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1 P R O C E E D I N G S 

2 ADMINISTRATIVE LAW JUDGE CYNTHIA W. FORDHAM: Good 

3 morning. 

4 I am A d m i n i s t r a t i v e Law Judge Cynthia Williams 

5 Fordham and t h i s i s the time and place f o r a hearing on 

6 the p e t i t i o n f o r e x t r a o r d i n a r y r a t e r e l i e f i n the matter 

7 of Pennsylvania Public U t i l i t y Commission versus 

8 Philadelphia Gas Works at Docket Number R-00017034F0002. 

9 At t h i s time I would ask Counsel t o enter t h e i r 

10 appearances, beginning w i t h Mr. C l e a r f i e l d . 

11 MR. CLEARFIELD: Thank you, Your Honor. Good 

12 morning. 

13 I am Dan C l e a r f i e l d , along w i t h my colleague, Mark 

14 Stewart, who i s out of the room at the moment. And we 

15 are representing PGW i n the proceeding. 

16 JUDGE FORDHAM: Thank you. 

17 Mr. Simms. 

18 MR. SIMMS: Good morning. Your Honor. 

19 My name i s Johnnie Simms. I am representing the 

20 O f f i c e of T r i a l S t a f f . 

21 JUDGE FORDHAM: Ms. Burak. 

22 MS. BURAK: Good morning, Your Honor. 

23 I am Charis Burak. I am here on behalf of the 

24 Phil a d e l p h i a I n d u s t r i a l and Commercial Gas Users Group. 

25 JUDGE FORDHAM: Mr. Gray. 
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1 MR. GRAY: Good morning. Your Honor. 

2 I am Steven Gray. I'm representing the O f f i c e of 

3 Small Business Advocate. 

4 JUDGE FORDHAM: Ms. McCloskey. 

5 MS. McCLOSKEY: Good morning. Your Honor. 

6 Tanya McCloskey and w i t h me i s Stephen Keene, on 

7 behalf of the O f f i c e of Consumer Advocate. 

8 JUDGE FORDHAM: Thank you. 

9 MR. BERTOCCI: Good morning, Your Honor. 

10 I am P h i l i p B e r t o c c i . I represent the Consumers 

11 Education and Pr o t e c t i v e Association, the Association of 

12 Community Organizations f o r Reform Now, Tenants Action 

13 Group and the Action A l l i a n c e of Senior C i t i z e n s of 

14 Greater Philadelphia. 

15 JUDGE FORDHAM: Thank you. 

16 Any other Counsel? 

17 MR. SATINSKY: Good morning, Your Honor. 

18 I am Barnett Satinsky representing Trigen 

19 Philadelphia Energy Corporation and Grays Ferry 

20 Cogeneration Partnership. 

21 JUDGE FORDHAM: Thank you. 

22 D i d l m i s s a n y o n e ? 

23 (No audible response.) 

24 JUDGE FORDHAM: Let me give you a b r i e f h i s t o r y of 

25 the proceedings before we begin. 
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1 On February 25 of 2002 the Philadelphia Gas Works 

2 f i l e d Supplement No. 17 t o T a r i f f Gas Pa. PUC No. 1 t o 

3 become e f f e c t i v e A p r i l 26 of 2002. Concurrently PGW 

4 f i l e d a p e t i t i o n f o r e x t r a o r d i n a r y r a t e r e l i e f pursuant 

5 t o sections 1308(e) and 2212 of the Public U t i l i t y Code, 

6 66 Pa. C.S., sections 1308(e) and 2212. I n the p e t i t i o n 

7 PGW requested t h a t $44 m i l l i o n of i t s $60 m i l l i o n base 

8 r a t e request be approved as e x t r a o r d i n a r y r a t e r e l i e f . 

9 PGW asked the Commission to address the p e t i t i o n pursuant 

10 t o a 45 day schedule instead of the usual 30 day schedule 

11 set f o r t h i n the s t a t u t e and r u l e on the p e t i t i o n at the 

12 A p r i l 11, 2002, Commission meeting. The rat e increase 

13 would be e f f e c t i v e on A p r i l 12, 2002. 

14 Furthermore, PGW requested t h a t the p e t i t i o n be 

15 considered under a standard which comports w i t h PGW's 

16 status as a m u n i c i p a l l y owned and operated u t i l i t y . 

17 PGW averred t h a t Standard & Poor's, otherwise S&P, 

18 an important c r e d i t r a t i n g agency, w i l l downgrade i t s 

19 bond r a t i n g i f PGW does not receive the $44 m i l l i o n r a t e 

20 increase. S&P issued a not i c e on February 12, 2002, 

21 warning t h a t PGW's r a t i n g s would be lowered without 

22 immediate cashflow improvement. PGW believes t h a t S&P 

23 w i l l reevaluate PGW's p o s i t i o n i n the next s i x weeks and 

24 downgrade PGW's c r e d i t r a t i n g from investment grade t o 

25 junk bond status without the e x t r a o r d i n a r y r a t e r e l i e f . 
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1 I n a d d i t i o n , PGW contends t h a t without the r e l i e f 

2 w i l l f o l l o w i n g w i l l occur: the main replacement program 

3 w i l l end, the safety of i t s gas d i s t r i b u t i o n system w i l l 

4 be compromised and there w i l l be immediate and dramatic 

5 reductions i n customer service and i t s current workforce. 

6 The matter was assigned t o the O f f i c e of 

7 A d m i n i s t r a t i v e Law Judge f o r r e s o l u t i o n by hearings. The 

8 record w i l l be c e r t i f i e d t o the Commission f o r 

9 r e s o l u t i o n . The matter was assigned t o me. 

10 Johnnie E. Simms, Esquire and Charles F. Hoffman, 

11 Esquire entered a not i c e of apperance on behalf of the 

12 Commission's O f f i c e of T r i a l S t a f f . 

13 The Consumers Education and Pr o t e c t i v e Association, 

14 the Association of Community Organizations f o r Reform 

15 Now, Ac t i o n A l l i a n c e of Senior C i t i z e n s of Greater 

16 P h i l a d e l p h i a and Tenants Action Group, c o l l e c t i v e CEPA, 

17 et a l . , through i t s attorney f i l e d a complaint against 

18 the base r a t e case. I n paragraph 13 and 14 of the 

19 complaint CEPA, et a l . objected t o PGW's request f o r 

20 e x t r a o r d i n a r y r a t e r e l i e f . 

21 On March 6, 2002, OSBA through i t s Counsel f i l e d an 

22 answer t o the p e t i t i o n . OSBA requested t h a t the p e t i t i o n 

23 be denied. 

24 On March 6, 2002, the P h i l a d e l p h i a I n d u s t r i a l and 

25 Commercial Gas Users Group through i t s Counsel f i l e d a 
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1 p e t i t i o n t o intervene i n the proceeding docketed at F0002 

2 and a p e t i t i o n to intervene i n the base r a t e proceeding. 

3 Prehearing memoranda was submitted by OCA and OSBA. 

4 A prehearing conference i n t h i s matter was held on 

5 Thursday, March 7 at 10:00 a.m. The Presiding O f f i c e r 

6 and Mr. Ber t o c c i and Mr. Stunder, representing PGW, were 

7 i n the Philadelphia State O f f i c e B u i l d i n g . The other 

8 p a r t i e s were i n Harrisburg. Mr. C l e a r f i e l d and Mr. 

9 Stewart represented PGW. Ms. McCloskey and Mr. Keene 

10 represented the OCA. Mr. Simms represented the O f f i c e of 

11 T r i a l S t a f f . Mr. Gray represented the O f f i c e of Small 

12 Business Advocate. And Ms. Burak represented the 

13 commercial group. 

14 During the prehearing conference the commercial 

15 group's p e t i t i o n t o intervene i n the proceeding docketed 

16 at R-00017034F0002 was granted. I n a d d i t i o n , the 

17 p e t i t i o n t o intervene i n the base ra t e proceeding was 

18 also granted. 

19 On March 5 of 2002 PECo Energy Company through i t s 

20 Counsel f i l e d a p e t i t i o n t o intervene i n both 

21 proceedings. 

22 I issued a prehearing order dated March 8, 2002. 

23 The order included among other things the schedule t h a t 

24 was established i n t h i s matter. 

25- By correspondence dated March 12, 2002, PGW stated 

COMMONWEALTH REPORTING COMPANY, INC. 
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1 t h a t i t d i d not object t o PECo's i n t e r v e n t i o n i n the 

2 e x t r a o r d i n a r y r a t e r e l i e f proceeding or the base ra t e 

3 proceeding. There were no other o b j e c t i o n s so the 

4 p e t i t i o n t o intervene of PECo was granted. And t h a t was 

5 by order dated March 12, 2002. 

6 The schedule t h a t was est a b l i s h e d during the 

7 prehearing conference had discovery f o r March 13 and 14, 

8 i n f o r m a l discovery conferences, responsive testimony due 

9 March 21, hearings f o r today and tomorrow, memos to be 

10 submitted t o the Commission by noon on A p r i l 3rd and the 

11 Commission r u l i n g at the p u b l i c meeting on A p r i l 11. 

12 On March 13, OCA f i l e d an answer t o PGW's p e t i t i o n 

13 I n accordance w i t h Prehearing Order No. 2 PECo f i l e d a 

14 prehearing memorandum ron March 14. And on March 19 OTS 

15 and CEPA, et a l . f i l e d an answer t o the p e t i t i o n . 

16 We have the f o l l o w i n g testimony: PGW f i l e d the 

17 testimony of f i v e of i t s witnesses when i t f i l e d the 

18 p e t i t i o n . That was PGW Statement ERP No. 1 of 

19 Mr. Thomas E. Knudsen. With t h a t there was E x h i b i t 

20 TEK-l, which i s a chart of PGW's c a p i t a l spending and 

21 i n t e r n a l l y generated funds f o r f i s c a l years '92 through 

22 2003. 

23 Next we have PGW ERP Statement 2, which i s the 

24 testimony of Joseph R. Bogdonavage. With t h a t we have 

25 two e x h i b i t s , JRB E x h i b i t 1 and JRB E x h i b i t 2. 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



36 

1 Then we have the t h i r d testimony, which i s PGW ERP 

2 Statement No. 3 of Gary K r e l l e n s t e i n . There are no 

3 e x h i b i t s w i t h t h a t statement. 

4 The next statement i s t h a t of 

5 Ms. Barbara C. Bisgaier, which i s PGW ERP Statement No. 

6 4. There are three e x h i b i t s , E x h i b i t s BCB-1, 2 and 3. 

7 We also have the statement of Janice Davis, which 

8 i s PGW ERP Statement No. 5. There i s one e x h i b i t 

9 attached t o t h a t statement. 

10 The testimony of Craig White was f i l e d on March 12, 

11 2002. That i s PGW ERP Statement No. 6 which attachments 

12 one and two. 

13 With respect t o the other p a r t i e s , OTS f i l e d the 

14 statement of two witnesses, OTS Statement No. 1 of 

15 Charles Weakley, w i t h OTS E x h i b i t No. 1, and OTS 

16 Statement No. 2 of Kevan Deardorff w i t h OTS E x h i b i t 

17 Number 2. 

18 OCA f i l e d the testimony of Richard W. Lelash w i t h 

19 supporting schedules. 

20 On March 22 of 2002, Trigen Philadelphia Energy 

21 Corporation and Grays Ferry Cogeneration Partnership 

22 through i t s Counsel f i l e d a p e t i t i o n t o intervene. 

23 With respect t o the hearing prehearing order 

24 i n d i c a t e d t h a t each p a r t y should make sure t h a t the 

25 r e q u i s i t e number of copies f o r the statements and 
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1 e x h i b i t s were a v a i l a b l e t o the p a r t i e s and f o r the court 

2 r e p o r t e r . A f t e r the statements and e x h i b i t s have been 

3 entered i n t o evidence the sponsoring p a r t y w i l l submit a 

4 copy of the admitted statements and e x h i b i t s t o each 

5 Commissioner's o f f i c e , the O f f i c e of Special A s s i s t a n t s 

6 and the Law Bureau e l e c t r o n i c a l l y and i n paper format. 

7 The documents f o r OSA are to be sent t o K i r k House, 

8 Esquire and the documents f o r the Law Bureau are t o be 

9 sent t o Karen Moury, Esquire. 

10 There are two p r e l i m i n a r y matters t h a t I know of. 

11 F i r s t , i s the p e t i t i o n of Trigen. And then w i t h respect 

12 t o Ms. Davis, I note t h a t she i s not a v a i l a b l e i n the 

13 courtroom. She.will be a v a i l a b l e by telephone, so we 

14 need t o address t h a t issue. 

15 Mr. Satinsky. 

16 MR. SATINSKY: Your Honor, we have f i l e d on behalf 

17 of Trigen Philadelphia Energy Corporation and Grays Ferry 

18 Cogeneration Partnership a p e t i t i o n t o intervene i n t h i s 

19 proceeding. However, based on our understanding t h a t the 

20 cont r a c t s between PGW and Trigen Philadelphia and Grays 

21 Ferry Cogeneration Partnership regarding the 

22 t r a n s p o r t a t i o n of gas w i l l not be a f f e c t e d by t h i s 

23 proceeding we would seek i n a c t i v e p a r t y status and simply 

24 remain a p a r t y of record f o r r e c e i p t of any documents 

25 f i l e d i n the matter and Commission orders. 
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1 MR. CLEARFIELD: We have no o b j e c t i o n . Your Honor. 

2 JUDGE FORDHAM: Are there any other objections? 

3 {No audible response.) 

4 JUDGE FORDHAM: Hearing none, your p e t i t i o n i s 

5 granted. 

6 MR. SATINSKY: Thank you. 

7 May I be excused. Your Honor? 

8 JUDGE FORDHAM: Yes, you may. 

9 MR. SATINSKY: Thank you. 

10 JUDGE FORDHAM: Mr. C l e a r f i e l d . 

11 MR. CLEARFIELD: Yes, Your Honor. One of our 

12 witnesses, Ms. Davis, i s u n f o r t u n a t e l y not able t o attend 

13 the hearing i n person.. We have made arrangements f o r her 

14 t o be a v a i l a b l e by telephone t o be cross-examined. She 

15 i s a v a i l a b l e at 1:30. We have taken the l i b e r t y of 

16 s e t t i n g a s p e c i f i c time so t h a t we w i l l be sure t o get 

17 her. 

18 JUDGE FORDHAM: Okay. 

19 MR. CLEARFIELD: I am not sure t o what extent the 

20 other p a r t i e s have cross-examination. That i s obviously 

21 up to them. We d i d , because of the f a c t t h a t she was 

22 going t o be unavailable i n the hearing room, take the 

23 l i b e r t y of preparing a short piece of r e b u t t a l and 

24 submitted i t t o a l l the p a r t i e s beforehand, I believe on 

25 Monday, so t h a t we d i d n ' t have t o go through the process 
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1 on the phone of having her t r y t o provide r e b u t t a l 

2 testimony over the phone. That has been d i s t r i b u t e d . We 

3 have marked t h a t as PGW ERP Statement 5.1, j u s t t o f o l l o w 

4 along w i t h her designations. We can deal w i t h t h a t when 

5 we deal w i t h the r e s t of the testimony. 

6 JUDGE FORDHAM: Okay. 

7 MR. CLEARFIELD: So w i t h Your Honor's permission, 

8 at 1:30 whatever we are doing, assuming i t i s convenient, 

9 we can break and get her on the phone i f there are i n 

10 f a c t questions f o r her. 

11 JUDGE FORDHAM: Okay. So f a r Mr. Simms, Mr. Gray 

12 and Mr. Bertocci have i n d i c a t e d t h a t they wanted t o 

13 cross-examine Ms. Davis. 

14 Do you have any other p r e l i m i n a r y matters? 

15 MR. CLEARFIELD: Yes, Your Honor, a few. 

16 T o s t a r t o f f w i t h o n e where we are a l l i n 

17 agreement, the p a r t i e s have been able t o come t o a 

18 s t i p u l a t i o n and settlement w i t h respect t o the a l l o c a t i o n 

19 of any proposed or any granted e x t r a o r d i n a r y r a t e r e l i e f 

20 t h a t the Commission would see f i t t o award. This morning 

21 we have prepared t h i s s t i p u l a t i o n and settlement which 

22 a l l of the p a r t i e s have agreed t o and t h i s morning we 

23 have had a l l the p a r t i e s sign t h a t agreement. Here i s a 

24 copy f o r Your Honor. And we have made copies t h a t we are 

25 d i s t r i b u t i n g now of the executed document. 
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1 E s s e n t i a l l y , j u s t as a summary, i t sets f o r t h a 

2 proposed a l l o c a t i o n between r e s i d e n t i a l , commercial and 

3 i n d u s t r i a l f i r m customers of any proposed increase. So 

4 i f i t i s 44, a c e r t a i n percentage of t h a t would go t o the 

5 r e s i d e n t i a l classes as they are designated. I f i t i s 

6 less than 4 4, a percentage t h a t has been determined i n 

7 the settlement would then be used t o a l l o c a t e t h a t r a t e 

8 increase f o r the e x t r a o r d i n a r y r a t e r e l i e f . 

9 So w i t h the s t i p u l a t i o n , assuming i t i s accepted by 

10 the Commission and I don't see why i t wouldn't -- i t 

11 removes the issue of the a l l o c a t i o n of the r a t e increase 

12 from the proceeding. And as pa r t of the s t i p u l a t i o n we 

13 w i l l not be o f f e r i n g Mr. White's testimony i n t o the 

14 record. 

15 JUDGE FORDHAM: Okay. 

16 MR. CLEARFIELD: I f any p a r t i e s have anything t o 

17 add t o t h a t . 

18 JUDGE FORDHAM: And Mr. White's testimony i s PGW 

19 ERP Statement 6? 

20 MR. CLEARFIELD: That's c o r r e c t , Your Honor. 

21 JUDGE FORDHAM: Do any other p a r t i e s have anything 

22 t o say about the s t i p u l a t i o n ? 

23 (No audible response.) 

24 JUDGE FORDHAM: Thank you. 

25 MR. CLEARFIELD: Next, Your Honor, we wish t o enter 
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1 i n t o the record c e r t a i n of the testimony from the base 

2 r a t e proceeding t h a t forms the underlying base, i f you 

3 w i l l , f o r some of the testimony t h a t has been presented 

4 by Mr. Bogdonavage i n p a r t i c u l a r . We have a r r i v e d at a 

5 s t i p u l a t i o n w i t h the p a r t i e s as t o what parts of t h a t 

6 testimony would be admitted i n t o the record and i t s use. 

7 Another agreement, Your Honor. 

8 JUDGE FORDHAM: Thank you. 

9 MR. CLEARFIELD: And we have copies f o r the other 

10 p a r t i e s . 

11 This s t i p u l a t i o n i n d i c a t e s t h a t f o r the purposes 

12 set f o r t h i n the s t i p u l a t i o n we w i l l admit i n t o the 

13 e x t r a o r d i n a r y r a t e r e l i e f record, the Folder record, the 

14 testimony of Mr. Bogdonavage i n the base ra t e proceeding, 

15 which i s BRP Statement 1, and the documents or the 

16. supporting data t h a t he i s sponsoring, which i s Volume 11 

17 of the base r a t e proceeding supporting f i n a n c i a l 

18 i n f o r m a t i o n . 

19 We have also agreed t h a t we w i l l enter i n t o the 

20 record BRP Statement 3, which i s another piece of 

21 testimony t h a t forms -- provides support f o r 

22 Mr. Bogdonavage's f i n a n c i a l c a l c u l a t i o n s i n the 

23 e x t r a o r d i n a r y r a t e r e l i e f proceeding. And the 

24 s t i p u l a t i o n i n d i c a t e s t h a t t h i s testimony, unless i t i s 

25 referenced s p e c i f i c a l l y i n someone1s testimony here, i s 
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only f o r the purposes of supporting those schedules and 

t h a t testimony and won't be independently a basis f o r our 

ext r a o r d i n a r y r a t e r e l i e f request or c i t e d separately i n 

any way. 

JUDGE FORDHAM: Thank you. 

Do you have anything f u r t h e r ? 

MR. CLEARFIELD: One more t h i n g . Your Honor. P r i o r 

to beginning t h i s morning I discussed w i t h the p a r t i e s 

the p o t e n t i a l of a s t i p u l a t i o n i n i t i a l l y t o the 

a u t h e n t i c i t y of the testimony t h a t i s going t o be 

admitted i n t o the record so t h a t i t would save time as we 

go forward, and I believe the p a r t i e s are amenable t o 

t h a t . What we would propose i s t h a t we s t i p u l a t e t h a t 

the testimony t h a t we have o u t l i n e d -- and I would j u s t 

add Davis Statement 5.1 t o t h a t l i s t , and the base r a t e 

testimony t h a t I have j u s t i n d i c a t e d -- was prepared by 

the witnesses as i n d i c a t e d under t h e i r d i r e c t i o n or 

supervision and i t i s t r u e and co r r e c t t o the best of 

t h e i r knowledge, i n f o r m a t i o n and b e l i e f subject t o any 

connections or ad d i t i o n s they would make once they are 

put on the stand f o r cross-examination. And of course i t 

would s t i l l be subject t o any t i m e l y f i l e d motions t o 

s t r i k e p o r t i o n s of the testimony t h a t would be made at 

the time t h a t they are presented. 

JUDGE FORDHAM: And t h a t s t i p u l a t i o n also would 
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apply t o OTS's and OCA's witnesses? 

MR. CLEARFIELD: Yes. To a l l the testimony t h a t 

has been presented f o r the pr e s e n t a t i o n t h i s morning. 

JUDGE FORDHAM: Okay. 

MR. CLEARFIELD: And t h a t way each p a r t y doesn't 

have t o go through the process of a u t h e n t i c a t i n g t h e i r 

testimony from the witnesses. 

JUDGE FORDHAM: That's f i n e . 

Anything else? 

MR. CLEARFIELD: I j u s t want t o check my notes, 

Your Honor. I believe t h a t ' s i t . 

JUDGE FORDHAM: Okay. You can c a l l your f i r s t 

witness. 

MR. CLEARFIELD: Just f o r your sake. Your Honor, 

the order t h a t we have a r r i v e d at t h a t we are going t o 

put the witnesses on f o r various reasons, scheduling, et 

cetera, i s Ms. Bisgaier f i r s t , Mr. Bogdonavage, Mr. 

K r e l l e n s t e i n , Mr. Knudsen and then assuming we have not 

reached the 1:30 hour we w i l l put Ms. Davis on at 1:30. 

I f we do run past t h a t , I would propose we break and have 

Ms. Davis brought i n at t h a t p o i n t by phone and then go 

back t o whatever we were doing. 

JUDGE FORDHAM: Okay. 

MR. CLEARFIELD: I f t h a t i s acceptable. I f not, we 

can j u s t w a i t . 
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JUDGE FORDHAM: I s t h a t acceptable t o everyone? 

Fine. With t h a t , we would c a l l Ms. Bisgaier. 

Whereupon, 

BARBARA C. BISGAIER 

having been duly sworn, t e s t i f i e d as f o l l o w s : 

JUDGE FORDHAM: Would you st a t e your name and 

business address f o r the record and s p e l l your l a s t name? 

THE WITNESS: I t ' s Barbara Bisgaier, 

B-I-S-G-A-I-E-R, 1600 Two Logan Square, Philadelphia, 

19103. 

JUDGE FORDHAM: Thank you. 

Yo'u may proceed, Mr. C l e a r f i e l d . 

MR. CLEARFIELD: Thank you, Your Honor. 

DIRECT EXAMINATION 

BY MR. CLEARFIELD: 

Q. Ms. Bisgaier, you are sponsoring PGW ERP 

Statement 4 and the associated e x h i b i t s , i s t h a t correct? 

A. I s i t four or three? 

Q. I t i s four on my copy. 

A. Okay. 

Q. Ms. Bisgaier, do you have any ad d i t i o n s or 

co r r e c t i o n s you would l i k e t o make? 

A. An a d d i t i o n . BCB-1, the f i r s t e x h i b i t t o my 

testimony, was a copy of the press release issued by 

Standard & Poors. I would l i k e t o add t o i t the a c t u a l 
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r e p o r t issued by Standard & Poors on February 12, 2002. 

I t i s i d e n t i c a l t o the press release but i t i s t h e i r 

formal document. 

MR. CLEARFIELD: Your Honor, the copies t h a t we 

have provided t o the re p o r t e r have t h a t a d d i t i o n t o her 

testimony and t o your copy, I be l i e v e . 

JUDGE FORDHAM: Okay. 

MR. CLEARFIELD: But we can give you a copy. 

JUDGE FORDHAM: Yes, please. 

MR. CLEARFIELD: Your Honor, we have some short 

r e b u t t a l testimony t o Mr. Lelash t h a t we would l i k e t o 

present. 

JUDGE FORDHAM: Okay. 

BY MR. CLEARFIELD: 

Q. Ms. Bisgaier, on page e i g h t of Mr. Lelash's 

testimony he suggests t h a t the formula t h a t Standard & 

Poors i s using t o evaluate PGW's bond r a t i n g and the 

r e l a t i v e weighting i t i s g i v i n g t o the various f a c t o r s i t 

uses i n making i t s e v a l uation i s unknown. And he also 

characterizes t h i s process as a black box, quote unquote. 

Do you agree w i t h h is c h a r a c t e r i z a t i o n ? 

A. No, I don 11. As I have t e s t i f i e d and I t h i n k 

Mr. K r e l l e n s t e i n has t e s t i f i e d , S&P has made i t 

ab s o l u t e l y c l e a r t h a t they w i l l downgrade PGW absent 

permanent r a t e r e l i e f . While I agree w i t h the statement 
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1 t h a t there are many f a c t o r s t h a t go i n t o the r a t i n g , they 

2 have taken those f a c t o r s i n t o account and t h e i r 

3 conclusion i s t h a t r a t e r e l i e f t o remedy the l i q u i d i t y 

4 and cashflow s i t u a t i o n of PGW i s required, otherwise they 

5 w i l l downgrade PGW's long-term bond r a t i n g . 

6 Q- How d i d you come to t h a t opinion? 

7 A. B a s i c a l l y I have' followed t h i s c r e d i t f o r a 

•8 long time. I am f a m i l i a r w i t h the people at S&P. I am 

9 f a m i l i a r w i t h the w r i t i n g s t h a t they have done about PGW 

10 and s p e c i f i c a l l y t h i s w r i t i n g , which i s very e x p l i c i t . 

11 I have also had, along w i t h Mr. Knudsen and 

12 Mr. Bogdonavage and Joseph Golden, the t r e a s u r e r of PGW, 

13 a number of conversations w i t h S&P and they have been 

14 very c l e a r about where they are on the c r e d i t and what 

15 t h e i r i n t e n t i o n s are. 

16 Q. Ms. Bisgaier, i n t h e course of your 

17 p r o f e s s i o n a l a c t i v i t i e s do you have occasion t o r e g u l a r l y 

18 analyze and understand c r e d i t agency actions or p o t e n t i a l 

19 actions f o r your c l i e n t s ? 

20 A. Yes. This i s what I do f o r a l i v i n g . I have 

21 been doing i t f o r 20 years. When any of my c l i e n t s i s 

22 g e t t i n g ready t o issue bonds one of the c r i t i c a l steps i n 

23 t h a t process i s t o present themselves t o the r a t i n g 

24 agencies f o r a r a t i n g . Many c r e d i t s — or many issuers 

25 also have between bond issues occasion t o v i s i t the 
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1 r a t i n g agencies and i t i s my r e s p o n s i b i l i t y i n c l u d i n g f o r 

2 the C i t y of Philadelphia t o prepare or a s s i s t them i n 

3 preparing f o r those meetings and t o represent them i n 

4 discussions w i t h the analysts a t the r a t i n g agencies t o 

5 the extent issues a r i s e or questions a r i s e . 

6 Q- Now, have you used those same techniques and 

7 steps t h a t you normally use t o evaluate the c r e d i t agency 

8 ac t i o n s , have you used those here t o evaluate S&P's 

9 l i k e l y steps? 

10 A. I have. I t i s a cumulative of ten years of* 

11 working w i t h PGW and the r a t i n g agencies. 

12 Q. Mr. Lelash at pages 16 and 17 of his statement 

13 says t h a t r a t i n g agencies look at a v a r i e t y of f a c t o r s , 

14 not j u s t a formula of f i x e s coverage r a t i o s . How do you 

15 respond t o that? 

16 A. That i s ab s o l u t e l y t r u e . They look at many 

17 f a c t o r s and they have considered a l l of those f a c t o r s . 

18 I n t h e i r c r e d i t r e p o r t , f o r example, they l i s t a number 

19 of p o s i t i v e developments at PGW. What they are b a s i c a l l y 

20 saying i n t h e i r report i s we have looked at everything, 

21 we note t h a t there have been p o s i t i v e developments, 

22 however we s t i l l f i n d t h a t the l i q u i d i t y issues as 

23 represented by the f i x e d charge coverage c a l c u l a t i o n t h a t 

24 they do and the cashflow s i t u a t i o n are such t h a t the 

25 c r e d i t doesn't meet t h e i r standards f o r an investment' 
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1 grade r a t i n g . 

2 Q. Mr. Lelash's o v e r a l l recommendation t h a t i s an 

3 e x t r a o r d i n a r y r a t e increase, or a r a t e increase, of $18 

4 m i l l i o n i n the form of a c a p i t a l i n f u s i o n surcharge along 

5 w i t h the C i t y of Philadelphia's promise t o grant back i t s 

6 $18 m i l l i o n c i t y payment f o r three consecutive years 

7 should be s u f f i c i e n t t o keep Standard & Poors from 

8 downgrading PGW t o junk bond s t a t u s . I n your opinion i s 

9 he correct? 

10 A. No. S&P has made i t very c l e a r t h a t a f t e r 

11 years of doing one-time f i x e s t o sust a i n i t s bond 

12 covenant r a t i o s they are look i n g f o r a permanent 

13 s o l u t i o n , not j u s t i n t e r i m f i x e s . They r a t e the bonds 

14 f o r the long-term-. PGW has bonds outstanding t h a t are 

15 going t o remain outstanding f o r 29 more years. They want 

16 t o make sure t h a t a proper r a t e s t r u c t u r e i s i n place t o 

17 sus t a i n those bonds over the 29 year period. So an 

18 i n t e r i m f i x i s not acceptable t o them as a means of 

19 s o l v i n g t h i s problem. 

20 Q. Did you a r r i v e at your opinion as t o how S&P 

21 would respond t o t h a t , i f t h a t i s what the Commission 

22 d i d , i n the same way t h a t you have t e s t i f i e d you have 

23 come t o your opinions about S&P actions i n the normal 

24 course? 

25 A. Yes. I t i s based on reading the S&P documents, 
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1 numerous conversations w i t h them. I t h i n k i t i s very 

2 c l e a r what t h e i r i n t e n t i o n i s . 

3 MR. CLEARFIELD: Your Honor, t h a t concludes our 

4 r e b u t t a l and Ms. Bisgaier i s a v a i l a b l e f o r 

5 cross-examination. 

6 JUDGE FORDHAM: Mr. Simms. 

7 MR. SIMMS: Thank you. Your Honor. 

8 C RO S S-EXAMINATION 

9 BY MR. SIMMS: 

10 Q. Good morning. 

11 A. Good morning. 

12 Q. I bel i e v e i n your r e j o i n d e r testimony you 

13 i n d i c a t e d t h a t you have been an advisor t o PGW f o r about 

14 ten years. Before July, 20|00, d i d any of the three 

15 c r e d i t r a t i n g agencies f o r PGW place PGW on c r e d i t watch? 

16 A. Moody's Investors Service, which i s one of the 

17 b i g three, also has them on -- they have a d i f f e r e n t 

18 nomenclature. They c a l l i t negative outlook. So PGW i s 

19 on negative outlook. I can't t e l l you f o r c e r t a i n what 

2 0 date t h a t occurred, but they are on negative outlook 

21 r i g h t now at Moody's. 

22 MR. CLEARFIELD: Excuse me j u s t a second. To make 

23 sure the r e p o r t e r hears you i f you can s o r t of t a l k t o 

24 make sure your voice goes both ways. 

25 THE WITNESS: Okay. 
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1 BY MR. SIMMS: 

2 Q. Do you know whether or not i t occurred before 

3 July, 2000? 

4 A. I don't know f o r c e r t a i n . 

5 Q. Now, f o r c l a r i f i c a t i o n , when you make a 

6 reference t o the 1.2 through 1.3 times on page f i v e of 

7 your testimony you would agree, would you not, t h a t t h a t 

8 i s not a published s t a t i s t i c ? 

9 A. I would agree. 

10 Q. Now, i n your response t o an OTS i n t e r r o g a t o r y 

11 I n which we asked PGW t o provide the c r i t e r i a S&P uses t o 

12 evaluate municipal bonds, you provided a secti o n of the 

13 S&P municipal r a t i n g handbook, d i d you not? 

14 A. I d i d . 

15 Q. Again, i n t h a t s e c t i o n of the S&P municipal 

16 r a t i n g handbook, the 1.2 through 1.3 times does not 

17 appear as a c r i t e r i a ? 

18 A. That's r i g h t . 

19 MR. CLEARFIELD: Your Honor, may I approach the 

20 witness and provide her w i t h a copy of that? 

21 JUDGE FORDHAM: Yes, you may. 

22 (Document handed t o witness.) 

23 BY MR. SIMMS: 

24 Q. Did you need t o review that? 

25 A. No. I am f a m i l i a r w i t h i t . 
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1 Q. You are f a m i l i a r w i t h i t ? 

2 A. Yes. 

3 Q. I s i t your understanding t h a t based upon those 

4 pages from the S&P municipal r a t i n g handbook t h a t the 

5 c r i t e r i a t h a t S&P issues f o r r a t i n g d e f i n i t i o n s are 

6 expressed i n terms of d e f a u l t r i s k ? 

7 A. Yes. 

8 Q. Now, i n your d i r e c t testimony you attached, d i d 

9 you not. E x h i b i t BCB-3? 

10 A. Yes. 

11 Q. I t i s my understanding t h a t t h i s e x h i b i t i s a 

12 copy of a schedule done by S&P, i s i t not? 

13 A. I t i s . 

14 Q. You would agree, would you not, t h a t E x h i b i t 

15 BCB-3 does not represent any conclusions by S&P? 

16 A. W e l l , i t doesn 1t present a conclusion. I t j u s t 

17 shows t h e i r method of c a l c u l a t i n g the f i x e d charge 

18 coverage r a t i o . 

19 Q. J u s t f o r c l a r i f i c a t i o n , on page four of your 

20 d i r e c t testimony — I am looking a t l i n e s s i x through 

21 ten. Do you have that? 

22 A. I don't. 

23 (Document handed t o witness.) 

24 Q. Were you attempting t o summarize the r i s k t h a t 

25 S&P placed i n t h e i r press release, which i s i d e n t i f i e d as 
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1 BCB-1," E x h i b i t BCB-1? 

2 A. Let me read i t . 

3 Q. Okay. 

4 (Witness perusing document.) 

5 A. Yes. 

6 Q. So t o the extent t h a t you d i d not. include a l l 

7 of those r i s k f a c t o r s , t h a t was j u s t an oversight on your 

8 part? 

9 A. That's c o r r e c t . 

10 Q. Now, on the one dealing with, the decision by 

11 the PUC i n December t o decline t o revise upward PGW's 

12 authorized r a t e increase from $33.6 m i l l i o n , are you 

13 making reference there t o the poor l i q u i d i t y p o s i t i o n 

14 t h a t S&P announced i n i t s press release? 

15 A. That i s c e r t a i n l y p a r t of i t , yes. 

16 Q. Now, you do recognize, do you not, t h a t i n the 

17 S&P re p o r t they made a reference or a concern about the 

18 temporary borrowing t h a t was done by PGW i n January, 

19 2002? Do you have t h a t e x h i b i t ? 

20 A. Yes. Well, what they e x p l i c i t l y say i n here, 

21 i f I am reading the same place you are, i s t h a t they are 

22 concerned t h a t they w i l l be unable to reimburse t h e i r 

23 c a p i t a l fund. And then they go on t o say t h a t S&P w i l l 

24 seek -- I'm sorry -- t h a t PGW w i l l also seek a d e f e r r a l 

25 of the $4 5 m i l l i o n working c a p i t a l loan due i n January of 
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1 2003. 

2 Q . I believe we are reading from --

3 h . A d i f f e r e n t place. 

4 MR. SIMMS: May I approach the witness, Your Honor? 

5 THE WITNESS: The beginning of the paragraph? 

6 MR. SIMMS: Yes. 

7 (Witness perusing document.) 

8 A. I bel i e v e t h a t what they are r e f e r r i n g t o i n 

9 t h i s sentence t h a t s t a r t s the poor l i q u i d i t y p o s i t i o n i s 

10 i n June of 2001 PGW sold bonds, series 2001 revenue 

11 bonds, and i t has been spending the money f o r c a p i t a l 

12 improvements but not a l l of the money has been expended. 

13 And i n January of 2002 i n order t o make the debt service 

14 payment t h a t was due on January 1st of 2002 PGW borrowed 

15 from i t s bond fund t o make t h a t debt service payment. I 

16 don't b e l i e v e t h a t t h a t reference there i s to the $45 

17 m i l l i o n loan from the c i t y . 

