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FINANCIAL REVIEW
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COMMONWEALTH OF PENNSYLVANIA
PENNSYLVANIA PUBLIC UTILITY COMMISSION
P.O. BOX 3265, HARRISBURG, PA 17105-3265
	



IN REPLY PLEASE REFER TO OUR FILE




INDEPENDENT AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission

	We have audited Philadelphia Gas Works’ Statements of Over/Under Collections (Section 1307(e)) and its Universal Service/Energy Conservation Surcharge Reconciliation Statements for the twelve months ended August 31, 2008 and August 31, 2007 and its Restructuring/Consumer Education Surcharge Reconciliation Statement for the twelve months ended August 31, 2007.  These statements are the responsibility of the Company's management.  Our responsibility is to express an opinion on the statements based on our audit.

	We conducted our audit in accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the specified statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the statements referred to above.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

	The accompanying statements were prepared for the purpose of complying with the rules and regulations of the Pennsylvania Public Utility Commission and are not intended to be a complete presentation of the Company's revenues and expenses.

	In our opinion, the accompanying statements of Philadelphia Gas Works present fairly, in all material respects, the over/under collections resulting from the Company’s application of the Purchased Gas Cost Rate, the Universal Service/Energy Conservation Surcharge and the Restructuring/Consumer Education Surcharge revenues and related expenditures, in accordance with the provisions of its Schedule of Rates as approved by the Pennsylvania Public Utility Commission.





	M. Carl Lesney, CPA
	Director
	Bureau of Audits
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	PHILADEPHIA GAS WORKS


	Statement Of Over/(Under) Collections (Section 1307(e))

	For The Twelve Months Ended August 31, 2008 

	
	
	
	
	

	
	
	
	
	

	
	
	Purchased Gas
	
Purchased Gas
	

	
	
	Cost Rate
	Cost Rate
	Over/(Under)

	
	
	Revenues
	Expenditures
	Collections

	   Month
	
	(Note 1)
	(Note 2)
	(Note 3)

	
	
	
	
	

	
	
	
	
	

	September 2007
	
	$  12,338,480
	$  15,629,317
	$  (3,290,837)


	October
	
	13,668,571
	17,808,685
	(4,140,114)


	November
	
	34,857,373
	51,459,250
	(16,601,877)


	December
	
	76,189,948
	78,589,668
	(2,399,720)

	
	
	
	
	

	January 2008
	
	85,348,631
	83,672,610
	1,676,021

	
	
	
	
	

	February
	
	84,281,114
	76,410,711
	7,870,403

	
	
	
	
	

	March
	
	74,502,865
	62,938,685
	11,564,180

	
	
	
	
	

	April
	
	48,798,245
	34,227,732
	14,570,513


	May
	
	23,801,924
	26,312,908
	(2,510,984)


	June
	
	18,637,451
	19,454,921
	(817,470)


	July
	
	15,177,678
	19,685,017
	(4,507,339)


	August 2008
	
	14,207,400
	12,251,684
	1,955,716

	
	
	
	
	

	     Total
	
	$ 501,809,680
	$ 498,441,188
	$  3,368,492

	
	
	
	
	













Notes to the Financial Statements are an integral part of this report. 
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	PHILADEPHIA GAS WORKS


	Statement Of Over/(Under) Collections (Section 1307(e))

	For The Twelve Months Ended August 31, 2007 

	
	
	
	
	

	
	
	
	
	

	
	
	Purchased Gas
	
Purchased Gas
	

	
	
	Cost Rate
	Cost Rate
	Over/(Under)

	
	
	Revenues
	Expenditures
	Collections

	   Month
	
	(Note 1)
	(Note 2)
	(Note 3)

	
	
	
	
	

	
	
	
	
	

	September 2006
	
	$  13,869,793
	$  14,913,479
	$  (1,043,686)


	October
	
	19,716,053
	26,852,663
	(7,136,610)


	November
	
	42,133,816
	39,228,787
	2,905,029


	December
	
	59,751,100
	68,599,816
	(8,848,716)

	
	
	
	
	

	January 2007
	
	74,932,634
	81,878,560
	(6,945,926)

	
	
	
	
	

	February
	
	107,820,140
	101,961,779
	5,858,361

	
	
	
	
	

	March
	
	85,934,376
	68,095,395
	17,838,981

	
	
	
	
	

