benefits: The Pension Plan provides retirement benefits as well as death and
disability benefits. Retirement benefits vest after five years of credited service. Employees who retire
at or after age 65 are entitled to receive an annual retirement benefit, payable monthly, in an amount
equal to the greater of:

e 1.25% of the first $6,600 of Final Average Earnings plus 1.75% of the excess of Final Average
Earnings over $6,600, times years of credited service, with a maximum of 60.0% of the highest
annual earnings during the last 10 years of credited service or

53 (Continued)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Basic Financial Statements
August 31, 2016 and 2015

» 2.0% of total earnings received during the period of credited service plus 22.5% of the first $1,200

annual amount, applicable only to participants who were employees on or prior to March 24,
1967.

Death Benefits: Before retirement, spouses of deceased active participates or of former participants
are entitled to vested benefits provided such participants died after having attained age 45 and
completed at least 15 years of Credited Service and whose age plus years of credited service equals
at least 65 years of whom have completed at least 15 years of Credited Service regardless of age.
The benefit payable is an amount for the spouse’s remaining lifetime equal to the amount the
beneficiary of the participant would have received had the participant retired due to a disability on the
day preceding his/her death and elected the 100% contingent annuitant option.

Disability Benefits: Disability benefits are the same as the Normal Retirement Benefits and are based
on Final Average Compensation and Credited Service as of the date of disability.

Final Average Earnings are the employee’s average pay, over the highest five years of the last
10 years of credited service. Employees with 15 years of credited service may retire at or after age 55
and receive a reduced retirement benefit. Employees with 30 years of service may retire without
penalty for reduced age.

Except as noted in the foliowing paragraph, covered employees are not required to contribute to the
Pension Plan.

In December 2011, the Pension Plan was amended by Ordinance and a new deferred compensation
plan was authorized by Ordinance as well. Newly hired employees have an irrevocable option to join
either a new deferred compensation plan created in accordance with internal Revenue Code
Section 401 or the existing defined-benefit plan. The defined-contribution pian provides for an
employer contribution equal to 5.5% of applicable wages. The defined-benefit plan provides for a
newly hired employee contribution equal to 6.0% of applicable wages. The Ordinance did not affect
the retirement benefits of active employees, current retirees and beneficiaries, or terminated
employees entitled to benefits but not yet receiving them.

54 (Continued)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Basic Financial Statements
August 31, 2016 and 2015

(c) Employees Covered by Benefit Terms

At June 30, 2016, the date of the most recent actuarial valuation, the Pension Plan membership
consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to benefits, but

not yet receiving them 2,521
Participants:

Vested 1,036

Nonvested 215

Total partticipants 1,251

Total membership 3,772

During the period September 1, 2014 through June 30, 2015, PGW experienced significant changes
in its workforce. During this time, there were over 180 active Pension Plan participants who moved
into retirement. This activity is more than double the number of retirements experienced by PGW in a
normal year.

(d} Contributions

The Pension Plan funding policy provides for periodic employer contributions at actuarially determined
rates that, expressed as percentages of annual covered payroll, are sufficient to accumulate assets to
pay benefits when due considering employee contributions required for new hires after
December 2011 who elect to participate in the Pension Plan. Leve! percentages of payroll employer
contribution rates are determined using the Projected Unit Credit actuarial funding method. For the
Pension Plan years ended June 30, 2016 and 2015, PGW's average contribution rate was 29.1% and
22.6% of annual payroll, respectively. Employee contributions were approximately $0.6 million in the
plan year ended June 30, 2016 and approximately $0.4 million in the plan year ended June 30, 2015.
The actuarially determined contributions for FY 2016 and FY 2015 were $26.5 million and
$21.5 million, respectively. PGW contributed $26.5 million and $21.5 million in its FY 2016 and
FY 2015, respectively.

(e} Net Pension Liability

The Company's net pension liability as of August 31, 2016 and 2015 was measured as of June 30,
2016 and 2015, and the total pension liability used to calculate the net pension liability was
determined by an actuarial valuation as of June 30, 2016, June 30, 2015.

