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INTRODUCTION

PLEASE STATE YOUR NAME AND CURRENT POSITION WITH PGW.

My name is Gregory Stunder. My position with PGW is Vice President, Regulatory and

Legislative Affairs.

PLEASE SUMMARIZE YOUR BACKGROUND AND EXPERIENCE.

I have been ernployed with PGW since 2001. I became Vice President, Regulatory and

Legislative Affairs in January 2015. Prior to that, I was a Senior Attorney from 2003 to

2015 and a Staff Attorney from 2001 to 2003. I received my Juris Doctor (J.D.) from

Temple University - James E. Beasley School of Law in 1995, and my Bachelor's

Degree, Accounting, from La Salle University in 1985.

HAVE YOU EVER PROVIDED TESTIMONY BEFORE THIS COMMISSION?

Yes. I testified before the Pennsylvania Public Utility Commission ("PUC" or

"Commission") in Philadelphia Gas Works' most recent base rate proceeding at Docket

No. R-2017-2586783.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

I will provide the Commission with an overview of PGW's base rate filing and discuss

the objectives that PGW seeks to accomplish in this proceeding. I will also introduce

PGW's other witnesses who provide detailed testimony and supporting documentation

for revenues, expenses and rate base items included in the fully projected future test year

used in this base rate filing, testimony supporting PGW's cost of service study and

revenue allocation as well as PGW's proposed tariff revisions.

10

20
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22 II. OVERVIEW OF REASONS FOR RATE FILING

23 A. PLEASE DISCUSS THE RATE RELIEF THAT PGW IS REQUESTING.
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PGW is requesting an increase in its annual base rate operating revenues of $70 million,

or 10.5%o percent on a total revenue basis, with a proposed effective date of April 28,

2020. Consistent with its mandatory budget process, the base rate increase requested in

this filing is based on a fully projected future test year starting on Septernber 1,2020

("FPFTY").1

ON WHAT BASIS IS PGW'S REQUESTED RATE RELIEF TO BE
CONSIDERED?

PGW is a "City Natural Gas Distribution Operation" as that term is defined in the Public

Utility Code.2 As such, just and reasonable rates for PGW are determined using the Cash

Flow Method. PGW has no shareholders and does not pay a dividend or a rate of return

to its owner (instead it remits a fixed annual payment to the City of Philadelphia).

Accordingly, all of the funds it needs to nrn the Company come from ratepayers or from

borrowing (the costs of which then must be paid by ratepayers). Therefore, rather than

having its revenue requirement determined on the basis of a fair rate of retum on a used

and useful rate base, PGW's rates are set by determining the appropriate levels of cash

and other financial metrics necessary to enable PGW to pay its bills and maintain access

to the capital markets at reasonable rates. The PUC issued a policy statement more fully

setting forth these criteria and the financial and other considerations that are to be looked

to in setting PGW's base rates at just and reasonable levels.3

The stafutory definition of FPFTY, 66 Pa.C.S. $ 315(e), would require that the FPFTY commence in
November 2020 and continue for l2 months. As in the prior rate proceeding, and simultaneously with the
filing of general base case, PGW has filed a Petition requesting that the Commission waive the application
of the statutory definition of fully projected future test year ("FPFTY") so as to permit PGW to use a

FPFTY beginning on September 1,2020 in this proceeding.

66 Pa.C.S. $ 102 (definitions).

52 Pa. Code i$ 69.2702,2703.
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WHY HAS PGW MADE THIS FILING?

PGW's last base rate increase was filed on February 27,2017, and partially settled later

that year. The Commission approved a settlernent in which the active parties agreed that

PGW could increase its distribution rates by $42 million. The increase was needed in

order to permit PGW to continue its aggressive capital improvement program and

continue to improve customer service, while assuring that its financial metrics were

maintained at acceptable levels. Since that time, PGW has maintained its financial health

and, in turn, this has given PGW the ability to concentrate on modernizing its distribution

system, improving safety, increasing eff,rciency and enhancing customer service.

WHAT ARE THE KEY REASONS FOR THE NEED FOR ADDITIONAL
REVENUES NOW?

Since PGW's last base rate case in 2017, the Company has continued a number of

initiatives to modernize its infrastructure, make its systern 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 replacernent program) and base rates,

PGW issued revenue bonds in2017 arrd uses "pay as you go financing" from rate based

internally generated funds. PGW has experienced increases in pension costs, post-

retirernent benefit costs, capital spending and debt service. It is critically important that

PGW maintains its financial metrics and current financial position so that it can maintain

access to, and improve its borrowing costs for long-term bond transactions and access to

credit facilities. PGW'spro 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 to improve the safety,

efficiency and reliability of its system and continue to work to improve customer service.
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OBJECTIVES

PLEASE SUMMARIZE PGW'S MAJOR OBJECTIVES IN THIS PROCEEDING.

PGW seeks Commission approval to establish rate levels adequate to continue its efforts

to modernize its systern and to provide safe and adequate service by making its systern

safer and more efficient and improving customer service. To do this, PGW must be able

to have the cash to pay its bills, provide for other obligations, and to achieve financial

metrics that will enable it to maintain its present bond ratings and, if possible, improve its

rating. An improved bond rating will reduce borrowing costs which, in tum will reduce

costs that customers will have to bear over the life of PGW's bonds. Approval of PGW's

request will dernonstrate to the investment community that the Commission continues to

support the need for intensified focus on system infrastructure as well as the need for

reasonable and predictable eamings.

DOES PGW HAVE ANY OTHER OBJECTIVES IN THIS PROCEEDING?

Yes, the Company is seeking several tariff changes. First, PGW seeks to continue its

Technology and Economic Development (TED) Rider beyond the initial three-year pilot

period. Second, the Company proposes the continuation of its Back-Up Service - Rate

BUS and a clarification as to how it is applied. Third, the Company seeks to modifu the

incentives offered through its micro-combined heat and power (CHP) incentives program

to encourage customers to install micro-CHP equipment of various sizes up to 50 kW.

Fourth, PGW proposes to modiff its daily imbalance surcharge. Fifth, PGW is seeking to

clarify firm supplier obligations with respect to released capacity and establish pricing for

firm pool imbalances when suppliers discontinue serving PGW customers.

IV. MAI\IAGEMENT OUALITY. EFFICIENCY AND EFFECTIVENESS
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PLEASE SUMMARIZE THE COMPANY'S INITIATIVES AND ACTIVITIES
RELATED TO MANAGEMENT'S COMMITMENT TO OPERATING SAFELY
AND RELIABILITY, AND PROVIDING QUALITY SERVICE TO CUSTOMERS.

The Company has focused on a number of areas that demonstrate the quality and

effectiveness of PGW's current management performance and its management's focus on

safe, reliable, and outstanding service. The following initiatives and activities are

described more fully in PGW witness Moser's testimony:

. PGW is committed to providing safe, reliable natural gas service to the homes and

businesses in the City of Philadelphia. Since its last rate case, in order to assure

safety and reliability, PGW has continued to reduce the amount of cast iron main

in its systern. PGW witness Moser explains PGW's projection that it will replace

all cast iron main inventory in 40.1 years and that $70 million in rate relief would

allow PGW to reduce this overall replacanent time frame by 14% to 34.6 years.

PGW has worked hard to manage costs and improve system performance while

continuing its commitment to safely and reliably delivering natural gas to its

customers. PGW witness Moser provides details on the multi-faceted approach

undertaken to build efficiencies into PGW's ernployee benefit programs and

details the following cost savings:

o

o By revising its medical and dental benefits plans to become self-insured, PGW

reduced its health insurance costs by an estimated S68.7 million from FY 2012 -

FY 2019.

{10848786.2} 5
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o PGW's efforts to control post-retirement health care costs by amending its post-

retirement healthcare coverage from lifetime to five years for new employees is

anticipated to save $52.7 million.

o Modification to PGW's pension benefit that permits employees to voluntarily

choose a defined contribution option have resulted in significant cost savings. It

is estimated that PGW has saved $4.5 million since its inception in 201I and the

present value of the savings over the next ten years is $19.2 million, for a

combined total of $23.7 million.

PGW has taken advantage of provisions in the Internal Revenue Code that permit

municipal gas companies to use tax exernpt bond financed prepaid gas purchase

alrangements to obtain significant discounts on those purchases. For FY 2020,

PGW will save approximately $2.3 million for gas sales customers as a result of

prepaid gas purchase arrangements. For FY 2021, PGW anticipates that gas sales

customers will save approximately $2.9 million from the prepaid arrangonents.

Initiatives to improve overall customer satisfaction that include, but are not

limited to: (l) improving operations at its customer service centers; (2) launching

new options for customers desiring to pay their bill or obtain information about

their account; and (3) implementing a tool that allows customers to apply for its

Customer Responsibility Program online. Since PGW's last rate case, overall

customer satisfaction has improved by over 2Yo increasing from 83% to 85%o.

Since the last filing, PGW has also improved its overall J.D. Power customer

satisfaction score by 66 points.
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PLEASE DISCUSS THE IMPACTS OF THE REQUESTED RATE RELIEF

PGW is requesting an increase in the delivery charge as well as the customer charge for

most customer classes. For example, the Company is proposing a residential customer

charge (under Rate GS) of $19.25 per month, as compared to the current charge of $13.75

per month to better reflect the direct customer costs per customer as calculated by PGW's

cost of service witness, Ms. Constance Heppenstall. Customer charge increases are also

discussed in greater detail by PGW witness Dybalski.

The requested residential customer charge compares to the monthly charges of

other NGDCs as follows:

The Company is also proposing increases to delivery charges for most customer

classes. The increase for each customer class is discussed in greater detail by PGW

witness Dybalski. I would like to highlight certain proposed increases in delivery charges

from Table 4 of his testimony:

l0

ll

t2

Residential Customer Charge Comparison

NGDC Customer
Charse

Notes

PGW s1e.2s (P) Current $13.75
Columbia $ 16.7s Last Increase: R-201 8-2647 577
National Fuel Gas $12.00 Last Increase: R-00061493 (2006')

PECO (Gas) $1 1.7s Last Increase: R-201 0 -21 61 592
Peoples & Peoples -
Equitable

$14.s0 Last Increase: R-201 8-30068 I 8

Peoples Gas (Formerly
Peoples TWP)

s 15.75 Last Increase: R-201 3-2355886

UGI Utilities (Gas)
$14.60

s1e.es (P)
Last Increase: R-2018-3006814; Rate case pending
at R-2019-3015162

(P): Proposed
Sources:
NGDC Tariffs filed with the Commission and made available online by each NGDC; and
Pennsylvania Public Utility Commission Rate Comparison Reports, which are available at:
http ://www.puc.pa.gov/fi ling resources/rate comparison report. aspx

l3
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In addition, I would note that the average impacts for the increased distribution

rates are as follows:

o If PGW's base rate case is approved, the bill for a typical PGW residential heating

customer who uses 75 Mcf per year will increase $11.16 per month from $99.52

to $l10.68 per month or by I1.2%.

o The bill for a typical PGW commercial heating customer who uses 342 Mcf per

year will increase $ I 1.56 per month from $351 .92 to $363.48 per month or by

3.3%.

o The bill for a typical PGW industrial customer who uses 956 Mcf year will

increase by $3 I .40 per month from $974.86 to $ 1,006.26 per month or by 3.2%o.

3

4

5

6

7
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9

Current 7o Increase Proposed

from
Current

Rate Class

($/MCF) ($/MCF)*

Residential 6.6967 r0% 7.3893

Commercial 4.8651 t% 4.9034

Industrial 4.7698 0% 4.7843

PHA GS 5.7r05 t3% 6.4535

Municipal 4.2723 20% 5. I 105

PHA (Rate 8) 5.0163 0% 5.0163

NGVS r.2833 0% 1.2833

IT.A 2.2885 s3% 3.4928

IT.B 1.1077 s3% 1.6906

IT.C 0.8643 53% 1.3191

IT.D 0.7669 53% t.1705

IT.E 0.7426 53% l. I 334
* The proposed delivery charge ($/MCF) does 4! include the Merchant
Function Charge ("MFC") and the Gas Procurement Charge ("GPC")

l0
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1 V. SUMMARY OF FILING

PLEASE INDICATE WHO THE WITNESSES WILL BE FOR PGW IN THIS
PROCEEDING AND THEIR RESPONSIBILITIES FOR THE FILING.

PGW's direct testimony is Volume II of the Filing. The witnesses and a summary of

their testimony are as follows

Mr. Joseph F. Golden, Jr., (PGW Staternent No. 2) is PGW's Executive Vice

President and Acting Chief Financial Officer. Mr. Golden provides

documentation and supporting methodology for the schedules and exhibits that

are included in PGW's base rate filing. He describes PGW's financial results for

the FPFTY (comprised of the period from September I ,2020 through August 31,

2021). He also details and provides supporting justification for PGW's requested

annual increase in existing base rate of $70 million.

Mr. Daniel J. Hartman (PGW Statement No. 3) is a Managing Director and

Partner with PFM Financial Advisors LLC. He is an expert on financial markets

and financial instruments. Mr. Hartman testifies to the importance of PGW

obtaining the rate increase being sought, in order to maintain its bond ratings,

access to the municipal capital markets at reasonable pricing, and to ensure there

are not unforeseen impacts to PGW's capital structure. Specifically, his

testimony focuses on the adverse financial consequences to PGW, which could be

considerable and broadly based, if the Company does not receive full approval of

its needed and requested rate increase.

Mr. Harold Walker III (PGW Staternent No. 4) is the Manager of Financial

a.
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Studies at Gannett Fleming Valuation and Rate Consultants, LLC. He is an
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expert on financial economics and specializes in regulatory and financial

economics, especially for gas, electric, water and wastewater utilities. Mr.

Walker discusses the results of a comparable utility analysis. His testimony

benchmarks the financial performance of PGW over the20l4-2018 time period,

and analyzes both avera9e performance over the time period and also trends over

the time period. The benchmarking indicates that there is a continued need to

support PGW's financial stability with timely and appropriate rate increases to

enable PGW to further strengthen its credit profile.

Ms. Constance E. Heppenstall (PGW Statement No. 5) is a Senior Project

Manager of Rate Studies at Gannett Fluning Valuation and Rate Consultants,

LLC. Ms. Heppenstall presents the Company's class cost of service study

("CCOSS"), which is provided in Exhibit CEH-I. The primary purpose of the

present CCOSS is to allocate the Company's costs of providing service to each

Rate Class. The purpose of her testimony is to describe the principles,

methodology, and data used in the present CCOSS. Ms. Heppenstall also shows

the monthly fixed customer cost per class.

Mr. Kenneth S. Dybalski (PGW Staternent No. 6) is the Vice President - Energy

Planning & Technical Compliance at PGW. Mr. Dybalski describes and supports

(l) the process used to develop the sales forecast for the test year; (2) the

allocation of the proposed base rate increase by customer class; and (3) the

proposed customer charges by class.

9 o
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Mr. Douglas A. Moser (PGW Statement No. 7) is PGW's Executive Vice

President and Acting Chief Operating Officer. Mr. Moser provides an overview

of PGW's operations. He discusses PGW's initiatives taken to improve its overall

safety and reliability and to improve customer service. He also sponsors: (l)

Proposed Tariff Supplement No. 128 to PGW Gas Service Tariff No. 2 that sets

forth the proposed rate schedule changes as well as certain tariff changes

explained by him as well as PGW witness Teme; and (2) Proposed Tariff

Supplement No. 85 to PGW Gas Supplier TariffNo. l.

Mr. Florian Teme (PGW Statement No. 8) is PGW's Vice President, Marketing

and Sales. Mr. Teme explains and provides support for: (l) the continuation of

the Technology and Economic Development (TED) Rider; (2) modifications to

the Micro-Combined Heat and Power Incentives; and (3) PGW's proposal to

clarify tariff language on the Back-Up Service - Rate BUS.

In addition to these statements, PGW is submitting the information and data

required by the PUC's filing requirements (Volume t) and the proposed Tariff

Supplonents (Volume III) which set forth all of the changes and rate increases proposed

by PGW as part of this case.

I8 VI. CONCLUSION

t9 a. DOES THAT COMPLETE YOUR DIRECT TESTIMONY?

20 A. Yes.
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VERIFICATION

I, Gregory Stunder, hereby state that: (1) I am the Vice President - Regulatory and

Legislative Affairs for Philadelphia Gas Works ("PGW"); (2) the facts set forth in my testimony

are true and correct to the best of my knowledge, information and belief; and (3) I expect to be

able to prove the same at a hearing held in this matter. I understand that the statements herein

are made subject to the penalties of l8 Pa. C.S. $ 4904 (relating to unsworn falsification to

authorities).

February 28,2020

Dated Gregory Stunder
Vice President - Regulatory and Legislative Affairs
Philadelphia Gas Works
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I I. INTRODUCTION

3A.
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

2012.1 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, I 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, I 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. I submitted testimony in PGW's last base rate proceeding (Docket No. R-2017-

2586783).1 also submitted rebuttal testimony on behalf of PGW in the Petition of

Philadelphia Gas Works for Waiver of Provisions of Act 1l to Increase the Distribution

a.

A
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System Improvement Charge ("DSIC") Cap and to Permit Levelization of DSIC Charges

(Docket No. P-20 I 5-250 I 500).

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 I ,2020 through August 31,2021); and 3) detail and

provide supporting justification for PGW's requested increase in existing annual base

rates of $70.0 million (in year one).

ARE YOU SPONSORING ANY EXHIBITS?

Yes. I am sponsoring the following exhibits:

o Exh. JFG-I: Exhibit JFG-I provides schedules showing PGW's Statement of

Income, Cash Flow Statement, Debt Service Coverage Staternent and Balance

Sheet at present rates for the Historical Test Year ("HTY"), FY 2019, the Future

10

t2

20

a.

A.ll

l3

t4

l5

t6

t7

18

19

2l

o

a

Test Year ("FTY"), FY 2020, and the Fully Projected Future Test Year

("FPFTY"),FY 2021and theperiod, FY 2022 through FY 2025 ("Forecast

Period").

Exh. JFG-2: Exhibit JFG-2 provides schedules showing PGW's Statement of

Income, Cash Flow Staternent, Debt Service Coverage Statement and Balance

Sheet at requested rates for the HTY, FTY and FPFTY and the Forecast Period.

Exh. JFG-3: Exhibit JFG-3 contains copies of ratings reports from the three

rating agencies that rate the City of Philadelphia Gas Works Revenue Bonds.22

{1084828 r.4} a
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a Exh. JFG-4: Exhibit JFG-4 is an exhibit I presented in my rebuttal testimony in

PGW's last base rate proceeding (Docket No. R-2017-2586783). The exhibit

provides the set of projected results for PGW in the fully projected future test year

at proposed rates submitted in that proceeding.

5 II. BACKGROUND FOR CONSIDERATIOIIIF BATL REQUEST

A. Financial Condition

PLEASE PROVIDE THE BACKGROUND OF PGW'S CURRENT FINANCIAL
CONDITION.

Since its last general rate increasein20l7, PGW's financial strength has been steady and

stable. The ratings from the three rating agenciesr that rate the City of Philadelphia Gas

Works Revenue Bonds ("PGW's Bonds") are:

Moody's: ,A.3 (Stable Outlook)

S&P: A (Stable Outlook)

Fitch: BBB+ (Stable Outlook)

Since PGW's last base rate proceeding, PGW's rating from Moody's has

improved from Baal to A'3. But, as Mr. Moser (PGW St. No. 7) explains, as its financial

health has improved, PGW has steadily increased its efforts to improve safety, reliability,

and customer service on its system. And, as Mr. Hartman (PGW St. No. 3) also explains,

it is crucially important that PGW, at least, maintain these bond ratings - or, ideally,

improve them - so that it can continue to have access to the capital markets on acceptable

terms and to finance a portion of these improvements through internally generated funds

("lGF"). In the last ten fiscal years, PGW has been able to finance approximately $260.9

.tee Exhibit JFG-3
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million of capital additions through IGF, which otherwise would have had to come from

additional long-term borrowing. Mr. Hartman describes the importance of PGW

continuing to fund a portion of its capital improvement program through IGF as well as

meeting or exceeding the other financial metrics PGW must maintain in order to continue

to be able to access the capital markets on reasonable terms. Thus, the rate increase

requested by PGW is critically necessary to place the Company in a position to continue

to modernize its infrastructure, take additional steps to make its distribution system safer

and more efficient, and continue to improve customer service.

Long-Term Debt

PLEASE SUMMARIZE RECENT ACTIVITY REGARDING PGW'S LONG.
TERM DEBT ISSUANCES.

PGW successfully completed the issuance of revenue bonds, City of Philadelphia Gas

Works Revenue Bonds, in the par amount of $273. I million in fiscal year ("FY") 2017 ,

the 12 months ended August 31,2017. On August 16,2017, the City issued Gas Works

Revenue Bonds, Fifteenth Series (1998 General Ordinance) in the par amount of

$273.1million. A portion of the proceeds from the sale of the Fifteenth Series Bonds

were utilized to refund a portion of the Seventh Series Bonds and redeem the City's

outstanding Capital Project Notes. The Fifteenth Series Bonds also contained new

money debt issued to finance a portion of PGW's ongoing Capital Improvement

Program, pay the costs of issuing the bonds, and provide a deposit to the Sinking Fund

Reserve. The Fifteenth Series Bonds, with fixed interest rates that range from 2.0%o to

5.loh, have maturity dates through 2047. The loss on the refunding component was

$0.3 million, which will be amortized over the life of the Fifteenth Series Bonds. This

refunding transaction provided net present value debt service savings of $0.7 million
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utilizing an arbitrage yield of 2.98o/o. The savings as a percentage of refunded bonds was

r0.r1%.

As Mr. Hartman explains, PGW's ability to continue to take advantage of an

attractive interest rate environment and refinance existing debt requires PGW to maintain

or improve its current financial condition.

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

PGW anticipates issuing City of Philadelphia Gas Works Revenue Bonds in the par

amount of $260.0 million in the FTY, which is FY 2020, the 12 months ended August 3 l,

2020. The exact timing of the issuance would be subject to market conditions. The next

bond issuance is projected to be in FY 2023 and in the amount of $235.0 million.

III. PGW'S NEED FOR RATE RELIEF

PLEASE SUMMARIZE THE RATE INCREASE SOUGHT BY PGW IN THIS
PROCEEDING.

PGW is requesting an increase in its annual base rate operating revenues of 570.0 million,

or lO.5o/o on a total revenue basis.

WHY IS PGW SEEKING RATE RELIEF AT THIS TIME?

Since PGW's last base rate case in2077, the Company has continued 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 via the DSIC), PGW has undertaken numerous

other efforts 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. During this period, PGW's
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financial health has continued to improve, compared to 2008 levels. However, PGW's

pro forma results clearly demonstrate that arate increase is needed if the Company is

going to maintain its improving financial status and current favorable bond ratings and be

able to continue with its significant efforts to improve the safety, efficiency and reliability

of its system and continue to work to improve customer service.

WHAT ARE SOME OF THE KEY DRIVERS FOR THE REQUESTED
INCREASE?

Some of the key drivers for the requested base rate increase are: increasing health care

costs, general higher costs ofoperations, and higher levels ofcapital spending financed

by IGF. The statement of income as presented on an accrual basis, shows operating

expenses remaining relatively the same in the FPFTY as the recent prior years. However,

the increase in cash outlays for OPEB payments and cash outlays for pension payments

are not seen because, as a result of the implementation of recent GASB pronouncements,

some of these cash outlays are not recorded on the income staternent (rather, on the

balance sheet). Given that PGW's rates are based on the cash flow raternaking

methodology, these cash outlays must be considered as well. Other key drivers include

increased capital spending for projects like the CIS replacement and building

consolidation which are financed, in part, by internally generated funds. Additionally,

debt service has increased.

HAS PGW TAKEN STEPS TO CONTROL THE GROWTH OF ITS OPERATING
EXPENSES?

Yes, as explained by Mr. Moser, PGW continues to benefit from its efforts to reduce

health care costs for its active and retired workers through self-insurance and an actively
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managed wellness program. PGW is also benefitting from past steps taken to reduce

pension costs, which continue to keep costs lower than they otherwise would be.2

PLEASE EXPLAIN PGW'S EFFORTS TO REDUCE ITS OVERALL
BORROWING COSTS RELATED TO LONG-TERM DEBT.

In fiscal years 2015,2016, and 2017 PGW refunded portions of its outstanding revenue

bonds. I previously noted the results of PGW's FY 2017 revenue bond transaction. On

August 30,2016, the City issued Gas Works Revenue Bonds, Fourteenth Series (1998

General Ordinance) in the amount of $3 12.4 million for the purpose of advanced

refunding of select maturities of the Seventh Series Bonds (1998 General Ordinance),

Ninth Series Bonds (1998 General Ordinance), and Eighth Series A Bonds (1998 General

Ordinance), and to make termination payments with respect to a portion of the swap

agreements associated with certain maturities of the Eighth Series B, C, D, and E Bonds.

The Fourteenth Series Bonds, with fixed interest rates that range from 2.0o/o to 5.0o/o,

have maturity dates through 2038. The loss on this refunding was $33.5 million, which

will be amortized over the life of the Fourteenth Series Bonds. This transaction provided

net present value debt service savings of $38.2 million utilizing an arbitrage yield of

2.ll%. The savings as a percentage of refunded bonds was 10.86%.

On August 18,2015, the City issued Gas Works Revenue Bonds, Thirteenth

Series (1998 General Ordinance) in the amount of $261.8 million for the purpose of

redeeming, refunding, or defeasing all outstanding City of Philadelphia Gas Works

Revenue Bonds under the 1975 Ordinance and to redeem all of the outstanding Fourth

Series Bonds (1998 General Ordinance), Fifth Series A-1 Bonds (1998 General

Ordinance), defease a portion of the Outstanding Seventh Series Bonds (1998 General

See, PGW St. 7 (Moser)
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Ordinance), and paying the costs of issuing the bonds. The Thirteenth Series Bonds, with

fixed interest rates that range from 3.0% to 5.lYo, have maturity dates through 2034.The

loss on this refunding was $13.5 million, which will be amortized over the life of the

Thirteenth Series Bonds. This transaction provided net present value debt service savings

of $34.3 million utilizing an arbitrage yield of 2.91o/o. The savings as a percentage of

refunded bonds was I1.02%.

Additionally, PGW has been able to reduce its costs associated with its Tax-

Exempt Commercial Paper program and the cost of the Letters of Credit associated with

its variable rate long-term debt. In August 2017, PGW's cost associated with the Letters

of Credit was approximately $ 1.2 million per year, or 8l basis points. The projected cost

is approximately $0.4 million per year, or 29 basis points. In addition to current market

trends, this decrease in the costs can be related to PGW's 2077 rate increase and PGW's

good working relationship with the PUC.

14 IV. PRO FORMA FINANCIAL RESULTS
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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 2072, PGW has based its claimed revenue requirement on the

fully forecasted l2 months ending August 31,2021, referred to as the Fully Projected

Future Test Year ("FPFTY"). The Future Test Year ("FTY") is FY 2020 and,the

Historical Test Year ("HTY") is FY 2019. Those results are displayed on Exhibit JFG-1.
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Each page of this exhibit shows data for: ( 1 ) the HTY, the 12 months ended August 3 1 ,

2019 or FY 2019; (2) the FTY, the 12 months ended August 31,2020 or FY 2020; and,

(3) the FPFTY, the 12 months ended August 31,2021or FY 2021. The Exhibit also

shows projections for FY 2022 tlvoqgh FY 2025 (which I refer to as the "Forecast

Period"). Page I of Exhibit JFG-l displays operating revenues, operating expenses and

net earnings (Staternent of lncome); 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 rati o s.

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

The HTY is the actual audited results for FY 2019

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 2020)

Budget ("Budget year"), approved by the Philadelphia Gas Commission ("PGC"). PGW

develops its annual Budget in the following manner. With respect to revenues, PGW's

Marketing and Gas Planning departments calculated revenues and sales by class for the

Budget year, and provided projections for the forecast years. This process is fully

described in the testimony of Kenneth Dybalski (PGW St. 6). Revenue-related expenses

(chiefly natural gas) were then calculated.

PLEASE EXPLAIN HOW BUDGET YEAR EXPENSES ARE DETERIVIINED.

Budget year expenses are determined in the following manner. Each department

submitted its view of the expense levels it will experience in the budget year. Where a

specific cost category increases or changes affecting the expense level were identified,

those levels were used to establish the expense for the respective Budget year. For
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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 actuary and benefits consultant to project health care

costs and other benefit costs, including pension expense and Other Post-Employment

Benefits ("OPEB"). Long-term debt interest expense and debt amortization were also

adjusted to reflect more recent information concerning the results of the recent debt

refinancing. These results were then used to prepare the four key financial schedules for

FY 2020: 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 create a five-year forecast, taking account of any known rate or other changes

that might affect the results in a particular year. PGW is using the first year of its f,rve-

year forecast, FY 2021, as its FPFTY.

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

In addition to an internal review and approval process by the PGW executive team, PGW

is required to obtain approval of its annual budget from both the Philadelphia Facilities

Management Corporation ("PFMC") (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.

ARE THE AMOUNTS SHOWN ON JFG.I DIFFERENT THAN THOSE
APPROVED BY PFMC, PGC, AND PHILADELPHIA CITY COUNCIL (WHERE
APPLICABLE)?

A. No, the amounts shown on JFG-I are not different.
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PLEASE EXPLAIN THE ITEM SHOWN ON LINE 4, PAGE 1 OF EXHIBIT JFG.
I LABELED (REVENUE ADJUSTMENT (TED/BUS RATE)."

This reflects a minor upward adjustment to Total Gas Revenues to reflect an update of

the additional revenue PGW is projecting it will receive from TED/BUS Rider customers

in the FTY and FPFTY.

a. AN ADJUSTMENT LABELED *UNBILLED ADJUSTMENT'' APPEARS ON
LINE 7. CAN YOU EXPLAIN WHAT THIS IS AND WHY THIS ADJUSTMENT
WAS MADE?

A. Based on PGW's cyclical billing, adjustments are made for natural gas delivered to

customers but not yet billed. This is the annual cumulative effect of these adjustments.

WERE ANY ADJUSTMENTS TO BUDGETED OPERATING EXPENSES MADE
ON EXHIBIT JFG.I?

No adjustments were made.

WHAT OTHER ITEMS HAVE BEEN UPDATED?

The cost of PGW's anticipated bond issuance in the FTY (FY 2020) has been reflected in

the FPFTY. In addition, PGW's rate case expense has been amortized over five years.

17 V. CALCULATION OF RE REOUIREMENT

18 A. Cash Flow Ratemakins
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PLEASE EXPLAIN THE BASIS ON WHICH PGW HAS CALCULATED ITS
REVENUE REQUIREMENT FOR THE FPFTY.

As noted, PGW is not regulated on the basis of a fair rate of return on a used and useful

rate base as are investor-owned utilities; instead, the Company's revenue requirement is

established on the basis of the "Cash Flow Method." While I am informed that the use of

the Cash Flow Method is mandated by the Gas Choice Act,3 the Commission has

66 Pa.C.S. $ 2212(e);52 Pa.Code $ 69.2702(b) ("The Commission is obligated under law to use the cash

flow methodology to determine PGW's just and reasonable rates.").
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explained how it intends to implement that standard for PGW. In its 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 flow methodology to
determine PGW's just and reasonable rates. Included in that requirernent is the
subsidiary obligation to provide revenue allowances from rates adequate to cover its
reasonable and prudent operating expenses, depreciation allowances and debt
service, 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.a

The Commission also stated that, in determining just and reasonable rate levels

for PGW it would consider, among other relevant items, the following financial

factors:

PGW's test year-end and (as a check) projected future levels of non-
borrowed year-end cash.
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Available short-term borrowing capacity and internal generation of
funds to fund construction.

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

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.s

PLEASE EXPLAIN HOW PGW HAS APPLIED THIS GUIDANCE IN
DETER]VIINING ITS REVENUE REQUIREMENT.

As a "cash flow" regulated company, PGW's operations are entirely funded from rates,

either indirectly as a result of short-term or long-term borrowing (which then must be

52 Pa.Code 5 69.2702

52 Pa.Code $ 69.2703
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paid back by ratepayers) or directly through charges to customers. Accordingly, PGW's

most important financial metrics are:

l) debt service coverage ratios; and

2) end ofyear days cash on hand; and, separately,

3) liquidity balance; and

4) debt to equity capitalization ratio

First, PGW's debt service coverage levels are crucial because if the Company

falls below the 1.5x minimum requiranent in its bond covenants, reflected in the City of

Philadelphia Ordinance that establishes the requirements for PGW's bonds,6 it will be in

technical default and its access to capital markets will be severely harmed. However, it

needs higher levels of debt service 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 year cash balance is also crucial because PGW needs an

accumulated balance of cash in its accounts at fiscal year-end to pay its 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 to collecting revenues for the winter heating season.

The General Gas Works Revenue Bond Ordinance of 1998, approved on May 30, 1998, Bill 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 to as the "Bond
Ordinance").
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Third, PGW's year-end liquidity (cash plus available short-term 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 circumstances.

In addition to the three metrics discussed above, the other indices that are

important are the Company's capitalization ratio and its sources of IGF 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.7

HOW DO THE OPERATING RESULTS SHOWN ON THE ATTACHED
EXHIBITS TREAT THE CITY PAYMENT OF $18.0 MILLION?

The City Payment is shown as an expense of the Company since PGW is legally

obligated to make this payment.8 Based upon the latest budget and forecast information

submitted by the City, it intends to continue to have PGW rernit this fee for the

foreseeable future. Accordingly, the City Payment is treated as a "known and definite"

expense in PGW's operating results and resulting financial metrics.

Justification for Requested Increase

Non-Borrowed Year-End Cash

AT PRESENT RATES, WHAT LEVELS OF YEAR END CASH IS PGW
PROJECTING IT WILL EXPERIENCE IN THE FPFTY?

At present rates, and for the FPFTY (FY 2021), PGW is projecting that it will end the

year with just $45.2 million in cash; this cash projection is negative in FY 2022 and

See, e.g., Exhibit JFG-3 at Moody's Investors
Ooinion (August 8, 2016); S & P Global Ratings Direct. Philadelphia: Gas: Joint Criteria (August 10,

2016).

See 66 Pa.C.S. 2212(f).
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dramatically decreases in the remainder of the Forecast Period (FY 2023 through FY

2025). That level of cash in the FPFTY (FY 2021) equates to just 33.9 days of cash on

hande - with the cash balance being negative starting FY 2022 and continuing to be

negative throughout 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 100 days of cash on hand is necessary for PGW to maintain its existing bond rating

and not be downgraded.lo Therefore, a cash balance of only 33.9 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 33.9 days cash on hand is

being presented as of the end of the FPFTY (i.e., August3l,202l), PGW's fiscal year-

end. PGW's cash balance changes throughout the fiscal year and is at a low point in the

middle of the fiscal year. Maintaining a days' cash on hand balance of 70 to 100 days at

August 3l't will be followed by a lower balance in the middle of PGW's fiscal year.

Thus, the FPFTY's balance ofjust 33.9 days cash on hand at fiscal year-end would result

in zero or close to zero balances in January and February, leaving very little ability to

respond to contingencies such as lower than pro forma sales or unanticipated

expenditures.

Debt Service Coverage

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 Ratine Action, June 10, 2019,p.4 (Days cash on hand is forecast to remain in
the 70-100 days range for the next several years.)
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WHY IS IT IMPORTANT TO MAINTAIN OR IMPROVE DEBT SERVICE
COVERAGE?

The fundamental ratemaking philosophy for most financially stable municipal utilities is

to provide safe and reliable service at rates that recover all current costs, plus a margin in

excess of current costs. This margin, also referred to as coverage, is a municipal utility's

only real alternative to issuing debt to fund capital program costs. Coverage also covers

cash obligations that are not shown on the cash flow statement and provides assurance to

investors that the utility will be able to make timely debt service payments. The recent

rating agency reports have emphasized the need for PGW to improve debt service

coverage. Maintaining or improving debt service coverage is critically necessary to keep

PGW in a position to continue to have access to the capital markets on acceptable terms

and to finance a portion of the capital program through IGF as necessary to provide

significant savings to ratepayers over time.

PLEASE DISCUSS, AT PRESENT RATES, 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 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, capital funding, 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 coverage at approximately 2.2x and above in order to

produce enough cash to be able to meet all of its obligations throughout the year,
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including the City Payment, pensions, OPEBs, capital funding from IGF, and additional

funds for working capital.

PLEASE EXPLAIN PGW'S USE OF THE CASH GENERATED BY THE DEBT
SERVICE COVERAGE RATIO REQUTREMENT rN EXCESS OF 1.0 TIMES
COVERAGE.

Under the Bond Ordinance, PGW has a mandatory debt service coverage ratio of l.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 other expenses that do not

appear on the Statement of Income. These payments include the $18.0 million City

Payment, $18.5 million to the OPEB Trust Fund, $2.0 to $3.0 million to the pension fund,

and $5.0 million towards retiree health care cost. Additionally, PGW continues to utilize

IGF for capital construction to reduce its dependence on long-term debt financing and

contributed between $18.0 million to $33.0 million in the last five fiscal years (i.e. FY

2015 to FY 2019) towards IGF. As of August 2019, this has saved PGW approximately

$13.7 million in interest costs over the last five fiscal years. PGW's base rates need to

produce approximately $42.0 million in IGF in order for PGW to continue to meet its

IGF goals.

WOULD THE RATING AGENCIES VIEW A DEBT SERVICE COVERAGE
LEVEL JUST ABOVE 1.5X AS CAUSE FOR A DOWNGRADE?

In my opinion, yes, most definitely. And, without rate relief, PGW would experience debt

service coverage at these unacceptably low levels. While the FPFTY debt service

coverage on an "Ordinance" basis is 1.71x, Ordinance coverage drops to 1.59x in FY

2022 and below l.5x in 2024.
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FY 2021
FPFTY

FY 2022
Forecast

FY 2023
Forecast

FY 2024
Forecast

FY 2025
Forecast

7.7tx r.59 1.65 1.46x I .35x

Again, coverages below 1.5x constitutes a default on PGW's bonds. However,

the rating agencies calculate PGW coverage differently than in the Bond Ordinance,

accurately treating the $18.0 million City Payment as a fixed obligation. When the

Company's debt service coverage is calculated to include the $18.0 million as a fixed

obligation, PGW's debt service coverage falls to 1.54x in the FPFTY and drops to below

1.50x for the entire the Forecast Period

FY 2021
FPFTY

FY 2022
Forecast

FY 2023
Forecast

FY 2024
Forecast

FY 2025
Forecast

1.54x 1.43 1.48 1.30x 1.20x

Since these coverage levels are materially below the 2.0 times that Moody's has

observed for PGW in FY 2017 and FY 2018, they would very likely cause a downgrade

by Moody's, followed by similar negative ratings action by the other bond rating

agencies. PGW Witness Hartman (PGW St. 3) discusses this in detail in his testimony.

Debt To Equit.v Ratio: Short-Term Boruowing Capaci\)

AT PRESENT RATES, WHAT IS PGW'S PROJECTED DEBT TO EQUITY
RATIO FOR THE FULLY PROJECTED FUTURE TEST YEAR?

At present rates, PGW's debt to equity capitalization ratio in the FPFTY (FY 2021) is

approximately 78.15Yo. That percentage is below the level in the HTY (FY 2019),

84.78%. The Forecast Period shows marginal reductions in this ratio. PGW would be

very concerned about increasing its debt burden, resulting in even higher levels ofdebt, if

it were required to do so to compensate for reduced levels of available IGF. Recall that

2

3

4

5

6

7

8

9

10

l1

t2

l3
l4

a.

A.15

t6

t7

18

t9

{ 1084828 1.4} - 18 -



I

2

3

4
5

6

7

8

9

a

A.

a.

1l

t2

13

t4
15

t6

18

t9

21

23

PGW St. No. 2

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%o was not

unreasonable. I I

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

PGW has chosen the financing strategy for capital spending comprised of 50 percent of

funds from IGF and 50 percent of funds from debt in order to spread out some payments

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-term debt, its tax-

exempt commercial paper program, and IGF to finance the improvements to its

infrastructure.

IF PGW WERE FORCED TO UTILIZE DEBT FINANCING RATHER THAN
IGF 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 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. After 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

finance its construction program using entirely long-term bonds. In addition, any increase

Pennsylvania Public Utility Commission, Staff Report: Inquiry into the Philadelphia Gas Works' Pipeline
Replacement Program, dated April 21,2015, p. 6,44, 50.
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in the level of debt PGW is already projecting will drive its debt to total capitalization

ratio to unacceptable levels.

HOW DOES PGW CURRENTLY USE ITS COMMERCIAL PAPER?

Currently PGW utilizes its commercial paper for "bridge" capital financing. This strategy

allows PGW to delay the issuance of long-term debt, thus putting offthe associated costs,

and also so that it can issue bonds at the optimal time relative to the long-term bond

market. Such optimal market timing can also reduce the costs of long-term borrowing.

Bond Ratings

WHY IS IT IMPORTANT FOR PGW TO MAINTAIN ITS CURRENT BOND
RATINGS?

Credit ratings are important because PGW, like most utilities, is required to make

significant capital infrastructure improvements each year for new and replacement assets.

As explained by Mr. Hartman, credit ratings are a critical component in determining the

cost of debt as the ratings signal PGW's ability and willingness to meet financial

obligations in full and on time. A downgrade of the credit ratings for PGW's Bonds

would result in an increase in PGW's borrowing costs and necessitate higher rate

increases over time.

WHAT WOULD HAPPEN IF PGW WERE TO EXPERIENCE THE FINANCIAL
RESULTS, AT PRESENT RATES, PROJECTED FOR THE FY 2O2I FPFTY?

PGW would be in serious risk of not being able to meet its cash obligations-and absent

some timely rate relief-having its debt service coverage levels fall below the level

mandated in the Bond Ordinance. If either of these events occurred, it would be entirely

realistic for the rating 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
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could trigger increased 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 also limit PGW's reasonable access to capital markets. More

importantly, the projected level of cash is not an adequate level for PGW with over

$600.0 million in revenues and $500.0 million in operating expenses. 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.

WHAT EVENTS, OTHER THAN DEFAULTING ON THE BOND COVENANTS,
COULD RESULT IN A DOWNGRADING OF THESE BOND RATINGS?

There are a number of different metrics that the rating agencies monitor, as well as the

regulatory environment in which PGW operates. In the most recent rating reports, the

rating agencies specifically cite a number of variables or results that could lead to a rating

downgrade. These triggers include a less support from the Commission related to rate

increases, deteriorating debt service coverage levels from recent levels, increased

leverage and reliance on debt funding, materially lower liquidity levels, and weaker

collection rates. While there is no specific guidance from the rating agencies on the

tipping point that would result in a rating downgrade, PGW carefully monitors all of the

metrics identified to ensure that its financial plan would maintain or improve its bond

ratings.
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C. Rate Increase Reque*

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

As demonstrated, it is crucially important that PGW obtain rate relief in order to maintain

these financial indicators at adequate levels, as well as to have sufficient 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 to maintain its financial metrics at adequate levels and

maintain its existing bond rating.

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 debt

service coverage that exceeds 2.0.x in the FPFTY and in the Forecast Period. This would

be consistent with S&P's expectation that coverage will be maintained at or above 1.90x

through FY 2025. Including the City Payment as an expense, PGW's debt service

coverage for the FPFTY would meet or exceed 1.9x through FY 2025. As I indicated

above, debt service coverage at this level is 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 Sl13.3 million in year-end cash, or

about 85.1 days of cash on hand at the end of the FPFTY. This is slightly lower than the
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level that Moody's observed for PGW for FY 2018 (98 days of cash on hand by Moody's

calculation), but rernains in the range (70 to 100 days) that Moody's has indicated it

expects for a company rated at A'3. This is consistent with Moody's June 2019 Credit

Opinion.

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

In the FPFTY, it would similarly keep PGW nearer to the levels it was experiencing in

the HTY (FY 2019) and the levels on which the rating agencies have commented

favorably. For example, cash on hand would improve in FY 2021 to $113.3 million (85.1

days on hand) and then slowly decrease to S87.7 million (61 days on hand) in FY 2025.

Debt service coverage (Ordinance Calculation) would stay above 2.0x in the Forecast

Period until FY 2025 where it would fall to 1.92x. PGW's debt to capitalization ratio

would slowly modulate to 60.66%o in FY 2025. This highlights the fact that any

Commission rate increase granted in2020 will make steady improvement in PGW's

financials because 100% of the excess over costs incurred is retained by the Company

and used to finance construction and operations. 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 4Yobad debt expense

rate and a960/o collection rate. These projections do not assume any material change in

PGW's collection practices.
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PLEASE PROVIDE YOUR OVERALL CONCLUSIONS CONCERNING THE
NEED FOR AND REASONABLENESS OF PGW'S $70.0 MILLION RATE
INCREASE REQUEST.

It is crucially important that PGW obtain the requested rate relief in order to maintain

these financial indicators, as well as to provide sufficient cash to prudently operate the

Company. A failure to achieve 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.

9 VI. COMMITMENTS FROM PGW'S 2OI7 RATE CASE SETTLEMENT
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ARE YOU ADDRESSING ANY OF THE COMPANY'S COMMITMENTS IN
THE JOINT PETITION FOR PARTIAL SETTLEMENT IN PGW'S LAST BASE
RATE CASE AT DOCKET NO. R-2017-2586783r2 (2017 PARTIAL
SETTLEMENT"X

Yes. I will discuss the commitments under Paragraph 14 of the 2017 Partial Settlement.

The commitment set forth in Paragraph l3 of the Partial Settlement is discussed by Mr

Moser.

PLEASE DISCUSS THE COMMITMENTS UNDER PARAGRAPH 14 OF THE
2017 PARTIAL SETTLEMENT.

Paragraph 14 of the 2017 Partial Settlement requires PGW to prepare a comparison of its

actual expenditures and financial results for FY 2018 compared to the FPFTY (FY 2018)

amounts presented in the last case.

WHAT DATA ARE YOU SUBMITTING IN COMPLIANCE WITH THIS
SETTLEMENT OBLIGATION ?

In satisfaction of that commitment, I am attaching Exhibit JFG-4. Exhibit JFG-4 is an

exhibit I presented in my rebuttal testimony in PGW's last base rate proceeding. The

column marked "Revised l0-year HDD Forecast 2017-18" on each page of that exhibit

t2 http://www.puc.state.pa.us/pcdocs/1529631.pdf.
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represents the set of projected results for PGW in the fully projected future test year at

proposed rates submitted in that proceeding. The financial statements I am presenting in

this case (Exhibits JFG-l and JFG-2) show PGW's actual expenses and financial results

for FY 2018. Please note that PGW's last rate case was settled on a "black box" basis, so

no PUC-approved FPFTY financials exist. Moreover, the financials that appear in JFG-5

hereto are calculated: l) assuming PGW's originally requested S70.0 million rate

increase, rather than the $42.0 million that was ultimately implemented as a result of the

Settlement; and2) using pro forma revenues normalized on the basis of a lO-year average

of experienced degree days, while the Settlernent rates were based on a twenty year

average. Accordingly, the two sets of financials are not comparable without additional

adjustments.

12 VII. CONCLUSION

13 a. DOES THAT COMPLETE YOUR DTRECT TESTIMONY?

14 A. Yes.
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VERIFICATION

I, Joseph F. Golden, Jr., hereby state that: (l) I am the Executive Vice President and

Acting Chief Financial Officer for Philadelphia Gas Works ("PGW'); (2) the facts set forth in

my testimony are true and correct to the best of my knowledge, information and belief; and (3) I

expect to be able to prove the same at a hearing held in this matter. I understand that the

statements herein are made subject to the penalties of 18 Pa. C.S. $ 4904 (relating to unswom

falsifi cation to authorities).

February 28,2020 h"uAtjetX^ L
losflh F{ Golden, Jr. lt
Exdcutive Vice President
Acting Chief Financial Officer
Philadelphia Gas Works

Dated

(10857883.t )
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(39,O271

62,'t 11

67.892

I
5
6.

7.7

'18,000 18,000

712 (3,202)

191.285 223,49

'121.16 101,805

(37,9O7)

89,109

78,OU

35,000
41,000
76.00o

8.

9
10
11.

Dra\rdM ol Bond PrGeds
Griltlffi
Lcas€ Funds Debt Sam€
C€ptdtr€d lntmst
RdBs ol Restnded Fund Assl
Releaso ot Bord P@eds to Pay Tetrporary Frmnong
Temptrary Frmrcng

TOTAL SOURCES T----1 -f-ifrFi- T-iffi T........ffi a@ T-i.7F- -f-@ T--isF'rr

t 123,127 t 3t$$ 154,084

54,956

145.691

59.165

1 ,42

64.756

I
9.

10.

'12.

13

13

usEs
12. Net Cmfudlon Ep€ndrtures
13. Funded Debt Reducton
13. Rewnuc Bonds

Rovenuo Bond Subordrnate D€bl
CaBtsl Lease

Equty Bond Conhbutorv Debl Reductrm
11- Tcfrptrry Frmrcng Repayrent

15. Chang€s rn Crty Equty

16 Orstnbuton of Eamrngs
Addrtms To (Redwtms o0

17. l\loftCash Wotung CaFtal

Cash tl6ds
Cash Surplm (Shqtfall)

TOTAL USES

21- Cash- Bcarnnrngof Penod
22. Cash - Supls (Shtrtfall)
23 ENDINGCASH

24 OuEtrndlng Commrclrl Prpcr
25. Oubtrndlng Colffihl P.pci - Crplt.l
26. DSIC SFndlng
27. hrmlly G.ncr.tld Fundj
28. TOTAL IGF + lrcmnt.l DSrc Spcndlne

u,425

174,177

55.433

18,000

181

249.091

45,150

37,000
49,300
8ti,300

14

15.

16.

17-

18.
'19.

20.

18,000 18,000

rlqTrqt 16w

140,103 197,337

88.535 131,051

42,516 (6,906) (22,3411 (s6,il4) (72,8141 (54.087) (82,5741 (89,263)

tltaalt3l!0,/(t131eE,ta43167,'193117C,2n91C7,t!ot134,1t2t130,003

18,000 18,000 18,000

(879) 3,555 214

D.1,977 216,7fr 219,266

(27,653) (81,740) (16,t,31,t) 21

18

19.
20.

12.s16 (6,s06) (2,3E1) (s6,il4) (72,8111 (s4,O87) (82,57/t) (89.263)

a _13r,051 t 1A,1$ 3 loi,to5 3 /rs.l6o 3 127,6531 I (t1,710) 3 ('13.,3r/.1 LJ3!!!!2
2..
23.

24.
25.
26.
27.
2A

33,0O0

21,H
54,@t

37.000
31.rtOO

68.rtoo

Is t



PHILADELPH!A GAS WORKS

DEBT SERVICE COVERAGE

(DollrE ln Thou3rnd3)

FTY
ESNMATE
ml+.20

174
659,286

878

Exhrbrt JFG-1
Present Rates

UNE
llL!9,

LINE

FUI{DS PROVIDEO
1 Total G.s Rerenss
2 Oher Opaatng Revmues
3. Totd Opemtng R6venu6s
4. Othar ln@m lM. / (Des ) Restncted Funds
5. Oty Grant
5. AFUDC (lntsrest)
6. TOTALFUNOSPROVIOED

Actu l

3S!L!

659,080

HTY
Actual
201&1t

FPFTY
BUDGET
m*2L

FORECAST
204-n

t 636,850

2,fi4
661,242

FORECAST
m22-2t

s 638,466

FORECAST
2!2}21

t il2,273

FORECAST
m2+25

s 643.6753 3 664,084 t 640,'t12 S 636,064 1.

2.

3.

4
5
5
6.

7
I
9.

10.

11.

(11,581) 20,644
647,499 @4,72e

rt,634 10,787

1,295 1,718 2,212
653,486 696,810 661,882 660,@5

19,210 20,82 21,419 22,551
656,060 659,328 663.723 ffi227

2,7',t8 2,78 2,78 2,7n

128
655.192

2.692

2,091 1,922 1,956
664.157 668,402 670,960

7.

8.

9.

10.

11.

186,265 206,825
u3.757 335.232
530,110 542,057
ArAAa ?ti,

447,267 467.505

206,219 229,30512- Fundi Avalade to Corer Debt SoM@

13. 1975Ordrnre Bonds Debt Sorurce

11. DGbt 9lrllcc Comgc 1t75 Bonds

13. l.lct Avarlablo afttr Pntr Debt S6Mca
14- Equpmnt Leasrng Debt SeMe
15. l,l6t Avarlablo efl6r Pnd Captal Leasss

21. Aggregat D€bt Swe
22 Debt Sme Coverage (Combrnad lens)
23. Oobt Scrvca Crverag€ (Combned l6ns wth t18.0 Oty Fs)

FUNOS APPLIED
Fu€l C6ts
Othcr Opcretrng Costs

Totd Op€ratrng E)psnses
L€ss l{on-Cesh EreGrees

TOTAL FUNDS APPLIED

195,407 191,558 189,554 191,050
353,898 355,310 376,929 379,160
549,305 546,868 566,483 570.210
73,083 69,157 76,765 84,545

476.222 177,711 ,€9,718 485,666

185,659 182,38,t 171.565 178.191

191,279 196,'125

385,505 388,739
579,7U 58/t,864
77,603 7A,412

502,181 508.452

16,221 162,509 12

13.

14

't6.

17.
18.

19.

20.

206,219 229,305

206,219 229,305

98,4171998 Ordrmnce Bonds Debt SGff@ 87,690
1999 frrrc Subadrmte Bmds D€bt SeMe - (TXCP)

Totd 1998frrmre oe5tS6M€

Drbt ScMcc Coltngc 19tE Bondr

l,lst Avarlable after '1998 D€bt Ssrsce

1998 Ordrmc Subordrnat€ Bond Oebt Seme
DGbt S.MGG Comgc Subordlnrtc Bond3

185,659

18s,6-5t

100,78a

-.:

100,784

1.U

84,875

'182,38,1

(47,07s)
229,159

L16

122,669

106,790
1.71

1.6a

106,790 107.714 104.152 1 13.799 120,191

---]6.ffi- 
-ov{ 

----to8-ls, ilx?re - lrq1e1

171,565 178,491

-----------:-

171,565 178,49',1

166,221 162,509 13

------1621 ------1628-

1,36 19.

42,318 20

14.
'15

16

17

18.87,690

2.35

1 18,529

87,6€0
2.35
Lls

94t17

2.33

130,888

1.59

63,8/t7

1.55

70,039

1.$

52,422

98,417
233
L15

100.78a
1U
1.aa

,714
1.59
1./(t

107, 108,452
165
1./lt

113,799
1 /t{i
1.30

120,19'l 21.
1.35 22
1.20 23.



Exhibit JFG-1
Present Rates

PHIIIDELPHIA GAS WORKS
BAIINCE SHEET

(Dollars ln Thousrndsl

$$3$

&

1.

2.
3.
1.
5.
6.
7.

E.

9.
10.

11.
12.
r3.
11.
15.

16.

17.
18.

19.

20.
21.
22.