	April
	
	55,517,737
	44,358,505
	11,159,232


	May
	
	26,418,713
	19,662,516
	6,756,197


	June
	
	14,830,649
	15,195,939
	(365,290)


	July
	
	13,302,112
	15,079,471
	(1,777,359)


	August 2007
	
	11,042,986
	13,302,465
	(2,259,479)

	
	
	
	
	

	     Total
	
	$ 525,270,109
	$ 509,129,375
	$ 16,140,734

	
	
	
	
	













Notes to the Financial Statements are an integral part of this report.
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PHILADELPHIA GAS WORKS

Universal Service/Energy Conservation Surcharge 
Reconciliation Statement (Note 4) 
For The Twelve Months Ended August 31, 2008




		Description
	Amount

	
	

	Under Collection Balance At August 31, 2007
Fiscal Year 2006 Adjusted Expenses
Air Conditioning Sales Rider Adjustment
Adjusted Under Collection Balance 
	$ 17,709,897
 21,545
461,827
$ 18,193,269


	
	

	Universal Service/Energy Conservation Costs
For The Twelve Months Ended August 31, 2008
	
110,352,510

	
	

	Total Recoverable Universal Service/Energy 
Conservation Costs For The Twelve Months Ended August 31, 2008
	

$128,545,779


	Less:  Universal Service/Energy Conservation
           Cost Recoveries For The Twelve Months
           Ended August 31, 2008 

	

110,275,599

	
	

	Under Collection Balance At August 31, 2008
	$ 18,270,180
















Notes to the Financial Statements are an integral part of this report.
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PHILADELPHIA GAS WORKS

Universal Service/Energy Conservation Surcharge 
Reconciliation Statement (Note 4) 
For The Twelve Months Ended August 31, 2007




		Description
	Amount

	
	

	Under Collection Balance At August 31, 2006
	$ 27,049,360

	
	

	Universal Service/Energy Conservation Costs
For The Twelve Months Ended August 31, 2007
	
112,505,583

	
	

	Total Recoverable Universal Service/Energy 
Conservation Costs For The Twelve Months Ended August 31, 2007
	

$139,554,943


	Less:  Universal Service/Energy Conservation
           Cost Recoveries For The Twelve Months
           Ended 	August 31, 2007 

	

121,845,046

	
	

	Under Collection Balance At August 31, 2007
	$ 17,709,897



















Notes to the Financial Statements are an integral part of this report
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PHILADELPHIA GAS WORKS

Restructuring/Consumer Education Surcharge
Reconciliation Statement (Note 5)
For The Twelve Months Ended August 31, 2007




		Description
	Amount

	
	

	Under Collection Balance At August 31, 2006
	$    646,674

	
	

	Restructuring/Consumer Education Costs
For The Twelve Months Ended August 31, 2007
	
2,914,255

	
	

	Restructuring/Consumer Education Costs To Be Recovered For The Twelve Months Ended August 31, 2007
	

$ 3,560,929

	
	

	Less:  Restructuring/Consumer Education Cost
	Recoveries For The Twelve Months
	Ended August 31, 2007
	

3,312,256

	
	

	Under Collection Balance At August 31, 2007
	$    248,673




















Notes to the Financial Statements are an integral part of this report.
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PHILADELPHIA GAS WORKS

Notes to the Financial Statements


1 – Purchased Gas Cost Rate Revenues

Purchased Gas Cost Rate Revenues are derived by multiplying the applicable unit sales billed during the month by the Purchased Gas Cost (PGC) rate, excluding the "E" Factor and the Interruptible Revenue Credit components.

2 – Purchased Gas Cost Rate Expenditures

Purchased Gas Cost Rate Expenditures represent the cost of purchased gas adjusted for the net change in gas inventory and the cost of electricity used at the Company’s Liquefied Natural Gas (LNG) plants, less the cost of gas used for interruptible service (Rates BPS, LBS, CG, GTS, and NGV) and utility operations.  Purchased Gas Cost Rate Expenditures are also reduced for the estimated margin on interruptible sales.

3 – Over/(Under) Collections
	
	Over/(Under) Collections are the differences between the Purchased Gas Cost Rate Revenues and the Purchased Gas Cost Rate Expenditures.  The resulting amounts represent the portion of gas costs that the E-Factor is designed to refund to, or recover from, consumers with the appropriate interest in a subsequent PGC rate.  Differences arise for two primary reasons:

· Variations between the actual month-to-month volumes billed to customers and the estimates used to determine the levelized PGC rate.