18 BY MR. SIMMS: 

19 Q. Would I also be co r r e c t t h a t the reference i s 

20 also not t o the base r a t e case? Would t h a t be correct? 

21 A. This sentence i n here? 

22 Q. Yes. 

2 3 A. This sentence i n here r e f e r s t o the lack of 

24 l i q u i d i t y and the f a c t t h a t rates weren't s u f f i c i e n t t o 

25 pay debt service, which they normally would be, so they 
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had t o d i p i n t o the c a p i t a l account because they were i n 

an i l l i q u i d p o s i t i o n on January 1st of 2002. 

Q. Do you know or i n your discussions w i t h S&P d i d 

they know when rates went i n t o e f f e c t f o r PGW i n the l a s t 

base r a t e case? 

A. Yes. Yes. They have followed i t very c l o s e l y 

and they know t h a t each time r a t e r e l i e f has been granted 

by the PUC t h a t PGW has taken immediate steps t o put t h a t 

i n t o e f f e c t , you know, as soon as l e g a l l y possible a f t e r 

the order from the PUC. So they know t h a t . 

Q. Based upon your knowledge when d i d rates go 

i n t o e f f e c t f o r t h i s l a s t base r a t e case? 

A. I don't know the s p e c i f i c day. I know the 

order was i n , I guess, i n November and then there -- or 

October. I'm not c e r t a i n . And then there was an appeal 

of t h a t . And t h i s r e f e r s t o the a c t i o n i n December of 

t h a t appeal regarding t h a t appeal. 

Q. From PGW's standpoint who has discussion w i t h 

S&P regarding a l l of these types of matters? I s i t you? 

A. I do to an extent. Mr. Knudsen p r i n c i p a l l y and 

Mr. Bogdonavage. 

Q. W i l l you assume f o r the purposes of t h i s 

question t h a t rates went i n t o e f f e c t i n October on one 

day's n o t i c e f o r the l a s t base r a t e case? 

A. I don't know t h a t t o my own knowledge. 
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1 Q. Was t h a t i n f o r m a t i o n r e f e r r e d t o S&P? 

2 A. I believe so, yes. 

3 Q. Do you know whether or not based upon t h a t one 

4 day's n o t i c e whether or not there was any — whether or 

5 not PGW was o v e r c o l l e c t i n g ? 

6 A . I don * t know t h a t . 

7 Q. Was t h a t i n f o r m a t i o n relayed i n any discussion 

8 w i t h Standard & Poors? 

9 A. I t may have been relayed by Mr. Bogdonavage or 

10 Mr. Knudsen. 

11 Q- Would I be co r r e c t t h a t the three r a t i n g 

12 agencies are Moody's, F i t c h and S&P? 

13 A. That's c o r r e c t . 

14 Q. Would I be co r r e c t t h a t these three r a t i n g 

15 agencies do not r e l y upon the same c r i t e r i a f o r c r e d i t 

16 r a t i n g s ? 

17 A. They would t e l l you t h a t they don't but I 

18 b e l i e v e t h a t g e n e r a l l y they do. There i s not going t o be 

19 an enormous d i f f e r e n c e between them. One may place more 

20 emphasis on one f a c t o r than another but they are not 

21 going t o be m a t e r i a l l y d i f f e r e n t . 

22 Q. I n the ten years t h a t you have been advising 

23 PGW i s i t my understanding t h a t S&P p r i o r t o July, 2000, 

24 d i d not issue any type of c r e d i t watch? 

25 A. That's c o r r e c t . 
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1 Q. So f o r t h a t period o f - - we11, since you have 

2 been th e r e , 1992 through June of 2000, S&P was s a t i s f i e d 

3 w i t h the performance of PGW? 

4 A. I don't remember i f there was a downgrade 

5 during t h a t time. There may have been one downgrade 

6 during t h a t time period. 

7 Q. You don't r e c a l l ? 

8 A. I don't r e c a l l . 

9 MR. SIMMS: That concludes my cross-examination, 

10 Your Honor. 

11 JUDGE FORDHAM: Thank you. 

12 Mr. Gray. 

13 MR. GRAY: I'm sorry? 

14 JUDGE FORDHAM: Do you have anything f o r t h i s 

15 witness? 

16 MR. GRAY: Usually the OCA would go before me. 

17 JUDGE FORDHAM: Ms. McCloskey. 

1.8 MS. McCLOSKEY: Thank you. Your Honor. 

19 CROSS-EXAMINATION 

20 BY MS. McCLOSKEY: 

21 Q. Good morning, Ms. Bisgaier. 

22 A. Good morning. 

23 Q . I would l i k e t o go back to page four of your 

24 testimony, beginning on l i n e 17 through the bottom of the 

25 page where you are i n d i c a t i n g t h a t S&P has been 
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1 c o n s i s t e n t i n enunciating the standard by which i t 

2 measures PGW. Now, Ms. Bisgaier, before February of t h i s 

3 year were you aware of the formula which has been 

4 r e f e r r e d t o as the f i x e d coverage r a t i o t h a t S&P u t i l i z e d 

5 i n ev a l u a t i n g PGW? 

6 A. Not e x p l i c i t l y i n t h o s e terms. What I was 

7 aware of and they had raised i t on a number of occasions 

8 — and t o go back t o Mr. Simms' question somewhat 

9 d i f f e r e n t l y than the other two r a t i n g agencies, who had 

10 never e x p l i c i t l y r a i sed t h i s they viewed the $18 

11 m i l l i o n payment t o the c i t y as a c o n t r a c t u a l o b l i g a t i o n 

12 and they worked t h a t i n t o t h e i r c a l c u l a t i o n . The other 

13 agencies have never o v e r t l y expressed t h a t p o i n t as 

14 s t r o n g l y as S&P does. So when they were t a l k i n g t o PGW 

15 over the years they o f t e n brought up the f a c t t h a t a l l of 

16 — t h a t when they looked at the c r e d i t a l l of PGW's costs 

17 went i n t o t h e i r c a l c u l a t i o n . 

18 Q. But the exact BCB-3, what i s now your E x h i b i t 

19 BCB-3, I believe you — 

20 A. Had never seen t h a t before. 

21 Q. And I bel i e v e you d i d confirm w i t h Mr. Simms 

22 t h a t t o your understanding t h i s was not a formal standard 

23 t h a t had been committed t o i n w r i t i n g and i t ' s not a 

24 published standard, i s t h a t correct? 

25 A. That's c o r r e c t . I t was cl e a r , however, from 
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the importance they placed on i t t h a t t h i s c a l c u l a t i o n 

was the basis of t h e i r t h i n k i n g . 

Q. Now, again, you have t e s t i f i e d t h a t under t h i s 

formula they are seeking a f i x e d coverage r a t i o of 

between 1.2 times and 1.3 times. Would you agree w i t h me 

th a t under t h a t t e s t PGW would not have achieved an 1.2 

times or an 1.3 times coverage since at l e a s t 1998? 

A. Yes, I would agree. 

Q. And PGW was not downgraded i n any of those 

years p r i o r t o 2000, i s t h a t correct? 

A. That 1s c o r r e c t . 

Q And then only i n 2000 was i t put on c r e d i t 

watch, i s t h a t correct? 

A. That's c o r r e c t . 

Q. And t o the best of your knowledge, do you know 

i f PGW would have met t h i s t e s t i n 1997 or 1996? 

A. I don't know. I don't know off-hand. 

Q. Now, am I also c o r r e c t t h a t under t h i s formula 

i f the commercial paper i s paid down the S&P formula 

would produce a much higher r a t i o f o r PGW? 

A. I f i t had been p r e v i o u s l y paid down? 

Q. Yes. I f i t had been paid down. 

A. Right. 

Q. And going forward, i f i t i s paid down i n the 

next year, f o r example, f o r the subsequent years, i t w i l l 
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1 show a higher r a t i o i n those subsequent years, a l l else 

2 being equal? 

3 A. Yes, although — yes. The i n t e r e s t component 

4 t h a t they are charging w i l l go down. But i n any year 

5 t h a t there i s a pay down t h a t would n e g a t i v e l y impact the 

6 formula. 

7 Q. But you would agree w i t h me t h a t i f your 

8 commercial paper had been paid down i n the past and there 

9 wasn't what i s now the $20 m i l l i o n pay down requirement 

10 f o r t h i s year, t h a t $20 m i l l i o n pay down requirement 

11 would not have appeared i n the formula? 

12 A. That's c o r r e c t . 

13 Q. And the coverage, then, would have been higher? 

14 A. That's c o r r e c t . 

15 Q. Now, i f you could t u r n t o BCB-3. And you also 

16 describe t h a t on page f i v e of your testimony, l i n e s f i v e 

17 t o 12. I n your e x h i b i t and testimony you mention t h a t 

18 S&P has added the $20 m i l l i o n r e d u c t i o n i n the commercial 

19 paper program. I t was unclear t o us. Do you mean f o r 

20 both 2002 and 2003? 

21 A. Yes. 

22 Q. At t h i s time have you negotiated the terms of 

23 the commercial paper program f o r 2003? 

24 A. No. 

25 Q. And the $20 m i l l i o n pay down was p a r t of the 
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1 terms t h a t were negotiated f o r 2002 , i s t h a t correct? 

2 A. Yes. That i s a c o n t r a c t u a l arrangement w i t h 

3 the syndicate of banks. 

4 Q. Now, on page f i v e of your testimony, l i n e s 10 

5 through 11, you are quoting there from a S&P analyst. 

6 And t h a t would be the quote from Aneesh Prabhu, correct? 

7 A. That's c o r r e c t . 

8 Q. How long has Mr. Prabhu been the S&P analyst 

9 t h a t has been handling PGW matters? 

10 A. I am not c e r t a i n . I t i s a r e l a t i v e l y short 

11 time. I would say no more than a year. I can't t e l l you 

12 f o r c e r t a i n , though. 

13 Q. And does PGW work w i t h an analyst t h a t has 

14 handled t h e i r matters f o r a longer p e r i o d of time? 

15 A. Yes. Jodi Hecht. 

16 Q. And has she been involved i n these matters 

17 regarding the PGW downgrade? 

18 A. Yes, she has. 

19 Q. Was she involved over the l a s t year i n those 

20 matters? 

21 A. She has been involved f o r a number of years. 

22 She was out on maternity leave f o r a segment of the past 

23 year. I am not sure of the exact months. So there have 

24 been some s u b s t i t u t e s while she was out. She was 

25 involved, f o r example, i n 2000 when they were put on 
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1 c r e d i t watch. So she goes back t o t h a t . 

2 Q- And I believe you confirmed t h i s w i t h 

3 Mr. Simms, but bear w i t h me i f I ask t h i s i n a s l i g h t l y 

4 d i f f e r e n t way. You would agree w i t h me t h a t the l e v e l of 

5 PGW's ra t e r e l i e f t h a t was granted by the Commission i n 

6 i t s 2001 base r a t e case has been known since the 

7 October-November timeframe? 

8 A. That's c o r r e c t . 

9 Q. And i n f a c t i t was only the $6 m i l l i o n t h a t 

10 remained i n dispute t h a t had not been resolved throughout 

11 t h a t period? 

12 MR. CLEARFIELD: I'm sorry. I have t o object . I 

13 am not sure which $6 m i l l i o n you are t a l k i n g about. 

14 MS. McCLOSKEY: I t h i n k there was a d i f f e r e n c e 

15 between the $39 m i l l i o n i n the Commission's o r i g i n a l 

16 order and $33 m i l l i o n i n a t e n t a t i v e order and i t was 

17 t h a t amount. 

18 MR. CLEARFIELD: I am going t o have t o ob j e c t . We 

19 f i l e d a p e t i t i o n f o r re c o n s i d e r a t i o n and asked the 

20 Commission t o r e i n s t a t e the e n t i r e amount. 

21 A. Right. I t was t h a t -- they deferred any a c t i o n 

22 u n t i l the p e t i t i o n f o r re c o n s i d e r a t i o n was denied. 

23 BY MS. McCLOSKEY: 

24 Q. When, then, d i d Mr. Prabhu f i r s t contact PGW t o 

25 i n d i c a t e t h a t S&P was considering an action? 
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1 A. I believe i t was the week p r i o r t o the February 

2 12 r e p o r t . 

3 MS. McCLOSKEY: Your Honor, I would l i k e t o have 

4 marked f o r i d e n t i f i c a t i o n OCA Cross-Examination E x h i b i t 

5 No. 1. 

6 JUDGE FORDHAM: I t s h a l l be so marked. 

7 (Whereupon, the document was marked as OCA 
* 

8 Cross-Exam. E x h i b i t No. 1 f o r i d e n t i f i c a t i o n . ) 

9 BY MS. McCLOSKEY: 

10 Q. Ms. Bisgaier, t h i s i s your response to an OSBA 

11 i n t e r r o g a t o r y , Set I I , numbers f i v e , s i x and seven. And 

12 i t i s the attached Moody1s Investor Service r a t i n g 

13 analysis from February, 2002. Do you want t o take a 

14 moment t o review t h a t , or are you f a m i l i a r w i t h that? 

15 A. I have not read i t i n the l a s t day or two. 

16 Q. Okay. 

17 (Witness perusing document.) 

18 Q. Just l e t me know when you are ready. I j u s t 

19 have some very general questions. 

20 A. Okay. 

21 (Witness perusing document.) 

22 A. Okay. 

23 Q. Would you agree' w i t h w i t h me t h a t i n t h i s 

24 r e p o r t Moody's a f f i r m e d i t s r a t i n g s of PGW, i t s current 

25 r a t i n g s of PGW? 
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1 A. Yes, I would. 

2 Q- And you would agree w i t h me t h a t i t leaves the 

3 c r e d i t outlook as a negative but i t also s p e c i f i c a l l y 

4 c i t e s the f a i l u r e t o appoint permanent management as 

5 le a v i n g open the door f o r another change i n d i r e c t i o n ? 

6 A. Yes. 

7 Q. Now, i f you also have the S&P announcement, 

8 which i s your BCB-1 updated as w e l l , I believe i n your 

9 r e b u t t a l testimony you i n d i c a t e d t h a t both Moody's and 

10 S&P as w e l l as F i t c h w i l l look at a number of f a c t o r s i n 

11 considering t h e i r r a t i n g . Would you agree w i t h me t h a t 

12 both the Moody's and the S'&P report s i d e n t i f y a number of 

13 both s t r e n g t h and weaknesses f o r PGW? 

14 A. Yes. 

15 MR. CLEARFIELD: Your Honor, I have t o object 

16 because i t assumes a f a c t which i s not the same as my 

17 r e c o l l e c t i o n of the testimony. What Ms. Bisgaier said 

18 was t h a t S&P has already looked at a number of f a c t o r s 

19 and made a determination, not t h a t they w i l l be look i n g 

20 a t . They have already made a determination and decided 

21 what they are going t o do i f c e r t a i n t h i n g s don't happen. 

22 MS. McCLOSKEY: Well, t h a t i s the p o i n t we are 

23 going t o probe at the moment. We are going t o discuss 

24 the strengths and weaknesses and the f a c t o r s t h a t are 

25 being considered by S&P. 
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1 MR. CLEARFIELD: Well, there was an assumption i n 

2 the question. I f Ms. McCloskey wants t o rephrase i t and 

3 ask about t h a t , t h a t ' s f i n e . 

4 MS. McCLOSKEY: I t h i n k . Your Honor, the question 

5 i s would you agree w i t h me tha t the Moody's r e p o r t and 

6 the S&P re p o r t , these two re p o r t s , OCA Cross-Examination 

7 E x h i b i t No. 1 and BCB-1 updated both l i s t a number of 

8 strengths and weaknesses of PGW. I t h i n k t h a t i s a basic 

9 f a c t u a l question. 

10 JUDGE FORDHAM: Do you have an objection? 

11 MR. CLEARFIELD: No. That i s a d i f f e r e n t question. 

12 MS. McCLOSKEY: That i s the question I asked. 

13 JUDGE FORDHAM: You may answer, Ms. Bisgaier. 

14 A. Yes. 

15 BY MS. McCLOSKEY: 

16 Q. Thank you. 

17 Now, Ms. Bisgaier, have you analyzed what the 

18 e f f e c t would be on PGW i f some of the other f a c t o r s 

19 l i s t e d as weaknesses by Moody's or by S&P were a c t u a l l y 

20 changed or addressed by PGW? 

21 A. Yes. I t h i n k t h a t i s — yes. 

22 Q. And have you addressed whether PGW's status 

23 would change i f permanent management were appointed? 

24 A. Yes. 

25 Q. And have you evaluated whether PGW's status 
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1 would change i f a c o l l e c t i o n s t r a t e g y was implemented 

2 t h a t produced a d d i t i o n a l cash t o the company? 

3 A. Yes. 

4 Q. And have you discussed your an a l y s i s w i t h 

5 e i t h e r S&P or Moody's? 

6 A. Through the presentations t o the r a t i n g 

7 agencies , yes. 

8 Q. Was i t your analysis or your p r e s e n t a t i o n t h a t 

9 those p o s i t i v e changes would p o s i t i v e l y a f f e c t the 

10 r a t i n g s of PGW? 

11 A. I believe those are p o s i t i v e , both p o s i t i v e 

12 f a c t o r s . I don't t h i n k t h a t i n e i t h e r instance they 

13 would change the r a t i n g . 

14 Q. And d i d you analyze whether the r a t i n g may be 

15 a f f e c t e d p o s i t i v e l y i f PGW has i t s f u l l $100 m i l l i o n 

16 worth of commercial paper a v a i l a b l e t o draw on? 

17 A. That I believe would be a very strong p o s i t i v e 

18 i n t h e i r r a t i n g . 

19 MS. McCLOSKEY: Now I would l i k e t o have marked f o r 

20 i d e n t i f i c a t i o n OCA Cross-Examination E x h i b i t No. 2. 

21 JUDGE FORDHAM: I t s h a l l be so marked. 

22 (Whereupon, the document was marked as OCA 

23 Cross-Exam. E x h i b i t No. 2 f o r i d e n t i f i c a t i o n . ) 

24 BY MS. McCLOSKEY: 

25 Q. Ms. Bisgaier, t h i s was an e-mail t h a t was 
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1 produced i n response t o OCA Set I , questions two, four 

2 and s i x . The response was provided by Mr. Bogdonavage, 

3 but I wanted t o discuss t h i s e-mail which you are a 

4 r e c i p i e n t of. I t explains the r a t i n g process. Are you 

5 f a m i l i a r w i t h t h i s e-mail to discuss i t ? 

6 A. Yes, I am. 

7 Q. Now, i n the second paragraph there -- t h i s i s 

8 an e-mail from Mr. Prabhu, i s t h a t correct? 

9 A. That's c o r r e c t . 

10 Q. And i n the second paragraph he explains the 

11 r a t i n g process t h a t S&P goes through, i s t h a t correct? 

12 A. That's c o r r e c t . 

13 Q. And does t h a t paragraph or explanation comport 

14 w i t h your understanding of the r a t i n g process f o r PGW? 

15 A. Yes, i t does. 

16 Q. Now, i n i n f o r m a l discovery you explained there 

17 was also an a d d i t i o n a l step to t h i s process where 

18 i n f o r m a t i o n was provided t o a cominittee to be reviewed. 

19 Can you e x p l a i n t h a t second step of the process a l i t t l e 

20 b i t f u r t h e r ? 

21 A. Yes. The analysts, Mr. Prabhu and Ms. Hecht, 

22 prepare — and I am not p r i v y t o the r e p o r t they prepare 

23 -- but they prepare a r e p o r t . That r e p o r t i s reviewed by 

24 the c r e d i t committee at S&P who i s comprised of senior 

25 members. I t ' s not always the same. You don't know who 
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1 i s on any given c r e d i t committee. I t i s kept secret. 

2 And i t i s t h a t committee based on the recommendation of 

3 the analysts but may be c o n t r a d i c t i n g t h a t recommendation 

4 t h a t makes the f i n a l determination as t o the c r e d i t 

5 r a t i n g or any p o t e n t i a l c r e d i t a c t i o n . 

6 Q. Now, at t h i s p o i n t , and I bel i e v e we also 

7 discussed t h i s i n i n f o r m a l discovery, S&P has not 

8 provided PGW any guarantee t h a t i f i t gets the r a t e 

9 r e l i e f t h a t i t has requested t h a t i t w i l l not downgrade 

10 the bonds, i s t h a t correct? 

11 A.• That's c o r r e c t . 

12 Q. You w i l l agree w i t h me t h a t the r a t i n g s 

13 agencies do not provide such guarantees before something 

14 happens? 

15 A. Correct. 

16 Q. Now, Ms. Bisgaier, I t h i n k you also mentioned 

17 i n your r e b u t t a l testimony t h a t you advised the C i t y of 

18 Philadelphia on i t s bond issuances? 

19 A. Yes, t h a t i s t r u e . 

20 Q- I f PGW bonds are downgraded do you a n t i c i p a t e 

21 t h a t there w i l l be any negative e f f e c t on the c i t y ' s 

22 bonds? 

23 A. Not immediately, no. 

24 Q. But you do a n t i c i p a t e there would be some 

25 f u t u r e e f f e c t ? 
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1 A. I t h i n k there w i l l be a very bad climate and 

2 the r a t i n g agencies w i l l be i n t e r e s t e d and concerned as 

3 t o whether the c i t y i t s e l f and i t s general fund which 

4 supports i t s bonds w i l l be drawn on t o support PGW. So 

5 i t w i l l become a watch f a c t o r , i f you w i l l , on the c i t y ' s 

6 r a t i n g . 

7 MS. McCLOSKEY: Thank you, Ms. Bisgaier. 

8 Your Honor, I would l i k e t o move i n t o evidence OCA 

9 Cross-Examination E x h i b i t s Nos. 1 and 2. 

10 JUDGE FORDHAM: Any objection? 

11 MR. CLEARFIELD: No o b j e c t i o n . 

12 JUDGE FORDHAM: They are entered i n t o evidence. 

13 (Whereupon, the documents marked as OCA 

14 Cross-Exam. E x h i b i t s Nos. 1 & 2 were received i n 

15 evidence.) 

16 JUDGE FORDHAM: Thank you. 

17 Mr. Gray. 

18 MR. GRAY: Thank you. Your Honor. 

19 CROSS-EXAMINATION 

20 BY MR. GRAY: 

21 Q. Good morning, Ms. Bisgaier. 

22 A. Good morning. 

23 Q. Just t o f o l l o w up on your o r a l r e b u t t a l t h i s 

24 morning, you said something -- and c o r r e c t me i f I am 

25 paraphrasing you wrong -- you said i t i s clea r what S&P's 
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1 i n t e n t i o n are i n t h i s matter. You used t h a t i n a 

2 response, I belie v e , when one of the attorneys asked you 

3 or maybe i n your r e b u t t a l i t s e l f about what i s i n the OCA 

A testimony about the $18 m i l l i o n s o r t of matching w i t h the 

5 c i t y foregoing the 18 m i l l i o n f o r three years. And of 

6 course the OTS has testimony about a $25 m i l l i o n 

7 proposal. And your r e a c t i o n was we know what S&P's 

8 i n t e n t i o n s are, they would not go f o r t h a t . Am I 

9 c o r r e c t l y summarizing what you said? 

10 A. Yes. 

11 Q. Have you a c t u a l l y discussed the proposals, i f 

12 you w i l l , set f o r t h i n the OCA or OTS testimony w i t h 

13 anyone from S&P? 

14 A. I have not. I do know, however, t h a t on 

15 various occasions the .granting back of the $18 m i l l i o n by 

16 the c i t y has been discussed, not i n the context of the 

17 testimony but j u s t g enerally. And they have made i t very 

18 clea r t h a t t h a t i s not -- they do not consider t h a t 

19 acceptable as a permanent s o l u t i o n t o PGW's l i q u i d i t y 

20 problems. 

21 Q. I see. And i t would be your understanding w i t h 

22 the a d d i t i o n a l i n f u s i o n of cash t h a t both the OTS and the 

23 OCA are suggesting, even t h a t l e v e l of cash would be 

24 i n s u f f i c i e n t ? 

25 A. I don't believe i t would be s u f f i c i e n t . 
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1 MR. GRAY: Thank you. 

2 Thank you, Your Honor. That i s a l l I have. 

3 JUDGE FORDHAM: Thank you. 

4 Mr. Be r t o c c i . 

5 MR. BERTOCCI: Yes. 

6 CROSS-EXAMINATION 

7 BY MR. BERTOCCI: 

8 Q. The discussions t h a t you have had concerning 

9 the $18 m i l l i o n have been on the basis of an one-time 

10 only waiver, i s n ' t t h a t r i g h t ? Or a grantback? 

11 A. I t has been i n the context of an one-time 

12 grantback not r e l a t e d t o any s p e c i f i c year. I f we d i d 

13 t h i s -- i n the nature of i f we d i d t h i s how would you 

14 view t h a t . And they said an one-time f i x doesn't count 

15 as permanent r a t e r e l i e f -- doesn't count as a permanent 

16 s o l u t i o n , r a t h e r . 

17 MR. BERTOCCI: Thank you. That i s a l l I have. 

18 JUDGE FORDHAM: Ms. Burak. 

19 MS. BURAK: I have nothing. Your Honor. Thank you. 

20 JUDGE FORDHAM: Thank you. 

21 Do you have anything else? 

22 MR. CLEARFIELD: Yes, Your Honor. 

23 REDIRECT EXAMINATION 

24 BY MR. CLEARFIELD: 

25 Q. Ms. Bisgaier, i s a grantback of the $18 m i l l i o n 
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1 f o r three years d i f f e r e n t than a grantback of the $18 

2 m i l l i o n f o r one year i n your view? Or would S&P consider 

3 i t d i f f e r e n t l y ? 

4 A. No. I t would be, again, at the d i s c r e t i o n of 

5 the c i t y t o do t h a t and anything t h a t was d i s c r e t i o n a r y 

6 and not mandatory they would not take as a permanent 

7 s o l u t i o n . 

8 Q. Do you have any doubt a t a l l t h a t S&P would not 

9 accept t h a t as an acceptable s o l u t i o n t o PGW's current 

10 l i q u i d i t y problems? 

11 A. I have no doubt about t h a t . 

12 Q. You mentioned t h a t the S&P formula was 

13 d i f f e r e n t from the formula t h a t PGW u t i l i z e s t o c a l c u l a t e 

14 i t s bond coverages f o r i t s bond covenants because the S&P 

15 includes the grant of the c i t y fee. That i s not the only 

16 t h i n g t h a t S&P includes t h a t i s not included i n the 

17 c a l c u l a t i o n made by PGW, i s i t ? 

18 A. I thin'k what I said was t h a t S&P's was 

19 d i f f e r e n t than what the other r a t i n g agencies have 

20 expressed as how they do i t . I don't t h i n k I commented 

21 on versus how PGW d i d i t . Maybe I misunderstood the 

22 question and answered the wrong question. 

23 Q. A l l r i g h t . I may have misunderstood. 

24 You also mentioned t h a t BCB-3 included the $20 

25 m i l l i o n pay down f o r 2003. 
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1 A. That's c o r r e c t . 

2 Q. Do you have an opinion as t o why they include 

3 that? 

4 A. They include t h a t because they believe i t i s 

5 very important f o r PGW t o remove the commercial paper 

6 from t h e i r permanent c a p i t a l s t r u c t u r e and r e t u r n i t t o 

7 the status of being a cashflow f a c i l i t y t h a t would 

8 provide them w i t h l i q u i d i t y . So they t h i n k i t i s 

9 important t h a t i t be paid down and they have made i t 

10 q u i t e c l e a r and included i t i n t h e i r formula because they 

11 see t h a t as an important standard. 

12 Q. I n answer t o questions from, I be l i e v e , 

13 Ms. McCloskey you mentioned t h a t you had discussed 

14 several other f a c t o r s or p o s i t i v e steps t h a t PGW could 

15 take such as appointing permanent management and an 

16 aggressive c o l l e c t i o n s program. Standing alone would the 

17 company t a k i n g those steps prevent a downgrade i f the 

18 company's e q u i t y p o s i t i o n was not improved s u f f i c i e n t t o 

19 meet the S&P formula i n your opinion? 

20 A. I t would not prevent a downgrade. E i t h e r or 

21 both of those happening today, you know, would not change 

22 S&P's i n t e n t i o n . Right now they are concerned about the 

23 l i q u i d i t y cashflow p o s i t i o n of the company. Permanent 

24 management would c e r t a i n l y be viewed as a p o s i t i v e . They 

25 are hoping t h a t an aggressive c o l l e c t i o n s e f f o r t w i l l 
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1 begin on A p r i l 1st. But they are s t i l l w orried about the 

2 cashflows. 

3 Q. Are there any set of n o n - f i n a n c i a l steps t h a t 

4 the company could take t h a t would prevent the downgrade 

5 i n your view i f the l i q u i d i t y p o s i t i o n was not improved? 

6 A. I do not believe there are any. 

7 MR. CLEARFIELD: That i s a l l I have. 

8 JUDGE FORDHAM: Thank you. 

9 Does anyone else have anything? 

10 MR. GRAY: Just one follow-up. 

11 JUDGE FORDHAM: Go ahead. 

12 RECROSS-EXAMINATION 

13 BY MR. GRAY: 

14 Q. Just so we are c l e a r , Mr. C l e a r f i e l d asked you 

15 about the OCA p o s i t i o n , which i s the 18 m i l l i o n grantback 

16 f o r three years and 18 m i l l i o n of matching funds from the 

17 ratepayers. I t was your opinion t h a t t h a t would not 

18 s a t i s f y S&P, i s t h a t correct? 

19 A. That's c o r r e c t . 

20 Q. Have you put t h a t proposal i n f r o n t of them, 

21 though? 

22 A. No. 

23 MR. GRAY: Thank you. 

24 That's a l l I have. 

25 JUDGE FORDHAM: Ms. McCloskey, do you have a 
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question? 

MS. McCLOSKEY: No, Your Honor. That was my 

question. Thank you. 

JUDGE FORDHAM: Thank you. 

(Witness excused.) 

MR. CLEARFIELD: I move the admission, Your Honor 

-- or should we do t h a t a t the end of the presentation? 

JUDGE FORDHAM: We can do i t now. 

Are there any objections t o the admission of PGW 

ERP Statement 4, the testimony of Barbara Bisgaier? 

(No audible response.) 

JUDGE FORDHAM: Hearing none, i t i s admitted. 

MR. CLEARFIELD: And the accompanying e x h i b i t s . 

JUDGE FORDHAM: And the three e x h i b i t s t h a t 

accompany i t . 

(Whereupon, the documents were marked as PGW 

ERP Statement No. 4 and E x h i b i t s Nos. BCB-1, BCB-2 

and BCB-3 f o r i d e n t i f i c a t i o n , and were 

received i n evidence.) 

MR. CLEARFIELD: Your Honor, we would l i k e t o move 

to Mr. Bogdonavage at t h i s time. 

Whereupon, 

JOSEPH R. BOGDONAVAGE 

having been duly sworn, t e s t i f i e d as f o l l o w s : 

JUDGE FORDHAM: Would you s t a t e your name and your 
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1 business address f o r the record, please? And please 

2 s p e l l your l a s t name. 

3 THE WITNESS: The name i s Joseph R. Bogdonavage, 

4 800 West Montgomery Avenue, Phil a d e l p h i a , Pennsylvania, 

5 B-O-G-D-O-N-A-V-A-G-E. 

6 JUDGE FORDHAM: Thank you. 

7 You may proceed, Mr. C l e a r f i e l d . 

8 MR. CLEARFIELD: Thank you. Your Honor. 

9 Your Honor, Mr. Bogdonavage i s sponsoring PGW ERP 

10 Statement 2 and as you mentioned, two e x h i b i t s , JRB-1 and 

11 JRB-2. 

12 DIRECT EXAMINATION 

13 BY MR. CLEARFIELD: 

14 Q. Mr. Bogdonavage, do you have any co r r e c t i o n s or 

15 a d d i t i o n s t h a t you would l i k e t o make or p o i n t out? 

16 A. I would l i k e t o p o i n t out t h a t during the 

17 process of the discovery sessions we d i d f i n d a formula 

18 problem i n my JRB E x h i b i t 2 and we reissued, I t h i n k on 

19 March 15, a r e v i s i o n t o t h a t schedule which cleaned up 

2.0 the Standard & Poors c a l c u l a t i o n . I t was pointed out 

21 t h a t there was a formula d r i v e n mistake t h a t improperly 

22 used PGW funds a v a i l a b l e and not the c a l c u l a t i o n t h a t 

23 Standard & Poors had used and we r e c t i f i e d t h a t s i t u a t i o n 

24 by r e i s s u i n g JRB-2. 

25 MR. CLEARFIELD: The copy t h a t we have d i s t r i b u t e d . 
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1 Your Honor, has the JRB-2 corrected as of March 15 

2 included. 

3 JUDGE FORDHAM: .Okay. 

4 MR. CLEARFIELD: I would j u s t note t h a t 

5 Mr. Bogdonavage i s also sponsoring BRP Statement 1 i n 

6 Volume I I t h a t were s t i p u l a t e d i n t o the record. He i s 

7 r e s p o n s i b i l e f o r those, although there won't be any 

8 questions, I assume on those. 

9 And we have some short r e b u t t a l f o r 

10 Mr. Bogdonavage. 

11 BY MR. CLEARFIELD: 

12 Q. Mr. Bogdonavage, Mr. Lelash claims t h a t PGW's 

13 owner, the C i t y of Philadelphia, i s n ' t doing enough i n 

14 h i s opinion t o help PGW out of i t s present c r i s e s . Would 

15 you e x p l a i n your understanding of the f i n a n c i a l 

16 commitment the c i t y has already agreed t o make and what 

17 t h a t w i l l mean from a f i n a n c i a l standpoint? 

18 A. Yes, I w i l l . 

19 Working w i t h Janice Davis, the finance d i r e c t o r of 

20 the c i t y , j u s t going back a l i t t l e over a year, the c i t y 

21 stepped forward and made a $45 m i l l i o n working c a p i t a l 

22 loan i n t e r e s t f r e e t o PGW which c u r r e n t l y i s scheduled t o 

23 be repaid no l a t e r than January of 2003. We have asked 

24 the finance d i r e c t o r t o approach C i t y Council on an 

25 ordinance t o have t h a t deferred u n t i l August of 2003 t o 
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1 allow PGW more l i q u i d i t y during i t s process of the r a t e 

2 hearings t h a t we are c u r r e n t l y undergoing. 

3 The c i t y has also put on the t a b l e f o r earnings and 

A debt service coverage t h i s year as a backstop up t o $18 

5 m i l l i o n of the c i t y fee i f i n f a c t i t i s required f o r PGW 

6 t o meet i t s mandated coverage requirements. This was 

7 brought about by the e x t r a o r d i n a r i l y warm weather t h a t 

8 PGW has experienced i n t h i s c u r r e n t w i n t e r which i s 

9 approaching 25 percent warmer than normal, unprecedented 

10 i n PGW's service t e r r i t o r y . 

11 I n a d d i t i o n t o t h a t we are now proposing t o do a 

12 forward purchase agreement on PGW's r e s t r i c t e d accounts 

13 associated w i t h the bond proceeds and the s i n k i n g fund as 

IA a possible way of also p r o v i d i n g some l i q u i d i t y back i n t o 

15 the company t o o f f s e t the earnings s h o r t f a l l we have had 

16 as a r e s u l t of the warmer weather. 

17 I n my most recent p r o j e c t i o n s t h a t we have i t 

18 appears t h a t PGW w i l l be asking the c i t y — and again t h i s 

19 can change, i t ' s only a p r o j e c t i o n at t h i s time -- f o r 

20 about $8 m i l l i o n of the c i t y fee as a backstop t o meet 

21 earnings and debt service coverage. However, also 

22 included i n t h i s i s t h a t PGW p r e v a i l s on the $44 m i l l i o n 

23 base r a t e increase at t h i s time. 

24 Q. Mr. Bogdonavage, do you have an e x h i b i t t h a t 

25 shows those c a l c u l a t i o n s ? 
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1 A. Yes, I do. I have PGW Bogdonavage Rebuttal 

2 E x h i b i t 1. 

3 MR. CLEARFIELD: Your Honor, we have d i s t r i b u t e d 

4 t h a t t o the p a r t i e s p r i o r t o the beginning of the 

5 hearing. I have handed two copies t o the r e p o r t e r and t o 

6 Your Honor and I would ask t h a t i t be marked f o r 

7 i d e n t i f i c a t i o n . 

8 JUDGE FORDHAM: I t s h a l l be so marked. 

9 (Whereupon, the document was marked as PGW 

10 Bogdonavage Rebuttal E x h i b i t No. 1 f o r 

11 i d e n t i f i c a t i o n . ) 

12 A. Just f u r t h e r going through what the c i t y ' s 

13 commitment has been over the l a s t year, they also prepaid 

14 t h e i r gas b i l l f o r the period i n January of 2001 t o the 

15 tune of four or f i v e m i l l i o n d o l l a r s t o provide 

16 l i q u i d i t y . They have deferred the payment of the c i t y 

17 fee which i s due to be paid i n A p r i l of four-and-a-half 

18 m i l l i o n d o l l a r i n s t a l l m e n t s i n February, March, A p r i l and 

19 May of each year. They have allowed us to defer t h a t 

20 u n t i l June of the l a s t three f i s c a l years. 