SEIg
t tikty Plant Net
Leasehold Assct
Sinking Fund RGscrYe

Capital lmprovcrn nl Fund - Cunent
Capital lmprovcmcnt Fund - Long-Term
Worters' Compensatron Fund
& Health lnsurance Escrow

Cash
Accounts ReceNable:

Gas
O,ther

Accrued Gas Rcvenues
Reserve for Uncolccttblc

Total Accounls Receivable:
Materials & Supplies
Other Curent Assets
Defered Dcbits
Unamortrzcd Bond lssuance Expensc
Unamortrzcd Logs on Reacquired Dcbl
Oefened Environmcntal
Defened Pension Outlbvvs
Defened OPEB Otnlbws

ACTUAL

tr3trlE

t 1,403,956 $ 1 ,451,470 S 1,505,541 $

HTY

ACTUAL

t/31r19

FTY

ESTITIATE

3019.20

FPFTY

BUDGET

2020-21.

FORECAST

202',1-22

FORECAST

2022-23

FORECAST

20234
FORECAST

202+25.

132,313
1,900
5,530

(61,637)

129,481
1,925
5,568

(60,284)

NO.

't.

?.
3.
4.
5.
6.
7.

8.
9.
10.

11.

12.
13

14.
15.

16.

17.

18.

19.

20.
21.
22.

23.
24.

25
26.
27.
28.
29.
30.
31.
32.
32.
33.
u.
35.
36.
37.
38.
39.
40.
41.
12.
43.
44.

103,255
61,000
50,815

2,646
131,051

141,3/to
2,gil
1,628

(66,328)

106,509
68,634

2,711
't24,146

1rt6,0'18
'l,775
1,917

(66,7s1)

125,588
78,084

157,333

2,731
101,805

144,249
1,800
5,564

(67,015)

2,786
(27,6s3)

2,814
(81,740)

1 35,1 39
1,875
5,5'17

(62,98s)

1,591,691
852

127,803
88,1n
81,621

2,759
45,'t 60

140,752
1,825
5,528

(65,657)

1,692,904
35,088

130,058
74,039

9,288

1,762,079
u,3?4

132,352
1 0,1 25

1,824,840
33,695

'150,539

67,892
94,965

1,889,990
31,932

1 53,1 95
82,7&
13,861

2,871
(2$,5n1

2,U3
(164,314)

137,949
1,850
5,503

(il,3241

23. OtherAsscts
21. TOTALASSETS

9,650 16,387
T---TJ55l7r -f----Z,m5r{U

84,598
51,546

3,000
12,867

232
3r,931
48,168
12,560
71,633

29,171
-I--7F2F,7TT-

82/4
50,851

3,160
12,940

209
27,171
17,1@
8,590

52,091

28,9v
TTIsr-Js-

82,610
52,368

2,501
15,499

290
12,O9
31,593
24,U3
E1,BI8

85,989
51,691

3,258
14,885

258
35,776
37,'102
14,121
91,1 75

80,978
51,308
3,165

12,525
189

23,421
44,246

7,775.O0
32,544 00

79,546
52,1 91

3,1 70
12,fiz

173
19,808
43,2U

6,716.00
25,282.O0

78,106
53,267

3,175
12,481

'159

16,rt61

12,262
6,559.00

25,282.OO

76,690
54,02A

3,180
12,452

146
1 3,4t|9
41,290

6,402.00
25,282.@

31,610 33,319 33,057 35,797
TZ,

EQUITY & LIABILITIES
25. City Equity
26. Revcnue Bonds
27. UnamortzcdDrscounl
25. UnaanortEcdPrcmrum
29. Long Tcrm D6bt
30. Lcasc Obhlatlons
31. Notes Payable
32. Crty Loan
32. Accounts Payabb
33. Custorner Deposits
34. Other Cunent Liabiklies
35. Penson Liabrlty
36. OPEB Liabilty
37. Defencd Crcdns
3E. Defened PensDn lnllcrt6
39. Defened OPEB lnflo1l6
40. Accrued lnterest
11. AccruedTaxcs&Weges
12. Accrued Distnbulion to Cty
.t3. other LrahhtGa
14. TOTAL EQUIY A LNBILITIES

CAPITAUZATION
45. TotalCaprtalzston
46. Total Long Tcrm Ocbt
17. Debt to Equity Ratio
48. CaprlalEatDn Ratio

$ 1 1 1,700
1,016,300

(61)
109,237

207,562
ger,476

(s6)
98,000

261,603
1,171,606

(s2)
87,919

312,249
1,1 16,650

(48)

78,577

314,421
1 ,061,217

(441

70,050

372,912
1,002,052

(40)
62,371

392,662
1,1 75,799

(36)

55,217

412,580
1,1 1 1,043

(32)

48,675

$ $ $ 3 $ $ $

t 2,095,279 $ 2,105,410 t 2,326,791 $ 2,251,164 | 2,2O5,27f

1,125,173

72,620
2,614
5,v2

261,261
378,888

16,494
13,266
36,134
8,080
3,889
3,000

55,888

1,06.2,420

67,530
3,090
1,207

2$,2rc
336,079

8,284
18,230
69,874

8,326
4,080
3,00o

65,482

1,259,173

8,782
2,956
3,733

24,136
316,'t 30

3,848
18,166
45,987

7,601
1,U2
3,000

87,334

1,195, r 79
852

68,769
2,828
1,U7

24,675
293,105

4,013
6,344

22,099
7,O73
1,222
3,000

82,810

1 ,131,223
36,088

68,676
2,707
3,208

24,919
266,991

2,',t51
693

5,942
7,E09
4.394
3,000

83,053

1,064,383
v,321

68,537
2,592
2,869

24,177
237,7!16

2,105
664

6,979
8,584
4,573
3,000

82,369

@

8,292
2,42
4,501

242,69
205, 1 33

2,096
1,2@
6,979
3,194
4,760
3,0@

79,714
TZ,rfi-,t6r

1,231,010
33,695

1,623,692
1,231,010

75.8204
3.13

1,159,686
31,932

68,068
2,378
3,1U

235,033
'169,348

2,090
6,719
6,979
3,805
4,954
3,000

80,062
T---,-Jt5,757

1,237,173
1j25,173

90.97%
10.08

1,253,628
1,062,772

u.780/o
5.57

1,521,076
1,259,473

82.8Oo/o

/1.81

1,507,428
1,195,1 79

79.29%
3.83

1,475,et3
1,131,223

76.66%
3.28

1,437,325
1,04n,383

71.O50A

2.85

1,572,266 45.
1,r59,686 46.

73.760h 47.
2.81 48.

T2N27r TZrs$Ur -t-a75'rz6r
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PHIIID€LPH]A GAS WORKS

STATEMENT OF lNCOllE
(Dollr ln Thound.l

FORECAST
202t.n

FORECAST

u4;!
t 19,6E3

70,578
576,884

62
,O,T

(32,435)
11

705,386
8.125
1,550

12,1U

535,1!5
22,291

FORECAST
20z_l

18,889

71,981

580,122
792

70,000

(32,601)
13

?orJ13
8,207
2,000

12,239

a37,l3r
22,917

93.041
1,771

15.962

9,95.1

5,297
90,'t63
33,402

972
(10,3,17)
(19,722\

28,655
9,925

21,14

FORECAST
202+25.

'18,031

73,328
580,938

922
,o,T

(32,662)
3E

710,595
8,290
3,000

12.257
23,517

731,113

196,115
10

196J25

53t,0tt
23,515

95,367
,1,889

17,385
10,202
5.430

90.559
35.79,1

993
(10,200)
(20,129)

27,129
9,856

22,',t97

Exhibrt JFG-2
Requested Rates

UNE

12.
/13.

u.
15
,16.

17
48.
49
50.

51.
52.

53
54.

LT{E

!4,

HTY
Astul
20tt-tl

FTY
ESTII{ATE

291329

FPFTY
BUDGET
202U21 !q

1.

2.

3.
1
5.

6
7
8.
9.

10.

1'1.

't2.
13.

14.

15.
16.

17.

18.

19

20
21

20
21.
22.
23.
2a.

25.
25.
27
24.
29.
30.
31.

32.
3ii.

31-
35.
36.

37.
36.

39.
lo.
11

OPERATING REVENUES
NmHcahng
Gas Tnnsport ScMce
Heetrng

Rcvcnuo AdJusunfft OED/BUS Ral!)
Rcvms Enhanmcnt / Cost RcdudDn - FY2021

Wcathcr Nomahzabon Ad,ustmnt
Apprcpflatfi b( Uncoilcctble Rcsryc
Urbdlcd AdJusfnent

Total Gas Rc6@s
Applare Rcper & Othcr Rcwnues
LNG Pro,cct Rcwnes
Othcr OpGElrE RevenGs

Total Othcr OpGratng RGsn$s
Toill Op.rrffng Rrrcnaa

OPERANNG EXPENSES
N.tuEl Gas
Othcr Raw Matenal

SubTotd Fel
C()l{IRIBUIION UARGINS

Gas P@ssmg
Fpld Scres
OstnbulDn
FEld Opfratons
ColcctDn
CustmScre
A@urt MaEoamcnt
Mrftctng
Admrflstrats & Gclml
Herlth lnsuEne
Enviomantal
CapdllEcd Fnnge Bereltts
CaFtaltrcd AdmmBtEtve Chargcs
Amortualon ol Restructumg Costs
Pmarons
Tilcs
othcr Post Employmcnt Bcrcfrts

Prcposcd Bond Rctundng Saungs
Cost / Labor Saungs
SuETotrl othd Operatng & Mantma@
Ocpttqtm
Cost ol Rcmvd
To Cleamg A@nts

Nct Dcp€oaton
Sub-Tolrl OdE, OFntng Erp.m.

7,908

12,7$ 11,2U

51OJ 12

(35) l25l
702,911 703,770

7,910 7,964 8,044

12.161 12.162

$3t 25,065

63,565

603.521

1,596

(29,983)

1nio3
22.024

79,U1
4,2't2

13,983

82n
1,232

69,631

22,W

(9,716)
('t1,2761

24,026
66,376

579,656
2?O

92

(30,927)
617

,L3,t7!
22.512

85.188
/t,38:]

15,214
9,206
4,999

u,o71
25,310

792
(1 3,716)
(16,793)

29,U1
9,280

21,732

65.602
4,500

21,466
67,767

576,418
/100

20,il7
69,251

575,835
531

,OT

(32,369)

t!,122
22,914

E8,554
1,y1

16.145

9,476
5.040

85.521

29.091

2.82
(9,5,16)

(21.78€)

't.
2.

3.
1.

5
6
7.

E

9.

10.

11-
12.
13

14.

320
664,084

,o,T

(33.101)

53l,rOl
21,710

20,611 19,'.t71 20,125 20,206 21,859 22,15
@1,728 659.286 723,039 723,976 727,245 731,6110

206.601 195,397 1 91,548 I E9,54,t 19'1,0.10 194,269
24 10 10 10 10

2c6,A25 195.407 191,558 189,554 191,050 191,279

(1,437\
1U

(s8s)

x1,w 283.796
(164)

242,476

30,268

8,705

28,351

63.686
,1.500

23,577
9,/t35

25,122

67,93,r
,1,500

25,808
9,539

31,592

73.N
4,500

15.

16

17

18.

19

20.
21.
20.
21.
22.
23.
21.
25.
26
27.
28
29.
30
31.

32.
:t:}.

u.
35.
36.
37.
38.
39.
/t0.102

6,112
4,430

15.751

9,215
4,916

86,167
27,151

1,059
(8,969)

(22,707)

90,765
4,59t

16.5,19
9,712
5.167

86,768
3'l,171

1,O12
(9,921)

(2O,217\

30,287
9,731

20,795

(s90)

298,1
76,516
4,500

(s88)

-_---:-
299,165

(s88) (22O\

3O934S 313p9?
71.157 71,'112
4.500 4,500

68,186

135.232

512,O57

112.671

353,898

549,305

109,981

50,520
(r1,37)

(1,718)

72,1v n,7U
355,310 376,929

81,016 75,657
379.160 385.505

570,210

157,Ov

75,612
388.739 41

546.868

176,171

566.463

157,493

579.78,1

151.856

584.66i1

119,279
12. TOTAL OPERATING EXPENSES

43 OPERATINGINCOME
4 lnt n3t G.ln r (Lo$).nd Otu lncom
45. INCOME BEFORE INTEREST
46 INTEREST
47. LonlTcm Ocbt
48. Othcr
.9. AFUOC
50. Lo3r Fm E)dingushmcntotOcbt
51. Tohl lnt c3t
52. NETNCflE
53. CryPayn.nt
g. NET EARilINGS

10,7A7 4,369 7,400 6,706 5,897 7,173 7,098
153,458 1 14,350 183,571 16/t,200 162.932 159,32t 15,377

45.13ti
(10,s23)

(1,29s)

il,42
(9,612)
(2.2',t2)

51,549
(6,960)
(2,5O1)

48.512
(1,543)
(2.091)

57,937
(s.6eo)
(1,9221

51,A21
(s,280)
(1,ss6)

5,27A 1,U5 4,450 1,U7 3.6'15 3,348 2,972

39,596 12,310 17,078 16,112 4a,493 53,573 50,560

_11:4!3- _!y- _!s!!l- _!1!9!!- n.,,rs! r05,e55 ros,fic
18,0@ 1r,O00 18.000 18.000 18.000 18,000 18,0q)

3 ta,ta2 3 ta,Olo t lll,a!3 3 loo,lLl S $,/Bl I t7,351 t t7,ll3

i



PHI-ADELPHIIA GAS WORKS

CASH FLOW STATET'ENT
(tlolhr ln Thouundr)

Exhrht JFG-2
Requested Rates

UNELT{E HTY
Actul
3918

1 13,662

57,0t18
(s,102)

(20,376)
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Phitadetphia (City of) PA Gas Works
Update to Credit Analysis

Summary
Phitadetphia Cas Works' (.PCW', A3, stabte) credit profile reflects its credit supportive

regulatory environment that has increased the utility's asset base and supported its main

replacement program; a stabte and predictable leverage, financiatand operating profite that
is expected to be maintained; a sizeabte low income and modestly growing customer base;

and the utility's position as a supplier of last resort, which yietds consistently above average

retaiI rates. The rating atso incorporates the utitity's sound management that has enhanced

PCW's operating efficiencies resutting in recurring cost savings. PCW's state rate regutation

constrains its cost recovery/ framework in comparison to the majority of municipa[ty owned

gas utitities in the US, which benefit from [oca[ unregutated rate setting. Thus, our credit

view heavity considers the constructive retationship PCW has with the Pennsytvania Pubtic

Utitity Commission (PUC) and the fact that the PUC must approve rates sufficient for PGW

to satisfy its indenture required 1.5x debt service coverage ratio (DSCR) rate covenant.

Exhibit 1

Liquidity and coverage ratios have improved in recent years but will moderate when new debt
service begins to amortize (Left axis: Days Cash on Hand, right axis: DSCR)
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Credit strengths

r Credit supportive rate regulatory environment and history of an effective working retationship with the PUC and the City of
PhiLadetphia (A2, Stable)

D strong 1.5x DscR indenture required rate covenant and The Pubtic Utitity Code requires Pennsytvania's PUC to estabtish rates that
meet bond ordinance requirements

, Ongoing operating improvements contain costs and support PCW's financiat improvement

> Low natural gas prices, strategic location of its LNC assets, and significant storage capacity allow for effedive gas cost management

and opportunities

D Aggressive stratesr for cottections of receivables has yielded strong and stabte cottection rates above 95% on average, supported in

recent years by lower naturat gas prices

)D City can on9 increase the S18 mittion city payment by 10% or 51.8 mittion without PUC approvaL anything over 10% requires Puc
approvaI

Credit challenges

> Sizable low income residential population contributes to delinquencies that may grow if federat assistance programs are cut and low
income residents face higher monthly bitls

) Customer base Srowth to remain modest, especialty as the cityl economic Srowth moderates

, Above averdge retail rates compared to pee6

, High system leverage has been stabte and predictabte, but is forecast to dectine over time given increased cash funded capital

expenditures

, l"laintaining sufficient available tiquidity to balance exposures to gas prices, variable rate debt liquidity risks, high receivabte levels

and other genenl liquidity needs

Rating outlook
The stabte outlook reftects lvloody's view that PGW'S sound fiscal management and credit supportive regulatory environment will
continue to yield stabh and retatively predictabte financial and operating resu[t5.

Factors that could lead to an upgrade

D Material reduction in outstandin8 debt.

, Notable expansion ofthe customer base.

, Notabte growth in the revenue base due to PUC support of capital program.

Factors that could lead to a downgrade

> A less credit supportive rate regutatoDr environment, inctudinE any notabh changes to the recentty announced base rate setttement

by the PUC.

D FinanciaL metrics narrow due to higher than expected costs and/or weaker revenue collections.

> lncreased leverage without sufficient cost recovery or a materiat dectine in tiquidity.

This pubtlcation does not announce a credit rating action. For any credit ratings referenced in this pubtication, please see the ratings tab on the issuer/entity page on

www.moodys.com for the most updated credit rating action information and rating history.

2 10 June 2019 Philadelphia (City of) PA Cas Works: Update to Credit Anatysis
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Key indicators

Exhibit 2

Key Financiat Metrics for Philadelphia Gas Work
2014 201 5 2016 2017 20't8

Operating Revenues ($'000) 759,136 697,247 591,237 636,203 678,325

Debt Outstandins ($'000) 1,015,920 915,175 837,830 1,054,725 1,016,300

Debt to Operating Revenue (x) 1.34 r.31 1.42 1.66 1.50

Days Cash on Hand 65 77 77 69 98

Adjusted Days Liquidity on Hand (incl. Bank Lines) 138 138 118 163 187

Moody's Net Revenue Total Debt Service Coverage Ratio (x) 1.55 1.51 1.83 2.35 2.06

Bond Ordinance Total Debt Service Coverage Ratio (x) 2.11 2.14 2.13 2.71 2.35

Source: PGW Audited Financial Statements and Mod)r's lnvestors Seruice

Profile
PGW is a municipatty owned regulated gas distribution utitity that supplies and transports naturalgas to 515,000 primarity residentiat

customers within the City of Phitadetphia. PCW has a distribution monopoly in the City and serves as the supptier of tast reson given

there is gas supptier choice in Pennsytvania. lf customeE use another gas supplier, PGW is paid a transportation fee for the use of
its lines. PGW'S gas distribution system consists of approximateLy 3,042 miles of gas mains, 476,938 service [ines, and 192 regulator

stations. Approximatety aa% (by tength) of the gas mains are cast iron, 33% are steet, 4% are ductite iron and 19% are ptastic. Of the
steel tines, 52% are wrapped, coated and cathodicalty protected. About 26% of the service tines are steel and 74% are plastic. PGW

also operdtes two LNC facitities for liquefaction, storage, and regasification of naturatgas, which is used during the winter in addition
to the utitity's firm take from two interstate pipetines. The utitity has laddered firm gas suppty contracts and has a retativety batanced

gas suppty mix with half coming from the Spectra pipetine and the other half coming from the Transco-WiLLiams pipeLine.

Detailed credit considerations

LNG Expansion would expand PGW capacity and provide a stabte revenue source
After a pubLic Request for Proposat (RFP) for LNC ptant optimization, PCW entered into a Memorandum of UndeEtanding with
two RFP respondents in regard to the devetopment of new LNc facitities at Pcw's Richmond and Passyunk ptants. The approval

for devetopment at the Passyunk Plant has been approved by the PFl"lC board, Philadetphia Gas Commission, and the City Councit

Transportation and Utitities Committee. A finalvote, and approvat from the futt City CounciI is expected this summer (2019).

Negotiations for the Richmond ptant are on-going with the proposal respondent. To establish rates for LNC sates and ancillary services

at the ptants, PGW has fited for approval of an LNC cas Service Tariff with the PUC.

Revenue Generating Base

PGW serves approximately 515,000 customers in the Philadelphia area by supplying, storing and transporting naturatgas. As the largest

municipatly owned regutated gas distribution utility in the uS, PGW has a distribution monopoly, yet their residents have the abitity to
choose their gas supptier. lf customers use another gas supplier, PCW is paid a transportation fee for the use of its lines. PGW is also

the regionaI supplier of last resort.

Per moodyseconomy.com, Phitadelphia's economy had a strong performance in 20]8, with job groMh at near record levels and

payroLls expanding at 2.6% from a year eartier, hetping push the unemptoyment rate down to the lowest hvets for the first time in over

15 yea6. The city's economy is expected to continue to grow at a modest pace in the near term, but job groMh is expeded to slow

and weak demographics among other factors witl constrain the city to a betow average socio-economic profite.

Phitadetphia is the economic center of a [arge, multi-state region, and the tax base has begun to grow after decades of dectine. With a
poputation of roughty 1.6 mittion, Phitadetphia is the sixth-targest city in the US by popuLation, and is at the center of the sixthlargest
metropotitan area. The city's socioeconomic profile is below average: poverty is among the highest of any targe uS city at 26%, the
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median famity income is equal to71% of the US median, and unemployment, at5.2% as of January 2019, was higher than the US rate

of 4.4o/o for the same period.

However, the past half-decade has shown more positive economic trends. The population is growing and becoming better-educated,
and personal income has increased 21o/o since 2009. We attribute the city's growth to national demographic trends, as we[[ as the
appeatof the city's substantial mix of universities, hospitats, and other emptoyers. The city's strong nonprofit sector provides some

undertying strength to the economy that is not reflected in tax base valuation or socioeconomic statistics.

CREDIT SUPPORNVE REGUI.ATORY ENVIRONMENT SOLIDIFIED RATE STRUCTURE OVER SEVERAI. YEARS

The PUC has historically supported the mutti-year improvement in PCW's rate structure that is a key driver of PCW'S credit profile

and evidenced by the approved increase to base rates in December 2017 of about $42 mittion per)ear with the PUC atso approving

surcharges increasing Gas Cost Rates ('CCR") varying with Heating Degree Days ("HDD'). This support is expected to continue
as PCW'S five year forecast inctudes fiting for an increase to base rates of about S45 mlttion in February 2020 for December 2020
imptementation.

PGW's credit supportive rate regutatory history and PCW's current rate structure is considered to be satisfactory, enabling fullcost
recovelr and cash flow generation to fund capital reinvestment. The improved rate structure witt atso hetp PGW fund future capital
investments with approximately 45% debt and 55% from internally generated cash, which witl help reduce the utitity's leverage profile

over time white aLso benefiting from additions to its asset base.

Favorabty, PCW's weather normatization adjustment (WNA) mechanism has hetped keep margins stabte. The weather normatization

adjustment is key to the utitity's financial stabitity. White the WNA tempers PGWS revenue upside during cold periods, it also [imits

the downside risk during warm years. For FY 2018, the adjustment resulted in a decrease in billings of S3.8 mittion, a notabh change

from the increase in billings of 529.6 mittion for Fy 2012 We view the WNA as a favorable driver of credit stabitity for it provides sound

downside protection due to weather fluctuations.

The PUC's support of PGW increased after 2000 when the PUC and PGW setthd an appeat and the PUC adopted a new provision when

setting PCW's rates. The provision requires the PUC to all.ow PCW to charge sufficient rates to satisfy its bond covenants, inctuding the
1.5x DSCR rate covenant. Moody's calculation of net revenue debt service coverage treats the 518 mittion annuat payment to the city
as an operating expense, which resutts in a lower DSCR than the bond ordinance calcuhtion.

Operationat and FinanciaI Performance
FY 2018 (ended August 31, 2018) operating revenues increased 6.6% compared to FY 2017 as a resutt of the increase to base rates

imptemented in December 2017 and a higher naturat gas send out which was approximatety 9% higher in FY 2018 compared to FY

Z01Z Combined, net revenues only increased by about 14% year-over-year, resutting in a Moody's calcutated DSCR of 2.06x, a stight

dectine from the FY 2017 DCSR of 2.35x given the 30% increase in debt service for the year, but higher than the FY 2016 DSCR of
1.83x. Moody's expects the FY 2019 DSCR to be in a simihr ran8e as both revenues and debt service rise in step. Moody's catcutated

DSCR includes the S18 mitlion payment to the city as an operating expense, which lowers luloody's DSCR compared to the bond

ordinance DSCR of 2.35x in FY 2018, 2.71x in FY 2017, and 213x in FY 2016.

PCW's five year cottective bargaininE agreement (CBA) expires in 2020 and includes a key modification to atLow PCW to hire outside
contractoE to perform work to reptace the steel and cast iron mains. Outside contractors may also be used to perform service

abandonment prqects regutated by the PL.JC. This change coupted with the PUC'5 approval of the Distribution System lmprovement

charge (Dslc) at the hi8her Z5% has enabted PGw to accehrate its cast iron main tine reptacement program. cost saving measures

referenced above ptus the future consotidation of operations into fewer locations witt enable PcW to manage expense growth.

However, rising pension costs offset some ofthese positive expense reductions in other areas.

I.IQUIDITY

Dalr cash on hand increased in FY 2018 to 98 da)/s from 69 days in FY 2017, as a result of an increase in the unrestricted cash balance.

The unrestricted cash baLance for FY 2018 was 5131 million a modest increase of 48% compared to FY 20]7 which had an unrestricted

cash batance of S88 mitlion. Da)6 cash on hand is forecast to remain in the 70100 days range for the next severatyears.
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Moody's adjusted da)6 tiquidity on hand, which inctudes available commerciat paper backed by an undrawn credit facility, is a stronger
187 days cash on hand for FY 2018 and 163 days cash on hands for FY 2017 As of FY 2018, PcW does not have any commercial paper

outstanding. PGW expects to issue commercial paper in the future to partially fund its capitat expenditures.

The commercial paper program is currentty supported by a 5120 miltion line of credit with ID Banh N.A. (A1 (c0, stabte) that expires

on December 1, 2021. There are no materiaL conditions to fund, so Moody's includes any availabte amounts in our catculations of
ad.iusted days tiquidity on hand.

Debt and other Liabitities

Outstanding debt dectined stightty in FY 2018 as PCW did not issue any new debt or commerciaI paper as it continues to have funds

from its 2017 debt issuance with about 561 million forecast to be avaiLable for capitat projects in FY 2020. PCW expects to issue long

term debt in FY 2022 of approximately $320 miltion to finance muttiph years of capitaI projects, which is manageabte as PGWs debt
is futly amortizing and is forecast to decline over time with more cash funded capitaI expenditures. over the next seveolyears, PGW is

expected to use a combination of internal funds, debt, and commerciat paper to fund its capitat expenditure program.

The majority of PCW's S840 miltion capitat ptan from FY 2020 to FY 2025 is dedicated to the distribution s)Etem, which is primarit
the cast iron main replacement program. Less than hatf of the current capital ptan witl be financed with debt while the batance witt be

directty funded from internally generated funds provided in large part by the cotlection of the DSIC in rates.

DEBT STRUCTURE

The majority of PGw's outstanding debt is futty amonizing and fixed rate with variabte rate demand bonds accounting for about 15%

of outstanding debt. PCW's debt service repayment scheduh is declininE ovectt with a finat maturity in FY 2042 This amortization
profite provides PCw with the fLexibility to ta)€r in new debt service payments for new debt without notabty raising annual debt service

costs that woutd require a rate increase.

As of the end of FY 2018, PcW had about S152.8 mittion of variabte rate demand obtigation bonds outstanding, or 15% of totatdebt
outstanding, a notabte dectine from FY 2015 when 26% of outstanding debt was variabte rate. PCW'S variable rate debt consists of
5122.8 mitLion of series 88, 8c, 8D and 8E bonds that are futty swapped to fixed and S30 mitlion of Series 5A-2 bonds that are not

swapped and expose PcW to modest interest nte risk.

DEgT-REI.ATED DERIVATIVES

PCW currently has one outstanding floating-to-fixed rate swap with lP Morgan Chase Bank, N.A. (Aa2(cr), stabLe) for a 5122.8 mitlion
notionalamount that syntheticatLy fixes the variable interest rate on 5122.8 mittion of outstanding variabte rate demand bonds. Under

the swap agreement, PGW pays.lP Morgan semiannual fixed rate payments of 3.6745% and receives floatinS payments based on 70%

of l-month LIBOR. The mark-to-market value on the swap was a negativ€ 514.8 miltion as of August 31, 2018. PGW has no cotLateral

posting requirement and the swap is insured by Assured 6uaranty Municipal Corp (A2, stabte), whose rating is considered under the
swap's additional termination events shoutd the insurer's rating fat[ betow A2lA and PCW'S rating woutd atso have to fall below Baa2l

BBB.

PENSIONS AND OPEB

Moody's adjusted net pension tiabitity (ANPL) in FY 2018 for PCW was about 5593 mittion, compared to its reported net pension

tiabitity of 5261 mittion. However, unfunded pension liabilities have a modest incremental negative impact on PCW's financial metrics

given PCW's sizeabte total debt outstanding of over 51 bittion and a strong revenue base. Moody's adjusts the reported pension

liabitities of entities that report under governmental accounting standards, to enhance comparabitity across rated issuers. Under

governmental pension accounting, [iabilities are discounted using an assumed rate of investment return on ptan assets. Under our

adjustments, we vatue liabilities using a market discount rate for high quatity taxable bonds, a proxy for the risk of pension benefits.

PCW continues to pay its annualactuaria[ required contribution (ARC).

The City of Phitadetphia sponsors PCW's single emptoyer defined-benefit pension plan, the Phitadetphia Cas Works Pension ptan

ln December 2011, the City passed an ordinance to offer a[[ new PCW emptoyees a one-time option of entering into a deferred

compensation ptan with an employer contribution equa[ to 5.5% of appticabte wages or the defined-benefit pension plan with an

emptoyee contribution of 60/o of applicabte wages.
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PCW continues to annualty improve the funding of its outstanding OPEB liabitities with both the PUC approved OPEB rate surcharge

and cash on hand. We expect the OPEB funding levels to continue to annualty improve given the PUC's approvalto extend the OPEB

surcharge, which woutd correspondlngty lower the annua[ OPEB costs to the utility. PCW's OPEB ptan inctudes heatthcare and [ife

insurance benefits in accordance with their retiree medical program.

Management and Governance
PCW is municipatty owned by the City of Phitadetphia, but unlike other municipalty owned utitities, PCW's rates are regulated by the

state's PUC. PCW has a monopoty over gas distribution in its 134 square mile service territorlr.

PCW is responsibte for the day-to-day operation, management and maintenance of the gas system, yet several other entities have

oversight over PCW's operations, including budgetary and rate approval.

The state's PUC regulates PCW's rates, services and safety, while the seven member board of the Phitadetphia Facitities Management

Corporation (PFMC) is the executive management and operationaldirector of PCW.

The Philadelphia Cas Commission (PCC) is a five member oversight board who approves PCW's operating budget and some PFMC

personne[, as we[[ as reviewing the capital budget, real estate transactions and gas suppty contracts for approvat by the City Council.

The five member PCC board is made up of the City Controller, two mayoralappointees, and two city counci[ appointees.

The City CounciI enacts legistation to approve PCW's capitaI budget and gas suppty contracts, as wellas other materiatoperating
changes, reaI estate transactions and capitaI investments.

Exhibit 3

PGW's key counterparty relationships and general responsibitities

Organization Function

Cig of Philadelphia . The City oryns PGW property.

. The City Administrator reviews certain transactions and processes (chiefly through the Director of Finance).

. City Council enacts legislation for the functioning of PGW (e.9., the capital budget, real estate transactions, pension modifications
and certain gas supply contracts).

Philadelphia Gas Commission . The Commission consists of the City Controller, trrlo members appointed by the City Council and tuo members appointed by the
Mayor.

. Responsibilities include:
. Approval of certain executive personnel provided by PFMC.
. Revierr of gas supply contracts for approval by City Council.
. Approval of PGW's operating budget.
. Revierry of PGW's capital budgets for approval by City Council.
. Review of real estate transactions for approval by City Council.

PFMC . lncorporated by the City in 1972 for the specific purpose of operating PGW
. ls govemed by a seven member board of directors.
. Provides executive management for PGW.
. Directs operation of PGW facilities and operations.

PGW . Manages construction, operation and maintenance of the gas system on a day-to-day basis
. PGW executive management is responsible for hiring PGW staff.

PUC . Regulates rates, customer service and safety

Source: PGW Filteenths Series Preliminary Offering Statement

Rating methodotogy and scorecard factors
The principal methodotogy used in this rating was US Municipal Utitity Revenue Debt publ,ished in October 20'17. Ptease see the Rating

Methodologies page on www.moodys.com for a copy of this methodology.
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CREDTI RATTNGS ISSUED BY MOODTS TNVESTORS SERVICE,INC. AND ITS RATINCS ATFIUATES rMlS')ARE MOODY5 CURRENT OplNtONs OF THE REIAnVE TUTURE CREDTT

R]SK OF ENTINES, CREDITCOMMITMENTS, OR DEBT OR DEBT-LITE SICURITIES, AND MOODY's PUSLICATIONS MAY INCLUDE MOODY's CURRENT OP]NIONS OF THE

RELAnVE FUruRE CRED]T R|SK OF ENflnES, CREDTT COMMITMENTS, OR DEBT OF DEBT-LIKE SECURTTIES. MOODy',S DEF]NES CREDIT R|SK AS IHE R|SK THAT AN ENItTy
MAY NOT MEET IT5 CONIRACruAL FINANCIAL OBI.ICATIONS AS THEY COME DUE AND ANY E5TIMATED FINANCIAL tO55 IN THE FVENT OF DEFAULT OR IMPAIRMTNT. SEE

MOODY'S RAIING SYMBOLS AND DEFINITIONs PUBLICAIION FOR INFORMAIION ON THE IYPES OF CONTRACIUAT FINANC]AL OBTIGATIONS ADDRESSED BY MOODY'S

RATINGS. CREDIT RATTNGS DO NOT ADDRESS ANY OIHER RlsK, INCLUDING BUI NOL LIMIIED TO: tlQUlDlTY RISK, MARKET VATUE RlsK, OR PRICE VOLATILIW. CREDIT

RAIINGS AND MOODY'S OPINIONS INCLUDED IN MOODY's PUBUCATIONS ARE NOT STA1TMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY

ALSO INCTUDE QUANflTANVE MODEL.EASED EST]MATES OF CREDIT RI5I( AND RELATED OPINIONS OR COMMENTARY PUELISHED BY MOODY'S ANALYTICS, INC. CREDIT

RATINGS AND MOODY'S PUBLICAIIONS DO NOT CONSTITUTE OR PROV]DE INVISTMENT OR FINANCIAL ADVICE, AND CREDIT RA'IINGS AND MOODY'S PUBLICATIONS

ARE NOT AI\ID DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOID PARNCULAR SECURMES. NEITHER CREDIT RATINGS NOR MOODYS ruBLICATIONS

COMMENT ON THE SU]TABILITY OF AN INVEsTMENT FOR ANY PARTICULAR ITWTSIOR. MOODY's I5SUES IT5 CREDIT RATINGS AND PUBLISHES MOODY's PUBLICATIONS

WITH THE TXPECTATION AND UNDERSTANDING THAT EACH I].{VESTOR WLL, WIIH DUE CARE, MAKE ITS OWN 5TUDY AND EVALUATION OF EACH SECURIIY THAT IS UNDER

CONSIDERATION FOR PURCHASE, HOLDING, OR sALE.

MOODY's CREDIT RAIINGS AND MOODY'S PUBL]CATIONS ARE NOT INTENDED IOR USE BY RETAIL INVESTORS AND !T WOUTD BE RECKLESS AND INAPPROPRIATE FOR

RETAIT INVE5TORS TO USE MOODY'S CREDIT RATINGS OR MOODY's PUBLICATIONS WHEN MAKINC AN ITWESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAT OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CON1AINED HERTIN IS PROTECTED BY LAW INCLUDING BUT NOT LIMITED TO, COPYRIGHT tAW,

AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWI5E REPRODUCED, REPACKACED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, RED]STRIBUTED

OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOI.E OR ]N PARI IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY

PERSON WIHOUT MOODY'5 PRIOR WRITTTN CONsENT

CREDIT RATINGS AND MOODYS PUBTICATIONS ARE NOT INTTNDED FOR UsE BY ANY PERSON A5 A BENCHMARK A5 THAT TERM I5 DEF]NED TOR RTGULATORY PURPOSES

AND MUsT NOI BE USTD IN ANY WAY THAT COULD RESUTT IN IHEM BEING CONsIDERED A BENCHMARK.

as other factors, however, all information contained herein is provided "AS 15' wffrcut warranty of any kind. MOODYS adopts att necessary measures so that the information it
uses in assigning a oedit rating is of sufficient quality and from sources MOODYS considers to be reliaHe rnctuding whm appropriate, rndependent third-party sources HoweveE

particular credit rating assigned by MOODY'S.

avoidance of doubt, by law cannot be exctuded) on the part of, or any contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents,
representatives, licensors or supptiers, arising from or an connection with the information contaand herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED. AS TO THE ACCURACY, NMELINESS, COMPLEITNESS, MERCHANIABILITY OR FITNEsS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT

RAIING OR OTHER OPINION OR INFORMANON IS GIVEN OR MADE BY MOODY's IN ANY FORM OR MANNIR WHATSOEVER.

corpocrte and municipal bonds, debentures, notes and commerciat paper) and preferred stock rated by Moody's lnvestors Service, lnc. have, prior to assignment of any rating,

rated entities, and between entities who hotd ratinSs from MIS and have also pubticty reported to the SEC an ownership anterest in MCO of more than 5%, is posted annually at
www.nroodlrs.com under the headrng "lnvestor Retatrons - Corporate Covemance -.-. Director and 5harehotder Affihation Policy."

Service Pty Limired ABN 61 003 399 557AFSL 336969 and/or Moody's Anatytics Austntia Pty Ltd ABN 9110513697? AFSL 383569 (as appticabte). This document is intended

to be provided only to "whotesale clients" within the meaning of section 761G of the Corporations iAct 2001. By continuing to access this document from within Australia, you

represent to MOODY'S that you are, or are accessing the document as a repres€ntaUve of, a "wholesate client" and that neither you nor the entity you represent will directly or

the creditworthiness of a debt obtigation of the issuer, not on the equity securities of the issuer or arry forrrr of security that is availabte to retail investors.

Additional terms for Japan only: Moody's Japan K.(. ('MJKK') is a whotly-owned credit rdtinS agency subsdiary of Moody's 6roup Japan G.K., which is wholty-owned by Moody's

Overseas Holdings lnc., a wholly-owned subsidiary of MCO. Moody's 5F Japan K.K. ('MSFJ") is a wholly-ourned credit rating agency subsidiar of MJKK. MSFJ is not a Nationatly
Recognized Statrstical Rating OrSanization ("NRSRO") Therefore, credrt ratings assrgred by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credrt Ratings are assigned by an

with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No 2 and 3 respectivety

ranging f rom JPY125,000 to approximatety JPY250,000,000

MJKK and MSFJ atso maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1179015
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Philadelphia gas wks (1998 Gen Ordinance)

Long Term Rating

Philadelphia gas wks (1998 General Ordinance)

Unenhanced Rating

A/Stable

A(SPUR)/Stable

Affirmed

Affirmed

Rationale

S&P Global Ratings affirmed its'A'long-term rating and underlyrng rating (SPUR) on Philadelphia's gas works (PGW)

revenue bonds outstanding, issued under its 1998 general ordinance. The outlook is stable.

S&P Global Ratings also affirmed the following ratings on issues rated under our joint support criteria (low correlation):

'AA+/A-1' rating on the 1998 ordinance, eighth series B bonds, jointly supported by a letter of credit (LOC) from

Wells Fargo Bank N.A.;

'AA/A-1' rating on the 1998 ordinance, eighth series C bonds, jointly supported by a LOC from Barclays Bank PLC;

'AA+/A-1+' rating on the 1998 ordinance, eighth series D bonds, jointly supported by a LOC from Royal Bank of
Canada; and

'AA/A-I' rating on the 1998 ordinance eighth series E bonds, jointly supported by a LOC from PNC Bank N.A.

We understand that PGW intends to replace both of the existing LOCs supporting the eighth series B and E bonds with

LOCs provided by TD Bank N.A. later this month. A report will follow to reflect that substitution, once effective.

The bonds are secured by gas works revenue net of operating expenses. At fiscal year-end Aug. 3 1, 2018, PGW had $ I

billion in debt outstanding (exclusive of premiums and discounts).

The rating also reflects the application of our "U.S. Municipal Retail Electric And Gas Utilities: Methodology And

Assumptions" criteria, published Sept. 27, 2018 on RatingsDirect.

The rating reflects our opinion of PGW's strong enterprise risk profile and very strong financial risk profile. The strong

enterprise risk profile reflects our view of PGW's strong operational management assessment and very strong

economic fundamentals, offset by our view of PGW's vulnerable market position. The very strong financial risk profile

reflects our view of PGW's extremely strong coverage partly offset by its very high debt and liabilities position. We

have applied a one-notch holistic negative adjustment from the initial indicative rating to arrive at the final rating based

on our view that PGW's debt burden is extremely high, and that, given its very large capital plan, above-average rates,

and below-average income levels, its financial flexibility is constrained.

The strong enterprise risk profile reflects our view of PGW's:

. Strong operational and management assessment, highlighted by strong operational assets, environmental regulation

www.spgtoba[.com/rati ngsd i rect May 8, 2019 2



PGW Exhibit JFG-3
(Part 2 of 3)

Philadetphia; Gas; Joint Criteria

and compliance, very strong management, policies and planning, and strong rate setting practices

. Very strong service area economic fundamentals, reflecting the stability provided by a broad and mostly residential

revenue base of almost 500,000 customer accounts with minimal customer concentration, partly offset by low
income levels

Vulnerable market position, as a result of very high rates versus those of other regional providers and PGW's

dependence on the Pennsylvania Public Utility Commission (PAPUC) for approval for base-rate increases, with a
mixed history of support for filings, although this has improved recently. Although PGW is subject to rate regulation
and does not benefit from the flexibility we typically associate with municipal utilities that have autonomous rate

setting authority, recent years' regulatory decisions provided rate relief that supports extremely strong debt service

coverage metrics. Moreover, the regulator has authorized the utility's use of several surcharges that support capital
improvements and postemployment benefits. Also available to the utility are a weather normalization adjustment

that insulates margins from weather variability and a gas cost rate adjustor that automatically passes on gas costs to
ratepayers on a quarterly basis

. Extremely strong industry risk relative to other industries and sectors

The very strong financial risk profile reflects our view of the PGW's:

Extremely strong coverage, evidenced by very robust coverage of fixed costs (debt service payments after the

annual transfer to the City of Philadelphia's general fund) averaging 1.9x over fiscal years 2014 through 2018,

reaching 2.lx in fiscal 2018 (management estimates fixed-cost coverage in fiscal years 2019 to 2024in a range of
1.9x to 2.4x under what we view as reasonable assumptions);

Very strong liquidity and reserves, reflecting $131 million in unrestricted cash as of audited fiscal 2018, (measuring a

strong 106 days of operating expenses), which management projects will remain near current levels (in addition, a

$120 million commercial paper (CP) program that the utility can use to provide working capital, as well as use for

capital purposes, bolsters liquidity); and

Highly vulnerable debt and liabilities position, suggested by a very high debt-to-capitalization ratio of 91% as of
fiscal 2018, although the ratio is projected to decline to 54o/o by fiscal 2025, and with a large capital plan of $830

million over the next six years as PGW addresses its main replacement program.

The 1998 ordinance bonds, although rated as workingJien bonds, were subordinate to the closed seniorJien 1975

ordinance debt. They are now effectively senior-lien obligations because the 1975 ordinance bonds have been

refunded and the lien extinguished.

PGW is the nation's largest municipally owned gas utility, serving approximately 500,000 customers in Philadelphia.

Outlook

The stable outlook reflects our view of PGW's extremely strong coverage over the past several years and projections

that this trend will continue, mainly as a result of PGW's several cost adjustment mechanisms in place, its desire to

generate significant internal funds for capital needs, and its need to maintain liquidity targets.

www.spgtoba[.com/rati ngsd i rect May 8, 2019 3



PGW Exhibit JFG-3
(Part 2 of 3)

Philadelphia; Gas; Joint Criteria

Upside scenario

Over the next two years, rating upside is unlikely given limitations of the service area economy (highlighted by low

income levels and above-average unemployment), high rates, substantial capital needs, and heavy debt burden.

Downside scenario

Given PGW's very robust coverage and myriad of available pass-through mechanisms, in our view rating pressure is

limited.

Enterprise Risk Profile: Strong

Operational Management Assessment: Strong

In our opinion, operational management is strong, highlighted by strong operational assets, strong environmental

regulation and compliance, very strong management, policies and planning, and strong rate setting practices.

PGW's overall operational assets are strong, in our view The system purchases its gas under a variety of contracts

with about a dozen counterparties, including four prepaid gas contracts at a 30- to 40-cent discount to index. These

prepaid gas contracts represent about t0o/o of total PGW supply and act as a hedge to natural gas cost spikes. PGW

has access to multiple pipelines, providing the utility with flexibility to procure favorable pricing. The use of storage

(and, to a lesser extent, liquefied natural gas, or LNG) gives PGW the ability to shave costs during peak demand

periods. PGW obtains natural gas through nine city gates and two interstate natural gas pipeline companies. PGW

purchases natural gas from suppliers at costs based on national index prices with PGW's total supply broken down as

follows: 47o/obaseload/daily (with l0% from discount from index),300h swing supply, 17% bundled offsite

storage/ LNG including transportation, and 6Yo LNG.

We view the district's positioning regarding environmental regulations and compliance as strong, as the district is not

subject to any materially strenuous environmental regulations.

We view the management team as very strong, deep, and experienced, with policies in place that reduce operating and

financial risk. We also view positively the district's policies and planning practices, which include a gas procurement

strategy, annually updated long-term financial and capital plans, an internal debt service coverage target of 1.8x, a 60Yo

debt-to-equity target, and a liquidity target of $100 million or more. Management has been relatively successful in

recent years at improving communication and relations with the PAPUC, and this has resulted in a better

understanding of PGW's not-for-profit model and a better record of gaining approval for rate and surcharge requests.

In our opinion, rate setting practices are strong. Base rates are regulated by the PAPUC, which is obligated to use the

cash flow methodology to determine PGWs 'Just and reasonable" rates. Nevertheless, all gas cost rate adjustments

(adjusted quarterly) have been received in full and on time. PGW has a credit-supportive rate structure that includes a

number of dedicated surcharges that support capital improvements and other postemployment benefits, and a weather

normalization adjustment that insulates margins from weather variability.

Economic fundamentals: Very strong
We view PGW's economic fundamentals as very strong, reflecting the stability provided by a broad and mostly

residential revenue base (and no customer concentration), partly offset by low income levels with median household
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effective buyrng income at just 74oh of the national level. PGW's broad customer base of almost half a million customer

accounts, however, is credit positive, grven the stability and economics of scale it provides. The city, with an estimated

population of 1.6 million, is coterminous with Philadelphia County in southeastern Pennsylvania. It is the sixthJargest

city in the U.S. in terms of population. Philadelphia's economy is comparatively diverse with strong health care and

higher education sectors, with a historically more moderate employment growth base, and a higher unemployment

rate when compared with state and national levels. The city's population has recently experienced growth, after

declines through 2006.

Market position: Vulnerable
We consider PGW's market position to be rnrlnerable, reflecting very high rates versus other regional providers and

PGW's dependence on the PAPUC for approval for base-rate increases, with a mixed history of support for filings,

although this has improved recently. However, we view positively PGWs credit-supportive rate structure that includes

a number of dedicated surcharges. In December 20tT , the PAPUC approved a settlement agreement for a $42 million

general rate increase, which was less than the $70 million that the filing sought. We believe that despite the lower

settlement, PGW's financial metrics will continue to support the 'A'rating. An additional rate increase of a proposed

$45 million is planned in fiscal 2021.

PGW's rates are much higher than those of other regional 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. These disproportionate shifts in revenue-raising burden

between customer classes or segments impair financial flexibility. Thus, much of the utility's growth is for unbundled

service, with alternative sources supplying about 40% of load.

Industry risk: Extremely strong

Consistent with "Methodology: Industry Risk," published Nov. 19, 2013, we consider industry risk for municipal retail

electric and gas utilities covered under these criteria very low, and therefore extremely strong as compared with that

for other industries and sectors.

Financial Risk Profile: Very Strong

Coverage metrics: Extremely strong

We view PGW's coverage metrics as extremely strong, with fixed-charge coverage maintained at an average of 1.9x

over the five years through fiscal 2018 and forecast to remain so through 2025, even after the annual $18 million city

transfer. We believe the forecast relies on reasonable and conservative assumptions, evidenced by relatively flat gas

sales, modest interest earnings at2o/o annually, and a 96% collection rate. Coverage has improved steadily, and is at

levels that we consider both supportive of the rating and sustainable. S&P Global Ratings evaluates PGW's financial

metrics assuming the annual $18 million city payment is made, treating it as an operating expense. PGW estimates

FCC at a range of 1.90x to 2.24x through 2025.

In our opinion, PGW has an interdependent relationship with Philadelphia. Historically, the city has received an $18

million annual payment from the utiliry but with PGW facing cash flow problems, the city forgave the payment in

2004, and annually granted the payment back to the utility from 2005 through 2010. In fiscal years 2011 to 2018,
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Philadelphia retained the payment, partly in recognition of PGW's improved financial condition.

Low collection rates had plagued PGW for several years, although this has improved over the past decade. We believe

the improvement resulted from lower customer bills and reduced delinquencies, both stemming from low natural gas

prices and lower demand associated with generally warmer weather. We also believe that the general improvement in

collection rates is partly the result of stricter enforcement on delinquent accounts.

Liquidity and reserves: Very strong
We consider PGW's liquidity and reserves very strong, reflecting about $131 million in unrestricted cash and

investments, providing 106 days of operating expenses. A $120 million CP program that can fund working capital

purposes supplements this. Management's projections suggest that liquidity should be fairly stable over the next five

years.

Debt and liabilities: Highly rnrlnerable

In our opinion, PGW's debt and liabilities are highly vulnerable, suggested by a debt-to-capitalization ratio of 91Yo as of

fiscal 2018 (although this is projected to decline to 54o/o by fiscal 2025) and a large capital plan of $830 million over the

next six years as PGW accelerates its main replacement program. PGW plans to issue $320 million in bonds in2022 to

take out its CP draws that it expects to be outstanding that year. We understand that PGW is increasing its liquefaction

capabilities at its existing LNG facilities. Previous plans contemplated about $120 million in capital costs, $110 million

of which would be debt-financed and amortized over 25 to 30 years. However, we understand that management is

planning to shift financing costs to another party. We believe the project would provide some operational benefits

(creating redundancies and providing a possible replacement to its aglng liquefier, for example), and that the shifting of

financing to another party reduces risk.

Ratings Detail (As Of May 8, 2019)

Philadelphia gas wks rev rfdg bnds (1998 Gen Ordiance) ser 8TH D due 08/01/2031

LongTerm Rating AA+/A-I+
Unenhanced Rating A(SPUR)/Stable

Philadelphia gas wks (AGM) (SEC MKT)

Unenhanced Rating A(SPUR)/Stable

Philadelphia gas wks (AGM) (SEC MKT)

Unenhanced Rating A(SPUR)/Stable

Philadelphia gas wks (AGM) (SEC MKT)

Unenhanced Rating A(SPUR)/Stable

Philadelphia gas (BAM) (SECMIff)

Unenhanced Roting A(SPUR)/Stable

Philadelphia gas (BAM) (SECMIff)

Unenhanced Rating A(SPUR)/Stable

Philadelphia JOINTCRIT

Long Term Rating AA+/A-1

Unenhanced Rating A(SPUR)/Stable

Philadelphia JOINTCRIT

Long Term Rating AA/ A-l

Affirmed

Affirmed

Affirmed

Affirmed

Affirmed

Affirmed

Affirmed

Affirmed

Affirmed
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Ratings Detail (As Of May 8, 2019) (cont.)

Unenhanced Rating

Philadelphia (BAM)

Unenhanced Rating

A(SPUR)/Stable

A(SPUR)/Stable

Affirmed

Affirmed

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

Unenhanced Rating A(SPUR)/Stable Affirmed

Long Term Rating AA/A-1 Affirmed

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

Unenhanced Rating A(SPUR)/Stable Affirmed

Long Term Rating AA+/A-1+ Affirmed

Many issues are enhanced by bond insurance.
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FITCH AFFIRMS PHILADELPHIA PA'S GAS WORKS
REV BONDS AT 'BBB+'; OUTLOOK STABLE

Fitch Ratings-New York-05 July 2018: Fitch Ratings has affirmed the'BBB+'rating on
approximately $1,041.8 million of outstanding revenue bonds issued by the city of Philadelphia on
behalf of the Philadelphia Gas Works (PGW).

The Rating Outlook is Stable.

SECURITY

The 1998 general ordinance bonds are secured by net revenues ofthe gas works utility

KEY RATING DRIVERS

LARGE GAS DISTRIBUTION SYSTEM: PGW is the largest municipally owned gas distribution
utility in the nation, serving approximately 505,000 accounts located entirely within the city of
Philadelphia (IDR AJStable). The system provides natural gas on a retail basis to a considerably
diverse and largely residential customer base exhibiting no concentration among users.

STABLE FINANCIAL METRICS; HIGH LEVERAGE: Prior rate relief, greater cost recovery,
historically low natural gas prices, and a healthier collection rate has led to stability in financial
performance. The December 2017 base rate increase should further improve financial performance.
Fitch calculated debt service coverage (including unamortized premium amounts) has averaged
a solid I .67x over the prior five years. Liquidity continued at an acceptable level in fiscal 2017,
equal to 66 days of cash on hand. However, leverage remains high, with debt to funds available for
debt service (FADs) of 8.05x.

RATE REGULATED UTILITY: PGW's ability to establish its rates is subject to oversight by
the Pennsylvania Public Utility Commission (PUC), potentially limiting needed rate increases
and overall financial flexibility. Positively, the utility's relationship with the PUC has remained
constructive and supportive in recent years, evidenced by an approximate 6.8%o base rate increase
that was approved and became effective December 2017, in addition to the approval of various
surcharges in the recent past.

WEAK BUT STABLE DEMOGRAPHICS: The city's economy continues to strengthen somewhat
and is well anchored by several large healthcare and higher education institutions. However, wealth
indicators throughout the service area remain weak, contributing to chronically weak collections
and sizeable write-offs, and compounding PGW's high rates.

RATING SENSITIVITIES

LIMITED FINANCIAL FLEXIBILITY: Fitch expects Philadelphia Gas Works'high rates,

the service area's low income levels and a regulatory environment that includes state and local
oversight will continue to limit financial flexibiliry, despite the overall improvement in PGW's
credit quality in recent years. A return to weaker collection rates, diminished cash flow and an
inability to recover costs would exert downward pressure on the ratings.

SUCCESSFUL RATE RELIEF: Failure to secure appropriate rate relief to support capital
investment and related borrowings would likely have negative rating ramifications.



REDUCED LEVERAGE: A significant reduction in PGW's leverage and an improved cost
structure due in part to further rate increases and/or other revenue enhancements could lead to
positive rating action.

CREDIT PROFILE

PGW is the largest municipally owned gas distribution utility in the nation, providing natural
gas through a diverse mix of supply arrangements, as well as its own storage and natural gas

liquefaction facilities. Ample storage capacity allows the system to procure and store a sizeable
portion of its winter supply during the less expensive summer months.

The utility's operations and ability to establish rates are subject to oversight and regulation at

both the state and local level, thereby limiting the utility's overall flexibility. However, operating
performance remains much improved over the prior decade.

DIVERSE CUSTOMER BASE WITH A STABLE SERVICE AREA

PGW provides gas distribution to a diverse and stable service area consisting entirely of the

city of Philadelphia (lDR A-lStable), with the top 10 customers accounting for less than 3o/o of
revenues. ln2017 there were a total of 505,000 customers and approximately 9570 of customers
were classified as residential.