· Variations between the actual gas costs incurred from the projected costs used to determine the levelized PGC rate. 

4 – Universal Service and Energy Conservation Surcharge

As part of Philadelphia Gas Works’ (PGW or Company) restructuring proceeding (M-00021612), the Company was authorized to establish a Universal Service and Energy Conservation Surcharge, effective September 1, 2003.  This surcharge is designed to provide for the recovery of the Company’s universal service and energy conservation programs.  The specific costs recovered through this surcharge are as follows:

1. Discounts provided to customers pursuant to the Customer Responsibility Program (CRP).
2. Discounts provided to senior citizens.
3. Costs associated with the Conservation Works Program (CWP).
4. Past due arrearages forgiven for customers entering the CRP/Customer Assistance Program on or after September 1, 2003.
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PHILADELPHIA GAS WORKS

Notes To The Financial Statements (continued)

The computation of the surcharge is in accordance with the automatic adjustment procedures utilized under Section 1307(f) of the Public Utility Code and is filed and approved in conjunction with the Company’s annual PGC filing.  Following approval of the annual surcharge, the rate is then adjusted quarterly in accordance with Section 1307(f) quarterly adjustment procedures.  The surcharge is calculated by dividing the total costs approved for annual recovery by the estimated applicable MCFs of throughput and applied to all firm sales and transportation volumes.  

The fiscal year 2006 adjusted expenses relate to a July 2006 Senior Citizens Discount correction.  The Air Conditioning Rider adjustment represents Air Conditioning Rider Revenue from September 2003 through August 2007 that was incorrectly recorded as PGC revenue.  Both of these adjustments were addressed in PGW’s Annual PGC Filing (1307(f)) at Docket No. R-2009-2088076.

5 – Restructuring And Consumer Education Surcharge

The PGW restructuring proceeding (M-00021612) also authorized the establishment of a Restructuring and Consumer Education Surcharge, to become effective September 1, 2003.  The purpose of the surcharge is to recover the Commission approved non-gas restructuring and consumer education costs that have or will be incurred to meet the requirements of the Natural Gas Choice and Competition Act and applicable Commission regulations, orders and other regulatory requirements.

Restructuring related costs were defined as costs attributable to compliance with Chapter 59/56 Obligations and other restructuring-related costs.  Chapter 59/56 Obligations involved the following sections of the Pa. Code:

		§ 59.21	Meter Testing/Change Out
		§ 59.34	Customer Leak Survey
		§ 56.12 	Actual Meter Reading

Restructuring related costs also include, but are not limited to, safety training costs and any other costs that are restructuring related, incremental, prudent and reasonably incurred.

The calculation of the surcharge is in accordance with the automatic adjustment procedures utilized under Section 1307(f) of the Public Utility Code and is filed and approved in conjunction with the Company’s annual PGC filing.




The surcharge is calculated by dividing the total costs approved for annual recovery by the estimated applicable MCFs of throughput and applied to all firm sales and transportation volumes.
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PHILADELPHIA GAS WORKS

Notes To The Financial Statements (continued)



PGW stopped billing the Restructuring and Consumer Education Surcharge after August 2007. In its annual Purchase Gas Rate filing submitted pursuant to 66 Pa. C.S. § 1307 (f), at Docket No. R-2008-2021348, PGW proposed to recover the remaining recoverable costs through its base rates.  By Order issued October 15, 2008 for that proceeding, the Commission directed PGW to re-implement the Restructuring and Consumer Education Surcharge during the four year period beginning September 1, 2008 to recover the remaining balance of the Restructuring and Consumer Education costs.
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OPERATIONAL REVIEW





PHILADELPHIA GAS WORKS

Company Background


	This background section was developed substantially from data and documentation made available by Philadelphia Gas Works (PGW or Company) and is presented solely for informational purposes.

	PGW is owned by the City of Philadelphia (City) and is the largest municipally-owned gas utility in the nation.  PGW maintains a distribution system of 6,000 miles of gas mains and services, and provides gas service to approximately half a million residential, commercial and industrial customers in the City.  The City has provided for the management and oversight of PGW’s operations through a non-profit corporation, the Philadelphia Facilities Management Corporation (PFMC). 