21 I n a d d i t i o n t o t h a t PGW has also gotten the 

22 i n t e r e s t f r e e loan on the $45 m i l l i o n . This i s has 

23 allowed us to b e t t e r manage our commercial paper notes so 

24 t h a t we are p u t t i n g out i n t e r e s t laden money at t h i s time 

25 and using the c i t y loan as the working c a p i t a l loan as 
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1 needed during the f i s c a l year. 

2 I f I could, j u s t t o go through my r e b u t t a l e x h i b i t , 

3 JRB, the middle two columns on t h i s spreadsheet under the 

4 p r o j e c t e d income are the o r i g i n a l f i l i n g t h a t PGW had 

5 prepared i n i t s e x t r a o r d i n a r y p e t i t i o n . What I have 

6 included t o the l e f t of the current estimate i s our most 

7 recent estimate of where we expect to be f o r the current 

8 year, t a k i n g i n t o account some known f a c t o r s . And now 

9 t h a t we have s i x months of ac t u a l experience we also have 

10 a f u r t h e r d e t e r i o r a t i o n i n the weather conditions t h a t we 

11 have experienced i n t h i s current year. So i f I may j u s t 

12 walk down th a t schedule, PGW o r i g i n a l l y had expected 

13 about a $25 m i l l i o n margin loss as a r e s u l t of the 

14 weather during t h i s f i s c a l year. We are now looki n g at 

15 about a $32 m i l l i o n r eduction i n f i r m gas sales i n 

16 margin. 

17 I n a d d i t i o n t o t h a t , at the p o i n t i n time t h a t the 

18 schedule was prepared we were loo k i n g at about a $16.8 

19 m i l l i o n over-recovery on the gas cost r a t e t h a t i s 

20 c u r r e n t l y i n e f f e c t . On an accounting treatment of t h i s 

21 we would have t o match revenue and expenses so $16.8 

22 m i l l i o n w i l l be removed from revenues and set up as a 

23 l i a b i l i t y t o be r e t u r n t o ratepayers i n the prospective 

24 period. 

2l5 BY MR. CLEARFIELD: 
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1 Q. Mr. Bogdonavage, i s t h a t shown on your schedule 

2 as the $48.8 m i l l i o n ? 

3 A- That's c o r r e c t . 

4 In a d d i t i o n t o t h a t --

5 Q. The two items together? 

6 A. Yes. I t ' s the $32 m i l l i o n associated w i t h 

7 weather and the p r o j e c t i o n of $16.8 m i l l i o n i n the gas 

8 cost r a t e over-recovery. 

9 In a d d i t i o n t o t h a t I have now l i n e itemed the 

10 proposed base r a t e increase. I f the $44 m i l l i o n goes 

11 i n t o e f f e c t s h o r t l y t h e r e a f t e r the A p r i l 11 decision date 

12 PGW expects to b i l l somewhere around $8 m i l l i o n over the 

13 remaining p a r t of t h i s f i s c a l year. Your Honor, as you 

14 know, the bulk of PGW's sales occur during the winter 

15 process. Between A p r i l and August there are very l i t t l e 

16 f i r m volumes outstanding t o be b i l l e d . And t h a t r e s u l t s 

17 i n the $8 m i l l i o n only being b i l l e d from the A p r i l 

18 through August time span. 

19 I n a d d i t i o n to t h a t PGW does have some exposure on 

20 i t s bad debt expense. Pro j e c t i o n s t h a t we had i n i t i a l l y 

21 included f o r a reduction i n bad debt expense were 

22 associated w i t h r e c e i v i n g a s u b s t a n t i a l p o r t i o n of c r i s i s 

23 grants f o r our low income program. Last year PGW 

24 received almost $18 m i l l i o n i n grants f o r low income 

25 delinquent b i l l s through the c r i s i s program. We are 
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1 probably lo o k i n g at only about o n e - t h i r d of t h a t being 

2 received t h i s year. So there would be some pressure on 

3 our bad debt expense as a r e s u l t of t h a t . The drop i n 

4 n a t u r a l gas pr i c e s t h a t has occurred has also helped i n 

5 the bad debt expense but i n our low income customers We 

6 expect t h a t the loss of the c r i s i s grants w i l l more than 

7 o f f s e t the reduction i n bad debt t h a t could be pr o j e c t e d 

8 at year end as a r e s u l t of the lower gas p r i c e s . 

9 I n a d d i t i o n we have had ongoing discussion w i t h our 

10 a c t u a r i e s regarding PGW1s pension plan. We had a study 

11 performed i n May of 2001. At t h a t p o i n t i n time i t 

12 showed t h a t the a c t u a r i a l c o n t r i b u t i o n would be about two 

13 to two-and-a-half m i l l i o n d o l l a r s because at t h a t p o i n t 

14 i n time PGW's pension fund was overfunded and we were 

15 amortizing t h a t overfunding over a period of years. 

16 Subsequent t o the re p o r t being issued and also the events 

17 of 9/11 and the subsequent market decline PGW's p o s i t i o n 

18 now i s t h a t i t i s probably underfunded. So t h a t i n a 

19 worst case scenario r i g h t now our normal cost component, 

20 which would be those i n d i v i d u a l s t h a t have not been 

21 vested, i t looks l i k e i t would be around $6 m i l l i o n or 

22 about a three-and-a-half m i l l i o n d o l l a r or $4 m i l l i o n 

23 increase from what we had p r o j e c t e d e a r l i e r . 

24 I n a d d i t i o n t o t h a t what I have included i n my l i n e 

25 other income i s 27-and-a-half m i l l i o n d o l l a r s of 
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1 i n f u s i o n s by the owner, the C i t y of Phila d e l p h i a , which 

2 r e f l e c t two items, one being a $20 m i l l i o n forward 

3 purchase on our r e s t r i c t e d account which i s t a k i n g about 

4 a $60 m i l l i o n chunk of those proceeds and g e t t i n g the net 

5 present value of t h a t earnings stream over the next seven 

6 t o ten years and g r a n t i n g t h a t back t o PGW. 

7 I n a d d i t i o n t o t h a t we have --

8 Q. I s t h a t an one-time event? 

9 A. PGW c u r r e n t l y has a forward purchase agreement 

10 t h a t was done i n 1995 f o r about t h a t value of proceeds. 

11 That expires i n 2004. This would now be an a d d i t i o n t o 

12 t h a t t h a t we would take t h a t $60 m i l l i o n and get the net 

13 present value of t h a t earnings stream i n t h i s f i s c a l 

14 period, u n f o r t u n a t e l y t o the detriment of the earnings 

15 p o t e n t i a l i n the next seven t o ten years. So t h a t PGW at 

16 t h i s p o i n t i n time i s using t h a t $20 m i l l i o n as an o f f s e t 

17 of the l o s t margins of f i r m sales as a r e s u l t of the 

18 weather. 

19 I n a d d i t i o n , t o make PGW's mandatory debt coverage 

20 on the bonds, the 1975 and 1998 ordinance bonds, i t 

21 appears at t h i s p o i n t i n time -- and again t h i s i s 

22 p r o j e c t i o n at t h i s moment -- t h a t PGW w i l l r e q u i r e about 

23 a seven-and-a-half m i l l i o n d o l l a r i n f u s i o n from the c i t y 

24 as a grantback of the c i t y fee between now and August of 

25 2002. 
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1 Just moving t o the r i g h t side of the page, loo k i n g 

2 at the debt service coverage r a t i o s you w i l l n o t i c e on 

3 the 1998 senior debt t h a t PGW i s at the bare minimum of 

4 about 1.51 as we speak. Just going f u r t h e r down, which 

5 i s not p a r t of PGW's debt service c a l c u l a t i o n but as has 

6 been r e f e r r e d t o a l i t t l e e a r l i e r , the Standard & Poors 

7 f i x e d charge coverage r a t i o where they take the aggregate 

8 debt service of p r i n c i p a l and i n t e r e s t , include PGW's 

9 c i t y fee payment of $18 m i l l i o n and also include the 

10 mandatory reduction i n our commercial paper program from 

11 100 m i l l i o n down t o 80, or t h a t $20 m i l l i o n payment, and 

12 as a r e s u l t of the d e t e r i o r a t i o n t h i s year because of 

13 weather PGW's f i x e d r a t e coverage r a t i o on a l l of t h a t 

14 aggregate debt service i s .83 or s u b s t a n t i a l l y below what 

15 the Standard & Poors had purported t o be an investment 

16 grade grading, which would be i n the 1.2 t o 1.3 of f i x e d 

17 charges. 

18 Q. When you show the 1.51 i n the revised estimate 

19 does t h a t include the i n f u s i o n s from the c i t y t h a t you 

20 mentioned? 

21 A. Yes, i t does. As I pointed out e a r l i e r , we 

22 have 27-and-a-half m i l l i o n d o l l a r s of i n f u s i o n s — of 

23 funds. As I pointed out, i t was between the forward 

24 purchase agreement and also the grantback of the c i t y fee 

25 i n c o n j u c t i o n w i t h the r a t e increase t h a t was going t o be 
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1 b i l l e d subsequent to a decision by the Public U t i l i t y 

2 Commission. 

3 Q. Do you have an end of year cash balance e i t h e r 

4 w i t h or without the c i t y i n f u s i o n s t h a t t h i s analysis 

5 would produce? 

6 A. As pa r t of the o r i g i n a l e x h i b i t s t h a t were 

7 f i l e d , I t h i n k i t was JRB-1, we had a p r o j e c t i o n i f 

8 nothing was done. And looki n g at our r e c e i p t s and 

9 disbursements over the remaining s i x months, t h a t PGW 

10 would be i n about a $21 m i l l i o n negative p o s i t i o n . With 

11 the i n f u s i o n of t h i s 27-and-a-half m i l l i o n d o l l a r s and, 

12 again, assuming t h a t we improve our c o l l e c t i o n a c t i v i t y 

13 and also one of the t h i n g s t h a t has helped a l i t t l e b i t 

14 i s the reduction i n n a t u r a l gas p r i c e s t h a t PGW pays, we 

15 are looking at somewhere around a $7 m i l l i o n or $8 

16 m i l l i o n cash balance. Unfortunately a l l of the c i t y loan 

17 i s a n t i c i p a t e d t o be outstanding and the bulk of the 

18 commercial paper program w i l l be outstanding at year end. 

19 So t h a t even though we have $8 m i l l i o n of f u n g i b l e cash 

20 a t the end of the year we w i l l have outstanding almost 

21 $142 m i l l i o n of short-term debt. 

22 Q. Turning t o another subject, Mr. Bogdonavage, 

23 Mr. Lelash has t e s t i f i e d t h a t the Commission should grant 

24 a $18 m i l l i o n r a t e increase i n the form of a c a p i t a l 

25 surcharge and he has also suggested some mandatory 
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1 grantbacks of the c i t y fee to supplement t h a t . P u t t i n g 

2 aside the c i t y fee grantbacks f o r a moment have you 

3 c a l c u l a t e d what coverages using the S&P coverage formula 

A w i l l be produced on a f u l l y forecasted t e s t year basis, 

5 the same basis as i n JRB-2, on Mr. Lelash's 

6 recommendation? 

7 A. Yes. That would be the f a r r i g h t column of 

8 both the income statement and coverage. As you see, 

9 there i s a reduction from 44 m i l l i o n down t o 18. The 

10 only adjustments t h a t were made t o any of the a n c i l l a r y 

11 items t h a t might be r e f l e c t e d as a r e s u l t of the base 

12 r a t e increase reduction. They would be i n other 

13 revenues, bad debt expense and other income. As a r e s u l t 

14 of t h a t PGW would make i t s mandatory coverage of 1.5. 

15 However, i t would f a l l short. The f a r right-hand column 

16 at a very bottom, the f i x e d r a t e coverage r a t i o i n c l u d i n g 

17 a l l debt service, the c i t y fee and the $20 m i l l i o n tax 

18 exempt commercial paper repayment would produce about an 

19 1.08 coverage r a t i o . And to get back t o about an 1.25 we 

20 would need about 22 m i l l i o n d o l l a r s i n a d d i t i o n a l rates 

21 t o a t t a i n somewhere between the mid-ground of 1.2 and 1.3 

22 which Standard & Poors has said i s an investment grade 

23 r a t i n g . 

24 Q. Now, Mr. Bogdonavage, i f i n f a c t the Commission 

25 were t o order PGW to i n e f f e c t u t i l i z e the c i t y fee as an 
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1 i n f u s i o n of c a p i t a l t o produce the coverage r a t i o s t h a t 

2 S&P i s r e q u i r i n g r a t h e r than o b t a i n i t from revenues, 

3 does your experience from t h i s year provide an a d d i t i o n a l 

4 reason why t h a t would be inappropriate? 

5 A. Absolutely, because r i g h t now t h a t i s the only 

6 sa f e t y net the company has i n the way of b a c k f i l l i n g any 

7 l o s t margins as a r e s u l t of weather and other unforeseen 

8 events at the moment. I n a d d i t i o n t o t h a t , i n 

9 discussions w i t h the finance d i r e c t o r , Janice Davis, we 

10 have never been given any guarantees t h a t the c i t y fee i s 

11 a v a i l a b l e beyond t h i s year as an one-time event. 

12 Q. F i n a l l y , w i t h respect t o Mr. Lelash, he 

13 suggests at page s i x , I be l i e v e , t h a t -- I'm sorry. This 

14 i s the penultimate question w i t h respect t o Mr. Lelash. 

15 He mentions the $10.8 m i l l i o n GCR o v e r c o l l e c t i o n 

16 grantback t h a t the PUC very g r a c i o u s l y provided t o us i n 

17, January. Just t o make sure the record i s cl e a r , does 

18 your analysis e i t h e r on JRB-2 or your cashflow a n a l y s i s , 

19 do they include the p o s i t i v e e f f e c t s of t h a t grantback? 

20 A. F i r s t of a l l , the grantback or the use of the 

21 reserve account t h a t the PUC had allowed was $10.6 

22 m i l l i o n . That was associated w i t h the 2001 gas cost 

23 r a t e . On an accounting basis t h a t revenue stream or t h a t 

24 o v e r c o l l e c t i o n t h a t d i d not have t o be returned t o 

25 ratepayers was matched up against expenditures i n 2001 
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1 and so f o r an earnings p o t e n t i a l i t i s not a v a i l a b l e 

2 beyond 2001. 

3 However, i n JRB-2, my cashflow e x h i b i t f o r f i s c a l 

4 year 2002, we d i d incorporate i n t o our p r o j e c t i o n s of 

5 r e c e i p t s over the remaining p a r t of the year t h a t PGW 

6 would not be r e t u r n i n g t o ratepayers t h a t $10.6 m i l l i o n 

7 and was included as a p r o j e c t i o n of what was a v a i l a b l e as 

8 a r e s u l t of the PUC allowance of the reserve account t o 

9 be used t o meet the debt service payments t h a t were made 

10 i n January. So we have included t h a t i n my o v e r a l l 

11 assumption of $8 m i l l i o n of ending cash. 

12 Q. On page 33 of Mr. Lelash's testimony he 

13 suggests t h a t the present $100 m i l l i o n or so of 

14 short-term debt outstanding could be a t t r i b u t e d t o the 

15 c i t y t a k i n g i t s mandatory c i t y payments since 1996. Do 

16 you be l i e v e t h a t t h a t i s an accurate c h a r a c t e r i z a t i o n ? 

17 A. I do not. Over the l a s t f i v e f i s c a l years or 

18 f i v e heating seasons PGW has. experienced four 

19 s u b s t a n t i a l l y warmer than normal w i n t e r heating seasons. 

20 Going back t o 1998, t h a t year was about a 12 percent 

21 warmer than normal year, which r e s u l t e d i n about $17 

22 m i l l i o n of l o s t margins. I n 1999 we were about 15 

23 percent below or roughly about $20 m i l l i o n i n l o s t 

24 margin. 2000 was the t h i r d consecutive warmer than 

25 normal. That was about 13 percent warmer than normal. 
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1 That r e s u l t e d i n about an $18 m i l l i o n reduction i n our 

2 operating margins. The 2001 year was b a s i c a l l y normal so 

3 there was no necessary loss of margins. 

4 However, the 2002 f i s c a l p e r i o d , as I pointed out a 

5 l i t t l e e a r l i e r , was unprecedented i n i t s degree days and 

6 the r e l a t i v e warmth of the wi n t e r . We are look i n g a t 

7 r i g h t now about a 23 percent red u c t i o n i n degree days 

8 which would equate t o about $32 m i l l i o n i n l o s t operating 

9 margin. 

10 So over t h a t f i v e year horizon we are lo o k i n g at 85 

11 t o 90 m i l l i o n d o l l a r s i n l o s t margin which I t h i n k i s 

12 s u b s t a n t i a l l y the reason why PGW had t o r e l y upon i t s 

13 commercial paper program t o fund i t s l o s t margins, t o pay 

14 i t s ongoing l i a b i l i t i e s . 

15 Q. Have you prepared or had prepared an e x h i b i t 

16 showing the l o s t margin i n f i s c a l year 2002? 

17 A. I t h i n k t h a t was prepared, yes. 

18 MR. CLEARFIELD: Your Honor, i f I could have marked 

19 f o r i d e n t i f i c a t i o n PGW Bogdonavage Rebuttal E x h i b i t 2. 

20 JUDGE FORDHAM: I t s h a l l be so marked. 

21 (Whereupon, the document was marked as PGW 

22 Bogdonavage Rebuttal E x h i b i t No. 2 f o r 

23 i d e n t i f i c a t i o n . ) 

24 MR. CLEARFIELD: And copies have been d i s t r i b u t e d 

25 t o the p a r t i e s p r e v i o u s l y . 
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1 BY MR. CLEARFIELD: 

2 Q. Do you have t h a t , Mr. Bogdonavage? 

3 A. I don't have i t . 

4 (Document handed t o witness.) 

5 Q. Do you have a copy of t h a t e x h i b i t ? 

6 A. Yes, I do. 

7 Q. Would you please e x p l a i n what t h a t shows? 

8 A. B a s i c a l l y what we are t r y i n g t o accomplish here 

9 -- and we have done i t i n several d i f f e r e n t formats -- i s 

10 t o look at what a c t u a l temperatures have done t o PGW's 

11 p r o j ections f o r i t s n a t u r a l gas sales t o f i r m customers. 

12 What we are look i n g at at the moment i s about an 8.9 or 

13 roughly nine b i l l i o n cubic f o o t reduction i n n a t u r a l gas 

14 sales t o f i r m customers. And we equated t h a t t o the 

15 non-fuel component of PGW''s base r a t e s . This i s the 

16 operating margin t h a t PGW u t i l i z e s t o pay a l l of i t s 

17 operating and maintenance expenses and also t o service 

18 i t s debt service. And as a r e s u l t of t h a t c a l c u l a t i o n 

19 b a s i c a l l y the nine Bcf reduction i n f i r m sales equates 

20 out t o the l o s t margin t h a t I had p r e v i o u s l y discussed of 

21 about $32.4 m i l l i o n . 

22 This i s s u b s t a n t i a l l y higher than about a month ago 

23 when PGW had prepared i t s o r i g i n a l f i l i n g and e x h i b i t s , 

24 which at t h a t p o i n t i n time was about $25 m i l l i o n . So we 

25 have continued t o have an erosion i n l o s t margin as a 
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1 r e s u l t of the s u b s t a n t i a l l y warmer weather pat t e r n s t h a t 

2 we are experiencing. 

3 Q. Turning t o the OTS witness Mr. Deardorff and 

4 h i s recommendation, I believe he has recommended a $25 

5 m i l l i o n e x t r a o r d i n a r y r a t e r e l i e f based on h i s 

6 c a l c u l a t i o n of the coverages needed t o obt a i n an 1.25 

7 coverage using your JRB-2 w i t h some adjustment. Are you 

8 f a m i l i a r w i t h t h a t testimony? 

9 A. Yes. 

10 Q. He claims t h a t there were two e r r o r s t h a t you 

11 made i n your c a l c u l a t i o n t h a t j u s t i f y a reduc t i o n i n the 

12 r a t e r e l i e f . The f i r s t i s t h a t you f a i l e d t o add back 

13 c a p i t a l leases i n the c a l c u l a t i o n of the funds a v a i l a b l e 

14 t o pay these various o b l i g a t i o n s . Have you had an 

15 occasion t o review t h a t , your schedule and t h a t claim? 

16 A. Yes, I have. On what was handed out t o the 

17 p a r t i e s before the proceeding had s t a r t e d we d i d f i n d a 

18 mathematical formula d r i v e n mistake. That was corrected 

19 on JRB E x h i b i t 2 as pa r t of the the e x t r a o r d i n a r y r e l i e f 

20 p e t i t i o n . 

21 Where Standard & Poors u t i l i z e s t o t a l revenue 

22 streams less n a t u r a l gas and O&M expenses, being 

23 operating and maintenance expenses, gets a funds 

24 a v a i l a b l e and adds t o t h a t the c a p i t a l lease. And t h a t 

25 schedule has now been corrected, which now produces t h i s 
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1 $100.2 m i l l i o n net a v a i l a b l e t o service the aggregate 

2 debt service. 

•3 Q. Are you r e f e r r i n g t o a s p e c i f i c l i n e on JRB-2 

4 corrected? 

5 A. That 1s c o r r e c t . On the right-hand side of the 

6 page there i s a d e s c r i p t i o n i n the bottom right-hand 

7 corner, revised Standard & Poors f i x e d charge coverage 

8 r a t i o . Looking at the second column i n from the l e f t , 

9 t h a t was the o r i g i n a l p r o j e c t i o n . That i s where the 

10 mathematical mistake had occurred. We used the number of 

11 about 101 m i l l i o n . 

12 As a r e s u l t of t h i s r e v i s i o n t o the schedule we are 

13 now p u r p o r t i n g t o show t h a t t h i s i s how Standard & Poors 

14 had c a l c u l a t e d the fixed-charge coverage r a t i o and have 

15 f i x e d t h a t mathematical mistake. So t h a t the O f f i c e of 

16 T r i a l S t a f f ' s assumption t h a t PGW d i d not add back the 

17 lease has been corrected. So t h a t i s not something 

18 t h a t — 

19 Q. Would i t j u s t i f y a reduc t i o n i n our request by 

20 $5.9 m i l l i o n i n your view? 

21 A. Yes. 

22 Q. No. Does i t j u s t i f y a reduc t i o n i n our 

23 request? 

24 A. Not i n our request, but i t would add t o the OTS 

25 -- w e l l , I shouldn't say t h a t i t w i l l add to t h e i r 
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1 recommendation. But i t does need t o be adj usted t o take 

2 i n t o account t h a t PGW d i d not e r r by not adding back the 

3 5.9 m i l l i o n . 

4 Q. And the second adjustment t h a t Mr. Deardorff 

5 took issue w i t h was the bottom one, the add back of the 

6 $20 m i l l i o n TXCP, which i s tax-exempt commercial paper 

7 payments. Mr. Deardorff suggested t h a t r a t h e r than using 

8 the $20 m i l l i o n f i g u r e you show there t h a t an $11 m i l l i o n 

9 f i g u r e would be more appropriate. Do you r e c a l l t h at? 

10 A. Yes, I do. 

11 Q. Do you have a comment on th a t ? 

12 A. I t h i n k u n f o r t u n a t e l y there i s a l i t t l e b i t of 

13 confusion where the O f f i c e of T r i a l S t a f f was also 

14 loo k i n g a l i t t l e b i t forward i n t o the base r a t e 

15 proceeding. PGW f i l e d as part of the base r a t e 

16 proceeding a request f o r $60 m i l l i o n of rat e s . But PGW 

17 at the moment, and as has been acknowledged by S&P, i s 

18 mandated t o reduce i t s commercial paper program by only 

19 $20 m i l l i o n at t h i s p o i n t i n time. The OTS 

20 recommendation looked at what was happening i n the base 

21 r a t e case, the $60 m i l l i o n request, and i n t h a t case PGW 

22 i s look i n g f o r about a $31 m i l l i o n reduction i n i t s 

23 outstanding commercial paper program. That i s not p a r t 

24 of Standard & Poors p r o j e c t i o n s here. The only mandated 

25 red u c t i o n t h a t PGW i s under r i g h t now i s the c r e d i t 
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1 agreement t h a t i s i n place w i t h the bank now and t h a t 

2 c a l l s f o r a reduc t i o n of only $20 m i l l i o n . So the $11 

3 m i l l i o n i s a c t u a l l y i n a d d i t i o n t o the $20 m i l l i o n t h a t 

4 i t mandated. 

5 Q. Is t h a t the $31 m i l l i o n t h a t you referenced? 

6 A. That's c o r r e c t . 

7 Q. Would you f i n d t h a t precise number i n your base 

8 r a t e testimony. Volume I I ? 

9 A. Yes, you would. I t would be E x h i b i t A-3 and 

10 j u s t t o q u a l i f y the number 31, I t h i n k i t purports t o 

11 show 30. 

12 Q. So would not f i n d t h a t precise number? 

13 A. You would not f i n d $31 m i l l i o n p r e c i s e l y . The 

14 number t h a t we referenced was $31 m i l l i o n which i s an 

15 a d d i t i o n a l 10 over and above the mandated requirement as 

16 p a r t of the c r e d i t agreement. 

17 Q. Would i t be appropriate t o reduce our 

18 e x t r a o r d i n a r y r a t e r e l i e f request by the $9 m i l l i o n , the 

19 d i f f e r e n c e between the '$20 m i l l i o n t h a t you used and the 

20 $11 m i l l i o n t h a t Mr. Deardorff used? 

21 A. In my view i t i s i n a p p r o p r i a t e . 

22 Q. Is there a d i f f e r e n c e remaining between our 

23 p o s i t i o n of 44 and Mr. Deardorff's i f those two e r r o r s 

2 4 are corrected? 

25 A. I f those two e r r o r s are corrected we are 
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1 probably l o o k i n g at s t i l l a reduc t i o n f o r PGW of 44 w i t h 

2 you g e t t i n g close t o $40 m i l l i o n a l l t h i n g s else being 

3 equal. 

4 Q. Using JRB-2 as you understand i t ? 

5 A. That's c o r r e c t . 

6 MR. CLEARFIELD: That i s a l l I have, Your Honor. 

7 Mr. Bogdonavage i s a v a i l a b l e f o r cross. 

8 JUDGE FORDHAM: Mr. Simms. 

9 MR. SIMMS: Thank you, Your Honor. 

10 CROSS-EXAMINATION 

11 BY MR. SIMMS: 

12 Q. Let me r e f e r you t o your Rebuttal E x h i b i t 

13 No. 1. Do you have t h a t before you? 

14 A. Yes, I do. 

15 Q. Looking at the t h i r d column, i t shows the 

16 income statement at the company1s proposed $4 4 m i l l i o n 

17 increase, correct? 

18 A. I see t h a t . 

19 Q. And the t o t a l revenue number i s 638 m i l l i o n , 

20 correct? 

21 A. Not under the 4 4 -- yes, I see your number. 

22 Q. I s t h a t the weather normalized f i g u r e ? 

23 A. Yes, i t i s . That i s a f u l l y forecasted 4,555 

24 degree day heating season f o r PGW. 

25 Q. Staying w i t h your Rebuttal E x h i b i t No. 1, I 
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1 b e l i e v e i n your r e j o i n d e r you i n d i c a t e d t h a t you have not 

2 added back the c a p i t a l lease of 5.9 m i l l i o n f o r the 

3 c a l c u l a t i o n of the S&P f i l i n g charge coverage at the 

4 bottom of the page, correct? 

5 A. Yes. The o r i g i n a l e x h i b i t t h a t was prepared 

6 f o r the ex t r a o r d i n a r y r a t e p e t i t i o n d i d not have the 

7 $102.5 m i l l i o n , and t h a t has been corrected. 

8 Q. Now, when I look at the 1975 debt service 

9 coverage r a t i o f o r the t e s t year budget 2001-2002, you 

10 d i d n ' t appear t o add back the c a p i t a l lease f o r the 

11 c a p i t a l i z a t i o n of the 1975 debt ser v i c e , would t h a t be 

12 correct? 

13 MR. CLEARFIELD: I'm sorry. I got confused. Are 

14 we s t i l l l o o k i n g at --

15 MR. SIMMS: We are lo o k i n g at Rebuttal E x h i b i t 

16 No. 1. I'm under the column 44 m i l l i o n t e s t year budget, 

17 2001-2002. 

18 BY MR. SIMMS: 

19 Q. I f you come down under debt service c a l c u l a t i o n 

20 you see 1975 debt service coverage r a t i o . 

21 A. Yes. You are now t a l k i n g about PGW's mandatory 

22 debt service coverage c a l c u l a t i o n and the c a p i t a l lease 

23 does not get added back f o r t h a t purpose. The c a p i t a l 

24 lease was added back i n S&P's c a l c u l a t i o n , not i n the 

25 mandated coverage c a l c u l a t i o n t h a t i s prepared on an 
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1 annual basis t o a t t e s t t o the 1.5 coverage r a t i o . 

2 Q. Now, do you have before you PGW E x h i b i t A-3? 

3 A. Yes, I do. 

4 Q. In the base r a t e case. 

5 A. Yes. 

6 Q. And i f I look at the l a s t coluinn I see — do 

7 you see that? 

8 A. Yes, I do. 

9 Q. Line 14, added back lease cost, I see you added 

10 t h a t t h e r e . 

11 A. Correct. But i f ' you go above t h a t t o l i n e ten 

12 you see t h a t the same number was added as an expenditure. 

13 So the net e f f e c t of t h a t was to be n e u t r a l . So the $183 

14 m i l l i o n does not have the e f f e c t of the c a p i t a l lease on 

15 the coverage c a l c u l a t i o n . 

16 Q. Now, i n your r e j oinder testimony you i n d i c a t e d 

17 t h a t f o r lack of a b e t t e r word t h a t OTS was g u i l t y of 

18 look i n g forward, would t h a t be c o r r e c t , dealing w i t h the 

19 $11 m i l l i o n ? 

20 A. I t h i n k we were look i n g at two d i f f e r e n t 

21 scenarios. One was the JRB E x h i b i t 2 was prepared f o r 

22 the e x t r a o r d i n a r y r a t e p e t i t i o n which PGW had asked f o r 

23 $44 m i l l i o n and t h a t required a -- i n t h i s f i s c a l year 

24 PGW i s only mandated t o repay $20 m i l l i o n of i t s 

25 outstanding commercial paper. 
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1 I n the $60 m i l l i o n base r a t e case t h a t PGW i s 

2 f i l i n g there i s an a d d i t i o n a l expenditure l e v e l f o r some 

3 a d d i t i o n a l expenses, and i n a d d i t i o n t o t h a t as a r e s u l t 

4 of the $60 m i l l i o n we had earmarked a d d i t i o n a l monies t o 

5 be u t i l i z e d t o pay down the short-term commercial paper 

6 program. 

7 So i f you are l o o k i n g forward PGW i n i t s $60 

8 m i l l i o n r a t e increase proposal was going t o use some of 

9 those a d d i t i o n a l funds t o help lower the commercial paper 

10 program. 

11 Q. But you are not r e q u i r e d t o do so? 

12 A. That's c o r r e c t . 

13 Q. And your i n t e n t was t o do i t i n t h i s f i s c a l 

14 year"or i n the next f i s c a l year? 

15 A. This being a f u l l y forecasted t e s t year when 

16 rates would be i n place, PGW i s lo o k i n g forward t o doing 

17 t h a t i n 2003. 

18 Q. But no papers, no co n t r a c t , has been signed 

19 between PGW and lending i n s t i t u t i o n s to mandate t h a t 

20 a d d i t i o n a l money? 

21 A. That's c o r r e c t . 

22 Q. And S&P has not r e q u i r e d t h a t i n t h e i r 

23 a n a l y s i s , have they? 

24 A. Looking at the analysis t h a t was done by t h e i r 

25 analysts i t appears t h a t as a r e s u l t of looki n g at a 
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1 couple d i f f e r e n t documents, one being the Black & Veatch 

2 f e a s i b i l i t y study t h a t was prepared i n support of PGW's 

3 most recent bond sale i n June of t h i s past year, they 

4 were look i n g f o r i n t h a t r e p o r t a reduction i n i t s 

5 outstanding p o s i t i o n of commercial paper. So I t h i n k S&P 

6 had t h a t i n f o r m a t i o n a v a i l a b l e . 

7 I n a d d i t i o n t o t h a t they had a p r o j e c t i o n t h a t PGW 

8 had also f i l e d as part of i t s ongoing operating budget 

9 before the Philadelphia Gas Commission which included a 

10 f i v e year f o r e c a s t . That also showed t h a t w i t h PGW 

11 r e c e i v i n g the bulk of i t s requested at t h a t p o i n t i n time 

12 $65 m i l l i o n r a t e increase t h a t we would be able t o pay 

13 t h a t down. 

14 So I t h i n k Standard & Poors, not knowing f u l l w e l l 

15 what happened, I t h i n k t h a t they were aware t h a t PGW was 

16 going t o , as a r e s u l t of the r a t e increases being asked 

17 f o r , reduce the outstanding p o s i t i o n of i t s commercial 

18 paper. So I t h i n k they were aware of t h a t . 

19 Q. And t h a t i s f o r the base r a t e case and t h i s i s 

20 f o r e x t r a o r d i n a r y r e l i e f t h a t PGW i s seeking here? 

21 A. This proceeding i s f o r the e x t r a o r d i n a r y , 

22 c o r r e c t . 

23 MR. SIMMS: That concludes my cross-examination, 

24 Your Honor. 

25 JUDGE FORDHAM: Thank you. 
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1 Ms. McCloskey. 

2 MS. McCLOSKEY: Thank you, Your Honor. 

3 CROSS-EXAMINATION 

4 BY MS. McCLOSKEY: 

5 Q. Good morning, Mr. Bogdonavage. 

6 A. Good morning. 

7 Q. I n your o r a l r e b u t t a l you i n d i c a t e d t h a t you 

8 were expecting t o receive less of the c r i s i s grants from 

9 LIHEAP than you had received l a s t year? 

10 A. That's c o r r e c t . 

11 Q. To what do you a t t r i b u t e the reduction i n the 

12 LIHEAP c r i s i s grants? 

13 A. My in f o r m a t i o n i s t h a t the funding source from 

14 the s t a t e l e v e l w i l l not be anywhere near the amount t h a t 

15 was a v a i l a b l e l a s t f i s c a l year. As I pointed out, PGW 

16 had received about 25,000 to 30,000 a p p l i c a t i o n s which 

17 t o t a l e d almost $18 m i l l i o n of c r i s i s grants. Our 

18 i n f o r m a t i o n from the people t h a t work i n our low income 

19 program i s t h a t funding l e v e l at the moment i s not 

20 a v a i l a b l e at the statewide l e v e l . 

21 Q. But PGW has assisted the customers i n 

22 processing the same l e v e l of a p p l i c a t i o n s or about the 

23 same l e v e l of a p p l i c a t i o n s as l a s t year? I t ' s a funding. 

24 issue w i t h the s t a t e , i s t h a t correct? 

25 A. Well, I t h i n k the c r i s i s program requires a 
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1 s h u t o f f n o t i c e and as a r e s u l t of the moratorium t h a t i s 

2 i n place u n t i l the end of March PGW i s i n the process of 

3 g e t t i n g i t s b i l l i n g system up t o produce a l l of the 

4 necessary paperwork t h a t would be required. To answer 

5 your question, yes, we w i l l be a s s i s t i n g a l l p a r t i c i p a n t s 

6 t h a t received one l a s t year and, furthermore, i f 

7 a v a i l a b l e even more than t h a t . We are going t o contact 

8 as many low income p a r t i c i p a n t s t o make sure they apply 

9 f o r the c r i s i s grants. 

10 Q. Also i n your o r a l r e b u t t a l you i n d i c a t e d t h a t 

11 four of the past f i v e years have been s u b s t a n t i a l l y 

12 warmer than normal heating seasons. And t h a t takes us 

13 back t o 1998 or 1997? 

14 A. Yes. That takes us back t o 1998. 

15 Q. And d i d the company seek base r a t e r e l i e f 

16 through the Philadelphia Gas Commission i n 1998 or 1999? 

17 A. No, they d i d not. 

18 Q. Did the c i t y grant back any of i t s 18 m i l l i o n 

19 i n those f i v e years t o backstop PGW's loss of margin due 

20 t o the warm winters? 

21 A. They d i d not grant i t back but the finance 

22 d i r e c t o r at the time had made i t known t h a t the c i t y 

23 would step forward to fund any s h o r t f a l l i n earnings and 

24 r e s u l t i n g debt service requirements. 

25 Q. Now, i f you would t u r n t o your JRB Rebuttal 
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1 E x h i b i t 1, i n the f o u r t h column, the 18 m i l l i o n t e s t year 

2 budget 2001-2002. I f I understand c o r r e c t l y , t h i s i s 

3 your f u l l y forecasted t e s t year, i s t h a t correct? 