Indicative of the weaker socioeconomic characteristics of the customers base, as of Aug. 3l , 2017 ,
there were approximately 49,000 customers participating in the Customer Responsibility Program,
which assists low-income residential customers (those who are below 150% of the federal poverty
level) with forgiving a portion of their bill.

Unemployment (for Philadelphia County) continues to trend downward but remains elevated
relative to the state and nation. ln 2017 the county unemployment rate was 6.2%o, compared to the

6.8% registered in 2016. The county's poverty rate of 25.9o/o is significantly above the state and

national averages, 13.3% and l5.l7o, respectively.

SYSTEM ASSETS

PGW manages its gas supply through a combination of flowing pipeline supplies, off-system
underground storage and two City-owned,/PGW-operated liquefied natural gas (LNG) facilities
used for the liquefaction, storage, and vaporization of natural gas.

Term contracts, spot market purchases and storage facilities are used to provide the vast majority
of PGW's supply requirements, while LNG facilities provide the balance. The use of the PGW's
off-system storage and LNG capability allow for the purchase of excess gas that can be stored

during off-peak months, thereby reducing the amount of capacity needed to be reserved during
higher cost winter months.

PGW is presently reviewing its LNG portfolio and researching various options in order to
maximize LNG operations and the associated benefits to the utility.

RATE SETTING AND CHARGES

Per U.S. Energy lnformation Administration data, natural gas prices in the State of Pennsylvania
are above the U.S. average, with the residentialcharge (as of March 2018) in the state at $10.41l
Mcf) versus the national average of $9.79lMcf. The Philadelphia/Camden/Wilmington average was

about l3% higher, shown at $l1.80/Mcf.
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These higher rates limit flexibility in Fitch's view, particularly when coupled with the PUC's PGW Exhibit

oversight and the service area's income levels, historically weak collections, and sizeable jl9-1 ^",,
write-offs. Favorably, though, the PUC has recently approved a base rate increase and accounts(Part 
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receivable level appears to be moderating.

Rates and charges are set by the PUC to ensure that all costs are recovered, bond covenants are

satisfied and an $18 million below the line annual utility payment continues to be made to the

city. PGW's rate structure incorporates a base rate, gas cost rate (GCR), distribution charge and

numerous surcharges imposed to recover costs associated with social programs, capital projects,

other post-employment benefits and efficiency programs. A weather normalization adjustment is

also deployed to compensate for lower heating demand and to stabilize cash flow.

RECENT RATE ACTION

On Feb. 27,2017, PGW filed for an increase in the distribution base rates with the PUC. The filing
requested an increase that would produce $70 million (11.6%) in additional operating revenue

based on a l0 year normal weather assumption. The filing also included a request to increase the

fixed customer charge component, as well as the volumetric delivery charge component of the base

rates. Subsequently, in July 2017, PGW filed a petition for partial settlement associated with the

Feb.27 filing. The settlement agreement provided PGW with a general rate increase of 542 million
in annual operating revenues calculated using a 20 year normal weather assumption.

PGW determined the estimated pro forma revenue impact from the change from lO-year normal
weather to 20, approximating an additional S l7 million per year over the forecast period.

In November 2017 the PUC approved the Settlement Agreement and the new rates became

effective on Dec. 1,2017 . In addition, PGW was granted a change in its heating degree day (HDD)
average from a 30-year HDD average to a 20-year HDD average.

PGW anticipates filing for a base rate increase in February 2020 which will support the expected

additional debt issuance. Preliminarily, management anticipates that the request will be in the

$40 million-$60 million range, though a rough estimate. PGW assumes that a rate adjustment,
if submitted in February 2020, would be approved in November 2020 and become effective in
December 2020 (fiscal 2021).

Overall, Fitch views the approval of the rates favorably; however, the rate regulated environment
does limit flexibility given the time it may take to implement necessary changes.

STABLE FINANCIAL PERFORMANCE

Over the past few years there has been greater stability in financial performance. Fitch calculated
debt service coverage (including unamortized premium amounts) has averaged a solid 1.67x over
the past five years, as compared against the average l.lx achieved during 2006 through 2009
period.

PGW's liquidity is somewhat low but still adequate. In 2017, days cash on hand was about 66, and

day liquidity was a stronger 155. However,leverage remains high, with debt to funds available for
debt service at about 8.05x in 2017. Leverage is expected to remain somewhat elevated, as there

are additional debt plans in addition to funding some projects on a pay go basis.

Contact:

Primary Analyst
Joanne Ferrigan
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A January 2018 district court ruling that dismissed claims regarding payment of Puerto Rico
Highways and Transportation Authority debt has raised questions about the scope of protections
provided by Chapter 9 of the U.S. bankruptcy code to bonds secured by pledged special
revenues. Fitch's rating criteria treat special revenue obligations as independent from the related
municipality's general credit quality. The outcome of the litigation could result in modifications
to Fitch's approach. For more information, see "What Investors Want to Know: The lmpact of the
Puerto Rico Ruling on Special Revenue Debt" available at www.fitchratings.com.

Media Relations: Sandro Scenga, New York, Tel: +l 212-908-0278, Email
sandro. scen ga@frtcbr atings. com.

Additional information is available on www.fitchratings.com

Applicable Criteria
Rating Criteria for Public-Sector, Revenue-Supported Debt (pub. 26 Feb 2018)
htps ://www. fi tchratings. com/si telrel I 0020 I I 3

U.S. Public Power Rating Criteria (pub. I 8 May 2015)
https ://www. fi tchratings.com/site/rel864007
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ratrngs on bchalf of the NRSRO (sce https://m.fitchratrngs corl/slte/regulatory), other credit ratrng subsrdranes arc not llstcd on Form NRSRO (the

"non-NRSROs") and therefore credrt mtrngs rssued by thosc subsrdiaries are not rssued on behalfofthe NRSRO. However, non-NRSRO personncl may
panlcrpate rn detemrnrng credrt ratrngs rssued by or on behalf of the NRSRO.
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a. PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

A. Daniel J. Hartman, Managing Director, PFM Financial Advisors LLC,4350 North

Fairfax Road, Arlington, Virginia 22203, (703) 741-0175. I am a financial advisor to

state and local governments and authorities.

A. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A. I am employed by The PFM Group and work in its municipal advisory practice through

its subsidiary PFM Financial Advisors LLC ("PFM"). I am a Managing Director and

Head of the Financial Advisory Business, as well as a shareholder in the firm.

A. SUMMARIZEYOURPROFESSIONALQUALIFICATIONS.

A. At PFM, I currently lead the entire financial advisory business and have previously led

the national Public Utilities group, which assists our clients on all aspects of capital

markets transactions - debt structuring, rating agency and investor communication, and

transaction execution. PFM is the nation's largest independent financial advisor to state

and local governments and a registered municipal advisor with the SEC and MSRB.

PFM is the leading advisor to public utility clients (gas, power, water and sewer) and

participates in a greater share of capital markets transactions for public utility clients than

any other firm in the municipal capital markets. Prior to re-joining PFM in 2006,I was a

Managing Director for Bear Stearns Capital Markets and Citigroup Global Markets,

where I provided investment banking and advisory services to utility clients.

As the leader of PFM's public utilities goup, I have been involved in over $65

billion of debt transactions, many of which are for the largest gas systems throughout the

United States. These include advisory roles to the Philadelphia Gas Works (PGW), CPS

Energy (San Antonio Electric and Gas), the Municipal Gas Authority of Georgia, Long

{ r.0857878.3 }
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Beach (CA) Gas & Oil, and Colorado Springs Utilities. Several billion dollars of these

financings have been undertaken to finance gas distribution system improvements and

natural gas supply.

In addition to my general expertise on public utility capital markets transactions, I

have extensive experience working on debt structuring, credit structuring and

rating/investor issues for utility systems that have similar characteristics as the PGW's

system. PFM has particular expertise in providing advisory services for capital markets

transactions and routinely works on several billion dollars of municipal utility financings

at any point in time that provide direct interface with rating analysts from the three major

rating agencies as well as large institutional investors active in the municipal bond

market.

DESCRIBE YOUR EDUCATIONAL BACKGROUND.

I have a Bachelor of Arts degree from the University of North Carolina - Chapel Hill in

Economics. I also studied at the London School of Economics. As a municipal advisor, I

also have certain professional qualifications through the Municipal Securities

Rulemaking Board ("MSRB") including the Series 50 (Municipal Advisor

Representative) and Series 54 (Municipal Advisor Principal).

HAVE YOU EVER TESTIFIED BEFORE ANY REGULATORY AGENCIES OR
LEGAL PROCEEDINGS?

Yes, I submitted testimony in 2017 for PGW's last base rate application (R-2017-

2586783), and some sections of this testimony draw substantially on my prior work. I

have testified before the California Public Utilities Commission on certain matters

relating to electric deregulation restructuring and its impact on municipal utilities, and I

have also been an expert witness in certain public utility bankruptcy proceedings.
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a. WHAT IS THE PURPOSE OF YOUR TESTTMONY?

A. The purpose my testimony is four fold: 1) to provide an update on PGW's standing in the

municipal capital markets and the critical importance of maintaining its financial standing

with rating agencies, credit providers and investors; 2) to explain why it is critically

important that the Pennsylvania Public Utility Commission (the "Commission") grant

PGW's requested rate increase in order to maintain PGW's financial performance, such

as debt service coverage and liquidity, at levels necessary to ensure reasonable access to

the municipal capital markets; 3) to identify the financial impacts, both positive and

negative, if the Commission approves or does not approve a substantial portion of the

requested rate amount; and 4) to explain why it is crucial and necessary for the

Commission to consider and approve the actions that PGW is undertaking to fund its

future capital improvement program and existing debt obligations.

PLEASE PROVIDE AN OVERVIEW OF KEY FINANCIAL EVENTS FOR PGW
SINCE 2008, WHEN THE COMMISSION GRANTED PGW EXTRAORDINARY
RATE RELIEF, THROUGH 2016.

PGW underwent a significant financial turnaround in the 2008-2016 timeframe, starting

in November 2008 when PGW received extraordinary rate relief, which was subsequently

made permanent by the PUC. At the point of the 2008-2009 recession and credit crisis in

2008, PGW's finances were near a disastrous position, with ratings teetering on the brink

of 'Junk" status (below Baa3/BBB-) and PGW's access to capital markets all but gone.

Only with the clear backing of the Commission in 2008 with the extraordinary rate relief

did PGW stave off the potential for an event of default on its debt and the acceleration of

certain financial obligations. The 2008 extraordinary rate relief effectively saved PGW

financially by maintaining its access to the commercial paper market with its commercial

paper program and to the fixed rate bond market, as well as the ability to procure credit
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facilities for its variable rate programs. This Commission action was critical to the

stabilization of PGW's finances, allowing PGW to arrest and reverse the deterioration in

its financial position.

Over the course of the next eight years after the extraordinary rate relief of $60

million was granted, the Commission objectively reviewed and supported a number of

rate requests put forward by PGW. These measures have stabilized PGW's finances and

afforded PGW the ability the regain its footing in the municipal market, both with respect

to procuring necessary credit facilities and to maintaining access in the fixed rate bond

market with lower borrowing costs.

Critical to the stabilization of PGW's finances were the prior Commission rate

actions in July 2010 to make permanent the extraordinary rate relief of $60 million

granted in 2008, the 2010 decision (and subsequent actions) that allowed PGW to start

funding its significant other post-employment benefit (OPEB) liability, and the 2013

implementation of the Distribution System Improvernent Charge (DSIC) and subsequent

positive actions to increase the funding of its distribution system improvements. These

stabilizing actions by the Commission allowed PGW to improve its financial

performance and metrics consistent with its "A" rated municipal utility peers. This had

simply not been the case in the period of 1995-2008, when as S&P noted only 42o/o of the

requested rate increases were granted.

WHAT WAS THE RESPONSE FROM THE CAPITAL MARKETS,
PARTICULARLY BOND INVESTORS AND RATING AGENCIES?

Reflecting this stabilization of PGW's finances, the major bond rating agencies of

Moody's Investor Service (Moody's), Standard & Poor's Ratings Group (S&P) and Fitch

Investor Service (Fitch) improved their bond ratings from the precipice of junk status
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(below Baa3 or BBB-) to at least a couple of rating notches above that mark. In 2010,

PGW had ratings of Baa21BBB+/BBB for their senior lien rating, and those ratings stood

at Baal/NBBB+ in 2016. While still at rating levels below most of their municipal

utility peers, the improvement of PGW's bond ratings reflect both the constructive

support of the Commission and management's ability to implement its financial plan.

Specific to the rating criteria and the rating agency's actions with respect to PGW, the

rating agencies each cited the stronger track record ofregulatory approval ofrequired rate

increases in the 2008-2016 timeframe to meet required cost recovery and its bond

ordinance rate covenant. Without any question, the improved investment grade ratings

were predicated on the Commission's careful review of PGW's finances and its

appropriate support of PGW rate increases necessary to comply with its legal covenants

and to support the credit position of bondholders, thereby lowering the cost of borrowing

that is passed on to PGW's customers.

Ratings for municipal utilities - which in turn provide access to the capital

markets and determine the cost of those borrowed funds - are heavily weighted on the

willingness and ability of the goveming or regulatory body to permit the utility to charge

rates that cover its costs and maintain its financial stability, particularly since all but a

few municipal utilities set their own rates without regulatory oversight from a public

utility commission. Thus, in the case of PGW, the application of the municipal utility

rating methodology simply shifts this analysis of willingness and ability to raise rates to

include the Commission. The rating agencies repeatedly stated in public reports that the

very constructive relationship between PGW and the Commission, and the necessary rate

{rr857878.3 } 5



a

A

PGW St. No. 3

support in the last few years, is the most critical factor that has allowed PGW's rating to

stabilize and improve to its bond rating levels in the 2008-2016 timeframe.

WHAT HAS HAPPENED IN THE TIME PERIOD OF 2OI7 TO TODAY
RELATING TO PGW'S STATUS IN THE MUNICIPAL CAPITAL MARKETS?

In the 2017 base rate case, the Commission approved a settlement agreement in which the

parties agreed to a base rate increase of $42 million, after an initial request of S70 million

from PGW. The Commission also approved settlement provisions that changed the

heating degree day average used to project proforma revenues from 30 years to 20 years

and increased all monthly customer charges. These additional actions further stabilized

PGW's rate structure allowing for a more realistic degree day base to be utilized for rates.

Also, by increasing the monthly charge, less of PGW's revenue was weather related and

more of PGW's revenue was fixed. With the approved base rate increase, PGW has

managed to maintain its financial metrics at similar levels to FY 2016, while investing in

and rebuilding the system infrastructure through the issuance of revenue bonds in 2017

and ongoing use of "pay as you go financing" from rate based internally generated funds.

Certain of the financial metrics - notably debt coverage - rose initially in FY 2018, but is

now running at or below the debt coverage levels in FY 2017. This recent downward

trend in the financial margins reflects the higher ongoing operating costs and increased

debt service obligations for PGW, and a similar result for PGW's liquidity position

results from the ongoing funding of its main replacement and other significant

infrastructure through the use of "pay as you go" financing.

HOW DID THE RATING AGENCIES REACT TO THE CONTINUED POSITIVE
RELATIONSHIP WITH THE COMMISSION?

As a result of demonstrating an ongoing constructive relationship with the Commission,

and the maintenance of improved financial metrics, PGW was upgraded to 43 from Baal

a.

A.
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by Moody's in late calendar year 2017. While PGW welcomed this development as a

reflection of a stable financial outlook, no other rating actions have been taken by the

rating agencies and the current ratings in early 2020 remain at A3/NBBB+. As was

dernonstratedin20lT, PGW needed the $42 million in base rates to address rising system

operating costs and an increased capital improvement program (CIP) without having its

financial metrics deteriorate. The 2017 rate increase was not a windfall that built

generous and unnecessary financial margins. Rather, it was an appropriate increase,

driven by a need to maintain stable finances, and the Moody's sole upgrade reflected that

basic level of enhanced stability, arising from the Commission's constructive relationship

with PGW and the allowance of cost recovery.

WHAT WOULD RESULT IF THE COMMISSION DID NOT CONTINUE TO
EVIDENCE ITS SUPPORT FOR PGW?

While the Commission's rate support during 2008-2017 and since the last base rate

increase in 2017 has been very constructive in stabilizing and maintaining PGW's

finances, any wavering of the Commission's support for PGW's necessary rate increases

will be met with a decisively negative reaction. Often in the area of municipal utility

ratings, the minute that a regulatory body fails to objectively review and support a

necessary rate increase, credit ratings and access to capital markets quickly deteriorate.

As Fitch has already noted in its July 2018 rating report: "Failure to secure appropriate

rate relief (moving forward) to support capital investment and related borrowings would

likely have negative rating ramifications." Municipal credit ratings are often very slow to

rise (as evidenced by the slow recovery of PGW's ratings after the crisis in 2008), but can

go down precipitously. Thus, it is critical to assure rating agencies and investors of the
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long-term commitment to cost recovery and stability of PGW's finances, not just

sufficiency for any given year.

Bond investors and credit facility providers also react similarly to any failure to

support needed rate increases by a governing political or regulatory body. So while PGW

has been able to maintain access to, and improve its borrowing costs for, long-term bond

transactions since 2008, as well as maintain access to credit facilities for its variable rate

and commercial paper programs, there is certainly no guarantee that the favorable support

will continue. And the frequency with which PGW must access the bond market and/or

renew its credit facilities emphasize the criticality of maintaining investor and credit

provider confidence in the rate setting function of the utility.

HOW HAVE THE PRIOR COMMISSION ACTIONS TRANSLATED TO PGW'S
FINANCIAL METRICS AND CURRENT FINANCIAL POSITION?

As discussed considerably above, PGW maintains a significant amount of risk to its

ongoing ability to obtain regulatory approval from the Commission for its requested rate

increases. Failure to get approval of requested cost recovery certainly entails much

greater scrutiny from investors and rating agencies that financial margins and liquidity

will not be maintained. This is particularly true for PGW, as many of its financial metrics,

such as days cash on hand, are already fairly modest to begin with, and debt to

capitalization ratios are already at the high end of the spectrum. Without PGW's ability

to secure necessary rate support, this significantly increases the chance of a credit

downgrade.

HOW DO PGW FINANCIAL METRICS COMPARE TO THOSE OF ITS
PEERS?

As documented in the testimony of Mr. Walker, PGW's financial metrics remain below

virtually all of its peers in the municipal gas utility sector. As shown in Mr. Walker's
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benchmarking testimony, PGW has less favorable credit than most other "A" rated or

higher municipal gas utilities in the country. While PGW's financial metrics have

stabilized in the last few years, they are not at levels that provide substantial cushion.

Instead, a delay in appropriate cost recovery can quickly lead to highly problematic

results.

WHAT KEY FINANCIAL METRICS DO INVESTMENT RATING AGENCIES
FOCUS ON WITH RESPECT TO A MUNICIPAL UTLITY SUCH AS PGW?

In my experience, the investment rating agencies look to debt service coverage, debt

percentage and cash and liquidity in evaluating a municipal credit such as PGW.

PLEASE EXPLAIN THE KEY METRIC: DEBT SERVICE COVERAGE AND
HOW PGW FARES IN THIS AREA.

As noted, one of PGW's key metrics is the debt service coverage ratio, which is net

revenues of PGW divided by debt service, a measure of protection that bondholders have

to changes in net revenues. PGW's debt service coverage in the last few years has risen

from slightly over 2.0x coverage in FY 2016 to 2.33x in FY 2019, with FY 2020

projections declining to 1.83x coverage (and only modestly above the minimum 1.50x

legal requirement in PGW's bond ordinance), pushing up PGW's bond ratings and

outlook along the way. However, the apparent strength of this credit metric is masked

by PGW's financial obligation to transfer $18 million of net revenue to the City of

Philadelphia General Fund, the obligation to fund PGW's OPEB required annual

contribution of $18.5 million, and the $33 million of cash funded annual capital

improvement from the dedicated DSIC. These obligations, all of which have been

approved by the Commission, effectively usurp much of the current financial margin in

the 2.0x coverage ratio, let alone the minimum 1.50x in the legal covenants that the

Commission methodology explicitly allows. That is, much of the apparent cushion
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between the minimum 1.50x coverage and the 2.0x coverage ratio is absorbed by the

three continuing obligations listed above. PGW's financial forecast now requires at least

$70 million to maintain the debt coverage levels that exist today at or just above the 2.0x

coverage level. Without that rate support from the Commission, PGW's debt service

coverage metric falls rapidly to bare minimum levels of l.59x debt coverage in FY2022

and exposes PGW to significant financial diffrculties in funding ongoing operations and

its capital program, particularly the main replacement program approved by the

Commission. Absent rate relief, by FY 2024, PGW will fall into technical default by

having debt service coverage go below the 1.50x Ordinance requirement. If a substantial

portion of the amount of the requested levels cannot be obtained, it clearly has negative

implications for maintaining the same protections for investors moving forward and

allowing PGW's bond rating to stay in the same rating category.

PLEASE EXPLAIN PGW'S DEBT AS A PERCENTAGE OF TOTAL CAPITAL
AND WHAT THAT METRIC INDICATES FOR THE COMPANY.

A second metric that has generally improved over the last several years is the amount of

leverage (total debt as a percentage of total capital) that PGW maintains. PGW has

intentionally tried to reduce its total debt in recent years, based on debt to equity ratios,

with the ratio going down to 75oh in FY 2016. The rating agencies have all cited the high

debt burden as a limiting factor in the ratings, since a high debt burden minimizes the

ability to fund necessary programs, if pay as you go funding (from current operations) is

not viable moving forward. In other words, PGW cannot simply keep borrowing an ever-

increasing amount of dollars if the corresponding rate support is not there. However, in

order to minimize rate increases, PGW has continued to borrow to fund one half of its

CIP, including $273 million in August 2017, and, in part, that borrowing (while
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balancing its intent to de-lever itself with the objective to keep rate increases reasonable

and low) pushed the debt to equity ratio back to 9l%o in FY 201 8.

Assuming PGW receives the requested rate increase, the Company's projections

continue to show de-leveraging in the system - particularly with the Commission-

approved cash funding for the distribution system repair and improvement program - and

total debt to capitalization is projected to be loweredto 650/o by FY 2023. In fact, during

2010-2019 PGW completed more than $850 million in capital projects, while overall debt

will have decreased by $209 million in the same period. But to the extent that a material

portion of PGW's requested rates are not received, it will force substantial additional

leverage back on the system, quickly reversing the favorable trend and the flexibility that

PGW would have obtained moving forward.

PLEASE EXPLAIN THE FINAL METRIC THAT INVESTMENT RATING
AGENCIES EXAMINE.

A third financial metric that has shown improvement for PGW, but remains financially

susceptible if approved rates do not provide substantial cost recovery, is its liquidity and

days cash on hand. Broadly speaking, days ofcash on hand is actual, non-borrowed cash

that a utility has available, measured at a certain point; PGW uses the end of its fiscal

year as one measure, but also monitors its cash balances at other points in the year (like

the middle of winter) when cash outlays are particularly large. Liquidity is cash plus

PGW's short term borrowing capability. Short term borrowing capability is important to

provide liquidity and a certain cushion to deal with unanticipated events that cause

substantial drains on PGW's cash. But short-term borrowing is no substitute for having

sufficient cash on hand, for the obvious reasons that ratepayers must pay for the

availability of short term borrowing, and must pay still more when such lines are utilized.
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In addition, short term lines of credit can be cancelled or go into default if PGW's other

financial metrics are not maintained at acceptable levels. Therefore, short term

borrowing capability is not a substitute for having adequate cash on hand available.

PGW ended FY2019 with actual days cash on hand of $124 million (96 days cash

on hand), which is up from $91 million in FY 2016 (82 days cashr), but well below rating

agency medians for "A" to "AAA" rated municipal gas utilities (at least 150 days cash on

hand and significantly higher for AA and AAA rated utilities). However, for certain

rating agency metrics calculations, PGW's authorized commercial paper program

provides an additional $60-$120 million of liquidity (typically reserved for emergency

needs), depending upon the amount drawn for other capital purposes. Because of the

limited authorization and use of PGW's commercial paper program (CP Program), rating

agencies don't value the CP Program at the same value as source of liquidity from non-

borrowed cash.

WILL PGW HAVE ADEQUATE CASH ON HAND OR LIQUIDITY IF ITS
PROPOSED RATE INCREASE IS NOT APPROVED?

Not in my opinion. At current liquidity levels, there is very little margin of error in

PGW's f,rnancing plan. Even while the Commission has approved cost recovery in prior

rate cases, such as making the extraordinary rate relief permanent, PGW would exhaust

its liquidity very quickly without the rate support requested. It is certainly rny view that

PGW needs to maintain 70-90 days of direct cash on hand to maintain its current bond

rating and should maintain at least 100 days direct cash on hand, apart from any

commercial paper capacity, to bolster its case to maintain or improve its current bond

ratings. The 100 days cash on hand metric is a figure that rating agencies continue to

Based on financial statements that were restated since the prior rate case filing.
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cite, especially given that any rate case for PGW would almost certainly take several

months to approve. Importantly, Mr. Golden shows that, at the end of the Fully Projected

Future Test Year, PGW would have just 33.9 days of cash on hand; just as troubling, in

the next year, it would experience anegative year end cash balance of ($27.6 million).

It should be clear therefore that, to the extent that PGW does not get the rate recovery that

it is seeking currently, it would immediately put significant pressure on liquidity to cover

shortfalls in operations and the capital improvunent program. While PGW could shift to

additional debt funding to absorb some of the shortfalls, the immediate front line impact

is on PGW's liquidity position. As noted, at its cash position in the pro forma test year,

failure to get approved rates will cause PGW to effectively run out of cash, demonstrated

by the negative cash position of PGW in the Forecast Period (the fiscal years FY 2022

through FY 2025), as shown in Exhibit JFG-I. To offset that negative cash flow would

require substantial structural changes in PGW's financial plan, which are likely not to be

feasible. Given these improving but still susceptible financial metrics, it is highly likely

that any failure of the PUC to provide substantial rate support for needed cost recovery

would generate troubling rating downgrades for PGW. Each of the rating agencies

repeatedly cites the factors that would lead to downgrades, and all three of the rating

agencies have identified a less supportive rate regulatory environment as the critical

factor that could lead to a credit downgrade or change in credit profile. Further,

associated with that less supportive rate regulatory environment are greater leverage, less

debt coverage, and reduced liquidity, all of which are expected immediate by-products of

a less supportive regulatory environment, as shown in the Forecast Period without the

current requested rate increase.

{r.0857878 3 } -13-
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A. WHAT DO YOU EXPECT WOULD BE THE RATING AGENCY REACTION IF
PGW WAS NOT AWARDED THE RATE INCREASE IT HAS REQUESTED?

A. It would be hard to imagine that PGW could keep the improvements in its bond ratings to

A3/A/BBB+ that it has achieved, and would quickly fall back in the "BBB" category

(i.e., near junk status) without Commission rate support. In fact, each of the three rating

have specifically noted likely downgrades. Moody's most recent credit report clearly

states that the factors that could lead to a downgrade are"a less supportive rate regulatory

environment, financial metrics narrowing, and increased leverage without sufficient cost

recovery or a material decline in liquidity."

A. WHAT ARE THE POTENTIAL POSITIVE IMPACTS OF PGW'S ABILITY TO
GAIN APPROVAL OF ITS FULL REQUESTED RATE INCREASE?

A. The full requested rate increase is needed for the day-to-day operational needs of PGW

and to fund its ongoing capital improvement program, including the ongoing cast iron

main replacement program and other needed infrastructure improvements. As such, the

approval of the requested rate increase ensures funding for the safety and reliability of the

system. However, if the rate increase did unexpectedly generate more net revenue for

PGW or if PGW was able to capture greater operating efficiencies moving forward, any

additional income would stay with the PGW system and be used for system purposes

(because PGW does not have shareholders like an investor-owned utility). An unexpected

increase in net revenue could also build cash balances, which, in turn, could reduce or

delay future rate increases. Additionally, the continuation of Commission support for

PGW's financial performance will also preserve the financial metric improvement of the

last few years and may allow further improvement in PGW's bond ratings, particularly

the Fitch rating at BBB+. A similar rating improvement was seen in 2017 after the
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I Commission approved the last base rate increase when Moody's raised its rating of PGW

2 by one notch from Baal to A.3.

3 By demonstrating the ability to consistently achieve the current financial metrics

4 through PGW's forecast period, PGW may push all of its bond ratings into the "A" rating

5 category from the three rating agencies. Certainly, with such potential rating upgrades,

6 PGW could access the municipal capital markets at lower costs for its financing and

7 credit facility needs. Again, such improvements in reducing PGW's financing costs

8 would inure to the full benefit of PGW's ratepayers and its system needs, not to a third

9 party or outside investor, given the closed loop financing structure of PGW.

10 PGW will also have enhanced opportunities to refinance outstanding debt, both to

I 1 reduce interest expense and to lower the risk profile of PGW. Stronger credit ratings will

12 enhance the potential opportunity of refinancing the Ninth Series Bonds, in the amount of

13 $52 million, for debt service savings. Additionally, PGW is exploring the option of

14 converting the Series 88 through 8E debt to fixed rate, and terminating the associated

15 interest rate swaps. The latter transaction may be achievable, with PGW's improving

16 credit profile and a favorable bond market. It is important to note that PGW continues to

17 lever its stronger financial position for future benefits or risk reduction to its ratepayers,

l8 thereby reducing its future base rate increase requests.

19 A. WHAT ARE THE CONSEQUENCES OF A RATINGS DOWNGRADE ?

20 A. As I have already commented, without the supportive cost recovery that PGW is seeking

2l in this rate case, I reasonably foresee such consequences as rating downgrades of PGW

22 that would impose immediate financial costs to PGW in the form of substantially higher

23 borrowing costs, limited opportunities for PGW to refinance its existing debt costs, and

24 the imposition of higher credit facility fees.
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The costs of rating downgrades are certain to ripple across all aspects of PGW's

operations, but the most certain and immediate costs will be recognized in its planned

revenue bond issuance to fund PGW's capital improvernent program. PGW has

identified bond transactions of approximately $375 million over the next four years -

$240 million in late FY 2020 and $135 million in FY 2023 - for its capital improvement

program. With the expectation that PGW's failure to get positive regulatory rate support

now would lead to downgrades across the board into the "BBB" rating category by all

agencies, it is expected that PGW's borrowing costs would rise substantially. The

following table effectively shows the impact to the borrowing cost of PGW for its bond

transaction with "BBB" category ratings from all agencies, with the assumption that they

would average "BBB" for 1998 Bond Ordinance senior lien. Since PGW is expected to

borrow at multiple times, it is not clear where interest rates will be at each borrowing, so

the graphic effectively shows the expected additional costs based upon both current

market and historical credit spreads for all "BBB" ratings vs the current "A3/A/BBB+"

ratings:
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Based upon these current and historical increases in borrowing costs that PGW should

expect to result from the inability to get substantial regulatory rate approval, the
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Note: Assumes bond issues funding projects of $2210,000,000 and $135,000,000, respectirely, in August 2O2O and February 2023. Cost of issuance

assumed at $500,000 plus assumed $4/bond undenrvriter's discount. Assumes base MMD scale of 1O-year a\errye AAA MMD, plus credit spreads

In summary,if PGW's credits were downgraded to BBB, ratepayer costs would increase

by almost$22 million, on average and by a maximum of $36 million on a total cost basis.

It should be noted that the charts above do NOT take into account the foregone debt

service savings from potential refinancing transactions that may not be feasible if PGW's

credit rating deteriorates. PGW already has some near-term refinancing opportunities (as

the bonds approach their call dates for tax-exernpt refinancing), and such savings would

certainly be diminished, if not fully lost to a decline in credit ratings.

PLEASE EXPLAIN HOW A DOWNGRADE WOULD AFFECT PGW'S OTHER
CREDIT FACILITIES SUCH AS ITS COMMERCIAL PAPER PROGRAM.

As noted, PGW has also utilized a number of credit facilities historically, including

various letters of credit on its variable rate bonds and its corlmercial paper program.

These include the Series 5A-2, Series 88, Series 8C, Series 8D, and Series 8E, which

currently total $152.8 million outstanding. PGW has reduced the average cost of these

facilities substantially over the past two years, benefiting directly from the supportive rate

actions by the Commission. And as noted, PGW is hopeful that it will be able to reduce

exposure to the bank facilities by converting the Series 88 through 8E to fixed rate and
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eliminating the associated interest rate swaps, but that is predicated upon market

conditions and the maintenance or improvements in PGW's credit ratings. So at this

point, PGW has procured three different banks to secure these letters of credit, with an

average annual cost of approximately 0.30% on the total principal outstanding. PGW

also maintains $120 million in letters of credit for its commercial paper program at a

slightly higher cost. These credit facility costs have come down substantially over the

past few years, representing both a robust bank market currently, but also the stability of

PGW's credit. Yet certain of these facilities expire within the near term, and almost all of

these agreements have termination clauses and cost escalation clauses should PGW's

ratings fall below certain ratings thresholds.

To the extent that PGW's credit rating is downgraded to the "BBB" level as a

result of the inability to get rate approvals, PGW could face a sizeable problem with these

facilities. Not only would the cost go up substantially and exact annual cost increases of

over $1 million annually to maintain these letters of credit, there is also the possibility

that PGW may not be able to extend some or all of these letters of credit. In such a

scenario (and noting that the agreements are slightly different), there is the potential for

all of the outstanding principal amounts to be accelerated over two to five years in equal

semi-annual installments. These "term out" options would force enormous accelerated

debt costs of up to $50 million annually into the next two years, fully eroding PGW's

liquidity position. While other financing options may exist to refinance the bonds, it

underscores the importance of maintaining stronger investment grade ratings, and the

potential for significant problems should PGW's bond ratings be downgraded only a few
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notches from their existing levels, and a signal given to the investor and bank community

that appropriate rate support no longer is being maintained.

Any credit downgrade would also simply limit PGW's refinancing options

moving forward. Whether for a simple refinancing of existing debt for debt service

savings or related to unforeseen terminations and accelerated principal, the access to the

municipal capital markets at a rating of "BBB" or below is considerably more difficult,

particularly given the negative events for PGW that would be driving such a scenario. As

noted several times before, investors' willingness to buy PGW long-term debt is

predicated upon the ability of PGW to recover its just and reasonable costs through

regulatory rate support, and any doubt cast on that central tenet quickly leads to investors

and other credit providers being unwilling to lend more or charging considerably greater

cost to do so. That effectively drives up borrowing costs for PGW's financial plan and

puts even greater pressure on pay as you go funding from internally generated funds. As

such, there is a very quick negative spiral that stems from a lack of regulatory rate

support and lower municipal bond ratings.

The failure of Commission rate support for PGW ultimately results in greater

increases in costs to PGW ratepayers over the long-term. Failure to get timely cost

recovery through the regulatory process is likely to lead to bond credit downgrades that

will cause investors and other credit providers to charge significantly higher costs starting

immediately and extending over the next 5-10 years. These increased costs will almost

certainly compound the issue of rate recovery and require even greater rate support

moving forward. Thus, it remains extremely important to maintain the constructive
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I relationship between PGW and the Commission that has existed in the past several years

2 to avoid significant deterioration in PGW's ongoing path to financial stability.

3 Q. PLEASE SUMMARIZE YOUR TESTIMONY.

4 A. While PGW has made substantial financial progress in the last several years with

5 appropriate rate support from the Commission, PGW still has limited financial flexibility

6 and its projected financial results for FY 2020, the fully projected future test year

7 (FPFTY), and the Forecast Period show that PGW requires the requested rate increase in

8 order to maintain its financial metrics at the levels needed to hold on the rating upgrades

9 and improved access and cost in the capital markets.

l0 The inability of PGW to obtain necessary rate relief and cost recovery in the

11 request base rate increase for its operating and capital requirements would cause

12 immediate financial damage to PGW and breach the most critical component of

13 municipal utility rating criteria in the current environment. The likely results of such a

14 scenario with respect to PGW's rate case are substantially greater financing costs due to

15 credit downgrades by the financial community, and the remedy of that is a substantial

16 process that requires long-term positive performance (a by-product of which is larger and

17 more frequent rate increases). The granting of a substantial portion of the requested

18 amount will send apositive signal of support and could help to improve PGW's current

19 bond rating, a move that would save customers tens of millions of dollars over time.

20 Ultimately, as the last ten years have already demonstrated, it is critical that PGW

2l and the Commission maintain a constructive regulatory process in which appropriate cost

22 recovery approval is maintained. Recent Commission-approved rate increases have

23 simply given PGW appropriate backing to operate the system, support necessary and

24 critical capital upgrades to the system, and maintain financial metrics consistent with "A"

{m8s2878.3} - 21 -
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rated municipal utilities. That constructive course of action will result in continued

improvement in PGW's credit, maintaining a capital structure that produces the lowest

debt service cost to PGW, and minimizing future debt service costs to PGW. This, in

turn, will mitigate the size and need of future rate requests, thus maintaining the fairest

and most reasonable rates possible for PGW's customers and ratepayers.

DOES THIS COMPLETE YOUR TESTIMONY?

Yes.

{ 108s7878.3 } -22 -
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I, Daniel J. Hartman, hereby state that: (1) I am Managing f)irector, PFM Financial

Advisors L,LC; (2) I have been retained by Philadclphia Gas Works ("PGW") for purposes of

this proceeding; (3) the facts set forth in my testimony are true and correct to the best of my

knowledge, information and belief; and (a) I expect to be able to provc the same at a hcaring

held in this matter. I understand that thc statements herein are made subject to thc penalties of

l8 Pa. C.S. $ 4904 (relating to unswom falsification to authoritics).

February 28,2020

Dated Daniel
Managing Dircctor, PFM Financial Advisors Ll,C
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INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Harold Walker, IIL My business mailing address is P. O. Box 80794, Valley

Forge, Pennsylvania 19484.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Gannett Fleming Valuation and Rate Consultants, LLC as Manager,

Financial Studies.

WHAT IS YOUR EDUCATIONAL BACKGROUND AND EMPLOYMENT
EXPERIENCE?

My educational background, business experience and qualifications are provided in

Appendix A.

SCOPE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to measure the financial performance of Philadelphia Gas

Works ("PGW" or "Company") from 2014 through2018, via benchmarks, and compare

those results to peer companies. The period reviewed includes the years since PGW's last

rate casc to the most recent year for which comparable financial data exists. My testimony

is supported by Exhibit HW-1, which is composed of 5 Schedules.

SUMMARY OF RECOMMENDATION

WHAT IS YOUR RECOMMENDATION?

My recommendation is based on the results of my benchmark study and my

recommendation is that PGW be afforded a timely rate increase to cover its costs and at

least maintain its financial stability. The benchmark study shows that PGW's financial

performance generally improved each year since 2014 based on both average performance,
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over the 2014 to 201 8 time period, and the trend from 201 4 through 201 8. I note however

that the benchmarking study also shows that PGW lags its peers on some key benchmark,

or metrics, such as days of cash on hand to cover operating expenses ("Days Cash") and

debt to total capitalization ("Debt/Capitalization").

The benchmark study also reviews forecasted benchmarking metrics of PGW's

financial performance that were estimated reflecting the proposed $70 million rate

increase. The forecasted benchmark analysis shows that there is a continuing need to

support PGW's financial stability with a timely rate increase in this amount to enable PGW

to further strengthen its credit profile and to lessen the gap between itself and its peers.

PLEASE EXPLAIN THE PURPOSE OF YOUR BENCHMARKING STUDY.

Ycs. The price of service of PGW's gas rates is regulated by the Pennsylvania Public

Utility Commission ("Commission" or "PUC"). The Commission employs the "cash flow"

method of determining just and reasonable rates. Under the cash flow method the

Commission establishes rates at levels that permits the cash flow regulated utility to have

sufficient cash to pay all ofits operating expenditures, debt service, debt service coverage

gcnerate appropriate levels of intemally generated funds and maintain financial metrics

that not only satisfy the utility's bond covenants but also are sufficient to maintain or

improve the utility's credit rating so that it can access the credit markets at the lowest cost

possible. In determining just and reasonable rate levels for PGW under the cash flow

method, therefore, the Commission must consider, among other relevant factors: PGW's

available short-term borrowing capacity and intemal generation of funds to fund

construction; the debt to equity ratios and financial performance of similarly situated utility

enterprises; the level of operating and other expenses in comparison to similarly situated

2
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utility enterprises; and the 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

The purpose of the financial benchmarking study is to compare PGW's key metrics

to other businesses in the same general industry as PGW (i.e., peer groups). Specifically,

the benchmarking study measures the financial performance of PGW and comparison

companies, or peer company groups, from 2014 through 2018, via benchmarks. My study

benchmarks specific information such as fiscal year end cash levels2, days of cash, debt to

equity ratios, credit ratings, non-gas operating expenses, and other financial performance

metrics covering the most recent five-year period. The other financial performance

metrics benchmarks include credit rating criteria measures. and various ratios calculated

from information contained on PGW's and peer company groups' balance sheets,

statements of revenues and expense and changes in net position (e.g., income statements),

statement of cash flows, and operating statistics.

PLEASE SUMMARIZE THE INFORMATION CONTAINED IN YOUR
BENCHMARK STUDY.

Yes. The benchmark study is attached as Exhibit HW-l and is composed of 5 Schedules.

The benchmark study includes results for PGW and three peer company groups including:

municipally owned utilities; Pennsylvania investor-owned utilities; and investor-owned

utilities that operate outside of Pennsylvania. The peer company groups include the results

of 23 utilities. The benchmark study compares PGW's benchmarked statistics against

I Pennsylvania Public Utihty Commission, "Apphcation of PGW Cash Flow Ratemaking Method Final Statement
of Policy," $ 69.2703, in Docket No. P-2009- 2136508.
2 It should be noted that PGW's fiscal year ends in August when cash needs are at their lowest compared to their
needs during the heating season. Accordrngly, PGW's August cash balance is rapidly "spent down" during the
winter months.
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those of the benchmark utilities. The benchmark study also reviews forecasted

benchmarking metrics of PGW's financial performance that were estimated reflecting the

proposed rate increase.

I believe that operating and financial benchmarks are usefirl but also recognize their

limitations. When utilizing benchmarks, it must be recognized that no comparison

group(s) or individual utility will have the exact operating and financial composition as the

company being studied. For example, PGW is not exempt from PUC regulation as most

other municipal ("MUNI") gas utilities are. Most MUNI gas utilities' rate requirements

are established by the needed funds to run the system. Further, most MUNIs, including

PGW, use a Govemment Accounting Standards Board ("GASB") process of accounting

versus Financial Accounting Standards Board ("FASB") method of accounting used by

investor-owned utilities ("lOU"). I explain some of the differences between GASB and

FASB later in my testimony.

Therefore, an individual company's characteristics and operating requirements

should be considered when viewing the results of a benchmark analysis to any peer group

company(s). That is, a conclusion regarding any single benchmark data or ratio should

only be reached after considering the individual company's characteristics and operating

requirements. Moreover, individual benchmark results should also be viewed in the

context ofthe range ofthe results for a peer group(s), notjust an average for a peer group(s).

DESCRIPTION OF THE PHILADELPHIA GAS WORKS

PLEASE GIVE A BRIEF DESCRIPTION OF PGW.

PGW is owned by the City of Philadelphia ("City") and is accounted for in the City's

audited financial statements as a component unit of the City; however, PGW is legally

10
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separate from the City. PGW is the largest municipally-owned gas utility in the nation.

The price of service of PGW's ratcs is regulated by the PUC. PCW sells natural gas within

the City, its service territory, and is the exclusive distributor of natural gas within the limits

of the City. PGW maintains a distribution system with approximately 3,046 miles of gas

mains and approximatcly 476,938 service lines serving approximately 506,000 customers

at year-end 20 I 8. PGW's customer base is largest at the end of the peak heating season

and decreases afterwards as customers terminate their service until the next heating season

begins.

In addition to an extensive distribution system, PGW operates facilities for the

liquefaction, storage, and vaporization of natural gas to supplement gas supply taken

directly from interstate pipeline and storage companies chiefly for peak shaving purposes.

PGW's service area consists of an urban area of 134 square miles, the limits of the City,

located in southeast Pennsylvania along the Delaware River. According to the United

States Census Bureau, as of July l, 2016, Philadelphia had a population of approximately

1,567 ,872.

THE INDUSTRY

PLEASE GIVE A BRIEF OVERVIEW OF THE INDUSTRY IN WHICH THE
COMPANY OPERATES.

PGW operatcs in the natural gas industry in the gas distribution segment. The natural gas

industry includes entities involved in the ownership and operation of industry segments

consisting of production; gathering and processing; transmission; and distribution. The

natural gas distribution industry segment, or local distributing companies ("LDCs"),

includes businesses Standard Industrial Classification ("SIC") code of 4923 which are
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"engaged in both the transmission and distribution of natural gas for sale" and "engaged in

the distribution of natural gas for sale" (SIC Code 4924).3

Approximately 1,400 LDCs distribute natural gas to end-use customers across the

United States through over 1.2 million miles of distribution pipe. Each LDC has a unique

combination of scale, load profile, and climatic attributes. IOUs dominate the gas

distribution segment industry and MUNIs are also active LDCs. Investor-owned LDCs

are subject to price regulation by state public utility commissions while most MUNIs are

not. Uniquely, even though PGW is a MUNI, it is price regulated by the PUC. "PGW's

state rate regulation constrains its cost recovery framework in comparison to the majority

of municipally owned gas utilities in the United States, which benefit from local

unregulated rate setting."4 In setting rates, state public utility commissions typically

attempt to balance the different interests of consumers, who want low rates, and company

investors, who seek adequate returns on their investments.

The "demand for natural gas is driven by energy use, which in turn is influenced by

overall economic activity. The profitability of LDCs "depends largely on the efficiency of

their operations, because prices typically are fixed by public utility commissions.

Companies that operate multiple distribution networks may enjoy economies of scale in

purchasing. Small companies can compete effectively through a strong regional

presence." The United States' LDC "industry is highly concentrated: the 50 largest

companies account for about 90% of revenue."5

3 Seehttps:i/siccode.com/sic-code/4923inatural-gas-transmission-distribution,lllS/20andhttps://siccode.com/sic-
codei4924lnatural-gas-distribution, I 118/20.
4 Moody'slnvestorsServices,CreditOpinion,"Philadelphia(Cityof)PAGasWorks,"6110/19,pgl.
5 D&B Hoovers, "Natural Gas Distribution & Marketing Industry Insights From D&B Hoovers "
http:/iwww.hoovers.com/industry-facts.natural-eas-distribution-marketine. l283.html , lll8l2O2O.
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INVESTMENT RISK

PLEASE DEFINE THE TERM RISK.

Risk is the uncertainty associated with a particular action; the greater the uncertainty of a

particular outcome, the greater the risk. Investors who invest in risky assets expose

themselves to investment risk particular to that investment. Investment risk is the sum of

business risk and financial risk. Business risk is the risk inherent in the operations of a

business. Assuming that a business is financed with 1007o common equity, business risk

includes all operating factors that affect the probability of receiving expected future income

such as: sales volatility, management actions, availability of product substitutes,

technological obsolescence, regulation, raw materials, labor, size and growth of the market

served, diversity of the customer base, economic activity of the area served, and other

similar factors.

WHAT IS FINANCIAL RISK?

Financial risk reflects the manner in which an enterprise is financed. Financial risk arises

from the use of fixed cost capital (leverage) such as debt and/or preferred stock, because

of the contractual obligations associated with the use of such capital. Because the fixed

contractual obligations must be serviced before eamings are available for common

stockholders (fund equity), the introduction of leverage increases the potential volatility of

the earnings availablc for common shareholders (fund equity) and therefore increases

common shareholder (fund equity) risks.

Although financial risk and business risk are separate and distinct, they are

interrelated. In order for a business to maintain a given level of investment risk, business

risk and financial risk should complement one another to the extent possible. For
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example, two firms may have similar investment risks while having different levels of

business risk, if the business risk differences are compensated for by using more or less

leverage (financial risk) thereby resulting in similar investment risk.

PEER GROUPS

WHAT PROCESS DID YOU FOLLOW IN SELECTING THE PEER GROUP
COMPANIES USED IN THE BENCHMARK STUDY?

Since no companies are perfectly identical to PGW, I considered the financial and

operating statistics of PGW when I selected the companies used for comparison purposes.

This process resulted in the selection of 23 "peer" utilities companies which operate in the

same basic industry as PGW. The23 "peer" utilities companies were separated into three

peer groups including: municipally owned utilities; Pennsylvania investor-owned utilities;

and investor-owned utilities that operate outside of Pennsylvania. It should be noted that

the three peer groups are collectivcly referred to as the "Peer Groups". Further, the

individual companies which comprise the Peer Groups are collectively referred to as

"ALLCOS". After selecting the Peer Groups, I considered the investment risk differences

between PGW and the Peer Groups when evaluating the benchmark metrics.

WHAT CHARACTERISTICS OF PGW DID YOU CONSIDER IN SELECTING
THE PEER GROUP COMPANIES USED IN THE BENCHMARK STUDY?

I believe that similar economic, industry and busincss risks affect PGW as other entities

also operating in the natural gas distribution industry segment and accordingly, I attempted

to consider only US natural gas LDCs for inclusion in the Peer Groups.6 Next, I consider

system density (customers per mile of main), amount of revenue and volume of throughput

(MCF), type of infrastructure (percentage cast iron mains), location of operations,

l0
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6 The small number of munrcrpal LDCs resulted rn the inclusion of two municrpal utilities wrth electric operations.
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residential volumes as a percentage of total volumes (percentage of residential sendout),

and ownership characteristics (lOU or MUND.7 Finally, the availability of five-years

(2014 to 20 I 8) of financial and operating statistics for the gas operations was required. s

HOW DID YOU SELECT THE PEER GROUP COMPANIES USED IN THE
BENCHMARK STUDY?

I selected the Peer Groups based on PGW's characteristics previously discussed. I believe

that similar economic, industry and business risks have affected the Peer Groups as those

faced by PGW. However, consideration must be given to the fact that no two companies

are exactly alike. Accordingly, the Peer Groups were selected based on subsets of PGW's

characteristics. This required a broadening of the range of characteristics to produce Peer

Groups large enough to provide meaningful comparisons with PGW. This process

resulted in the selection of the Peer Groups that operate in the same basic industry as PGW

and share many of PGW's characteristics. The range of metrics (characteristics) used and

relaxed to produce the Peer Groups were generally attributable to ownership, regulation

(or lack thereof), and location of service.

I selected a group of municipally owned utilities ("MUNI Group") since PGW is a

MUNL The composition of the MUNI Group includes mainly LDCs from across the

country. The composition reflects the fact that there are only a relatively small number of

large MUNI LDCs existing in PGW's general regione, coupled with consideration of

7 I relied primarily on information from the American Gas Association ("AGA") found at
https://www.aga.org/research/datalannual-report-of-volumes-revenues-and-customers-by-company-2002-2016/ and
https://www.aea.ore/research/data/distribution-pipe-by-company-annual-data- 1990--2016/ for screening.
8 Based on information available from S&P Capital IQ, PA PUC Annual Reports, Audited Annual Reports obtained
from entities' websites, and AGA Statistics.
9 See "Top 100 Largest Municipal Gas Systems by Natural Gas Throughput Volume" (From EIA Form 176 data for
calendar year 2017), at https://higherloeicdownload.s3.amazonaws.cor/APGA/ I l5 I c I f6-49e I -4598-badd-

I 2 7e3 3 da42cdlUp loadedlmases/About/Top_ I 00_by_Throuehput_20 I 7.pdf.

9{ 1085767s.3 )
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PGW's other characteristics. Some MUNI LDCs were found to have an abnormally low

amount of debt, and/or negative net income, producing unusable metrics for comparison

purposes. Additionally, only a limited number of large MUNI LDCs had financial

information for just gas operations. As a result, I included two MUNIs with electric

operations in the MUNI Group. The names of the entities that comprise the MUNI Group

are

'/ Citizens Energy Group - Gas Segment

', Richmond - Gas Fund, City of

PGW is the only gas MUNI regulated by the PUC. Since PGW's service is price

regulated by the PUC, a group comprised of investor-owned gas utilities operating in

Pennsylvania ("lOUPA Group") was selectcd. In selecting the companies for the IOUPA

Group, I considered all 15 natural gas distribution companies regulated by the PUC and

then excluded those utilities that were not comparable due to size and/or lacked five-years

of required financial and operating information.l0 The names of the LDCs that comprise

the IOUPA Group are:

'/ Columbia Gas of Pennsylvania, Inc.

l0 The following companies were elimrnated due to their size; Chartiers Natural Gas Company, Inc.,
Leatherstocking Gas Company LLC, North East Heat & Light Company, Peoples Gas Company (Formerly Peoples
TWP), Pike County Light & Power Company (Gas), and Valley Energy. Peoples Natural Gas Company LLC, and
Peoples - Equitable Division (Formerly Equitable Cas) were elimrnated due to lack of five-years of required
financial and operating information as a result of their merger into UGI Utilrtres lnc. (Gas).

( L085767s 3 ) l0
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In forming a third peer group I selected investor-owned LDCs that operate outside

of Pennsylvania ("lOU Group"). In selecting the companies for the IOU Group, I

considered all tOU natural gas distribution companies that operate in the North Atlantic

region from Maryland to Massachusetts, excluding Pennsylvania, after considering PGW's

other characteristics. The names of the LDCs that comprise the IOU Group are:

'/ New Jersey Natural Gas Co

DIFFERENCES BETWEEN MUNICIPAL AND INVESTOR-OWNED UTILITIES

WHAT DIFFERENCES ARE THERE BETWEEN MUNICIPAL AND INVESTOR-
OWNED UTILITIES?

23

24
a.

25 A. The main differences between MUNIs and IOUs are financial in nature and involve a

26 combination of accounting, regulation, ownership, and taxation. As explained previously,

27 most MUNIs, including PGW, follow the standards of accounting and financial reporting

28 established by GASB versus the standards established by FASB used by IOUs.
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Differences in accounting practices exist between GASB and FASB because there are

differences in their purpose. That is, the GASB's motivations are to make sure

government entities are accountable for the money they receive from the public or

taxpayers, while the FASB's focus is to help investors and creditors make decisions.

MUNIs are not typically focused with the return on and the retum of their

investments of their utility systems as IOUs since they (MUNIs) deem that they are

providing a public service to their taxpayers and are more attentive to having adequate cash

flow to service debt and satisfy financial obligations. Further, MUNIs typically expense

some expenditures which are capitalizedby IOUs and many MUNIs do not typically fully

account for the replacement of all capital assets which are all typically capitalized (i.e.,

construction of capital assets, construction expenditures, etc.) and "booked" at original cost

by IOUs. These differences in accounting objectives between GASB and FASB can

present a problem when it comes to comparing the financial statements of IOUs with

MUNIs, such as the PGW and the MUNI Group, and vice versa.

The majority of MUNIs are not price regulated by a utility commission but rather

have rates approved locally by an unregulated rate setting board. The determination of

reasonable gas rates for IOUs and PGW is subject to rate regulation. For IOUs, rate

regulation serves as a substitute for competition in the marketplace since utility companies

are precluded from exercising complete control over the price to be charged their

customers. Under rate regulation, a cost of service formula is used to set the price for

service charged to IOUs' customers. The cost of service formula equates the revenue

requirement to the sum of annual operating expenses, taxes other than income, depreciation

expense, income taxes, and the product of the rate base times a fair rate of retum. PGW's

{m8s767s 3) t2
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ratemaking process is based on a Cash Flow Ratemaking Method where its revenue

requirement includes, among other things, having adequate cash flow rather than using a

rate base rate of retum method used for IOUs.