55 (Continued)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Basic Financial Statements
August 31, 2016 and 2015

The total pension liability was determined using the entry age normal actuarial method and the
following actuarial assumptions:

2016 2015
Inflation 2.00% 2.00%
Salary increases 4.50 4.50
Investment rate of return 7.30 7.65

Mortality rates. Mortality rates for FY 2015 were based on the RP-2014 mortality tables for males and
females generationally projected with scale MP-2014. Mortality rates for FY 2016 were based on the
RP-2014 mortality tables for males and females generationally projected with scale MP-2015.

Long-term rate of return. The long-term expected rate of return on Pension Plan investments was
determined using a building-block method in which best-estimate ranges of expected future real rates
of return (expected returns, net of Pension Plan investment expense and inflation) are developed for
each major asset class. These ranges are combined to produce the long-term expected rate of return
by weighting the expected future real rates of return by the target asset allocation percentage and by
expected inflation. The target allocation and best estimates of arithmetic real rates of retumn for each
major asset class for FY 2016 are summarized in the following table:

Expected
annuat
Asset class Minimum Maximum Target return
Domestic equity 35.0% 55.0% 45.0% 9.0%
International equity 10.0 30.0 20.0 9.1
Fixed income 25.0 45.0 35.0 5.6

Cash equivalents — 10.0 —_ —

100.0%

56 (Continued)
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PHILADELPHIA GAS WORKS
{A Component Unit of the City of Philadelphia)

Notes to Basic Financial Statements
August 31, 2016 and 2015

Discount rate. The discount rate used to measure the total pension liability at June 30, 2016 and 2015
was 7.30% and 7.65%, respectively. The projection of cash flows used to determine the discount rate
assumed that employee contributions will be made at the current contribution rate and that Company
contributions will be made at rates equal to the difference between actuarially determined contribution
rates and the employee contributions. Based on those assumptions, the Pension Plan's fiduciary net
position was projected to be available to make all projected future benefit payments of current active
‘and inactive employees. Therefore, the long-term expected rate of return on Pension Plan

investments was applied to all periods of projected benefit payments to determine the total pension
liability.

Changes In Net Pension Liability

(Thousands of U.S. doliars)

Increase (decrease)

Total pension Plan fiduciary Net pension
liability net position liability
(a) {b) (a)«(b})
Balances at September 1, 2014 $ 677,401 513,145 164,256
Changes for the year:
Senice cost 4,890 — 4,890
interest 52,377 — 52,377
Differences between expected
and actual experience 17,961 — 17,961
Contributions —~ employer — 21,106 (21,1086)
Contributions — employee —_ 393 (393)
Net investment income — 24,472 (24,472)
Benefit payments, including refunds
of employee contributions (46,917) (46,817) -
Administrative expenses — (1,480) 1,480
Change in assumptions 44,876 — 44,876
Net changes 73,187 (2,426) 75,613
Balances at August 31, 2015 $ 750,588 510,719 239,869

57 (Continued)
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PHILADELPHIA GAS WORKS
(A Component Unit of the City of Philadelphia)

Notes to Basic Financial Statements
August 31, 2016 and 2015

Changes in Net Pension Liability
(Thousands of U.S. dollars)

Increase (decrease)

Total pension Plan fiduciary Net pension
liability net position liability
(a) (b) (a)-(b)
Balances at September 1, 2015 $ 750,588 510,719 239,869
Changes for the year:
Senvce cost 5,399 — 5,399
Interest 55,903 —_ 55,903
Differences between expected
and actual experience (8,840) — (8,840)
Contributions — employer — 21,123 (21,123)
Contributions — employee — 602 (602)
Net investment income — 2,872 (2,872)
Benefit payments, including refunds
of employee contributions (50,447) (50,447) —
Administrative expenses —_ (1,611) 1,611
Change in assumptions 26,748 26,748
Net changes 28,763 (27,461) 56,224
Balances at August 31, 2016 $ 779,351 483,258 296,093

Sensitivity of the net pension liability to changes in the discount rate. The following presents the net
pension liability of the Company at June 30, 2016, calculated using the discount rate of 7.30%, as well
as what the Company’s net pension liability as of August 31, 2016 would be if it were calculated using
a discount rate that is one-percentage-point lower (6.30%) or one-percentage point higher (8.30%)
than the current rate:

Current
1% Decrease discount rate 1% Increase
6.30% 7.30% 8.30%
(thousands of U.S. dollars)
Net pension liability $ 387,060 296,093 220,296
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The following presents the net pension liability of the Company at Jure 30, 2015, caiculated using the
discount rate of 7.65%, as well as what the Company's net pension liability as of August 31, 2015
would be if it were calculated using a discount rate that is one-percentage-point lower (6.65%) or
one-percentage point higher (8.65%) than the current rate:

Current
1% Decrease discount rate 1% Increase
6.65% 7.65% 8.65%
(thousands of U.S. dollars)
Net pension liability $ 326,719 239,869 167,415

Pension Plan fiduciary net position. Detailed information about the Pension Plan’s fiduciary net
position is available in the separately issued Pension Plan financial report.

Pension Expense and Deferred Outflows of Resources and Deferred Inflows of Resources
Related to Pensions

For the years ended August31, 2016 and 2015, the Company recognized pension expense of
$62.3 million and $43.7 million, respectively. At August 31, 2016 and 2015, the Company reported
deferred outflows of resources and deferred inflows of resources related to pensions from the
following sources (thousands of U.S. dollars):

August 31, 2016 August 31, 2015
Deferred Deferred Deferred Deferred
outflows of inflows of outflows of inflows of
resources resources resources resources
Differences between expected
and actual experience $ 61,232 — 44 377 —
Changes of assumptions —_ — 33,572 _
Net difference bhetween
projected and actual eamings
on pension plan investments 21,278 —_ — (11,653)
Contributions made after
measurement date 5,533 — 179 —_
Total $ 88,043 — 78,128 (11,653)
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The $5.5 million reported as deferred outflows of resources related to employer contributions made
after the measurement date as of June 30, 2016 will be recognized as a reduction of the net pension
Hability in FY 2017. Amounts reported as deferred outflows of resources and deferred inflows of
resources related to pensions will be recognized in pension expense as follows (thousands of
U.S. dollars):

Deferred Deferred

cutflows inflows
of resources of resources

Fiscal year

2017 $ 36,730 —
2018 24,617 —
2019 14,155 —
2020 7,007 —
Total $ 82,509 —_

Fair Value Measurements

The following table sets forth by tevel, within the fair value hierarchy described in note 1, the Plan’'s
assets at fair value as of June 30, 2016 (thousands of U.S. doliars):

Level 1 Level 2 Level 3 Total

Corporate bonds $ — 46,427 — 46,427
Common and preferred stock 208,387 17,274 1 315,662
U.S. government securities 35,964 19,659 — 55,623
Financial agreements —_ - 35 35
Collateralized mortgage obligations — 42,851 - 42,851
Foreign entity's debt — 5,696 221 5,816
Municipal obligations —_ 4,038 4,038

$ 334,351 135,844 257 470,452
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May