4 A. That i s c o r r e c t . 

5 Q. And where you show the 18 m i l l i o n proposed base 

6 r a t e increase, t h a t i s under the OCA's recommendation but 

7 i s only the amount to be provided by ratepayers, i s t h a t 

8 correct? 

9 A. That i s c o r r e c t . 

10 Q. You d i d not show the e f f e c t of the c i t y 

11 grantback i n t h a t column? 

12 A. That i s c o r r e c t . 

13 MS. McCLOSKEY: Thank you. Your Honor. That i s a l l 

14 I have. 

15 JUDGE FORDHAM: Thank you. 

16 Mr. Gray. 

17 MR. GRAY: Thank you, Your Honor. 

18 CROS S-EXAMINATION 

19 BY MR. GRAY: 

20 Q. Good morning. 

21 A. Good morning. 

22 Q. Staying r i g h t where Ms. McCloskey l e f t o f f i n 

23 t h a t Rebuttal E x h i b i t No. 1, you d i d not remove the $18 

24 m i l l i o n c i t y payment and Mr. C l e a r f i e l d asked you 

25 e s s e n t i a l l y why not. And you gave what I thought was 
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1 kind of an i n t e r e s t i n g answer. You said something about 

2 t h a t $18 m i l l i o n i s there t o b a c k f i l l . Now, are you 

3 using t h a t term b a c k f i l l -- I would say the word 

A backstop. I n other words, i s t h a t 18 m i l l i o n there as 

5 s o r t of an emergency source of funding of l a s t r e s o r t ? 

6 A. To answer your question, the reference to the 

7 $18 m i l l i o n as a backstop t h a t I r e f e r r e d t o i s t h a t we 

8 are aware r i g h t now t h a t Janice Davis as the finance 

9 d i r e c t o r of the c i t y i s prepared t o grant back whatever 

10 needs to be done t o assure t h a t PGW makes i t s mandatory 

11 coverage requirements. That would be i n , you know, the 

12 a c t u a l 2002 f i s c a l p eriod. I am not aware t h a t the c i t y 

13 has the wherewithal t o continue t o grant t h a t back on an 

14 ongoing basis. 

15 So my answer would be i f i n f a c t PGW needed t o 

16 receive the f u l l $18 m i l l i o n t o assure t h a t i t makes i t s 

17 mandated coverages, i t would not be a v a i l a b l e i n 

18 subsequent periods. So at t h i s p o i n t i n time once we 

19 have used up the $18 m i l l i o n i t ' s not a v a i l a b l e as a 

20 backstop against any vagaries of e i t h e r weather or 

21 unforeseen expenditures. 

22 Q. So your understanding i s t h a t the $18 m i l l i o n 

23 l e t me make sure I get t h i s c o r r e c t the $18 m i l l i o n 

24 i s an one-time option you might have at t h i s p o i n t , i s 

25 t h a t correct? 
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1 A. That i s the i n f o r m a t i o n t h a t we have received 

2 from Ms. Davis, c o r r e c t . 

3 Q. Do you know i f anyone i n PGW has approached 

4 Ms. Davis on the OCA proposal? 

5 A . I don't know t h a t anyone has been approached on 

6 the OCA proposal. I mean, there have been discussions 

7 w i t h Janice Davis on what can be done to backstop PGW but 

8 I don't know t h a t anybody has d i r e c t l y approached 

9 Ms. Davis on whether or not she could grant back $18 

10 m i l l i o n over m u l t i p l e years. 

11 MR. CLEARFIELD: Well, a c t u a l l y , she has r e b u t t a l 

12 testimony. Your Honor. 

13 JUDGE FORDHAM: Okay. 

14 MR. GRAY: That i s a l l I have. Thank you. Your 

15 Honor. 

16 JUDGE FORDHAM: Anyone else? Mr. Be r t o c c i . 

17 MR. BERTOCCI: Yes. 

18 CROSS-EXAMINATION 

19 BY MR. BERTOCCI: 

20 Q. Good morning. 

21 A. Good morning. 

22 Q. On the question of the 18 m i l l i o n , you were 

23 t a l k i n g about things t h a t the c i t y was prepared t o do and 

24 you mentioned the deferment of the $18 m i l l i o n . The 

25 payment are g e n e r a l l y due i n March, A p r i l , May and June. 
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1 The c i t y has agreed t o defer those payments u n t i l the end 

2 of June w i t h i n t e r e s t , though, i s n ' t t h a t r i g h t ? 

3 A. At the moment w i t h i n t e r e s t , c o r r e c t . 

4 Q. Has there been a request to the c i t y t o waive 

5 t h a t i n t e r e s t ? 

6 A. We w i l l make t h a t request of the c i t y , yes. 

7 Q. But i t has not been made up t o now? 

8 A. We have had discussions w i t h Ms. Davis and at 

9 t h i s p o i n t she i s not prepared t o grant t h a t back without 

10 i n t e r e s t . 

11 Q. And t h a t i s the sum of $200,000? 

12 A. Probably t h i s year a l i t t l e b i t less than t h a t 

13 because of i n t e r e s t r a t e s . 

14 Q. You mentioned t h a t the company was prepared t o 

15 request a deferment of the payback of the $45 m i l l i o n 

16 c i t y loan. Has t h a t l e g i s l a t i o n a c t u a l l y been f i l e d w i t h 

17 C i t y Council? 

18 A. No, i t has not. We are i n the process of 

19 preparing d r a f t r e s o l u t i o n s and ordinances t o be 

20 submitted to the c i t y a d m i n i s t r a t i o n . 

21 Q. Has the PFMC board•approved a r e s o l u t i o n at 

22 t h i s point? 

23 A. . I t i s my understanding I t h i n k t h a t the PFMC 

24 board has approved a r e s o l u t i o n asking t h a t the deferred 

25 c i t y loans be moved from January t o August of 2003. 
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25 

Q. You made mention of a p o t e n t i a l forward 

purchase agreement. 

A. Yes. 

Q. And a forward purchase agreement i s based, as I 

understand i t , on e s s e n t i a l l y the present value of the 

i n t e r e s t on the s i n k i n g fund reserve, i s t h a t r i g h t ? 

A 

Q 

reserve 

A 

Q 

Future i n t e r e s t , yes, over m u l t i p l e years. 

A n t i c i p a t e d i n t e r e s t on the s i n k i n g fund 

Correct. 

And the i n f u s i o n would be an i n f u s i o n of 

i n t e r e s t which i s backed up by ratepayer funds, i s n ' t 

t h a t true? 

A. To the extent t h a t the ratepayers pay PGW debt 

s e r v i c e , c o r r e c t , through r a t e s . 

Q. Aren't the ratepayers under the management 

agreement o b l i g a t e d t o pay debt service through rates? 

A. Absolutely. 

Q. P r i n c i p a l and i n t e r e s t ? 

A. Yes. 

MR. BERTOCCI: That i s a l l I have. Thank you very 

much. 

JUDGE FORDHAM: Anyone else? 

(No audible response.) 

JUDGE FORDHAM: Anything else, Mr. C l e a r f i e l d ? 
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1 MR. CLEARFIELD: Just one question. 

2 REDIRECT EXAMINATION 

3 BY MR. CLEARFIELD: 

4 Q. Mr. Bogdonavage, i f one were t o adjust your 

5 JRB-2 so t h a t you would show the e f f e c t of paying down 

6 the commercial paper not j u s t f o r the mandatory $ 102 

7 m i l l i o n but also the a d d i t i o n a l amount t h a t we have 

8 pr o j e c t e d i n the base r a t e case and we bel i e v e S&P i s 

9 r e q u i r i n g us t o do, what would the $20 m i l l i o n --

10 MR. SIMMS: Objection, Your Honor. I t ' s not on the 

11 record t h a t S&P i s r e q u i r i n g PGW t o pay down t h a t amount. 

12 I haven't seen i t . 

13 MR. CLEARFIELD: Well, i t ' s i n the schedule. 

14 BY MR. CLEARFIELD: 

15 Q. I s i t your view t h a t S&P i s look i n g t o PGW t o 

16 pay down the a d d i t i o n a l amount i n 2003? 

17 A. I t h i n k , you know, not speaking f o r Standard & 

18 Poors, they are aware t h a t PGW needs t o reduce i t s 

19 r e l i a n c e on the short-term commercial paper program and 

20 t o get back t o i t s o r i g i n a l use, which was t o be used as 

21 a working c a p i t a l loan and not as a semi-permanent p a r t 

22 of i t s c a p i t a l s t r u c t u r e . So I t h i n k S&P i s look i n g t o 

23 see t h a t as low as possible. 

24 Q. And i s there an i n d i c a t i o n on t h e i r worksheet, 

25 DCP-3, t o t h a t e f f e c t ? 
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1 A. I t appears t h a t i n 2003 they d i d use an 

2 a d d i t i o n a l $20 m i l l i o n reduction t o the outstanding 

3 commercial paper program. 

4 Q. Now, going back, i f we were going t o adjust 

5 JRB-2 t o r e f l e c t both the reduction from the current $100 

6 m i l l i o n l e v e l t o 69 m i l l i o n , I guess, the 20 m i l l i o n plus 

7 the 11 m i l l i o n we pro formaed i n the base r a t e case, what 

8 would t h a t number on the bottom of JRB-2 have t o look 

9 l i k e ? 

10 A. I s t h i s the r e b u t t a l e x h i b i t ? 

11 Q. No. This i s JRB-2 corrected, your schedule. 

12 You can use the r e b u t t a l e x h i b i t i f you want. 

13 A. Obviously i t would probably be below one. 

14 Probably about, I would say, .96 or .97. I t i s about an 

15 11 or 12 m i l l i o n d o l l a r reduction per t e n t h of a p o i n t . 

16 Q. So t o b r i n g our coverage back up t o the 1.25 

17 l e v e l i f we included t h a t a d d i t i o n a l adjustment, what 

18 would we have t o do? 

19 A. To b r i n g i t back t o an 1.25? We are probably 

20 loo k i n g at somewhere around about a $20 m i l l i o n increase. 

21 Q. Over and above the 44 we have asked for? 

22 A. That's c o r r e c t . 

23 MR. CLEARFIELD: That i s a l l I have. 

24 JUDGE FORDHAM: Anything f u r t h e r ? 

25 MS. McCLOSKEY: I do have one. 
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1 JUDGE FORDHAM: Ms. McCloskey. 

2 RECROSS-EXAMINATION 

3 BY MS. McCLOSKEY: 

4 Q. Mr. Bogdonavage, i f I understand t h i s 

5 c o r r e c t l y , the a d d i t i o n a l paydown would not be i n the 

6 f u l l y forecasted t e s t year of 2001-02. That i s the $20 

7 m i l l i o n . That would be i n the subsequent year. I 

8 believe t h a t i s how i t i s shown on BCB-3. I n 2003, i t 

9 would be i n t h a t year, i s t h a t correct? 

10 A. That's c o r r e c t . PGW had prepared the t e s t year 

11 t o be rep r e s e n t a t i v e , obviously, of the year when rates 

12 would be i n e f f e c t , being 2003. We are not mandated t o 

13 pay t h a t down i n 2002. 

14 Q. So when you responded t o Mr. C l e a r f i e l d you 

15 were a c t u a l l y assuming t h a t there would be approximately 

16 $40 m i l l i o n worth of paydown i n the 2001-2002 f u l l y 

17 forecasted year, not the $20 m i l l i o n t h a t i s required, i s 

18 t h a t correct? 

19 A. That's c o r r e c t . 

20 MS. McCLOSKEY: Thank you. 

21 JUDGE FORDHAM: Anyone else? 

22 FURTHER REDIRECT EXAMINATION 

23 BY MR. CLEARFIELD: 

24 Q. She said $40 m i l l i o n i n the l a s t question. I s 

25 t h a t 

COMMONWEALTH REPORTING COMPANY, INC. ' 
1 (800) 334-1063 



109 

1 A. Our understanding of the S&P c a l c u l a t i o n was 

2 the mandated 20 t h i s year i n 2002 and an a d d i t i o n a l 20 

3 the f o l l o w i n g year. 

4 MR. CLEARFIELD: I j u s t wanted to make sure the 

5 record was cl e a r . That's a l l I have. 

6 JUDGE FORDHAM: You may be excused from the stand. 

7 THE WITNESS: Thank you. 

8 (Witness excused.) 

9 MR. CLEARFIELD: Your Honor, may we move i n t o 

10 evidence Mr. Bogdonavage's statement and e x h i b i t i n the 

11 e x t r a o r d i n a r y r a t e r e l i e f proceeding? That i s ERP 

12 Statement 2 and JRB-1 and 2, and his Rebuttal E x h i b i t s 1 

13 and 2. 

14 JUDGE FORDHAM: Any objections? 

15 (No audible response.) 

16 JUDGE FORDHAM: Hearing none, the statement and the 

17 two e x h i b i t s t h a t were p r e f i l e d and the two r e b u t t a l 

18 e x h i b i t s are entered i n t o the record. 

19 (Whereupon, the documents were marked as PGW 

20 ERP Statement No. 2 and E x h i b i t s Nos. JRB-1 and 

21 JRB-2 f o r i d e n t i f i c a t i o n and were 

22 received i n evidence along w i t h p r e v i o u s l y marked 

23 Bogdonavage Rebuttal E x h i b i t s Nos. 1 and 2.) 

24 MR. CLEARFIELD: And I j u s t want t o make sure t h a t 

25 the m a t e r i a l t h a t we had i n the base r a t e proceeding t h a t 
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1 we have s t i p u l a t e d t o , we have s t i p u l a t e d t o i t s 

2 admission i n the record i n accordance w i t h t h a t 

3 s t i p u l a t i o n . 

4 JUDGE FORDHAM: That w i l l also be admitted. 

5 {Whereupon, the documents were marked as PGW BRP 

6 Statements Nos. 1 and 3 and Volume I I f o r 

7 i d e n t i f i c a t i o n , and were received i n evidence.) 

8 MR. CLEARFIELD: Would i t be a good time t o take a 

9 short break? 

10 JUDGE FORDHAM: I was going t o mention lunch. 

11 Because we are almost a t the 12 o'clock hour and we want 

12 t o be back by 1:30 to deal w i t h Ms. Davis. So what i s 

13 your pleasure w i t h respect t o lunch? 

14 MR. GRAY: Why don't we take a short lunch. Your 

15 Honor, so we can keep going. 

16 MR. CLEARFIELD: That's okay w i t h us. 

17 JUDGE FORDHAM: Since we have not had a break, why 

18 don't we take the lunch now. What do you c a l l short? A 

19 half-hour? F o r t y - f i v e minutes? 

20 MR. GRAY: A half-hour. 

21 MR. CLEARFIELD: Do a half-hour. 

22 JUDGE FORDHAM: We w i l l go back on the record at 

23 12:30. Thank you. 

24 (Whereupon, at 11:55 a.m., the hearing was 

25 adjourned, t o be reconvened at 12:30 p.m. t h i s same day.) 
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1 (12:35 p.m.. 

2 AFTERNOON SESSION 

3 JUDGE FORDHAM: We are back on record. 

4 We had a lunch break a f t e r the second witness and 

5 now we are prepared f o r the t h i r d witness from PGW. 

6 MR. CLEARFIELD: Mr. K r e l l e n s t e i n i s our t h i r d 

7 witness, Your Honor. 

8 Whereupon, 

9 GARY KRELLENSTEIN 

10 having been duly sworn, t e s t i f i e d as f o l l o w s : 

11 JUDGE FORDHAM: Would you st a t e your name and 

12 business address f o r the record, please? And please 

13 s p e l l your l a s t name. 

14 THE WITNESS: Gary K r e l l e n s t e i n , 

15 K-R-E-L-L-E-N-S-T-E-I-N. The business address i s 270 

16 Park Avenue, New York, New York 10017. 

17 JUDGE FORDHAM: Thank you. 

18 You may proceed, Mr. C l e a r f i e l d . 

19 MR. CLEARFIELD: Thank you, Your Honor. 

20 Mr. K r e l l e n s t e i n i s sponsoring PGW Statement 3. 

21 DIRECT EXAMINATION 

22 BY MR. CLEARFIELD: 

23 Q. Mr. K r e l l e n s t e i n , do you have any co r r e c t i o n s 

24 you would l i k e t o make t o Statement 3? 

25 A. No, I don't. 
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1 MR. CLEARFIELD: We have one question, one l i n e of 

2 questioning, on r e b u t t a l . 

3 BY MR. CLEARFIELD: 

4 Q. Mr. K r e l l e n s t e i n , have you reviewed the 

5 testimony of Mr. Lelash f o r the OCA? 

6 A . I have looked at i t . 

7 Q. And he has recommended t h a t i n order to prevent 

8 the S&P from downgrading PGW i t would be s u f f i c i e n t t o 

9 permit the company to charge a c a p i t a l surcharge of $18 

10 m i l l i o n f o r three years along w i t h the c i t y ' s mandatory 

11 grantback of the $18 m i l l i o n per year c i t y payment. Are 

12 you aware of t h a t recommendation? 

13 A. I am aware of t h a t , yes. 

14 Q. Do you have an opinion as t o whether t h i s plan 

15 would be s u f f i c i e n t t o prevent Standard & Poors from 

16 downgrading the company? 

17 A. In my opinion t h a t would not be s u f f i c i e n t f o r 

18 Standard & Poors t o avoid downgrading. 

19 Q. Have you had s p e c i f i c conversation w i t h S&P 

20 about these kinds of ways of avoiding a downgrade? 

21 A. Yes. I have t a l k e d t o both of the analysts. 

22 t h a t are on the r e p o r t t h a t was submitted e a r l i e r l a s t 

23 week and I spent several hours w i t h Jodi down i n A t l a n t a 

24 on Tuesday. 

25 Q. Jodi? 
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1 A. Hecht. 

2 Q. Jodi Hecht i s one of the analysts responsible 

3 f o r Standard & Poors? 

4 A. That's c o r r e c t . The p a r t i c u l a r proposal t h a t 

5 was presented there i s not the type of s o l u t i o n they are 

6 l o o k i n g f o r i n general. 

7 Q. Would you t e l l us why? 

8 A. As a general r u l e when there i s a problem of 

9 t h i s nature they are l o o k i n g f o r a s o l u t i o n t h a t w i l l ' 

10 come not from non-operating revenues or one shot deals 

11 but from ongoing business operations. That would mean 

12 they would be look i n g f o r something t h a t would probably 

13 be taken by the Public U t i l i t y Commission as a ra t e 

14 increase. I n the normal course of business they would 

15 c o l l e c t i t , not something they can j u s t count on f o r a 

16 short p e r i o d of time. 

17 I t i s a c t u a l l y not as m y s t i c a l as i t sounds. I 

18 know somebody here mentioned the black box, about how the 

19 r a t i n g process works. But i t i s a c t u a l l y f a i r l y w e l l 

20 defined how the r a t i n g process works. I t i s j u s t 

21 somewhat less numerical than people might be aware of. 

22 Q. At the present time do you believe i f they were 

23 going t o e r r on the side of being conservative or 

24 b a s i c a l l y p r o v i d i n g a d d i t i o n a l leeway t o PGW, which way 

25 would they tend and why? 
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1 A. The past year has been p a r t i c u l a r l y bad f o r 

2 r a t i n g agencies and inve s t o r s also. The r a t i n g agencies 

3 i n j u s t the past week have been taken t o task by Congress 

4 f o r t h e i r lax review of e n t i t i e s such as Enron and Global 

5 Crossing. I n the l a s t year they have seen a tremendous 

6 number of c r e d i t s being adversely impacted by the 

7 downturn i n the economy. They c l e a r l y have gone to a 

8 much more conservative bent i n the l a s t several months as 

9 has the investment community also. 

10 Q. And what would t h a t mean i n terms of t h e i r 

11 e v a l u a t i o n of PGW at the end of t h i s proceeding? 

12 A. While no r a t i n g i s absolute i n terms of what 

13 w i l l occur I would tend t o say t h a t they would give less 

14 credence t o any patchwork e f f o r t s put on by the 

15 Phil a d e l p h i a Gas Works and t h a t they r e a l l y want a 

16 s o l u t i o n , one t h a t they can understand i s encompassing 

17 and long-term i n nature, and they w i l l be less t o l e r a n t 

18 of something t h a t they might have accepted j u s t a year or 

19 two ago i n a b e t t e r economic environment where there was 

20 not such keen s c r u t i n y of t h e i r a c t i o n s . 

21 Q. And j u s t f o r c l a r i f i c a t i o n of the record, you 

22 were here when Ms. Bisgaier provided her r e b u t t a l 

23 testimony, were you not? 

24 A. Yes. 

25 Q. Do you r e c a l l t h a t she i n d i c a t e d t h a t i n the 
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1 course of her p r o f e s s i o n a l d u t i e s she had occasion t o 

2 r e g u l a r l y consult w i t h the r a t i n g agencies i n general and 

3 S&P i n p a r t i c u l a r ? 

4 A. Uh-huh. 

5 Q. Do you conduct the same kinds of c o n s u l t a t i o n 

6 w i t h S&P and the other r a t i n g agencies on a regul a r 

7 basis? 

8 A. I n an average month I probably see the r a t i n g 

9 agencies 10 or 15 times. I cover 400 d i f f e r e n t u t i l i t i e s 

10 and I am con s t a n t l y b r i n g i n g one of them or more t o the 

11 r a t i n g agencies or preparing them f o r meetings w i t h the 

12 r a t i n g agencies 

13 MR. CLEARFIELD: Thank you. 

14 That i s a l l I have on r e b u t t a l . Your Honor. 

15 JUDGE FORDHAM: Thank you. 

16 The only p a r t y t h a t i n d i c a t e d p r e v i o u s l y t h a t they 

17 wanted t o cross-examine the witness was Mr. Gray. 

18 MS. McCLOSKEY: Your Honor, I do have some cross on 

19 the o r a l r e b u t t a l we j u s t heard. But i f Mr. Gray wants 

20 t o go ahead, t h a t ' s f i n e . 

21 MR. GRAY: What i s your preference? 

22 MS. McCLOSKEY: Go ahead. 

2 3 MR. GRAY: Okay. 

24 

25 
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1 CROSS-EXAMINATION 

2 BY MR. GRAY: 

3 Q. Good afternoon, Mr. K r e l l e n s t e i n . 

4 A. Good afternoon. 

5 Q. Can I t u r n you t o page four of your testimony? 

6 A. Okay. 

7 Q. T a k e a l o o k a t l i n e s seven through nine. 

8 A. Okay. 

9 Q. You st a t e while no customer wants t o see rates 

10 increase i t seems clea r t h a t an emergency r a t e hike 

11 granted now would be the lowest cost o p t i o n f o r 

12 maintaining a f u n c t i o n a l gas u t i l i t y t h a t can adequately 

13 meet the needs of i t s customers. Do you see t h a t 

14 statement? 

15 A. Yes, I do. 

16 Q. I t seems cl e a r , you say. Let's look at t h a t 

17 phrase f i r s t . What various options have you explored or 

18 analyzed t o reach the conclusion t h a t i t seems clea r t h a t 

19 t h i s i s required' f o r maintaining a f u n c t i o n a l gas 

20 u t i l i t y ? 

21 A. I t has more been a matter of the experience 

22 t h a t I have w i t h other u t i l i t i e s t h a t have f a i l e d t o 

23 receive adequate r e l i e f and have been shut out of the 

24 market or have had supplies u n w i l l i n g t o d e l i v e r t o them 

25 without a guaranteeing t h i r d p a r t y . I have worked w i t h a 
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1 number of c r e d i t s , j u s t r e c e n t l y the American Energy 

2 Power Agency i n Nebraska which was buying i t s gas from 

3 Enron Gas Marketing and ran i n t o a s i g n i f i c a n t l i q u i d i t y 

4 problem there. I have spent a number of years working 

5 w i t h the Washington Public Power Supply System, which 

6 ended up d e f a u l t i n g and was cut out of the market f o r a 

7 per i o d of seven years. I have spent a number of years 

8 working w i t h the Massachusetts Municipal Wholesale 

9 E l e c t r i c Company, another e n t i t y where there has been an 

10 ongoing debate and again the market punished them by 

11 p l a c i n g them out of the investment c a p i t a l accumulation 

12 market and f o r c i n g them to pay cash on the b a r r e l head 

13 f o r purchases of e l e c t r i c i t y and f u e l o i l . 

14 The s i t u a t i o n t h a t you are having now, while not as 

15 draconian as those are, has the p o t e n t i a l t o t u r n t o t h a t 

16 t oo. I f you go below investment grade i n the current 

17 environment you w i l l be penalized s i g n i f i c a n t l y by the 

18 market. I t i s l i k e l y t h a t an S&P move w i l l also cause 

19 not only the investment community but the other r a t i n g 

20 agencies t o re-review t h e i r c u r r e n t r a t i n g s . A loss of 

21 t h e i r r a t i n g s would f u r t h e r compound the s i t u a t i o n . 

22 Suppliers of n a t u r a l gas might i n s i s t on e i t h e r 

23 e x o r b i t a n t p r i c e s or guarantees before they would d e l i v e r 

24 gas t o the u t i l i t y . And the bank syndicators, which we 

25 are the agent bank, some or a l l of them may not want t o 
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1 renew the f a c i l i t y i n t h a t l i g h t . 

2 You have t o be aware r i g h t we are experiencing what 

3 i s r e f e r r e d t o as a l i q u i d i t y c r i s i s . There i s f a r 

4 greater demand i n the f i n a n c i a l markets f o r f i n a n c i a l 

5 l i q u i d i t y from banks than there i s a c t u a l l y a v a i l a b l e . 

6 So i f we were t o not renew Phil a d e l p h i a Gas Works we 

7 would have no problem r e s e l l i n g t h a t f a c i l i t y t o other 

8 e n t i t i e s of a higher c r e d i t q u a l i t y . I t ' s not a concern 

9 t h a t we would lose money not renewing i t . 

10 They are an ongoing c l i e n t , one t h a t we are 

11 i n t e r e s t e d i n supporting t o the best t h a t we can, but 

12 also -- and I have to say I speak here now as an analyst 

13 and not as a member of JP Morgan — I f i n d t h a t i t would 

14 be f a r and away i n t h e i r best i n t e r e s t s t o f i x t h i n g s now 

15 before they go out of c o n t r o l and incur a manageable 

16 expense versus the p o t e n t i a l t h a t would occur i f 

17 downgrades and loss of l i q u i d i t y f a c i l i t y were t o occur. 

18 Q. Okay. So i f i t seems clea r t o you t h a t i t 

19 would be an e x c e l l e n t idea t o f i x t h i n g s now what other 

20 options have you considered or suggested to PGW t h a t they 

21 could pursue above and beyond or i n place of t h i s 

22 e x t r a o r d i n a r y r a t e r e l i e f ? 

23 A. I should perhaps step back and t a l k about the 

24 r a t i n g agencies and analysts. We don't a c t u a l l y 

25 recommend courses of a c t i o n as much as we w i l l evaluate 
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what i s presented t o us. We are not there t o be 

consultants. We are there t o analyze what i s brought t o 

us. 

I n t h i s p a r t i c u l a r case, i f they could get a 

sweetheart deal f o r gas at way below market p r i c e and 

keep the current rates t h a t would work f i n e . I f they 

could somehow guarantee t h a t they would s e l l a f a r l a r g e r 

number of u n i t s of gas than they d i d i n the current year 

t h a t would also work f i n e . Since n e i t h e r of those 

options seem t o be v i a b l e they are r e a l l y going t o have 

to count on the t r a d i t i o n a l method of recovering t h e i r 

costs through sales i n a means s u f f i c i e n t t o maintain 

f i n a n c i a l s t a b i l i t y and t o encourage in v e s t o r s and t h e i r 

s u p p l i e r s t o continue p r o v i d i n g them w i t h gas and c a p i t a l 

so they can go onward as an ongoing e n t i t y . 

Q. You mentioned two options t h e r e . What about, 

say, s i g n i f i c a n t l y reducing the bad debt expense t h a t PGW 

has? That i s 50 m i l l i o n plus r i g h t now. 

A. That has been a chronic problem. I t has to do 

more w i t h the socio-economics of the c i t y than anything 

else. Unless you can f i g u r e out a way to cure the 

poverty r a t e at a phenominally f a s t r a t e over the next 

few year i t i s an u n l i k e l y scenario t h a t t h a t would be 

a v a i l a b l e t o them. 

Q. So then when you say lowest cost o p t i o n , and 
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1 you have mentioned a few t h i n g s here, can you e x p l a i n t o 

2 me your a n a l y s i s f o r determining t h a t t h i s e x t r a o r d i n a r y 

3 r a t e r e l i e f i s the lowest cost option? 

4 A. I f they were to get j u s t an one-shot deal, and 

5 even three years i s considered an one-shot deal as a 

6 non-recurring revenue, t h a t probably would not be 

7 s u f f i c i e n t f o r them t o avoid a downgrade. The cost of 

8 g e t t i n g downgraded i n terms of a d d i t i o n a l i n t e r e s t costs, 

9 purchase costs, lack of i n v e s t o r a p p e t i t e f o r t h e i r 

10 bonds, would be so large as t o dwarf the r a t e increase 

11 they are l o o k i n g f o r r i g h t now. I can't t h i n k of any 

12 other mechanism short of the t r a d i t i o n a l r a t e increase 

13 based on my discussions w i t h the r a t i n g agencies over the 

14 years t h a t would s a t i s f y them a t ' t h i s p o i n t i n time. 

15 Q. One l a s t question, and t h i s might be somewhat 

16 redundant from what Mr. C l e a r f i e l d said but j u s t so I 

17 understand i t and we are on the same page here, when you 

18 t a l k about statements from S&P and what they are l o o k i n g 

19 f o r and the e x t r a o r d i n a r y r a t e r e l i e f they are l o o k i n g 

20 f o r , there i s no guarantee l i k e we have -- there i s no 

21 guarantee -- the PUC awards a l l 44 m i l l i o n t o the penny, 

22 there i s no guarantee they are not going t o downgrade the 

23 bonds anyway. 

24 A. There i s no guarantee but i t would be an 

25 extremely low p r o b a b i l i t y of t h a t , t h a t they would 
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1 downgrade them a f t e r g e t t i n g the f u l l r a t e increase they 

2 had requested and which they have e x p l i c i t l y s t a t e d i s 

3 what would be necessary. They t a l k about they w i l l 

A review whatever i s given i n terms of adequacy. Since I 

5 assume the mathematics have been done reasonably 

6 s t r a i g h t f o r w a r d and they have asked f o r an amount t h a t 

7 w i l l meet the c r i t e r i a mathematically t h a t S&P has put 

8 forward i t would be extremely hard f o r me to be l i e v e t h a t 

9 they would downgrade them i f they were t o get the f u l l 

10 r a t e r e l i e f requested. 

11 Q. Since you are obviously the expert and you say 

12 low p r o b a b i l i t y , can you e x p l a i n t o us laymen how you 

13 f i g u r e t h a t there i s a low p r o b a b i l i t y ? 

14 A. Just based on my experience i n the past, having 

15 worked w i t h a number of u t i l i t i e s over the past 20 years. 

16 I t i s extremely uncommon — I cannot a c t u a l l y t h i n k of a 

17 s i n g l e event -- where a u t i l i t y was downgraded because i t 

18 got the r a t e r e l i e f i t had sought. There were times when 

19 u t i l i t i e s have been downgraded c o i n c i d e n t l y i n time w i t h 

20 t h a t because other events had occurred, but not because 

21 they received a l l the r a t e r e l i e f they had requested. 

22 Q. Yet i t s t i l l remains a p o s s i b i l i t y ? 

23 A. Everything i s possible. I mean, I could not 

24 guarantee you 100 percent. But I suspect t h a t i f you 

25 were able t o get the people from the r a t i n g agencies here 
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1 on the witness stand they would t e l l you t h a t i t would be 

2 a very rare occurrence i n t h e i r h i s t o r y t h a t they would 

3 downgrade an e n t i t y a f t e r they got the r a t e r e l i e f they 

4 were attempting t o receive. 

5 MR. GRAY: Thank you, Your Honor. 

6 JUDGE FORDHAM: Ms. McCloskey. 

7 MS. McCLOSKEY: Thank you. Your Honor. 

8 CROSS-EXAMINATION 

9 BY MS. McCLOSKEY: 

10 Q. Mr. K r e l l e n s t e i n , you mentioned t h a t you work 

11 w i t h r a t i n g agencies on a regul a r occasion, p a r t i c u l a r l y 

12 i n regard t o u t i l i t y accounts, i s t h a t correct? 

13 A. That's c o r r e c t . 

14 Q. And i n your experience i s i t unusual f o r a 

15 u t i l i t y t h a t i s fa c i n g a severe l i q u i d i t y c r i s i s t o 

16 continue t o pay dividends t o i t s shareholders? 

17 A. I t i s not unusual but i t i s not the p r e f e r r e d 

18 mechanism. For an investor-owned u t i l i t y g e n e r a l l y they 

19 would cut the common stock and even the p r e f e r r e d 

20 dividend payments before they would force themselves i n a 

21 p o s i t i o n where they might d e f a u l t on t h e i r bonds. There 

22 have been times when we have seen companies t h a t have 

23 kept i t because they f e l t t h a t only by keeping t h a t were 

24 they supporting t h e i r stock p r i c e and as such they needed 

25 t h a t t o s e l l a d d i t i o n a l stock t o gain c a p i t a l . So i t i s 
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1 unusual. I t ' s not unheard of. 

2 I n the case of PGW, there i s no act u a l equity 

3 holders nor dividends paid t o any shareholder, so I am 

4 not sure of the pertinence of the question. 

5 Q. My question was general, j u s t i n your 

6 experience w i t h u t i l i t y accounts. 

7 You i n d i c a t e d t h a t you had conversations w i t h 

8 several r a t i n g analysts regarding Mr. Lelash 1s 

9 recommendation. 

10 A. No. That i s not verbatim c o r r e c t . I said I 

11 t a l k e d t o them regarding Philadelphia Gas Works and we 

12 t a l k e d g e n e r i c a l l y not j u s t i n t h i s u t i l i t y but i n many 

13 others about the use of one-shot patches versus ongoing 

14 revenue items. 

15 Q. I'm sorry. I may have misunderstood. So the 

16 record i s c l e a r , d i d you not s p e c i f i c a l l y ask them 

17 regarding Mr. Lelash's recommendation of a three year 

18 proposal t o remedy the commercial paper program? 

19 A. No. Based on the experience I have had w i t h 

20 them i n the past I d i d not f e e l i t was necessary to know 

21 what t h e i r response would be. 

22 Q. So you d i d not s p e c i f i c a l l y ask them regarding 

23 a three year program to reduce the commercial paper? 

24 A. That's c o r r e c t . 

25 Q. Would you agree w i t h me, though, t h a t i f the 
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1 commercial paper i s paid down PGW1s concerns regarding 

2 i t s l i q u i d i t y are reduced? 

3 A. I f the commercial paper i s used i n the c o r r e c t 

4 form. And most of i t f o r most companies i s not 

5 outstanding a l l the time and i s there t o be drawn on. 

6 When you say pay down, I don't know i f you r e f e r t o paid 

7 down but remain outstanding as a draw or paid down and 

8 remove the f a c i l i t y . 

9 Q. No. Paid down and then u t i l i z e d i n the 

10 appropriate fashion as you described. 

11 A. That would be expeditious f o r them i f they had 

12 s u f f i c i e n t cashflow f o r them t o do t h a t . We have seen i n 

13 reviewing them t h a t i t appears they do not have adequate 

14 cashflow and i n f a c t are not using t h i s c r e d i t f a c i l i t y 

15 the way i t i s t y p i c a l l y designed, which i s j u s t f o r 

16 seasonal f l u c t u a t i o n s revenue streams. Instead, they are 

17 using i t on an outstanding basis almost continuously 

18 because t h e i r l i q u i d i t y p o s i t i o n i s so weak. 

19 Q. Are you aware and have you made the r a t i n g 

20 analysts aware t h a t f o l l o w i n g the conclusion of t h i s 

21 e x t r a o r d i n a r y proceeding the company's general base r a t e 

22 case w i l l continue t o a r e s o l u t i o n ? 

23 A. I'm not sure I understand your question. I d i d 

24 t a l k t o Jodi and Aneesh and they are a l l aware t h a t there 

25 i s an e x t r a o r d i n a r y r a t e session going on r i g h t now. 
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1 Q. And are they aware t h a t f o l l o w i n g t h a t t h a t the 

2 general base r a t e case w i l l proceed? 

3 A. I d i d not ask them t h a t so I do not know the 

4 answer. 

5 Q. Are you aware t h a t the base r a t e increase t h a t 

6 was awarded t o Philadelphia Gas Works l a s t year by t h i s 

7 Commission was the f i r s t base r a t e increase t h a t i t had 

8 received since 1992? 

9 A. I was. 

10 MS. McCLOSKEY: Thank you. Your Honor. I have 

11 nothing f u r t h e r . 

12 JUDGE FORDHAM: Does anyone else have any questions 

13 of t h i s witness? 

14 (No audible response.) 

15 JUDGE FORDHAM: Mr. C l e a r f i e l d . 

16 MR. CLEARFIELD: May I have j u s t a moment. Your 

17 Honor? 

18 JUDGE FORDHAM: Yes. 

19 (Pause.) 