IOUs pay local, state and federal taxes while MUNIs are exempt from these taxes.ll

Moreover, IOU investors pay income taxes on their dividends and interest payments while

MUNI investors are exempt. Since the majority of MUNI bond interest is tax-exempt to

the investor, it lowers MUNIs' cost of borrowing vis-i-vis IOUs. As a result, MUNI

customers benefit fiom the tax-exemption of the interest paid to MUNI investors in the

form of lower rates for service.

It is the responsibility of price regulated IOUs seeking changes in rates to present

sufficient evidence, including a fair rate of retum, to their regulators in support of their

request. Historically, PGW and other MUNIs' rates have not considered a fair rate of

return nor taxes. That is, PGW and other MUNIs' rates would have been higher and their

financial results would have been improved if they included a provision for a fair rate of

rcturn and taxes.

DO PGW AND THE PEER GROUPS HAVE SIMILAR OPERATING RISKS?

Yes. From an operations standpoint, PGW and the Peer Groups have similar risks and are

indistinguishable. PGW and the Peer Groups are required to meet safety and

environmental requirements and are also required to provide safe and reliable services to

their customers and comply with utility commission regulations and/or federal and state

safety and reliability requirements. Further, MUNIs and IOUs have similar investment

risks as is evident by the fact that their bonds are often rated similarly. However, PGW is

10
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unique when compared with a traditional MUNI utility because PGW is not able to increase

rates for service at the discretion of municipal officials. Rather, PGW's rates fall under

the jurisdiction of the PUC. Accordingly, PGW must comply with the same regulatory

requirements for increasing rates as IOUs require. PGW experiences attrition and

regulatory lag similar to an IOU but lacks the benefits that income taxes provide an IOU,

for two reasons.

First, deferred income taxes provide IOUs a cash flow advantage that PGW does

not enjoy. Second, current income taxes included in IOUs' revenue requirement provide

a margin or cushion against an unanticipated drop in sales or increase in operating

expenses. PGW and other MUNIs do not have this margin of protection nor the cash flow

advantage which lOUs do.

CHARACTERISTICS

HOW DO PGW'S CHARACTERISTICS COMPARE WITH THOSE OF THE
PEER GROUPS?

10

u

12

13

t4
a

l5 A. Schedule 1 is a three-page schedule that provides a comparison between PGW's and the

16 Peer Groups' characteristics. As discussed previously, the Peer Groups were selected

17 based on subsets of PGW's characteristics. This required a broadening of the range of

l8 metrics or characteristics to produce Peer Groups large enough to provide meaningful

19 comparisons with PGW.

20 As shown on page 1 of Schedule l, PGW's system density (customers per mile of

2l main) is considerably greater than the Peer Groups'. Only Boston and Brooklyn in the

22 IOU Group have density approaching or exceeding PGW's. PGW's dcnsity is a function

23 of servicing primarily an urban territory. PGW also has a much higher percentage of cast

24 iron mains than the Peer Groups (Schedule l, page I ), reflecting its older infrastructure.
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State of operations, service being provided and ownership are also shown on page 1 of

Schedule l. As shown, PGW's operating revenues are generally similar to the Peer

Groups' revenues (Schedule l, page 1).

From comparing PGW's volume of throughput (MCF) to the Peer Groups'

averages it is evident that PGW's throughput (MCF) is about four times higher than the

MUNI Group, about 20% less than the IOUPA Group, and similar to the IOU Group

(Schedule l,page2). PGW's has slightly more miles of mains than the MUNI Group, far

lcss than the IOUPA Group, and slightly less than the IOU Group (Schedule l, page 2).

PGW's number of customers served is generally greater than the Peer Groups (Schedule 1,

page 2). PGW's residential volume as a percentage of total volumes (percentage of

residential sendout) is generally more than the Peer Groups (Schedule 1 , page 2). PGW's

average residential use (MCF) is more than the MUNI Group's but less than both the

IOUPA Group's and the IOU Group's (Schedule 1, page 2).

Page 3 of Schedule 1 shows the periods (decades) when PGW and the Peer Groups

mains where installed. As is evident from the information shown, PGW's system ofmains

is older than the Peer Groups. The Muni Group has thc newest system, followed by the

IOUPA group and then IOU Group. Age of the system is gcnerally an indication of the

need for more capital expenditures.

10

ll

t2

l3

t4

l5

16

t7

l8

t9
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Table I summarized the PGW's general characteristics relative to the Peer Groups'

Table I

WHAT PGW CHARACTERISTICS DIFFERENTIATE IT FROM THE PEER
GROUPS?

I previously discussed several characteristics that differentiate PGW from the Peer Groups.

In addition to those, PGW's structure of rates is quite unique. Figure I shows a

comparison between PGW's and the IOUPA Group's recent structure, or composite, of

residential rates. As shown in Figure l, PGW's rates have a much larger percentage, at

6.44o/o, devoted to the rate support of low income customers than the IOUPA Group as

measured by the Universal Service and Energy Conservation charge ("USEC"). The

IOUPA Group's USEC ranges from a low of 0.00yo to a high of 5.680/o and averages

2

J

4

5

6

7

8

9

l0
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t2
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14

l5
16
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t7A

20

18

l9

2t

22

PGW's Clraracteristics Relatrve To:

Characteristic MuniGroup IOUPA Group IOU Group

Densify Closest

o/o Cast lron Closest

State of Operation

Service Provided Yes

Asset Ownenliip

Operating Revenues Yes

TotalVo[urre Yes

Miles of Maur Yes

Cmtomers Close

7o Resrdential Sendout Closest

Avg Residential Use (MCF) More

Age of trstallation Closest

Yes

Mixed Yes

Yes

Yes Close

l,ess More

Yes More

Closest

Close

Less More

Newest New

23
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2.270 .12 PGW also has an OPEB component of 2.20o/o that the IOUPA Group does not.

PGW's distribution system improvement charge, or DSIC, rate of 6.98% is also much

larger on a percentage basis. The IOUPA Group's DSIC ranges from a low of 0.00Yoto a

high of 6.00%o and averages 0.91%. PGW's DSIC also differs from the IOUPA Group's

in that it is a cash-basis DSIC, charged on a pay-as-you-go basis.

Figure 1

BOND RATINGS

WHAT IS A BOND RATING AND WHY IS IT IMPORTANT?

A bond rating is a credit profile and provides an evaluation of credit risk. A bond rating is

usually the most important factor affecting the interest cost on bonds other than the term

12 Figure I shows that PECO does not have a USEC charge because their USEC component is embedded in their
variable distribution charge.

Monthty Bill for Residential Heating Customer ( I 5 mc flmonth)
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(life) of the bond issue. The major credit rating services such as S&P Global Ratings

("S&P"), Moody's Investors Service ("Moody's"), and Fitch Ratings Inc. ("Fitch") assess

a bond issuer's financial strength13 using letter grades. These credit rating agencies

append modifiers, such as * or - for S&P and Fitch and 1, 2, and 3 for Moody's to each

generic rating classification. For example, an "A" credit profile is comprised of three

subsets such as A*, A, A- for S&P and Fitch or Al, A2 or ,A3 for Moody's. The modifier

of either "+" or "1" indicates that the obligation ranks in the higher end of its generic rating

category; the modifier "2" indicates a mid-range ranking; and the modifier of "-" or "3"

indicates a ranking in the lower end of that generic rating category.

S&P, Moody's and Fitch publish financial benchmark criteria necessary to obtain

a bond rating for different types of bonds and utilities. As a generalization, the higher the

perceived business risk, the more stringent the financial criteria so the sum of the two,

business risk and financial criteria, remains the same.

The debt rating process generally provides a good measure of investment risk for

all types of investors because the factors considered in the debt rating process are usually

relevant factors that other investors (common stock) would consider in assessing the risk

of an investment. Credit rating agencies, such as S&P, assess the credit risk ofboth MUNI

revenue bonds and IOU bonds by separating risk into two categories.

For MUNI revenue bonds, the risk of an investment is separated between enterprise

and financial risk profiles. The enterprise risk profile includes the operating environment

or industry factors, and organization-spccific factors such as: economic fundamentals,

industry risk, market position, and operational management. The financial profile assesses

2

J

4

5

6

7

8

9

l0

11

t2

l3

t4

l5

16

17

l8

l9

2l

20

l3 Ability to pay principal and interest, in a timely fashion.
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the financial strength with three factors: coverage metrics, liquidity and reserves, and debt

and liabilities.ra

For IOU bonds, the risk of an investment is separated between fundamental

business analysis and financial analysis.ls The business risk analysis includes assessing:

Country risk; industry risk; competitive position; and profitability/peer group comparisons.

The financial risk analysis includes assessing: accounting; financial governance and

policies/risk tolerance; cash flow adequacy; capital structure/asset protection; and

liquidity/shoft -term factors.

WHAT IS THE BOND RATING OF PGW AND THE PEER GROUPS?

Page I of Schedule 2 shows the average bond/credit rating for PGW and the Peer Groups.

PGW's bond rating is A by S&P, A3 by Moody's, and BBB+ by Fitch. Based on these

ratings I calculated PGW's average credit profile to be A-. As shown, I calculated the

average credit profile for the MUNI Group's as AA-, the IOUPA Group's 4s gBB+, and

the IOU Group to be A. The weightings used to calculate the average credit profile are

shown on page 2 of Schedule 2.

The bond/credit ratings (Schedule 2, page 1) shows that PGW and the Peer Groups

have similar credit but PGW's credit profile is generally lower than the Peer Groups.

Prospectively, based upon PGW's construction program and OPEB obligations, PGW's

credit profile is likely to be strained and may result in a larger difference with Peer Groups'

14 S&P Global Ratings, Criteria - Governments - U.S. Public Finance: U.S. Municipal Retail Electric and Gas
Utilrties: Methodoloey and Assumptions, September 27 , 2018.
l5 Standard & Poor's, Corporate Ratings Cnteria, General: Criterra Methodology: Business Rrsk/Frnancral Risk
Matrrx Expanded, May 27, 2009, and Slandard & Poor's, Criteria Comorates General: Corporate Methodology,
November 19,2013 and Standard & Poor's, Criteria - Corporates - Utilities: Kev Credit Factors for the Reeulated
Utilities Industrv, November 19, 2013.

{L0r]s7675 3 ) l9
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profile. Without regulatory support, PGW's credit profile will rapidly deteriorate. I will

discuss the possibility of PGW's credit profile rapidly deteriorating later in my testimony.

HAS PGW'S BOND RATING IMPROVED AS A RESULT OF THE REVENUE
INCREASES GRANTED IN PRIOR RATE CASES?

Yes. Helpful regulatory support from PUC-authorized ratc increases has enhanced

revenues enabling PGW to present an improved credit profile as is evident from their

improved bond rating. Table 2 shows PGW's improved bond/credit rating since their last

two rate cases to date. As shown in Table 2, PGW's S&P and Moody's bond ratings have

generally increased one to two levels during this time period. I believe regulatory support

has played a key role in PGW being able to present a better credit profile resulting in

improved bond ratings and ultimately lowering cost to customers as a result of having

ability to finance at lower interest rates than otherwise would have been the case.

Table 2

BESIDES THE FACT THAT PGW'S BOND RATING IMPROVED SINCE PRIOR
RATE CASES, WHAT OTHER EVIDENCE DO YOU HAVE THAT PROVES
PGW'S IMPROVED BOND RATING IS A RESULT OF REGULATORY
SUPPORT?

10

ll

t2

13

14

15

16

17

l8

19

20
2t
22
23

24 A. S&P, Moody's, and Fitch have cited regulatory support in their recent assessments of PGW

credit quality. For example, S&P stated,

a

PGW's Long-Tenn Debt Ratings Weightings Assiped to Credit Ratings

S&P Moody's Fitch

Overall

Average

Credit S&P Moody's Fitch

Overall

Average

Weighting

20 l0 Rate Case

201 7 Rate Case

Curent Rating (2020)

BBB- Baa2

Baa I

A]

N/A

BBB+

BBB+

BBB-

BBB+

A-

r0.0

7.0

6.0

9.0

8.0

7.0

9.5

7.7

1.0

A-

A

8.0

8.0

25
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Although PCW is subject to rate regulation and does not benefit from the
flexibility we typically associate with municipal utilities that have
autonomous rate setting authority, recent years' regulatory decisions
provided rate relief that supports extremely strong debt service
coverage metrics. Moreover, the regulator has authorized the utility's
use of several surcharges that support capital improvements and
postemploynent benefits. Also available to the utility are a weather
normalization adjustment that insulates margins from weather variability
and a gas cost rate adjustor that automatically passes on gas costs to
ratepayers on a quarterly basis.r6 (Emphasis added.)

Moody's specified,

Philadelphia Gas Works' ("PGW", A3, stable) credit profile reflects its
credit supportive regulatory environment that has increased the utility's
asset base and supported its main replacement program; a stable and
predictable leverage, financial and operating profile that is expected to be

maintained; a sizeable low income and modestly growing customer base;

and the utility's position as a supplier of last resort, which lelds consistently
above average retail rates.rT (Emphasis added.)

Further, Fitch detailed,

PGW's ability to establish its rates is subject to oversight by the
Pennsylvania Public Utility Commission (PUC), potentially limiting
needed rate increases and overall financial flexibility. Positively, the
utility's relationship with the PUC has remained constructive and
supportive in recent years, evidenced by an approximate 6.8oh base rate
increase that was approved and became effective December 2017, in
addition to the approval of various surcharges in the recent past. 18

(Emphasis added.)

WHAT FACTORS HAVE THE MAJOR CREDIT RATING AGENCIES
MENTIONED AS BEING POSITIVE CREDIT ATTRIBUTES AND AS BEING
NEGATIVE CREDIT CONCERNS?

l6 .S&P Global Ratings, Phrladelphra: Gas: Joint Criteria, May 8,2019.
17 Moody,'s Investors Senice, Credit Opinion, Philadelphia (City o0 PA Gas Works, June 10, 2019
18 Fitch Ratings, Fitch Affirms Philadelphia Pa's Gas Works Rev Bonds At'BBB+': Outlook Stable July 5,2018
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1 A. In the aforementioned crcdit review, S&P referenced the following positives which support

PGW's credit ratings: re

strong financial risk profile. The strong enterprise risk profile reflects our view of
PGW's strong operational management assessment and very strong economic
fundamentals, offset by our view of PGW's wlnerable market position. The very
strong financial risk profile reflects our view of PGW's extremely strong coverage
partly offset by its very high debt and liabilities position.

service payments after the annual transfer to the City of Philadelphia's general
tund).

'F Very strong liquidity and reserves, reflecting $131 million in unrestricted cash as

of audited fiscal 201 8, (measuring a strong 106 days of operating expenses), which
management projects will remain near cuffent levels.

9

10

l1

t2
l3
t4

l5
r6
t7
l8

t9

20

2t
22

23
24

past several years and projections that this trend will continue, mainly as a result of
PGW's several cost adjustment mechanisms in place, its desire to generate
significant intemal funds for capital needs, and its need to maintain liquidity targets.

S&P also stated the flowing negatives that could prospectively impact PGW's

credit rating:20

'F Vulnerable market position, as a result of very high rates versus those of other
regional providers and PGW's dependence on the Pennsylvania Public Utility
Commission (PAPUC) for approval for base-rate increases, with a mixed history of
support for filings, although this has improved recently.

Highly vulnerable debt and liabilities position, suggcsted by a very high debt-to-
capitalization ratio of 91oh as of fiscal 2018, although the ratio is projected to
decline to 54Yo by fiscal 2025, and with alarge capital plan of $830 million over
the next six years as PGW addresses its main replacement program.

25
26
27
28

29

30

l9 S&P Global Rattngs, May 8,2019.
20 lbid.
21 Moodv,'s Investors Sentce, June 10, 20 l9

In the former cited credit review, Moody's referenced the following positives which

support PGW's credit ratings:2r3t

{L08s767s 3} 22
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the Pennsylvania Public Utility Commission (PUC) and the fact that the PUC must
approve rates sufficient for PGW to satisfy its indenture required l.5x debt service
coverage ratio (DSCR) rate covenant.

'/ The improved rate structure will also help PGW fund future capital investments
with approximately 45% debt and 55Yo from internally generated cash, which will
help reduce the utility's leverage profile over time while also benefiting from
additions to its asset base.

PGW continues to annually improve the funding of its outstanding OPEB liabilities
with both the PUC approved OPEB rate surcharge and cash on hand. We expect
the OPEB funding levels to continue to annually improve given the PUC's approval
to extend the OPEB surcharge, which would correspondingly lower the annual
OPEB costs to the utility.

Moody's identified the following possible negatives that could impact PGW's

9

10

ll
t2
l3

t4

15

22 tbid.
23 Filch Ratings, July 5, 2018

t9

20
21

16

t7
l8

27
28

29

22

23

24
25

26

credit rating'.22

to the majority of municipally owned gas utilities in the US, which benefit from
local unregulated rate setting.

'p A less credit supportive rate regulatory environment

'/ Increased leverage without sufficient cost recovery or a material decline in
liquidity.

Fitch referenced the following positives in the previously citcd credit review which

support PGW's credit ratings:23

'F A significant reduction in PGW's leverage and an improved cost structure due in
part to further rate increases and/or other revenue enhancements could lead to
positive rating action.

'F Overall, Fitch views the approval of the rates favorably; however, the rate regulated
environment does limit flexibility given the time it may take to implement
necessary changes.

( L08s7675 3 ) 23
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Fitch acknowledged the following possible negatives that could impact PGW's

credit rating:z4

costs would exert downward pressure on the ratings.

')t Failure to secure appropriate rate relief to support capital investment and related
borrowings would likely have negative rating ramifications.

ARE THERE OTHER ASPECTS OF PGW'S SERVICE AREA WHICH MAY
CAUSE CONCERN TO THE MAJOR CREDIT RATING AGENCIES AND HAVE
NEGATIVE CREDIT TRAITS?

Yes, the major credit rating agencies evaluate the economy of the area served as part of

their credit assessment. In particular, the major credit rating agencies look at median

household income ("MHI") and poverty rates of the service area as compared to the nation

as a whole. The MHI of PGW's service area is about 74% (2018) of the national average

and thc poverty rate is about 208% (2018) of the national average according to the

American Community Survey (ACS), the Census Bureau. Neither of these demographic

statistics is supportive of credit quality and suggests PGW's other attributes must be higher

than otherwise to countcrbalance the negative demographic statistics.

BENCHMARK METRICS

PLEASE EXPLAIN THE PURPOSE OF THE BENCHMARK METRICS.

Yes. In determining just and reasonable rate levels for PGW using the cash flow method,

the Commission must consider, among other relevant factors: PGW's available short-term

borrowing capacity and intemal generation of funds to fund construction; the debt to equity

ratios and financial pcrformance of similarly situated utility enterprises; thc level of

operating and other expenses in comparison to similarly situated utility enterprises; and the
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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.2s

The purpose of the benchmark metrics is to compare PGW's key metrics to the Peer

Groups'. The benchmark metrics measures the financial performance of PGW and the

Peer Groups from 2014 through 2018.

HOW DID YOU DETERMINE WHICH BENCHMARK METRICS TO MEASURE
AND WHY DID YOU SELECT THEM?

I selected the benchmark metrics based on the needs of PGW to provide the Commission

the measures necessary to satisfy the Commission's requirements in meeting the

Commission's "Application of PGW Cash Flow Ratemaking Method-Final Statement of

Policy" referenced previously. In addition to providing the specific metrics stated in the

Commission's "Application of PCW Cash Flow Ratemaking Method--Final Statement of

Policy" I calculated the financial performance metrics used by the major credit rating

agencies' (S&P, Moody's and Fitch) and referenced in their credit rating criteria measures.

The benchmark metrics I used include metrics used to assess both MUNI and IOU

debt. The three most important metrics the major rating agencies use for evaluating

MUNI debt include debt to equity ratios, debt service coverage, and Days Cash, and each

of these metrics is included in my analysis. As a generalization, the financial performance

metrics used by the major credit rating agencies during their credit rating process of MUNI

and IOU debt fall into four categories: Leverage & Risk; Liquidity; Solvency; and

Efficiency.

25 Pennsylvania Public Utility Commission, "Application of PGW Cash Flow Ratemaking Method Final
Statement of Policy," $ 69.2703, in Docket No. P-2009- 2136508.
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In gathering the data required to calculate the benchmark metrics I found some

entities lacked certain financial information (gross plant) required for a specific metric.

As a result, I expanded the number of benchmark metrics to include similar data (net plant

or total capitalization) to provide similar measures while also providing the original

measure. That is, I did not substitute data; rather, I providcd complementary metrics in

addition to the original metric.

For consistency I used the same "generic" data reported on financial statements for

all entities when I calculated the benchmark metrics, thus making the metrics comparable

across all entities. As a result, the benchmark metrics I calculated for PGW may differ

from benchmark metrics determined by other PGW witnesses who utilized more detailed

information.

WHAT BENCHMARK METRICS DID YOU USE IN YOUR ANALYSIS?

I used 22 benchmark metrics for comparative purposes. Schedule 3 defines the inputs

used in calculating each benchmark metric. As stated, the metrics fall into four categories:

Leverage & Risk; Liquidity; Solvency; and Efficiency. Of the 22 benchmark metrics, six

metrics provide measures of Leverage & Risk, three metrics appraise Liquidity, five

metrics assess Solvency, and eight metrics cvaluate Efficicncy.26 The 22 benchmark

metrics are shown on pages I through 22 of Schedule 4 and are listed in Table 3.
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26 It should be noted that the larger number of metrrcs devoted to gauglng Efficiency, relatrve to thc other three
categories, is due to the repetitrve nature of some metncs as a result of the lack of requrred data (gross plant) for
some entltles and the creation of substitute comparable metrics.
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As is evident by viewing the information shown on Schedule 4, each metric was

measured annually over the five-year period (2014-2018), averaged across the five-year

period, and then, at the bottom of each page of Schedule 4, PGW's metric was ranked

within the range of each Peer Groups' metric for comparison purposes. That is, for

comparative ranking purposes, PGW was arrayed within the result of each Peer Groups

and within all 23 Peer Groups entities (ALLCOS). For example, the MUNI Group

contains seven entities but after PGW's results were measured relative to the range of the

seven entities, PCW's ranking is shown relative to eight MUNI Group entities since PGW
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became the eighth entity. A similar process was used for all Peer Groups and the

ALLCOS.

For descriptive purposes, when describing the results of the rankings relative to the

Peer Groups, the term "favorably" (denoted by a "+" on Schedule 4) is used for the lowest

two ranks (i.e., a rank of I or 2), the term "neutral" (denoted by a ":" on Schedule 4) is

used for the more central ranks, and thc term "unfavorably" (denoted by a "-" on Schedule

4) is used for the highest two ranks. A similar process was used for ranking the ALLCOS

except the lower (favorably) and upper (unfavorably) "tails" were expanded from two

ranks to six ranks each because 24 entities were ranked as part of ALLCOS.

The numerical ranking of each metric is relative to the metric being measured and

the metric's implication on credit quality. For example, a higher Debt/Capitalization

metric is riskier, less favorable and should have a higher numerical rank while a higher

Debt Service Coverage metric is less risky, more favorable and should have a lower

numerical rank. This method enabled the least risky, most favorable metric to always be

ranked 1 and vice versa. Table 4 illustratcs the rankings and the descriptive terms.
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Key to Ranllng

Symbol

Used on

Schedule 4

Tenn

Used in

Report

+ <#
{.€

-+

Favorable

Neutral

Unftvorably

Rankins Numbers and Descrifitive Tenn Used in the Report

It 7 ll 24

Rank

NLunber of
MUNI
Croup

IOUPA

Group

rou
Croup ALLCOS

Favorable Favorable Favorable Favorable

) Favorable Favorable Fa,u'orable Favorable

-) Neutral Neutral Neural Favorable

I Neutral N eutra I Neutral Favorable

5 Neutral NeLrtral Neurtral Favorable

6 Neutral L)nf)vorably Neutral Favorable

7 Unfrvorably Unfrr'orably Neutral Neutral

8 Unfavorably NeLrtral Neutral

9 N eLrtral Neutral

t0 Unlhvorabty Neutral

ll Unlivorably Neutral

t2 N eutra I

l3 Neutral

t4 Neutral

t5 Neuh'al

l6 Neutral

t7 N eutral

t8 NeLrtra I

l9 LJnlarorabty

20 Un'lal'orably

2t Unlbrorabty

'r) LJnla,''orably

23 Unlavorably

24 Unftvorabty

Table 4

PLEASE DESCRIBE THE RESULTS OF THE LEVERAGE & RISK
BENCHMARK METRICS SHOWN ON SCHEDULE 4.
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Yes. I used six benchmark metrics to assess Leverage & Risk (Schedule 4, pages I

through 6).

The DebVCapitalization (page l) - PGW's metric trended downward (improved)

until 2017 when PGW's implementation of GASB 75 (reporting OPEB liabilities for OPEB

plans) resulted in a substantial reduction of PGW's equity, which resulted in a large

increase in this metric. Debt/Capitalization is the most common measure of leverage.

Subsequent to 2017, PGW's metric continued its downward trend. PGW's

DebUCapitalization metric ranged from a low of 78%oto ahigh of 96ohfrom2014 to 2018,

averaged 85% during this period, and was 91o/o in 2018. The MUNI Group's metric

ranged from a low of 21%o to a high of 90o/o from 201 4 to 2018, averaged 63% during this

period, and was 59o/o in 2018. The IOUPA Group's metric was 45%o in 201 8 and averaged

45oh from2014 to 201 8 while the IOU Group's metric was 45o/o in 201 8 and averaged 41oh

from 2014 to 2018.

PGW's metric was positioned unfavorably relative to the five-year average and for

2018 when compared to the Peer Groups. The Debt/Capitalization metric was generally

higher for MUNIs compared to IOUs since MUNI utilities regularly debt finance projects

while IOUs can finance projects with both debt and equity. This fact commonly results in

MUNIs carrying higher levels of debt than IOUs.
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Figure 2

PGW ard ttrc MLINI Grotp: DebVCapializatbn Ratbs, 2014-2018
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Figure 2 shows a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has generally been within the range of the MUNI

Group's metric and trended in a similar direction.

The Operatine Margin (page 2) - PGW's metric trended downward until after 2016

and then improved. A higher Operating Margin indicates more cash flow produced by

revenues and hence, a lower risk profile. PGW's metric has largely been lower than both

the MUNI Group's and IOUPA Group's metric but similar to the IOU Group's metric.

PGW's metric was positioned unfavorably relative to the five-year average but positioned

neutral for 2018 when compared to all Peer Groups.
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Figure 3

PGW ad ttre IOU Grorp: Operating Margin Ratbs, 2014-2018
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Figure 3 shows a comparison between PGW's metric and the IOU Group's metric.

As shown, PGW's metric has generally been within the range of the IOU Group's metric

and trended in a similar direction.

The Debt Service/Cash OpEx (page 3) - PGW's metric trended slightly downwards

over the five-year period while Peer Groups' metric trended upwards. PGW's metric has

been lower (better) than the MUNI Group's but similar to the IOUPA Group's metric and

IOU Group's metric. PGW's metric was positioned neutral to favorably relative to both

the five-year average and for 2018 when compared to all Peer Groups.

{rr85767s.3 } 5Z
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Figure 4

PGW and tlrc MI-INI Grotp: Debt Servbe/CashOpEx Ratbs, 2014-2018
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Figure 4 shows a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has generally been within middle to lower part of the

range of the MUNI Group's metric and trended in an opposite direction.

The Debt/Customer (page 4) - PGW's metric trended slightly upwards over the five-

year period as did the Peer Groups' metric. PGW's metric has generally been similar to

the MUNI Group's but higher than the IOUPA Group's metric and IOU Group's metric.

PGW's metric was positioned neutral relative to both the five-year average and for 2018

when compared to all Peer Groups.

The Debt/Revenues (page 5) - PGW's metric trended slightly upwards until 2017

and then dropped as did the Peer Groups' metric. PGW's metric has generally been

similar to the MUNI Group's but higher than the IOUPA Group's metric and IOU Group's

metric. PGW's metric was positioned neutral relative to both the five-year average and
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for 2018 when compared to the MUNI Group and the IOUPA Group and unfavorably

compared to the IOU Group.

Figure 5

PGW ad the MLINI Gror.p: Debt/Revenues Ratbs, 2014-2018
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Figure 5 shows a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has generally been within middle to lower part of the

range of the MUNI Group's metric and trended in a similar direction.

The Debt/Equity (page 6) - PGW's metric trended downward (improved) until 2017

when PGW's implementation of GASB 75 (reporting OPEB liabilities for OPEB plans)

resulted in a substantial reduction of PGW's equity, which resulted in a large increase in

this metric. Subsequent to 2017, PGW's metric continued its downward trend. PGW's

metric was positioned unfavorably relative to the five-year average and for 2018 when

compared to the Peer Groups. The Debt/Equity metric was higher for MUNIs compared

to IOUs since MUNI utilities regularly debt finance projects while IOUs can finance
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projects with both debt and equity. This fact commonly results in MUNIs carrying higher

levels of debt than IOUs.

Overall, PGW's Leverage & Risk metrics trended similar to the Peer Groups'

metrics and were positioned neutral relative to both the five-year average and for 2018

when compared to all Peer Groups.

PLEASE DESCRIBE THE RESULTS OF THE LIQUIDITY BENCHMARK
METRICS SHOWN ON SCHEDULE 4.

Yes. I used three benchmark metrics to assess Liquidity (Schedule 4, pages 7 through 9).

The lGF/Revenues (page 7) - PGW's metric trended downward (deteriorated) until

after 2016 and then improved dramatically. A higher IGF/Revenues indicates more cash

flow produced by revenues and hence, a lower risk profile. PGW's metric has been lower

than both the MUNI Group's and IOUPA Group's metric but similar to the IOU Group's

metric. PGW's metric was positioned unfavorably relative to the five-year average and

2018 relative to the MUNI Group's and IOUPA Group's metric but positioned neutral to

the IOU Group's metric.

The FFO/CapEx (page 8) - PGW's metric trended downward (weakened) until after

2016 and then improved substantially. A higher FFO/CapEx indicates more cash flow

available to finance construction and hence, a lower risk profile. PGW's metric has been

lower than both the MUNI Group's and IOUPA Group's metric but better than the IOU

Group's metric. PGW's metric was positioned unfavorably relative to the five-year

average and 2018 relative to the MUNI Group's, positioned neutral to the IOUPA Group's

metric, and positioned favorably to the IOU Group's metric.

The Days Cash (page 9) - PGW's metric generally trended upwards (improved)

over the five-year period. A higher Days Cash indicates more cash available to pay for

l0

11

12

13

t4

l5

t6

t7

l8

19

2t

22

23

20

24

i L0ri57675 3 ) 35



I

2

3

4

5

6

7

8

9

t0

11

t2

13

t4

l5

l6

t7

t8

l9

PGW St. No.4

operating expenses, hence a lower risk profile. PGW's metric has been lower than the

MUNI Group's metric.27 PGW's Days Cash metric ranged from a low of 64 days to a

high of 95 days from 2014to 2018, averaged 74 days during this period, and was 95 days

in 2018. The MUNI Group's Days Cash metric ranged from a low of 23 days to a high of

457 days from 2014 to 2018, averaged 197 days during this period, and was 238 days in

2018. The IOUPA Group's metric was 78 days in 2018 and averaged 52 days from 2014

to 2018 while the IOU Group's metric was 2 days in 2018 and averaged 5 days from 2014

to 2018. The Days Cash metric is not a useful metric to compare MUNIs and IOUs since

IOUs usually have much different short-term borrowing ,urangements than MUNIs.

PGW's metric was positioned unfavorably for the five-year average and 2018 relative to

the MUNI Group's metric.

Figure 6

PGW ard ttrc MUNI Grotp: Dala Cas[ 2014-2018
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27 As noted previously, PGW's fiscal year ends in August when cash needs are at their lowest compared to their
needs during the heating season. Accordingly, PGW's August cash balance is rapidly "spent down" during the
winter months.
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Figure 6 displays a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has generally been in the lower portion of the range of

the MUNI Group's metric and trended in a similar direction.

Overall, PGW's Liquidity metrics trended similar to the Peer Groups' metrics and

were positioned unfavorably relative to both the five-year average and for 2018 when

compared to all Peer Groups.

PLEASE DESCRIBE THE RESULTS OF THE SOLVENCY BENCHMARK
METRICS SHOWI\ ON SCHEDULE 4.

Yes. I used five benchmark metrics to assess Solvency (Schedule 4, pages l0 through l4).

The FFO/Ave Debt (page 10) - PGW's metric trended downward (weakened) until

after 2016 and then improved through 2018. A higher FFO/Avg Debt indicates more cash

flow available to service debt and hence, a lower risk profile. PGW's metric has been

lower than all Peer Groups' metric. PGW's metric was positioned unfavorably relative to

the Peer Groups'five-year average but generally neutral for 2018 relative to the Peer

Groups'metric.
7

PGW and the MUNI Group: FFO/Avg Debt Ratios,2Ol4-2O18
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Figure 7 shows a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has generally been within the lower portion of the range

of the MUNI Group's metric and trended in a similar direction.

The FFO Coverage (page I l) - PGW's metric trended downward (deteriorated)

until after 2016 andthen improved through 2018. A higher FFO Coverage indicates more

cash flow available to pay interest and hence, a lower risk profile. PGW's metric has been

lower than all Peer Groups' metric. PGW's metric was positioned unfavorably relative to

the Peer Groups'five-year average. For 2018, PGW's metric was positioned neutral

relative to the MUNI Croup and unfavorably comparative to the IOU Group and the IOU

Group.

The EBIT Coverage (page l2) - PGW's metric trended downward (weakened) until

after2016 and then improved through 2018. A higher EBIT Coverage indicates the ability

of a company to pay the interest on its outstanding debt with pre-tax dollars and therefore,

is a lower risk profile. PGW's metric has been lower than all Peer Groups' metric.

However, since both the IOUPA Groups and the IOU Group pay income taxes, their

metrics should be higher than MUNIs. PGW's metric was positioned neutral relative to

the MUNI Group's metric for the five-year average and for 2018 and was positioned

unfavorably relative to the IOUPA Group's and IOU Group's metric for the five-year

average and for 2018.

8

9

l0

1l

t2

13

l4

l5

l6

t7

l8

19

20

{L08s767s 3} 38



{ 108s767s.3 }

PGW St. No.4

Figure 8

PGW ad the MUNI Grorp: EBIT Coverage,2014-2018
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Figure 8 shows a comparison between PGW's metric and the MUNI Group's

metric. As revealed, PGW's metric has generally been within the lower to middle portion

of the range of the MUNI Group's metric and trended in a similar direction.

The Interest-Only Debt Service Coveraee (page 13) - PGW's metric trended

upwards (strengthened) over the five-year period. A higher Interest-Only Debt Service

Coverage indicates the ability to pay the interest on its outstanding debt and consequently,

is a lower risk profile. PGW's metric has been lower than all Peer Groups' metric.

PGW's metric was generally positioned unfavorably relative to the Peer Groups' metric

for the five-year average and for 2018.

The Debt Service Coverage (P & I) (page 14) - PGW's metric trended upwards

(improved) over the five-year period. A higher Debt Service Coverage (P & I) indicates

the ability to service or pay the interest and principal on outstanding debt and accordingly,

is a lower risk profile. PGW's metric has generally been lower than all Peer Groups'
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metric. PGW's Debt Service Coverage (P & I) metric ranged from a low of 1.l3-times to

a high of 2.00-times from 2014 to 2018, averaged 1.52-times during this period, and was

2.00-times in 2018. The MUNI Group's metric ranged from a low of 0.45-times to a high

of 9.41-times from 2014 to 2018, averaged 2.53-times during this period, and was 2.02-

times in 2018. The IOUPA Group's metric was 5.26-times in 2018 and averaged 5.62-

times from 2014 to 2018 while the IOU Group's metric was 2.82-times in 2018 and

averaged 4.05-times from 2014 to 2018.

PGW's metric was positioned neutral for 2018 relative to the MUNI Group's metric

and unfavorably compared with the IOUPA Group's and IOU Group's metric. PGW's

metric was positioned unfavorably relative to all Peer Groups for the five-year average.

Figure 9

PGW and the MUNI Grotp:Debt Service Coverage (P & I), 2014-2018
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Figure 9 displays a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has improved and moved from below the range of the
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MUNI Group's metric to above the middle portion of the range of the MUNI Group's

metric.

Overall, PGW's Solvency metrics trended upwards while the Peer Groups' metrics

trended downwards. PGW's Solvency metrics were generally positioned unfavorably to

neutral relative to both the five-year average and for 2018 when compared to all Peer

Groups.

WERE THE DEBT SERVICE COVERAGES YOU JUST DISCUSSED
CALCULATED CONSISTENT WITH EACH ENTITIES' BOND ORDINANCE?

No, each entities' bond ordinance is unique to a particular bond or seniority of bond. The

debt service coverage ratios shown on Schedul e 4 are generic measures of aggregated debt

service coverage. Schedule 5 shows a comparison between the benchmark ratios

(Schedule 4) and bond ordinance debt service coverages reported by PGW and the MUNI

Group. As shown on Schedule 5, PGW's bond ordinance debt service coverages are

between 30o/o to 50% higher than the aggregate debt service coverage shown on Schedule

4.

PLEASE DESCRIBE THE RESULTS OF THE EFFICIENCY BENCHMARK
METRICS SHOWN ON SCHEDULE 4.

l0

ll

12
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14

l5

l6
17

o

18 A. Yes. I used eight benchmark metrics to assess Efficiency (Schedule 4, pages l5 through

19 22).

20 The CapEx/DA (page 15) - PGW's metric trended upwards (weakened) over the

21 five-year period. A higher CapEx/DA indicates the need for more extemal financing and

22 consequently, is a higher risk profile. PGW's metric has been higher than the MUNI

23 Group's metric but lower than the IOUPA Group's and IOU Group's metrics. PGW's

24 metric was positioned unfavorably relative to the MUNI Group's but favorably compared

25 with the IOUPA Group's and IOU Group's metrics for the five-year average and for 2018.
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The Net Plant/Gross Plant (page 16) - PGW's metric's trend was flat across the

time period as was the Peer Groups' trend. A higher Net Plant/Gross Plant indicates the

age of assets and the need for less capital expenditures and consequently, is a lower risk

profile. PGW's metric has been similar to the MUNI Group's metric and lower than the

IOUPA Group's and IOU Group's metrics. PGW's metric was positioned neutral relative

to the MUNI Group's but unfavorably compared with both the IOUPA Group's and IOU

Group's metrics for the five-year average and for 2018.

Figure 10

PGW ard ttrc MUNI Grorp: Net Pbnt/Gross Phnt Ratbs, 2014-2018
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Figure l0 shows a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has generally been in the middle range of the MUNI

Group's metric.

The CapExA.{et Plant (page l7) - PGW's metric trended upwards slightly over the

five-year period. A higher CapEx/\let Plant indicates the reinvestment rate of plant and

the possible need for more external financing; and consequently, is a higher risk profile.
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PGW's metric has been slightly higher than the MLINI Group's metric but somewhat lower

than the IOUPA Group's and IOU Group's metrics. PGW's metric was positioned neutral

relative to the MUNI Group's, and favorably compared with both the IOUPA Group's and

the IOU Group's metrics for the five-year average and for 2018.

The CapEx/Gross Plant (page l8) - PGW's metric's trend was flat across the time

period as was the Peer Groups' trend. A higher CapEx/Gross Plant indicates the

reinvestment rate of plant and the possible need for more external financing; and therefore,

is a higher risk profile. PGW's metric has been about the same as the MUNI Group's

metric but somewhat lower than the IOUPA Group's and IOU Group's metrics. PGW's

metric was positioned neutral relative to the MUNI Group's, and favorably compared with

both the IOUPA Group's and the IOU Group's metrics for the five-year average and for

2018.

Figure I I

PGW ard tlrc MUNI Grory: CapEx/Gross Plant Ratbs, 2014-2018
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Figure 1l shows a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has generally been in the middle range of the MUNI

Group's metric.

The CapEx/Capitalization (page l9) - PGW's metric trended upwards slightly over

the five-year period. A higher CapEx/Capitalization indicates the tumover rate of investor

provided capital and the possible need for more extemal financing; and accordingly, is a

higher risk profile. PGW's metric has been higher than the MUNI Group's metric but

lower than both the IOUPA Group's and IOU Group's metrics. PGW's metric was

positioned unfavorably relative to the MUNI Group's, and favorably compared with the

IOUPA Group's and the IOU Group's metrics for the five-year avetagc and for 2018.

The Net Plant/Capitalization (page 20) PGW's metric trended upwards

(strengthened) over the five year period. A higher Net PlantlCapitalization indicates the

cfficiency with which capital is raised and then invested and subsequently, is a lower risk

profile. PGW's metric has been much higher than the MUNI Group's metric but lowcr

than the IOUPA Group's and the IOU Group's mctrics. PGW's metric was positioned

favorably relative to the MUNI Group's, neutral to unfavorably compared with the IOUPA

Group's, and neutral to the IOU Group's metrics for the five-year average and for 2018.
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Figure 12

PGW ard the MUNI Grorp:Net Plant/CaptzlwtnnRatios, 2014-2018
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Figure 12 shows a comparison between PGW's metric and the MUNI Group's

metric. As shown, PGW's metric has been above the range of the MUNI Group's metric

in most years.

The Gas Revenue/MCF (page 2l) - PGW's metric's trend was generally flat across

the time period whereas the MUNI Group's trend was slightly down. A higher Gas

Revenue/\4CF invites possible load loss; and therefore, is a higher risk profile. However,

this metric is impacted by customer mix(oh residential) and the volume (MCF) of transport

only customers. PGW's metric has been higher than the Peer Groups' metric. PGW's

metric was positioned neutral relative to the MUNI Group's metrics, unfavorably relative

to the IOUPA Group's metrics, and neutral compared to the IOU Group's for the five-year

average and for 2018. The Peer Groups' lower percentage of residential customers

impacts this metric.
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The Non-Commodity Revenue/Revenue (page 22) - PGW's metric trended

upwards (strengthened) over the five-year period. A higher Non-Commodity

Revenue/Revenue measures efficiency; and therefore, is a lower risk profile. However,

this metric can be impacted by commodity (gas) prices. PGW's metric has been higher

than the Peer Groups' metric. PGW's metric was positioned favorably relative to the

MUNI Group's metrics, favorably to neutral relative to the IOUPA Group's metrics, and

favorably compared to the IOU Group's for the five-year average and for 2018.

Figure 13

PGW and the IOUPA Group: Non-Commodity Revenue/Revenue, 2014-2018
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Figure 13 shows a comparison between PGW's metric and the IOUPA Group's

metric. As shown, PGW's metric has generally been in the upper range of the IOUPA

Group's metric in most years.

Overall, PGW's Efficiency metrics trended in a similar direction as the Peer

Groups' metrics. PGW's Efficiency metrics were generally positioned favorably to

{L08s7675.3 } 46



2

PGW St. No.4

neutral relative to both the five-year average and for 2018 when compared to all Peer

Groups.

Based upon all the benchmark metrics (Schedule 4) reviewed, coupled with our

review of PGW's operating requirements, we concluded the PGW's financial and operating

results trended mostly in a similar direction as the Peer Groups and were positioned neutral

to unfavorably when compared to the Peer Groups' metrics. Given the difference

between PGW and the Peer Groups' credit quality (Schedule 2), I believe the benchmark

metrics support the need for additional rate support.

RATE SUPPORT IMPACT ON BENCHMARK METRICS

PREVIOUSLY WHEN DISCUSSING CREDIT RATINGS, YOU STATED, *I
BELIEVE REGULATORY SUPPORT HAS PLAYED A KEY ROLE IN PGW
BEING ABLE TO PRESENT A BETTER CREDIT PROFILE RESULTING IN
IMPROVED BOND RATINGS'" WHAT IS THE BASIS OF YOUR BELIEF?

A. To begin, I previously discussed Table 2 (see page 20 et seq.), which showed PGW's

bond rating improved following each of the last two rate cases. To clarify, the regulatory

support provided to PGW in their last two rate cases did not in itself result in bond rating

increases. Rather, the regulatory support provided PGW the wherewithal, or the ability to

present a better credit profile, which resulted in improved bond ratings.

The major credit rating agencies review a number of metrics as part of their credit

assessment. However, there are three key metrics which the major credit rating agencies

give strong consideration to: Debt/Capitalization1' Days Cash; and Debt Service Coverage

(P & l). Each metric measures a unique type of risk: Leverage & Risk

(Debt/Capitalization); Liquidity (Days Cash); and Solvency (Debt Service Coverage (P &

I)). Table 5 shows these three key metrics for PGW just prior to their last two rate cases

and for the current rate case based upon the most recent financial information available

(108s7675 3) 47
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when each rate case was filed (i.e. financial information for 2008,2015 and 2018).28

Table 5 also shows similar key metrics calculated for the fully projected future test year

("FPFTY") and the last year (2025) of PGW's forecast period; both with and without the

requested rate increase granted.2e

Table 5

When viewing the three key metrics shown in Table 5 it is important to understand

the metrics are not isolated metrics, rather they work in tandem with one another so that

the sum of their implications (risk) must offset one another if investment risk is to remain

unchanged. For example, if the risk of Leverage is high, then the risk measured for

Liquidity and Solvency must offset Lcverage's higher risk in order for the total risk

(investment risk) to remain unchanged. It is also important to recall that PGW's three key

metrics largely lag the Peer Groups' metrics as was discussed regarding Schedule 4.

Table 5 shows PGW's three key metrics (investment risk) generally improved

following their most recent two rate cases, as did their credit rating (Table 2).30 Table 5

also shows PGW's three key metrics are projected to rapidly deteriorate without rate relief

28 All metrics shown in the Tables 4 and 5 were calculated using the same methodologres used to calculate similar
metrics shown on Schedule 4. Therefore, the metncs use "generic" formulas used for benchmarking that may vary
from PGW's covenant calculations. PGW's covenant calculatrons require specific information that was not
available for all entities used rn the benchmarking analysis.
29 The financral informatron for the projected periods was taken from PGW's Schedules JFG-1 and JFG-2.
30 The lone exception regarding improved metrics was Debt/Caprtalization whrch was rmpacted by PGW's
implementation of GASB 75 (reporting OPEB liabrlities for OPEB plans) in2017 explarned prevrously.

8

I
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81

2.27

Histoncal Projected

Rate Increase Granted

Debt/Capitalization

Days Cash

Debt Service Coverage (P & I)

Aug-31

2008

85%

24

0.91

Aug-31

2015

19%

14

l.l 3

Aug-31

2018

9t%

95

2.00

Aug-31

2025

14%

-182

r.3l

Aug-31
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S7O MM

61%

62

1.88
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to levels, or risk implications not unlike 2008 and 2015. Conversely, with PGW's

proposed rate increase, shown in the two right hand columns of Table 5, PGW's three key

metrics are projected to be healthier and suggest a better risk profile or credit profile. I

believe regulatory support has played a key role in PGW being able to present a better

credit profile resulting in improved bond ratings and ultimately lowering cost to customers

as a result of having ability to finance at lower interest rates than otherwise would have

been the case. Table 5 demonstrates the need for continued regulatory support in order

for PGW to improve, or a least maintain, their credit profile.

HOW WOULD THE PROPOSED RATE INCREASE IMPACT PGW'S CREDIT
PROFILE?

Table 6 shows the three key metrics for PGW calculated for the historic test year ("HTY"),

future test year ("FTY"), FPFTY, and PGW's forecast period (2022 - 2025). The three

key metrics shown in Table 6 were calculated both without and with the requested rate

increase granted. As shown in Table 6, PGW's Debt/Capitalization will improve

significantly as a result of the requested rate increase being granted. PGW's Days Cash

will maintain close to the HTY level and Debt Service Coverage (P & I) will improve

significantly as a result of the requested rate increase being granted. Table 6 also shows

PGW's three key metrics will rapidly weaken without the proposed rate increase to levels

which generally proceeded HTY.
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Table 6

Regulatory support plays a key role in PGW being able to present a healthier credit

profile, improves bond ratings and ultimately lowers the cost to customers as a result of

PGW having the ability to finance at lower interest rates than otherwise would have been

the case.

SUMMARY AND OVERALL RECOMMENDATION

PLEASE SUMMARIZE YOUR ANALYSIS AND RECOMMENDATION.

Yes. My recommendation is based on the results of my benchmark study and my

recommendation is that PGW be afforded a timely rate increase to cover its costs and at

least maintain its financial stability. Authorizing the full rate increase requested would

send a strong positive signal of support to credit rating agencies, enable PGW to at least

maintain their credit profile, minimize borrowing costs and ultimately save customers

money in the long run. The benchmark study shows that PGW's financial performance

generally improved each year since 2014 based on both average performance, over the

2014 to 2018 time period, and also the trend from 2014 through 2018. The benchmarking

Rate Hry
Increase Aug-31

($MU) 201e

F'ry F'orecast Period

Metric

Aug-31

2020

Aug-31

2022

Aug-31

2023

Aug-31

2024

Aug-31

2025

Debt/Capitalization
0 84olt

84%

83o/;

83%

410 /

1t%
75%

66y,

76oto

66'r,

J 4o/o

6t%10

Days Cash
0 96

95

78

78

-21

8t

-61

9l

-119

'78

- 182

6270

Debt Serr,rce Coverage

(P&r)
0 2.15

2.0t

1.74

1.74

1.56

2.20

1.58

2.21

1.34

l.9l
l.3l
1.88'70
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study also shows that PGW lags its peers on some key benchmark, or metrics, such as Days

Cash and DebVCapitalization.

The benchmark study also reviewed forecasted benchmarking metrics of PGW's

financial performance based on the proposed rate increase. The forecasted benchmark

analysis shows that there is a continuing need to support PGW's financial stability with a

timely rate increase to enable PGW to further strengthen its credit profile and to lessen the

gap between itself and its peers.

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

A. Yes, it does.

{ L0857675.3 ) 5l
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APPENDIX A

Professional Qualifi cations
of

Harold Walker, Ill
Manager, Financial Studies

Gannett Fleming Valuation and Rate Consultants. LLC.

EDUCATION

Mr. Walker graduated from Pennsylvania State University in 1984 with a Bachelor of Science
Degree in Finance. His studies concentrated on securities analysis and portfolio management
with an emphasis on economics and quantitative business analysis. He has also completed the
regulation and the rate-making process courses presented by the College of Business
Administration and Economics Center for Public Utilities at New Mexico State University.
Additionally, he has attended programs presented by The Institute of Chartered Financial Analysts
(cFA).

Mr. Walker was awarded the professional designation "Certified Rate of Return Analyst" (CRRA)
by the Society of Utility and Regulatory Financial Analysts. This designation is based upon
education, experience and the successful completion of a comprehensive examination. He is also
a member of the Society of Utility and Regulatory Financial Analysts (SURFA) and has attended
numerous financial forums sponsored by the Society. The SURFA forums are recognized by the
Association for Investment Management and Research (AIMR) and the National Association of
State Boards of Accountancy for continuing education credits.

Mr. Walker is also a licensed Municipal Advisor Representative (Series 50) by Municipal
Securities Rulemaking Board (MSRB) and Financial Industry Regulatory Authority (FINRA).

BUSINESS EXPERIENCE

Prior to joining Gannett Fleming Valuation and Rate Consultants, LLC., Mr. Walker was
employed by AUS Consultants - Utility Services. He held various positions during his eleven
years with AUS, concluding his employment there as a Vice President. His duties included
providing and supervising financial and economic studies on behalf of investor-owned and
municipally owned water, wastewater, electric, natural gas distribution and transmission, oil
pipeline and telephone utilities as well as resource recovery companies.

(L085767s 3)



PGW St. No. 4

In 1996, Mr. Walker joined Gannett Fleming Valuation and Rate Consultants, LLC. In his
capacity as Manager, Financial Studies and for the past twenty years, he has continuously studied
rates of return requirements for regulated firms. In this regard, he supervised the preparation of
rate of retum studies in connection with his testimony and in the past, for other individuals. He
also assisted and/or developed dividend policy studies, nuclear prudence studies, calculated fixed
charge rates for avoided costs involving cogeneration projects, financial decision studies for capital
budgeting purposes and developed financial models for determining future capital requirements
and the effect of those requirements on investors and ratepayers, valued utility property and
common stock for acquisition and divestiture, and assisted in the private placement of fixed capital
securities for public utilities.

Head, Gannett Fleming GASB 34 Task Force responsible for developing Governmental
Accounting Standards Board (GASB) 34 services, and educating Gannett Fleming personnel and
Gannett Fleming clients on GASB 34 and how it may affect them. The GASB 34 related services
include inventory of assets, valuation of assets, salvage estimation, annual depreciation rate
determination, estimation of depreciation reserve, asset service life determination, asset condition
assessment, condition assessment documentation, maintenance estimate for asset preservation,
establishment of condition level index, geographic information system (GIS) and data
management services, management discussion and analysis (MD&A) reporting, required
supplemental information (RSI) reporting, auditor interface, and GASB 34 compliance review.

Mr. Walker was also the Publisher of C.A. Tumer Utility Reports from 1988 to 1996. C.A. Turner
Utility Reports is a financial publication which provides financial data and related ratios and
forecasts covering the utility industry. From 1993 to 1994,he became a contributing author for
the Fortnightly, a utility trade journal. His column was the Financial News column and focused
mainly on the natural gas industry.

ln 2004, Mr. Walker was elected to serve on the Board of Directors of SURFA. Previously, he
served as an ex-officio directors as an advisor to SURFA's existing President. In 2000, Mr.
Walker was elected President of SURFA for the 2001-2002 term. Prior to that, he was elected to
serve on the Board of Directors of SURFA during the period 1997-1998 and 1999-2000.
Currently, he also serves on the Pennsylvania Municipal Authorities Association, Electric
Deregulation Committee.

EXPERT TESTIMONY

Mr. Walker has submitted testimony or been deposed on various topics before regulatory
commissions and courts in 25 states including: Arizona, Califomia, Colorado, Connecticut,
Delaware, Hawaii, Illinois, Indiana, Kentucky, Maryland, Massachusetts, Michigan, Missouri,
New Hampshire, Nevada, New Jersey, New York, North Carolina, Oklahoma, Pennsylvania,
Rhode Island, South Carolina, Vermont, Virginia, and West Virginia. His testimonies covered
various subjects including: fair market value, the taking of natural resources, appropriate capital
structure and fixed capital cost rates, depreciation, fair rate of retum, purchased water adjustments,
synchronization of interest charges for income tax purposes, valuation, cash working capital, lead-
lag studies, hnancial analyses of investment alternatives, and fair value. The following tabulation
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provides a listing of the electric power, natural gas distribution, telephone, wastewater, and water
service utility cases in which he has been involved as a witness. Additionally, he has been
involved in a number of rate proceedings involving small public utilities which were resolved by
Option Orders and therefore, are not listed below.

Client Docket No.

Alpena Power Company

Armstrong Telephone Company -

Northern Division

Armstrong Telephone Company -

Northem Division

Artesian Water Company, Inc.

Artesian Water Company, Inc.