	Prior to July 1, 2000, PGW was under the jurisdiction of the Philadelphia Gas Commission.  Effective July 1, 2000, pursuant to the passage of the Pennsylvania Natural Gas Choice and Competition Act (Act), PGW came under the regulatory jurisdiction of both the Philadelphia Gas Commission and the Pennsylvania Public Utility Commission (Commission).  Under the Act, notwithstanding any other provision of the Public Utility Code to the contrary, the Commission is required to follow the same ratemaking methodology and requirements previously applicable to PGW in determining the Company’s operational revenue requirement and in approving overall rates and charges.  To meet the requirements of the Act, PGW filed a Restructuring Petition (Petition) on July 2, 2002.  This Petition, among other things, provided for unbundled tariff rates and permitted customer choice of commodity suppliers by September 1, 2003.  The Company’s restructuring plan submitted via the Petition was approved by the Commission, with modification, by Orders issued March 31, 2003 and October 2, 2003 at Docket Number M-00021612.

	PGW purchases its gas supplies from a variety of producers and suppliers.  Interstate natural gas pipeline transportation service is provided under firm contracts with Duke Energy Gas Transmission (DEGT) and Williams Gas Pipeline.  To meet peak winter requirements, the Company obtains natural gas storage services from Dominion Transmission, Inc. (DTI) and Equitrans, Inc. (Equitrans).  These storage services require intermediate transportation services from DEGT to deliver storage withdrawals to the PGW gas distribution system.  In addition, PGW also meets intraday, daily, and seasonal supply needs as well as peak day requirements through the ownership and operation of its two liquefied natural gas (LNG) facilities.




	Presented on the following pages are schedules showing PGW’s total and PGC recoverable purchased gas costs, as well as its supply and disposition of gas for the twelve month periods ended August 31, 2008 and August 31, 2007.  
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PHILADELPHIA GAS WORKS

Schedule Of Purchased Gas Costs 
For The Twelve Months Ended August 31, 2008


	


Month
	
	
Total
Purchased Gas Costs 
	
	Total
Recoverable Purchased 
Gas Costs

	
	
	
	
	

	September 2007
	
	$ 18,059,362
	
	$  15,629,317

	
	
	
	
	

	October
	
	18,392,009
	
	17,808,685

	
	
	
	
	

	November
	
	53,542,549
	
	51,459,250

	
	
	
	
	

	December
	
	81,721,728
	
	78,589,668

	
	
	
	
	

	January 2008
	
	87,226,908
	
	83,672,610

	
	
	
	
	

	February
	
	79,911,157
	
	76,410,711

	
	
	
	
	

	March
	
	66,157,801
	
	62,938,685

	
	
	
	
	

	April
	
	35,561,339
	
	34,227,732

	
	
	
	
	

	May
	
	27,433,317
	
	26,312,908

	
	
	
	
	

	June
	
	19,739,051
	
	19,454,921

	
	
	
	
	

	July
	
	20,144,398
	
	19,685,017

	
	
	
	
	

	August 2008
	
	12,484,399
	
	 12,251,684

	
	
	
	
	

	     Total
	
	$ 520,374,018
	
	$ 498,441,188







Note:  Differences between Total Purchased Gas Costs and Total Recoverable Purchased Gas Costs are due to the exclusion of costs for interruptible service and gas used by the Company.  Total recoverable costs also include the cost of electricity used to operate the Company’s Liquefied Natural Gas (LNG) Plants.
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PHILADELPHIA GAS WORKS

Schedule Of Purchased Gas Costs 
For The Twelve Months Ended August 31, 2007


	


Month
	
	
Total
Purchased Gas Costs 
	
	Total
Recoverable Purchased 
Gas Costs

	
	
	
	
	

	September 2006
	
	$ 18,862,129
	
	$  14,913,479

	
	
	
	
	

	October
	
	28,079,095
	
	26,852,663

	
	
	
	
	

	November
	
	41,673,965
	
	39,228,787

	
	
	
	
	

	December
	
	71,772,775
	
	68,599,816

	
	
	
	
	

	January 2007
	
	85,797,375
	
	81,878,560

	
	
	
	
	

	February
	
	106,826,763
	
	101,961,779

	
	
	
	
	

	March
	
	72,168,419
	
	68,095,395

	
	
	
	
	

	April
	
	46,363,548
	
	44,358,505

	
	
	
	
	

	May
	
	21,748,805
	
	19,662,516

	
	
	
	
	

	June
	
	16,371,815
	
	15,195,939

	
	
	
	
	