20 MR. CLEARFIELD: We don't have any r e d i r e c t , Your 

21 Honor. 

22 JUDGE FORDHAM: Thank you. 

23 Thank you, Mr. K r e l l e n s t e i n . 

24 THE WITNESS: Thank you. 

25 (Witness excused.) 
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1 JUDGE FORDHAM: Do you want t o admit t h i s 

2 statement? 

3 MR. CLEARFIELD: Yes, Your Honor. I would move f o r 

4 the admission of PGW ERP Statement No. 3. 

5 JUDGE FORDHAM: Any objection? 

6 (No audible response.) 

7 JUDGE FORDHAM: The statement i s admitted. 

8 MR. CLEARFIELD: Thank you. 

9 (Whereupon, the document was marked as PGW 

10 ERP Statement No. 3 f o r i d e n t i f i c a t i o n , and 

11 was received i n evidence.) 

12 MR. CLEARFIELD: Mr. Knudsen. 

13 Whereupon, 

14 THOMAS E. KNUDSEN 

15 having been duly sworn, t e s t i f i e d as f o l l o w s : 

16 JUDGE FORDHAM: Would you st a t e your name and 

17 business address f o r the record and please s p e l l your 

18 l a s t name? 

19 THE WITNESS: My name i s Thomas E. Knudsen, 

20 K-N-U-D-S-E-N. I am i n t e r i m c h i e f executive o f f i c e r o f ' 

21 Philadelphia Gas Works, i t 800 West Montgomery, 

22 Phi l a d e l p h i a , Pennsylvania. 

23 JUDGE FORDHAM: Thank you. 

24 You may proceed, Mr. C l e a r f i e l d . 

25 MR. CLEARFIELD: Thank you. Your Honor. 
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Mr. Knudsen i s sponsoring ERP Statement 1 and the 

accompanying E x h i b i t TEK-l. 

DIRECT EXAMINATION 

BY MR. CLEARFIELD: 

Q. Mr. Knudsen, do you have any a d d i t i o n s or 

co r r e c t i o n s t h a t you would l i k e t o make t o the statement 

or the e x h i b i t at t h i s time? 

A. I don't, no. 

MR. CLEARFIELD: We have a couple of short 

questions on r e b u t t a l , Your Honor. 

BY MR. CLEARFIELD: 

Q. Mr. Knudsen, i n Mr. Lelash's testimony, pages 

s i x and seven and again on pages 14 and 15, he says t h a t 

even w i t h a bond downgrading the company appears t o 

acknowledge t h a t i t could take p r o a c t i v e measures i n 

order t o respond t o the ensuing c r i s i s and continue t o 

operate and t h a t i t has not p r i o r i t i z e d i t s operating 

expenses and c o n s t r u c t i o n fund expenditures. Are you 

f a m i l i a r w i t h t h a t claim? 

A, Yes. 

Q. And then on page 14 and 15 he says t h a t f o r PGW 

to meet the se c t i o n 1308(e) c r i t e r i a i t would have t o 

have i t s bonds downgraded and then not respond t o the 

c r i s i s . I s he co r r e c t i n h i s c h a r a c t e r i z a t i o n s of what 

you t e s t i f i e d to? 
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1 A. I don't b e l i e v e so. I n f a c t , I t h i n k the 

2 opposite i s t r u e . The i m p l i c a t i o n i s t h a t we could take 

3 p r o a c t i v e steps t o avoid a 1308(e) -- the consequences of 

4 1308(e) a c t i o n — and t h a t i s j u s t not the case at a l l . 

5 Q- Have you had occasion t o describe or t o d e t a i l 

6 e x a c t l y how we would respond i f i n f a c t we are 

7 downgraded, or PGW i s downgraded? 

8 A. Yes. There were several responses t o 

9 in f o r m a t i o n requests t h a t were provided t h a t s p e c i f i c a l l y 

10 went t o t h i s p a r t i c u l a r t o p i c . 

11 MR. CLEARFIELD: Your Honor, I have handed t o the 

12 court r e p o r t e r two copies and to Your Honor answers t o 

13 three i n t e r r o g a t o r i e s t h a t t h a t were propounded upon PGW 

14 and to which we responded during the discovery phase. 

15 They are PGW's answers t o OTS-RS-1, OTS-RS-6 and OCA Set 

16 I I / No. 3. I would ask t h a t they be marked as Knudsen 

17 Rebuttal E x h i b i t No. 1 f o r i d e n t i f i c a t i o n . 

18 JUDGE FORDHAM: They s h a l l be so marked. 

19 (Whereupon, the documents were marked as PGW 

20 Knudsen Rebuttal E x h i b i t No. 1 f o r 

21 i d e n t i f i c a t i o n . ) 

22 BY MR. CLEARFIELD: 

23 Q. Mr. Knudsen, do you have before you what we 

24 have marked as Knudsen Rebuttal E x h i b i t 1? 

25 A. I do. 
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1 Q. Using t h a t would you ex p l a i n how PGW has 

2 i d e n t i f i e d the steps i t would take and the consequences 

3 of a downgrade? 

4 A. Yes. I t h i n k there are -- i f we s t a r t w i t h OCA 

5 Set I I - 3 , which i s the l a s t of the responses. I t i s the 

6 l a s t three pages of the handout. Were we t o be 

7 downgraded then i t seems to me t h a t the issues of 1308(e) 

8 kic k i n . I n other words, we have then t o lay o f f , we 

9 then compromise our service and so f o r t h . 

10 I want to be very cle a r w i t h the Court and the 

11 p a r t i e s as t o where we go w i t h t h i s . And t h a t i s , and 

12 look i n g at OCA Set I I - 3 , i f we are downgraded there i s no 

13 s p e c i f i c end of the problem. We don't know what t h a t 

14 workout u l t i m a t e l y would be. But f o r planning purposes 

15 what I have said t o management i s t h a t we have t o 

16 i d e n t i f y or put together a re'source of about $100 

17 m i l l i o n --

18 Q. I s t h a t annually or one time? 

19 A. This would be one time. As I said, l o o k i n g 

20 forward t o — I t h i n k my quotat i o n i s here t o operate PGW 

21 as long as possible u n t i l some s o l u t i o n of undetermined 

22 o r i g i n presents i t s e l f . In other words, once we s t a r t 

23 down t h i s t r a c k I don't know what the answer i s . But i n 

24 order t o keep the company a c t i v e and moving forward f o r 

25 as long as possible f o r the greatest number of customers, 
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1 we have t o have some resources. 

2 I have t a l k e d w i t h Ms. Davis and i t i s very c l e a r 

3 t h a t we have t o be f i r s t i n developing t h i s program of an 

4 a b i l i t y t o sustain the company and then the c i t y w i l l 

5 presumably step i n on some basis. We are not cle a r yet 

6 because the resources are not there at the c i t y e i t h e r . 

7 This 100 m i l l i o n has several components to i t . 

8 F i r s t of a l l , we have about $40 m i l l i o n t o $45 m i l l i o n i n 

9 the c o n s t r u c t i o n fund r i g h t now. I got a problem because 

10 as there was e a r l i e r discussion we have already borrowed 

11 s u b s t a n t i a l l y against the c o n s t r u c t i o n fund. So by 

12 August under any circumstances we have t o e i t h e r spend up 

13 t o the $53 m i l l i o n t h a t we have borrowed or we have t o 

14 f i n d the resources t o put back i n t o the c o n s t r u c t i o n 

15 fund. So t h a t represent a f a i r l y major problem f o r 

16 management at the outset. 

17 But assuming we have t h a t $40 m i l l i o n t o $45 

18 m i l l i o n a v a i l a b l e t o us, then you s t a r t t o look at what 

19 has t o happen because we must preserve the a b i l i t y t o 

20 finance the company. And to do t h a t we must be able t o 

21 service the debt. And t o do t h a t we must meet debt 

22 service requirements i n the summer and then going i n t o 

23 January. 

24 So look i n g on page two there were a number of 

25 actions t h a t are e s s e n t i a l l y summari zed i n subj ect p o i n t 
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1 ( e ) , which i s t h a t we would immediately seek t o l a y o f f 

2 400 t o 500 people. And I want t o come back t o the 

3 p r i o r i t i z a t i o n of t h i s because I ; t h i n k Mr. Lelash d i d not 

4 understand what my i n t e n t i o n was here. We would look t o 

5 save 24 t o 30 m i l l i o n d o l l a r s through l a y o f f s . That i s 

6 o f f s e t by the f a c t t h a t we are s e l f - i n s u r i n g on 

7 unemployment. And then t r y t o f i n d an a d d i t i o n a l f i v e t o 

8 ten m i l l i o n d o l l a r s beyond t h a t which we have already 

9 committed t o i n the operating s t a t e . So t h a t we put a 

10 fund there of about $30 m i l l i o n or so together. 

11 So t h a t i s 40 t o 45 plus another 30. And then we 

12 have already committed t o reduce receivables by 20 w i t h 

13 r e a l l y e x t r a o r d i n a r y e f f o r t s , and I w i l l come back t o 

14 t h a t i n a second. We would hope t o increase the fund by 

15 another $20 m i l l i o n of e s s e n t i a l l y g e t t i n g funds from our 

16 customers who owe us the funds and have not paid yet. 

17 So t h a t i s e s s e n t i a l l y the i n t e n t of OCA Set I I - 3 . 

18 Q. You said there i s $100 m i l l i o n . Your answer 

19 i n d i c a t e s t h a t there i s about 35 t o 40 m i l l i o n of annual 

20 c o n s t r u c t i o n t h a t you must do. So i n t h a t respect i s 

21 t h a t an one-time or i s t h a t an annual? 

22 A. Well, t h a t i s an annual requirement. But as I 

23 say, we need t o do t h a t because we need t o keep the 

24 system safe. But the c o n s t r u c t i o n budgets f o r the next 

25 few years are i n the high 50 1s and low 60's. We simply 
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1 would not be able to spend t h a t money. To the extent 

2 t h a t the system were at r i s k we would have to apply t h a t 

3 35 t o 40 m i l l i o n t o the most severe problems t h a t would 

4 represent a t h r e a t t o the system. 

5 I f we then t u r n t o OCA • I'm sorry RS-6, which 

6 i s the second, t h i s was r e a l l y the sequence, t h i s was the 

7 p r i o r i t i z a t i o n of the program. And I t h i n k Mr. Lelash a t 

8 18 and 19 suggests t h a t we have not p r i o r i t i z e d our 

9 operating expenses and c o n s t r u c t i o n budgets. I hope t h a t 

10 t h i s might put some of t h a t concern t o bed. 

11 We are i n f a c t seeking a d e f e r r a l on the c i t y loan. 

12 That i s f i r s t . Immediately he would we would stop what I 

13 c a l l non-essential spending. I f we are downgraded we 

14 then have t o s t r i p the company of any extraneous spending 

15 t h a t does not do one of three t h i n g s : i t doesn't get gas 

16 through the pipe, i t doesn't address b i l l i n g , i t doesn't 

17 address c o l l e c t i o n . Anything else t h a t the company does, 

18 c o n s u l t i n g , p r o t e c t i o n of systems, anything else has t o 

19 go by the board. We have t o p u l l t h i s $35 m i l l i o n t o $40 

20 m i l l i o n out of the operation and we only have about $100 

21 m i l l i o n of d i s c r e t i o n a r y spending i n the budget t h a t we 

22 have of approximately $500 m i l l i o n t o $550 m i l l i o n a 

23 year. 

24 We would deplete the gas storage inv e n t o r y , which 

25 we have already done t o the extent t h a t we .can t h i s year. 
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1 And then, (d) i n f a c t , I have already had t h i s l e t t e r 

2 d r a f t e d and we are deciding how t o handle i t from a l e g a l 

3 perspective, and t h a t i s request to Commission to invoke 

4 the r e g u l a t o r y exemption clause i n the c o l l e c t i v e 

5 bargaining agreement. I n order t o lay people o f f I must 

6 have the PUC step forward and say t h i s i s allowed, t h i s 

7 i s an appropriate a c t i o n at t h i s time. 

8 Q. To l a y a l l people o f f ? 

9 A. To l a y o f f the four or f i v e hundred people I 

10 r e f e r r e d t o . 

11 Q. Do you need t o have PUC approval f o r any 

12 l a y o f f s ? 

13 A. Not f o r any l a y o f f s but f o r the e x t r a o r d i n a r y 

14 l e v e l t h a t we would r e q u i r e here. We have the a b i l i t y t o 

15 l a y o f f amongst the non-union or unrepresented groups, 

16 which we have about 325 employees. And we have another 

17 75 employees who we h i r e d a f t e r 1998 and they f i t i n t o a 

18 s p e c i a l category. So amongst those two groups we could 

19 begin t o lay o f f . But t o lay o f f amongst the union ranks 

20 we would need t h i s s p e c i a l permission. Thank you, 

21 Mr. C l e a r f i e l d . 

22 We would then ask the Commission also t o allow us 

23 t o suspend, a l t e r , t a r i f f r u l e s t h a t would allow us t o go 

24 a f t e r our customers more aggressively and get t h i s 

25 a d d i t i o n a l $20 m i l l i o n of which I was speaking and 
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1 committing t o . 

2 As I said i n the i n t r o d u c t i o n t o t h i s answer, t h i s . 

3 i s not ne c e s s a r i l y a p r i o r i t y but we would c e r t a i n l y be 

4 implementing our change i n c o l l e c t i o n p r a c t i c e s , the 

5 program being i n place. A l l systems development and 

6 sp e c i a l i n i t i a t i v e s would be suspended, d e r e g u l a t i o n , 

7 BCCS m o d i f i c a t i o n s , cost reduction i n i t i a t i v e and so 

8 f o r t h . They would a l l go by the board. 

9 We would suspend the e f f o r t s the f i l e the 

10 r e s t r u c t u r i n g proceeding. We simply would not have the 

11 resources to do t h a t , nor could we undertake i t i n a 

12 t i m e l y way given those circumstances. 

13 We would then l a y o f f or fur l o u g h the necessary 

14 personnel and redispatch the remaining personnel 

15 according to the plan, and then I give a l i s t of how we 

16 would do t h a t . 

17 We would of course e l i m i n a t e non-payroll spending. 

18 We would cancel a l l c ontracts i f we can invoke a force 

19 majuer. And then l a s t l y , and t h i s goes t o Mr. Lelash's 

20 p o i n t on the c a p i t a l fund expenditures, we would set and 

21 have set a p r i o r i t y of replacements, of r e p a i r s of the 

22 system. Where there are breaks or leaks those would come 

23 f i r s t . We would probably have t o f i n i s h what i s l e f t of 

24 the LNG refurbishment. That w i l l not take a l o t more 

25 money but what i t do i s i t w i l l not permit us t o do phase 
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two. So we w i l l have a kind of combination system of the 

p a r t i a l l y r e f u r b i s h e d LNG but we would s t i l l have the o l d 

system needed at p a r t i c u l a r times of the year. 

So t o t h a t p o i n t I t h i n k we have given a great deal 

of thought t o what has t o happen and I w i l l t e l l you very 

candidly i t scares me. 

Q. Would there be degradations of customer service 

as a r e s u l t of t h i s response, and i f so have you d e t a i l e d 

them? 

A. That i s the response t o RS-1. 

Q. Okay. 

A. Again, what does one maintain or not maintain 

i n t h i s s i t u a t i o n ? Again, we don't have the money t o 

operate. We must preserve the a b i l i t y t o j u s t d e l i v e r 

gas, b i l l and c o l l e c t . So what goes by the boards? 

Well, p a r t s and labor and the appliance r e p a i r i s very 

c l e a r . The c a l l center, we w i l l have t o s u b s t a n t i a l l y 

modify the operations there. D i s t r i c t o f f i c e s are gone. 

C o l l e c t i o n o f f i c e s , we would s h i f t whatever resources we 

could and focus on the c o l l e c t i o n e f f o r t i n order t o get 

the money i n t o the company i n an appropriate timeframe. 

A l l of t h i s s t u f f w i t h the PUC, the dispute r e s o l u t i o n 

and the customer response u n i t s , I don't know how we 

could su s t a i n those. The low income outreach programs at 

lea s t f o r the time being are behind us so tha t would be a 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



136 

1 problem i n the f a l l although we very w e l l might not have 

2 the resources t o do t h a t , although t h a t i s an important 

3 issue and a c o l l e c t i o n - r e l a t e d f u n c t i o n . I don't know 

A what we would do w i t h new customer service l i n e 

5 i n s t a l l a t i o n s . We would have t o look at t h a t but we 

6 would probably suspend a l l non-safety-related 

7 c o n s t r u c t i o n i n c l u d i n g new hookups. The r e s t r u c t u r i n g 

8 would be gone. The PMO would be gone. PMO i s i n t e g r a l 

9 both t o f u r t h e r p e r f e c t i n g the BCCS as w e l l as 

10 implementation of the choice act. I don't see how we 

11 s u s t a i n t h a t . 

12 Q. S h i f t i n g from t h a t t o another statement 

13 Mr. Lelash made and j u s t i n summary, Mr. Lelash says t h a t 

14 PGW should reevaluate i t s operations and determine what 

15 could be deferred without harming r e l i a b i l i t y and 

16 customer service and t o take other steps even i f the 

17 company i s not downgraded, and t h a t i s i n essence t o 

18 prepare t o reduce any unnecessary spending. Has the 

19 company taken those steps? 

20 A. Your reference? 

21 Q. Page 33 and 34, Mr. Knudsen. 

22 A. Well, I t h i n k the issue here i s -- to answer 

23 t h a t question I t h i n k we have t o look at what has been 

24 done. The p r i o r i t i z a t i o n of everything t h a t we have done 

25 thus f a r has been d i r e c t e d almost e x c l u s i v e l y t o customer 
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1 service t o date. We have perf e c t e d the computer system. 

2 We have completely overhauled customer service 

3 d e l i v e r i e s . Customer access, i n case Your Honor i s not 

4 aware, i s now above the s t a t e standard t h a t i s assigned 

5 t o u s . That piece of i t i s , I t h i n k , w e l l designed and 

6 working w e l l and I t h i n k i s as e f f i c i e n t as we can 

7 . pos s i b l y make i t given the workload t h a t we have. And i n 

8 f a c t we w i l l be l a t e r on reducing the number of people i n 

9 customer service because we don't need as many people" 

10 because of the progress we have made. 

11 That being said, we have then swung the pendulum a 

12 l i t t l e b i t f u r t h e r along and we picked up f i e l d services. 

13 We have had an evaluation done of the p a r t s and labor and 

14 appliance r e p a i r programs and we are look i n g t o e l i m i n a t e 

15 25 p o s i t i o n s , or more accurately s h i f t i n g those 25 

16 p o s i t i o n s t o work t h a t the PUC i s going t o re q u i r e of us. 

17 I t i s s o r t of a saved expense but now we have t o incur a 

18 new expense i n order t o comply w i t h the PUC mandates. 

19 And then t h i r d l y we are now looki n g a t a t o t a l 

20 overhaul of the d i s t r i b u t i o n f u n c t i o n . That has three 

21 elements. I t has the f i e l d services, which i s now i n 

22 d i s t r i b u t i o n . I t has the t r a d i t i o n a l d i s t r i b u t i o n work 

23 of l a y i n g pipe and services i n the f i e l d . And then the 

24 t h i r d p a r t of t h a t department i s , or the t h i r d element of 

25 t h a t department, i s the gas processing, our LNG f u n c t i o n . 
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1 We have p r e s e n t l y under way I would say 15 or 20 separate 

2 a c t i v i t i e s designed t o r e s t r u c t u r e t h a t area of the 

3 business completely. Obviously some of t h a t would have 

4 t o be discontinued under these p o t e n t i a l changes. But we 

5 have reevaluated. We are determining what i s 

6 appropriate. We are c u t t i n g costs. We are s u b s t a n t i a l l y 

7 down on the number of people t h a t were forecast f o r t h i s 

8 year. A l l of these t h i n g s we are doing i n the 

9 appropriate way t o reach the goal of safe and r e l i a b l e 

10 service at the lowest possible p r i c e t o customers. 

11 Q. Have you taken s p e c i f i c steps i n l i g h t of t h i s 

12 emergency t o reevaluate and t r y t o determine where we can 

13 cut costs and save money? 

14 A. Right. I n the response t o , I t h i n k , RS-7 we 

15 i d e n t i f i e d about a m i l l i o n d o l l a r s of immediate a c t i o n we 

16 took when t h i s problem s t a r t e d two or three weeks ago, 

17 which i s outside of the s o r t of core mission 

18 requirements. We are not h i r i n g . We are c u t t i n g costs. 

19 We are suspending payments on — or suspending a c t i v i t i e s 

20 t h a t would lead t o a d d i t i o n a l outlays of any s o r t . We 

21 have i d e n t i f i e d one m i l l i o n d o l l a r s of p o t e n t i a l savings 

22 i n the short-term. 

23 Q. And w i t h respect t o the items t h a t Mr. Lelash 

24 characterizes as cashflow-related i n i t i a t i v e s t h a t he 

25 shows on page 35, can you comment b r i e f l y as t o whether 
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1 we have undertaken those steps? 

2 A. Yes. The gas storage management, we have moved 

3 t o e s s e n t i a l l y u t i l i z e our i n v e n t o r i e s i n a manner t h a t 

4 might not be completely economic but which generate cash 

5 f o r us. So we have already s t a r t e d t o look at t h a t 

6 problem s e r i o u s l y and took some a c t i o n on t h a t . 

7 I f I understand p o i n t two, u t i l i z a t i o n of asset 

8 management agreements, I t h i n k Mr. Lelash, i f I 

9 understand h i s i n t e n t here, i s t a l k i n g about new 

10 mechanisms, f i n a n c i a l mechanisms, t o allow us to maximize 

11 our assets. I have asked our c h i e f counsel t o look i n t o 

12 t h i s as a p o s s i b i l i t y . We are not fr e e t o do everything 

13 we would l i k e t o do or t h a t an investor-owned u t i l i t y 

14 would be able t o do. So we have c e r t a i n c o n s t r a i n t s but 

15 she i s loo k i n g at t h a t now. 

16 I n terms of increased customer sign-up f o r the 

17 e x t e r n a l low income assistance programs, we are now i n 

18 excess of the s u b s c r i p t i o n s t h a t we had l a s t year, which 

19 was at t h a t time an a l l - t i m e record, and we are 

20 co n t i n u i n g t o sign up people through t h i s week. I don't 

21 know i f anybody saw the s i x o'clock news l a s t n i g h t but 

22 we had a very nice piece of coverage t h a t got our message 

23 out very c l e a r l y . So I don't know what more we could do 

24 on t h i s p o i n t . 

25 And then d e f e r r a l i f f e a s i b l e of sp e c i a l p r o j e c t s 
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1 and a phase-in of the r e s t r u c t u r i n g contemplated by the 

2 act, I appreciate h i s g i v i n g me some wiggle room w i t h i f 

3 f e a s i b l e . Coming back t o the e a r l i e r discussion about 

4 what we have underway r i g h t now, I would c e r t a i n l y l i k e 

5 t o continue w i t h those th i n g s t h a t have a f a i r l y 

6 s u b s t a n t i a l payoff. This whole f i e l d services i n i t i a t i v e 

7 i s one. The d i s t r i b u t i o n department i n i t i a t i v e i s two. 

• 8 The c o l l e c t i o n s i n i t i a t i v e i s three. So I would be 

9 p e r f e c t l y w i l l i n g t o look at s p e c i a l p r o j e c t s but most of 

10 the s p e c i a l p r o j e c t s t h a t we have ongoing r i g h t now are 

11 designed t o e f f e c t economies or increase customer 

12 s e r v i c e . So we would have t o look c a r e f u l l y at what he 

13 has i n mind there. 

14 MR. CLEARFIELD: That's a l l the r e b u t t a l we have, 

15 Your Honor. 

16 JUDGE FORDHAM: I have a couple of questions. 

17 Maybe I can ask my questions and then we can go t o 

18 Ms. Davis. 

19 Going back t o the Rebuttal E x h i b i t 1, on page two 

20 of the e x h i b i t , some of the a c t i v i t i e s t h a t you mention 

21 on page two, the suspending a c t i v i t i e s i n v o l v i n g 

22 r e s t r u c t u r i n g , has PGW s t a r t i n g working on the 

23 r e s t r u c t u r i n g f i l i n g ? 

24 THE WITNESS: Oh, yes. We are re q u i r e d r i g h t now 

25 t o f i l e on July 1st. And r i g h t now we are on t a r g e t t o 
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1 make t h a t f i l i n g . But i f we were downgraded and had t o 

2 look s e r i o u s l y at what we could a f f o r d going forward, I 

3 don't see how we could continue t o make t h a t investment. 

4 We are look i n g at a p o t e n t i a l f i v e , s i x , seven m i l l i o n 

5 d o l l a r investment t o make t h i s happen and a l o t of t h a t 

6 money gets spent f a i r l y soon. I don 11 know how we would 

7 come up w i t h the resources t o do t h a t . 

8 JUDGE FORDHAM: The other two at the bottom, the 

9 AMR b a t t e r y replacement and the gas t h e f t i n v e s t i g a t i o n , 

10 i t seems t h a t i f you suspend a l l a c t i v i t y on the AMR 

11 b a t t e r y replacement and r e l y on estimated b i l l i n g you are 

12 going backwards because t h a t i s one of the problems t h a t 

13 e x i s t e d before, t h a t people were g e t t i n g estimated b i l l s 

14 and t h e r e f o r e e i t h e r paid too low or they d i d n ' t pay at 

15 a l l because they wanted an ac t u a l b i l l . So wouldn't t h a t 

16 put you i n deeper debt as opposed t o s o l v i n g any 

17 problems? 

18 THE WITNESS:- Well, i t could. Again, I am not 

19 saying t h a t t h i s i s permanent. What I am saying i s i t i s 

20 out i n the f u t u r e f o r some per i o d of time. These are 

21 th i n g s t h a t we would have t o suspend u n t i l something 

22 happened t o allow us e i t h e r t o get back i n t o the 

23 f i n a n c i a l markets, get us some kind of f i n a n c i a l r e l i e f 

24 from some source. So these are thin g s t h a t have t o go t o 

25 away f o r a per i o d of time. 
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1 I ab s o l u t e l y agree w i t h you. I do not want t o do 

2 t h i s . I do not want t o go back t o r e l y i n g on estimated 

3 b i l l s . But understand what, i s s o r t of the p r i n c i p a l 

4 d i r e c t i v e here, which i s t o keep the gas f l o w i n g , t o get 

5 the b i l l s out and c o l l e c t the b i l l s as rendered. Now, 

6 people may take exception t o an estimated b i l l . But by 

1 and large t h a t p o r t i o n of the BCCS works w e l l . Yes, 

8 there w i l l be some people t h a t are unhappy and we have t o 

9 t r y t o take care of them i n some way but we would be 

10 b i l l i n g and c o l l e c t i n g f o r the accounts, again, f o r some 

11 p e r i o d of time. I don't want t o do t h i s . That i s why we 

12 don't want t o be downgraded. But we must maintain the 

13 f i n a n c i a l f l e x i b i l i t y t o keep a l l of these programs 

14 a l i v e . As Mr. Lelash said i n h i s testimony at the very 

15 end, we do need the r e l i e f because we don't want t o be 

16 forced i n t o a p o s i t i o n of l o s i n g ground, l o s i n g the 

17 ground t h a t we have b u i l t on so f a r . And t h a t i s your 

18 p o i n t . I n f a c t , we would have -- r e t r o -- regression i s 

19 the word I am look i n g f o r r a t h e r than a progression i n 

20 our a c t i v i t i e s . 

21 JUDGE FORDHAM: Does anybody else have r e a l short 

22 cross of Mr. Knudsen? 

23 MR. SIMMS: I have more questions but I can --

24 JUDGE FORDHAM: We can stop. I f i t goes over we 

25 can stop and go t o Ms. Davis and come back. 
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MR. SIMMS: Okay. 

CROSS-EXAMINATION 

BY MR. SIMMS: 

Q. Good afternoon, Mr. Knudsen. 

A. Good afternoon, Mr. Simms. 

Q. Mr. Knudsen, you made a reference t o RS-7. I 

assume t h a t reference was t o the company's response t o 

OTS-Set I-RS-7. 

A. That *s c o r r e c t . 

Q. Just so I understand your answer and your 

remarks regarding RS-7, am I t o understand t h a t the 

company has a c t u a l l y implemented the no new h i r i n g , no 

new promotions, no c o n t r a c t i n g f o r new services, no 

co n t r a c t i n g f o r new m a t e r i a l s , t o c o n t r a c t i n g f o r 

t r a i n i n g sessions and reduction of r o u t i n e expenditures? 

I s t h a t i n e f f e c t today? 

A. That i s i n e f f e c t today. There are a few 

exceptions but t h a t i s e s s e n t i a l l y i n e f f e c t today. 

Q. And based upon t h a t implementation of the 

company as we speak today i s saving roughly $1 m i l l i o n 

monthly? 

A. Not monthly. This i s moving forward. This i s 

more of a s i x t o eight month look. 

Q. The reason I phrased the question monthly, you 

said t h a t the types of expenditures a n t i c i p a t e d and a 
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1 monthly saving estimate i s the f o l l o w i n g . 

2 A. Yes, you're r i g h t . 

3 Q. That was your response t o the i n t e r r o g a t o r y . 

4 So are you r e v i s i n g t h a t response? 

5 A. No, I am not. I am l i n k i n g t h a t w i t h some of 

6 the other things we are doing. 

7 This would have the e f f e c t of saving us s u b s t a n t i a l 

8 money during the year. This would be m i l l i o n s of d o l l a r s 

9 i n savings i f we have t o continue w i t h t h i s program. 

10 (Pause.) 

11 A. As I said, there are a couple of exceptions. 

12 Mr. White and I reserve our p r i v i l e g e t o h i r e when we 

13 need t o . We have a l o t of people t h a t have l e f t i n the 

14 l a s t three t o four t o f i v e weeks. We may be re p l a c i n g 

15 one f o r every three t h a t are leav i n g r i g h t now. 

16 Q. Let me now get a f u l l e r understanding of the 

17 c o l l e c t i v e bargaining agreement and the r e l a t i o n s h i p w i t h 

18 the Commission w i t h l a y o f f s . I believe we asked f o r a 

19 copy of t h a t p r o v i s i o n and I don't r e c a l l whether we have 

20 i t . But nevertheless, my understanding of t h a t i s t h a t 

21 i n order f o r you to implement the l a y o f f s of the union 

22 bargaining employees i t must be an order from the 

23 Commission ordering you to l a y o f f . Can you f u r t h e r 

24 e x p l a i n that? 

25 A. My understanding of the law i s t h a t the 
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1 Commission must allow us t o suspend those p o r t i o n s of the 

2 c o l l e c t i v e bargaining agreement t h a t i n h i b i t our l a y i n g 

3 o f f or fu r l o u g h i n g people i n the company. I t would 

4 simply be a suspension of c e r t a i n p r o v i s i o n s of the 

5 c o l l e c t i v e bargaining agreement. They don't order us t o 

6 do t h a t . We then have the freedom and f l e x i b i l i t y t o 

7 take the a c t i o n t h a t we must. 

8 Q. So i n order t o i n s t i t u t e t h a t p r o v i s i o n of the 

9 contract t h a t would r e q u i r e a p e t i t i o n from PGW to the 

10 Commission? 

11 A. And as I i n d i c a t e d t h a t i s what we are 

12 preparing r i g h t now. 

13 Q. Was the Commission at the bargaining t a b l e when 

14 t h i s new p r o v i s i o n was i n s t i t u t e d ? 

15 A. This has been a p r o v i s i o n of the c o l l e c t i v e 

16 bargaining agreement f o r a number of years. I t predates 

17 the movement t o the Pennsylvania Public U t i l i t y 

18 Commission. I t was a p r o v i s i o n t h a t was i n place f o r the 

19 Gas Commission as w e l l . 

20 Q. Okay. So what e s s e n t i a l l y occurred was instead 

21 of the Gas Commission, the Pennsylvania Public U t i l i t y 

22 Commission was s u b s t i t u t e d i n i t s place? 

23 A. I t steps i n the place i n the Gas Commission i n 

24 the law as w r i t t e n -- or i n the c o l l e c t i v e bargaining 

25 agreement as w r i t t e n . 
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1 Q. Now, I would l i k e t o r e f e r you t o your response 

2 so OTS-Set III-RE-20. 

3 MR. SIMMS: Your Honor, I am going t o have t h a t 

4 response marked, or request t h a t t h a t response be marked 

5 as OTS Cross-Examination E x h i b i t No. 1. 

6 JUDGE FORDHAM: I t s h a l l be so marked. 

7 (Whereupon, the document was marked as OTS 

8 Cross-Exam. E x h i b i t No. 1 f o r i d e n t i f i c a t i o n . ) 

9 BY MR. SIMMS: 

10 Q. Do you have t h a t before you? 

11 A. I do. 

12 Q. This response provides PGW1s comprehensive 

13 c o l l e c t i o n plan, does i t not? 

14 A. Yes. This i s an o u t l i n e of t h a t plan. 

15 Q. The response i n d i c a t e s t h a t as of January 15, 

16 2002, PGW's gas accounts receivable was over $159 

17 m i l l i o n , of which $90 m i l l i o n was 90 days past due, 

18 correct? 

19 A. That i s what i t says, yes. 

20 Q. When I looked at your base r a t e case f i l i n g 

21 d e aling an accounts receivable there seemed t o be 

22 approximately $258 m i l l i o n as accounts receivable. Was 

23 t h a t a pr o j e c t e d number? 

24 A. No. I t h i n k Mr. Bogdonavage i s the more 

25 , appropriate p a r t y here. There i s a d i f f e r e n c e i n 
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recognizing whether i t i s a reserve number or the 

unreserved number. I t h i n k t h i s i s the unreserved 

number. 

Q. Now — 

A. I'm sorry. Turn i t around. This i s the 

reserved number. 

Q. This i s the reserved number. What i s the 

d i f f e r e n c e between the unreserved and the reserved number 

as you understand i t ? 

A. Well, the gross number f o r receivables i s 

f a i r l y s u b s t a n t i a l because we have not w r i t t e n o f f any of 

those accounts f o r three years. So t h a t the p r o v i s i o n 

f o r u n c o l l e c t i b l e has grown f a i r l y s u b s t a n t i a l l y . And i t 

i s the net of the d i f f e r e n c e t h a t i s r e a l l y the amount of 

money t h a t we can go a f t e r e f f e c t i v e l y . I t h i n k t h a t i s 

what t h i s number i s here. 

Q. Just so I understand from a h i s t o r i c a l 

perspective, the Commission assumed j u r i s d i c t i o n of PGW 

i n July of 2000? 

A. Right. 

Q. So PGW the f i r s t time i t was subject t o the 

moratorium, at le a s t under the PUC's r e g u l a t i o n , was 

December 1, 2002, through March 31, 2001, correct? 

A. I'm sorry? 

Q. The moratorium under the PUC r e g u l a t i o n was i n 
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1 e f f e c t f o r PGW f o r the f i r s t time beginning December 1, 

2 2000, through March 31, 2001? 

3 A. Correct. 

4 MR. CLEARFIELD: Are you t a l k i n g about the 

5 moratorium on shutoffs? 

6 MR. SIMMS: Yes, s h u t o f f s . 

7 MR. CLEARFIELD: A c t u a l l y , under the PUC there was 

8 a moratorium t h a t e x i s t e d p r i o r t o PUC r e g u l a t o r y 

9 takeover i n our own t a r i f f . 

10 MR. SIMMS: I understand t h a t . I am t a l k i n g about 

11 under the Commission. 

12 MR. CLEARFIELD: I'm sorry. 

13 BY MR. SIMMS: 

14 Q. Is t h a t correct? 

15 A. Correct. 

16 Q- Do you r e c a l l , again, A p r i l 1 how many 

17 terminations occurred, i f any? 

18 A. Shutoffs? 

19 Q. Yes, s h u t o f f s . 

20 A. We have not made t h a t a matter of p u b l i c record 

21 but f o r our purposes here, i f memory serves, i t i s about 

22 10, 000 t o 12, 000. 

23 Q. 10,000 t o 12,000? 

24 A. Shutoffs. 

25 Q. And t h a t was based on customers who are 90 days 
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or more past due i n t h e i r accounts? 

A. Yes, t h a t ' s c o r r e c t . That i s a small f r a c t i o n 

of those who q u a l i f y f o r s h u t o f f s . 

Q. And what i s the reason f o r the small f r a c t i o n 

of those t h a t q u a l i f y f o r s h u t o f f s ? 

A. Because we were stopped l a s t spring from s o r t 

of a pr o a c t i v e p o s i t i o n by both BCS and the Gas 

Commission and members of C i t y Council because a year ago 

the b i l l i n g system was only then being corrected and 

there was discomfort on a l o t of people's p a r t s t h a t the 

in f o r m a t i o n i n the system might be i n c o r r e c t and 

the r e f o r e people who we might shut o f f would be 

i n a p p r o p r i a t e l y i d e n t i f i e d as such. 

Q. Now, i f I r e c a l l there was a great deal of 

advertisement around the March 31 time period regarding 

s h u t o f f s and te r m i n a t i o n s . 

A. Yes. 

Q. An educational campaign by PGW. 

A. Yes. We had our famous r u s t y wrench 

advertisement. 