Aqua Illinois Consolidated Water Divisions

and Consolidated Sewer Divisions

Aqua Illinois Hawthorn Woods

Wastewater Division

Aqua Illinois Hawthom Woods Water Division

Aqua Illinois Kankakee Water Division

Aqua Illinois Kankakee Water Division

Aqua lllinois Vermilion Division

Aqualllinois WillowbrookWastewaterDivision
Aqualllinois Willowbrook

Water Division

Aqua Pennsylvania Wastewater Inc

Aqua Pennsylvania Wastewater Inc

Aqua Pennsylvania Wastewater Inc

Aqua Pennsylvania Wastewater Inc

Aqua Pennsylvania Wastewater Inc

Aqua Pennsylvania Wastewater lnc

Aqua Virginia - Alpha Water Corporation

Aqua Virginia - Blue Ridge Utility Company, Inc.

Aqua Virginia - Caroline Utilities, Inc. (Wastewater)

Aqua Virginia - Caroline Utilities, Inc. (Water)

Aqua Virginia - Earlysville Forest Water Company

Aqua Virginia - Heritage Homes of Virginia

Aqua Virginia - Indian River Water Company

u- 10020

92-0884-T-427

95-0571-T-427

90 l0
06 158

I r-0436

07 0620t07

07 0620107

l0-01 94

14-0419

07 0620t07

07 0620107

062v08 0067

062U08 0067

0621/08 0067

062v08 0067

07 0620107 062U08 0067

A-201 6-2580061

A-2017-2605434

A-20 r 8-3001 582

A-2019-3008491

A-2019-3009052

A-2019-3009052

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059
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Aqua Virginia - James River Service Corp.

Aqua Virginia - Lake Holiday Utilities, Inc.

(Wastewater)

Aqua Virginia - Lake Holiday Utilities, lnc. (Water)

Aqua Virginia - Lake Monticello Services Co.

(Wastewater)
Aqua Virginia - Lake Monticello Services Co.
(Water)

Aqua Virginia - Lake Shawnee
Aqua Virginia - Land'or Utility Company
(Wastewater)

Aqua Virginia - Land'or Utility Company (Water)

Aqua Virginia - Mountainview Water Company, Inc

Aqua Virginia - Powhatan Water Works, Inc.

Aqua Virginia - Rainbow Forest Water Corporation

Aqua Virginia - Shawnee Land

Aqua Virginia - Sydnor Water Corporation

Aqua Virginia - Water Distributors, Inc.

Berkshire Gas Company

Borough of Hanover

Borough of Hanover

Borough of Hanover

Chaparral City Water Company

California-American Water Company

Connecticut-American Water Company

Connecticut Water Company

Citizens Utilities Company

Colorado Gas Division

Citizens Utilities Company

Vermont Electric Division

Citizens Utilities Home Water Company

Citizens Utilities Water Company

of Pennsylvania

City of Bethlehem - Bureau of Water

City of Bethlehem - Bureau of Water

City of Bethlehem - Bureau of Water

City of Dubois - Bureau of Water

City of Dubois - Bureau of Water

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

Pue-2009-00059

l8-40

R-2009-2 l 06908

R-2012-2311725

R-20t4-242830

W02113a040616

ctvcv 156413

99-08-32

06 07 08

5426

R 901664

R 901 663

R-00984375

R 00072492

R-201 3-2390244

R-201 3-2350509

R-2016-2554150
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City of Lancaster Sewer Fund

City of Lancaster Scwer Fund

City of Lancaster Sewer Fund

City of Lancaster Sewer Fund

City of Lancaster Scwer Fund

City of Lancaster Water Fund

City of Lancaster Water Fund

City of Lancaster Water Fund

City of Lancaster Water Fund

City of Lancaster Water Fund

Coastland Corporation

Consumers Pennsylvania Water Company

Roaring Creek Division

Consumers Pennsylvania Water Company

Shenango Valley Division

Country Knolls Water Works, Inc.

East Resources, Inc. - West Virginia Utility
Elizabethtown Water Company

Forest Park, Inc.

Hampton Water Works Company

Hidden Valley Utility Services, LP

Hidden Valley Utility Services, LP

Illinois American Water Company

Indian Rock Water Company

Indiana Natural Gas Corporation

Jamaica Water Supply Company

Kane Borough Authority

Kentucky American Water Company, Inc.

Middlesex Water Company

Millcreek Township Water Authority

Missouri -American Water Company

Missouri-American Water Company

Mount Holly Water Company

New Jersey American Water Company

New Jersey American Water Company

New Jersey American Water Company

New Jersey American Water Company

R-0000s 109

R-00049862

R-201 2-2310366

R-2019-30 r 0955

R-2019-3010955

R-00984567

R-0001 6 I l4
R 00051 167

R-201 0-2 I 791 03

R-20t4-24t8872

I 5-cvs-2 I 6

R-00973869

R-00973972

90 w 0458

06 0445 G 427

wR06030257

l9-w-0168 & l9-w-0269
DW 99-057

R-201 8-300 I 306

R-201 8-3001 307

l 6-0093

R-91 l97l
38891

A-2019-30t4248

2007 00134

wR 89030266J

55 198 Y 00021 I I

wR 2000-281

sR 2000-282

wR06030257

wR 89080702J

wR 90090950J

wR 0307051 1

wR-06030257

t t.o8 57675 3 ) A-5



PGW St. No. 4

New Jersey American Water Company

New Jersey American Water Company

New Jersey American Water Company

New Jersey American Water Company

New Jersey American Water Company

New Jersey American Water Company

New Jersey Natural Gas Company

Newtown Artesian Water Company

Newtown Artesian Water Company

Newtown Artesian Water Company

Newtown Artesian Water Company

Newtown Artesian Water Company

Newtown Artesian Water Company

North Maine Utilities

Northern Indiana Fuel & Light Company

Oklahoma Natural Gas Company

Palmetto Wastewater Reclamation, LLC

Pennichuck Water Works, Inc.

Pennichuck Water Works, Inc.

Pennichuck Water Works, Inc.

Pennsylvania Gas & Water Company (Gas)

Pennsylvania Gas & Water Co. (Water)

Pennsylvania Gas & Water Co. (Water)

Pennsylvania Gas & Water Co. (Water)

Pennsylvania Gas & Water Co. (Water)

Pennsylvania Gas & Water Co. (Water)

Public Service Company of North Carolina, lnc.

Public Service Electric and Gas Company

Public Service Electric and Gas Company

Sierra Pacific Power Company d/b/a NV Energy

Presque lsle Harbor Water Company

St. Louis County Water Company

Suez Water Delaware, Inc.

Suez Water New Jersey, Inc.

Suez Water Owego-Nichols, Inc.

Suez Water Pennsylvania, Inc.

Suez Water Pennsylvania, Inc.

wR08010020

wR t0040260
wRl 1070460

wR150 r0035

wR17090985

wRl9l2l5l6
GR19030420

R-91 1977

R-00943 r57

R-2009-21 17550

R-201t-2230259

R-2017-2624240

R-2019-3006904

t4-0396

38770

PUD-940000477

20 l 8-82-5

DW 04 048

DW 06 073

DW 08 073

R-89126 r

R 901 726

R-91 1966

R-22404

R-00922482

R-00932667

G-5, Sub 565

ERt8l0l0029
GR 18010030

I 9-06002

u-9702

wR-2000-844

t9-0615

wRt8050593

l7-w-0528

R-201 8-3000834

A-201 8-3003519
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Suez Water Rhode Island, Inc.

Suez Water Owego-Nichols, Inc.

Suez Water New York, Inc.

Suez Westchester, Inc.

Suez Water Pennsylvania, Inc.

Town of North East Water Fund

Township of Exeter

United Water New Rochelle

United Water Toms River

Valley Water Systems, Inc.

Virginia American Water Company

West Virginia-American Water Company

West Virginia-American Water Company

Wilmington Suburban Water Corporation

York Water Company

York Water Company

York Water Company

York Water Company

York Water Company

York Water Company

Young Brothers, LLC

Docket No. 4800

l9-w-0168 & l9-w-0269
l9-w-0168 & l9-w-0269
l9-w-0168 & tg-w-0269
A-2018-3003517

9190

A-2018-3004933

w-95-W-l168
wR-g5050219

06 l0 07

PUR-201 8-001 75

t5-0676-W-427

I 5-0675-S-427

94-149

R-901 8 r 3

R-922168

R-943053

R-963619

R-994605

R-00016236

2019-0n7
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VERIFICATION

I, Harold Walker, III, hereby state that: (l) I am employed by Gannett Fleming Valuation

and Rate Consultants, LLC as Manager, Financial Studies; (2) I have been retained by

Philadelphia Gas Works ("PGW") for purposes of this proceeding; (3) the facts set forth in my

testimony are true and correct to the best of my knowledge, information and belief; and (a) I

expect to be able to prove the same at a hearing held in this matter. I understand that the

statements herein are made subject to the penalties of l8 Pa. C.S. $ 4904 (relating to unsworn

falsi fi cation to authorities).

February 28,2020

Dated Harold Walker, III, Manager, Financial Studies
Gannett Fleming Valuation and Rate Consultants, LLC

| 10857894. r l
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PHILADELPHIA GAS WORKS
PHILADELPHIA, PA

BENCHMARKING

EXHIBIT

TO ACCOMPANY THE

DIRECT TESTIMONY

FEBRUARY 2O2O

Prepared by:

GANNETT FLEMING
VALUATION AND RATE CONSULTANTS, LLC
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Valley Forge, Pennsylvania
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Natural (;as Munrcrpal

(Mrllrons $)

678 325Phrladclphra (ias Works

Munrcrnallv Omcd Natural Gas Utrlrtrcs

Crtrzcns Irncrgy Group

CI'S l-incrgy

Garnesvrlle Regronal Utrlrtres

Jackson Irncrgy Authorrty

J[.A []trlrtrcs

Knoxvrl lc [Jttlttlcs Board

Rrchmond. Crry'of

M(JNI Avcrage

PLJ(' Juflsdrctronal lnvcstor Owned Natural Gas Utllrtlcs

Columbra Gas ol- Pe nnsylvanra. Inc

Natronal Fucl (ias Drstnbutlon Corp

Pl'.CO Gas 1I',rclon Corporatron)

Pcoplcs Natural (ias Company LLC

Pcoplcs - [:qurtablc Drvrsron

[](il lltrlrtrcs Inc ((ias)

IOtlPA Averagc

Non-Jurrsdrctronal Invcstor Omcd Natural (ias lJtrlrtres

Boston Gas Co

Flrooklyn (Jnron (ias Co

Chcsapcakc [Jtr I rtrcs Corp

Colonral Ga; Co
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Phrladelphra Gas Works
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PHILADELPHIA GAS WORKS
DEFINITIONS OF BENCHMARK METRICS

Leverage & Risk

l. Debt/Capitalization - Total debt divided by total capital (sum of total debt and equity
capital).

2. Operating Margin - Operating Income divided by operating revenues minus purchased
gas/power expense.

3. Debt Service/Cash OpEx - The sum of principal paid on long-term debt plus interest,
divided by operating expenses minus depreciation and amortization expenses.

4. Debt/Customer - Totaldebt divided by totalyear-end number of gas customers.

5. Debt/Revenues - Total debt divided by operating revenues.

6. Debt/Equitlz - Total debt divided by fund equity (common equity).

Liquidity

7. IGF/Revenues - Operating revenues plus depreciation and amortization expenses, divided
by operating revenues.

8. FFO/CapEx - Net income plus depreciation and amortization expenses, divided by capital
expenditures.

9. Days Cash - Cash and cash equivalents divided by [(operating expenses minus
depreciation and amortization expenses) divided by 365]

Solvency

10. FFO/Ave Debt - Net income plus depreciation and amortization expenses, divided by
average total debt.

I l. FFO Coveraee - Net income plus depreciation and amortization expenses plus interest,
divided by interest.

12. EBIT Coverase - Net income plus interest plus income taxes, dividcd by interest.

13. Interest-Only Debt Service Coveraee - Operating Income plus depreciation and
amortization expenses, divided by interest.

14. Debt Service Coverage (P & I) - Operating lncome plus depreciation and amortization
expenses, divided by the sum of principal paid on long-term debt plus interest.
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PHILADELPHIA GAS WORKS
DEFINITIONS OF BENCHMARK METRICS

Efficiency

15. CapEx/DA - Capital expenditures divided by depreciation and amortization expenses.

16. Net PlanVGross Plant - Net plant divided by gross plant.

17. CapEx/Net Plant - Capital expenditures divided by net plant.

18. CaoEx/Gross Plant - Capital expenditures divided by gross plant.

19. CapEx/Capitalization - Capital expenditures divided by total capital (sum of total debt
and equity capital).

20. Nct Plant/Capitalization - Net plant divided by total capital (sum of total debt and equity
capital).

21. Gas Revenue/MCF - Total gas revenues divided by total gas (volumes) throughput.

22. Non-Commodity Revenue/Revenue - Operating revenues minus purchased gas/power
expenses. divided by operating revenues.
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At.l.COS (n=24) 22 2t 2t 21 24 23

lntcrprctatron of- Rank rngs

MlINI Group

IOUPA Croup

lotJ Group

AI-I,COS

Sourcc ol [nlilrmatron S&P Caprtal IQ, PIJC Annu,il Rcports. Audrtcd Annual Rcpons. and AGA Statrstrcs

5 8

7 '7

II



Exhibir Hw-l
Schedule 4

Page 2 of 22
PIIII-AI)I.,I-PI II^ GAS WORKS

COMPARA I'IVL BI:NCIIMARK DATA ANI) RA llOS

I]OR l'tlE FISCAl. YtiARS IrNl)l:l) 2014 - 20ltJ

C)peratrnB Mar8ln

201{ 2015 2016 2Ol7 20lt AveraEc

249o lSYo I 5"/" 2tv,Phrladclphra Cas Works

Munrcrnallv Owncd Natural Gas [Jtrlrtrcs

Crtrzcns I'-ncrgv Group

CPS F.ncrgv

Garnesl rllc Rcgronal IJtrlrtrcs

Jackson Irncrgv n uthonty

JEA lJtrlrtrcs

Knorvrllc IJtrlrtrcs Board

Rrchmond, Crty of'

MtJNIAvcragc

PtJC Jurrsdrctronal Investor Owncd Natural Gas (Jtrlrtrcs

Columbra Gas ol'Pcnnsyh'anra. Inc

Natronal Fucl Gas Drstnbutlon Corp

Pl-CO (ias (l xclon Corporatron)

Pcoplcs Natural (ias Company L[.o

Peoples - IrqulLrble Drvrsron

UGI Utrlrtrcs Inc ((ias)

I(X-lPA Avcragc

Non-Juilsdrctronal Invcstor Owncd Ndtural Gas IJtrlrtrcs

Boston (las Co

Brooklyn Unron (ias Co

Chesapcakc IJtllltrcs Corp

Colonral (ias Co

Conncctrcut Natural Gas Corp

Comrng Natural (ias Corp

Ncw Jcrscy Natural Gas Co

South Jcrscy Cas Co

Southcrn (lonncctrcut Gas Co

Yankcc (ias Scrvrccs Co

[O(I Avcragc

35','.

3lo/.

369.

390/o

32qo

1ao/o

29Yo

33Yo

359o

320h

360/o

16v,

7',7"/o

240h

34v.

26v,

180/o

'l 0o,i,

t90h

l50h

3lYo

2604

380/,

3',7vo

l6Yo

39v.

32v.

I 7',/o

320.;

32o/.

50o/o

)3v"

33Yo

320

210h

3o%

35%

41%

23Yo

35y, 33Yo 29Yo 290 320 32tt/o

I lluzu

33%

19yo

29',/"

43.A

460A

310/"

28v,

4504

24Yo

12o/o

12v.

37o/'

28y,

42v,

23v,

53Yo

19o/o

34y,

23',o

4oo/,

24v.

560/o

17Yo

1jYo

23Yo

42Vo

24Yo

39y.

10y;

3lYo

270

1lYo

250h

47Yo

45V.

400 360/, 39ot'o 37lo 3 5o/o 37o/o

t5v.

25v.

NA

28',/o

25v,

)'7e'"

3 10,t

NA

26Y"

NA

I 40,'.o

NA

l2o/.

3lo/o

NA

2lYo

NA

20v"

l6Yo

NA

230/,

3396

NN

TOYo

NN

20o/'

l69o

NA

290

360h

NA

250

NA

20Yo

l8v,

| 9o,'o

?60/0

NA

290/,

NA

ll89/o

19v.

NA

26Y.

lgYo

3tv.
NA

26Yo

NA

259/o 25?o 2|Yo 240 24Yo

PGW's Rankrng Wrthrn the

MIJNI Croup (n=8) 8 6 6

IOtll'A Group (n=7) 7 7 ")

IOtl(imup(n=ll) 7 6 8 4

Al.l.COS (n=24) 20 t9 2t l5 l4

Intcrprctdtron of RankrnBS

MtINI (iroup

IOUPA Group

Sourccot'lnlirrmatron S&PCaprtdl IQ,PIJCAnnual Reports,AudrtedAnnual Reports,andAGASl.atrstrcs

lOtlGroup

Ar r ('os

8 8

7 7

5

l8



Exhibit HW- |

Schedule 4

Page 3 of22
PI ITI,ADITT,PT{IA GAS WORKS

COMPN RN I'IVL BFNCIIMARK DAT^ AND RA IIOS

IOR IIIL T-ISCAl. YFIARS L.NDIID 201.1 - 2018

Debt Sen'rcc/('ash OpEx

201{ 2015 2016 2Ol7 2018 Avcraqc

t8v, l9o/o lSYo t6v, t7y, l,80I'hrladclphra Cas Works

Munrcroallv Owned Natural Gas [Jtrlrtrcs

Crtrzcns Ilncrgy Group

CPS I"ncrgy

Carncsvrllc Rcgronal [Jtrlrtles

Jackson Iinergy n uthonty

JI-A tjtrlrtrcs

Knorvrllc IJtrlrtrcs Board

Rrchmond. Clty of

MIJNI Arcragc

['tJC Jurrsdrctronal Invc'stor Owncd Natural (ias Utrlr(rcs

Columbra Gas ol Pcnnsylvanra, Inc

Natronal Fucl Gas Drstnbutlon Corp

PI:CO Gas ([.xclon Corporatron)

l'coplcs Natural (ias Company I LC

Pcoplcs - l'.qurtablc [)rvrsron

U(;l Utrlrtrcs Inc ((ias)

IOTJPA Avcragc

Non-Jurrsdrctronal Invcstor Omcd Natural (ias [Jtrlrtrcs

Roston Gas Co

l3rooklyn [Jnron Gas Co

Chcsapcakc I Jt rl rtrcs Corp

Colonral (ias Co

Conncctrcut Natural Gas Corp

Cornlng Natural Gas Corp

Ncw Jcrscv Natural (ias Co

South Jersey Gas Co

Southcrn Connccl.rcut (ias Co

Yankcc (las Scrvrccs Co

lOtJ ,Avcragc

|l'h

76Yo

36o/0

l9Yo

t3v,

22Yo

4104

I 2oto

l9Yo

t7v.

25v,

290/0

6Yo

31'/"

I 60/o

259;

540/,

26v;

3ZYo

209o

3lYo

ltv,
349',o

2sYo

z\'yo

92o/o

329/o

23Yo

25v.

250

35Vo

l90A I 9o/o 33%o 33o/o 2596

80

5Yo

36Vo

260/0

60/.

9on

5v;

7Vo

9o/o

6v"

6Y,

4yo

)6T0

7Yo

5o/"

690

5v.

)Yo

6Yo

80A

I 2o/"

80/o

t6'4

6./.

8V.

104

6o/o

1o/o

49o

5y6

8Yo

6010

60h

32Yo

6Vo

930

60/,

90,;

140/,

99n

| 3o/o

70

looh

5o/o

36Yo

l00A

60/o

90/o 25Yo | 504 | 3o/. 129/o | 59/o

50/.

10/,

7Yo

25%

I sYo

504

25v.

5ro

7 5v"

5'./o

5Yo

90/o

34v,

I 50/o

7 4yo

6"4

5o/o

9o/o

60

jv,

l68yo

2t10h

7 59,

220

320

5Yo

6Yo

5Yo

6Vo

52Yo

I 10A

3'lYo

gYo

I 69/o

I lo/o 8v, 3'lo/o t'1v"

PGW's Rankrng Wrthrn Lhe

MUNI Group (n=8) 4 4

IOTIPA Grcup (n=7) 6 5 6 6 6 5

IO(J (iroup (n=l I ) 9 t0 5 8

ALI-COS (n=24) t7 t7 t9 ll ll ll

Intcrprctatron ol Rankrngs

MtINI (iroup + +

Sourccol lnlilrmatron S&PCaprtal IQ.PIJCAnnual Rcports.AudltcdAnnual Rcports.andAGn Statrstlcs

+
IOt)PA Croup

IOI/ Group

Ar_t.cos

4

{t



Exhibir Hw-l
Schedule 4

Page 4 of22
PIIII,ADI-I,PI IIA (;AS WORKS

COMPARA'flVI: BI:NCIIMARK I)n fA AND RATIOS

FOR IIIL IrlSCAl. Yl:ARS l-.NI)F.D 201.1 - 2018

Debt/Customcr

201{

s2, | 53

2015

s2,054

2016

s2,052

2017

s2,-168

2018

s2.253

Averagc

s2.176Phrladelphra Gas Works

Munrcrpallv Owned Natural Gas [Jtrlrtres

Crtl/cns Energ\ Group

('PS t--ne rgy

Garnesl rlle Rcgronal [Jtrlrtrcs

Jackson linergl' Authonty

JIrA IJtrlrtrcs

Knorvrlle [Itrlrt res Board

Rrchmond, Crry' ol'

MUNI Averagc

PIJC Junsdrctlonal Investor OMcd Natural Gas [Jtrlrttcs

Columbra Gas ot Pcnnsylvanra, Inc

Natronal [:ucl Gas Drstrrbutron ('orp

Pt.CO Gas (lirclon Corporatron)

Pcoples Narural (ias Company [-[.C

Pcoplcs - F.qurtablc Drvrsron

U(i[ Lltrlrtrcs Inc ((ias)

IO(JPA Avcragc

Non-Jurrsdrctronal Invcstur Owncd Natural (ias IJtrlrtrcs

Boston Cas Co

Brookh n []nron Gas Co

Chcsapeakc [Jtrl rtlcs Corp

Colonral Gas Co

Conncctrcut Natural Gas Corp

Cornrng Narural (ias Corp

Ncw Jcrscy Natural (ias Co

South Jcrscy Gas Co

Southern Conncctrcut Cas C0

Yankee Gas Servrccs Co

lOl.l Averagc

s r .259

s5,294

s I .988

$l,r0r
s7.8{r4

st.t.17

$2,784

S I,205

s5.2.19

$ I ,e76

s975

$7.021

sl,r27
s2.671

s t.080

$5.097

s I .834

st.le0
s5,9r0

$ r .095

s2.828

sl,l47
s5.429

sr,et2
$ l .499

$6,564

s I ,057

$2,539

se79

s5,2 l0

s I .887

s709

$5,2 r l

sr.r52

$2,688

sl,l14
s5,256

s1,919

sr,r3s
$6,5 I 8

$r.ll6
s2.702

s3.065 s2,889 52,878 S2.71E 52,548 52,826

s9e0

$498

NA

NA

st.l86

$89 I

sr.2r5

s172

NA

NN

NA

sl

s I .268

s566

NN

NA

s I ,44.1

$590

NA

NA

se85

s I ,629

s59l

NA

NA

S I ,9]O

s l ,30e

s51.+

NA

NA

NA

$t,146l0.l $ t

se97 $r,052 s1,006 $1,384 $1,066

Sl.lll $1.293 51.354 Sl.(r89 51,782 51.446

$t.r30 sl r35 $t.607 s1.266 s1.626 $t.353

s4,4 | 3 55,51 r 55.747 56.578 58.924 $6.219

s6r9 s6t2 $599 5590 Sr 105 5715

s849 5826 $869 Sr,il7 $1.225 597't

s1,.174 51,65r $3.218 Sr,237 51,480 S2.6t2

Sl.l50 Sl.ltte 51.457 Sl.ll3 Sl.,l08 51.307

$1,790 s2,022 $2,000 $2,275 52,600 52.137

lit.226 sl.te7 s1.263 sl.ltS $t.558 $t.312

s2. r 76 52. r 07 $2.017 S2.2 r 8 52.716 $2.255

sr,594 $t.756 $2.0t5 52,162 $2.664 52.038

PGW's Rankrng Wrthrn thc

MUNI Group (n=8) :

IOIJPA Group (n=7) 4 .1 4 4 4 {

IOIJ Grcup (n-l I) 9 9 9 9 7

ALLCOS (n=2.1) l6 t6 l6 l6 t.1 t5

Interprctatron ol- Rankrngs

MIINI Group

Sourcc ot Infbrmatron S&P Cdprtal IQ. PtlC Annual Rcports. Audrtcd Annual Rcporls, and AGA Statrstlcs

IOUPA Group

IOtiGroup

AI I,COS

5 5 5 5

8



Exhibit Hw-l
Schedule 4

Page 5 of22
PIIII,ADEI,PI IIA (iAS WORKS

COMPARAl'lVtr BF.NCIIMARK l)A'l A AND RA.lloS

TOR I'IIb I.ISCAI, YF-ARS I,,NI)ED 2014 - 20I8

Dcbt/Re'l cnues

20t1

141y,

2015

I 50o/o

2016 2011

l9lyo

201E Avcrap.c

16804 l66yoPhtladelphra Gas Works

Munrcroallv Orvned Nal.ural Cas [Jtrlrtrcs

Crtrzcns l:nergt Group

CPS l:ncrgy

CalncsvlllL- Rcgronal [Jtrl ltrcs

Jackson lincrgy n uthonty

JI:A IJtrlrtrcs

Knoxvrllc Utrlrtrcs Board

Rrchmond. Crty of

MUNI Avcrage

PUC Jurrsdrctronal Investor Owncd Natural Gas (Jtrlrtrcs

Columbra Cas ol'Pennsylvanra, Inc

Natronal Fucl Gas Drstrrbutron Corp

Pt-CO Gas (U\clon Corporal.ron)

Pcoplcs Natural Gas Company [.1.C'

Pcoplcs - [:qurtable [)rvrsron

U(;l Utrlrtrcs Inc (Gas)

IOTJPA Avcrage

Non-Jurrsdrctronal Invcstor Omcd Natural Gas IJtrlrtrcs

Boston Gas Co

Brookl;-n IJnron Gas Co

Chcsapcakc tJtrl rtrcs Corp

Colonral (ias Co

Conncctrcut Natural Gas Corp

Cornrng Natural Gas Corp

Ncu'Jr-rscy Natural Gas ('o

South Jerscy Cas Co

Southcrn Connectrcut Gas ('o

Yankcc (ias Scrvrccs Co

IO[J Avcrage

l69yo 1770/, t96'4 l94yo l7 lo/o I 8 lo/"

I 05?a

2360/,

2660/.

69y,

232Yo

96%

lSlYo

I 090/0

219y.

293Yo

227yo

9\Yo

I 84ol"

l36Yo

243r',o

2830

I 490/0

2l7Yo

I t9y,

t26Y,

2390

303Yo

t34Vo

193v"

122yo

243Yo

I 0l%
23004

3250/,

57o/.

lTllyo

1 030

2020/o

I 1 60/o

233Yo

291Yo

9?9/o

209y"

lo\yo

70704

1 5Yo

43.h

NA

NA

NN

85%

960/0

51Yo

NA

NA

r 08%

togyo

690/,

NA

NA

125v.

lllYo
62o/o

NA

NA

NA

l29yo

t20y,

59o/.

NA

1260

lo20h

57Yo

NA

NA

NA

llsyo

68% 85Yo l0lok t0lyo 1020/" 9lYo

59o/.

88%

5 lo/r

43%

l9%

860/.

7 t9',o

I 30%

6loh

9t%

67Yo

97o/n

lovo

469/0

I 090/0

79o/o

1.10"/"

9Eoh

95Yo

ts9v"

53Yo

21lo/,

1?90/o

l63uo

7304

to4yo

l.120ro

7 4o/.

49y.

550h

162v"

t049/0

l'109/"

to3v.

l0loh

ll6yo

87Yo

9O"/o

57v"

I 520h

I 05o/o

I84yo

790/,

l73yo

87lo

1 I 60/.

7 lo/,

559h

19o/o

I 50%

980/o

I 57e,

7 lYo

104v.

72o/o 82Yo I I 1o/, I0t% I I 0ozn 96Yo

P(iW's Rankrng Wrthrn thc

MTJNI Group (n=8) 4 4 4 4 4 4

IOTJPA Group (n=7) 4 .1 4 I 4 4

IOll tirrup (n=ll) il t0 IO II

,\l I.COS (n=24) l7 l7 l6 ll t6 l7

Intcrprctatron ol Rankrngs

MIINI (iroup

Sourcc ol Infbrmatton S&P Capltal IQ. PUC Annual Rcports. Audrted Annual Rcpons. and AGn Statlsttcs

IOLJPA Group

IOtJ Group

AI-I,COS

II



Exhibir Hw-l
Schedule 4

Page 6 of 22
PI III-ADI.,I,PI IIA C;AS WORKS

COMPARA I-IVI.- BI.,NCIIMARK DA IA ANI) RA'IIOS

IrOR II{F. I'lSCAl. YtTARS l'.NI)t'lD 2014 - 2018

201{

416

Dcbtrl-.qu rt1

2015 2016 2Ol7 20lE Avcrasc

3'70 357 24 t6 l0 2r 916Phrladclphra Gas Works

Munlclpdlly Owncd Natural Gas [Jtllrtlcs

Crtrzens ['.ncrgv Group

CPS I:ncrg1

Garncsv rllc Rcgronal [-ltrlrtrcs

Jackson [:ncrg;' Authorrtl'

J[:A [ ]trl rtrcs

Knorvrllc I Itrlrtrcs Roard

Rrchmond, Crty ol'

MIJNI Avcrage

PUC Jurrsdrctronal Investor Owncd Natural Gas [Jtrlrtres

Columbra Cas ol-Pcnnsylranra, lnc

Nal.ronal Irucl (ias Drstnbutron Corp

Pl-CO Gas (l.rclon Corporatron)

Pcoplcs Natural (ias Companv Ll-('
Pcoples - [.qurtablc Drvrsron

(J(il IJtr]rtrcs lnc ((ias)

IO[J['A Avcragc

Non-Jurrsdrctronal Investor Owncd Natural (ias Utrlrtres

Boston Gas Co

Brooklyn [Jnron Gas Co

Chcsapcakc [Jtrl rt rcs Corp

Colonral (ias Co

Conncctrcut Ndtural Gas Corp

Cornrng Natural (ias Corp

Ncu Jcrscy Natural Gas Co

Snuth Jcrscy Gas Co

Southr:rn Connr'ctrcut Gas Co

Yankce Gas Scrvrccs Co

IO( L\r'cragc

86t
169

569

031

316

064

2l

578

162

651

036

37t
060

209

525

t83
6 5l

055

153

0 5.1

200

3 3'1

1 71

737

049

246
056

230

25u

t72
660

026

209

054

208

512

t72
654

t) .1(.)

I tl
058

212

326 296 289 261 227 280

078

055

078

I09
109

050

085

049

086

t08
I02
120

0 8t

054

0 8l

090

t00
096

085

051

0 tt7

r03
t03
I l0

080

055

086

090

090

til

082

053

0 {14

t00
t0t
097

080 097 084 090 085 086

060

050

08t
03l
040

0 {i2

0 8t

096

057

o67

069

068

080

0ll
04t

149

090

089

058

057

o7t
059

120

069

057

159

o76
100

074

075

069

050

093

032

01r

082

079

t06
058

062

084

047

094

030

055

I50
0 8l

096

063

060

071

055

094

039

047

121

0 8l

097

061

0 6.1

065 067 073 076 086 071

PGW's Rankrng Wrthrn thc

MIJNI Grrup (n=8) 6 5 6 8 8

IOTJPA Group (n=7) 7 '7 '1 't

IOll (iruup (n=l I ) lt lt II

At.t.COS (n=24) 22 2t 21 2422 24

Inlcrprct.rlron ot Rank rngs

Mt.lNI (iroup

lOt)l'A Group

lOtJ Group

At,I,COS

Sourccol'Inlirrmatlon S&PCaprtal lQ.PIJCAnnual Reports.AudrtcdAnnual Rcpons,andAGAStatrstrcs

8

7 1

il



Exhrbit HW-l
Schedule 4

PageT of22
PI III,ADEI-PIIIA (;AS WORKS

CoMPARA'llVt'. BTTNCIIMARK DA'l-A AND RA'llOS

FOR Illll l"lSCAl- YFln RS LNI)l:D 2014 - 2018

I(iFlRcvcnues

201{ 2015 2016 2Ol7 2018 Avcrap.c

33Yo 280h 25v" 3)Yo 35./o SlYoPhrladclphra Gas Works

Munrcroallv Owncd Natural Cas Utrlrtres

Crtrzcns I'-ncrgt Group

t PS Encrgy

Garnesvrllc Regronal lJtrlrtrcs

Jackson Encrgy Authonty

JI:A IJtrlrttcs

Knorvrllc IJtrlrtrcs Board

Rrchmond. Crty of

MTJNI Avcrage

PIJC Jurrsdrctronal lnvestor Owncd Natural (ias []trlrtrcs

Colunrbra Cas ol' Pennsylvanra, Inc

Natronal Fucl Gas l)rstrrbutron Corp

Pl-CO Cas ([.\L-lon Corpordtron)

Pcoplcs Natural (ias Company I I ('

Peoplcs - Iilurtablc Drvrsron

Ii(il [.ltrlrtrcs Inc (Gas)

IOtlPA Avcrage

Non-Jurrsdrctronal Invcstor Omcri Natural (ias IJtrlrtres

Boston (las Co

Brooklyn (.Jnron Gas Co

Chcsapcakc [Jtllrtrcs Corp

Colonral (ias Co

Conncctlcut Natural Cas Corp

Comrng Natural Gas Corp

Ncw Jcrscy'Natural Gas Co

South Jerscy Gas Co

S()uthcrn ('onnectrcut Gas ('0

Yankcc Gas Scrvrccs Co

IO[) Avcragc

5l%

56v"

57y"

56v.

590

65Yo

5lozo

5()ozi;

580

4,10

52V.

63.4

67oto

5t%

439'o

59Yo

47v.

46v,

65'h

619o

169'0

53lo

55%

5lYo

190/o

65lo

670to

1{Yo

569o

56v.

5OYo

55o/o

57Yo

1204

5lo/"

57v"

50y"

52Yo

62Yo

66V.

480/,

56Yo 55Yo 53qi, 54lo 560h 55%

50v.

62%

lloh
539/o

580/"

-51%

360h

60otu

379.

54v,

55v"

52v,

36r,

58%

359"

67Yo

63v.

180/o

33o/o

58v"

35V,

69Yo

62Yo

5sYo

33v,

60v.

37.h

57Yo

560/0

5l\o
360/,

6OYo

379o

60vo

590h

5loh 490h 5loh 5)Yo SOVo

33%

34%

NA

1lYo

3696

409/"

NA

37Yo

NA

3l.0,6

l3yo

NA

f'|9/o

329.

35.A

4lo/o

NA

34Yo

NA

45v.

4tv.

35v.

469',o

NA

4lVo

NA

409o

27Y,

NA

17Yo

35Yo

30qzo

47o/o

NA

39Yo

NA

4lYo

15o/o

37o/.

31Yo

100/o

NA

13y.

NA

37Yo

290

NA

3704

35oto

4fyo

NA

390

NA

38% 3Suo 39" 38' 39o/o 38Y.

P(iW's Rankrng Wrthrn thc

MTJNI Group (n-8) 8 8 8 8

IOTII'A Group (n=7) 7 7 6 7

TOtJ Group (n=l I ) 7 8 6 7
,7

At.l.COS (n=241 20 2t 2l l9 t9 20

lnl.crprctatron ol Rankrngs

MTINI Group

IOt)PA Croup

Sourccol Inlbrmatron S&PCaprtal IQ.PIJCAnnual Rcports,AudrtcdAnnual Rcports,andAGAStatrstrcs

IOt) Group

AI I,COS

8 8

7 7

tt



Exhibir Hw- I

Schedule 4

Page 8 of22
PFIII,ADITI,PI IIA C;AS WORKS

COMPARA'IIVF. BLNCIIMARK DA fA AND RA IIOS

IOR'l tlE l'lSCAI. YI:ARS t:NDt:I) 2014 - 2018

I lOYo '170 5'7v"

FFO/CapF r
20t.t 2015 2016 20t7

95v,

20t8

97Yo

Averap.c

87o/"Phrladelphra Gas Works

Munrcroallv C)wncd Natural (las Utrlrtrcs

Crtrzcns l:nergv Group

(-PS F-ncrgy

(larncsvrllc Regronal [Jtrlrtrcs

Jackson Energy' Authorttl

JI:n Uulrtles

Knorvrlle [Jttlrtres Board

Rrchmond, Crty of

MUNI Avcrage

P(JC Jurrsdrctronal Invcstor Owncd Natural Gas tjtrlrtrcs

Columbra Gas ot-Pcnnsylvanra. Inc

Natronal Fuel Gas Drsl.rrbutron Corp

PI-CO Gas (Exclon Corporatron)

Pcoplcs Natural (ias Company l-l.C

Pcoples - I'iqurtablc Drvrsron

UGI tltrlrtrcs Inc (Gas)

IOUPA Averagc

Non-Jurrsdrctronal Invcstor Owncd Natural (ias [Jtrlrtles

Floston Gas Co

Brooklvn Unron Gas Co

Chcsapcake Utrl rtres Corp

Colonral Gas Co

Connectlcut Natural Gas Corp

('ornrng Natural Gas Corp

Ncu Jcrscy Natural Gas Co

South Jcrsey Gas Co

Soul.hern Conncctrcut Gas Co

Yankcc Gas Servrccs Co

IOU Average

2t 5v.

I 56Y.

CSyo

NA

400y.

toovo

94o/o

I 850/,

togv"

53o/o

3sjo/o

60oto

98Yo

r5 r%

89Yo

600h

29v"

22',7vo

5]Vo

70o/o

70,

64o/.

I 370h

3070

86Yo

65o/o

2290k

90y.

255v,

297yo

167v"

1280/,

t29Yo

19lo/o

t03v"

1060

tlryo
290v"

860/.

9lo/o

171Y, 140% 97y, ll2904 l 85% l45olo

5t1v,

2260/,

3?5v.

I I 10/o

1770,'o

t0t%

64o/;

I 77Y"

]()40/o

I 22o/,

l2l o/.

93o/.

54o/.

890h

3l 9oto

93o/o

I 600/.

98o/o

5lo

I 57'/"

292oto

550

97v,

52o/o

59Yo

I 580

2540/,

58.h

900

66Yo

57Yo

1 6lo

29gyo

88%

1290

82Yo

t67v" I 47Yo l36yo I lTYo I l4Yo 136v.

7lo

7604

68v.

85v.

8e%

430/o

890h

52v.

66Vo

85'.vo

56v.

540

50v.

6|y,
63%

)8Yo

850/o

660/o

8t,

63Yo

5104

450

589/o

84o/o

650

7lYo

5z%o

89%

640

5jYo

370

54v.

18o/o

690/0

66y.

95yo

5l?o

980

520/,

47o/o

360h

35Yo

TOYo

58/,

66v.

59Yo

650k

600/,

57Yo

489o

5lo/o

58v"

7 5v,

58o/o

Sloh

53Yo

68v,

63V. 64./. 62v, 529o 63o/o

PGW's Rankrng Wrthrn thc

MUNI Group (n=8) 4 6 6 7 7

IOTJPA Group (n=7) 6 1 3

IOtl Group (n=l l) 3

Al.l.COS 1n=24.1 8 tl l8 9

Interpretatron ol' Rankrngs

M(lNl Group

IOUPA Group

Sourccotlnlbrmatron S&l'Capttal IQ.PUCAnnual Reports,AudrtcdAnnual Rr'ports,andAGAStatrstlcs

+ +IOtJ Group + +
AL-I-COS

5 )

8 1

ti
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Page 9 of22
P}III,ADt. I,PIIIA (;AS WORKS

COMPARAI'IVF- BI-,NCIIMARK DATA N ND RATI0S

l'OR'l tll: I ISCAt. YI:ARS bNI)ED 2014 - 2018

Days Cash

2014 2015 2016 20t7 20lE Averasc

64 74 1t t/ 95 74Phrladelphra Gas Works

Munrcrnallv Owncd Natural Gas Utrlrtrcs

Crtrzcns L.nergr Group

CPS Energy

Garncsvrlle Regronal [Jtrlrtrcs

Jackson Fincrgy Authonty

Jl-.n IJtrlrtrcs

Knoxv rl lc (.Jtrl rt:es Boarri

Rrchmond. Crty ol

MUNI Averagc

I'IJC Jurrsdrctronal Invcstor Owncd Natural Gas Utrlrtres

Columbra Gas ol'Pennsylvanra. lnc

Natronal Fuel Gas Dtstrtbutron Corp

PI:CO Gas ([-\clon Corporatron)

Peoples Natural Gas Company [.[ C

Peoplcs - Equrtable Drvrsron

IJGI Utrlrtrcs Inc (Gas)

IOI IPA Averagc

Non-Jurrsdrctronal Investor Owncd Natural Gas IJtrlrtres

Boston Gas Co

Ilrookltn IJnron Gas Co

Chcsapcake [Jtrlrtres Corp

Colonral (ias Co

Conncctrcut Natural Gas Corp

Cornrng Natural (ias Corp

Ncw'Jcrsev Nalural (ias Co

South Jcrsey Gas Co

Southcrn Conncctrcut Gas ('o

Yankcc Cas Scrvrces Co

TOtI Avcragc

79

299

t63

97

r87

23

123

278

271

19.1

159

t20

il4

196

321

3r3

369

I54

69

128

t55

299

325

157

144

158

129

155

299

2'13

294

t44

123

93

221

295

216

289

165

79

72

t56 I ri0 222 t9t 238 t97

2

l3l
NA

NA

NA

2

2

125

NA

I

4

I .10

NA

NA

?

3

22\)

NA

NA

NA

lt

3

t.19

NA

NA

NA

4

4

t29

NA

NN

NA

2

45 43 45 49 78 57

NA

8

NA

I

I

3

NA

4

2

0

I

l0
NA

l
I

4

,

l
;l

NA

I

'l

o

2

I

8

I

2

4

NA

I

3

0

)

)
2

7

3

4

NA

3

22

6

2

)
3

NA

I

98

3t

2

I

2

2

0

2

I

I

t6 l 7 5

P(iW's Rankrng Wrthrn thc

MI,NI Croup (n-8) 1 7 tt

IOt.lPA Group (n=7.1 2 2 2

IOll Group 1n=l l) 2

Al-l.COS (n=2.1) E 9 9 9 9 9

Intcrpr etatlon ol' Rankrngs

MINI (iroup

I0UPA Group + + + + + +

Sourccot'lnfbrmatron S&PCaprtal IQ,P(J('Annual Rcports,AudrtcdAnnual Rcpons,andAGAStatlstrcs

+I{JlJ Group + + + + +
ALt_COS

3

8 8

) 2



Exhibit HW-l
Schedule 4

Page l0 of22
Ptlll.ADEI-PI IIA (iAS WORKS

COMPARAl'I!'t-- BI.-NCIIMN RK DN fA AND RA'IIOS

trOR'l'Hl: IjlSCAl. YLARS l:NI)I:l) 201.1 - 2018

FFO/Avg I)ebt

20ls 2016 2017

6Yo 5o/o goPhrladelphra Gas Works

Munrcroallv Owned Natural Gas (Jtrlrtrcs

Crtrzens linergl Group

CPS F-ncrgy

Garncsvrlle Regronal [Jtrlrtrcs

Jackson Finergy Authorrty

J[.A Utrlrtlcs

Knoxvrlle Utrlrtres Board

Rrchmond" Crtv oI

MtINIAverage

PIJC Jurrsdrctronal Invcstor Omcd Natural Gas IJtrlrtrcs

Columbra Gas ol'Pcnnsylvanra, Inc

Natronal Fuel Gas Drstnbutton Corp

PI C0 Gas (F.relon Corporatron)

Pcople-s Natural (ia-s Companv I I ('

Pcoplcs - liqurtable I)lvrsron

UGI Utrlrtres Inc (Gas)

IOIJPA Avcragc

Non-Jurrsdrctronal Invcstor Owncd Natural Gas Lltrlrtrcs

Boston Gas Co

Brooklyn [Jnron Gas Co

Chcsapcakc Utrl rtrcs Corp

Colonral (ias Co

Conncctlcut Natural Gas Corp

Cornrng Natural (ias Corp

Ncw Jcrsev Natural Gas Co

South Jcrscy Gas Co

Southern ('onncctrcut Gas Co

Yankee Gas Scrvrccs Co

IOIJ Avcragc'

201{ 2018

llYo

Avcraqe

EY, \Yo

I10

80/"

59n

3lo/o

9%

t8%

8Yo

I .l ozo

t0v.

39;

2504

21,v.

g%o

9o/o

50

t8%

l20k

1 804

lYo

13,

89/o

5v"

I 104

t7y.

904

\Yo

33Yo

l)oA

27Yo

I 00/,

| 5Vo

9o/.

5Yo

25Yo

20Yo

\Yo

t3v, I 3v. l l%o I 3Yo

25v"

NN

NN

23v,

359,r

NA

NA

N,A

20,h

)3Yo

33o/o

NA

NA

NA

23Yo

2tyo

28o/.

NA

NA

NA

zOYo

33o/o

NA

NA

22v.

250h

290

NA

NA

31Yo 260/, 26y, 27v. 25Yo 260/0

23%

1|yo

24v.

32v.

340

t6yo

ZtJoh

l6Yo

t9y.

t6%

2OYo

I 3%o

2evo

279',.

1 5Yo

70v.

I 50/,

t9v.

17"

I 3o/o

32v"

37Yo

I 4o/o

t8v.
160

20o/.

lTYo

20'h

lr00,'n

23.h

3syo

28Yo

()ot'o

t8v.

I 5'/,

2lYo

t5Yo

l90A

8,^

l8vo

22Yo

26'/0

9o/o

t80h

I 50/o

20Yo

1 6Yo

22%

3lYo

300

llYo

l9o/o

I 5o/o

200/n

160

2t% 2OYo 2lYo lgYo l'1v, 20v"

PGW's Rankrng Wrthrn thc

MIJNI Group (n-8) 7 7

IOUPA Group 1n=7) 4 -1 .1 4

IOtJ Group (n=l l) il t0 9

Al.l.C0S (n=24) t8 l0 20 t7 l6 20

InterpreLatron of Rankrngs

MtINI Group

IOLJPA Croup

IOIJ Group

AI,T-COS

Sourceol'lnlbrmatron S&PCaprtal lQ.PLJCAnnual Rcporrc.nudltedAnnual Rcports,andAGAStatlstrcs

5

'l 4

ll II



Exhibir Hw- I

Schedule 4

Page 1l of22
PIIII ADI-,I,PIIIA GN S WORKS

CoMPARA'TIVI: BLNCIIMARK DA IA AND RAI-I()S

I]OR l'lll: I'tSCAI- YI:ARS I:Nl)t:l) 2014 - 2018

FFO Coverage

2011 2015 2016 2Ol7 20lE Averaqc

253 211 316 345 2.70Phrladclphra Gas Works

Munrcrnallv Owncd Natural Gas Utrlrtres

CrLrzcns linergv Croup

C'PS l:ncrgy
(iarncsvrllc Regronal Utrlrtrcs

Jackson []ncrgy Authontv

JI A Utrlrtres

Knorvrlle IJtrlrtres Board

Rrchmond, Crty of

MTJNI Averagc

['[JC Jurrsdrctronal Invcstor Orwcd Natural (las [Jtrlrtres

Columbra Cas ol Pcnnsylvanra, Inc

Nal.ronal Fucl Gas Drstrrhutron Corp

P[-CO Cas (E\clon Corporatron)

l'eoplcs Natural (ias Companr I-[-C

Pcoplcs - [.qurtablc Drvrsron

(J(il (ltrlrtrcs Inc ((;as)

IOTJPA Avcragc

Non-Jurrsdrctronal Invcstor Owned Nal.ural (ias [Jtrlrtrcs

Boston Gas Co

Brookll n lJnron Gas Co

Chcsapcake IJtrl rtrcs Corp

Colonral (ias Co

Conncctrcul Natural Gas Corp

Cornrng NJtural (ias Corp

Ncu,Jcrscv Natural Gas Co

South Jcrscy (ias Co

Soul.hcrn Connectrcut Gas ('o

Yankcc Gas Servrccs Co

IC)[J r\rcrage

2ll

3 9l

295

227

856

3 t6

525

290

401

3 4t)

t60
7 6{)

388

597

.l 30

347

336
2t5
102

199

564

268

392
I t4

222

5 6t

431

5 3l

3 0l

6 0t

3 2t

293

168

I8l
793
378

127

321

223

619

184

602
I ll

4 t.t 425 404 394 4 4ti 4t7

5 l.l
61,1

443

186

535

660

506

5 .15

467

497

Il9
628

526

5 .10

484

126
.1 96

'7|t

476

525

173

152

6 0r

667

567

583

487

517

469

559

) :t

567

171

-1 60

448

6 .15

514 464 5 3r 532 534 5 l9

6t4
4 4t

7s7

5 t5

576

529

7 ',U't

6 Il0

-t 0l
456

718
182

852
s45

79t
124

628

6l)
497

393

649

I 5.t

694

4t2
714

I t6

641

610

459

485

6 6t
.1 35

788

197

662
J56
705

659

141
437

5 .12

488

8lt
485

517

47t
715

642

4il
410

't 2t

510

825

528

680

640

723

7 5l

143

420

576 5 5.1 621 580 537 5'11

PGW's Rankrng Wrthrn the

MTJNI Group (n-8) 7 7 6 7

IO(II'A Group (n=7) 7 6 1 7

IOII Group (n-l l) II II t0 IO

n t-l,COS (n=2a) 2l 1) 24 20 2t l3

Intcrpretatron of Rankrngs

MIJNI Group

Sourccot'lnfbrmatron S&PCaprtal IQ.PtjCAnnual Rcports,AudltedAnnual Rcports.andAGAStatlstrcs

IOUPA Croup

IOIJ Group

AI-I-COS

8 5

7 7

II II



Exhibir HW- I

Schedule 4

Page 12 of22
PIIII ADtrl-PIIIA Gn S WORKS

COMPARA'IIVl'. BITNCI IMARK Dn 'f A n ND RA llOS

l"OR.IIlIi I'ISCAL YIIARS LNDI:I) 2014 - 2018

l"BI'l'Coverage

20ll 2015 2016 2Ol7 20lt Avcraqc

Phrladclphra Gas Works

Munrcroallv Owncd Natural Gas Utrlrl.rcs

Crtrzcns l:ncrgr Group

CPS l--ncrgv

Garncsvrl lc Rcglonal [Jtrlltles

Jackson lincrgl n uthorrN

J[:A I Itrl rtrcs

Knoxvrllc l.ltrlrtrcs Board

Rrchmond, Crty of

MUNI Avcragc

PIJC Jurrsdrclronal lnvestor Owncd Natural Gas Utrlrtrcs

Columbra Gas ol Pennsylvanta, Inc

Natronal I'ucl Gas [)rstnbutlon Corp

PI-CO Cas (It\clon Corporatlon)

Peoplcs NaLural (ias Company Ll.C'

Pcoplcs - [.qurl.ablc Drvrsron

U(il IJtrlrtrcs Inc ((ias)

I(X IPA Avcragc

Non-Jurrsdrctronal Inl'cstor Omcd Natural (ias IJulrtres

Boston Cas Co

Brooklyn IJnron Gas Co

Chesapcake- Utrl rtrcs Corp

Colonral Cias Co

Conncctlcut Natural Gas Corp

Cornlng Natural (ias Corp

N!-\ Jcrscy Natural Gas Co

South Jcrscv Gas Co

Southcrn Conncctrcut Gas Co

Yankcc (las Scrvrccs Co

IOll Avcrago

301

171

t2t
677

l5l
456

t58

232
159

096

411

202

465

0 9tt

266

t33
073

389

229
424

097

41t4

145

t.16

291

l8r
6 7'l

t89

3t7
117

097

171

I 9.1

505

t42

I 8l 135 I 2l 214 228 t76

104

173

0 5l

5 5.1

209

505

r70

28i 281 212 230 3 0t 268

5H
680

3 .lq

329

576

67t,

476

5 .10

3 6l

333

I40
575

+u0

5 0_t

169

3 5.1

5 tl
651

123

4.+t

355

+ JJ

5'70

659

152

187

I 8.1

3 c)7

397

471

170

5ll
364

369

439

606

521 .1 04 179 480 4 3l 463

I'16

+28

732
ibh

4 t6

502

780

666

341

446

259

4 3',7

780

3 0.1

223
.+il
7?6

620

3 0t

388

129
.1 98

789

Itl
466

i65
658

706
107

318

374

212

573

253

376

:83
425

4 9l

340

395

3tt
t t4

7 t0

328

378

402

639

6t2
343

38u

445

294

675

373

408

218

605

579

324

3 3.1

503 445 571 429 3'12 .1 5.1

P(iW's Rankrng Wrthrn thc

MTJNI Group (n-8) 4 1 6 4 5

IOtll'A Group (n=7) 7 7 7 7

IOtl (iroup (n=l I) il l0

Al-l-COS (n-24) 20 l3 22 2t l9 ll

Intcrprctdtron ol' Rankrngs

MIINI (iroup

Sourcc ol-lnlbrmatron S&P Caprtal lQ, ['[JC Annual Reports, Audrtcd Annual Repo(s, and AGA Statrstrcs

IOL)PA Group

IOtl (iroup

n I.t.cos

1 7

il il



Exhibrt FIW- |

Schedule 4

Page 13 of22
PIIII-AD}]I,PTtIA (;AS WORKS

COMPARAI'IVIl T]I]NCIIMARK DA IA ANI) RA'TIOS

I:OR 1'llL. l'lSCAt. YEARS l'-Nl)t:D 2014 - 201 8

Inl.crcst-Onlv Debt Servrce Coverage

20t.t 2015 20t6 20lE Avcraqc

252 213 223

20t1

138 359 277I'hrladelphra Gas Works

Munrcroallv Owned Natural Cas [Jtrlrtres

Crtrzens Iincrgl Group

CPS l:nergr
(larncsvrllc Rcgronal [Jtrlr[rcs

Jackson l:ncrgy Aurhorrtv

JLA [Jtrlrtrcs

Knorvrlle []trlrucs Board

Rrchmond, Crty of

MUNI ,{vcragc

PUC Jurrsdrctronal Investor Owncd Natural Gas Utrlrtres

Columbra Cas ol-Pennsylvanra, Inc

Nal.ronal F'ucl Gas Drstrrbutron Corp

I'hCO Gas (LYclon Corporatron)

Pcoples Natural (ias Companv LLC

Peoples - Iiqurtable Drvrsron

IIGI IJtrlrtres Inc (Gas)

IOUPA Avcragc

Non-Junsdrctronal Investor Owncd Natural (ias [.Jttlrtrcs

Boston Gas Co

Brooklyn IJnron Gas Co

Chesapcakc (Jtrl rtrcs Corp

Colonral (ias Co

Connectrcut Natural Gas Corp

Cornrng Natural Gas Corp

Ncw Jcrsel Natural Gas C'o

South Jersc; (ias Co

Southern Conncctrcu[ Gas Co

Yankec Gas Scrvrccs Co

IOtl Avcragc

460

379

797
9 .11

359

652

309

17)
123

208

872
4t7
732
333

410

410

272

759

474

737

286

560

402

253

569

492

706

318

6 75

4 t5

222
284

446

9 it
367

515

I t0

24e

685
.1 18

756
323

485 494 4 8r 471 480 4 lt2

670

8 t8

t12
{83
7t3
827

6 ltJ

6 8t

t6l
5 .16

064

760

659

650

t38
t it
659

818

614

684

t5l
575

549

777

5 tt4

609

t16
664

857

8 2r

6 t8

664

148

6 3t

4 5t

64t

614 4 75 583 612 526 562

663

556

t0l3
692
680

6 8t

t0 06

8 4,1

194

5 9l

616

5 9l

t0 67

643

510

580

936

809
.1.1t

526

8 4t

130

ll ll
720

7 9l

6il
875

964

548

5 I6

921

{05
981

750
9 5l

353

719

780

511

47t

733
503

825

5 4r

867

.l 3l
626

687

568

54t

755

497

l0 00

669

764

512

844

IJ I7

520

529

722 614 741 694 612 693

PGW's Rankrng Wrthrn thc

MIJNI Group (n=8) 7 8 6 6 1

IOTJI'A Group (n=7; 6 6 6 6 6

IOt.l (iroup (n=l l) il il

Al.t-COS (n=24) 23 2t 23 2t 2t 22

Intcrprctatron ot Rankrngs

MIINI (iroup

Sourceol-lnformatron S&PCaprtal IQ,PIJCAnnual Rcports,AudrtedAnnual Rcports.andAGAStattstlcs

IOUPA Group

IOt I Group

N I,I CoS

8

5

il



Exhibir Hw-l
Schedule 4

Page l4 of22
PIIII ADI]I,PIIIA GAS WoRKS

COMPARN TIVI: Bl.,NCIIMARK I)A IA AND RN 'IIOS

FOR lttlr t'lSCAl- YEARS F.NI)l.l) 2014 - 2018

Dcbt Servrce Coverage (['& I)

2011 20t5 2016 2017

135 I t3 t25 t86

2018

200

Avcrrge

r52I'hrladelphra Gas Works

Munrclpallv Owncd Natural (las (Jtrlrttcs

Crtrzens lrncrgl Group

C'l'S Energr

Garnesvrllc Rcgronal [Jtrlrtrcs

Jackson lincrgv Authonty

JI'-A lJtrlrtres

Knorvtllc' IJtrlrLrcs Board

Rrchmond Crtv of

MTJNI Avcragc

PIJC Jurrsdrcl.ronal Invc'stor Owncd Natural Gas Lltrlrtrcs

Columbra Gas ot Pennsylranra, Inc

Natronal Irucl Gas l)rstnbutron Corp

I'tlCO Gas (['.\clon Corporatron)

l)coplcs Natural (ias Companl l-l ['
Pcoples - liqurtablc Drvrston

U(il llulrtrcs Inc ((ias)

IOTJPA Avcragc

Non-Junsdrctronal Invcstor Owncd Natural (ias [.Jtrlrtres

Boston Gas Co

Brooklt n IJnron (ias Co

Chesapeakc [.ltrl rtrcs Corp

Colonral (ias Co

Conncctrcul. Natural Cas Corp

Cornrng Natural (ias Corp

New Jcrscy Natural Gas Co

South Jersct Gas Co

Southern Connccl.rcut Gas Co

Yankee Gas Scrvrces Co

IO(J Avcragc

257

2il
t92
9.lt
t55
I 19

160

154

I 5.1

160

7+t
t58
341

178

212
261

t72
636

til
-l lu
145

087

240

t60
2 t0

2 2tJ

r56

090

I t5

252
t57
045
169

406

t67

205

211
t68
5 t5

r83
309

148

-l t9 299 219 166 202 253

670

8 18

112

.1 8l
7t3
I2't

659

650

lStt
5 5r

659

818

614

6 8.1

t5l
5 75

5 .19

't 77

63u

6 8l

t62
546

064

160

584

609

136

661

857

8 2l

618

bb+

148

6 3l

4 5l

6 4l

614 475 583 612 526 562

491

5s6

494

692
344

I t6

t70
I tIJ

120

I ll

585

5 9l

513

643

5 3t)

I 'l.t
t87
521

311
526

644

430

599

720
383

3 3r

537

465

5 I6

699
028

sn.
750

246

085

27s

080
,l 6l

47t

6t7
097

266

5.lt
E 6't

021

098

o72
Itb

t05

608

3 4()

415

669

414

l19
) 7)

2 8ti

I7l
350

I8l 50l 500 360 282 405

P(iW's Rankrng Wrthrn thc

MLINI Group (n=8) 8 8 4 4

IOTJI'A Group (n=7) 7 6 7 6 6 6

IOIJ (inrup (n=lI ) I ll 8 ) t0

Al-l-COS (n=2.1) 2) 23 24 l6 l3 lt

Intcrprel.atlon ol' Rankrngs

MIJNI Ciroup

IOUPA Croup

IOtl(iroup

AI,I,('oS

Sourceot'lnlilmauon S&PCaprtal IQ.PUCAnnual Rcporls,AudrtcdAnnual Reports,andAGAStattstlcs

8 7



Exhibir HW- I

Schedule 4

Page 15 of22
PTIII-ADI]I,PIIIA (iN S WORKS

COMPARATlVl-. BLNCIIMARK DA IA AND RAI'IOS

FOR Ttltr I'lS('AL YI'.ARS ENDED 2011 - l0l8

t93v" I 89o/o 21 5yo 212v.