June

July
August
September
Oclober
November
December
January
February
March
April

May

June

July
August
September
October
November
December
January
February
March

April
Total To-Date

12 Month

Exhibit JFG-8

PHILADELPHIA GAS WORKS

TOTAL CUSTOMER BILLINGS & RECEIPTS

May 2014 Through April 2016

May 2015 Through April 2017

Customer

Customer Customer Receipts as a Rolling Customer Receipts as a Rolting
Billings Receipts % of Billings 24 Month Billings Receipts % of Biilings 24 Month
42,234,359 67,806,487 160.55% 92.46% 37,534,443 61,264,002 163.22% 94.88%
31,684,098 49,767,166 157.04% 93.14% 26,760,987 45,907,533 171.55% 95.56%
28,035,785 45,539,954 162.44% 93.69% 23,706,170 35,744,567 150.78% 95.82%
26,437,134 37,036,582 140.09% 93.47% 23,150,412 30,072,225 129.90% 96.00%
27,156,704 36,340,554 133.82% 94.16% 22,248,278 29,305,468 131.72% 96.03%
29,435,920 41,542,799 141.13% 94.83% 27,607,951 36,216,980 131.18% 95.91%
51,029,680 37,645,470 73.77% 95.19% 41,896,375 35,298,833 84.25% 96.53%
81,521,849 54,075,644 60.07% 94.82% 60,540,114 44,365,336 73.28% 97.80%
114,680,685 71,532,621 62.37% 94.25% 88,141,934 50,480,202 57.27% 98.07%
124,532,818 87,625,799 70.36% 83.84% 96,292,206 72,274,976 75.06% 99.44%
106,010,248 106,226,663 100.20% 94.59% 79,928,151 83211887 104.11% 100.44%
66,313,472 92,055,389 138.82% 95.07% 55,837,063 66,390,930 118.90% 99.69%
37,534,443 61,264,002 163.22% 94.88% 36,527,533 47,508,165 130.06% 98.58%
26,760,987 45,907,533 171.55% 95.56% 27,197,588 42,194,441 155.14% 98.34%
23,706,170 35,744,567 150.78% 95.82% 22,819,392 33,177,699 145.35% 97.79%
23,150,412 30,072,225 129.90% 96.00% 21,763,925 31,119,444 142.9%% 97.68%
22,248,278 29,305,468 131.72% 96.03% 22,951,297 28,563,038 124.45% 97.40%
27,607,951 36,216,980 131.18% 95.91% 2.247121 30,628,940 112.54% '96.73%
41,896,375 35,298,833 84.25% 96.53% 45,050,662 33,169,355 73.63% 96.83%
60,540,114 44,365,336 73.28% 97.80% 77,809,173 48,777,938 60.12% 97.23%
88,141,934 50,480,202 57.27% 98.07% 108,662,276 64,049,378 58.94% 97.10%
96,262,206 72,274,976 75.06% 99.44% 98,069,446 78,063,647 79.60% 98.39%
79,928,151 83,211,887 104.11% 100.44% 87,822,221 89,543,314 101.96% 98.49%
55,837,063 66,390,930 118.90% 99.69% 67,718,609 69,900,323 103.22% 96.58%
$1,322,716,537  §1,318,617,467 99.69% $1,227,253328  §1,185,228,622 96.58%
$ (95463,209) § (133,388,844) FY 2017 vs FY 2016
§ 583644084 § 590,532,939 101.18% 12 Month $ 643609244 § 594695683 92.40%
Rolling 12 Month Data Rolling 24 Month Data Rolling 12 Month Data Rolling 24 Month Data
April 2017 92.40% April 2017 96.58% August 2016 98.41% August 2016 97.68%
Aprit 2016 101.18% April 2016 89.69% August 2015 97.10% August 2015 96.00%
April 2015 98.51% Aprii 2015 95.07% August 2014 94.96% August 2014 93.47%



BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission : R-2017-2586783
Office of Consumer Advocate : C-2017-2592092
Office of Small Business Advocate : C-2017-2593497
Philadelphia Industrial & Commercial :

Gas Users Group : C-2017-2595147
William Dingfelder : C-2017-2593903

v,
Philadelphia Gas Works :

YERIFIED STATEMENT

[, Joseph F. Golden, Jr., hereby state that the facts set forth below are true and correct to

the best of my knowledge, information and belief and I understand that the statements herein are
made subject to the penalties of 18 Pa. C.S. § 4904 (relating to unsworn falsification to
authorities).

1.

I have submitted testimony in this proceeding on behalf of Philadelphia Gas Works and
am authorized to make this statement on its behalf.

I prepared PGW St. No. 2 which includes Exhibits JFG-1, JFG-2 and JFG-3 and was
served on the parties in this proceeding on February 27, 2017.

I prepared PGW St. No. 2-R which includes Exhibits JFG-1-A, JFG-2-A, JFG-4, JFG-5,
JFG-6, JFG-7, and JFG-8 and was served on the parties in this proceeding on June 9,
2017.

I prepared reformatted versions of Exhibits JFG-1-A and JFG-2-A which were served on
the parties in this proceeding on June 13, 2017.

I have one correction to PGW St. No. 2-R. Page 2, lines 11-12 incorrectly stated “that was
inadvertently not an excluded when calculating the Debt Service Coverage...” and have
been corrected to read “that was inadvertently excluded when calculating the Debt Service
Coverage....”

I prepared PGW St. No. 5-SR which was served on the parties in this proceeding on
June 22, 2017.

Subject to the above-referenced correction, if ] were asked the same questions set forth in
each of these statements today, my answers would be the same.

Date: June 26, 2017
Jogeph FY Golden, Jr. j
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