JUDGE FORDHAM: I di d n ' t hear t h a t . 

THE WITNESS: I said we had our famous r u s t y wrench 

advertisement. 

BY MR. SIMMS: 

Q. As a r e s u l t of t h a t advertisement d i d the 
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1 accounts receivable or customers paying increase? 

2 A. Yes. 

3 Q. Do you know by how much? 

4 A. I don't r e c a l l e x a c t l y , no. But I could get 

5 you t h a t number. 

6 MR. SIMMS: I would l i k e t o make an on the record 

7 data request t o receive t h a t i n f o r m a t i o n . 

8 MR. CLEARFIELD: I'm sorr y . Do you understand 

9 that? 

10 THE WITNESS: Yes. I t i s the impact i n the f i r s t 

11 several weeks f o l l o w i n g the a d v e r t i s i n g campaign, what 

12 was the impact on accounts receivable or what a c t i v i t y 

13 d i d we have w i t h regard t o c o l l e c t i o n s . 

14 BY MR. SIMMS: 

15 Q. Now, do you a n t i c i p a t e conducting t h a t same 

16 type of campaign t h i s year? 

17 A. I t i s underway r i g h t now. I t i s c a l l e d cold 

18 shower. 

19 Q. I s t h a t an i n t e r n a l name? 

20 A. No, no, no. That i s operation cold shower. 

21 This i s what i s occu r r i n g r i g h t now. You may have d r i v e n 

22 i n and l i s t e n e d t o i t on KYW. 

23 Q. Now, i n your response t o what has been marked 

24 f o r i d e n t i f i c a t i o n as OTS Cross-Examination E x h i b i t No. 1 

25 you make a reference t o the unprotected p o p u l a t i o n . I n 
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1 t h i s case i t i s over 84,000 customers owing $70 m i l l i o n . 

2 How are you d e f i n i n g unprotected? 

3 A- Well, I t h i n k what we are saying there i s t h a t 

4 they are not on agreements and they are not the e l d e r l y . 

5 MR. CLEARFIELD: What kind of agreement? 

6 THE WITNESS: Well, t h i s would be e i t h e r CRP or an 

7 act u a l payment agreement t h a t has already been 

8 negotiated. 

9 BY MR. SIMMS: 

10 Q. And what status do they have w i t h the company 

11 as we go forward? 

12 A. They are our l e a s t f a v o r i t e customer. They are 

13 the people t h a t we want t o get the money from. These are 

14 the people who can a f f o r d t o pay and should pay. 

15 Q. Has there been any discussion w i t h BCS, the Gas 

16 Commission, C i t y Council, as t o whether or not they are 

17 going t o allow PGW to proceed i n a s h u t o f f program f o r 

18 t h i s upcoming year beginning, I guess, next week? 

19 A. A l l members of C i t y Council, a l l members of the 

20 Harrisburg delegation, BCS, any agency t h a t might be 

21 impacted has been consulted and n o t i f i e d as t o our 

22 program. We have received no push back from anybody. 

23 JUDGE FORDHAM: Mr. Simms, are you f i n i s h e d w i t h 

24 t h i s l i n e of questioning? 

25 MR. SIMMS: Yes. I could stop. 
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1 ' JUDGE FORDHAM: Thank you. 

2 We w i l l stop Mr. Knudsen's testimony at t h i s time 

3 and go t o Ms. Davis. 

4 _ (Witness t e m p o r a r i l y excused.) 

5 JUDGE FORDHAM: Good afternoon Ms. Davis. 

6 MS. DAVIS: Good afternoon. 

7 MR. CLEARFIELD: We have already authenticated your 

8 testimony. So f o r the record would you s t a t e your f u l l 

9 name and business address? 

10 MS. DAVIS: Yes. My name i s Janice D. Davis. My 

11 business i s 1401 JFK Boulevard, Ph i l a d e l p h i a , 

12 Pennsylvania 19102. 

13 JUDGE FORDHAM: I need t o swear you i n , Ms. Davis. 

14 Whereupon, 

15 JANICE D. DAVIS 

16 having been duly sworn, t e s t i f i e d as f o l l o w s : 

17 DIRECT EXAMINATION 

18 BY MR. CLEARFIELD: 

19 ' Q. Ms. Davis, we have already d i s t r i b u t e d t o the 

20 p a r t i e s and had authenticated your two statements, which 

21 are PGW ERP Statement 5, which was your d i r e c t testimony, 

22 and then your r e b u t t a l testimony, which we have marked as 

23 PGW ERP Statement 5.1. Are you f a m i l i a r w i t h those? 

24 A. Yes, I am. 

25 Q. Do you have any ad d i t i o n s or c o r r e c t i o n s you 
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1 would l i k e t o make at t h i s time? 

2 A. No ad d i t i o n s or c o r r e c t i o n s . 

3 MR. CLEARFIELD: Then Ms. Davis i s a v a i l a b l e . We 

4 completed our r e b u t t a l through the w r i t t e n testimony t h a t 

5 we have submitted. Thank you. 

6 JUDGE FORDHAM: Than-k you. 

7 Mr. Simms. 

8 CROSS-EXAMINATION 

9 BY MR. SIMMS: 

10 Q. Ms. Davis, good afternoon. This i s Johnnie 

11 Simms w i t h the O f f i c e of T r i a l S t a f f . 

12 A. Hello. 

13 Q. Hello. I j u s t have a few questions f o r you. 

14 A. A l l r i g h t . 

15 Q. The issue regarding the $18 m i l l i o n , under what 

16 circumstances i s the c i t y w i l l i n g t o grant back the $18 

17 m i l l i o n ? 

18 A. As I said i n my testimony, the c i t y r e a l l y i s 

19 i n no p o s i t i o n t o j u s t w i l l y - n i l l y grant the money back. 

20 I f i t becomes necessary t o ensure t h a t the company meets 

21 i t s coverage we would i n th a t case grant back p a r t of the 

22 18 m i l l i o n . 

23 Q. Are you aware t h a t PGW i s p r o j e c t i n g a negative 

24 cash balance at the end of t h i s f i s c a l year, t h a t being 

25 August 31, 2002? 
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1 A. Yes. 

2 Q. Under t h a t circumstance i s the c i t y w i l l i n g or 

3 i s the c i t y going to continue t o r e q u i r e PGW t o pay the 

4 18 m i l l i o n c i t y fee? 

5 A. We w i l l only grant back p a r t of the fee i f i t 

6 i s necessary f o r PGW t o make coverage. The c i t y already 

7 has i n PGW's possession $45 m i l l i o n of c i t y funds and t o 

8 go beyond t h a t would create a problem f o r the c i t y . 

9 Q. Now, am I not c o r r e c t t h a t the Philadelphia 

10 Intergovernmental Corporation A u t h o r i t y i s a s t a t e agency 

11 set up t o ensure t h a t Philadelphia remains f i s c a l l y 

12 solvent? 

13 A. Yes, you are c o r r e c t . 

14 Q. Am I also c o r r e c t t h a t , I t h i n k i t i s PICA f o r 

15 short, i s required by s t a t e law t h a t f u l l y c e r t i f y t h a t 

16 the c i t y ' s budget plan guarantees solvency f o r a f i v e 

17 year period? 

18 A. Yes. 

19 Q. What i s your r e l a t i o n s h i p t o the c i t y budget 

20 d i r e c t o r ? 

21 A. The budget d i r e c t o r r e p o r t s t o me. 

22 Q. Would I be co r r e c t t h a t there i s some 

23 disagreement between PICA and the c i t y as t o the c i t y ' s 

24 reserve fund, the amount t h a t i s going t o be -- the 

25 estimates f o r the c i t y ' s reserve fund? 
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1 A. There i s , but i t i s t o be expected. We have 

2 the b e n e f i t of being closer t o the estimates and closer 

3 t o what our expenditures and revenues are than they do. 

4 We have t o l i v e w i t h the r e s u l t s ; they don 11. So we tend 

5 t o be ever watchful and mindful of what i s going on. I t 

6 i s a lux u r y t h a t we don't have, t o ignore our 

7 circumstances. They have t h a t l u x u r y . They don't have 

8 t o l i v e w i t h i n our budget. 

9 Q. I s n ' t i t c o r r e c t t h a t the c i t y reserve fund i s 

10 now $127 m i l l i o n t h i s year? 

11 A. How much? 

12 Q. $127 m i l l i o n . 

13 A. I don't believe t h a t i s a c o r r e c t number. 

14 Q. What i s the c o r r e c t number? Do you know? 

15 A. We ended l a s t f i s c a l year at $230 m i l l i o n . The 

16 fund balance or surplus, as you c a l l i t , i s o f f i c i a l l y 

17 measured at the end of a f i s c a l year. There may be 

18 p r o j e c t i o n s of i t and at t h i s p o i n t I do not believe t h a t 

19 our c u r r e n t p r o j e c t i o n i s the number t h a t you j u s t 

20 s t a t e d . 

21 Q. Now, would I be c o r r e c t t h a t the c i t y has 

22 h i s t o r i c a l l y underestimated i t s tax revenues i n preparing 

23 i t s budgets? 

24 A. There have been i n the past underestimations, 

25 yes. 
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1 MR. SIMMS: That concludes my cross-examination, 

2 Your Honor. 

3 JUDGE FORDHAM: Thank you. 

4 THE WITNESS: Thank you. 

5 • JUDGE FORDHAM: Mr. Gray. 

6 MR. GRAY: Thank you. Your Honor. 

7 CROSS-EXAMINATION 

8 BY MR. GRAY: 

9 Q. Good afternoon, Ms. Davis. 

10 A. Good afternoon. 

11 Q. Ths i s Steve Gray from the Small Business 

12 Advocate o f f i c e . 

13 F i r s t question. Let me t a l k about or ask you about 

14 the possible sale of PGW. What has been your involvement 

15 i n regards t o any considerations i n v o l v i n g the sale of 

16 PGW? 

17 A . I have attended meetings where t h a t among other 

18 options have been discussed. 

19 Q. Can you give us a stat u s of those meetings as 

20 of today? 

21 A. No determination has been reached. We are 

22 s t i l l i n v e s t i g a t i n g options. 

23 Q. When d i d the discussions begin about the 

24 p o s s i b i l i t y of s e l l i n g PGW? 

25 A. I r e a l l y don't remember the exact time. I t 
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1 would have been sometime l a s t year. 

2 Q. Who else i s involved i n those discussions? 

3 A. The ch i e f of s t a f f f o r the mayor, and -- l e t ' s 

4 see, c h i e f of s t a f f , myself, at one p o i n t or another the 

5 mayor. And B i l l Martin on behalf of the c i t y . And the 

6 Lehman f i r m . 

7 Q. Do you have an opinion on whether PGW should be 

8 sold or turned i n t o an a u t h o r i t y or i n t o a n o t - f o r - p r o f i t 

9 organization? 

10 A. No, I don't. I don't have enough i n f o r m a t i o n . 

11 Q. Ha'S there been any discussion or analysis of a 

12 p o t e n t i a l sale price? 

13 A. Nothing t h a t would r i s e t o an o f f i c i a l number. 

14 There have been t a l k s about what we would l i k e t o see. 

15 And of course when va l u i n g something l i k e PGW the t o t a l 

16 outstanding debt i s u s u a l l y the f i r s t place you begin 

17 when s e t t i n g a p r i c e . So the outstanding debt and other 

18 l i a b i l i t i e s would s o r t of set a f l o o r f o r t h e i r p r i c e . 

19 Q. Let me speculate f o r a moment. I f PGW i s sold 

20 t o an investor-owned u t i l i t y on or about August 31 of 

21 t h i s year one of the e x h i b i t s shows t h a t there would be 

22 about 200 t o 210 m i l l i o n i n c i t y e q u i t y at t h a t time. I s 

23' i t your understanding t h a t i f PGW was sold t o such an 

24 investor-owned u t i l i t y t h a t the c i t y would keep t h a t $210 

25 m i l l i o n ? 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



158 

1 A. We have not gotten t o t h a t p o i n t i n any 

2 discussions. 

3 Q. Thank you. 

4 One l a s t question. An i n t e r e s t i n g p o i n t was ra i s e d 

5 by Mr. Weakley. He i s an O f f i c e of T r i a l S t a f f witness. 

6 H e s a i d a t page e i g h t , l i n e s seven and e i g h t , of 

7 Mr. Weakley's testimony t h a t the C i t y of Philadelphia 

8 should, and I w i l l quote here, permit PGW t o pursue 

9 c o l l e c t i o n s of i t s accounts receivable w i t h the same 

10 v i g o r as other u t i l i t i e s , unquote. I am going t o ask 

11 Mr. Weakley about t h i s , but I am wondering i f you agree 

12 w i t h h i s i m p l i c a t i o n , t h a t there i s some c o n s t r a i n t 

13 placed upon PGW by the C i t y of Philadelphia t o c o l l e c t 

14 i t s b i l l s ? 

15 A. The a d m i n i s t r a t i o n of the C i t y of Philadelphia 

16 encourages PGW t o c o l l e c t i t s b i l l s . We place no 

17 c o n s t r a i n t on i t at a l l . 

18 MR. GRAY: Thank you very much, Ms. Davis. 

19 JUDGE FORDHAM: Thank you. 

20 Mr. Bert o c c i . 

21 MR. BERTOCCI: Thank you. Judge 

22 CROSS-EXAMINATION 

23 BY MR. BERTOCCI: 

24 Q. Hello, Ms. Davis. 

25 A. Hello. 
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Q. P h i l i p B e r t o c c i f o r CEPA, et a l . 

A. Okay. 

Q. Just a couple of small p o i n t s . 

In your testimony, page two, l i n e 15, you said t h a t 

you were speaking about the $45 m i l l i o n c i t y advance and 

you said t h a t the cost of such a loan would be about two' 

to three m i l l i o n d o l l a r s annually i f PGW had to obt a i n i t 

con v e n t i o n a l l y , and you also opined t h a t PGW would not be 

able t o obt a i n i t c o n v e n t i o n a l l y . My question goes t o 

the cost of the c i t y advance t o the c i t y , not what PGW 

would have t o pay elsewhere. You would agree t h a t i t ' s 

not two t o three m i l l i o n d o l l a r s annually, wouldn 1t you? 

A. I t i s whatever i n t e r e s t we forego as a r e s u l t 

of having i t outstanding. And i f f o r whatever reason i t 

i s not repaid on a t i m e l y basis i t w i l l have t o be 

included and probably i s included, i f I t h i n k more 

c a r e f u l l y . When we borrow i n order t o cashflow the c i t y 

from J u l y u n t i l we begin t o get our r e a l estate taxes i n 

the s p r i n g there i s a c e r t a i n amount of i n t e r e s t t h a t 

w i l l be a t t r i b u t a b l e t o the f a c t t h a t we don't have t h a t 

45 m i l l i o n w i t h i n our cashflow. 

Q. Have you t r i e d t o c a l c u l a t e t h a t amount? 

A. No, I have not. 

Q. The terms of the loan are such t h a t f o r the 

time t h a t PGW i s not using the 45 m i l l i o n or any p a r t of 
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1 i t i t i s s i t t i n g back i n the fund drawing i n t e r e s t f o r 

2 the c i t y , i s t h a t r i g h t ? 

3 A. That i s how i t i s supposed t o operate. But 

4 because ours i s an i n t e r e s t - f r e e loan ours tends t o be 

5 more f u l l y drawn on than any other sources which i s the 

6 l a s t t h i n g f o r PGW. So t h a t we are f i n d i n g more and more 

7 t h a t i t i s f u l l y u t i l i z e d . 

8 Q. Also on page three, l i n e 13, you said t h a t the 

9 c i t y does not have the capacity f o r a d d i t i o n a l subsidies 

10 t o PGW. I was i n t e r e s t e d i n the use of the word subsidy. 

11 Do you consider a waiver or grantback of the 18 m i l l i o n 

12 t o be a subsidy? 

13 A. Yes, i t i s . 

14 Q. What other t r a n s f e r s would you include w i t h i n 

15 your reference t o subsidies? 

16 A. The f a c t t h a t we have i n f a c t made them t h a t 

17 loan of 45 m i l l i o n and the i n t e r e s t on t h a t loan t h a t we 

18 are foregoing, plus the i n t e r e s t t h a t i t costs us to 

19 borrow f o r our cashflow. Those are subsidies. 

20 MR. BERTOCCI: Thank you very much. 

21 THE WITNESS: Thank you. 

22 JUDGE FORDHAM: Does any other p a r t y have any 

23 cross-examination f o r Ms. Davis? 

24 (No audible response.) 

25 MR. CLEARFIELD: May I t r y one question on 
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1 r e b u t t a l , Your Honor? 

2 JUDGE FORDHAM: Yes. 

3 REDIRECT EXAMINATION 

4 BY MR. CLEARFIELD: 

5 Q. Ms. Davis, t h i s i s Dan C l e a r f i e l d . Can you 

6 hear me a l l r i g h t ? 

1 A. Yes, Dan. 

8 Q. I n terms of your expectation of the i n t e r e s t 

9 r a t e t h a t you are going t o incur f o r the cashflow loan 

10 t h a t you expect l a t e r on t h i s year, do you have an 

11 estimate of what t h a t l e v e l might be? 

12 A. Probably i n the neighborhood of f i v e percent. 

13 Four-and-a-half t o f i v e . 

14 MR. CLEARFIELD: Thank you. Let me j u s t take a 

15 moment t o congratulate you on your new grandchild, i f not 

16 f o r your testimony. I w i l l do t h a t l a t e r . Thank you 

17 very much. 

18 THE WITNESS: Thank you. 

19 JUDGE FORDHAM: Thank you very much, Ms. Davis, f o r 

20 t a k i n g time out t o p a r t i c i p a t e . 

21 THE WITNESS: Glad I could be of assistance. 

22 JUDGE FORDHAM: Thank you. 

23 (Witness excused.) 

24' JUDGE FORDHAM: Off the record f o r a moment. 

25 (Discussion o f f the record.) 
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1 JUDGE FORDHAM: We are back on the record. 

2 We have completed the testimony of Ms. Davis. At 

3 t h i s time, Mr. C l e a r f i e l d , do you want do move f o r the 

4 admission --

5 MR. CLEARFIELD: Yes. May I move f o r the admission 

6 of Statement 5 and Statement 5.1? 

7 JUDGE FORDHAM: Any objections? 

8 (No audible response.) 

9 JUDGE FORDHAM: They are admitted. 

10 (Whereupon, the documents were marked as PGW 

11 ERP Statements Nos. 5 and 5.1 f o r 

12 i d e n t i f i c a t i o n , and were received i n evidence.) 

13 JUDGE FORDHAM: We are going back t o Mr. Knudsen's 

14 cross-examination by Mr. Simms. 

15 MR. SIMMS:. Thank you, Your Honor. 

16 Whereupon, 

17 THOMAS E. KNUDSEN 

18 having p r e v i o u s l y been duly sworn, t e s t i f i e d f u r t h e r as 

19 f o l l o w s : 

20 CROSS-EXAMINATION (RESUMED) 

21 BY MR. SIMMS: 

22 Q. Just one follow-up question, Mr. Knudsen, on 

23 the c o l d shower campaign. 

24 A. Yes. 

25 Q. Has there been an estimate by PGW as t o what i t 
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1 a n t i c i p a t e s t o be able t o recover from t h i s campaign i n 

2 terms of revenues? 

3 A. Well, we would not be recovering revenues. 

4 Q. Well, the past due amounts. I'm sorry. 

5 A. I n terms of cashflow, yes, I t h i n k the general 

6 number as I understand Mr. Gyory, who prepared t h i s , the 

7 o b j e c t i v e i s t o garner an a d d i t i o n a l $20 m i l l i o n from the 

8 campaign s p e c i f i c a l l y . 

9 Q. And I believe before the break i n your 

10 cross-examination you said no p a r t i e s have expressed an 

11 o b j e c t i o n t o pursuing t h i s campaign? 

12 A. No. That's c o r r e c t . 

13 Q. Let me r e f e r you to page 12 of your d i r e c t 

14 testimony. I am r e f e r r i n g t o l i n e s 17 and 18. You make 

15 a reference t o a s o c i a l c o n t r a c t . Can you define t h a t 

16 f o r me? 

17 A. Yes. There are two aspects t o what we discuss 

18 i n t e r n a l l y and w i t h the owner as a s o c i a l c o n t r a c t . The 

19 f i r s t i s obviously to the people t h a t Mr. Bertocci 

20 represents. PGW services a t e r r i t o r y t h a t has 50 percent 

21 of the low income residents i n Pennsylvania. I t i s a 

22 s u b s t a n t i a l burden f o r us, and obviously f o r them. So 

23 the s o c i a l c o n t r a c t , then, i s t o do everything t h a t we 

24 can t o attempt t o keep them comfortable and i n t h e i r 

25 homes. That i s as simple as I can stay say i t . 
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1 We also have a compact w i t h the businesses of 

2 Philadelphia t h a t we t r y t o do those t h i n g s t h a t support 

3 the wellbeing of the business environment here and 

4 supports people being employed i n the C i t y of 

5 Philadelphia. 

6 So there are two aspects t o how we approach our 

7 customers i n t h i s regard. 

8 Q. Would I be co r r e c t t h a t the s o c i a l c o n t r a c t 

9 would not apply t o the 84,000 customers owing $7 m i l l i o n 

10 as i d e n t i f i e d i n OTS Cross-Examination E x h i b i t No. 1? 

11 A- Well, I don't t h i n k i t i s q u i t e t h a t cut and-

12 d r i e d . I t h i n k of t h a t group, i f they come and i n f a c t 

13 are i n such s t r a i t s t h a t they need agreements or they 

14 need some kind of a d d i t i o n a l c o n s i d e r a t i o n — these are 

15 c i t i z e n s of Philadelphia. They are the c i t i z e n owners of 

16 t h i s u t i l i t y . We are there t o provide service. We are 

17 not i n t e r e s t e d i n having them discontinue t h e i r service. 

18 We are i n t e r e s t e d i n encouraging them t o pay. 

19 But t o the s p i r i t of your question, yes, these are 

20 people who have received a good, have not paid f o r t h a t 

21 good and we expect them t o pay. But we w i l l do 

22 everything we can to make i t possible f o r them t o pay i t 

23 w i t h i n t h e i r a b i l i t y . 

24 Q. And you have i n f a c t contacted these 

25 i n d i v i d u a l s , have you not? 
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1 A. Everybody has received notices at t h i s p o i n t , 

2 yes. I don't know the s p e c i f i c t i m e t a b l e but they w i l l 

3 have received some type of no t i c e of payment due. 

4 Q. Would I be co r r e c t t h a t t h i s class of 

5 customers, the unprotected population, i s r e c e i v i n g 

6 service as we speak today? 

7 A. I would t h i n k most of them would be r e c e i v i n g 

8 services. They have not, other than the commercials --

9 the commercials we do have a con t i n u i n g s h u t o f f p o l i c y 

10 throughout the year. But as f a r as r e s i d e n t i a l , i f they 

11 have not paid we are not i n a p o s i t i o n , other than t o 

12 give them n o t i c e , we are not i n a p o s i t i o n t o t u r n them 

13 o f f . So presumably they are s t i l l on the system. 

14 Q. Just i n a snapshot i n dealing w i t h t h i s 

15 unprotected population, on A p r i l 1 what process i s PGW 

16 going t o i n s t i t u t e regarding t h i s class of unprotected 

17 population? 

18 A. I t i s the process t h a t i s d i c t a t e d by our 

19 t a r i f f . There are a series of no t i c e s , reminders, 

20 demands f o r payment and then u l t i m a t e l y there i s a no t i c e 

21 f o r s h u t o f f . And f o r g i v e me, I don't know the t e c h n i c a l 

22 sequence of t h i s but t h a t i s the i n t e n t i o n . I t h i n k 

23 there are three or four notices before s h u t o f f . 

24 Q. E a r l i e r I had r a i s e d a question about the 

25 c o l l e c t i v e bargaining agreement. As I understand i n your 
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1 response to OTS-Set I-RS-5, t h i s l a y o f f p r o v i s i o n , the 

2 Commission can e i t h e r expressly p r o h i b i t the l a y o f f or 

3 expressly allow the l a y o f f t o go forward under a p e t i t i o n 

4 from PGW, i s t h a t correct? 

5 A. The current agreement has a p r o v i s i o n -- l e t me 

6 read i t . I t i s agreed by the union and the company t h a t 

7 a l l p r o v i s i o n s of t h i s agreement s h a l l be e f f e c t i v e 

8 unless and u n t i l expressly p r o h i b i t e d by any r e g u l a t o r y 

9 body which has or may acquire j u r i s d i c t i o n over the 

10 company. That was the Gas Commission and would be the 

11 PUC now. So they have t o look at the s p e c i f i c p r o v i s i o n , 

12 which would be the no l a y o f f clause here, and 

13 s p e c i f i c a l l y say we suspend the implementation or the 

14 requirement_embodied i n t h i s p o r t i o n of the c o l l e c t i v e 

15 bargaining agreement. That then leaves us f r e e t o take 

16 whatever a c t i o n we need t o . 

17 Now, i f they choose not t o allow us to do t h a t then 

18 we cannot proceed w i t h the l a y o f f or fur l o u g h program i n 

19 the event of a downgrade, again, f o r the union 

20 represented people. 

21 Q. But i n order t o s t a r t t h a t process there would 

22 have to be some f i l i n g by PGW w i t h the Commission? 

23 A. That's c o r r e c t . And t h a t i s what i s underway 

24 r i g h t now. We are considering f i l i n g t h a t l a t e r t h i s 

25 week. 
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1 Q. You are considering f i l i n g i t l a t e r t h i s week. 

2 i n the event t h a t you do not receive e x t r a o r d i n a r y r a t e 

3 r e l i e f ? Or are you considering f i l i n g i t as a part of 

4 t h i s answer t o the S&P c r e d i t watch? 

5 A. I f we are downgraded we must move immediately 

6 -- immediately — to implement the program t h a t I was 

7 de s c r i b i n g . I don't want t o be i n the p o s i t i o n of 

8 w a i t i n g u n t i l the 12th or 13th of A p r i l i n order t o get 

9 the whole program going. We need t o move immediately. 

10 Q- So you a n t i c i p a t e f i l i n g t h a t p e t i t i o n t h i s 

11 week? 

12 A. And then h o p e f u l l y e i t h e r i n a n t i c i p a t i o n of 

13 A p r i l 11 or as q u i c k l y t h e r e a f t e r as possible the 

14 Commission could move and e s s e n t i a l l y say i n the event 

15 t h a t PGW i s downgraded PGW i s f r e e t o take whatever 

16 a c t i o n i t must r e l a t i v e t o the c o l l e c t i v e bargaining 

17 agreement. 

18 Q. Now, on page 11 of your d i r e c t testimony you 

19 t e s t i f i e d t h a t a l l vice-presidents have been t o l d t o 

20 place a hold on any unnecessary spending. Just so I 

21 understand i t , the only unnecessary spending t h a t has 

22 a c t u a l l y been put on hold i s the one t h a t you i d e n t i f i e d 

23 e a r l i e r which has a saving of about a m i l l i o n d o l l a r s a 

24 month? 

25 A. Let me be more clear about t h a t . Let me give 
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1 you an example of what has happened and supports t h a t . 

2 We had an ongoing study of the f i e l d services department 

3 t h a t should have had a follow-on piece of work t h a t would 

4 probably cost us i n c o n s u l t i n g fees $100,000 i n order t o 

5 e f f e c t i v e l y reach the conclusion of the study, implement 

6 the study and we would have had annual savings'of one 

7 m i l l i o n f i v e . We are not going ahead w i t h t h a t r i g h t 

8 now. So w i t h i n t h a t m i l l i o n d o l l a r s of savings i s t h a t 

9 kind of expenditure. 

10 Now, the m i l l i o n a month includes a whole program 

11 of cost r e d u c t i o n t h a t we already have ongoing and these 

12 are kind of incremental pieces as w e l l . I t was an 

13 attempt t o t r y t o characterize f o r the p a r t i e s , you know, 

14 where we are and what we are attempting t o do here. But 

15 we have already committed ourselves t o the $7 m i l l i o n of 

16 savings already. 

17 MR. SIMMS: Thank you. That concludes my 

18 cross-examination. 

19 JUDGE FORDHAM: Thank you. 

20 Ms. McCloskey. 

21 MS. McCLOSKEY: Thank you. 

22 CROSS-EXAMINATION 

23 BY MS. McCLOSKEY: 

24 Q. Good afternoon, Mr. Knudsen. 

25 A. Good afternoon. Counsel. 
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1 Q. I would l i k e t o s t a r t w i t h j u s t a discussion 

2 about the S&P announcement. Since the company received 

3 the S&P announcement or press release what assistance or 

4 d i r e c t i o n has PGW received from the c i t y ? 

5 A. Since the announcement? 

6 Q. Since the announcement i n February. Have you 

7 received any s p e c i f i c d i r e c t i o n s from the c i t y ? 

8 A. With regard to...? 

9 Q. With regard t o addressing the s i t u a t i o n brought 

10 about by the announcement. 

11 A. Well, I t h i n k the most d i r e c t would be the 

12 r e a f f i r m a t i o n on the p a r t of Ms. Davis t h a t w i t h regard 

13 t o the problems t h a t we are having t h a t the c i t y would 

14 backstop us up t o the l i m i t of the $-18 m i l l i o n . That has 

15 been r e a f f i r m e d since t h a t date. 

16 Q. When you had the plan t o f i l e f o r e x t r a o r d i n a r y 

17 ra t e r e l i e f d i d you have t o seek the approval of the c i t y 

18 t o make t h a t f i l i n g or t o go forward w i t h t h a t plan? 

19 A. We sought approval of the board, of our own 

20 board. On t h a t board i s Janice Davis, who i s the 

21 f i n a n c i a l d i r e c t o r , and Ms. Joyce Wilkerson, who i s c h i e f 

22 of s t a f f t o the mayor. The board approved i t . We know 

23 t h a t Ms. Davis and Ms. Wilkerson e s s e n t i a l l y reviewed the 

24 s i t u a t i o n w i t h the mayor and we proceeded. What the 

25 f o r m a l i t y was, I am not c l e a r . But our board was 
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1 e s s e n t i a l l y the agent t o set the path. 

2 Q- Now, do you have a v a i l a b l e t o you the S&P 

3 announcement t h a t was attached t o Ms. Bisgaier's 

4 testimony? I t was i n her updated e x h i b i t . 

5 MR. CLEARFIELD: That should be r i g h t here. 

6 (Document handed t o witness.) 

7 MS. McCLOSKEY: I t would be the updated one. Do 

8 you have that? 

9 MR. CLEARFIELD: We should. 

10 MS. McCLOSKEY: I can share mine w i t h him. 

11 MR. CLEARFIELD: I bel i e v e they are i d e n t i c a l . 

12 THE WITNESS*. I have one. 

13 BY MS. McCLOSKEY: 

14 Q. At the bottom of the f i r s t page there i s a 

15 b u l l e t p o i n t and i t r e f e r s t o the temporary borrowing 

16 from the c a p i t a l fund. And I bel i e v e you d i d discuss 

17 t h i s a l i t t l e b i t i n your r e b u t t a l testimony. 

18 Am I co r r e c t t h a t t h i s i s not the f i r s t time t h a t 

19 PGW has borrowed from i t s c a p i t a l accounts on a temporary 

20 basis? 

21 A. That i s c o r r e c t . I t ' s not the f i r s t time. 

22 Q- And am I co r r e c t t h a t PGW has over the past 

23 several years made such temporary borrowings and then 

24 repaid t h a t account or completed an equivalent amount of 

25 c a p i t a l improvements as you described i n your r e b u t t a l 
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1 testimony? 

2 A. Yes. C e r t a i n l y l a s t year we d i d . I t h i n k 

3 p r i o r t o about 1999 i t was not a regul a r p r a c t i c e . But 

4 because of the exigencies of the s i t u a t i o n we had no 

5 choice but to do t h a t . 

6 MR. CLEARFIELD: Can you keep your voice up? 

7 THE WITNESS: Yes. I'm sorry. 

8 BY MS. McCLOSKEY: 

9 Q. I believe t h a t when Mr. Gray was 

10 cross-examining Ms. Davis they r e f e r r e d t o the 

11 approximate 210 m i l l i o n of c i t y e q u i t y i n PGW. Were you 

12 f a m i l i a r w i t h that? 

13 A. That i s the fund balance? Yes. 

14 Q. And am I co r r e c t t h a t t h a t c i t y e q u i t y i s now a 

15 l i t t l e b i t less than 20 percent of PGW's t o t a l 

16 c a p i t a l i z a t i o n . 

17 A. That's c o r r e c t . 

18 Q. And would you agree w i t h me t h a t as a general 

19 matter a low l e v e l of eq u i t y c a p i t a l increases the 

20 f i n a n c i a l r i s k of an operation? 

21 A. That's c o r r e c t . 

22 Q. Now, at the top of page two of your testimony 

23 you i n d i c a t e there t h a t the company had provided n o t i c e 

24 t o the Commission t h a t i t was going t o f i l e f o r a base 

25 r a t e case i n January of 2002. 
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1 A. Yes. 

2 Q. And why d i d the company delay t h a t f i l i n g ? 

3 A. We had so much going on t h a t i t j u s t wasn't 

4 p h y s i c a l l y possible t o get through, you know, the 

5 necessary requirements. 

6 Q. Were you aware at t h a t time t h a t S&P was 

7 considering an a c t i o n regarding PGW's bonds? 

8 A. Absolutely not. 

9 Q. Now, at page three of your testimony, l i n e s 

10 seven through 12, you l i s t a number of f a c t o r s t h a t S&P 

11 a c t u a l l y l i s t e d such as the poor l i q u i d i t y , the r e l i a n c e 

12 on r e s t r i c t e d funds and the weak f i x e d charge coverage. 

13 Would you agree w i t h me t h a t these f a c t o r s have been i n 

14 existence f o r PGW f o r approximately the past four t o f i v e 

15 years? 

16 A. Well, as I said, I don't t h i n k the r e l i a n c e on 

17 r e s t r i c t e d funds goes back t h a t f a r , nor was l i q u i d i t y an 

18 issue. I t h i n k the l a s t traunch of the commercial paper 

19 was taken down i n 2000. So they would have been loo k i n g 

20 a t they would have been l o o k i n g at a circumstance 

21 where PGW would have had some f l e x i b i l i t y i n t h a t period 

22 of time. But, yes, by and large I mean one only has t o 

23 look at the f i n a n c i a l s t o see i t i s on a downward slope 

24 from the '95-l96 period t o the present. 

25 Q. Would you agree w i t h me t h a t over the past 
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1 e i g h t years or so PGW's net earnings have not exceeded 

2 $17 m i l l i o n ? 

3 A. I w i l l accept t h a t subject t o check. That i s 

4 c e r t a i n l y c o r r e c t . 

5 Q. Are you aware t h a t t h e i r net earnings have been 

6 negative i n some years? 

7 A. Yes. 

8 MS. McCLOSKEY: Your Honor, can I j u s t have a 

9 moment? 

10 JUDGE FORDHAM: Sure. 

11 (Pause.) 

12 BY MS. McCLOSKEY: 

13 Q. Mr. Knudsen, i f the company i s awarded the 44 

14 m i l l i o n of ex t r a o r d i n a r y r a t e r e l i e f how w i l l the company 

15 u t i l i z e those a d d i t i o n a l revenues? 

16 A. Well, they w i l l be ap p l i e d much i n the manner 

17 i n which Mr. Bogdonavage r e f l e c t s them i n h i s schedules. 

18 I mean, we w i l l end the year w i t h a reasonable amount of 

19 cash as opposed t o a negative balance. We w i l l have paid 

20 down the short-term debt. And at l e a s t according t o the 

21 present forecasts paid o f f some p o r t i o n — paid o f f the 

22 45 m i l l i o n by the end of August, 2002. 

23 Q- With t h a t i n place what would be the coverage 

24 under the company's bond indenture as a r e s u l t of a $44 

25 m i l l i o n increase? 
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1 A. I don't know. I t h i n k t h a t i s i n 

2 Mr. Bogdonavage's area. 

3 MR. CLEARFIELD: I t i s on h i s schedule, 

4 Ms. McCloskey. 

5 MS. McCLOSKEY: I was going t o say, was t h a t 

6 r e f l e c t e d on 

7 MR. CLEARFIELD: Yes. I t i s on JRB-2. 

8 MS. McCLOSKEY: And t h a t would be under the t h i r d 

9 column of JRB-2? 

10 MR. CLEARFIELD: Well, you are t h i n k i n g of the 

11 cross-examination e x h i b i t . 

12 MS. McCLOSKEY: I'm sorry. 

13 MR. CLEARFIELD: Well, you can look at e i t h e r one 

14 The 1975 debt service coverage r a t i o f o r the t e s t year 

15 budgeted of 44 m i l l i o n would be 3.02, f o r example. '98 

16 would be a 3.43. 