Capl:x/DA

201{ 2015 2016 2017 20t t

2l1Yo

A vcrap.e

205v,Phrladclphra Gas Works

Munrcrnallv Owncd Natural Gas IJtrlrtrcs

Crtrzcns l:ncrgv Group

CPS l:ncrgy

Garncsr rllc Rcgronal Utrlrtrcs

Jackson []ncrg] n uthonty

JEA [Jtrlrtrcs

Knoxvr llc IJtrl rtrcs Board

Rrchmond. Crty of

MIJNI Avcragc

PUC Jurrsdrctronal Investor Owned Natural Cas IJtrlrtrcs

Columbra Gas ol- Pcnnsy'lvanra. Inc

Natronal I;ucl Gas Drstilbutron Corp

P[:C0 Cas (lrrclon Corporatron)

Pcoplcs Natural (ias Company I-l-C

Peoplcs - Irtlurtablc I)rvrsron

UGI Utrlrtrcs Inc ((ias)

IOTJPA Avcragc

Non-Jurrsdrctronal Invcstor Ouned Natural (ias (Jtr I rtrcs

Roston Gas Co

Brooklyn lJnron Gas Co

Chcsapcakc lJtrl rtrcs C0rp

Colonral (ias Co

Connectlcut Natural Gas Corp

Cornrng Natural (ias Corp

Ncw Jcrscy Natural Gas Co

South Jcrscy Gas Co

Southcrn Conncctrcut Gas Ctl

Yankcc Gas Scrvrccs Co

IOIJ Avcragc

9l1Yo I 489/0 2010

920/.

t23yo

33%

20qyr

I 53yo

l02vo

t32Vo

lo3yo

I 58%

46Yo

35lyo

1470h

94lo

I 50%

160v,

5 I 60/0

6't\',o

3009,o

t4tv.

88%

1 7 0o/o

127V.

539o

17 50h

l5tYo

Itv"
| 4004

52'

840/.

r{i8%

I 140

9'7Yo

133.

I l3yo

I 7 60/o

57?o

215o/o

l,110/,

l09yo l,370h

140"

167010

2860/o

17 30

330yo

373v',o

293Vo

176v,

23tYo

309yo

421o/.

3230

3 I 5o/o

l92Yo

I 7 40/"

3270k

4l8o/"

t51V"

3t0.
29 lo/o

108%

51 lo

160v,

I 6oyo

351v"

3500

285'

392yo

423yo

1950

3l lo/o

236yo

235yo

3\oyo

262"/o 259yo 293v, 337yo 333yo 2970

200t/o

2920

318yo

l98o/o

I e8%

5160

3 I 6./"

536v,

3090

2E9o/o

228Yo

38l%o

479v.

227yo

208Yo

l59yo

3270h

5020/o

2710h

294y,

230v.

+6(lYo

528v,

2600/o

206',,',,

4270,,o

3680/o

.175u"

266yo

3600/0

285Y.

1860A

479Y.

327v,

2l lo/"

30tyo

292./,

462./,

212v,

4030

309yo

7 l0yo

66 lo/o

409yo

2189/o

33\)o

3890/0

105Yo

2910

4180h

25}Yo

466Yo

4990/o

281./o

2089'o

393o/o

33tlo/o

41604

27 lo/o

353v.

3230 328v. 3580/o 316', 41 404 354v.

P(iW's Rankrne Wrthrn thc

MUNI Group (n=8) 1 7 6 8 8

IOTJI'A (iroup (n=7) 4 3 2 2 2

lOtJ (iroup (n-ll ) ) 2

Al.l.COS (n=24) t0 9 9 l0 9 8

I nterprctauon ol' Rankrngs

MIJNI (inrup

IOTJPA (iroup + + +

Source ol Inlormatron S&P Caprtal IQ, P(JC Annual Reports. Audrtcd Annual Rcports, and AGA Statrstlcs

+ +IOll (iroup + + + +
AI.t.COS

l



Exhibir Hw- I

Schedule 4

Page 16 of22
PI ITI,ADT.,[,PI IIA C;AS WORKS

CoMPARA IIVI-, BF]NCIIMARK DNTA AND RA'IIOS

l'-OR lllll IrlSCAl. YIjARS bNI)t--D 201'l - 2018

58Yo 57v,

Nct Plant/(iross Plant

2011 20t5 2016 2017

5'lYo

2018 Avcraqc

57o/o 570l']hrladclphra Gas Works

Munrcroallv Orvncd Natural Gas [Jtrlrtrcs

Crtrzcns [.ncrgl Group

C['S I:nergy

Garncsvrl lc Re'gronal [Jtrl rtrcs

Jackson ['incrgy n uthonty

JI:A IJtrlrtrcs

Knorvrllc [Jtrlrtres Board

Rrchmond. Crry ol

MtJNlAverage

PIJC Jurrsdrctronal Invcstor Owncd Natural Gas [.ltrlrtrcs

Colunrbra Gas ol Pennsylvanra, lnc

Natronal lrucl Gas Dlstnbutlon Corp

Pl CO Gas (i.rclon Corporatron)

l'coplcs Natural Gas Company I I-C
Pcoplcs - Iitluruble Drvrsron

[](il Utrlrtrcs Inc (Gas)

IOtJPA Avcrage

Non-Junsdrctronal Invcstor C)rmcd Natural Gas [Jtrlrtrcs

Boston Gas Co

Brooklvn []nron Gas Co

Chcsapcakc tJtrl rtres Corp

Colonral (ias Co

Conncctrcut Natural Gas Corp

Cornrng Natural Gas Corp

Ncu Jcrscy Natural Gas Co

South Jcrscy Gas Co

Southcrn ('onnectrcut Gas Co

Yankcc Gas Servrces Cn

IOI I Avcragc

NA

60Yo

56%

620h

53Yo

6\Yo

66lo

NN

59Yo

54?/o

6()yo

5OYo

690/n

64o/r

NA

56v"

52v,

65v,

ltlYo

68o/r

630/.

NA

560

50%

630

469o

6\Yo

629o

NA

55o/o

4\Yo

6204

3',to/,

67Yo

6lYo

NA

S79o

5ZYo

62Yo

470

6\Yo

639',o

6lo/o 59Yo 5e% 58% 55"/o 5 8ouo

790h

64%

7 0o/o

69v,

69v,

670

tt0%

610,'n

700/"

69'h

690/,

68o/o

990/o

640

700/o

690,/o

690/.

700/o

8tY,

64v.
'12Yo

690/0

69v.

7lo

820h

61.

7 l%o

100

70.h

730h

810

64Yo

690k

690/o

7j%o

TOYo 'l 00/o 74Yo 7 lo/o 7 tv,

78%o

69y,

670h

79o/o

19Yo

76Yo

750

110,',o

7 40/n

800

'l I o/o

67Yo

790

u0%

t6v,
76Y,

-15Yo

80v,

720

6EY,

790,',o

Styo

7 5./"

76v"

1 7o/o

78v"

8 lo/,

69Yo

79ro

8l%
75Yo

78yo

8o,A

82v"
'77Yo

6e.

760h

7904

82y,

7104

7 8o/o

7 60/0

'76v.

80v"

7]Yo

6.10/,

7 50h

7gyo

8l'%

75v,

760

7 4o/o 7 5y. 76'4 7 8o/o '160h

P(iW's Rankrng Wrthrn thc

MTJNI Group (n:8) 5 4 4 4 4

IOtIPA Group (n=7) 7 7 7 7

IOII (iroup (n=l I) il n il

Al.l.COS (n=24) 2t 2l 20 20 20 20

Intcrprctatron of Rankrngs

Mt.lNI (iroup

Sourccol lnformatron S&PCaprtal IQ.PIJCAnnual Reporls,AudrtcdAnnual Rcports,andAGAStatlsl.rcs

IOLJPA Group

IOLJ Group

At_t.cos

5

7 7



Exhibit HW-l
Schedule 4

Page 17 of22
PHILADI]I-PIIIA (;AS WORKS

COMPARA'llVE BTINCIIMARK I)n]'A AND RA'llOS

I:OR 'l t{L t'lSCAl. YEn RS I--NI)trD 201.1 - 201 8

CapExNct Plant

20t4 2015 2016 2017 20lE Avcraee

80h 8orc 9v. \YoPhrladelphra Gas Works

Munrcroallv Owncd Nal.ural Gas [Jtrlrtrcs

Ctttzcns l:ncrgy Croup

CPS t:ncrgy

Garnssvrllc Regronal [Jtrlrues

Jackson Iincrgy Authorrty

JF-A IJtrl rtrcs

Knorvrlle (JtrltLrcs Board

Rrchmond, Crty of

MUNI Averagc

PUC Jurrsdrctronal lnvcstor Owncd Natur.ll Gas (Jtrlrtrcs

Columbra Cas ol Pcnnsylvanra. lnc

Natronal Fucl (ias T)rstnbutron Corp

P[-CO Cas (l.rclon Corporatron)

Pcoplcs Ndtur.ll (ias Company l-[ C

Peoplcs - lrqurtablc [)rvrsron

IJGI tltrlrtrcs Inc ((ias)

IOIJPA Avcragc

Non-Jurrsdrcl.ronal lnvcsl.or Owncd Natural (ias [Jtrl rtrcs

Boston Gas Co

Brookll'n [Jnron Gas Co

Chesapcakc [JLrl rtrcs Corp

Colonral (ias Co

Conncctlcut Natural Gas Corp

Cornrng Natural (ias Corp

Ncw Jcrscy Natural (ias Co

South Jcrscv Gas Co

Southern ('onncctrcut Gas Co

Yankee Gas Scrvrccs Co

IOIJ Avcragc

9o/o

4Yo

loto

9yo

60h

go

goA

I lYo

6v.

89o

8v,

4Yo

80

0o,o

gyo

llYo

79o

8Yo

3vo

I 5o,'o

8"/o

8Vo

\Yo

23%

59zo

l3.h

7Yo

8o/o

7V.

IlYo

\Yo

40

I lo/,

SYo t'lo/o I l%o 8v" Lo/,

I 4o/o

6Yo

NA

NA

NA

I 0r/o

t2v"

6v.

NA

NA

9Yo

t1y,

NA

NA

NA
goA

l3Yo

6'./o

NA

NA

NA

t6v,

I 40h

6Yo

NA

NA

NA

I lo/,

I 3Yo

NA

NN

NA

I l'/o

lOYo 9Yo I lo/o l2Yo I 0o/o lOYo

9v.

I 3Yo

9y,

I lo/o

t7v,

\vo

I 3Yo

I loh

80/,

ll00,L

Ilo
I lo

9Vo

l2Yo

t0v.

8oa

t2v.

I t9',o

I 106

loyo

tovo

12'/o

80,,o

9ot'o

129,o

I 60/.

I lYo

I lYo

ll%o

8o/o

l|20

Eoto

I 0o/'

t9Y,

I 6Yr

I lo/,

9Yo

looh

100

lo.h

130

t2v.

l60h

I loh

1to

9Vo

t296

t0v,
9Yo

I toh Io Io t2v. I lo

PGW's Rankrng Wrthrn the

MLJNI Group (n=8) .1 1 l 3 6 4

IOtIPA Gntup (n=7) 2 1 2

IOIJ (inrup (n: I I )

Al.I.COS (n-24) t j .1 5

lnterprctatron ol Rankrngs

MIJNI (iroup +
IOUPA Group + + + ++ +

Sourccol'lnlbrmatron S&PCaprtal IQ.P(JCAnnual Rcports,AudrtcdAnnual Rcports,andAGAStaustlcs

+
+

+

IOtl Croup + + ++ +
At_l.cos + + +

5 1



Exhibit Hw-l
Schedule 4

Page I 8 of22
PI{IT.ADITLPI IIA (i.,\S WORKS

COMPARATIVI., BI.,NCIIMARK DA I-A AND RA'I"I0S

IiOR Tt{E FISCAL YIiARS I:NI)t:I) 201.1 - 2018

CapFV(iross Plant

201 4 20t5 20t6 2017 2018 n vcraqc

4Yo 5YoPhrladclphra Gas Works

Munrcroallv Owned Natural Gas Utrlrtrcs

Crtrzcns linergv Group

CPS I:ncrgy'

Garncsvrlle Reglonal (Jtll rtlcs

Jackson lrnergy n uthont]

J [:A IJtrl rtrcs

Knoxvrllc Utrlrtrcs Board

Rrchmond, Crty of

MTJNLAverage

PUC Jurrsdrctronal Invcstor Omcd Natural Gas IJtrlrtres

Columbra Gas ol Pennsylvanra. Inc

Natronal Fucl Gas Drstrrbutron Corp

I'LCO Gas ([-\clon Corporatron)

Pcoples Natural (ias Company [,1.C

Pcoples - Iiqurtablc l)rvrsron

tlGI tJulrtres Inc (Gas)

IO(JPA Averagc

Non-Jurrsdrctronal Investor C)mcd Natural Gas [Jtrlrtres

Boston Gas Co

Brooklyn Unron Gas Co

Chesapcakc [,rtrl rtlcs Corp

Colonral (ias Co

Connectrcut Natural Gas Corp

Cornrng Natural Gas Corp

Neu Jcrsey Natural Gas Co

South Jcrsey Gas Co

Southern Conncctlcut Gas Co

Yankce Cas Scrvrccs Co

I0ll Avcrage

\ANA

40,'o

3o/o

6y.

40h

NA

5ot'o

6vo

50,,o

5Yo

NA

1o/o

6',/o

| 5Yo

9Y"

5Vo

NA

59o

lyo

lYo

6Yo

5v,

50

NA

NN

I l\o

NA

NN

goA

9o/o

1o/o

NA

NA

60h

l0o/o

90h

t3v.

99',o

\Yo

9v.

7Yo

9y"

9v"

140

80

8"/.

9y.

6Yo

99o

8o/"

I 30,,o

tt9,"

8Yo

gya

8.h

6y.

8%

6%

lfJy.

6y,

I 2Yo

t0,

tly,

6y,

NA

104

5Yo

5%o

4o/.

5'.vo

5Yo

7v.

5o/o

3Yo 59/o 5Yo sY/o

lt%
4y.

NA

NA

6y,

I 39/o

7Yo

NN

NA

NA

6Yo

NA

NA

NA

I loh

7o/" 60 8o/o 8o/o9o/o 8Yo

I t,h

90

t3v.

l0%

7 
0/o

60/o

6r'0

90/o

6Yo

8v"

I lo

I10

t69i

120

80/,

7Yo

89/.

8V"

llYo

80

\Yo 8/. 80/, 9o/o 10y. 9o/o

P(iW's Rankrng Wrthrn thc

MUNI Group (n=8) 4 2 6 3

I(X.lPA Group (n:7) 2

IOtlGroup (n=l I)

AI-l-COS (n=24) 4 2 2 2 7

Interpretatton ol Rankrngs

MIINI Gruup + + +
IOTJPA Group + + + + + +

Sourcc ol Infbrmatlon S&['C.lprtal IQ. PLJC Annual Rcports. Audrl.cd Annual Repons, and n Gn Statrstrcs

+

+

+

lOtJ Croup + + + + +
AI-I COS + + +

2

_l



Exhibit HW-l
Schedule 4

Page 19 of22
PI lll.ADlrl.PIIIA GAS WORKS

COMPARA'llVL BI--NCIIMARK DATA AND RA'IIOS

FOR 'l llt: IrlSCAl- YLARS t:NDED 2014 - 2018

Caplrx,/Claprtal rzatron

20t4 2015 2016 2017 2018 Avcraqc

60 6Yo \Yo t0,Phrladclphra Gas Works

Munrcroallv Owncd Natural Gas Utrlrtres

Crtrzcns linergl Croup

CPS l--nergy

Garncsvrllc Rcgronal [Jtrl rtrcs

Jackson Energy Authonty

JIrA Utrlrtrcs

Knorvrlle' IJtrIrues Roard

Rrchmond, Crty of

MUNI Averagc

PtlC Jurrsdrctronal Invcstor Omcd Natural Gas [Jtrlrt.rcs

Columbra Gas ol Pcnnsy lvanra, Inc

Natronal Fucl Gas Drsl.rrbutron Oorp

[t['CO Gas (lirclon Corporal.ron)

Pcoplcs Natural (ias Company I-1.('

Pcoplcs - I:qurtablc [)rvrsron

ll(il lltrlrtres Inc ((ias)

IOIJPA Avcragc

Non-Jurrsdrctronal lnvcstor Omcd Natural Gas [Jtrlrtrcs

Boston Gas Co

Brooklyn [-lnron (ias Co

Chcsapeakr' IJtllrtres Corp

Colonral (ias Co

Conncctlcut Natural Oas Corp

Cornrng Natural (ias Corp

Ncw Jcrscl'Natural Gas Co

South Jersey Cas Co

Southern Conncctlcut Gds Co

Yankec Gas Servrccs Co

IOIJ Avcragc

6o/u

39o

50

()oh

7o/o

6Vo

604

59/o

30

I]o

6v.

4y.

6Yo

6'/.

5Yo

6'/.

3,^

9Yo

604

60/n

3Y,

3Yo

504

7vo

50

60,'o

80/o

7v,

1y.

3Yo

4Yo 6Yo 8Yr 6Yo 5v. 60/.

t90h

6"/0

NN

NA

NA

t1%

t5Y.

7,^

NA

NA

NA

t tv,

tEvo

l29o

NA

NA

Iv.

l89o

60/o

NA

NA

NA

I gyo

lll%o

6Yo

NA

NA

I 3Yo

I 8'/o

NA

NA

NA

I l%o ll\o I 4Yo l2Yo lZYo

I 2o/.

6v.

t6%
goh

I t,/,

l70h

tov.

I 5Yo

1OYo

8"

I 4o/o

\vo

2loA

Iv,
l3Yo

I loh
't0./.

| 4lo

l0%o

8o/o

t4v.
sy.

2tv"

| 3Yo

l3Yo

9y.

I19',.

t4v.

80/o

l0%

I 60/0

9o/o

I 90/"

119o

I30

\Yo

9'/o

8Y,

l09o

t6y.

240

t8%

lSYo

9otn

t2vo

ll20

l0.k

14.
goA

I 1o/o

I30

t 1.4

looh

ll\o
I 00/,

99o

I tv'o l2Yo t2v" I l%o l2Yo

P(iW's Rankrng Wrthrn thc

MIJNI Group (n:ll) 4 l 7 8 7

IOIJPA Group (n-7) 2

IOIJ Group (n- I I ) f

Al-I-COS (n=24) 4 3 8 t0 7

Intcrprctatlon oI Rankrngs

MI)NI (iroup

IOUPA Group + + + + + +

Sourceol'lnlbrmdtron S&PCaprtal lQ.PIJCAnnual Rcports,AudrtcdAnnual Rcports,andAGn Statrstrcs

+ +IOU Group + + + +
AI-LCoS + + +

5



Exhibir Hw-l
Schedule 4

Page 20 of 22
PI III,ADI--I-PI IIA GAS WORKS

COMPARN 'f IVF- BI.,NCIIMARK DA IA AND RA TIoS

FOR TI Il: I.lSCAt. YLARS ENDF.I) 2011 - 20 I 8

90y" 940k 98o/o

Nct Plant/Caprl.al rzatron

20tl 20t5 2016 2011

toTro

2018 Avcraqc

I lzyo ll000/,I'hrladelphra Gas Works

Munrcrnallv Owncd Natural (ias [Jtrlrtrcs

Crtucns Encrg-v Croup

CPS I:nergy

Garnesvrlle Regronal [Jtrl rtrcs

Jackson Energy n uthonty

JIrA [Jtll rtles

Knoxvrlle L.Itrlrtrcs Board

Rrchmond Crtl'oI

MUNI Averagc

PIJC Jurrsdrctronal lnvcstor Omcd Natural Gas Utrlrtrcs

Columbra Cas ol Pcnnsylvanra. Inc

Natronal Fuel Gas Drstrrbutron Corp

Pt.CO Gas (l.xclon Corporatron)

Peoplcs Natural (ias Company LLC

Pcoples - I:qurtablc Dtvtsron

U(il [Jtrlrtres Inc ((ias)

IO(JPA Avcrage

Non-Jurtsdrcttonal Invcstor Omcd Natural Gas Iitrlrtrcs

Boston Gas Co

Brookly'n Unron (ias ('o

Chcsapeakc [.ltrl rtrcs Corp

Colonral Gas Co

Conncctlcut Natural Gas Corp

Cornrng Natural (ias Corp

New Jerscy Natural Gas Co

South Jersey Gas Co

Southcrn Connccttcut Gas Co

Yankce Gas Servrccs Co

lOIJ Average

l08yo I tTyo I l8D I 16Yo I l6Yo ll5Yo

8t,h

ll6Yo

5So/o

65v"

lljYo

82?o

SlYo

8syo

600/,

6604

85%

83Yo

87o/o

'E40/o

83Yo

60yo

ll6yo

88%

920k

15%

870',o

66Yo

7 504

820

87yo

860h

820/,

869',.

63Yo

92v"

83Yo

88%

8l%
8sYo

62'

8t%
8104

81Yo
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Exhibit Hw- I

Schedule 4

Page2l of22
PI III,AT)I]I,PI IIA (iNS WORKS

COMPARA'IIVI.- BI.,NCIIMARK DATA AND RA IIoS
FOR 

-l tll: t'lSCAl. Yl:n RS L.NDt:D 2014 - 2018
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PIIII-ADELPHIA GAS WORKS

COMPARNTIVF- BT.,NCIIMARK DATA AND RA'ItOS
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Exhibit HW-l
Schedule 5

PHILADELPHIA GAS WORKS
COMPARISONS BETWEEN

BENCHMARK RATIOS AND BOND ORDINANCE DEBT SERVICE COVERAGES
I.-OR THE FISCAL YEARS ENDED 20 I4 - 20 I 8

2014 2015 2016 2011 20lE Average

Benchmark Ratios Debt Service Coveraee (P & I) (l)

Philadelphia Gas Works

Municipally Owned Natural Gas Utilities

Citizens Energy'Group

CPS Energy'

Cainesville Regional Utilities

Jackson Energy Authority

JEA UtiIitiCS

Knoxville Utilrties Board

Richmond, City of

MUNI Average

Bond Ordinance Debt Service Coverape (P & I)

Philadelphia Gas Works

Debt Scn'rcc Covoragc Scnror I998 Ordrnancc Bonds

Dcbt Scrvrcc Covcragc (Combrnsd lrcns)

Dcbt Scrvrcc C'ovcragc (Combrncd lrcns wrth $18 0l!l C'rty Fcc)
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Jackson Energy A uthoriry
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Scnror

Ssnror and Subordrnatc

Knoxville Utilities Board

Richmond, City of (2)

MUNI Average

2.51

2.|
t.92

9.41

r .55

3. l9

r.60

2.54

2.54

t.60

7.41

1.58

3.41

r.78

2.12

2.61

1.72

6.36

2.I
3. t8

1.45

0.87

2.40

r.60

2.10

2.20

r.56

0.90

2.t5

2.52

t.57

0.45

1.69

4.06

t.67

2.05

2.44

r.68

5. l5

1.83

3.09

1.48

I .35 l. 13 t .25 I .86 2.00 1.52

3.19 2.99 2.79 I .66 2.02 2.53

2.t I

t.79

1.60

2.t4
r.82

l.64

2.t3

2.t3

r.90

2.71

2.71

2.44

2.35

2.35

2.15

2.29

2.16

1.95

2.29 2.28 r.88 1.96 2.8 r 2.24

2.12

2.46

2.09

600

3.r5

2.73

2.32

6.00

3.67

2.74

2.t5

4.28

3.46

2.58

1.98

3.24

3.84

2.65

2.t5

4.62

3.37

2.63

2.14

4.83

5.40

2.41

3.44

1.56

5.80

2.63

3.52

1.66

6.59

2.89

3.16

r.68

7.53

2.53

2.99

2.1|

6.55

2.30

4. l0

1.82

6.37

2.55

3.44

t.77

3.r5 3.34 3,23 3.r5 3.43 3.26

Notes: (l) From Schedule 4 page 14.

(2) Reported for combined Gas, Water and Wastewater operations
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PGW St. No. 5

I I. INTRODUCTION

A. PLEASE STATE YOUR NAME FOR THE RECORD.

Constance E. Heppenstall

2

3

4 BY WHOM ARE YOU EMPLOYED?

5 I am employed by Gannett Fleming Valuation and Rate Consultants, LLC.

PLEASE DESCRIBE YOUR POSITION WITH GANNETT FLEMING
VALUATION AND RATE CONSULTANTS, LLC AND BRIEFLY STATE YOUR
GENERAL DUTIES AND RESPONSIBILITIES.

My title is Senior Project Manager, Rate Studies. My duties and responsibilities include

the preparation of accounting and financial data for revenue requirement and cash working

capital claims, the allocation of cost of service to customer classifications, and the design

of customer rates in support of public utility rate filings.

HAVE YOU PRESENTED TESTIMONY IN RATE PROCEEDINGS BEFORE A
REGULATORY AGENCY?

Yes. I have testified before the Pennsylvania Public Utility Commission, the Arizona

Corporation Commission, the Kentucky Public Service Commission, the Missouri Public

Service Commission, the Virginia State Corporation Commission, the Hawaii Public

Utility Commission, the West Virginia Public Service Commission and the Indiana Utility

Regulatory Commission concerning revenue requirements, cost of service allocations and

rate design. A list of cases in which I have testified is attached to my testimony as

Appendix A.

WHAT IS YOUR EDUCATIONAL BACKGROUND?

A

a.

A.

a.

A.

6

7

8

9

l0

ll

12

l3
t4

a

15 A.

16

t7

l8

l9

2t

22 a.

20

-l-{1n8s722't.2}
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I have a Bachelor of Arts Degree in Economics from the University of Virginia,

Charlottesville, Virginia and a Master's of Science in Industrial Administration from

Carnegie-Mellon University' s Tepper School of Business, Pittsburgh, Pennsylvania.

WOULD YOU PLEASE DESCRIBE YOUR PROFESSIONAL AFFILIATIONS?

I am a member of the American Water Works Association, the Pennsylvania Municipal

Authorities Association and the National Association of Water Companies.

BRIEFLY DESCRIBE YOUR WORK EXPERIENCE.

I joined the Valuation and Rates Division of Gannett Fleming (formerly Gannett Fleming,

Inc.) in August 2006, as a Rate Analyst. Prior to my employment at Gannett Fleming, I

was a Vice President of PriMuni, LLP where I developed financial analyses to test

proprietary software in order to ensure its pricing accuracy in accordance with securities

industry's conventions. From 1987 to 2001,1was employed by Commonwealth Securities

and Investments, Inc. as a public finance professional where I created and implernented

financial models for public finance clients in order to create debt structures to meet clients'

needs. From 1986 to 1987, I was a public finance associate with Mellon Capital Markets.

PURPOSE OF TESTIMONY

ON WHOSE BEHALF ARE YOU TESTIF'TING?

I am testifying on behalf of Philadelphia Gas Works ("PGW" or the "Company") in support

of its base rate case filing with the Pennsylvania Public Utility Commission

("Commission").

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony is to present and explain PGW's cost of service allocation

study, sometimes called class cost of service study. Exhibit CEH-l sets forth the cost of

2

3

a.

A.

4

6

7

9

5

a.

8A

10

1l

t2

l3

14

15

16 II

17 a.

18 A.

l9

21 a.

A

20

22

23
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PGW St. No. 5

service and the revenues under present and proposed rates for the Company's operations.

In addition, the exhibit shows on Schedule H, the calculation of the Merchant Function

Charge, on Schedule I, the calculation of the Gas Procurement Charge and on Schedule J

the calculation of the pro forma rate of return for the TED Rider customers as of 8/3112021.

WAS EXHIBIT CEH-I PREPARED BY YOU OR UNDER YOUR DIRECTION
AND SUPERVISION?

Yes, it was.

WHAT IS THE PURPOSE OF A COST OF SERVICE ALLOCATION STUDY?

The purpose of the study is to allocate PGW's full revenue requirement or total cost of

service to the various customer classes. The study allocates costs to the Residential,

Commercial, Industrial, Municipal, Philadelphia Housing Authority General Service

("PHA-GS"), PHA-Rate 8, Developmental Natural Gas Vehicle Service ("NGVS"), and

the Intemrptible classes. Customers under contract or non-tariff rates are excluded from

the allocation of costs as this is a base rate proceeding. The revenues from the contract

customers are included as a source of revenue to reduce the overall cost of service to be

allocated to the other classes.

WHAT METHOD OF ALLOCATION WAS USED IN THE STUDY?

The study uses the Average and Extra Demand Method (or Average/Excess) as that term

is defined in the text "Gas Rate Fundamentals", published by the American Gas

Association's Rate Committee.

PLEASE DESCRIBE EXHIBIT CEH.I.

Philadelphia Gas Works, Exhibit CEH-1, Cost of Service Allocation Study as of August

31, 2021 (Exhibit CEH-I) is a cost of service allocation that supports PGW's revenue

2

3

4

5

6

7

a.

A.

a.

A.

8

l0

9

l1

t2

13

14

l5

16

t7 a.

18 A.

19

2ta

22 A.

20

23
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8

9

10

ll

t2

13

t4

15

l6

t7

18 a.

t9 A.

20

21

22
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distribution under proposed rates in this proceeding. The results of the study are set forth

in Schedule A. The results are based on the projected costs for the fully projected future

test year of August 31, 2021 as provided by PGW. The exhibit includes a description of

the methods of allocation, the actual allocation of the cost of service and the measure of

value, including the factors used for the allocation to PGW's customer classes.

PLEASE OUTLINE IN DETAIL YOUR COST ALLOCATION PROCEDURES.

The allocation of costs to cost functions and customer classifications is presented in

Schedule E, pages l0 through l3 of Exhibit CEH- I . Since this is a base rate proceeding,

we have excluded gas costs from the cost of service in Schedule E to develop costs by

function and classification only for the costs related to the delivery of gas.

In Schedule E, the items of cost including operation and maintenance expenses,

depreciation expense, interest expense, City payment and net income (labeled in Column

1) are presented in Column 3. These costs are allocated to the functions and customer

classifications as follows: Residential, Commercial, Industrial, Municipal, PHA-GS, PHA-

Rate 8, NGVS, and Intemrptible classes.

Column 2 shows the allocation factor used for each item of cost. The description

of the factors used is presented in Schedule F, beginning on page 14, of Exhibit CEH- I .

PLEASE EXPLAIN THE ALLOCATION OF COST ITEMS IN EXHIBIT CEH-I.

We allocate each cost based on individual factors, both on a volumetric basis and customer

cost basis. For example, production expenses are allocated volumetrically to classes using

Factor I which is based on the average day demand for firm sales, excluding transportation

sales. Storage expenses are incurred to provide gas service during peak times. As a result,

{l.l857227 2\ -4-
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these costs are allocated volumetrically on Factor 2A, the peak extra capacity by class,

excluding the Intemrptible class.

Distribution costs are allocated based on the type of cost. Costs related to meters

are allocated to customer costs using Factor 4, which is based on the historic cost of meters

by class. Costs related to services are allocated to customer costs based on Factor 4, which

is also based on the historic cost of services by class. Costs related to distribution load

dispatching, M&R Station, mains, measuring station expenses (except industrial measuring

station expenses which were directly assigned to the industrial class) are allocated

volumetrically based on Factor 3, which is the average and excess capacity for each

classification. The weighting of the factors was based on the system-wide load factor

which results in 26.50470/o allocated on average daily usage and 73.4953o/o allocated to

excess above avera5e daily usage. See Factor 2 for the calculation of the load factor. The

Intemrptible customer class average and excess usage is included in the calculation as these

customers have only been intemrpted once (in 2004) in over 22 years and cannot be truly

considered as intemrptible for cost allocation purposes.

Customer Accounting Expenses and Customer Service and Information Expenses,

other than Uncollectible Accounts, are allocated to customer costs based on Factor 7,

number of customers by class. Uncollectible Account costs are split between those

recovered through the Merchant Function Charge (MFC) and those collected through the

customer charge. The costs recovered through the MFC are calculated in Schedule H and

are directly assigned. The costs recovered through the customer charge are allocated to

customer costs based on Factor 14 which uses a three-year average of uncollectibles to

develop the factors.

J
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Administrative and General Expenses, which are not labor related, are allocated on

a composite Factor 10. Factor l0 is based on the allocation of all other operation and

maintenance expenses other than Administrative and General Expenses. Labor related

costs such as Injuries and Damages, Employee Pension and Benefits and OPEB Funding

are allocated on Factor 11, which is a composite allocation of labor expense. The

calculation is shown in Schedule F, Factor 11 and the pages following.

Depreciation Expense is allocated based on the specific cost, similar to the

allocation of operation and maintenance expense. For example, depreciation expense

related to Production Plant is allocated on Factor 1. Expense related to Storage Plant is

allocated on Factor 2A, etc.

Interest and Other Expense, City Payment and Net Income, as these are all capital

related, are allocated based on Factor 12, which is a composite factor based on the

allocation of Utility Plant in Service Net of Accumulated Depreciation and Cash Working

Capital. The calculation is on pages 27 to 28 of Exhibit CEH-I. Cash Working Capital

for the exhibit was calculated based on the rule of thumb method of I /8 of Operation and

Maintenance Expense.

WHAT ARE THE RESULTS OF THE COST OF SERVICE ALLOCATION
STUDY?

The results of cost of service study as calculated on Schedule E are summarized in Schedule

D. The total cost of service by classification in Schedule D is brought forward to Schedule

A, columns 2 and 3. These results are then compared to the pro forma revenues under

present rates (columns 3 and 5) and proposed rates (columns 6 and 7). The proposed

increases in revenue under proposed rates and the percent increase are shown in columns

7
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11
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8 and 9 of Schedule A. Please refer to the direct testimony of Mr. Dybalski (PGW St. No.

6) for a description of the proposed rate design and revenue distribution.

PLEASE EXPLAIN SCHEDULE B AND C OF EXHIBIT CEH.I.

Schedule B shows the rate of return by customer class under present rates and Schedule C

shows the rate of return by customer class under proposed rates. These schedules show

that PGW is moving toward unity in its proposed rate design.

PLEASE DESCRIBE YOUR ANALYSIS OF CUSTOMER COSTS.

Schedule G shows the calculation of customer costs by customer class, showing both the

results of a fully allocated customer cost of service and a direct customer cost analysis.

The costs in Schedule G are developed from the allocation to customer costs in Schedule

E.

PLEASE DESCRIBE THE CALCULATION OF THE MERCHANT FUNCTION
CHARGE (MFC) ON SCHEDULE H.

The MFC is applied to the firm sales service customer and is designed to recover the

uncollectible expenses related to gas purchases. In Schedule H, the uncollectible expense

(in 1000 dollars) is allocated by class based on a three-year average of collectible expense

shown in the calculation of Factor 14. These amounts are then prorated by the amount of

GCR revenue to total revenue by class shown on Line 4. The proration of Uncollectible

expense is shown on Line 6 and converted to dollars on line 7. Line 9 develops the MCF

by dividing the result on Line 7 by the Annual Firm Volume Sales in MCF in line 8.

PLEASE DESCRIBE THE CALCULATION OF THE GAS PROCUREMENT
CHARGE IN SCHEDULE I.

3Q

4A.

8

5

6

a.

A.

7

9

l0

ll

t2
l3

a

t4 A.

l5

l6

17

l8

t9

20

a
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2l
22

lta8s7227.2)



1A

PGW St. No. 5

The Gas Procurement Charge (GPC) is calculated by adding the cost of natural gas supply

service including acquisition, management and benefits to the cost of cash working capital

related to storage of gas for a total of $885,086. This total is divided by annual firm sales

service volumes of 41,370,382 for a calculated charge of $0.0214 per MCF. For the

calculation of proposed revenue, PGW elected to maintain the present rate of 50.04 per

MCF.

PLEASE DESCRIBE THE CALCULATION OF THE TED RIDER RATE OF
RETURN AS SHOWN IN SCHEDULE J.

In the settlement of the prior case, PGW agreed to "maintain records of all TED Rider

investments and TED Rider negotiated rates. In the event that PGW files a general base

rate case during the three-year TED Rider pilot program following the effective date of

rates established in this proceeding, PGW will provide information, as part of its initial

filing, showing the pro forma rate of return on incremental investment for TED Rider

customers as a sub-class in its filed cost of service study." Schedule J shows the calculation

of the rate of return on the incremental investment for the TED Rider class as of 8/31/2021.

CONCLUSION

DOES THAT COMPLETE YOUR DIRECT TESTIMONY?

Yes.

2

J

4

5

6

7

8

9

a.

A.

l0

l1

t2

l3

t4

t5

16 III.

t7 a.

18A
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Appendix A
CONSTANCE E. HEPPENSTALL _ LIST OF CASES TESTIFIED

2.
3.
4.
5.
6.
7.
8.
9.
10
11

12
13
14
15
16
17
18
19
20
21
22
23
24
25

Year

2010

2010
2012
2012
2013
2013
2014
2014
2015
2016
2016
2017
2017
2017
2017
2017
2017
2018
2018
2018
2018
2018
2018
2019
2019

Jurisdiction

MCC

Docket No.

Pa PUC
Pa PUC
Pa PUC
Pa PUC
Pa PUC
Pa PUC
Pa PUC
KY PSC
Pa PUC
MCC
MO PSC
MO PSC
VA SCC
MCC
HI PUC
HI PUC
PA PUC
KY PSC
WV PSC
IN IRC
KY PSC
KY PSC
PA PUC
PA PUC

w-01303A-09-0343
and SW-01303A-09-
0343
R-2010-2179103
R-2012-2311725
R-2012-2310366
R-201 3-2350509
R-2013-2390244
R-2014-2418872
R-2014-2428304
Case No.2015-000143
R-201 6-25541 50
ws-o1303A-16-0145
wR-2017-0285
sR-2017-0286
PUR-2017-00082
ws-o1303A-17-0257
2017-0446
2017-0447
201 8-3000834
201 8-00208
18-0573-W-427
50208
2018-00291
201 8-003s8
R-201 9-3006904
R-201 9-301 0955

ClienUUtility

Arizona American Water Company

City of Lancaster - Water Fund
Hanover Borough
City of Lancaster - Sewer Fund
City of DuBois - Bureau of Water
City of Bethlehem - Bureau of Water
City of Lancaster - Water Fund
Hanover Borough
Northern Kentucky Water District
City of DuBois - Bureau of Water
EPCOR Water Arizona, lnc.
Missouri-American Water Company
Missouri-American Water Company
Aqua Virginia, lnc.
EPCOR Water Arizona, lnc.
Hana Water Systems LLC - North
Hana Water Systems LLC - South
SUEZ Water Pennsylvania, lnc.
Water Service Corp. of KY
West Virginia American Water Company
lndiana American Water Company
Northern Kentucky Water District
Kentucky American Water
Newtown Artesian Water Co.
City of Lancaster - Sewer Fund

Subiect

Rate Consolidation

Revenue Requirements
Cost of Service/Rev Reqmts.
Revenue Requirements
Revenue Requirements
Revenue Requirements
Revenue Requirements
Revenue and Revenue Reqmts..
Cost of Service
Cost of Service/Revenue Reqmts
Cost of service/Rate Design
Cost of Service/Rate Design
Cost of Service/Rate Design
Cost of Service/Rate Design
Cost of Service/Rate Design
Cost of Service/Rate Design
Cost of Service/Rate Design
Revenue Requirements
Cost of Service/Rate Design
Cost of Service
Cost of Service/Demand Study
Cost of Service/Rate Design
Cost of Service/Rate Design
Revenue Reqmts/Rate Design
Rev. Reqmts/Cost of Service/Ratr

{tr8s7221.2} -9 -



VERIFICATION

I, Constance E. Heppenstall, hereby state that: (l) I am employed by Gannett Fleming

Valuation and Rate Consultants, LLC as Senior Project Manager, Rate Studies; (2) I have been

retained by Philadelphia Gas Works ("PGW") and am authorized to present testimony on its

behalf; (3) the facts set forth in my testimony are true and correct to the best of my knowledge,

information and belief; and (4) I expect to be able to prove the same at a hearing held in this

matter. I understand that the statements herein are made subject to the penalties of 18 Pa. C.S, $

4904 (relating to unsworn falsification to authorities).

a (

Constance E. Heppenstall
Senior Project Manager, Rate Studies
Gannett Fleming Valuation and Rate Consultants, LLC

February 28,2020

Dated

{10857880 r }
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ffidunnettFleming
Excellence Delivered As Promised

February 6,2020

Philadelphia Gas Works
800 W. Montgomery Avenue
Philadelphia, PA 19122

Attention: Gregory J. Stunder, Esquire
Vice President - Regulatory and Legislative Affairs

Ladies and Gentlemen

Pursuant to your request, we have prepared a cost of service allocation study
based on pro forma revenue requirements for the twelve months ended August 31,2021,
for Philadelphia Gas Works.

The attached report presents the results of the study, as well as supporting
schedules which set forth the detailed allocation calculations. Schedule A, on page 5,
presents a comparison of the cost of service by service classiflcation with the revenues
produced by each classification under present and proposed rates.

Respectfully submitted,

GANNETT FLEMING VALUATION
AND RATE CONSULTANTS, LLC

CONSTANCE E. HEPPENSTALL
Senior Project [Vlanager

CEH:mle
066355

Gannett Fleming Valuation and Rate Consultants, LLC

207 Senate Avenue . Camp Hrll, PA 1701 1-2316

t 717 7637211 . f 717 763 4590
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PHILADELPHIA GAS WORKS

COST OF SERVICE ALLOCATION STUDY
AS OF AUGUST 31,2021

PART I. INTRODUCTION

PLAN OF REPORT

The report sets forth the results of the cost of service allocation study prepared for

Philadelphia Gas Works, based on the twelve months ended August 31,2021 (FPFTY).

Part l, lntroduction, includes statements with respect to the basis of the study, the

procedures employed, and a summary of the results of the study. Part ll, Cost of Service

by Service Classification, presents the detailed schedules of the allocation of costs to

service classifications, the bases for the allocations, and the development of certain

customer and demand costs.

BASIS OF THE STUDY

The purpose of the study was to allocate costs of Philadelphia Gas Works to the

several customer classifications based on considerations of quantity of gas consumed;

sales and transportation; demand characteristics; and costs associated with metering,

billing, and accounting. The allocation study was based on recognized procedures for

allocating costs to customer classifications in proportion to each classification's use of the

facilities, commodity, and services which entail the total cost of providing gas service.

ALLOCATION PROCEDURES

The allocation study was based on the Average and Extra Demand N/ethod for

allocating costs to service classifications. The method is identified as the "Average and

-2-



PGW Exhibit CEH-1

Excess Demand Method" in "Gas Rate Fundamentals," (published in 1987 by the

American Gas Association's Rate Committee) in which it is described. The three basic

categories of cost responsibility are commodity, capacity, and customer costs. ln the

Average and Extra Demand Method, the capacity costs are allocated to service

classifications on a combined basis of average use and use above average at peak

demands. The following presents a brief discussion of costs and the manner in which

they were allocated.

Commoditv Costs are the costs that tend to vary with the quantity of gas used.

Commodity costs in this study include production plant expenses and associated costs.

Commodity costs were allocated to service classifications on the basis of average daily

sales volumes.

Capacitv Costs are costs associated with meeting the peak demands of the

system. Capacity costs attributable to sales and transportation service include

Distribution expenses and capital costs not associated with the customer costs category.

The capacity costs were allocated to service classifications on a combined basis of

average use and extra demand (demand in excess of average use). For presentation

purposes, the commodity and capacity costs are combined into the volumetric function

for each classification.

Customer Costs are costs associated with servi ng customers regardless of their

usage or demand characteristics. Customer costs include the expenses and capital

costs related to meters, regulators, and services and expenses related to meter reading

and billing. The customer costs were allocated to service classifications on the bases of

the number of meters, services and customers.

-3-
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The allocation of costs to service classifications and the bases for the allocations

are presented in Part ll, Cost of Service by Service Classification

RESULTS OF STUDY

The data summarized in Schedule A, "Comparison of Cost of Service with

Revenues Under Present and Proposed Rates by Service Classification for the Twelve

Months Ended August 31, 2021," constitute the principal results of the allocation study.

Schedules B through F in Part ll of the report present the details of the allocation of costs

of service, including the return based on the allocated measure of value, by service

classification as well as the bases for the allocation factors. Schedule G presents the

development of customer costs per bill by service classification. Schedule H presents

the calculation of the Merchant Function charge. Schedule I presents the calculation of

the Gas Procurement charge. Schedule J presents the calculation of the historic test year

rate of return for the TED Rider.

-4-



PHILADELPHIA GAS WORKS

COMPARISON OF COST OF SERVICE WITH REVENUES UNDER PRESENT AND PROPOSED RATES
BY SERVICE CLASSIFICATION FOR THE TWELVE MONTHS ENDED AUGUST 31 ,2021

WITHOUT GAS COSTS

Pro Forma
Cost of Service (in 000's)

Pro Forma Margin Revenues,
Under Present Rales Under Proposed Rates

Amount Percent Amount (in 000's) Percent

Revenue lncrease

I

(,
I

Servrce
Classrf rcatron

(1)

Resrdentral

Commercral

lndustrral

Munrcrpal

PHA. GS

PHA - Rate 8

NGVS

lnterruptrble

Total

GTS and Other Contract Revenue
Other Surcharges and Revenue
Other Operatrng Revenues
Total Olher Revenues

Total

$

(2)

376,387

61,769

4,807

6,411

1,667

2,634

4

20 767

$ 474,447

$

(4)

318,467

59,883

4,681

4,541

1,354

2,598

2

12 700

$ 404,225

Amount (in 000's) Percent
(6) (7)

$ 377,566 79.60/0

63,183 13.30/o

4,894 1.0Yo

5,476 1.2%

1,679 0.4%

2,724 0.6%

2 0.0%

18,700 3.9%

(3)

79.2o/o

13.0%

1.0o/o

1.4%

0.4o/o

0.6%

0.0%

4.4%

100.0%

(5)

78.9Yo

14.8%

1.20/o

1.1%

0.3%

0.6%

0.0%

3.1%

100.0%

(8)

59,098

3,300

213

935

325

127

$

6,000

$ 474,223 100.0% $ 69,998

Amount
Percent
lncrease

(s)

18 6%

55%

4.5%

20.6%

24.0%

49%

0.0%

47 20

17 3%

1,840
73.1 05

1,840
73,105
27,525

1,840
73,105

27 525 27 525
102,470 102,470

506,695

102,470

576,693$ 576 917 $ $ $ 69,998 13 8T"

TA !39IoP aJe mqo +

o
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PART II. COST OF SERVICE

BY SERVICE CLASSIFICATION
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PHILADELPHIA GAS WORKS

$ 403,844 $ 318,467 $ 59.883 S 4.681
102.462 79.292 1 5.938 1,265

506,306 397,759 75,821 5,946

408.183 325,486 54,715 4,202

98.123 72,273 21,t06 't,744

65,078 49,827 9,060 740

33,045 22,446 12,046 1,004

1,543,587 1,18't,854 214,892 17,553

636% 1 90% 5610/6 572%

100 030 0.88 090

DEVELOPNIENT OF RATE OF RETURN BY SERVICE CLASSIFICATION
UNDER PRESENT RATES

Item
(1)

Revenues From Taflff Sales
and Transportatron

Other Revenues

3 Total Operatrng Revenues

4 Less Operatrng Expenses and Crty Contnbutron

5 ln@me Before lnterest and Surplus

6 Less lnterest and Crty Conlnbulron

7 Current Revenue Over/Under Requrrements

8 Oflgrnal Cost Measure
of Value (Faclor 1 5 )

9 Rate of Relurn before lnlerest and Surplus, Per@nl

10 Relatrve Rale of Return

Cost of
Serure Resrdentral Commeroal lnduslnal Munropal PHA - GS PHA -Rate I NGVS lnteruplrble

(2t (3) (4) (5) (6) (7) (8) (e) (10)

$ 4,541
1,593

6,1 34

5.621

513

943

(430)

22,366

-'t 92%

-0.30

$ 1,354 $ 2,217
376 676

1,730 2,893

1.555 2,269

175 624

176 all

(1) 21O

4,179 9,821

-0 03% 2 11o/o

-0.01 0 34

2 16.022

14,335

1 1,687

3,917

0 (2,230].