	July
	
	15,546,030
	
	15,079,471

	
	
	
	
	

	August 2007
	
	14,732,761
	
	 13,302,465

	
	
	
	
	

	     Total
	
	$ 539,943,480
	
	$ 509,129,375




Note:  Differences between Total Purchased Gas Costs and Total Recoverable Purchased Gas Costs are due to the exclusion of costs for interruptible service and gas used by the Company.  Total recoverable costs also include the cost of electricity used to operate the Company’s Liquefied Natural Gas (LNG) Plants.
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PHILADELPHIA GAS WORKS

Supply And Disposition Of Gas
For The Twelve Months Ended December 31, 2008


	
	MCF
	Percent

	Gas Supply
	
	

	
	
	

	Gas Purchased
		53,167,556
		61.3%

	Gas Received For Transportation
		19,266,332
		22.2

	Other Receipts (LNG Vaporized)
	         1,388,927
		1.6

	Gas Withdrawn From Underground Storage
		12,934,886
		  14.9

	
	
	

		Total Gas Supply
		86,757,701
		100.0%

	
	
	

	Disposition Of Gas
	
	

	
	
	

	Total Gas Sales
		47,374,472
		54.6%

	Gas Delivered For Transportation
		19,266,332
		22.2

	Gas Delivered To Storage
		12,934,886
		14.9

	Other Deliveries ( LNG Liquefied) 
		1,388,927
		1.6

	Company Use
		3,611,028
		4.2

	Unaccounted For Gas
		  2,182,056
		    2.5

	
	
	

		Total Gas Disposition
		86,757,701
		100.0%
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PHILADELPHIA GAS WORKS

Supply And Disposition Of Gas
For The Twelve Months Ended December 31, 2007


	
	MCF
	Percent

	Gas Supply
	
	

	
	
	

	Gas Purchased
		58,132,179
		64.5%

	Gas Received For Transportation
		15,359,837
		17.0

	Other Receipts (LNG Vaporized)
	         1,915,134
		2.1

	Gas Withdrawn From Underground Storage
		14,777,536
		  16.4

	
	
	

		Total Gas Supply
		90,184,686
		100.0%

	
	
	

	Disposition Of Gas
	
	

	
	
	

	Total Gas Sales
		51,196,455
		56.8%

	Gas Delivered For Transportation
		15,359,837
		17.0

	Gas Delivered To Storage
		13,808,371
		15.3

	Other Deliveries ( LNG Liquefied) 
		1,549,979
		1.7

	Company Use
		1,453,839
		1.6

	Unaccounted For Gas
		  6,816,205
		    7.6

	
	
	

		Total Gas Disposition
		90,184,686
		100.0%
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PHILADELPHIA GAS WORKS

Disposition of Prior Year’s Audit Finding


	Our previous audit of Philadelphia Gas Works for the year ended December 31, 2006 disclosed the following finding and recommendation:

Finding – Off-System Sales Totaling $297,750 Were Not Included As A Credit When Calculating The Company’s Recoverable PGC Costs.

The Commission’s Order at Docket No. R-00027133 entered July 11, 2002 requires Philadelphia Gas Works (PGW or Company) to credit off-system sales revenue to its PGC costs.  Our examination of PGW’s PGC costs indicated that the Company inadvertently failed to include August 2006 off-system sales totaling $297,750 as a credit when calculating the August 2006 PGC recoverable costs resulting in an overstatement of the PGC costs recoverable from retail customers.  The omission resulted from the lack of an effective procedure to identify and track off-system sales.  

Although PGW’s PGC rider does not specifically address the accounting for off system sales revenues, the Company has recently implemented a procedure to ensure that all off-system sales are separately identified on its “Net Cost of Fuel” report.  Further, the report is reviewed by the Budget Manager and approved by the Senior Vice President.  Lastly, the report is reviewed by the Gas Planning Department prior to its use in the PGC reconciliation.

Recommendation:

We recommended that PGW include the $297,750 as a credit to its PGC costs in the next PGC reconciliation filing.  We, also, recommended that PGW revise its officially filed tariff to address off-system sales revenues.

Disposition:

	In May 2008, the Company included the recommended adjustment in its calculation of the Cost of Fuel amount.  The Company included the $297,750 as a reduction to its applicable GCR Expenses, which were reflected in it applicable filing.  The Company is reviewing its tariff with counsel to determine the appropriate language to include regarding off-system sales.    
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