17 MS. McCLOSKEY: Thank you very much, Mr. Knudsen. 

18 I have nothing f u r t h e r . Your Honor. 

19 JUDGE FORDHAM: Thank you. 

20 Mr. Gray. 

21 MR. GRAY: Thank you, Your Honor. 

22 CROSS-EXAMINATION 

23 BY MR. GRAY: 

24 Q. Good afternoon, Mr. Knudsen.-

25 A. Good afternoon, Mr. Gray. 
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1 Q. Page one, l i n e s four and f i v e . I am i n t e r i m 

2 president and c h i e f executive o f f i c e r of Philadelphia Gas 

3 Works. Why interi m ? 

4 A. Because I have not been appointed permanently. 

5 Q. Are you going t o be appointed permanently? 

6 A. I am a nominee at the present time, yes. 

7 Q. What i s the status of t h a t s i t u a t i o n ? 

8 A. The sta t u s , I t h i n k , my understanding i s t h a t 

9 the mayor probably w i l l come t o some r e s o l u t i o n of t h i s 

10 i n the next two week period of time. I t h i n k i t has been 

11 a very d i f f i c u l t process f o r the mayor f o r the reasons 

12 t h a t he has wanted t o seek q u a l i f i e d leadership. He has 

13 promised t o do a nationwide search. I t h i n k the 

14 candidates who have come and been interviewed are 

15 confronted w i t h the problems here as w e l l as the 

16 p o t e n t i a l f o r a sale. This i s a h i g h l y f l u i d s i t u a t i o n 

17 and I know t h a t he has interviewed or t h a t the panel has 

18 interviewed maybe 15 people so f a r . So I am given t o 

19 understand by Ms. Wilkerson, the c h i e f of s t a f f , t h a t 

20 t h i s problem w i l l get resolved s h o r t l y . 

21 Q. Very good. You used a phrase a few minutes ago 

22 answering one of Mr. Simms' questions, something 1 t h i n k 

23 I have heard before. The phrase i s c i t i z e n owners of the 

24 u t i l i t y . 

25 A. Yes. 
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1 Q. The f i r s t question. Who owns the e q u i t y i n 

2 PGW? 

3 A. The C i t y of Philadelphia holds ownership t o an 

4 aglomeration of assets. T e c h n i c a l l y and I t h i n k l e g a l l y 

5 the e n t i t y of the C i t y of Phi l a d e l p h i a owns PGW. 

6 Q. In what sense i f any are ratepayers 

7 shareholders of the u t i l i t y ? 

8 A. Well, I don't t h i n k they are t e c h n i c a l l y 

9 shareholders. I do r e f e r t o them as c i t i z e n owners 

10 because they are the taxpayers and the supporters of t h i s 

11 asset as w e l l the c i t y a c t i v i t y . So i t i s i n t h a t s p i r i t 

12 and i n t h a t sense t h a t the term was used. 

13 Q. Let me t u r n you t o page four, l i n e s f i v e 

14 through seven. Your sentence reads, i n short, having 

15 waited 19 months f o r the f i n a n c i a l fundamentals of the 

16 company t o improve, S&P w i l l not wait any longer. 

17 A. Yes. 

18 Q. W i l l you t e l l us what the C i t y of Philadelphia 

19 has done over those 19 months t o provide any type of 

20 permanent fundamental improvement t o PGW's balance sheet? 

21 A. Let's be cl e a r . What t h e C i t y of Philadelphia 

22 has done i s stood behind the u t i l i t y t o the tune of $45 

23 m i l l i o n of a loan and i n both of the end of f i s c a l year 

24 periods represented by t h a t 19 months the c i t y has 

25 e s s e n t i a l l y said t h a t they would backstop any s h o r t f a l l 
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1 i n earnings t h a t would preclude our meeting our bond 

2 coverages. So t h a t i s what the c i t y has done. 

3 I t h i n k on the other side during the same period of 

4 time the company has been i n p r e t t y much constant f i l i n g s 

5 before the PUC i n a n t i c i p a t i o n of g e t t i n g various amounts 

6 of rat e r e l i e f t h a t would r a t i o n a l i z e our f i n a n c i a l 

7 s i t u a t i o n . So I t h i n k the c i t y has done i t s p a r t , 

8 management has done i t s pa r t and the Commission has seen 

9 t o do what i t can do. We are back here because we need 

10 a d d i t i o n a l help. 

11 Q. So there i s no sense on your p a r t t h a t S&P, 

12 having waited these 19 months they have not l o s t patience 

13 i n the C i t y of Philadelphia i t s e l f ? 

14 A. I don't t h i n k so. I t i s very c l e a r S&P looks 

15 -- one has t o only look at BCB-3 t o understand t h a t S&P 

16 looks at the process, looks at the requirements, looks at 

17 the ordinances and says t h i s i s a business t h a t must be 

18 conducted i n a s p e c i f i c way i n accordance w i t h law. And 

19 they would be d e r e l i c t i f they d i d n ' t view us t h a t way. 

20 So when they s t a r t t h e i r e v a l u a t i o n i t i s very cle a r t h a t 

21 everything i n t h e i r computation i s a matter of ordinance, 

22 i s a matter of agreement, i s a matter of law, except f o r 

23 the 20 m i l l i o n t h a t they have shown f o r 2003 which i s 

24 t h e i r judgement as to what ought t o happen. But 

25 everything else on t h a t piece of paper b a s i c a l l y 
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1 represents a requirement. 

2 Q. Page e i g h t , l i n e s one through 12. You mention 

3 i n here as shown i n E x h i b i t TEK-l f o r the l a s t several 

4 year PGW's co n s t r u c t i o n program i s 100 percent e x t e r n a l l y 

5 financed. I s t h a t 100 percent debt financing? 

6 A. Yes. 

7 Q. So there has been no eq u i t y c o n t r i b u t i o n by the 

8 c i t y ? 

9 A. Nor i s one expected. 

10 Q. Because? 

11 A. Because the C i t y of Phila d e l p h i a i s not an 

12 i n v e s t o r of r i s k c a p i t a l . The way PGW i s s t r u c t u r e d i t 

13 i s a form of e n t e r p r i s e . I t i s a n t i c i p a t e d t h a t the 

14 revenues f o r operation would be s u f f i c i e n t t o cover the 

15 cost of operation and to e s s e n t i a l l y fund over time the 

16 c a p i t a l needs of the company. That i s the way PGW i s 

17 designed. I t i s not designed t o assume t h a t we would go 

18 i n t o -- as an IOU you would go i n t o the market and r a i s e 

19 some amount of equity. That i s not the way PGW i s 

20 s t r u c t u r e d . 

21 The equi t y t h a t i s on the balance sheet, i t i s 

22 r e a l l y a fund balance. The municipal account i s the sum 

23 of p r i o r past net earnings t h a t are r e f l e c t e d on the 

24 balance sheet. That's i t . I don't t h i n k — 

25 Mr. Bogdonavage might be able t o c o r r e c t me, but I don't 
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t h i n k i n i t s 165 year h i s t o r y there has been any m a t e r i a l 

c o n t r i b u t i o n d i r e c t l y from the c i t y t o fund assets of 

PGW. 

MR. CLEARFIELD: Mr. Bogdonavage has only been 

there h a l f the time. 

{Pause.) 

MR. GRAY: I am j u s t making sure I'm not 

d u p l i c a t i n g some of the cross, here. Your Honor. Sorry 

f o r being a l i t t l e slow. 

JUDGE FORDHAM: Take your time. 

BY MR. GRAY: 

Q. Let's go t o page 12, l i n e 14. That continues 

t o page 13, l i n e two. You say somewhere i n the middle of 

th a t range at the very minimum i f we have reason t o 

beli e v e t h a t a pa r t y has not paid f o r gas i n the past we 

should not be required t o r e i n s t a t e t h a t customer or 

someone i n t h a t household going forward. And i t appears 

i f I am reading t h i s c o r r e c t l y as part of your o v e r a l l 

plan here there i s an i n t e r e s t i n t a k i n g a more 

aggressive stance i n c o l l e c t i n g unpaid b i l l s and not 

r e i n s t a t i n g customers along the l i n e s of what you 

discussed w i t h Mr. Simms. I s t h a t a c o r r e c t 

c h a r a c t e r i z a t i o n ? 

A. Yes. 

Q. I s i t your testimony or are we to take an 
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1 inference t h a t there i s some e n t i t y out there t h a t i s 

2 i n h i b i t i n g t h a t a c t i v i t y , t h a t f u r t h e r aggressive stance? 

3 A. I t h i n k i t i s a common complaint of most of the 

4 u t i l i t i e s of Pennsylvania t h a t the pro v i s i o n s of Chapter 

5 56 allow the reinstatement of accounts at residences 

6 without the b i l l being paid as long as there are c e r t a i n 

7 con d i t i o n s met. Most d i r e c t l y there i s a s i x month 

8 per i o d between, say, a t u r n o f f or a c t i v i t y being 

9 suspended at a l o c a t i o n and p o t e n t i a l l y having t h a t 

10 l o c a t i o n turned back on, presumably when the f a l l or col d 

11 weather comes. That i s a common phenomenon. 

12 Q. Well, then, l e t me r e f e r you t o the same 

13 question I asked Ms. Davis. I n Mr. Weakley's testimony 

14 he suggests t h a t the C i t y of Ph i l a d e l p h i a should permit 

15 f r a n k l y a more vigorous c o l l e c t i o n . Do you agree w i t h 

16 Mr. Weakley's --

17 A. I don't t h i n k i t i s the C i t y of Philadelphia 

18 a l l o w i n g anything. We are now under the purview of the 

19 Pennsylvania Public U t i l i t y Commission. I t i s a question 

20 of the Commission a l l o w i n g the more aggressive p o s i t i o n . 

21 And to the po i n t t h a t I ra i s e d back on one of the 

22 data responses where I t a l k s p e c i f i c a l l y about going t o 

23 the Commission and asking BCS f o r broader l a t i t u d e i n 

24 approaching these issues, there w i l l have t o be a change 

25 of some kind f o r us to not have t o adhere t o r e g u l a t i o n s 
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1 t h a t e s s e n t i a l l y continue t o create problems f o r the 

2 company. 

3 Going t o the s o c i a l compact issue, the company and 

4 the c i t y have an i n t e r e s t i n maintaining people i n t h e i r 

5 homes. So t h a t t h i s has gone on i n the past and 

6 presumably would continue to go on i n the f u t u r e . But 

7 under these circumstances, again, t h i s i s l a s t , i f a 

8 downgrade occurs, we must supply gas t o the greatest 

9 number of people as long as we can. That i s the p o s i t i o n 

10 t h a t management i s t a k i n g on t h i s issue. So we would 

11 need some accommodation not t o t u r n people on who we know 

12 may not be able t o pay u l t i m a t e l y . 

13 Q. Just so I'm cl e a r , your testimony i s t h a t the 

14 C i t y of Philadelphia i t s e l f , t h a t e n t i t y , i s not 

15 h i n d e r i n g your c o l l e c t i o n whatsoever? 

16 A. Not at t h i s p o i n t , no. 

17 Q. Not at t h i s point? 

18 A. Let me answer t h a t . Were we t o go i n t o t h i s 

19 kind of scenario there i s no question t h a t there would be 

20 an enormous problem created and t h a t the members of the 

21 C i t y Council as w e l l as the mayor presumably himself 

22 would be confronted w i t h customers saying I must have my 

23 heat, I must have my gas. And yet we can't a f f o r d t o 

24 provide gas at h i g h l y discounted rates or gas at a l l 

25 because we are not going t o get paid f o r i t . And we need 
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1 the cashflow i n order t o keep buying gas c e r t a i n l y 

2 through the wi n t e r period. 

3 This i s not a p r e t t y p i c t u r e . And, again, I come 

4 back t o we f e e l very s e r i o u s l y about the s o c i a l compact 

5 question. But there are circumstances t h a t I see coming 

6 down the p i ke i f t h i s were t o happen t h a t we j u s t could 

7 not continue the way we have. 

8 Q. Let me t u r n t o one l a s t subject, the sale of 

9 PGW. How involved are you w i t h any and a l l issues 

10 i n v o l v i n g the sale of PGW t o any other party? 

11 A. I am not involved at a l l . The only way t h a t 

12 PGW has been involved i s t h a t the evaluators, who are 

13 Lehman Brothers, have asked Mr. Bogdonavage and 

14 Mr. Golden f o r i n f o r m a t i o n and f o r i n t e r p r e t a t i o n of 

15 f i n a n c i a l statements and f o r other explanations of 

16 various s o r t s . But we are not involved i n the process 

17 beyond t h a t kind of v e t t i n g of data. 

18 Q. So as f a r as the f i n a n c i a l statements go, the 

19 $210 m i l l i o n i n c i t y e q uity, i t would then be at l e a s t 

20 from your side of the fence your understanding would be 

21 i f f i v e months from now the c i t y s e l l s PGW t o an 

22 investor-owned u t i l i t y the c i t y would be e n t i t l e d t o keep 

23 t h a t $210 m i l l i o n ? 

24 A. I have no view on t h a t at a l l . What w i l l 

25 happen w i l l be there w i l l be a p r i c e f i x e d f o r PGW. 
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1 Whether t h a t includes the surplus or doesn't include the 

2 surplus t h a t w i l l be the issue when some buyer steps 

3 forward and says I am w i l l i n g t o put so much money down 

4 f o r t h i s u t i l i t y . I have no view as t o whether t h a t w i l l 

5 or w i l l not include some or a l l of the fund balance. 

6 MR. GRAY: Thank you. Your Honor. 

7 JUDGE FORDHAM: Let's take a ten minute break. 

8 (Recess.) 

9 JUDGE FORDHAM: We are back on the record. 

10 We are continui n g w i t h the cross-examination of 

11 Mr. Knudsen. 

12 Mr. B e r t o c c i . 

13 MR. BERTOCCI: Thank you, Your Honor. 

14 CROSS-EXAMINATION 

15 BY MR. BERTOCCI: 

16 Q. Good afternoon, Mr. Knudsen. 

17 A. Good afternoon. 

18 Q. You e a r l i e r said t h a t , i f I understood you 

19 c o r r e c t l y , t h a t PGW was planning t o f i l e a p e t i t i o n 

20 before A p r i l 11 t o waive the labor agreement, i s t h a t 

21 r i g h t ? 

22 A. Waive the p o r t i o n s of the labor agreement t h a t 

23 deal w i t h the no l a y o f f clause. 

24 Q. That i s what I meant, yes. 

25 Are you also planning t o f i l e a p e t i t i o n f o r waiver 
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1 of s p e c i f i e d p r o v i s i o n s i n Chapter 56? 

2 A. That i s under co n s i d e r a t i o n r i g h t now, yes. 

3 Q. But no decision has been made? 

4 A. Well, we are working on i t r i g h t now. I t i s 

5 not as f a r along as the other. 

6 Q. E a r l i e r we had q u i t e a b i t of discussion about 

7 the various reductions t h a t you were p r o j e c t i n g should 

8 you be downgraded. 

9 A. Yes. 

10 MR. CLEARFIELD: This i s on the r e b u t t a l e x h i b i t ? 

11 MR. BERTOCCI: Yes. PGW Knudsen Rebuttal E x h i b i t 

12 No. 1. 

13 BY MR. BERTOCCI: 

14 Q. Have those reductions been subject t o a board 

15 r e s o l u t i o n by the PFMC board? 

16 A. Which ones? 

17 Q. The reductions t h a t you set f o r t h . 

18 A. The ones t h a t we would a n t i c i p a t e p u t t i n g i n 

19 place? 

20 Q. Yes. 

21 A. They have not f o r m a l l y been endorsed by the 

22 PFMC yet. They have been discussed i n some d e t a i l . We 

23 d i d not move i t t o a r e s o l u t i o n as such. We have a board 

24 meeting almost r i g h t on top of A p r i l 11 where we w i l l 

25 deal w i t h a l l of these issues. 
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1 JUDGE FORDHAM: Would you s t a t e the date again? 

2 THE WITNESS: Well, the r u l i n g w i l l be A p r i l 11 and 

3 the board meeting i s s h o r t l y t h e r e a f t e r and we would hope 

4 t o get some i n d i c a t i o n from S&P based on what the PUC 

5 does what S&P w i l l do and then the board we w i l l have 

6 a whole program before the board as t o how t o proceed. 

7 JUDGE FORDHAM: Thank you. 

8 MR. BERTOCCI: Thank you, Mr. Knudsen. 

9 That i s a l l I have. 

10 JUDGE FORDHAM: Does anyone else have anything? 

11 (No audible response.) 

12 JUDGE FORDHAM: I have one more question. 

13 On page four of your testimony, l i n e s 17 t o 29, you 

14 i n d i c a t e t h a t you want t o assure the Commission and the 

15 p a r t i e s t h a t management has done everything i t could over 

16 the l a s t 19 months t o susta i n the r a t i n g at the current 

17 l e v e l . But there are no examples. Can you give me some 

18 examples of what has been done? 

19 THE WITNESS: We met w i t h a l l of the agencies --

20 w e l l , I came i n March of 2000, so t h i s would have been 

21 mid-May of 2000 — where we l a i d out a program. I t h i n k 

22 we c a l l e d i t the t r a n s i t i o n t o excellence at the time. 

23 But i t d e a l t w i t h the f i n a n c i a l r e s t r u c t u r i n g , r e b u i l d i n g 

24 the computer system, g e t t i n g customer service revamped 

25 and f u n c t i o n i n g c o r r e c t l y and there were three or four 
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1 others. We then reported r e g u l a r l y e i t h e r d i r e c t l y or 

2 through Ms. Bisgaier t o the agencies as t o what we were 

3 doing and then a f t e r each of the f i s c a l year ends a more 

4 d e t a i l e d r e p o r t was given t o them by Mr. Bogdonavage. 

5 Just so you are cle a r , the present r a t i n g t h a t we 

6 have, the negative outlook, the c r e d i t watch, i s only t o 

7 be applied per our understanding of S&P's procedures f o r 

8 a 90 day period. We sustained t h a t f o r 19 months always 

9 by being i n touch, l e t t i n g them know and then holding out 

10 i n f r o n t of them the progress t h a t was being made so t h a t 

11 they saw what they c a l l e d the c r e d i t improving i n q u a l i t y 

12 as an or g a n i z a t i o n through t h i s p eriod of time. I t was 

13 only a f t e r we met w i t h them on, I t h i n k , December 20, i t 

14 was only a f t e r t h a t p e r i o d of time where they then 

15 s t a r t e d t o see t h a t unless there was a f u l l 

16 r e c o n s i d e r a t i o n of the 65 m i l l i o n request, of which we 

17 had gotten 36, unless there was a f u l l r e c o n s i d e r a t i o n we 

18 d i d n ' t have enough cash t o operate. And i t was i n 

19 January t h a t they d i d whatever they d i d and came f o r t h on 

20 the 4th of February t o e s s e n t i a l l y say t h i s i s where we 

21 are and you need t o get more money i n the house or you 

22 w i l l be downgraded. 

23 I t w i l l be 22 months or so between the i n i t i a l 

24 a c t i o n on the p a r t of S&P u n t i l the time t h a t the 

25 Pennsylvania Public U t i l i t y Commission acts t h a t they 
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1 w i l l have kept us i n a c l a s s i f i c a t i o n t h a t was only 

2 intended f o r 90 days. So we have done everything we can 

3 po s s i b l y do t o sustain t h i s r a t i n g . And i n a l l candor, 

4 Your Honor, when we l e f t S&P on the 2Oth of December we 

5 f u l l y expected t h a t the s t o r y t h a t we had t o l d , t h a t the 

6 answers t h a t we had t o the problems t h a t we had,, t h a t the 

7 f a c t we were seeking a d d i t i o n a l r a t e r e l i e f t h a t would be 

8 issued i n November, t h a t t h a t was going t o s a t i s f y them. 

9 And-it d i d n ' t . And j u s t l y so. I mean, one only has t o 

10 look at the f i n a n c i a l s and Mr. Bogdonavage's p r o j e c t i o n s 

11 and schedules and say you're r i g h t , t h i s i s not an 

12 investment grade u t i l i t y under these assumptions. 

13 JUDGE FORDHAM: Thank you. 

14 Mr. C l e a r f i e l d , do you have any questions? 

15 MR. CLEARFIELD: Yes, Your Honor. I have a few 

16 questions on r e d i r e c t . 

17 REDIRECT EXAMINATION 

18 BY MR. CLEARFIELD: 

19 Q. Just a c l a r i f i c a t i o n . The savings- or the 

20 a d d i t i o n a l cash t h a t the company i s a n t i c i p a t i n g or 

21 hoping t o achieve through i t s aggressive c o l l e c t i o n s 

22 p o l i c y , has t h a t been accounted f o r i n the company's 

23 f u l l y forecasted t e s t year r e s u l t s , i f you know? 

24 A. Yes. The a d d i t i o n a l $20 m i l l i o n t h a t t h i s 

25 program i s s t r u c t u r e d t o b r i n g about i s included i n 
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1 Mr. Bogdonavage 1s p r o j actions. 

2 Q. And you had some discussion about the 

3 p r o j e c t i o n of savings of $1 m i l l i o n a month t h a t we 

4 thought we could -- t h a t PGW thought i t could achieve t o 

5 a n t i c i p a t e the p o t e n t i a l of the downgrading. I s t h a t a 

6 sustainable l e v e l of savings? 

7 A. No. I viewed the problem i n two pieces when we 

8 s t a r t e d t o approach t h i s t h i n g . What could we do 

9 immediately t h a t d i d n ' t compromise the manner i n which 

10 the company was moving forward but at the margins we 

11 could s l i c e away costs t h a t we could argue we w i l l come 

12 back t o them at some time or so f o r t h . And t h a t was the 

13 m i l l i o n d o l l a r s . We were loo k i n g at t h a t money i n terms 

14 of g e t t i n g s t a r t e d , g e t t i n g launched, i n a n t i c i p a t i o n 

15 then t h a t i f the downgrading came then t h a t set of 

16 assumptions would s l i d e i n t o the much more draconian 

17 actions t h a t we would be required to take. That m i l l i o n 

18 d o l l a r savings which i s underway i s not intended t o be 

19 some kind of sustained l e v e l . I t ' s the example t h a t I 

20 gave Mr. Simms. There i s no reason why we should not 

21 spend $100,000 f o r an $1.5 m i l l i o n r e t u r n . We must spend 

22 t h a t money. 

23 Q. So how long could you s u s t a i n t h a t without 

24 having service degradations and other cutbacks i n service 

25 q u a l i t y ? 
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1 A. Well, I t h i n k i t i s a matter of a couple, three 

2 or four months max, i n the sense t h a t i f we don't do t h i s 

3 c o n s u l t i n g piece we w i l l not be p r o v i d i n g the l e v e l of 

4 service we could be p r o v i d i n g through our f i e l d forces 

5 because t h a t i s what t h i s i s intended t o do. I t i s 

6 intended t o get people out i n the f i e l d , do more work and 

7 do i t more e f f e c t i v e l y and more s a t i s f a c t o r i l y t o the 

8 customer. So i n t h a t regard customer s a t i s f a c t i o n , 

9 customer service i s already degraded. But more t o the 

10 p o i n t , when would we have to s t a r t p u l l i n g people out, 

11 phones and so f o r t h ? That i's j u s t a matter of time. 

12 Q. In answer, I t h i n k , t o Mr. Gray you i n d i c a t e d 

13 t h a t from your standpoint the process under which the 

14 company has operated heretofore i s t h a t revenues would 

15 come from ratepayers to provide over t i m e - f o r the c a p i t a l 

16 needs of the company. 

17 A. Right. 

18 Q. Does t h a t have a name, t h a t process? 

19 A. Yes. I t i s c a l l e d the cashflow method of 

20 ratemaking. I mean, t h a t i s the conventional way t h a t 

21 t h i s company has been d e a l t w i t h h i s t o r i c a l l y and I don't 

22 see any reason f o r us t o depart from t h a t going forward. 

23 Q. Is i t an unusual way of r a i s i n g --

24 A. No. 

25 Q. Well, l e t me f i n i s h . 
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1 -- f o r s e t t i n g rates f o r a municipal u t i l i t y ? 

2 A. No, i t ' s not an unusual way f o r s e t t i n g r a t e s . 

3 I t ' s a r e l a t i v e l y standard way f o r municipal u t i l i t i e s t o 

4 be regulated. 

5 MR. CLEARFIELD: Thank you. That i s a l l I have. 

6 ' JUDGE FORDHAM: Does anyone else have anything f o r 

7 t h i s witness? 

8 (No audible response.) 

9 JUDGE FORDHAM: Thank you very much. 

10 THE WITNESS: Thank you. Your Honor, very much. 

11 (Witness excused.) 

12 MR. SIMMS: Your Honor, I would l i k e t o move f o r 

13 the admission of OTS Cross-Examination E x h i b i t No. 1 i n t o 

14 the record. 

15 JUDGE FORDHAM: I s there any objection? 

16 MR. CLEARFIELD: No. 

17 JUDGE FORDHAM: I t i s admitted i n t o the record. 

18 (Whereupon, the document marked as OTS 

19 Cross-Exam. E x h i b i t No. 1 was received i n 

20 evidence.) 

21 MR. CLEARFIELD: And I would correspondingly move 

22 f o r the admission of PGW Statement ERP-1 and the 

23 accompanying e x h i b i t as w e l l as Knudsen Rebuttal E x h i b i t 

24 No. 1. 

25 JUDGE FORDHAM: Any objection? 
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1 (No audible response.) 

2 JUDGE FORDHAM: Hearing none, they are admitted. 

3 {Whereupon, the documents were marked as PGW 

A ERP Statement No. 1 and E x h i b i t TEK-l f o r 

5 i d e n t i f i c a t i o n , and were received i n evidence 

6 along w i t h p r e v i o u s l y marked Knudsen Rebuttal 

7 E x h i b i t No. 1.) 

8 JUDGE FORDHAM: That concludes your case, 

9 Mr. C l e a r f i e l d ? 

10 MR. CLEARFIELD: Yes, Your Honor. 

11 JUDGE FORDHAM: Mr. Simms. 

12 MR. SIMMS: Thank you, Your Honor. I c a l l 

13 Mr. Weakley t o the stand. 

IA Whereupon, 

15 CHARLES T. WEAKLEY, I I I 

16 having been duly sworn, t e s t i f i e d as f o l l o w s : 

17 JUDGE FORDHAM: Would you st a t e your name and 

18 business address f o r the record and please s p e l l your 

19 l a s t name? 

20 THE WITNESS: My name i s Charles T. Weakley, 

21 W-E-A-K-L-E-Y. My address i s P. 0. Box 3265, Harrisburg, 

22 Pennsylvania 17105. 

23 JUDGE FORDHAM: Thank you. 

24 You may proceed, Mr. Simms. 

25 MR. SIMMS: Thank you. Your Honor. 
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1 Under the s t i p u l a t i o n , Your Honor, the testimony 

2 and e x h i b i t s of Mr. Weakley have been authenticated. 

3 Mr. Weakley's testimony i s i d e n t i f i e d as OTS Statement 

4 No. 1. His e x h i b i t s are i d e n t i f i e d as OTS E x h i b i t No 1. 

5 I have provided under separate cover t o Your Honor and t o 

6 the p a r t i e s and provided copies t o the court r e p o r t e r 

7 e r r a t a sheets f o r pages s i x , seven and eight t o 

8 Mr. Weakley's d i r e c t testimony. 

9 JUDGE FORDHAM: Thank you. 

10 DIRECT EXAMINATION 

11 BY MR. SIMMS: 

12 Q. Mr. Weakley, do you have any other c o r r e c t i o n s 

13 or m o d i f i c a t i o n t o your d i r e c t testimony or t o your 

14 e x h i b i t s ? 

15 A. Well, I have one c o r r e c t i o n i n my d i r e c t 

16 testimony on page three, l i n e 16. The c i t e there should 

17 be E x h i b i t No. 2, Schedule 2. 

18 MR. SIMMS: Mr. Weakley i s a v a i l a b l e f o r 

19 cross-examination. Your Honor. 

20 JUDGE FORDHAM: Thank you. 

21 JUDGE FORDHAM: Mr. C l e a r f i e l d . 

22 MR. CLEARFIELD: Thank you, Your Honor. Just a few 

23 questions. 

24 CROSS-E XAMINATION 

25 BY MR. CLEARFIELD: 
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1 Q. Good afternoon, Mr. Weakley. 

2 A. Good afternoon. 

3 Q. Mr. Weakley, your testimony e s s e n t i a l l y 

4 c a l c u l a t e s or estimates the cash year at year end f o r PGW 

5 i f i t were granted $25 m i l l i o n i n e x t r a o r d i n a r y r a t e 

6 r e l i e f , i s t h a t correct? 

7 A. That's c o r r e c t . 

8 Q. I f the Commission were t o modify t h a t upward --

9 we w i l l j u s t t a l k about upward f o r the moment -- i s there 

10 a r u l e of thumb or a shorthand way t h a t we could adjust 

11 your cashflow analysis so t h a t we could determine how 

12 much cash the company would have on hand at the even of 

13 the year based on your c a l c u l a t i o n s ? 

14 A. Yes. You could do i t on an annual basis or a 

15 year end basis. 

16 Q. So would i t be a d o l l a r f o r d o l l a r ? 

17 A. Not exa c t l y . I t depends on what kind of 

18 revenues you are t a l k i n g about. 

19 Q. I s there any way we can estimate i t or i s t h a t 

20 something you would p r e t t y much have t o rec a l c u l a t e ? 

21 A. Well, Mr. Bogdonavage used a c o l l e c t i o n 

22 percentage of 94 percent. So i f i t i s what I would term 

23 new revenues the company would receive approximately 94 

24 percent. 

25 MR. CLEARFIELD: Thank you very much. 
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1 That's a l l the questions I have. 

2 JUDGE FORDHAM: Mr. Gray. 

3 MR. GRAY: Thank you, Your Honor. 

4 CROSS-EXAMINATION 

5 BY MR. GRAY: 

6 Q. Good afternoon, Mr. Weakley. 

7 A. Good afternoon. 

8 Q. On page three, l i n e s three through seven, you 

9 s t a t e t h a t PGW has demonstrated an immediate need f o r 

10 e x t r a o r d i n a r y r a t e r e l i e f i n order t o maintain f i n a n c i a l 

11 s t a b i l i t y . I s i t your expert opinion t h a t PGW has no 

12 other options f o r avoiding t h i s need f o r e x t r a o r d i n a r y 

13 r a t e r e l i e f ? I n other words, t h i s i s i t ? They need r a t e 

14 r e l i e f and t h a t i s the only o p t i o n a v a i l a b l e t o them? 

15 A. As f a r as I know at t h i s time, yes. 

16 Q. Did you consider any other options t h a t PGW 

17 might be able t o engage i n t o get them out of the 

18 s i t u a t i o n other than the r a t e r e l i e f ? 

19 A. No. 

20 Q. Let me t u r n you to page — I b e l i e v e ' i t i s page 

21 e i g h t . I t i s the question I r e f e r r e d t o and asked 

22 Ms. Davis and Mr. Knudsen. I t i s l i n e s seven and e i g h t , 

23 where you st a t e e a r l i e r i n my opinion the c i t y can do the 

24 f o l l o w i n g , permit PGW t o pursue c o l l e c t i o n of i t s 

25 accounts receivable w i t h the same v i g o r as other 
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1 u t i l i t i e s . Can you ex p l a i n t o me what you mean by the 

2 same vigor? 

3 A. Well, j u s t t o f o l l o w the gu i d e l i n e s i n Chapter 

4 56. 

5 Q. So i f I am reading t h i s c o r r e c t l y you are 

6 suggesting t h a t somehow the C i t y of Philadelphia has 

7 i n h i b i t e d PGW from pursuing t h a t w i t h the same vigor? 

8 A. As Mr. Knudsen stated, l a s t year C i t y Council, 

9 the Gas Commission and BCS a l l combined t o stop t h e i r 

10 c o l l e c t i o n e f f o r t s . And what I am saying i s t h a t the 

11 company should be allowed t o proceed t o c o l l e c t t h e i r 

12 receivables under the Chapter 56 g u i d e l i n e s . 

13 MR. GRAY: Thank you, Mr. Weakley. 

14 Thank you, Your Honor. That i s a l l I have. 

15 JUDGE FORDHAM: Does anyone else have anything f o r 

16 Mr. Weakley? 

17 MR. CLEARFIELD: Your Honor, can I do a follow-up? 

18 JUDGE FORDHAM: Yes. 

19 FURTHER CROSS-EXAMINATION 

20 BY MR. CLEARFIELD: 

21 Q. Mr. Weakley, do you have any evidence t h a t PGW 

22 i s not f o l l o w i n g the Chapter 56 procedures as they are 

23 set out and as BCS i n s t r u c t s t h a t they be followed? 

24 A. No. 

25 Q. And w i t h respect t o your statement t h a t we have 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



196 

1 j u s t i f i e d e x t r a o r d i n a r y r a t e r e l i e f , i s i t your view or 

2 your understanding t h a t there i s an element whereby the 

3 company i s required t o f i n d or demonstrate there i s no 

A other way t o avoid the consequences t h a t are set f o r t h i n 

5 se c t i o n 1308 (e)? 

6 A. No. 

7 MR. CLEARFIELD: That i s a l l I have. 

8 JUDGE FORDHAM: Anything, Mr. Simms? 

9 MR. SIMMS: No, Your Honor. • I have no r e d i r e c t , 

10 Your Honor. 

11 I would j u s t ask f o r the admission of OTS Statement 

12 No. 1 and OTS E x h i b i t No. 1 and the e r r a t a sheets, pages 

13 s i x , seven and e i g h t , i n t o the record. 

14 JUDGE FORDHAM: Any objection? 

15 (No audible response.) 

16 JUDGE FORDHAM: Hearing none, they s h a l l be 

17 admitted. 

18 (Whereupon, the documents were marked as OTS 

19 Statement No. 1 and E x h i b i t No. 1 f o r 

20 i d e n t i f i c a t i o n , and were received i n evidence.) 

21 JUDGE FORDHAM: Thank you. You may be excused from 

22 the stand. 

23 (Witness excused.) 

24 MR. SIMMS: Your Honor, at t h i s time I c a l l t o the 

25 witness stand Kevan Deardorff. 
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1 Whereupon, 

2 KEVAN DEARDORFF 

3 having been duly sworn, t e s t i f i e d as f o l l o w s : 

4 JUDGE FORDHAM: Would you s t a t e your name and 

5 address f o r the record, and please s p e l l your name? 

6 THE WITNESS: My name i s Kevan Deardorff, 

7 D-E-A-R-D-O-R-F-F. My business address i s P.O. Box 3265, 

8 Harrisburg, Pennsylvania. The z i p code i s 17105. 

9 JUDGE FORDHAM: Thank you. 

10 MR. SIMMS: Your Honor, Mr. D e a r d o r f f s Statement 

11 No. 2 and E x h i b i t No. 2 has been authenticated through 

12 the s t i p u l a t i o n . A d d i t i o n a l l y , Your Honor, I provided t o 

13 the p a r t i e s and Your Honor and have provided copies t o 

14 the court r e p o r t e r of OTS E x h i b i t No. 2, Schedule 3. 

15 DIRECT EXAMINATION 

16 BY MR. SIMMS: 

17 Q. Mr. Deardorff, do you have any co r r e c t i o n s or 

18 a d d i t i o n s t o your Statement No. 2 or t o your e x h i b i t s ? 

19 A. No. 

20 Q. Mr. Deardorff, d i d you have the op p o r t u n i t y t o 

21 hear the r e b u t t a l testimony of Mr. Bogdonavage? 

22 A. Yes. 

23 Q. Based upon Mr. Bogdonavage's r e b u t t a l testimony 

24 i t appears t h a t the company acknowledges t h a t a 5.9 

25 m i l l i o n c a p i t a l lease was not mathematically added back. 
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1 Do you r e c a l l t h a t testimony? 

2 A. Yes, I r e c a l l t h a t . 

3 Q. Do you r e c a l l the testimony t h a t the company 

4 added back the 5.9 m i l l i o n but the company also changed 

5 i t s methodology from the o r i g i n a l f i l i n g t o conform w i t h 

6 Standard & Poors' methodology? 

1 A. Yes. They acknowledged t h a t . t o adhere to the 

8 Standard & Poors f i x e d charge coverage r a t i o c a l c u l a t i o n 

9 t h a t they had t o add t h a t back i n . But they also changed 

10 t h e i r methodology to conform t o t h e i r ' s also. So t h a t 

11 the net impact was a d i f f e r e n c e of 1.47 m i l l i o n . 

12 Q. Are you prepared to change your schedule t o 

13 r e f l e c t the change i n methodology t h a t has been u t i l i z e d 

14 by Standard & Poors? 

15 A. No. I am not going t o change my schedule. 

16 However, I d i d do the c a l c u l a t i o n s j u s t as a what i f and 

17 i f I d i d use t h e i r methodology i t would only change the 

18 coverage r a t i o by .03, which would s t i l l leave the 

19 coverage r a t i o s t i l l i n the range of 1.2, 1.3. 

20 Q. That change of .03, f o r the record, t h a t change 

21 i s between using your numbers and company's S&P 

22 methodology, i s t h a t correct? 

23 A. That's c o r r e c t . The bottom l i n e on my schedule 

24 number two would change from — i t would be a l i t t l e b i t 

25 lower, from 1.25 down t o 1.22. 
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Q. Now, Mr. Deardorff, d i d you have the 

op p o r t u n i t y t o hear the r e b u t t a l testimony of 

Mr. Bogdonavage regarding the payment towards PGW1s 

commercial paper? 