17 92,905

1 91o/o -2 40ok

030 -038

$ $ 12,700
3.322

--l
I

TA To)o(o f e_!

o-
-c mqo +rcD a
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m
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PHILADELPHIA GAS WORKS

DEVELOPMENT OF RATE OF RETURN 8Y SERVICE CLASSIFICATION
UNDER PROPOSEO RATES

Cosl oF

llem Serurce Resrdentral Commerqal lndustnal Munrqpal PHA - GS PHA -Rate 8 NGVS lnlerruptrble
(1) t2) (3) (4) (5) (6) (7) (8) (e) (10)

Revenues From Taflff Sales
and Transponatron

Other Revenues

3 Total Operatrng Revenues

4 Less Operatrng Expenses and Crty Conlnbulron

5 lncome Before lnleresl and Surplus

6 Less Interest

7 Current Revenue Over/Under Requrremenls

8 Ongrnal Cost Measure
of Value (Factor 15 )

9 Rate of Return before lnteresl and Surplus, Perenl

'10 Relatrve Rate of Return

17 ,527

'11 22o/o

105

9,806

1 1 660/6

109

17

7 79.k

073

92.812

8 50%

079

474,223 $ 377.566 S 63.183 $ 4,894 $ 5,476 $ 1.679 $ 2,724 S $ 18,700
3,486

22,186

14,298

7,888

3,976

102,462 79,155 15.916 1,268 1,588 370 679

576,685 456,721 79,099 6,162 7,064 2,049 3,403

411,338 328,723 54,671 4,194 5,604 1,586 2,260

165,347 127,998 24129 't,967 1,460 462 1.143

1 00.270 78,148 15.383 1,228

65.078 49,850 9,045 739 941 176 3,912

730286519 0

I

@

1,543,982

10 7 10h

100

1 ,182,711

10 820k

't 01

214,593

11 38%

106

22,325

6 54%

061

.t,191

'11.03%

103

-tro !
o) o r,"l<o= >(DP 
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Cost of
Seryrce

PHILADELPHIA GAS WORKS
SUMMARY COST OF SERVICE BY SERVICE CLASSIFICATION

Commercral lndustnal Muncrpal PHA- GS
(4) (5) (6) (7)

PHA - Rate 8 NGVS lnterruptrble
(8) (e) (10)

Cost Funclron (Schedule E)
(2\

Resrdenlral
(3)(1)

Volumelnc Costs
Re srdenIal
Commercral

lnduslnal
Munropal
PHA GS
PHA R8

NGVS

lnlerruptrble
Total Volumelflc Cosls

177,478
39,738

3,450
4,143

923
1 ,777

1

20,711

$ 177.478
39,738

3,450
4,143

923
1,777

20.711

Cuslomer Costs
Resrdenlral

Commercral

lnduslilal
Muntctpal

PHA GS
PHA R8

NGVS

lnteruphble
GTS/IT

Total Cuslomer Costs

Total Excludrng Gas Costs

248.222 177 ,478

1 98.909

39,738

22,031

3,450

1,357

4,143

2.268

198,909
22.031

1,357
2.268

744

$

22,031

6'1.769 S

1,357

4,807 S

2.268

6,41 1 $ 1,667 $ 2,634 $

20, 11

$ 20.167

744

1 ,7?7

857

$

$
s

$

I

(o
I

3

56 i 56

225.368 198,909 744 857 356

s 473,590 S 376,387 $

!(, !(I)o ri)to= >

-f m
o(D +
-o q

o
m
I

s
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COST OF SERVCE AS OT AUGUST 3I. ft2I, AT 
'ROPOSEO 

REVENUE LEWL ALLOCAIEO TO
CUSTOMER CLASS SERUCE CLASSIFICANONS

cort ol

4 mer -E!:!sL _l=ssa -14::4 -El4!.L 2!q -!gie_ -.q !!:!t!!! h cF

OPERAIION ANO MAINTENANCE EXPENSES

PROOUCNON EXPENSES

M..!lr.lu..d Gas Producton Erb.ns.s
Opdaron Labo. ad Eip6scs

M'sc Sl..m Expds6

246

)0,

146

59
1

39M.nl.n.nc. or Bo .r Panl Equ'pm.nl
Ma^l.n-cc or O6.. Prod!dron Pranl
Opdard tup.ryre@ -d €nq...nn9
06.. Pow.. EioFs6
tud,c.lc Charg6 - Cr.dr
Mrsc Producton Eipsscs
Mrnl.nac. SupR eon ahd Ehqn.d'ng
Mrnl.nmcc ol Studur6
Ma,nrm..c. o, P/odEton Equ pm.nl
Tolal M..u G.sProductonErpcns6

Olhd G.s Suoolv Ero.ns6
A0{ N.lur.l G.s Tr.nsmrseon L'n. Purch.s.s
607 Purchas.d G.s Erphe
A0A oJrd66 G.s Cosl Ad,LsrhFls
d12 Gas Us.d lq Op.r.nons
013 Olhd G.s tupply Erp6s6

Tolal Oth./ Gas Supply Erp..s6
I

J Tor, N.tur.l G.s Prducton Erf3.s
O
I OIBER STOMGE EXPENSE

Cao Opc..tng Supctu,eon and Engrnc.nng
0al Op.r.i on L.bd ..d Ertms
a12 R.nls
613 Ma'nl.n..c.
450 Op.raln Supdvrs,on .nd EnEn..ang

TA1
70?
703
76
7A7
706
714
712
131
735
71Q

?12

259
0

l5o
5

2X2

0

0

(5.3)
r 367

173
125

ar9-----------l-6i

2 625
M

5S
(.35)

10s
299
100

125

231
€3
21

(6)
r0
r7)
1!

5

2

3

t2)
6

2

1

12

2E

(1)
1

1a

3r
3

70

a 939

tt,30!

3$0

376 3036ra52
2105 aa3 2a l5 11 3

1 3a0 107 34 I
r.otl t,!07 121 153 50 t

1 55r
3 312

2$
7 55r
r 550

11S
25v

22d
5 125
I I95

6
55

5

125
6

2A
2A
2A

27E
5q

53

! 355
27C

31

s
6

t5r
31

TolC N.Nr.l G.5 Sior.g. Erp.n3. ta,2a3 t0,!s 2,554 237 2t5 53 !2

TA !o)oA
o
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PXILADELPHIA GASrcRXS

COSI OF SERVICE AS OF AUGUSI 3I. rc2I, AT PROPOSED REVENUE LEWL ALLOCATEO IO
cusToMEF CLASS SERUCE CUSS|FtCAnONS

670
67r
c7.

d75
dTT

67!
419
a!0
601

865
aa7
669
890
69r
692
693

Sup.tu s/o. And Eng...nn9
Osk blton Lo.d D,sp.tch,n9
M.hs And S.turc6 ErD.ns6

M A R Sbro. Expas6 GF..d
M E R Srarfr Erp6s6 - C'ty G.r. Sraro.
M.in ad H&sc Reulatd Erpms6
cusiomd rnsa rilons Erp..s6

M.hl.nanc. S!pF And Engnc5.E

Mahl Ol M.aer.g Si.ton Erp6s6 - GcncrC
Ma,nl Of M.aa.ng Slanon Elpms6 - lndust .l
Marnl Ol M.asur ng Sl.ton ErpmsB - C'ry Gai!

M.rnr O, Mclc.s ild Housc Rcallalors

R.l rn 'mo s R.srdmt.l Comn.rd.l lndusra.l sunrclFl PHA - GS PAA - R! NGVS lnt.riuptblc R6 Com hd funl PHA . GS PAA , Rl NGVS lnt.ruptu.
l2t t3t l.i i5t la, lr ia) (af tia, ilil ir4 (8) (i.r (Gt {lat (r?) lr) i!9t

r52
69
la

E2

37
1l

313
142
s

2
1

25

1

I

50

3

35

73 2a
22,C73 61r ______J!_- 169

j 53,7t1 a0 55

? 412

266
26ffi
2 192

615
r9 109

!65
10 301

20 739
3. 579

r31,676)
3 059
9 813

6r a57
!6 0@
9 122
I 6.7

:*

1"

,*
955
9T

1

29

7r6
3C!

752

123
221

s1

2C7

r79
326

r36

902
I

2l
c95

9o

9
r6

2l

2o
5

210

6

9

a

2

16

I
97

3

2

l9
35

a6

s
3

s20
t9

1o

1€

T9

t9

37

9

60

2

as
l6

2 al7
.,0

iro
69
123

1 676 at6
l0l

7,55a a1Z r01 150 3a!

620
I

19

3$3
r20

13 57a
6 223

115

-564-

- 1663 113 6 7

2,7631453512

5,111 3t,as 7,424 554 1,0!2

29

12

lr6
lra
019
62

53r
lr5
957

3 61r
5

!lr
19 596

699

7

TorC Orsrrbuton ErFns.s

CUSIOMER ACCOUNIING EXPENSES

245
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PHTUOELtHTA GASrcRXS

COST OF SEruCE AS OF AUGUST 3I. A2I, AT ?RO'OSEO REWNUE LEWL ALLOCATED TO
cusroMER cLAss sERucE cu$lFtcAnoNs
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3
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2

3

I

1

2
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6

12
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a
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PHILAOELPHIA GAS rcRXS

COSI OF SERMCE AS Of AUGUST !1, 2021. AI PROPOSED REVENUE LEWL ALLOCATED TO

cusToMER cLASS SERUCE CUSSTFtCAnONS
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PGW Exhibrt CEH-1

Schedule F

Page 1 of 16

PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 1. ALLOCATION OF COSTS WHICH VARY DIRECTLY WITH SALE OF GAS

Factors are based on the pro forma average darly sales volumes for each service
classification.

Servrce
Classiflcation

Pro Forma
Average

Daily PGC

Volumes
(Mc0

Allocation
Factor 1

Pro Forma
Average

Daily
Firm Sales

(Mc0
Allocation
Factor 1A

(1)

Volumetric Costs
Residential
Commercral
lndustrial
Municipal
PHA GS
PHA R8
NGVS
lnterruptible

Total

(2) (3) (4) (5)

0.72327
0.22451

0.01816
0.02087
0.00370
0.00947
0.00002

90,870
19,118

1,212
1,532

487

122

2

0.80171
0.16867
0.01070
0.01352
0.00430
0.00108
0.00002

95,087
29,515
2,387
2,744

487
1,245

2

1 13,343 1.00000 131,467 1.00000

-14-



PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTORS 2 AND 24. CALCULATION OF MAXIMUM DAY EXTRA DEMAND FACTORS

Factors are based on the maximum day extra demand throughput for each classification

Pro Forma

Average Daily

Throughput

Volumes

(Mc0

Allocation

Faclor 2

PGW Exhrbrt CEH-1

Schedule F

Page 2 of 16

Allocatlon

Factor 2A.
Service

Classification

(1)

Volumetric Costs

Residential

Commercial

lndustrial

Municipal

PHA GS

PHA R8

NGVS

lnterruptible

Peak Day

Capacity

(Mc0

Extra

Capacity

(Mc0

(2) (3) (a)=(3)-(2) (5)

95,087

29,515

2,387

2,744

487

1,245

2

37,849

429,513

107,276

9,559

11,394

2,119

5,251

b

73,696

334,426

77,761

7,172

8,650

1,633

4,006

4

35,847

0.71231

0.1 6563

0.01527

o.01842

0.00348

0.00853

0.00001

0.07635

0.77118
0.17932
0.01654
0.01995
0.00376
0.00924
0.00001

1.000001.00000Total

" Factor 2A excludes lnterruptible volumes

Load Factor 0.265047

169,316 638,814 469,499

0.734953

- 15 -



PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 3 ALLOCATION OF COSTS ASSOCIATED WITH DISTRIBUTION

Factors are based on the weighting of the factors derived from average daily throughput volumes

volumes and from maximum day extra capacity demand for each service classificatlon, as follows:

Average

Daily Throughput

Maximum Day

Extra Demand

PGW Exhibrt CEH-1

Schedule F

Page 3 of 16

Allocation

Factor 3

Service

Classification

Allocation

MCF/Day Factor

Weighted

Factort

Allocation

Faclor 2

Weighted

Factor*

(1)

Volumetric Costs

Residential

Commercial

lndustrial

Municipal

PHA GS

PHA R8

NGVS

lnterruptlble

(2) (3) (4)=(3)x

0.26505

0.05925

(6)=(5)x

0.73495

(7)=(a)+(6)

95,087

29,515

2,387

2,744

487

1,245

2

37,849

0.56160

0.17432

0.01410

0 01621

0.00287

0.00735

0.00001

0.22354

0.1 4885

0.04620

0.00374

0.00430

0.00076

0.00195

0.52351

0.12173

0.01122

0.01354

0.00256

0.00627

0.00001

0.05611

0.67236

0 16793

0.01496

0.01784

0.00332

0.00822

0.00001

0 1 1536

(5)

0.71231

0.1 6563

0.01527

0.01842

0.00348

0.00853

0.00001

0.07635

Total 169,316 1.00000 0.26505 1.00000 0.73495

* The werghtrng of the factors rs based on the percentage of average daily throughput.

1.00000

- 16 -



PGW Exhrbrt CEH-'l

Schedule F

Page 4 of 16

PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 4. ALLOCATION OF COSTS ASSOCIATED WITH METERS AND ACCOUNTS 381

Factors are based on the cost of meters by class included in Accounts 381 Meters and M&R
Equipment.

Service
Classification

Original
Cost of Meters

(2)

$ 57,306,393
18,004,478

1,311,869

2,474,336
344,988
636,266

2,419

_q_q0,080,759_

Allocation
Factor

(1)

Customer Costs
Residential
Commercial
lndustrial
Municipal
PHA - GS
PHA - Rate 8
NGVS

lnterruptrble

Total

(3)

0.71560
0.22483
0.01638
0.03090
0 00431
0.00795
0.00003

1.00000

-17-



PGW Exhrbrt CEH-1

Schedule F

Page 5 of 16

PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 5. ALLOCATION OF COSTS ASSOCIATED WITH INDUSTRIAL MEASURING
AND REGULATING EQUIPMENT

Directly assigned to the lndustrial Class

Service
Classification

Allocation
Factor

(1) (1)

Volumetric
lndustrial 1.0000

FACTOR 6. ALLOCATION OF COSTS ASSOCIATED WITH SERVICES AND HOUSE REGULATORS

Factors are based on the cost of services by class included in Account 380, Service Lines

Service
Classifrcatron

Original Cost of
Service Lines

(2)

$ 721,s87,925
48,242,086
2,632,485
3,005,872

868
2,561,336

5,398

$ 778,035,970

Allocation
Factor

(1)

Customer Costs
Resrdential

Commercial
lndustrial
Munrcipal
PHA - GS
PHA - Rate 8
NGVS
lnterruptible

Total

(3)

0.92745
0.06200
0.00338
0.00386
0.00001
0.00329
0.00001

1.00000

- 18 -



PGW Exhrbrt CEH-1
Schedule F

Page 6 of 16

PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 7. ALLOCATION OF COSTS ASSOCIATED WITH CUSTOMER ACCOUNTING
AND IUETER READING.

Factors are based on the number of customers for each classification, as follows

Service
Classification

Number of
Customers

Allocation
Factor 7

(1)

Customer Costs

Residential

Commercial
lndustrial
Municipal
PHA - GS
PHA - Rate 8
NGVS

lnterruptible

Total

(2) (3)

479,356

24,9',15

594

850
2,011
1,129

3

427

0.94122
0.04892
0.001 17

0.00167
0.00395
0.00222
0.00001

0.00084

509,286 1.00000

- 19 -



PGW Exhibrt CEH-1

Schedule F

Page 7 of 16

PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 8 ALLOCATION OF DISTRIBUTION OPERATION OTHER EXPENSES AND RENT

Factors are based on distribution operation expenses other than those being allocated

Service
Classrficatron

Operation
Expenses

(2)

$ 25,806
6,444

574
685
127
315

4,428

26,838
6,67s

473
881
131
243

I
2

$ 73,623

Allocation
Factor

(1)

Volumetric Costs
Residential
Commercial
lndustrial
Municipal
PHA GS
PHA R8
NGVS
lnterruptible

Customer Costs
Residential
Commercral
lndustrial
Municipal
PHA GS
PHA R8
NGVS
lnterruptible

Total

(3)

0.35052
0 08753
0.00780
0.00930
0.00173
0.00428

0.06014

0.36453
0.09066
0.00642
0.01 197
0 00178
0.00330
0 00001
0 00003

1.00000

-20-



PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 9. ALLOCATION OF DISTRIBUTION ASSETS

PGW Exhrbrt CEH-1
Schedule F

Page 8 of 16

Allocation
Factor

(3)

0 40060
0.1 0006
0.00891
0.01063
0.00198
0.00490
0 00001
0.06873

0.35594
0.03948
0.00267
0.00395
0.00039
0.00174
0.00001

1 00000

Factors are based on distribution assets other than those being allocated.

Service Rate Base
Classification Costs

(1) (2)

Volumetric Costs
Residentral
Commercial
lndustrial
Municipal
PHA GS
PHA RB

NGVS
lnterruptible

Customer Costs
Residential
Commercial
lndustrial
Municipal
PHA GS
PHA R8
NGVS
lnterruptible

Total

$ 501,306
125,206
11,154
13,301
2,476
6,129

7
86,011

445,402
49,401

3,336
4,949

482
2,180

8

_q___1,2sx919_

-21 -



PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 10. ALLOCATION OF ADMINISTRATIVE AND GENERAL EXPENSES

Factors are based on the allocation of operation and maintenance expenses

PGW Exhrbrt CEH-1

Schedule F

Page 9 of 16

Allocation
Factor
rr)

0.0283

Service
Classification

Operation &
Maintenance

Expenses
(2)

$

5,1 91

90,433
10,319

620
1,096

475
370

1

35

$ 183,323

(1)

Volumetric Costs
Residential
Commercial
lndustrial
Municipal
PHA GS
PHA R8
NGVS
lnterruptrble

Customer Costs
Residential
Commercial
lndustrial
Municipal
PHA GS
PHA R8
NGVS
lnterruptrble

Total

59,358
12,306

1,038
1,241

329
510

0.3238
0.0671
0.0057
0.0068
0.0018
0.0028

0.4933
0.0563
0.0034
0.0060
0.0026
0 0020
0.0000
0.0002

1.0000

-22-



PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 11. ALLOCATION OF LABOR RELATED TAXES AND BENEFITS

Factors are based on the allocation of total operation and maintenance direct labor

expense to service classifications as shown on the following page.

PGW Exhrbrt CEH-1
Schedule F

Page 10 of 16

Allocation
Factor

(3)

0.55411
0.12529
0.01094
0.01325
0.00279
0.00557

0.04939

0.21654
0.01793
0.00086
0.00149
0.00101
0.00068

0.00015

1.00000

Service
Classification

Total Labor
Expense

(2)

$ 76,145
17,217

1,504
1,821

383
765

6,787

29,756
2,464

118
205
139
93

20

$ 137,417

(1)
Volumetric Costs
Residential
Commercial
lndustrial
Municipal
PHA GS
PHA R8
NGVS
lnterruptible

Customer Costs
Residential
Commercial
lndustrial
Municipal
PHA GS
PHA R8
NGVS
lnterruptrble

Total

-23-



PHILAOELPHIA GAS rcRXS

FACTOR tl - ALLOCATON OF UAOR COSTS TO
cusToilER cuss sERvcE cusstFtcaroNs

2)
R.srdall.l Comm.rcl.l

(.) 15)

Munlcltsl
(7) (r) o) x0)

PHA GS R' NGW lntcruptU!
(ii)

Custom.r Cosls

GS Raic I NGVS
(r, (r) ---{iit-----(r3) li.) fl?) (1ll

lntc,rupnbl.
{19)(3, (5t(r)

OPERATION AND MAINIENANCE EIPENSES

10

10

r0
r0

l0
t0
t0
t0
10

r0
10

10

10

2

1

10

10
r0
10

T

10

10

r0
T

2

2

1

10

2

2

02

03

a4

05

07

c9
10

ll
13

15

r6

2A

21

22
30
3r
la
39
r0

al

r5
a6

a9
50
52
53

54

56

57

TOTAL PAYROLL ?019

Corporar. Com6!. .al o.s

Comm...,.i R.so(c. C..rcr
Gas Cont.L I A.a! sl on
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2S

519
2r0
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l0
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jls
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r E55
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$

r 5c6
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1 632
20
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92

I
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2a

I
2
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6

4

1a
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1

6
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2a
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6
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PGW Exhrbrt CEH-1

Schedule F

Page 13 of 16

PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 12 ALLOCATION OF SURPLUS AND INTEREST EXPENSE

Factors are based on the result of allocatrng the origrnal cost measure of value,
as presented on the followrng pages

Ongrnal
Cost Less

Deprecration
(1)

Volumetnc Costs
Residentral
Commercial
lndustrial
Municrpal
PHA GS
PHA R8
NGVS
lnterruptrble

(2) (3)

$

0.06009

Servrce
Classrfrcation

Allocation
Factor

629,849
152,943

13,451
16,079

3,161
7,184

7
92,772

0.40792
0.09906
0.00871
0.01041
0.00205
0.00465

Customer Costs
Resrdentral
Commercral
lndustrial
Munrcrpal
PHA GS
PHA R8
NGVS
lnterruptrble

Total

552,862
61,650
4,076
6,246
1,030
2,622

10
40

0.35808
0.03993
0.00264
0.00405
0.00067
0 00170
0.00001
0 00003

$ 1,543,982

(2)

$

198,28'1
2 1 ,885

1,334
2,254

785
842

2
59

Allocatron
Factor

1 00000

FACTOR 13 ALLOCATION OF REGULATORY COMMISSION EXPENSES,
ASSESSMENTS AND OTHER REVENUES

Factors are based on the allocated cost of servrce excludrng those rtems being allocated

Total
Cost of
Servrce

Servrce
Classrfrcatron

(1)
Volumetrrc Costs
Resrdentral
Commercral
lndustnal
Munrcrpal
PHA GS
PHA R8
NGVS
lnterruptrble

Customer Costs
Resrdentral
Commercral
lndustrral
Munrcrpal
PHA GS
PHA R8
NGVS
lnterruptrble

192,188
44,097
3,789
4,531
1,003
1,943

1

19,387

0.39032
0 08956
0 00770
0 00920
0 00204
0 00395

(3)

0 03937

o 40270
0 04444
o 00271
0 00458
0 00159
0 00171

0 00012

Total

-26 -
492 382 0 99999
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COST OF SEMCE AS Of AUGUST 3I. M2t, AT PRO'OSEO REVENUE LEWL ALLOCATED TO
cusToMER cuss sERvcE custncanoNs
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PGW Exhrbrt CEH-1
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Page 16 of 16

PHILADELPHIA GAS WORKS

FACTORS FOR ALLOCATING COST OF SERVICE TO SERVICE CLASSIFICATIONS

FACTOR 14 ALLOCATION OF UNCOLLECTIBLES NOT RECOVERED FROM MFC

Factors are based on 3-year average of uncollectrbles

Servrce
Classificaton

3-Year Average
Uncollectrbles

Allocation
Factor

(1)

Customer Costs
Residentral
Commercral
lndustnal
Munrcipal
PHA GS

PHA R8

Total

$

(2)

36,884,034
996,900

33,769

272,444
484

(3)

0.96587
0.02611
0 00088

0.00713
0.00001

38,187,631 1.00000

-29-



PHILADELPHIA GAS WORKS

CALCULATION OF CUSTOMER COSTS PER BILL BY SERVICE CLASSIFICATION

Cost of
Serurce Resrdentral Commeroal lndustrral Munropal PHA - GS PHA - RB NGVS lnlerruptrble

(s) (6) (7) (E) (s)

Fullv Allocated Customer Costs
Cuslomer Costs (rn 1,000's)

Number of Customers

Customer Cost per bill

Direct Customer Costs (in 1000's|
O & M Exoenses

(1)

259, 1 38

509,286

23,681
5,510

(2\

227,964

479,356

39.63

(3)

$ 25,144

24,915

$ 84.10

(4)

s 1,546

594

I 216.80

$ 2,582

850

s 253.14

s $ $ s8s6

2,011

35.47

979

1,129

72.26

3S 64

427

12.49$ ss 3 83.33 S

874

876
878
879
892
893
901

902
903
904
905
908

1 9,1 08
8,695
1 ,815
2,957
2,193

76,1

29,896

13,67 4

6,223
1 ,6E3
2.783
2,063

716
28, 1 39

4,296
1,955

113

145

107

1,463

J IJ

142
6

1

35

21

6

Malns And Serurces Expenses
Marns

Servr ces
M & R Staton Expenses - lndustnal
Meter and House Regulator Expenses
Cuslomer lnstallalrons Expenses
Marnlenance of Serurces
Marnlenance of Meters & House Regulators
Supervrsron
Meler Readrng Expenses
Cuslomer Records & Coll Expenses
Uncollectrble Accounts
Mrscellaneous Cust Accts Expenses
Cuslomer Assrslance Expenses

SublotalO&MExpenses

590
269

7

4
1

t:

82

169

22

't2
o

J

118

152
69

6

7

2
a:

12

2

2
1

25
I(,o
I

22,873
5,1 86

618
270 9

94,616 83,340 9304 530 935 4A 319 1 35

-Uco .U
$or:\
tA]-"l63 
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PHILADELPHIA GAS WORKS

CALCULATION OF CUSTOMER COSTS PER BILL BY SERVICE CLASSIFICATION

Cost of
Servrce

(1) (2t
Resrdentral Commeroal

(3)
lndustnal

(4)
Munrclpal

(5)
PHA. GS PHA. R8

(6) (71

NGVS lnterruptrble
(8) (e)

Deorecratron Exoense
360 Servrces
381 Meters
382 Meterlnslallatrons
383 House Regulators
384 House Regulator lnstallatons
385 lndustnal M& R Equrpment
390 Slructures and lmprovemenls
391 Otfrce Furnrture And Equrpmenl

Subtolal Deprecratron

Rate Base
380 Serurces
381 Melers
382
383 House Regulalors
384 House Regulalor lnslallatons
385 lndustnal M& R Equrpmenl
390 Structures And lmprovements
39'1 Offrce Furnrlure and Equrpmenl

Sublotal Rate Base

Surplus and lnterest

@ 107%

Total Drrect Cuslomer Costs

Number of Cuslomers

Drrect Costs per bill

21,736
2,886
2,692

54
95
13

1,348
649
605

3
21

1

20,1 59
2,066
1,927

68
12

73
47
44

2

72
23
21

I

;
12

84
89
83

3

.150

1,295
409
472

4

67

256

27,476 32,538

29 428

3,567

24,397
11,575
1 3,355

70
4

4,O77

3,358

359221

330
E43
973

4

2

393,500
51,484
59,399

1 ,131
5E

1E6

40,835
33,633

364 951

36,842
42.506

1 ,049
54

1 ,519
1,591

1,E35

4

4 4
2

1

1

222

l6b
245
202

168
155

146
121

433
357

14
11

I(,
I

$ 193,741

510,551

54,751

_!____r]9.q?9_

479.356

$ 29.66

580,226 56,836

6,095

-9-1.1999-

24.915

3 62.43

3,783

406

j-lg

594

3 162.20

5.739

615

_9_____1 9!9_

850

3 187.20

825

E6

_L_____q9Z_

2,011

J 25.17

2,447 10 25

3

$731S2$40

62,221 262

509,2E6 1,129

53.99 7.74

3

$ s7.s7 3$

- Customer cost portron of account

-oa -o
.oo 6)
oP 
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Lrne No

(1)

t2)
(3)

PHILADELPHIA GAS WORKS

CALCULATION OF MERCHANT FUNCTION CHARGE

Resrdenlral Commerqal lndustnal Munropal

$ 377,566 $ 63,183 $ 4,894 $ 5,476

149,009 31 ,482 1 ,996 2,519

$ 526,574 S 94,665 S 6,890 $ 7,995

PHA - GS PHA - Rate I NGVS

$ 1,679

800

$ 2,724

201

lntetruptrble

$ 1 8,700 474,223

186,010

Tolal

Non-Gas Revenue - Proposed Rates

GCR Revenue

Total Revenue - Lrnes (1)+(2)

Percent of GCR to Total Revenue - Lrnes (2)/(3)

Uncollectrble Accounl 904 (000's)

Unrcllectrble Account 904 to GCR (000 s) - Lrne (4) X (5)

Uncollectrble Share of Revenue, % - Lrne (6)/(2)

Uncollectrble Accounl 904 to GCR - Lrne (6) X 1000

Annual Frrm Sales Servce Volumes

$2
$4

$ 2,478 $ 2,926 S 6 S 18,700 $ 660,234

(4)

(5)

(6)

(7)

(8)

(e)

28 300k

31,971

9,048

6 070/0

9,047,867

33,1 67,501

0 2728

33 260k

864

287

o 910k

287.455

6,978,235

28 97%

29

0 42Yo

8.439

442,503 559.040

32 27%

236

76

9 520/0

76,1 60

222,298

0 3426

33,1 01

41 .370,382804

(10) lvlerchant Functron Charge per iilCF - trne (8)/(9) o 0412 0 0191

I(,
1\)

I

TA !39IoP a
-= mqo +
r-L cf

=o
m
I
L



PHILADELPHIA GAS WORKS

CALCULATION OF GAS PROCUREIVIENT CHARGE

Natural Gas Supply Service, Acquisition and [Vlanagement and Benefits $
Storage Gas Working Capital Plus Cash Working Capital - Cost
Total GPC Costs $

Annual Firm Sales Service Volumes - MCF

Gas Procurement Charge

PGW Exhibrt CEH-1

Schedule I

Page 1 of 1

375,503
509,583
885,086

41,370,382

0.0214

-33-



Line No.

PHILADELPHIA GAS WORKS

CALCULATION OF TED RIDER RATE OF RETURN

Revenue from TED Rider Customer - Pro Forma Bl31l2O21

Pro Forma Revenue Excluding GCR - TED

PGW lnvestment

Rate of Return - Line (1) divided by Line (2)

PGW Exhrbrt CEH-1

Schedule J
Page 1 of 1

$ 91,224

$ 1s2,000

60.02Y,

(1)

(2)

(3)

-34
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II

PGW St. No. 6

OUALIFICATIONS AND PURPOSE OF TESTIMONY

PLEASE STATE YOUR NAME AND POSITION WITH THE COMPANY.

My name is Kenneth S. Dybalski. My position is Vice President - Energy Planning &

Technical Compliance at the Philadelphia Gas Works.

HOW LONG HAVE YOU HELD THIS POSITION?

I assumed my current position in2016. Prior to this position, I was the Director of Gas

Planning & Rates from 2006 to 2016 and the Manger of Gas Planning from 2001 to 2006.

AS IT PERTAINS TO GAS PLANNING AND RATEMAKING, WHAT ARE
YOUR JOB RESPONSIBILITIES?

In my present position, I am responsible for the short and long term planning of gas

demand, gas supply, raw material expense and revenue; overseeing the preparation of

sales, sendout, revenue and fuel expense projections; developing peak daylhour load

projections; overseeing the development of the various filings before the Pennsylvania

Public Utility Commission (PUC) and Philadelphia Gas Commission (PGC), including

the quarterly and annual Gas Cost Rate (GCR) filings; preparing the Integrated Resource

Planning Report; and providing supporting documentation for gas costs related to PGW's

Operating Budget before the Philadelphia Gas Commission.

PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

I received both a BS and MBA from Temple University in Philadelphia, Pennsylvania.

HAVE YOU EVER PROVIDED TESTIMONY BEFORE THIS COMMISSION?

Yes. I submitted testimony for the PGW 1307(0 Annual GCR Filings in Docket Nos. R-

2019-3007636, R-2018-2645938,R-2017-2587526,R-2016-2526700, R-201 5-2465656,

R-20t 4 -24043 5 5, R-20 1 3 -23 4637 6, R-2012-2286447, R-20 1 I -22247 39, R-20 I 0-

20157062,R-2009-2088076, and R-2008-2021348. I have also submitted testimony in

2

3

4

5

6

7

8

9

10

1l

12

l3

14

l5

t6

17

l8

t9

20

2t

22

23

24

a.

A.

a.

A.

a.

A.

a.

A.

a.

A.

{t2s743s7.3} I
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2

3

4

5

6

7

8

9

l0

a.

A.

PGW St. No. 6

PGW's last base rate proceeding (Docket No. R-2017-2586783), in PGW's previous base

rate proceeding (Docket No. R-2009-2139884) and PGW's 2008 Extraordinary Rate

Request (Docket No. R-2008 -207 3938).

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to describe and support:

l) the process used to develop the sales forecast for the test year;

2) an analysis of the Heating Degree Days ("HDD") used to calculate pro forma

sales for the Fully Projected Future Test Year ("FPFTY"); and

3) the allocation of the proposed base rate increase by customer class.

SALES FORECAST PROCEDURES

WHAT PROCEDURES DID PGW EMPLOY WHEN FORECASTING SALES
FOR THE TEST YEAR?

The total system-wide demand is a function of the projected gas demand per customer

and the anticipated number of customers in each class. In determining customer demand,

PGW projects customer usage, giving consideration to significant gains or losses in

numerous homogeneous groups for the period being projected. PGW's Gas Planning

Department attempts to determine for each customer class the level of demand related to

experienced temperatures and the level of demand that is not affected by changes in

temperature. Within each class the most recent summer and winter usage patterns are

established from historical records. Summer data provides each class of customer's non-

temperature sensitive load requirements (baseload) which can be expressed in terms of

thousands of cubic feet (Mcf) per day, per customer. Similarly, winter data, after

removal of the daily baseload level, determines the temperature sensitive load

requirernents for each class of customer.
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This temperature sensitive usage primarily reflects space heating, but also

includes such other temperature sensitive usage as water heating attributable to colder

water inlet temperatures due to colder ground temperatures and similar process

variations, as well as supplementary heating. This overall heating requirement can be

expressed in terms of the cubic feet of gas utilized per degree of temperature change on a

per customer basis for each separate customer classification. In addition, consideration is

given to the variation of customer utilization patterns for space heating over the year,

recognizing the transitional fall start-up of heaters, the deep winter period needs and the

tapering off and shut-down which occurs in the late spring. These usage patterns, taken

in conjunction with anticipated customer counts and average temperature and "normal"

degree day levels, form the basis of determining customer class and total system

demands.

WHAT IS A DEGREE DAY?

The term "degree days" quantif,res the daily average degrees of temperature below a base

level of 65 degrees Fahrenheit and is used as a tool to measure heating or cooling

requirements. For example, on a day experiencing an average tonperature of 40 degrees

Fahrenheit, there would be 25 heating degree days.

PLEASE EXPLAIN THE USE OF "NORMAL'TEMPERATURES.

Due to the inconsistencies of weather and weather forecasting techniques, and because

test year dataarc required to reflect "normal" conditions, no attempt is made to predict

the specific daily temperatures of the projection period. Instead, PGW has developed a

normal monthly temperature pattern by analyzing statistical records of actual temperature

10
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patterns over a Zl-year period. This pattern reflects 3,962 degree-days. See Table I

below

WHY HAS PGW USED A 2O-YEAR AVERAGE TO DETERMINE NORMAL
WEATHER FOR ITS SERVICE TERRITORY?

The Settlement of PGW's last base rate proceeding at Docket No. R-2017-2586783

required PGW to utilize the 2}-year average of degree days experienced in its service

territory as "normal" weather. PGW has utilized a2}-year average of degree days as

shown in Table l. The 2}-year degree day average fairly represents the expected future

yearly degree days and the last two (2017-18 and 2018-19) heating season degree days

were within 1% of the 20 year average of 3,962.

HOW IS THE 2O.YEAR AVERAGE LEVEL OF DEGREE DAYS USED IN THE
SALES FORECAST?

J

4
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a.

A.
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t2
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a.
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PGW 30 YEAR DEGREE DAY HISTORY

HEATING HEATING HEATING

YEAR SEASON YEAR SEASON YEAR SEASON

1989-90 4,437 1999-00 3,960 2009-10 3,730

1990-91 3,900 2000-01 4,505 2010-11 4,005

L99t-92 4,542 2001-02 3,463 20tL-L2 3,034

1992-93 4,73L 2002-03 4,794 2012-13 3,889

1993-94 4,998 2003-04 4,292 20t3,-14 4,405

1994-95 4,2OO 2004-05 4,327 2014-15 4,43t
1995-96 5,169 2005-06 3,819 2015-15 3,354

1996-97 4,622 2006-o7 3,773 20L6-17 3,546

1997-98 3,996 2007-08 3,746 20L7-L8 3,981

1998-99 3,885 2008{9 4,t87 2018-19 3,995

10 Year Ave. (2010-2019) 3,837

20 Year Ave. (2000-2019) 3,962

30 Year Ave. (1990-2019) 4,L24

.l 
irblc I
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1A. The annual 3,962 degree-days which compose the PGW normal monthly temperature

patterns form the basis of the calculation of the temperature sensitive component of

demand for the Fully Projected Future Test Year. Table I documents Philadelphia's 20-

year degree day history at Richmond Plant. The application of the above-described

baseload and space heating factors and customer counts, when applied to a calendar-

based daily ternperature pattern, produces a daily total of customer requirements

identified as sendout.

HOW WILL THIS DETERMINATION OF NORMAL WEATHER AFFECT
PGW'S EXISTING (WEATHER NORMALIZATION ADJUSTMENT CLAUSE"?

The Weather Normalization Adjustment ("WNA") clause in the Company's Tariff is

based on the normal twenty years weather at the Philadelphia International Airport and

PGW will apply the normal weather determination from this base rate case.

III. ALLOCATION OF PROPOSED RATE INCREASE BY CUSTOMER CLASS

WHAT ARE THE GOALS OF THE COMPANY'S PROPOSED REVENUE
ALLOCATION AND RATE DESIGN?

The Company's goals in its proposed revenue allocation and rate design are:

PGW St. No. 6

To implernent an increase in each class's customer charge, to the extent that the

results of the Class Cost of Service Study ("CCOSS") justifies such an increase, that

sets the customer charge at a level that covers a greater portion of the fixed customer

costs associated with providing service to each class of customer (excluding classes,

such as Intemrptible Sales or GTS where the rates are govemed by contracts);

To allocate the remainder of the increase to each class in a way that moves the

various rate classes closer to their full cost of service while avoiding applying an

unreasonably large portion of the increases to any one of the firm customer classes;
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o To allocate the revenue increase in such away that would result in rates that are

similar for customers that share similar service requirements but are nonetheless

grouped under different Rate Classes; and

o To recognize in the allocation of the increase any special characteristics of a customer

class that makes the CCOSS results less reflective of cost causation.

PLEASE DESCRIBE THE DATA SUPPLIED BY GANNETT FLEMING THAT
ASSISTED PGW IN DETERIT{INING HOW TO IMPLEMENT THESE GOALS.

With respect to customer charges, Ms. Heppenstall of Gannett Fleming provided a

CCOSS that details the Company's proposals. That study provided "customer cost"

results that determined the actual fixed customer cost per customer by class. These

results show the level of monthly customer charge that would be required if the Company

were to recover 100% of its fixed customer related costs in a monthly customer charge.

Secondly, Ms. Heppenstall's CCOSS provided the revenues relative to cost of service for

each rate class under existing rates.

WHAT ARE PGW'S PROPOSED CUSTOMER CHARGES?

The proposed customer charges are shown below. For each customer class, PGW

attempted to move the charge closer to the full cost of service. See Table 2 below.

a.

A.
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DOES INCREASING THE CUSTOMER CHARGE IN THE MANNER
PROPOSED PROVIDE ANY BENEFITS?

Yes. Charging rates that better reflect the customer-related costs for each customer more

properly aligns rates with costs and provides more revenue stability. Currently, PGW is

still recovering a majority of its fixed customer costs in its variable delivery charges.

This makes the recovery of these costs contingent upon achieving PGW's projected

normal sales volumes. Since these costs, by definition, do not vary by volume, cost

recovery in this way is inefficient and distorts the price signals to customers. Greater

2

3

4

5

6
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8

9

a.

A.

7

Direct
Customer
Costs Per

BiI

Proposed
Charge as

oh of
Customer-

Related
Costs

Current o/o

Charge Increase (As Filed)

(Per Meter) (Calculated)

Customer
Group*

Proposed
Charge

(Cost of Service
Study)

Rate GS -
Residential

$ 13.7s s 19.25 $29.66 65%40%

Rate GS -
Commercial
Customers

$23.40 $32.7s s62.43 s2%40%

Rate GS:-
Industrial
Customers

s70 s98 st62.2040% 60%

Rate GS -
Public
Housing
Authority
Customers

$ 13.7s $ 19.25 s25.1740% 76%

Rate MS $23.40 40% $32.75 $ 187.20 t7%

PHA(Rate 8) 523.40 40% $32.7s $s3.99 6t%

NGVS s3s $35 957.57 6t%0%

-l 
ablc l
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revenue stability will also improve PGW's cash flow and make it less susceptible to

weather variability.

HOW IS PGW PROPOSING TO ALLOCATE THE OVERALL RATE
INCREASE TO EACH CUSTOMER CLASS?

Based on the guidance provided by Ms. Heppenstall, PGW allocated the increase as set

forth in the proposed tariff and the table below.

The delivery rates and percentage increases for each class are as follows:

8

9

10

11

12

8

Allocation Of Proposed Rate Increase

Share of
Proposed

Increase (7o)

Rate Class Proposed Increase

($)

Residential 59,100,000 84%

3,300,000 s%Commercial

Industrial 213,000 0.3%

325,000PHA GS 0.5%

Municipal 935,000 t%

PHA (Rate 8) l27,OOO 0.2%

NGVS 0 0%

IT (Consolidated) 6,000,000 9%

TOTAL 70,000,000 100%

['ablc -]

l3
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Current 7o Increase Proposed

from
Current

Rate Class

($/MCF) ($/MCF)*

Residential 6.6967 t0% 7.3893

Commercial 4.8651 r% 4.9034

Industrial 4.7698 0% 4.7843

PHA GS 5.7105 t3% 6.4535

Municipal 4.2723 20% 5. I 105

PHA (Rate 8) 5.0163 0% 5.0163

NGVS 1.2833 0% 1.2833

IT-A 2.2885 s3% 3.4928

IT-B 1.1077 s3% 1.6906

IT-C 0.8643 s3% I .3 l9l
IT-D 0.7669 s3% 1.1 705

IT-E 0.7426 s3% 1.1334
* The proposed delivery charge ($/MCF) does 4! include the Merchant
Function Charge ("MFC") and the Gas Procurement Charge ("GPC')

I-ablc -l
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I believe that these allocations of the proposed rate increase is a reasonable application of

the rate allocation guidelines I articulated above

IS PGW PROVIDING DATA ADJUSTING THE UNIVERSAL SERVICE COST
ALLOCATION TO REMOVE ALL NON.RESIDENTIAL CUSTOMER
CLASSES?

Yes. PGW is providing this data as required by the Commission's Opinion and Order in

PGW's last base rate proceeding (Docket No. R-2017-2586783). See Table 5 below.

10
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9
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Residential Class Only
Universal Service Surcharge

Expense

Enhanced Low lncome Retrofit Program (ELIRP) $ 7,988,818
Customer Responsibility Program (GRP) $ 43,730,644
Conservation lncentive Credit $
Senior Citizen Discount * $ 1 ,915,917
Ausust 2020 Under Collection $ 94.994

Total $ to be Recovered $ 53,730,374

All Applicable Volumes (MCF) 47,850,113

Universal Service & Energy Conservation Surcharge $ 1.1229

Residential Only Applicable Volumes (MCF) 32,670,276

Universal Service & Energy Conservation Surcharge $ 1.W6

!ncrease in Surcharge to Residential Class $ 0.5217

Table 5
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a. BASED ON THIS DATA, WHAT IS THE IMPACT OF REMOVING ALL NON-
RESIDENTIAL CUSTOMER CLASSES FROM THE UNIVERSAL SERVICE
COST ALLOCATION?

A. The impact is that the Universal Service & Energy Conservation Surcharge would be an

increase by $0.5217 / Mcf to $1.6446 / Mcf or by 46.5% to the residential class.

a. WHAT DO YOU RECOMMEND?

A. I recommend that the Universal Service Cost Allocation continue to be recovered by all

firm classes of customers.

ry. CONCLUSION

A. DOES THIS COMPLETE YOUR DIRECT TESTIMONY?

A. Yes.

u2s743s7.3) l0



VERIFICATION

I, Kenneth S. Dybalski, hereby state that: (l) I am the Vice President - Energy Planning

& Technical Compliance for Philadelphia Gas Works (*PGW"); (2) the facts set forth in my

testimony are true and correct to the best of my knowledge, information and belief; and (3) I

expect to be able to prove the same at a hearing held in this matter. I understand that the

statements herein are made subject to the penalties of l8 Pa. C.S. $ 4904 (relating to unsworn

falsifi cation to authorities).

February 28,2020

Vice President - Energy Planning & Technical Compliance
Philadelphia Gas Works

Dated
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I I. INTRODUCTION

PLEASE STATE YOUR NAME AND CURRENT POSITION WITH PGW.

My name is Douglas A. Moser. My position with Philadelphia Gas Works ("PGW" or

"Company") is Executive Vice President and Acting Chief Operating Officer.

PLEASE SUMMARIZE YOUR BACKGROUND AND EXPERIENCE.

I received a Bachelor of Science degree in Chemical Engineering from Pennsylvania

State University in 1979. Also, I received a Master's in Business Administration from

Widener University in 1990. I have held the following positions at PGW: Engineering

Assistant; Production Engineer; Supervisor - Gas Conditioning; Operations Engineer -

Gas Processing Department; Manager - Gas Control; Manager - Gas Acquisition; Senior

Project Manager - Strategic Planning Department and Vice President and Senior Vice

Prcsident of Gas Management.

HAVE YOU EVER PROVIDED TESTIMONY BEFORE THIS COMMISSION?

Yes. I submitted testimony for the PGW 1307(0 Annual Gas Cost Rate ("GCR") filings

before the Pennsylvania Public Utility Commission ("PUC" or "Commission") in Docket

Nos. R-2012-2286447, R-2011-2224739, R-2010-20157062, R-2009-2088076, R-2008-

2021348 and R-00072110 and in the Company's Distribution System Improvement

Chargc proceedings in Docket Nos. P-2012-2337737; P-201 5-2501500; and C-2015-

2504092.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

My testimony will describe the numerous efforts that PGW has undertaken during the last

several years to improve the safety and reliability of the PGW gas distribution system,

opcrate more efficiently, and improve its customer service.

EFFORTS TO IMPROVE SAFETY. RELIABILITY AND CUSTOMER SERVICE

0.

A.

0.

A.
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I A. Infrastructure Improvements To Enhance Svstem SafeW And Reliabilitv

a. PLEASE PROVIDE A GENERAL DESCRIPTION OF PGW'S GAS
DISTRIBUTION SYSTEM.

PGW St. No. 7

PGW's gas distribution system serves approximately 500,000 customers in Southeastern

Pennsylvania in the County and City of Philadelphia, using approximately 3,000 miles of

natural gas mains ("mains") and some 3,000 miles of service lines ("services"). At the

end of calendar year 2018, PCW's mains were compised of 44o/o cast iron, 36% plastic

and protected coated steel, and 2Oohunprotected coated steel and ductile iron.l The

Company's services (the line from the main to the customer's meter) are made up of 79o/o

plastic and protected coated steel, I 7%obare steel and 47o unprotected coated steel.2

WHAT IS PGW'S CURRENT PROJECTED TIME FRAME FOR REPLACING
ITS CAST IRON MAIN INVENTORY?

WILL THE PROJECTED TIME FRAME CHANGE WITH $70 MILLION IN
RATE RELIEF?

Yes. Whcn $70 million in rate relief is factored into thc above assumptions, thc

associated increases in DSIC recovery/spending levels will result in all cast iron main

inventory being replaced in 34.6 years. This reduces the overall replacement time frame

by l4%o.

See, PGW Long Tcrm Infrastructure Improvement Plan. at 7
Id.

2
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13 A. PGW is projecting that it will replace all cast iron main inventory in 40.1 years based on

14 the assumption that base rates will increase 5o/o every five years (starting in 2026) along

l6 the proposed $70 million rate incrcase.
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PLEASE DESCRIBE THE EFFORTS PGW HAS MADE SINCE ITS LAST RATE
INCREASE IN 2017 TO MODERNIZE ITS NATURAL GAS DISTRIBUTION
SYSTEM.

PGW has continued to make tremendous strides in reducing the amount of cast iron main

in its system and replacing it with modern materials such as cathodically protected,

coated steel and plastic. In the past seven (7) fiscal years, PGW has successfully

removed 210.41miles of this "at-risk" pipe from inventory. The following graphic

shows this.
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Figure 1- Cumulotive Cost lron Moin Removed from lnventory FiscolYeors 2073 - 2079

The installation of modern materials and subsequent elimination of "at-risk" pipe has

been financed with PGW's base rates and the Distribution System Improvement Charge

("DSIC") mechanism, currently set at7.5o/o of non-fuel (distribution) revenue. This

funding combination has allowed PGW to successfully complete its first Long Terml5

{rr848301.4} -3-
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Infrastructure Improvement Plan ("LTIIP") in FY 2017, removing approximately 3o/o

more cast iron main than planned. Not only did PGW rernove more cast iron main than

originally planned, it was performed for a cost approximately lloh less than originally

estimated.

Fir!t LTIIP
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Second LTIIP
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Figure 2 - LTIIP Cast lron Moin Removal Cumulotive Results Fiscol Yeors 2013 - 2079

PGW's second LTIIP is offto a strong start. In the first two years of the five-year plan,

PGW has eliminatedSo/o more cast iron main from inventory than originally planned.
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IS THERE ANY EVIDENCE THAT THE ACCELERATED PIPELINE
REPLACEMENT PROGRAM HAS IMPROVED SAFETY?

Yes, PGW continues to make significant strides towards reducing the number of

hazardous leaks encountered on the distribution system. The graph below depicts

hazardous leaks repaired on distribution mains from fiscal year 2013 through fiscal year

2019 showing a downward trend.
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Figure 3 - Hozordous Leoks Repoired on Moins Fiscol Yeors 2013 - 2019

This continued downward trend is attributed to the prioritized selection, the accelerated

pace of PGW's main replacement program and warmer than average winter seasons.
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PGW has also made substantial gains in the reduction of hazardous leaks repaired on

services. The number of hazardous leaks on service lines has continually declined since

FY 2013 by greater than 37Yo.

Service

1 963
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Figure 4 - Hazordous Leoks Repoired on Services Fiscol Yeors 2013 - 2019

It is PGW's practice to replace all bare steel services encountered on main replacement

projects regardless of condition. This proactive replacement of aging steel service lines

has aided PGW in continuously reducing the number of hazardous leaks caused by

corrosion on service lines.

WHAT STEPS HAS PGW TAKEN TO ENHANCE ITS EFFORTS TO DETECT
AND APPROPRIATELY RESPOND TO NATURAL GAS LEAKS ON ITS
SYSTEM?
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PGW continues to make substantial strides in reducing its open leak backlog. PGW has

an aggressive leak recheck procedure to ensure these lower grade leaks are monitored

appropriately and are safe. This requires site visits on prescribed timelines to monitor gas

reading levels and migration patterns. Over the past few fiscal years, PGW has made a

concerted effort to repair these open leaks as shown in the graphic below.
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Figure 5 - Grode 2 and 3 leoks repoired Fiscol Yeors 2013 - 2079

Because of this focused effort to repair these leaks that are typically monitored, the total

backlog of open leaks has been reduced by approximately 20%o since the start of FY
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2013. This eliminates the need to perform site visits to monitor gas levels thus ensuring

the safety of our customers and the public and reducing the cost of the recheck program.

B. Efforts To Reduce Costs To Customers

IN PRIOR RATE CASES, PGW HAS DOCUMENTED SEVERAL EFFORTS TO
REDUCE COSTS AND OPERATE MORE EFFICIENTLY; PLEASE DESCRIBE
AND PROVIDE AN UPDATE REGARDING THE MOST SIGNIFICANT OF
THOSE STEPS.

PGW has as one of its key missions continually striving to provide safe, adequate and

reasonable service to its customers in the most efficient and cost-effective manner

possible. As a municipally owned utility with no shareholders, it is well to recall that all

such cost savings accrue to the benefit of PGW ratepayers. While by no means an

exhaustive list of cost rcduction and efficiency steps, I describe some of the most

impactful steps below.

l. Employee Benefit Costs

As I discussed in our prior rate case, perhaps the most significant step PGW has

taken in the last several years to reduce costs was to rcvise its mcdical and dental benefits

plans to become self-insured. PGW's Self Insurance Plan means that PGW pays the

eligible health care and dental costs of its eligible union and non-union employees up to

specified levels. To minimize the risks associated with such self-insurance, PGW has put

in place "stop loss" insurance that covers expenditures when costs exceed designated

levels. These self-insurance efforts have been able to significantly reduce PGW's health

insurance premium costs for employees. In the eight years (FY 201 2- FY 2019) that

PGW's Self Insurance Plan for health care has been in effect, PGW has reduced its health

insurance (both medical and dcntal insurance) costs by an estimated S68.7 million (See,

Exhibit DAM- I ) compared to the projccted cost if PGW had remained fully insured, or
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about $9 million annually. This estimate was calculated by comparing the total "Actual

Self Insured" cost that PGW incurs each year (for both active and retired employees) with

the estimated amount (using the average of three different health cost indices) that PGW

would have spent on health insurance if it were not self-insured.

IN PGW'S LAST RATE CASE, THE COMPANY AGREED TO BEGIN TO
TRACK ITS HEALTH CARE COST EXPENDITURES AND TO PROVIDE
THOSE DATA TO THE COMMISSION. DO YOU HAVE DATA THAT
RESPONDS TO THAT AGREEMENT?

A. Yes. As noted in the last rate case PGW agreed

Is]tarting with Fiscal Year ("FY") 2018, PGW will [provide] a health
insurance cash expense schedule for each fiscal year which shows cash
payments for health insurance, claims and administrative expenses and
cash received for employee contributions. PGW will present this
tracking in its next base rate case filing. The tracking schedule will
provide this information for both active and retired employees
separately.s

The attachcd Exhibit DAM-2 shows the information that PCW agreed to track. The

amounts shown there are inclusive of all cash pa5..rnents for claims and administrative

expenses. A separate line shows employee contributions. All data is shown on an

"active" and "retired" basis. Note that Bluc Cross and Blue Shield (listed on the

schedule) arethe insurers of the Medicare Supplement Policies, which are still fully

insured. Keystone PA and Amerihealth (listed on the schedule) are third-party

administrators that adjudicatc and process the claims, which are then paid by PGW.
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a. HAS PGW TAKEN ANY STEPS TO ATTEMPT TO CONTROL POST-
RETIREMENT BENEFITS?

27 A. Yes. As I rcported in the last base rate case, starting in 2011, retirement benefits for ncw

cmployees do not include lifetime health insurance. Instead, upon retirement, those

PaPUC v PGIL', Docket No. R-2017-2586783, Jornt Pctition for Partral Settlement at par. 13, approvcd by
the PaPUC rn November 2017.
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employees receive health insurance for five (5) years after their retirement date. The Plan

was amended to change post-retirement healthcare coverage from lifetime to five (5)

years for union employces hired after May 21,2011, and non-union employees hired

after December 21,2011 .

HAS THIS CHANGE HAD AN EFFECT ON THE NUMBER OF PGW
EMPLOYEES WHO WILL RECEIVE LIFETIME HEALTH BENEFITS WHEN
THEY RETIRE?

Yes, the number of active employees who will receive lifetime health benefits upon their

retirement has been greatly reduced. Currently, just 47%o of PGW's active employees are

eligible for lifetime health benefits upon retirement (down from 58o/o at the end of 2017).

ln20l l. all PGW employees were eligible for this benefit. This has had, and will

continue to have a significant effect on benefit payouts. PGW's actuarial consultant has

projected that savings from this and other plan changes for medical, dental, prescription,

administrative expenses, life insurance, and taxes will reduce its post-retirement benefits

obligation to retirees by $52.7 million compared to if all the post-201 t hires received

lifetime medical benefi ts.

HAVE THERE BEEN ANY CHANGES IN PGW'S PENSION PLAN FOR UNION
AND NON-UNION EMPLOYEES IN AN EFFORT TO CONTROL COSTS?

Yes. PGW's non-contributory defined benefit plan is no longcr available to union

employees hired on or after May 22,201 I or non-union cmployees hircd aftcr December

21,201 L As an altemative to the non-contributory defined benefit plan, new hires have

two options:

1) A defined contribution 401(a) plan with the following fcatures:
a. PGW contributes 5.5o/o of an employee's applicable compensation;
b. Thc employee cannot makc additional contributions;
c. The employee directs the investment of funds; and
d. The account is fully vested at all times.
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2) A contributory defined benefit plan with all of the same features as the non-
contributory defined benefit plan except that the employee is required to
contribute 6o/o of thc employee's applicable compensation.

Because most new employees choose option I (defined contribution), the cost to PGW of

the pension benefit has been significantly reduced. PGW's actuarial consultants have

calculated that PGW has saved $4.5 million since its inception in 201 1 and the present

value of the savings over the next ten years is S19.2 million, for a combined total of $23.7

million.

2. Prepaid Gas Arrangements

HAS PGW ENGAGED IN ANY EFFORTS TO REDUCE NATURAL GAS COSTS
CHARGED TO SALES CUSTOMERS?

Yes. PGW has taken advantage of provisions in the Internal Revenue Code that permits

municipal gas companies to use tax exempt bond financed prepaid gas purchase

arrangements to obtain significant discounts on those purchases, the savings from which

are passed on to PGW sales customers.

WHAT IS A PREPAID GAS ARRANGEMENT?

Prepaid gas arrangements are agreements in which PGW has agreed to purchase gas from

a gas supplier for (typically) 25 to 30 years. (PGW does not pay for the entire 25 to 30

years of purchases up front but receives a monthly invoice to pay for this gas). The

natural gas is purchased from a gas supplier, through a third party municipal authority.

The authority issues a tax-free long-term bond and uses the proceeds to "prepay" for the

natural gas it will purchasc on behalf of various municipal gas utilities, including PGW.

The gas supplicr sells the natural gas to the municipal authority (which is then, in turn

sold to PGW) at a discount from index in recognition of the fact that the supplier is ablc

to invest the prepayment proceeds at taxable rates. In order to share some of this
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investment income, the supplier provides PGW with natural gas at significant discounts

from a market index price. The size of thc discount is determined bascd on the spread

between non-taxable bonds and taxable investments. As noted, the gas will still be

purchased on index less the discount.

HOW MANY SUCH ARRANGEMENTS HAS PGW ENTERED INTO?

PGW is currently involved in five (6) arrangements, and is evaluating the possibly of

entering into more.

HOW MUCH OF A DISCOUNT DOES THE PHILADELPHIA GAS WORKS
RECEIVE BY ENTERING THESE ARRANGEMENTS?

The discount depends on financial market conditions at the time the arrangement is

cntered into. The targeted discounts were set by the companies managing the

arrangement (and PGW is informed of the level of discount before it enters into thc

arrangement). The discount from index currently averages approximately thirty cents

HOW DOES THIS IMPACT PGW'S RATEPAYERS?

With this discount, PGW can purchase gas at a lower price and the cost savings are

passed along to the ratepayer via the GCR.

HOW MUCH IS PGW PROJECTING RATEPAYERS WILL SAVE EACH YEAR
FROM THESE PREPAID GAS PURCHASE ARRANGEMENTS?

For FY 2020, PGW will savc approximately $2.3 Million dollars for gas sales customers

as a result of prepaid gas purchase arrangements. PGW is predicting that gas sales

customers will save approximately 52.9Million in fiscal year 2021 from the five prepaid

deals.
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HOW MUCH OF PGW'S GAS SUPPLY WILL BE PURCHASED VIA PREPAID
GAS ARRANGEMENTS?

Currently, PGW is purchasing approximately 20% of its supply from prepaid gas

arrangements.

Improving Customer Service

PLEASE DESCRIBE SOME OF THE EFFORTS IN WHICH PGW HAS
ENGAGED TO IMPROVE CUSTOMER SERVICE.

Since the last rate case, PGW has led various efforts to improve overall customer

satisfaction. With the assistance of customer surveys, PGW has been able to implement

various initiatives to focus on improving first time resolution of consumer complaints,

grade of service, and abandon rate.a For instance, by focusing on right sizing staffing

levels of PGW's call center, since FY2017, PGW has been able to improve its grade of

service by over 3%by going from 87o/o to ninety pcrcent 90%. Also, during the same

time period, PGW has been able to reduce its average abandonment rate by over 40%by

reducing it from 9oh to 5o/o and first time resolution scores improved by over Z%by going

from 85olo to 87%o. During this period. PGW implemented new customer service

representative coaching strategies to improve the pcrformance of staff in the areas of call

abandonment and first time resolution.

l. First Trme Rcsolution the percentage of customer interactrons in whrch the reason or purpose o[
the customer's initial contact was resolved in one contact.

2. Grade of Servrce - the percentage of calls answered withrn a certain time frame. PGW's grade of
serylce is the percentage of calls answered wrthin thrrty seconds. The rndustry standard at the moment is
807o withrn 30 seconds.

3. Abandon Rate the pcrcentage of total customer calls abandoned by customers. PGW's
performance standard is having an abandon rate oftotal calls offive percent or less.
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ARE THERE ANY NEW OPTIONS OR IMPROVEMENTS FOR CUSTOMERS
DESIRING TO PAY THEIR BILL OR OBTAIN INFORMATION ABOUT THEIR
ACCOUNT?

Yes. For instance, in the summer of 2019, PGW launched Retail Cash. Retail Cash

allows PGW cash only/underbanked customers to make payments at any CVS, 7- I l,

Family Dollar, Dollar General, or Speedway free of charge. PGW believes that providing

the Retail Cash option frcc of charge is not only economically affordable, but it is also

more convenient and provides more accessible payment options for cash

only/underbanked customers, therefore, reducing the effort needed to conduct business

with PGW. Also, PGW has made improvements to both the Interactive Voice Response

("lVR") and Web for customers who wish to conduct business via those respective

mediums. The improvements for both IVR and Web were directly related to upgrading

and enhancing current functionality to improve the customer experience when conducting

business on the IVR and Web. Improvement in self-service options for its customers, has

led to improvement in overall customer satisfaction.

Another initiative that PGW has undertaken to improve overall customer

satisfaction since the last rate casc has been improving the operations of its six (6)

customer service ccnters. In FY2019, PGW performed an evaluation of the existing

footprint of the customer service centers. The evaluation concluded that one of the

customer service center should be closcd which would allow resources to be reallocated

to the remaining five (5) customcr service ccnters. This resource reallocation has allowed

PGW to provide weekend hours at certain customer service centcrs during peak periods

and increase staffing at customer centers that experience heavier traffic. Overall, PGW

has seen improvements in customer wait times and overall customer satisfaction due to

the changes.
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PGW St. No. 7

Further, in 2018, PGW voluntarily implemented a tool that allows customers to

apply for its Customer Responsibility Program ("CRP") online. Thc software tool

provides customers with an alternative option to the traditional mail and in-person

application methods, and allows customers to securely complete the application process.

The process includes uploading supporting documentation through the "My Account"

option on PGW's website. This tool also provides customers with the ability to check the

status of their application online, and receive future correspondence regarding their CRP

plan electronically, if they elect to do so.

PGW has also undertaken a number of new projects dcsigned to modernize the

tools available to assist customers understand their bills and usage. For example, PGW is

in the process of re-designing its bill. PGW expects the re-dcsign to present an updated

bill appearance that will utilize color images and ads, and provide more easily understood

usagc charts, and enhanced bill messaging opportunities. Further, PGW is in the process

of updating its existing "My Account" with a solution that will provide customers with

ease of use, an updated appearance, and the ability to vicw multiple properties.

WHAT OTHER PGW PROJECTS WILL IMPROVE CUSTOMER SERVICE?

PGW reccntly issued a Request for Proposals for the replacement of its Customer

Information System ("CIS"). The new CIS will enable PGW to take advantage of new,

customer-focused technologies, such as the presentation of improved usage analyses.

The new CIS is a technological transformation that will provide PGW with the ability to

reduce manual processes and design more effective interactions with customers. It is
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currently scheduled to be implemented beginning in summer 2020 with a go live target of

approximately mid to late 2022.s

Also, in 2019, PGW created an online Customer Focus Group platform. Other

utilities have found advisory panels to be useful tools for looking at utility updates and

communications from the customer perspective and receiving feedback quickly when

implementing changes. PGW will use the platform as a cost-effective method to receive

real-time feedback.

PGW believes that utilizing customer surveys and focus groups, improving self-

service options, and evaluating and improving various business process within Customer

Affairs has ultimately improved customer satisfaction. In fact, since the last rate case,

overall customer satisfaction has improved by over 2oh increasing from 83% to 85oh.

Not being satisfied with the results experienced over the last couple of years in the

improvement of customer satisfaction scores, PGW continues to strive for improvement

in its people, proccsses, and technology.

IS THERE ANY INDEPENDENT EVIDENCE THAT PGW'S CUSTOMER
SERVICE IS IMPROVING IN THE VIEW OF ITS CUSTOMERS?

Yes. Sincc the last filing, PGW has improved its overall J.D. Power customer

satisfaction score by 66 points. In 2019. PGW has moved 15 spots to number 69 out of

84 natural gas brands in J.D. Powers' annual natural gas Customer Satisfaction ranking.

PGW is also now 9'h placc out of the 12 East Large brands in the study; in2016 PGW

was l2 out of 12.

It should be noted that, bascd on the current trmcline, PGW wrll bc requrrcd to cease implementing new
systcm enhancements to the current CIS system by September,2020 and refrain from making any such

system changes until the new system is rnstalled
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PLEASE DESCRIBE SOME OF THE AREAS IN WHICH PGW'S RATINGS
HAVE IMPROVED?

PGW's most significant areas of improved satisfaction were in Corporate Citizenship,

Communications, Pricc, and Billing & Payment. Since the last rate case filing, PGW's

Corporate Citizenship score improved by 87 points, Communications improved by 83

points, Price improved by 100 points, and Billing and Payment increased by 51 points. In

addition, both Corporate Citizenship and Communication now rank in the 3rd quartile

J.D. Power national ovcrall rank comparisons for 2016 vs. 2019 are set forth below:

Interestingly, all of these arcas were previously notcd as arcas in which it would

be challenging to make significant progress in customer perception. This is because of

various factors such as relative price, the very high poverty levels in Philadelphia, the

fact that PGW has a highcr conccntration of rental customers than comparable investor-

owned utilities (rental customers show lower satisfaction lcvcls), and PGW's inability to

use shareholder dollars to make chantable donations, scholarship contributions and

sponsorships (which tend to improve customer perception of the utility). As a municipal

utility, PGW has no ability to fund such activities through shareholder dollars. Similarly,

PGW's communications and advertising spending is restrictcd to safety messages,

promotion of low-income programs, other customer programs, and new natural gas sales
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and conversion. PGW is not capable of engaging in shareholder financed corporate

citizenship campaigns.

Nonetheless, PGW has shown improvement in customer satisfaction. We

attributc that to our relentless attempts to improve the customcr expcrience for our

customers while, at the same time, continuing to delivcr safe and reliable natural gas.

PROPOSED TARIFF REVISIONS

WHAT REVISIONS TO PGW'S GAS SERVICE TARIFF ARE BEING
PROPOSED IN THIS CASE?

A complete list of tariff modifications can be found in the List of Changes Made by this

Tariff Supplement section in Proposed Tariff Supplement No. 128 to PGW Gas Service

Tariff - Pa P.U.C. No. 2 provided in Exhibit DAM-3. The proposed effectivc date of the

tariff changes is April 28,2020. The proposed rate schedule changes are discussed in

witness Dybalski's testimony (PGW St. No. 6). Apart from the proposed rate schedule

changes, PGW is proposing: (1) the continuation of the Technology and Economic

Development (TED) Rider beyond the initial three-year pilot period; (2) modifications to

the Company's Micro-Combined Heat and Power (CHP) Incentive Program to

incentivize customers to install micro-CHP equipment of various sizes up to 50 kW; and

(3) language to clarify that the Company's Back-Up Service Rate BUS applies in any

instancc in which an applicant is seeking to obtain firm gas scrvice to run any type of

operable back-up, standby or emergcncy, electric or, heat generation equipment. The

aforementioned proposed tariff changes are discussed in detail by PGW witncss Teme

(PGW St. No. 8). In addition, I am proposing several modifications to PGW's Gas

Service Tariff related to a supplier's balancing limits and chargcs, as discussed below.

a

A
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DO YOU HAVE ANY CONCERNS WITH THE SUPPLIER BALANCING
PROVISIONS IN PGW'S CURRENT GAS SERVICE TARIFF?

Yes. I am concerned with Section 6 of PGW's Gas Service Tariff, related to a Supplier's

balancing limits and charges.

WHAT IS YOUR CONCERN?

Section 6(a) - (d) currently provides

Daily balancing, and the reconciliation of end-of-month imbalances, shall be governed by
the definitions, limits and charges set forth below:

(a) Daily Receipt Quantity. The supplier's confirmed pipeline nomination quantity,
adjusted for unaccounted for Gas, for the Gas day.

(b) Daily Usage Quantity. Gas used by the Rate IT Customer(s) in a supply pool during
the 24-hour Gas day as recorded by the Company's meter(s) at the Rate IT Customer
location(s).

(c) Allowable Daily Variation. The daily usage quantity must be within plus or minus
ten percent (+l-10%) of the daily receipt quantity.

(d) Daily Imbalance Surcharge. Supplier shall be charged $0.50 for each Dth outside the
applicable allowable daily variation[.]

Despite the daily imbalance surcharge, PGW has experienced situations in which

suppliers are not meeting or significantly over delivering their allowable daily variance.

This situation creates a huge problern for PGW, in that it prevents PGW from being able

to balance its load effectively.

WHAT IS YOUR RECOMMENDATION?

I recommend modifying Section 6(d) of PGW's Gas Service Tariff to increase the

surcharge for suppliers whose daily usage quantity is greater than plus or minus one
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hundred percent. Specifically, I recommend adding the following language to Section

6(d), highlighted below:

Daily Imbalance Surcharge. The supplier will be charged $0.50 for each Dth outside the
applicable allowable daily variation. If the variation is greater than plus or minus one
hundred percent (+l- 100%) in (c) dircctly above, the Supplier shall be charged $2.00 for
each Dth outside of the +/- 100% band.

IS THIS PROPOSAL REASONABLE AND IN THE PUBLIC INTEREST?

Yes, increasing the surcharge as recommended above should givc suppliers more of an

incentivc to meet the allowable daily variation and will, certainly, provide an incentive

for suppliers to refrain from over delivering altogether. Thus, it will enable PGW to

balance its load requirement.

WHAT REVISIONS TO PGW'S SUPPLIER TARIFF ARE BEING PROPOSED
IN THIS CASE?

A complete list of tariff modifications can be found in the List of Changes Made by this

Tariff Supplement section in Proposed Tariff Supplement No. 85 to PGW Gas Supplier

Tariff - Pa P.U.C. No. I provided in Exhibit DAM-4. The proposed effective date of the

tariff changes is April 28,2020.

DO YOU HAVE ANY CONCERNS WITH PGW'S CURRENT GAS SUPPLIER
TARIFF?

Yes. I am concerned with the provisions of PGW's Supplier Tanff related to: l) supplier

obligations, and 2) supplier pool balance cash out/in rcquirements.

WHAT IS YOUR CONCERN WITH SUPPLIER OBLIGATIONS UNDER PGW'S
CURRENT SUPPLIER TARIFF?

Under Section 7.2 of PGW's current Supplier Tariff, Suppliers arc obligated to

acccpt a release, assignment or transfer on a recallable basis of a pro rata share of
Company's applicable interstate pipeline firm transportation at the applicable
contract rate, or if authorized by Company, obtain firm pipeline transportation
capacity assignable to the Company for delivery of gas supply to delivery point(s)
determined by Company in an amount sufficient to meet the peak requirements of
Firm Transportation customers being served with this capacity.
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Under this Tariff provision, capacity is assigned to the suppliers through the pipelines'

electronic bulletin boards and reservation charges are collected by the pipelines and PGW

then receives a credit on its bill. However, when the suppliers fail to obtain the capacity

for several days, PGW ends up paying for capacity it is unable to use and is unable to

recover the cost. Under this tariff provision, PGW would be able to recover the cost of

the released capacity from the supplier.

WHAT IS YOUR RECOMMENDATION?

I recommend modifying Section 7 .2 so as to require supplicrs to pick up released

capacity before the start of each month and to enable PGW to bill the supplier directly for

the capacity plus a penalty charge if the supplier fails to do so. Specifically, I propose

modifying Section 7.2 to provide as follows:

Suppliers are required to accept released capacity through the pipeline
electronic bulletin board before the beginning of each month. If a Supplier
fails to do so, PGW reserves the right to bill the Supplier directly for the
capacity plus a penalty charge ($50 per day per release).

IS THIS RECOMMENDATION REASONABLE AND IN THE PUBLIC
INTEREST?

Yes. l've explained above why I believe this proposal is reasonable and appropriate

WHAT IS YOUR CONCERN WITH SUPPLIER POOL BALANCE CASH
IN/OUT REQUIREMENTS?

I am concerned that PGW's current Supplier Tariff contains insufficient provisions

related to a supplier's obligations to rectify its pool balance when a supplier leaves the

market. Specifically, the current Tanff docs not provide any guidance as to the price that

is to bc charged for the purchase of gas neccssary to rectify the pool balance. This
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situation creates uncertainty for both PGW and suppliers when a supplier leaves the

market and the supplier owes PGW gas, or vice versa.

a. WHAT DO YOU RECOMMEND?

A. I recommend adding a provision to PGW's Supplier Tariff, clarifying that the appropriate

price for the purchase of gas in this situation is thc l2-month average of the Daily Market

Index Price. Specifically, I recommend adding the following provisions

13.6 Pool Balance Cash ouVin

When a Supplier has officially exited the market and no longer serves any
customers in the Philadelphia Gas Works Service Area, the Supplicr's pool
balance must be settled. lf the Supplier owes the Company gas, thc Supplier must
purchase the gas from the Company at a 12-month avcrage of thc Daily Market
Index Price. If the Company owes the Supplier gas, the Company must purchase
the gas from thc Supplier at a 12-month average of the Daily Market lndex Price.

IS THIS RECOMMENDATION REASONABLE AND IN THE PUBLIC
INTEREST?

Yes. Thesc provisions will help to ensure that the pool balance will be rectified at a

reasonable cost when a supplier leaves the market

ANNUAL MEETING WITH SUPPLIERS

DOES PGW CURRENTLY HOLD ANNUAL MEETINGS WITH SUPPLIERS ON
PGW'S CHOICE PROGRAM?

Yes. PGW holds an annual meeting to discuss the operation of PGW's Choice Program

per the Settlement at Docket No. R-2009-2139884 regarding PGW's Purchase of

Receivables (POR) Program.

DO YOU HAVE ANY CONCERNS WITH THE ANNUAL MEETINGS?

Yes.

WHAT DO YOU RECOMMEND?
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PGW St. No.7

I recommend that the annual meetings be discontinued. There does not appear to be

sufficient interest in continuing these annual meetings. [nstead, PGW is always willing

to meet with suppliers to discuss specific concems and to work togethcr to find a

mutually satisfactory solution.

CONCLUSION

DOES THAT COMPLETE YOUR DIRECT TESTIMONY?

Yes.

2

J
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v.

a.

A.
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VERIFICATION

I, Douglas A. Moser, hereby state that (l) I am the Executive Vice President and Acting

Chief Operating Offrcer for Philadelphia Gas Works ("PGV); (2) the facts set forttr in my

testimony are true and correct to the best of my knowledge, information and belief; and (3) I

expect to be able to prove the same at a hearing held in this matter. I understand that the

statements herein are made subject to the penalties of l8 Pa. C.S. $ 49(X (relating to unswom

falsification to authorities).

February 28,2020

Dated Douglas A.
President, Acting Chief Financial Officer

Gas Works

( L08s7898. r l
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Brornm & Brown
C-,onsulting

November 27,2019

Mr. Gregory Stunder
Philadelphia Gas Works
800 W. Montgomery Avenue
Philadelphia,PA 19122

Re: Philadelphia Gas Works Healthcare Plan

Dear Greg:

We analyzed the cost savings that PGW realized over the period 2012 through 2019 due to the
changes it made to its healthcare plan. Effective September l,20ll, the plan went from fully
insured to self-funded with respect to non-Medicare retirees, and Effective January l, 2012, PGW
implemented an Employer Group Waiver Plan and Wrap Plan for Medicare retirees. These
changes generated an estimated savings over the fiscal period 2012 through 20 I 9 of $68,698,509.

This savings equals the difference between the projected fully insured premiums over the period
less the actual healthcare costs during the period. We estimated the fully insured premiums based
on the following assumptions and methodology:

r We estimated the annual healthcare trend rates with respect to self-funded benefits by
taking the average of the trend rate projections from the KFF Employer Health Benefits
Survey and the Milliman Medical Index.

o For the fully insured Medicare Supplement trend rates, we used the actual increase in
annual premium rates.

r In determining the projected savings, we projected the 201I fully insured cost based on the
above projection trend rates and adjusted the projection for the average change in plan
subscribers over the period.

The attached exhibits provide additional details regarding the projected savings.

The above results have been conducted in accordance with generally accepted actuarial principles
and practice. The undersigned credentialed actuary of Brown & Brown Consulting meets the

Qualification Standards of the American Academy of Actuaries to render the actuarial opinion
contained in this report. There is no relationship between the Plan Sponsor and Brown & Brown
Consulting that impacts our objectivity.

125 E. Et N,l S I Rt-.F.] . St]rTt, 125 . CONsuOll(x'Kr:N. PENNsYr.r,,,tNrn 19428

DrRti(-r Tr.l: 215.561 .l 143 o F,qx: 215.561.0512



PGW Exhibit DAM-1e
Sincerely

/' {l-,,"w (--
Curt Evans, FSA
Senior Consulting Actuary

cc: Bill Ambrose
Rob Heller
Todd Hons
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PHILADEtPHIA GAS WORKS HEATTHCARE PLAN: SELF-FUNDED COST SAVINGS ANAtYSIS

HISTORICAT INFORMATION

Actual premium

Actual premium

Actual premium

Actual premium

2008
2009

2010

2011

34,225,765
37,061,279
42,274,524

46,249,790

2,83s,s14

5,213,245

3,975,266

8.28%

t4.o7%

9.40%

Actual self insured

Actual self insured

Actual self insured

Actual self insured

Actual self insured

Actual self insured

Actual self insured

Actual self insured

2012 44,343,201

2013 42,787,O70

2014 46,483,298
2015 51,051,486
2016 53,368,113
2077 48,669,8s1

2018 49,795,440

2079 49,49A,622

-l!P939-

( 1,906,s89)

(1,ss6.191)

3,696,287
4,558,188

2,376,627
(4,698,262)

525,589

303,182

-4.72%

-3.51%

8.64%

9.83%

4.54%
-8.80%

7.O8%

o.62%

Annual averaSe 2012 to 2019 48,774,678
2077 i'46,249,790],

7,924,837

Estimated ravinrs usinr everare trend rates Keiser/HRET Suruey end Milliman Medicrl lndex

8.s
8.5

8.5

8.5
8.5

8.5

8.5

64,552,695
454,O95,529

Proj'd cost

46,249,7902011

Cost increase %

Actual premium

Enrollees Cum lncremental

Pre-65 Post-65 Pre-65 Post-65

2272 1320

Cum %

Pre-55

Cum%
Post-65

4.9%

4.9%

3.7%

4.7%

3.5%

3.7%

3.7%

3.2%

8.s0

17.00

25.50

34.00
42.50

51.00

59.50

68.00

-11.25

-22.50

-33.75

-4s.00
-55.25

-57-50

-78.75
-90.00

o.4%

0.7%

7.7%

7.5%

r.9%

2.2%

2.5%

3.O%

-0.9%

-1.7%

-2.6%

-3.4%

4.3%
-5.1%

-6.0%

-6.4%

48,527,720

50,888,914

52,773,6t9
55,261,180

57,250,635

59,167,328

61,208,809

Proj'd Cost

plus

Enrollment lncr

48,649,756

51,148,423
s3,182,832

ss,8/,o,242

58,020,659

50,325,362

62,376,160

-11.25

-11.25
-L7.25

-11-25

-11.25
-lt.25
-11.25

2072
2013

2014

2015

2016

2077

2018
2019

10% of plan benefits are provided to retirees over ate 65 throuth a fully-insured Medicare Supplemental Plan

Estimated Savings

454,O95,529

annual trend rate for the Medicare Supplement Plan is 0-45%.

2018-2019 and Milliman Medical lndex. See attached for details.from KFFis an Health Benefits

448,446,030
( 38s,397,020)

_63,04e,919_
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PHII.ADETPHIA GAS WORKS HEATTHCARE PTAN: SETF-FUNDED COST SAVINGS ANATYSIS

HISTORICAT INFORMATION

Actual premium

Actual premium

Actual premium

Actual premium

2008

2009

2010

2011

34,225,755

37,067,279
42,274,524

46,249,790

2,435,574

5,2r1,245
3,975,266

8.28%

74.07%

9.40%

Actual self insured

Actual self insured
Actual selt insured

Actual self insured

Actual self insured

Actual self insured

Actual self insured
Actual self insured

20,.2 44,343,20L

2013 42,787,O70

20L4 45,483,298

2015 51,051,485

2015 53,368,113
20L7 48,569,851

2018 49,195,440

2079 49,498,622

-18i11939.

( 1,905,589)
(1,556,191)

3,596,287
4,558,188

2,376,627

14,698,2621

525,589
303,182

-4.t2%
-3.51%

8.64%
9.83%

4.54%
-8.80%

1.08%

o.62%

Annual averate 2012 to 2019 48,174,628

2077 (46,249,7901

1,924,837

8.s
8.5

8.5

8.5

8.5

8.5
8.5
8.5

Estimated savinrs usine Kaiser/HRET suruey

62,254,664
437,549,726

Proj'd cost

46,249,7902011

Enrollees Cum lncremental

Pre-65 Post-65 Pre-65 Post-65

2272 1320

Cum %

Pre-65

Cum %

Post-65

Kaiser/HRET cost increase %

Actual premium

3.6%

4.0%

2s%
3.7%

3.0%

3.4%

3.s%

4.2%

8.s0
17.00

25.s0

34.00

42.50

51.00

59.50

58.00

-11.25

-22.50
-33.75

-45.00
-56.25

-67.50

-78.75
-90.00

0.4%

o.7%

7.L%

7.5%

7.9%

2.2%

2.6%

3.O%

-o.9%

-7.7%

-2.6%

-3.4%

-4.3%

-5.7%

-6.O%

-6.4%

47,971,525

49,837,048

51,084,038

s2,980,425

54,549,378

56,427,656
s8,430,094

Proj'd Cost
plus

Enrollment lncr

48,032,013

50,091,193

51,480,150

53,535,588

5s,273,416
57,338,257

59,544,457

-11.25

-77.25

-11.25

-11.25
-77.25

-77.25

-77.25

-77.25

2072
2013

2074

2015

2076

2077

2018
2079

10% of plan benefits are provided to retirees over age 65 through a fully-insured Medicare Supplemental Plan

437,549,726432,130,193

Estimated Savings
{38s,397,020)

46,733,773

Notes

is KFF

annual trend rate for the Medicare Supplement Plan i5 0.45%.

2018-2019. See attached for details.Health Benefits
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PHIIADETPHIA GAs WORXS HEATTHCARE PI.AN: SETF.FUNDEO COST

HISTORICAI. INFORMATION

Actual premium

Actual premium

Actual premium

Actual premium

2008

2009

2010
2017

34,225,765
37,067,279

42,214,524
46,249,790

2,835,s14

5,273,24s
3,975,265

8.28%

74.O7%

9.40%

Actual self insured

Actual self insured

Actual self insured
Actual self insured

Actual self insured

Actual self insured

Actual self insured
Actual self insured

2072 44,343,207

2013 42,787,070
2074 46,483,298

2015 51,051,486

2016 53,368,113
2017 48,569,8s1

2018 49,L95,440
20t9 49,498,622

19:|!31

( 1,906,s89)

( 1.556,191)

r,696,287
4,558,188

2,376,627

it4,698,2621

525,589
303,182

-4.72%

-3.51%

8.54%
9-83%

4.54%
-8.80%

1.08%

o.62%

Annual average 2012 to 2019 0A,D4,628
2077 146,249,790l,

7,924,837

6.1% 49,742,71s 8.50 -77.2s

5.7% 57,957,227 8.50 -11.25

4.9yo s4,499,428 8.50 -77.25

s.7% s7,614,070 8.50 -11.25

4.3% 60,017,072 8.50 -11.25

3.9% 62,429,089 8.s0 -17.25

2.7% U,O86,582 8.50 -11.2s

2.7% 65,449,727 8.50 -t7.25
465,149,304 2340 1230

Estim.ted srvinrs usinr Milliman

Proj'd cost

45,249,7902011

cost increase % Enrollees Cum lncremental
Pre{s Post-65 Pre-65 Post-65

2272 1320

Cum %

Pre-65

Cum
Post-55

8.50
17.00

25.50

34.00

42.50

51.00
59.50
68.00

-11.25

-22.50
-33.75

-45.00

-56.2s

-67.s0
-74.75

-90.00

0.4%

o.7%

7.1%

7.5%

1.9%

2.2%

2.6%

3.0%

-o.9%

-7.7%

-2.6%

-3.4%

-4.3%

-5.7%

-6.0%

-5.8%

Proj'd Cost
plus

Enrollment lncr

49,266,299

s2,276,747

54,922,024

58,277,7A8

60,874,479

63,436,s32
65,308,817

2012

2013

2074

2015

2076

2077

2018

2019

10% of plan benefits are provided to retirees over age 65 through a fully-insured Medicare Supplemental Plan

Estimated Savings

465,249,304 471,136,052
(38s,397,020)

79,852,284

is Mllliman Medical lndex. See attached for details.
annual trend rate for the Medicare Supplement Plan is 0.45%.

Actual premium

56,893,965
477,716,O52
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PHILADEtPHIA GAS WORKS HEALTHCARE PLAN: SELF-FUNDED COST SAVINGS ANALYSIS

Year

Annual Premium Healthcare Trend Rates
Srngle

Coveraqe
Famrly

Coveraqe
Srngle

CoveraQe
Famrly

Coveraqe
Pre-65' Post-65 Overall..

201 1

2012

2013

201,4

2015

2015

2017

2018

2019

5,429

5,515

s,884

6,02s
6,251,

6,435

6,690

6,896

7,788

15,073

1,5,7 45

15,3 51

15,834

17,545

78,742

78,764

19,616

20,576

3.43%
4.79%

2.40%

3 75%

294%
3 96%

3 O8o/o

4 23%

4A6%
3.85%

2.95%

4.22%

3 40%

3 43%

4 54o/o

4.89%

3.94%

4.32o/o

2.68o/o

3 99o/o

3.17o/o

3 70o/o

3 8lo/o

4 56%

0.45%

0A5%
0A5%
o.45%

0.45%

o 45%

0.45%

0.45%

3.59%

4 02%

2 50%

3.7r%
2.96%

3 44%

3 55%

4 24%

Annual Healthcare Trend Rates
Typrcal Famrly of

Four
Pre-65 Post-65 Blended'*

19,393

20,731,

22,O37

23,227

24,690

25,851

26,963

27,744

28,386

6 90%

6.30%

5.40%

6.30%

4 70%

4 3Oo/o

290%
2 3t%

0.45%

o.45%

0.45%

o 45%

0.45%

0.45%

0.45%

0.45%

6.26%

5 8s%

5.02%

5.85%

4.37%

4.OO%

2.77%

2.17%o

SOURCE KFF Employer Health Benefrts Survey, 2018-20'19 Karser/HRET Survey of Employer-
Sponsored Health Benehts, 1999-2017

SOURCE Mrlhman Medrcal lndex"'

+ 50% Srngle Coverage and50% Famrly Coverage
r+ inrtially, 90% pre-65 and 10% post-65, gradrng to92% pre-65 andS% post-65

*** Mrllrman lndex details'

Famrly coverage cost is an actuanal analysrs of the prolected total cost of healthcare for a hypothetrcal famrly of four covered under an employer-sponsored
PPO plan. lt does not include health plan adminsitrative expenses or rnsurance company profrt loads, nor reflect the savings from prescrrptron drug
manufacturer rebates. The "typrcalfamrly of four" consrst of a male age 47, a female age37, a child age 4, and a child under age 1

KFF Employer Health Benefrts Survey 2018-2019 Report:

https://www kff org/report-sectron/ehbs-2019-sectron-1-cost-of-health-insurance/

Mrllrman Medrcal lndex Reports'

http //www.mrlliman.com/rnsrght/?pfld=24i,3
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PGW Exhrbrt DAM-2
Page 1 of 2

Phrladelphra Gas Works
Budget & Frnancral Forecasttng Department

Health lnsurance Monthly Actual
Month End!d: August 2018

Y.T-D

TOTAL 5ep-17 Oct-17 Nov-17 Dec 17 Jan 18 Feb-18 Mar-18 Apr-18 May 1E I un- 18 I ul- 18 Aug 18

ACTIVE EMPLOYEES

Blue Cross So So s2o,509 (520,60e) So So So So So so So So So

Blue Shreld 0 0 23,709 (23,109) 0 0 0 0 0 0 0 0 0
Mator Medrcal 0 0 23,990 (23,990) 0 0 0 0 0 0 0 0 0
Prescnptron Drugs 5,351,253 405,154 83 5,439 407,296 52.188 553,780 624,514 112,731 491.063 489,530 1,67,570 633,288 583,690
Keystone PA 14,837,916 956,745 7,502,571 811,124 1,082,490 1,ALO,515 1,725,127 953,348 7,257,204 2,742,O90 1,187,235 1,069,697 1,345,176
Amerrhea lth 8,O44 103 l).74) 726 (s 1) 506 1,528 3,426 556 195 459 614 (s4s )

Personal Chorce BC 827,344 45,277 42,831 1.49,836 21,436 61 ,557 186,020 62,446 23,800 15,231 32,374 101,341 73,311
Basrc D€ntal 102,217 6,568 12,142 7,4\3 10,659 9,777 7,425 9,O75 7,O99 8,914 1 1,352 9,727 8,056
Dental Rrder 735,036 63,859 57,243 60,194 61,,782 61,182 50,036 80,604 53,300 55,883 57,365 50,644 72,943
Employee Contributron 1473,o77l, (44,8091 (36,193) (36,4s71 146,7981 (36,094) (35,447) 144,3O7) (3s,130) ( 5 1,308) (44.185 ) t35,2 18) (2?,t311
Health Plan Opt Out Is2,637 10,963 10,7A9 1 1,436 14,351 1,1,,372 11,851 15,286 11,961 1 1,99s 15,285 1,2,1,34 15,208
Stop-Loss lnsurance 706,196 51,,575 51,397 51,451 5 1,548 5 1,372 57,404 58,860 704,747 58,907 58,416 58,638 58,386

Total Actrve Emp Health Costs 522,242,1.59 5 1,495,38s 52,543,7s9 s1,389,911 S1,247,015 S2,130.028 s2,016.4 53 s 1,25 1,459 S 1,918.733 52,732,011 s 1,485,87 1 s 1,900,854 52.129.634

RETIRED EMPLOYEES

Elue Cross 52,248,451 s 185,789 s238,33s s 138,667 5 186,1 22 s 182,154 s 188,990 5 186,982 5 19 1,3 54 s 184,06s s188,229 5792,348 5 185,404

Blue Shre d 2.592,173 21,4,773 239,003 196.240 2 14,685 209,655 2 16,881 216,O29 2 19,399 272,O02 21,7,238 222,518 274,949
Malor Medrcal 109,211 9,051 9,100 9,743 9,098 9,021 9,171 9,084 9,779 9,050 9,129 q ))) 9,O79

Prescflptron DruBs 10,9 10,3 30 696,156 7,644,726 s0s,312 ( 120,013) 950,988 833,073 567,118 782,957 1,528,632 579,704 r,220,942 7,775,236
Keystone PA 8,535,000 550,201 7,363,266 447,407 857,432 620,535 9 16,359 432,929 725,582 153,824 5 18,576 554,3 1 1 800,484
Amerrhealth 792,452 37,749 42,851 (83s) 13,030 22,194 8,463 8,943 4,259 65,0s9 (21,83s) 2,173 15,190
Personal Chorce BC 993,285 85,833 42,r76 1 74.680 103.845 69,725 97,092 58,839 5 2,618 57 ,463 88,612 38,747 1,29,254
PC 65 - Personal Chorce 55 277,820 17,095 22,545 0 17,649 0 8 1,1 55 30,286 0 0 37,908 0 11,181
Basrc Dental 114,198 5,365 5,414 4,026 4,999 4,923 ( 1,8se) 5,708 8,481 6,08 1 60,021 5,006 6,O32
Dental Rrder 568,685 60,690 64,11,1 49,691 60,815 50,815 1 1,935 63,261 74,933 57,567 29,289 65,444 70,136
Health Plan Opt-Out 69,242 0 0 0 0 67.800 7,442 0 0 0 0 0 0

Retrred Employee Contfl butron (405,024) (33,758) (33,667) (33,707) (33.781 ) 0 (69,006) 64 (68,7ss) (34,032) {34.032) 132,266\ (32,085)

Stop Loss lnsurance 706,196 57,575 57,391 51,451 5 1,548 51,372 51,,404 s8,860 104,181, 58,907 54,476 58,638 58,386
Total Retrred Emp Health Costs s26,9s3,28 1 s7,874,921 53,684,759 s1.s35.071 s 1,36s,430 52.2s9.493 s2,339,O47 s 1,538,102 52,to4,787 52,899,6 18 51,731,314 s2,3 35,482 s3,183,247

Total Health Insurance Costs 549,195,440 S3,37 1,305 55,228,528 s2,92s,983 52,61.2,445 s4,389, s 22 s4,3 55,499 s2,889, s7 1 s4,02 3,s 20 s5,531,6ss s3,217,185 54,237,346 s 5,3 12,880



PGW Exhrbrt DAM-2
Page 2 ot 2

Phil.delphir Ges Works
Budget & Financiel Forccasting Dcpartment

Health lnsurancG Monthly Actual
iilonth Endcd: August 2019

Y.T.D
TOTAL Oct-lE Jan-19 ADr-19 Mav-19 Jun-19 Jul-'19 Auo-19

ACTIVE EiIPLOYEES
Blue Cross $0 $0 $0 $0 $0 SO $0 $0 s0 s0 $0 s0 $0
Blue Shreld $0 0 0 0 0 0 0 0 0 0 0 0 0
Mator Medrcal $0 0 0 0 0 0 0 0 0 0 0 0 0
Prescflptron Druqs $4,042,572 66,387 556 468 414.973 99,717 421,614 465,925 47 .771 417.440 498.753 t62.235), 655.631 460,1 30
Kevslone PA $ 16. 1 1E.646 1.059.376 1 114 810 1.520.966 1 .349 91'1 1,530,931 't.337 .023 959,873 1,391 ,201 1,257,939 1,368,367 1,335,947 1,E92,30'l
Ameflheallh s7,255 243 38 701 3,081 (2.465\ 458 440 1 .839 1.239 1 .676 926 (921)
Personal Chorce BC $640,449 45,412 7 4,873 102,020 30,078 49,470 20,372 7 743 11,176 1 30.400 39,484 36.795 92.628
Basrc Oental $1 06,968 8,733 9.865 9,32 1 I,274 6,519 7 297 5 586 16.609 1 3.285 5,536 5,001 9 841
Dental Rrder $725.267 66,076 62,677 62,677 50,960 52,E86 61,309 61,309 65.240 64.076 55,977 50 967 71.112
Employee Contnbutron ( $475.563) (36.999) I 37.335) (46.997) (37.303) (36.865) (36.883) (45,548) (32,264 (45,1 90) (37 414 (36,834) (45,931
Health Plan Opl Oul $163 244 12,822 12,547 16 592 12,311 12,540 12,',t35 1 5.360 12.106 14.985 12.433 13.141 't6 272
Stop-Loss lnsurance s750 892 59,799 83 822 120.282 E75 59,1 14 59,875 ?,701 1 23,059 56,946 61,435 60,560 62.424

Total Active Emp He.lth Costs 122,079,730 31,2E1,849 $1,877,765 32,200,535 s1,518,903 12,093,E44 s 1,927,510 tl,055,235 32,006,rto7 3 t,992,433 S1./145.261 32.122.133 32.557.855

RETIRED EMPLOYEES
Blue Cross s2204 928 s184 048 s183,21 5 $1 83.748 s182.274 s 181 ,246 $ 183,643 $1 82,691 s 1 79,289 31 88 624 s 1 87.303 $ 1 89,1 73 s179 673
Blue Shreld $2,711 194 224,987 224 304 224 741 222,893 222,587 227.2',15 225.759 220.602 232 237 230 708 233,423 221.740
Mator Medi€l s146 425 1 0.939 12 234 12 244 -12,221 12,203 12,252 12,285 12,1 99 12,425 12,477 12 556 '12.389

Prescflptron Druqs s11,944,684 84,762 1,495,087 1,211,418 361,042 1,397,452 'l ,406,150 420,899 9 1 3.335 1846,461 141 342 1,222,2',t1 1,444,526
Kevstone PA s8.668.045 980,446 785 065 839 003 472.774 573,495 563,'170 670,560 662.925 851,065 748,982 57E,411 942 148
Amenhealth s'106 791 3,830 3,73E 13.027 19.485 (20 101) 1.308 26.592 5.852 (1 ,440) 21.746 22 071 10,663
Personal Chorce BC SEOT,EOE 105,562 45 719 57,998 40 569 102.7E4 63,297 39,459 107 427 164.621 96,379 70.037 186.043)
PC 65 - Personal Chore 55 s0 0 0 0 0 0 0 0 0 0 0 0 0
Basrc Dental s44,409 4 230 3,348 3 719 6,447 1 ,700 3,281 33.089 (26,070) 3 719 3.976 3.097 3 874
Dental Rrder s78 1 .E65 60,351 68 682 68 682 62 425 57,903 61 328 6 1 ,599 83,764 61,309 72 758 61,791 61 273
Health Plan Opt-Out s9,369 (750) 0 0 0 0 0 0 0 0 0 0 10119
Retrred Emolovee Contfl butron (s3s2,06E) 0 0 0 (28,904) (116,341) (29 677) (29 351) (29,8s9) (29.799) (29 435) (29.465) (29.238 )

StopLoss lnsurane s345.440 29 785 39.492 58.734 1,446 27,389 28.720 5,097 46,659 23,531 32.448 27.046 24.992
Total R.trrcd Emo Hcalth Costs 327.41E.E92 s1.6EE.190 11,352,672 t2,1$,317 s2,520,686 S1,6.lt,640 t2,176,122 $3,352,E53 tl,51E,6E4 i2,390,355 s2,796,1 36

Total Hcalth lnsurance Costs 349,49E,622 32,970,039 s4,73E,649 S4,873,8'aE 12,871,575 t.1,534,160 3/t,44t,196 t2,703,91 5 t4,1 E2,529 $5,345,2E6 32,963,94s s4.512.ttEE 35.353.991
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I I. INTRODUCTION

PLEASE STATE YOUR NAME AND CURRENT POSITION WITH PGW.

My name is Florian Teme. My position with PGW is Vice President, Marketing and

Sales.

WHAT ARE YOUR JOB RESPONSIBILITIES?

In my present position, I am responsible for the direction of all the marketing sales efforts

and new business development, while continuing to strengthen business relations and

increase customer service initiatives.

PLEASE SUMMARIZE YOUR BACKGROUND AND EXPERIENCE.

I have been employed with PGW since August 2003. I became PGW's Vice President,

Marketing and Sales in September 2016. Prior to that, I had various positions with PGW:

Director, Marketing and Sales (April 2013 - September 2016), Manager, Residential and

Commercial Sales, Marketing (March 2012 - April 2013); Manager, Controls and

Analytics, Supply Chain (January 2010 - March 2012); Project Manager, Information

Services (January 2OO7 - January 2010); Supply Analyst, Gas Planning (April 2005 -

January 2007); and Technical Project Administrator, Marketing (August2003 - March

200s).

I received my Bachelor of Business Administration (Management Information

Systems) from Temple University - Fox School of Business and Management in 2003

and my Master of Business Administration (Business Intelligence, Six Sigma) from Saint

Joseph's University - Erivan K. Haub School of Business in 201 l.

a.

A.

a.

A.

a.

A.
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HAVE YOU EVER PROVIDED TESTIMONY BEFORE THIS COMMISSION?

Yes, I have provided testimony in PGW's last base rate case (Docket No. R-2017-

2586783) and in PGW's most recent Gas Cost Rate proceeding (Docket No. R-2019-

3007636\.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

My testimony will explain and provide support for the Company's proposed: (1)

Technology and Economic Development ("TED") Rider; (2) Micro-Combined Heat and

Power ("Micro-CHP") Incentive Program; and (3) Back-Up Service - Rate BUS.

9 II. PILOT TECHNOLOGY AND ECONOMIC DEVELOPMENT RIDER

PLEASE EXPLAIN PGW'S PILOT TECHNOLOGY AND ECONOMIC
DEVELOPMENT ("TED") RIDER.

In its last base rate case the Commission approved PGW's proposal to implement, on a

pilot basis, a TED Rider, which would increase access and expand the use of natural gas

by giving commercial customers more options to obtain natural gas services, including

combined heat and power ("CHP") projects, natural gas vehicles ("NGVs") and fuel

cells. As proposed, the TED Rider permits PGW to negotiate the delivery charges, as

well as the customer contribution to the development and service of the infrastructure, for

firm service non-residential customers on Tariff Rate Schedules for General Service

("Rate GS"), Municipal Service Rate ("Rate MS"), Philadelphia Housing Authority

Service ("Rate PHA") and Developmental Natural Gas Vehicle Service ("Rate NGVS-

Firm"). PGW's TED Rider can be found atpage 155 of PGW's Gas Service Tariff - Pa.

P.U.C. No.2.

a.

A.

a.

A.

a.

A.
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a. WHERE THERE ANY REPORTING REQUIREMENTS IMPOSED BY THE
RATE CASE SETTLEMENT REGARDING THE TED RIDER?

A Yes, the Rate Case Settlement obligated PGW to "report on the economics of the TED

Rider" six months before the end of the three-year pilot (Settlement, Paragraph l9). The

Settlement also obligated PGW "[i]n the event that PGW files a general base rate case

during the three-year TED Rider pilot program following the effective date of rates

established in this proceeding, PGW will provide information, as part of its initial filing,

showing the pro forma rate of retum on incremental investment for TED Rider customers

as a sub-class in its filed cost of service study)." (1d).

CAN YOU PLEASE PROVIDE THE INFORMATION THAT PGW AGREED TO
PROVIDE IN THE RATE CASE SETTLEMENT?

Certainly. PGW currently has one customer utilizing the TED Rider rate.r The

economics associated with this customer illustrate how the TED Rider can be beneficial

to the TED Rider customer and to PGW as well as its remaining customers. The customer

was interested in the TED Rider because it is currently on firm service and was looking

for an economical way in which it could reduce its energy bill. The TED Rider prospect

of a discounted delivery charge provided the necessary economic incentive to the

customer to install combined heat and power (CHP) equipment because the CHP

equipment was more costly than the alternative being considered by the customer. The

customer's CHP equipment provides both electricity and domestic hot water which is

heated from the waste heat that is produced while the CHP equipment generates

electricity. The alternative equipment for this customer would have been a natural gas or

electric hot water. The electricity generated by the CHP equipment would have

t PGW began providing natural gas service to the customer in September 2019 and the customer has used 4,475 Mcf
of natural gas from September 2019 to December 2019.
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alternatively been provided by the local electric distribution company and the customer

would have had to pay for the generation (to an electric supplier) and the EDC's electric

delivery charge. But if the customer had chosen to install natural gas or electric hot water

heating equipment, the equipment would have cost less; therefore, the customer needed

an incentive to spend more on up-front capital costs. As a result of incenting the

customer to install the CHP unit by offering it a discounted gas delivery charge, the total

amount of gas delivered to the customer will be larger than it would have been if the

customer had not installed the CHP unit. As a result, even at the discounted TED Rate,

PGW's margin revenues are greater than they would have been had the customer chosen

the alternatives. Additionally, had the customer installed an electric hot water heater,

PGW would not have realized any revenue from that energy use. The net result is that the

customer reduced its total energy costs significantly, PGW realized sales margins that it

would not have realized and PGW's remaining customers will benefit because the

realized margins will contribute to the cost of operating the distribution system (100% of

the margins from this and any other TED customer will be treated as operating revenue).

WHAT IS PGW PROPOSING WITH RESPECT TO THE TED RIDER?

PGW is proposing the continuation of the TED Rider beyond the initial three-year pilot

period based on the foregoing and also because it anticipates that it will add one TED

customer per year with potential annual margin revenue growth from approximately

$90,000 in FY 2021to $240,000 in FY 2026.

With respectto the pro forma rate of return on incremental investment for TED

Rider customers as a sub-class, please see PGW Statement No. 5 - Constance E.

Heppenstall and accompanying schedules, and PGW's Cost of Service Study.
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PILOT MICRO.CHP INCENTIVE PROGRAM DETAILS

PLEASE DESCRIBE PGW'S PROPOSED MICRO.CHP INCENTIVE
PROGRAM.

In its last base rate case, PGW was authorizedto initiate a pilot Micro-CHP Incentive

Program for small and medium sized commercial properties to incent market

development and market acceptance of small targeted fuel-switching projects to increase

the ability of these customers to expand natural gas usage. Proposed projects were

required to satisfy an economic test (consistent with PGW's line extension provisions set

forth in Section 10.1.8 of its Gas Service Tariff) that require the anticipated incremental

revenue to justify the incentive to be provided to the customer to undertake the project.

For projects that qualify, PGW was authorized to offer up to $750 per kW for units

between 20 kW and 50 kW and up to $1,000 for any units below 20 kW. Any Micro-

CHP incentive awards must satisfy an economic test to justify the incentive. PGW

agreed that the economic test that will be utilized by the Company to determine eligibility

for participation will include the costs of the incentives. The Micro-CHP Incentive

Program is set out on page 155 of PGW'S Gas Service Tariff - Pa. P.U.C. No. 2.

CAN YOU PROVIDE ANY RESULTS OF THE MICRO.CHP INCENTIVE
PROGRAM TO DATE?

PGW has promoted the micro-CHP incentive program to customers, architects, engineers

and other interested parties; however, we currently do not have any customers

participating in this program. PGW believes that this program should continue as there is

interest from smaller commercial customers in utilizing micro-CHP in their businesses.

ARE YOU PROPOSING ANY CHANGES TO THE EXISTING TARIFF?

Yes. PGW wants to modify the incentives offered as follows: $ 1000 per kW installed up

to 20 kW; $750 per kW installed greater than 20 kW and less than or equal to 50 kW.
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For example if a customer wants to install a 25 kW micro-CHP unit and the economics of

the project are justified, the customer would qualiff for a total of: (20 kW * S1000)+(5

kW * $750) :523,150.

PLEASE EXPLAIN WHY YOU ARE PROPOSING THIS CHANGE.

This program is intended to incentivize customers to install micro-CHP equipment of

various sizes up to 50 kW. We believe that given the non-standard unit sizes for micro-

CHP and feedback from potential customers, architects and engineers, it will be helpful

to clarify the micro-CHP incentives so that customers will continue to find the incentives

worthwhile.

10 IV. BACK-UP SERVICE _ RATE BUS

a.

A.

l1
t2

a.

A.

COULD YOU PROVIDE SOME BACKGROUND WITH RESPECT TO PGW'S
BACK-UP SERVICE (RATE BUS)?

Yes. In its last base rate case filing, PGW proposed a tariff provision that would permit

PGW to negotiate arate with a customer installing any type of operable back-up or

emergency equipment and that, from time to time, would require natural gas from the

Company for the customer's operation of that equipment. This service differs from

existing services because the customer will not be required to purchase an unlimited

amount of gas from PGW. Customers select the back-up level of service that is needed,

and pay a negotiated standby (or reservation) charge that collects those costs that PGW

incurs to stand ready to serve the customer when it needs natural gas to fuel its stand-by

generation equipment imposes on the system. The customer also pay the previously

negotiated delivery and commodity charges for the Back-Up Service.

The Rate Case Settlement accepted PGW's filed Rate BUS; PGW agreed that as

part of its annual GCR filings, PGW agreed to provide data on the number of customers,

13
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sales levels and costs incurred for BUS customers. PGW also agreed to provide an

analysis of the BUS rate and provide a recommendation as to whether it should continue.2

CAN YOU PROVIDE PGW'S ANALYSIS OF THE BUS RATE AND STATE
WHETHER,IN PGW'S OPINION,IT SHOULD CONTINUE?

PGW has been successfully offering the BUS Rate to its customers and below you will

find the updated customer and revenue analysis. PGW believes that there is interest in the

program and that this program should continue because it anticipates that it will add ten

BUS customers per year with potential annual margin revenue growth from

approximately $130,000 in FY 2021 to $330,000 in FY 2026.3

BUS Meter Meter Charge
Customer Charse.

Monthlv
Billed to

Lzl3tl20t9
Customer L sloo S1,5oo

Customer 2 Srsr 52,Lr4
Customer 3 Stqt s4,511
Customer 4 Sses 57,345
Customer 5 Ssss 56,zts
Customer 6 5292 52,92o
Customer 7 s112 Ssgo
Customer 8 Sloo Sooo

Customer 9 5L,7L2 S8,560

Customer 10 s100 Sgoo

Customer 11 Sroo Ssoo
Customer 12 s100 s200
Customer 13 S180 Sgso
Customer 14 s104 Sro+

2 PGW agreed to provide this analysis "[i]n two years (or PGW's next base rate case, whichever is sooner).
Settlement, fl2 l. PGW is providing this analysis now for administrative effrciency. PGW has previously discussed
this approach with the statutory advocates (I & E, OCA and OSBA) and no objections were raised by them.

3 It is important to note that the BUS is for back-up service, therefore, the service being provided is not the primary
energy source for BUS customers. Should a customer use the BUS service, PGW reasonably anticipates that the
customer usage will not be regular. As an example, BUS customers used only 278 Mcf during FY 201 9. It is also
important to note that BUS customers are billed a delivery charge and the GCR.

7{11849602 s)
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Summarv of BUS Customers
t2 I ot I 2ot7 - t2 I 3L I 20te

Total Customers enrolled L4

Total Meter Charges Billed to
L2l3Ll2079 S3s,925

A. ARE YOU PROPOSING ANY CHANGES TO THE EXISTING TARIFF?

A. Yes, we want to make sure that it is clear to customers that the BUS tariff provision

applies in any instance in which an applicant is seeking to obtain firm gas service to run

any tlpe of operable back-up, supplementary, standby, emergency, electric or heat

generation equipment. The BUS rate is intended for customers who, from time to time,

will require firm gas from PGW for the customer's operation of their back-up equipment.

The BUS rate will ensure that all of PGW's large commercial and industrial customers

are palng a fair share for the delivery of natural gas to their facility. Importantly, PGW

recovers the cost of serving a typical firm industrial customer through delivery rates that

assume that a customer will use an average amount of natural gas throughout the year. If

a customer only uses gas for a few hours during the year, the regular firm delivery rate

will not recover the significant cost of the distribution capacity the PGW must reserve for

that firm customer. For example, if a customer uses electricity as its primary energy

source but has a gas fired back-up generator for use in instances in which there is an

intemrption in the electric grid or a distribution outage then the BUS rate would be

applied. In order to qualiff for the BUS rate, a customer must have installed any type of

operable back-up, supplementary, standby, emergency, electric or heat generation

equipment fueled by natural gas.
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lv CONCLUSION

DOES THAT COMPLETE YOUR DIRECT TESTIMONY?

Yes.

2

3

a.

A.
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VERIFICATION

I, Florian Teme, hereby state that I am the Vice President - Marketing and Sales for

Philadelphia Gas Works ("PGW"), I am authorized to make this verification on its behalf, and

that the facts set forth in the attached discovery responses which I am sponsoring are true and

correct to the best of my knowledge, information and belief. I understand that the statements

herein are made subject to the penalties of l8 Pa. C.S. $ 4904 (relating to unsworn falsification to

authorities).

February 28,2020

Dated Florian eme
Vice President - Marketing and Sales
Philadelphia Gas Works

(L08s83r2 r )
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