A. Yes, I d i d . 

Q. Has the r e b u t t a l of Mr. Bogdonavage changed 

your p o s i t i o n on the payment of the commercial paper f o r 

the f u t u r e t e s t year? 

A. No, i t has not. I chose to use the $11 m i l l i o n 

because i t conforms t o what appears on schedule'A-2 of 

the company's base ra t e f i l i n g . That $11 m i l l i o n i s the 

paydown which my understanding i s a going forward — on a 

going forward basis. I t i s my understanding t h a t t h i s 

e x t r a o r d i n a r y r a t e r e l i e f proceeding i s t h a t we are 

t r y i n g t o determine the minimum amount necessary t o 

maintain the f i n a n c i a l s t a b i l i t y of t h i s company so t h a t 

Standard & Poors does not downgrade them. By p u t t i n g 

some number other than $11 m i l l i o n i n there I t h i n k i s 

o v e r i n f f a t i n g t h a t number and i s not a minimum number. 

While we would l i k e t o have the company pay i t down by 

$30 m i l l i o n I do not believe t h a t t h a t i s a minimum 

number at t h i s p o i n t i n time. As a matter of f a c t , on a 

going forward basis there i s no — at t h i s p o i n t i n time 

there i s no c o n t r a c t u a l agreement between PGW and the 

banks t h a t have loaned them the commercial paper. 
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MR. SIMMS: Your Honor, Mr. Deardorff i s a v a i l a b l e 

f o r cross-examination. 

JUDGE FORDHAM: Mr. C l e a r f i e l d . 

CROSS-EXAMINATION 

BY MR. CLEARFIELD: 

Q. Mr. Deardorff, l e t me ask you some questions 

about your l a s t s u r r e b u t t a l . You are saying t h a t you 

t h i n k t h a t using a $30 m i l l i o n paydown would be 

overstated. Do I understand your testimony? 

A. I t would overstate the necessary number to be 

placed i n the formula. The formula i s designed t o only 

show debt or d e f a u l t r i s k . And d e f a u l t r i s k by the 

nature of i t only considers c o n t r a c t u a l agreements. That 

i s why the $18 m i l l i o n dividend i s included. I t ' s only 

included because i t i s defined by law. 

Q. Do you have JRB-2 corrected before you? 

A. Yes. 

Q. Do you see at the bottom there i t says revised 

Standard & Poors f i x e d charge coverage r a t i o ? 

A. Yes. 

Q. The very l a s t item. 

A. Yes. 

Q. That says f i x e d r a t e coverage r a t i o i n c l u d i n g 

$18 m i l l i o n c i t y fee and $20 m i l l i o n tax exempt paper. 

A. Yes. 
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1 Q. And you said t h a t i t would be overstated i f we 

2 used the $30 m i l l i o n tax exempt paper, d i d n ' t you? 

3 A. Yes. 

A Q. In f a c t Mr. Bogdonavage d i d n ' t use 30 m i l l i o n . 

5 He used $20 m i l l i o n , d i d n ' t he? 

6 A. He t e s t i f i e d t o 30 m i l l i o n on 

7 cross-examination. However, he shows 20 m i l l i o n there. 

8 He shows 30 m i l l i o n i n the base ra t e case. A l l of which 

9 are non-contractual. 

10 Q. Well, do you understand t h a t the 20 m i l l i o n 

11 t h a t he has l i s t e d here i s a c t u a l l y a requirement of the 

12 c r e d i t agreement as i t stands now to reduce i t from --

13 l e t me f i n i s h the question because the record w i l l get 

14 very messy I don't -- reduce i t from $100 m i l l i o n t o $80 

15 m i l l i o n ? Do you r e c a l l t h a t testimony? 

16 A. Are you done? 

17 Q. Yes. I di d n ' t mean t o be rude. 

18 A. That c o n t r a c t u a l agreement i s only u n t i l August 

19 of 2002. The $11 m i l l i o n i s on an ongoing basis, forward 

20 l o o k i n g . 

21 • Q.' Okay. So we have $20 m i l l i o n we have t o do by 

22 the end of August, 2002? 

23 A. That was already r e f l e c t e d i n the cashflow. 

24 Based upon t h a t cashflow statement i t w i l l be paid up t o 

25 August 31 of 2002. And the $11 m i l l i o n i s going forward. 
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1 on a forward looking basis. 

2 Q. Where i s the paydown of the $20 m i l l i o n 

3 mandatory amount r e f l e c t e d on JRB-2? Can you j u s t l i s t 

4 the t i t l e or the l i n e ? As you understand i t . This i s 

5 the mandatory payment. 

6 A. That schedule i s not a forward l o o k i n g -- he i s 

7 not l o o k i n g at i t on a forward l o o k i n g basis. That i s 

8 lo o k i n g backwards, the $20 m i l l i o n t h a t was going to be 

9 paid. 

10 Q. But we have t o include t h a t , don't we? 

11 A. No. 

12 Q. We don't include the $20 m i l l i o n paydown at the 

13 end of 2002 t o f i g u r e out what our coverages are? 

14 A. Standard & Poors i s not loo k i n g at what i s 

15 going t o be happening i n the h i s t o r i c a l p eriod. They are 

16 l o o k i n g at a going forward basis. 

17 Q. But i f you have a l i n e of c r e d i t t h a t i s at 

18 $100 m i l l i o n and you have to get i t down to '$60 m i l l i o n 

19 you have t o go from 100 t o 80 f i r s t and then the 

20 d i s c r e t i o n a r y paydown 80 to 69, wouldn't you? 

21 A. Correct. But t h a t i s not c o n t r a c t u a l yet. 

22 Q. The f i r s t $20 m i l l i o n i s c o n t r a c t u a l . 

23 A. That i s c o n t r a c t u a l . 

24 Q. And t h a t i s r e f l e c t e d on the bottom here under 

25 f i x e d charge coverage f o r $20 m i l l i o n , i s n ' t i t ? 
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1 A. But i t i s supposed t o be what i s going forward 

2 from the 80 t o the 60 or whatever w i l l be c o n t r a c t u a l . 

3 Q. Okay. That would be the t o t a l $31 m i l l i o n , 

4 wouldn't i t ? 

5 A. No. 

6 Q. The t o t a l , now. We have the c o n t r a c t u a l and 

7 the d i s c r e t i o n a r y . 

8 A. That i s not going forward. You are adding 

9 h i s t o r i c a l f i g u r e s to going forward f i g u r e s and t h e r e f o r e 

10 i t ' s not going forward anymore. 

11 Q. Mr. Deardorff, don't you have t o get past the 

12 mandatory $20 m i l l i o n paydown f i r s t so t h a t you can then 

13 do the next traunch, the next paydown, t h a t i s 

14 d i s c r e t i o n a r y ? We agree t h a t i t i s not a b s o l u t e l y 

15 mandated. But you have t o pay i t down from 100 t o 8 0 

16 before you can pay i t down from 80 t o 69, don't you? 

17 A. Correct. 

18 Q. Okay. So t h a t i n t o t a l , i f you are going t o 

19 show t h a t t o t a l t h i n g , i f Mr. Bogdonavage was going t o 

20 show on JRB-2 t h a t t o t a l paydown he would be showing $31 

21 m i l l i o n of a paydown, wouldn't he? 

22 A. No. Much the same way t h a t Standard & Poors 

23 looks at — what Ms. Bisgaier put i n t o her schedule, they 

24 break i t down, they put the $20 m i l l i o n i n the h i s t o r i c a l 

25 t e s t year and then they go forward and have another $20 
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1 m i l l i o n . They b i f u r c a t e i t . Mr. Bogdonavage wants t o 

2 add i t a l l together and j u s t put i t a l l i n one year. 

3 Q. That i s not what Mr. Bogdonavage i s doing. 

4 A. Well, t h a t i s what i t appears to me he i s 

5 doing. I t i s o v e r l y aggressive and i t ' s not required. 

6 I t ' s not a minimum necessary i n t h i s case. 

7 Q. I f you j u s t reduce i t by $11 m i l l i o n how much 

8 commercial paper — 

9 A. I am reducing i t by 9 m i l l i o n t o 11 m i l l i o n . 

10 Q. I'm sorry. But you are saying we should use a 

11 $11 m i l l i o n --

12 A. That i s what the company budgeted f o r i n t h e i r 

13 base r a t e case. 

14 Q. So at the end of t h a t period how much of the 

15 l i n e of c r e d i t w i l l be outstanding i f you use your 

16 methodology? 

17 A. Well, based upon the cashflow schedule i n 

18 Mr. Bogdonavage's testimony, the ending balance f o r t h i s 

19 year w i l l be 77 m i l l i o n . A paydown of 11 more m i l l i o n 

20 would put i t at 66 m i l l i o n by the end of August of 2002. 

21 Q. So how much i s t h a t i n t o t a l from 100 t o 66? 

22 A. Thirty-one m i l l i o n f o r a two year period. 

23 Q. Right. So wouldn't you have t o show $31 

24 m i l l i o n on t h i s schedule i f Mr. Bogdonavage was t r y i n g t o 

25 show both the mandatory and the d i s c r e t i o n a r y paydown? 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



205 

1 A. No. That i s not c o r r e c t . You are p u t t i n g two 

2 year payments i n an one year f u t u r e t e s t year and t h a t i s 

3 not c o r r e c t ratemaking. 

4 Q. Do you understand the concept of pro forma 

5 adjustments, Mr. Deardorff? 

6 A. I understand a forward loo k i n g basis. What i s 

7 known and measurable. 

8 Q. Right. So i f the company i s p r o j e c t i n g and i t 

9 believes i t i s going t o have t o make a known and 

10 measurable change t h a t goes t o the end of the f u t u r e t e s t 

11 year, f o r example, i t i s common t h a t you would then 

12 include t h a t adjustment i n your f u t u r e t e s t year 

13 c a l c u l a t i o n s ? 

14 A. They w i l l not be making a $31 m i l l i o n payment 

15 f o r the f u t u r e t e s t year t h a t rates w i l l be i n e f f e c t . 

16 As of t h i s p o i n t i n time there i s no c o n t r a c t u a l 

17 agreement to pay anything on t h a t . 

18 Q. $31 m i l l i o n ? 

19 A. There i s only a c o n t r a c t u a l agreement t o pay i t 

20 down 20 m i l l i o n from 100 t o 80. And t h a t i s f o r the 

21 h i s t o r i c a l t e s t year 2001 t o 2002. 

22 Q. Doesn't he need t o show t h a t on hi s schedule, 

23 on the t e s t year budget 2001-2002, t o r e f l e c t what the 

24 cashflow e f f e c t s of paying t h a t down from 100 t o 80 w i l l 

25 be? 
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1 A. To look at i t on a h i s t o r i c a l basis, t h a t i s 

2 c o r r e c t . But t h a t i s not lo o k i n g at i t on a forward 

3 going basis. 

4 Q. But he's got t h a t on the schedule f o r t e s t year 

5 budget 2001-2002, doesn't he? He has i t paid down from 

6 100 t o 80 m i l l i o n , doesn't he? 

7 A. Yes. That i s a h i s t o r i c a l basis. 

8 Q. And out of $44 m i l l i o n t h a t produces 1.28 times 

9 coverage, r i g h t ? I mean, t h a t i s what the schedule says. 

10 A. That i s what the schedule says. 

11 Q. Maybe t h i s i s the best way t o do i t . Instead 

12 of assuming t h a t we are going t o pay down 20 m i l l i o n at 

13 t h a t p o i n t we only pay 11 m i l l i o n you would adj ust t h a t 

14 by -- you would add $9 m i l l i o n of a v a i l a b l e funds so t h a t 

15 t h i s coverage would go up and you would not need t o 

16 increase PGW's rates by the $44 m i l l i o n . I s t h a t — 

17 A. That i s not what I am t e s t i f y i n g t o . I am 

18 t e s t i f y i n g to a f u t u r e t e s t year t h a t includes only $11 

19 m i l l i o n of paydown of the debt from 77 m i l l i o n down to 66 

20 m i l l i o n . 

21 Q. I am j u s t going to ask you one more time. On 

22 your schedule where does i t show the f i r s t paydown from 

23 100 m i l l i o n t o 80 m i l l i o n ? 

24 A. That i s not included i n the f u t u r e t e s t year. 

25 Q. Is i t included i n your schedule? 
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1 A. No. I t ' s not included i n the f u t u r e t e s t year. 

2 MR. CLEARFIELD: May I have j u s t a moment, Your 

3 Honor? 

4 JUDGE FORDHAM: Sure. 

5 (Pause.) 

6 BY MR. CLEARFIELD: 

7 Q. I j u s t want t o ask you a couple of questions 

8 about the other adjustment. I j u s t want t o make sure I 

9 understand your testimony. 

10 Do you r e c a l l Mr. Bogdonavage t e s t i f y i n g t h a t i n 

11 h i s corrected JRB-2 he d i d i n f a c t add back the c a p i t a l 

12 leases t h a t he had o r i g i n a l l y i n a d v e r t a n t l y l e f t out of 

13 h i s o r i g i n a l schedule? 

14 A. That's c o r r e c t . He d i d two th i n g s . He added 

15 back $5.9 m i l l i o n and then he deducted c e r t a i n cashflow 

16 items t h a t he apparently says t h a t S&P does not recognize 

17 as part of t h e i r formula. 

18 Q. Are you t a l k i n g about on hi s revised schedule? 

19 A. Yes. 

20 Q. So you agree t h a t the e r r o r t h a t you pointed 

21 out i n your testimony has been corrected i n 

22 'Mr. Bogdonavage's corrected statement? 

23 A. That's c o r r e c t . 

24 Q. Wouldn't t h a t i n f a c t r e q u i r e you then t o 

25 increase the r a t e increase t h a t you have been 
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1 recommending i n order t o h i t the same coverage l e v e l s 

2 t h a t you t e s t i f i e d would be appropriate -- and we 

3 appreciate t h a t testimony, by the way — t h a t you 

4 t e s t i f i e d would be appropriate i n your d i r e c t testimony? 

5 (Pause.) 

6 Q. Wouldn't you have to increase the revenue 

7 requirement t o h i t the same le v e l s ? 

8 A. No. The e f f e c t i t has on my c a l c u l a t i o n i s t o 

9 lower -- I am keeping my recommended r a t e increase at 25 

10 m i l l i o n but w i t h a change i n the methodology-it would 

11 lower the funds a v a i l a b l e by 4.4 m i l l i o n and has the 

12 e f f e c t of j u s t lowering the coverage r a t i o s l i g h t l y down 

13 t o 1.22. 

14 Q. I f the funds a v a i l a b l e are lowered by 4.1 

15 m i l l i o n 

16 A. 4.5 m i l l i o n . 

17 Q . I ' m sorry. 4.5 m i l l i o n . And you are s t i l l 

18 t r y i n g t o h i t the same coverage l e v e l wouldn't he have t o 

19 get 4.5 m i l l i o n of a d d i t i o n a l revenue t o h i t t h a t same 

20 coverage l e v e l ? 

21 A. That i s the nice t h i n g about Standard & Poors. 

22 They are very wishy-washy about what you are t r y i n g t o 

23 h i t . They said 1.2 to 1.3. The recommendation 

24 regardless of which type of methodology I used, i t i s 

25 s t i l l w i t h i n the range. 
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1 Q. I hear you. But j u s t h y p o t h e t i c a l l y i f we were 

2 going t o s t i c k t o your o r i g i n a l testimony t h a t we should 

3 go f o r 1.25 we would have to'increase the ra t e increase 

4 t h a t you are recommending by t h a t $4.5 m i l l i o n ? 

5 A. I f you want t o s p l i t h a i r s about i t , t h a t i s 

6 c o r r e c t . 

7 Q. Well, however we cha r a c t e r i z e i t , t h a t i s what 

.8 we have t o do. 

9 MR. CLEARFIELD: That's a l l the questions I have. 

10 Thank you. 

11 JUDGE FORDHAM: Does anyone else have any questions 

12 f o r t h i s witness. 

13 (No audible response.) 

14 JUDGE FORDHAM: Mr. Simms. 

15 MR. SIMMS: May I have a b r i e f moment. Your Honor? 

16 JUDGE FORDHAM: Sure. 

17 (Pause.) 

18 MR. SIMMS: Your Honor, I have no r e d i r e c t . 

19 I would at t h i s time ask f o r the admission of OTS 

20 Statement No. 2 and OTS E x h i b i t No. 2 w i t h schedules one, 

21 two and three be admitted i n t o the record. 

22 JUDGE FORDHAM: Any objection? 

23 (No audible response.) 

24 JUDGE FORDHAM: Hearing none, they are admitted. 

25 
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1 (Whereupon, the document were marked as OTS 

2 Statement No. 2 and E x h i b i t No. 2 f o r 

3 i d e n t i f i c a t i o n , and were received i n evidence.) 

" 4 JUDGE FORDHAM: Thank you. 

5 (Witness excused.) 

6 JUDGE FORDHAM: Ms. McCloskey. 

7 MS. McCLOSKEY: Thank you, Your Honor. 

8 The O f f i c e of Consumer Advocate would c a l l 

9 Richard W. Lelash t o the stand. 

10 Whereupon, 

11 RICHARD W. LELASH 

12 having been duly sworn, t e s t i f i e d as f o l l o w s : 

13 MS. McCLOSKEY: Your Honor, I would l i k e t o have 

14 marked f o r i d e n t i f i c a t i o n OCA Statement No. 1-ERP which 

15 i s the d i r e c t testimony of Richard W. Lelash. 

16 JUDGE FORDHAM: I t s h a l l be so marked. 

17 (Whereupon, the document was marked as OCA 

18 Statement No. 1-ERP f o r i d e n t i f i c a t i o n . ) 

19 MS. McCLOSKEY: I believe we have s t i p u l a t e d t o the 

20 a u t h e n t i c i t y of the testimony. 

21 JUDGE FORDHAM: Let me ask him t o st a t e h i s name 

22 f o r the record. 

23 Would you st a t e your name and your business address 

24 f o r the record, please? 

25 THE WITNESS: Yes. My name i s Richard W. Lelash, 
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1 L-E-L-A-S-H. My business address i s 18 Seventy Acre 

2 Road, Redding, Connecticut. 

3 JUDGE FORDHAM: You may proceed. 

A MS. McCLOSKEY: Thank you, Your Honor. 

5 DIRECT EXAMINATION 

6 BY MS. McCLOSKEY: 

7 Q. Mr. Lelash, do you have any c o r r e c t i o n s t o your 

8 p r e f i l e d testimony? 

9 A. Not at t h i s time. 

10 MS. McCLOSKEY: With t h a t , Your Honor, Mr. Lelash 

11 i s a v a i l a b l e f o r cross-examination. 

12 JUDGE FORDHAM: Thank you. 

13 Mr. C l e a r f i e l d . 

14 MR. CLEARFIELD: Thank you, Your Honor. 

15 CROSS-EXAMINATION 

16 BY MR. CLEARFIELD: 

17 Q. Good afternoon, Mr. Lelash. 

18 A. Good afternoon. 

19 Q. On page 25 of your d i r e c t testimony you 

20 i n d i c a t e t h a t t o achieve an 1.2 times coverage l e v e l 

21 using the S&P c a l c u l a t i o n the company requires an 

22 a d d i t i o n a l $35.4 m i l l i o n of p r o j e c t revenue as you 

23 c a l c u l a t e i t , i s t h a t correct? 

24 A. Yes. 

25 Q. Now, would you agree, Mr. Lelash, t h a t 
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1 p r e s e n t l y to maintain PGW's f i n a n c i a l health i t i n f a c t 

2 needs t h a t $35 m i l l i o n ? 

3 A. I t needs approximately $35 m i l l i o n on a going 

4 forward basis. 

5 Q. And our dispute, i f there i s a dispute, i s 

6 where t h a t $35 m i l l i o n comes from, whether i t comes 

7 e n t i r e l y from an increase i n rates or whether i t comes 

8 p a r t i a l l y from an increase i n rates and a grantback of 

9 the c i t y fee, i s n ' t t h a t correct? 

10 A. Yes, t h a t ' s c o r r e c t . 

11 Q. Let me ask you a second question. As I read 

12 your testimony, you don't dispute t h a t i f PGW i s i n f a c t 

13 downgraded to junk status t h a t w i l l r e s u l t i n the company 

14 experiencing the customer service degradation, the 

15 maintenance cutbacks and the l a y o f f s t h a t section 1308(e) 

16 requires i n order to j u s t i f y e x t r a o r d i n a r y r a t e r e l i e f ? 

17 Requires be shown. 

18 A. You are premising i t on several things and l e t 

19 me j u s t address them. I f the company were t o be 

20 downgraded and i f the actions t h a t Mr. Knudsen t a l k e d 

21 about today were taken there would be then at t h a t p o i n t 

22 i n time the p o t e n t i a l f o r customer service t o decline and 

23 f o r other actions t o be taken. 

24 Q. You don't have any reason t o dispute t h a t PGW 

25 would be forced t o take those types.of actions t h a t he 
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1 has a r t i c u l a t e d or set f o r t h i n h i s Rebuttal E x h i b i t 1, 

2 do you? 

3 A. Under the premises t h a t he makes, t h a t w i t h the 

4 downgrade you would not be able t o negotiate the forward 

5 agreement, t h a t you would not be able t o renew the 

6 commercial paper l i n e or go out on a long-term basis, 

7 actions such as t h a t would be required. 

8 Q. And you have not challenged those assumptions 

9 i n your d i r e c t testimony? 

10 A. No, I have not. 

11 Q. Now, again, the p r o j e c t revenues t h a t you have 

12 recommended, $35.4 m i l l i o n , you suggest be derived both 

13 from a r a t e increase -- you c a l l i t a c a p i t a l surcharge, 

14 i s t h a t correct? 

15 A. That's c o r r e c t . 

16 Q. And a grantback of the c i t y fee f o r three 

17 years. 

18 You were here t h i s morning when Mr. Bogdonavage 

19 t e s t i f i e d on r e b u t t a l , weren't you? 

20 A. Yes. 

21 Q. You heard h i s testimony t h a t the company i s now 

22 p r o j e c t i n g i t ' s going t o lose some $32 m i l l i o n i n margin 

23 as a r e s u l t of the unusually warm weather? 

24 A. Yes. 

25 Q. And you also heard the testimony t h a t t h i s 
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1 f i s c a l year the company i s going t o be forced t o u t i l i z e 

2 the c i t y ' s o f f e r of a p a r t i a l grantback of the c i t y fee 

3 so t h a t i t would be able t o make i t s debt service 

4 coverage requirements and i t s bond covenants? 

5 A. Yes. I mean, I l i s t e n e d t o what he said, yes. 

6 Q. Now, your recommendation does not provide any 

7 p r o t e c t i o n t o the company i f i t were t o experience 

8 another winter l i k e the one we are j u s t f i n i s h i n g , does 

9 i t ? 

10 A. My recommendation r e a l l y i s based on c a p i t a l 

11 s u f f i c i e n c y . I t r e a l l y does not go t o addressing the 

12 coverage of operating expenses f o r the company, which I 

13 presume w i l l be adequately addressed i n the base r a t e 

14 case i t s e l f . 

15 Q. But one way t h a t a gas u t i l i t y l i k e PGW could 

16 receive some p r o t e c t i o n from the vagaries of weather and 

17 correspondingly t h a t the customers would receive some 

18 p r o t e c t i o n from the harm t o the company f i n a n c i a l l y when 

19 t h a t occurs i s through the establishment of some kind of 

20 weather n o r m a l i z a t i o n clause, i s n ' t t h a t r i g h t ? 

21 MS- McCLOSKEY: Your Honor, I ob j e c t . The company 

22 d i d not present a weather n o r m a l i z a t i o n clause as part of 

23 i t s request f o r e x t r a o r d i n a r y r a t e r e l i e f . They have 

24 done so i n the context of the base r a t e case and t h a t i s 

25 where t h a t matter w i l l be considered. I t ' s not contained 
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1 i n the testimony of Mr. Lelash nor r e l a t e d t o the 

2 testimony of Mr. Lelash's c a p i t a l surcharge. 

3 JUDGE FORDHAM: Mr. C l e a r f i e l d . 

4 MR. CLEARFIELD: Your Honor, Mr. Lelash i s 

5 proposing t h a t we use our only backstop t o meet the 

6 coverage requirements t h a t S&P re q u i r e s . What I am 

7 ex p l o r i n g i s what happens when t h a t backstop, i f i n 

8 f u t u r e years t h a t backstop i s needed j u s t t o meet the 

9 kind of losses we have experienced t h i s year from weather 

10 and whether there i s any p r o t e c t i o n i n h i s recommendation 

11 as a r e s u l t of t h a t . 

12 JUDGE FORDHAM: But doesn't t h a t go to the base 

13 r a t e case as opposed t o the emergency case? 

14 MR. CLEARFIELD: No, Your Honor, I don't t h i n k so. 

15 Because he i s recommending a $18 m i l l i o n increase and 

16 t h a t we would have to e n t i r e l y use the c i t y payment, the 

17 grantback, j u s t t o make the coverages t h a t S&P i s 

18 r e q u i r i n g . So I am ex p l o r i n g what happens, i f t h e . 

19 Commission were to do t h a t what would happen t o the 

20 company i n the next year. I mean, my questions, I only 

21 have a few i n t h i s regard but I am t r y i n g t o explore how 

22 the company would deal w i t h t h a t issue once the sa f e t y 

23 net was u t i l i z e d so t o speak. 

24 JUDGE FORDHAM: Ms. McCloskey. 

25 MS. McCLOSKEY: Your Honor, I would also say t h a t 
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1 t h a t was asked and answered. He s p e c i f i c a l l y asked him 

2 i f the company would have any p r o t e c t i o n and Mr. Lelash 

3 responded t h a t there i s a pending base r a t e case and t h a t 

4 i s where those issues w i l l be addressed. 

5 MR. CLEARFIELD: This i s cross-examination, Your 

6 Honor. 

7 Secondly, saying t h a t something i s going t o be 

8 addressed i n the pending r a t e case does not answer 

9 whether the company w i l l have p r o t e c t i o n . 

10 JUDGE FORDHAM: I w i l l allow a l i t t l e l a t i t u d e . 

11 MR. CLEARFIELD: Thank you. 

12 BY MR. CLEARFIELD: 

13 Q. You have t e s t i f i e d i n the past i n favor of 

14 weather adjustment clauses, haven't you? 

15 A. Yes. 

16 Q. And a weather adjustment clause simply would 

17 adjust the company's margin recovery up or down depending 

18 on whether the company experiences warmer or colder 

19 weather than normal? 

20 A. There are a v a r i e t y of weather clauses. Some 

21 of them do adjust margins. Some adju s t the f i x e d 

22 component of the gas costs. There are a v a r i e t y of 

23 d i f f e r e n t mechanisms. 

24 Q. And you are aware t h a t the company has i n f a c t 

25 proposed such a clause i n the base r a t e case a t least? 
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1 A. Yes. 

2 Q. But you have not proposed t h a t here along w i t h 

3 your e x t r a o r d i n a r y r a t e r e l i e f recommendation, have you? 

4 A. I have not. 

5 Q- Now, without such a clause and i f PGW were 

6 forced t o use i t s only backstop, t h a t i s , the c i t y 

7 payment, j u s t t o meet the coverage l e v e l s t h a t S&P i s 

8 r e q u i r i n g how would i t maintain i t s bond coverages i f i n 

9 the f u t u r e i t s u f f e r e d a wint e r l i k e we have j u s t 

10 experienced, t h a t i s , $32 m i l l i o n i n l o s t margin? 

11 A. Well, your question i s predicated on the 

12 statement t h a t the company by using the 18, or r e c e i v i n g 

13 the 18 and using i t f o r coverage, w i l l have exhausted a l l 

14 of i t s backstops. I t h i n k there was adequate testimony 

15 today t h a t there are other th i n g s t h a t .can supply 

16 a d d i t i o n a l c a p i t a l t o the company. You are t a k i n g a 

17 s i t u a t i o n where i n the f u t u r e there would be again a m i l d 

18 w i n t e r , again the company would have a margin s h o r t f a l l 

19 and there would be no other actions t h a t the company 

20 "could take t o meet those s h o r t f a l l s . Well, i t i s equally 

21 p l a u s i b l e t h a t the weather may be colder than normal and 

22 the company w i l l have excess revenues under t h a t . Which 

23 i s the reason why , i t i s appropriate t o evaluate t h a t i n 

24 the context of a base r a t e case. 

25 Q. But j u s t so the record i s c l e a r , i f i n f a c t we 
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1 have weather the same or, you know, s i m i l a r and we have 

2 already used the $18 m i l l i o n j u s t t o meet the ongoing 

3 coverage requirements of S&P we would have t o look 

4 somewhere else f o r support f o r our bond coverages. We 

5 couldn't look t o the $18 m i l l i o n c i t y fee as a grantback 

6 i n t h a t context, could we? 

7 A. I f the money has been used f o r something else 

8 you would not have i t a v a i l a b l e t o do t h a t . 

9 Q. And when you said there were other things 

10 mentioned t h a t could be used were you t h i n k i n g of the 

11 forward purchase as one of them? 

12 A. Well, I mean, we have discussed asset 

13 management, the p o t e n t i a l of asset management. The 

14 company, I know, i s l o o k i n g a t , which would be a summer 

15 type of b e n e f i t of asset management contracts f o r 

16 storage. But I am t h i n k i n g more on programs t o get 

17 b e t t e r c o l l e c t i o n of accounts rec e i v a b l e . Mr. Knudsen 

18 mentioned a number of things t h a t I t h i n k some of them 

19 h o p e f u l l y would not be necessary. But i n the f i r s t year 

20 of my proposed program, yes, I mean, we have designed i t 

21 t o f u l f i l l what we believe i s necessary t o b r i n g the 

22 company back t o f i n a n c i a l h e a l t h and i t r e a l l y gets 

23 p r o g r e s s i v e l y b e t t e r year by year. 

24 Q. But i n those f i r s t years i t i s going t o be very 

25 short of any kind of backstop t h a t they could r e a d i l y 
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1 c a l l on, wouldn't i t ? 

2 A. I would not agree. Because I t h i n k there are 

3 actions t h a t can be taken. I mean, Mr. Knudsen suggests 

4 t h a t he can make the company survive without anything, 

5 w i t h the downgrade and without the forward purchase 

6 agreement, without the c r e d i t l i n e . I be l i e v e t h a t my 

7 recommendation i s s u f f i c i e n t t o maintain the bond r a t i n g s 

8 and under t h a t circumstance the company w i l l have the 

9 a b i l i t y h o p e f u l l y t o make the forward purchase agreement, 

10 t o keep the tax exempt commercial paper l i n e at perhaps 

11 80 or at l e a s t at 60. I t h i n k there are things t h a t the 

12 company can do t o manage i n a circumstance t h a t you are 

13; suggesting. But we don't set rates t h a t way. And we* are 

14 not even s e t t i n g rates i n t h i s proceeding. What we were 

15 loo k i n g f o r i s a s o l u t i o n t o a l i q u i d i t y problem. 

16 Q. You heard Mr. Knudsen's r e b u t t a l where he 

17 i n d i c a t e d t h a t the responses t o the downgrade would i n 

18 f a c t b r i n g on the act i o n s , the reductions i n maintenance 

19 schedules, the customer service degradations and l a y o f f s 

20 t h a t are a l l sought t o be avoided by the 1308(e) 

21 standard, d i d n ' t you? 

22 A. Yes. 

23 Q- So t h a t i s the response t h a t you were r e f e r r i n g 

24 t o i n your l a s t answer? 

25 A. I am g e t t i n g a l i t t l e confused on where we are 
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1 here. 

2 Q. We are t a l k i n g about i f there was a downgrade 

3 what would the company do. 

4 A. Well, I presume t h a t we are t a l k i n g i n a 

5 h y p o t h e t i c a l . I have proposed something t h a t h o p e f u l l y 

6 would be able t o be put i n place which w i l l f o r e s t a l l the 

7 downgrading. 

8 Q. Your surcharge f o r three years, would be t h a t 

9 separate from the company's $69 m i l l i o n base r a t e case? 

10 A. Yes. 

11 Q. So t h a t means t h a t whatever we got we could go 

12 t o the base r a t e proceeding and we could s t i l l get a $69 

13 m i l l i o n r a t e increase under your view? 

14 A . I don 11 know whether you have adequate n o t i c i n g 

15 t h i n g s but i t would be my expectation t h a t t h i s would be 

16 seen as money as I recommend- t o be u t i l i z e d t o reduce the 

17 short-term borrowing l e v e l s of the company and t h e r e f o r e 

18 i t would not be a v a i l a b l e -- as a surcharge w i t h a 

19 s p e c i f i e d use i t would not be a v a i l a b l e t o meet the 

20 operating expenses of the company. 

21 Q. When you say be a v a i l a b l e t o meet the c a p i t a l 

22 needs of the company -- I'm sorry. Was t h a t what you 

23 said? 

24 A. The operating needs. The operating expenses. 

25 Q. You are not r e s t r i c t i n g i t i n terms of the 
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1 cashflow a v a i l a b i l i t y , are you? 

2 A. No. 

3 Q. And would i t be reconcilable? 

4 A. Would i t be r e c o n c i l a b l e i n what way? 

5 Q. Well, i f we set 18 m i l l i o n f o r FY 2000 s t a r t i n g 

6 i n May 1st, f o r a year, and a f t e r a year we looked back 

7 t o see much of the $18 m i l l i o n we a c t u a l l y recovered and 

8 we only recovered, l e t ' s say, $15 m i l l i o n , would you 

9 support the not i o n t h a t we would be able t o recover the 

10 a d d i t i o n a l $3 m i l l i o n ? 

11 A. No. I mean, t h a t would not be how i t i s 

12 intended t o work. 

13 Q. The gas cost recovery i s r e c o n c i l a b l e , correct? 

14 A. Yes. 

15 Q. On page ten of your testimony you said t h a t no 

16 u t i l i t y i n the country would continue t o pay dividends t o 

17 i t s owner were i t f a c i n g the l i q u i d i t y problems t h a t PGW 

18 i s f a c i n g . Would they stop paying t h e i r municipal taxes, 

19 would you th i n k ? 

20 A. I don't understand what the a p p l i c a t i o n of 

21 municipal taxes i s to the issue. 

22 Q. Would they stop paying fees f o r using 

23 rights-of-way i n c i t y s t r e e t s , Mr. Lelash, i f they were 

24 i n a l i q u i d i t y crunch? 

25 A. I f you're t r y i n g t o equate t h a t t o the $18 
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1 m i l l i o n amount I t h i n k t h a t t h a t i s an i n c o r r e c t 

2 c o r o l l a r y . That i s not what t h i s i s . I n concept i t ' s a 

3 payment by the u t i l i t y t o , I be l i e v e , f a c i l i t i e s 

4 management f o r i t s management of the co r p o r a t i o n . That 

5 i s the basis on which the 18 m i l l i o n i s paid, I b e l i e v e . 

6 There i s n ' t a mention of municipal taxes or anything 

7 else. 

8 Q- Well, do you r e c a l l the management au d i t t h a t 

9 was conducted by the PUC, by a consultant f o r the PUC, 

10 and t h a t was discussed i n the l a s t base r a t e proceeding? 

11 A. Yes. 

12 Q. Do you r e c a l l an analysis i n t h a t management 

13 a u d i t t h a t d i d say t h a t i f the c i t y fee was equated t o a 

14 payment i n l i e u of taxes i t would j u s t barely cover the 

15 property taxes t h a t PGW would have t o pay i f i t were 

16 p r i v a t e l y owned? 

17 A. Well, we are not --

18 Q. Just f o r the record, do you r e c a l l that? 

19 A. Yes, I r e c a l l the. statements t h a t were made i n 

20 t h a t and the context of t h a t r e p o r t . What I am 

21 suggesting t o you, and i n f a c t there i s a quote i n my 

22 testimony, i s t h a t the d i r e c t o r of finance f o r the c i t y 

23 h e r s e l f said t h a t t h i s i s the equivalent of a dividend 

24 payment. I t i s the r e t u r n t o the owner of -- i t i s a 

25 r e t u r n t o the owner. I don't want t o badger you or 
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1 anything but t h i s i s what your own d i r e c t o r of finance 

2 says i t i s . 

3 Q. I f we determine whether we have indices of 

4 reasonableness and one in d i c e of reasonableness would be 

5 i f the company was paying i t s taxes t o the c i t y as any 

6 other p r i v a t e l y held e n t i t y would, would i t be paying 

7 more or less than $18 m i l l i o n t o the c i t y ? I f you have 

8 an opinion. 

9 A. Mr. C l e a r f i e l d , i f the c i t y wants t o do t h a t i t 

10 should r e s t r u c t u r e the r e l a t i o n s h i p i t has w i t h the 

11 u t i l i t y . I t should c o l l e c t i t s municipal taxes. But I'm 

12 not seeing anybody making those kinds of suggestions. 

13 The issue i s very narrow. I t i s a question of 

14 whether or not a u t i l i t y i n a circumstance where they are 

15 making a payment t o the owner as a dividend would or 

16 would not make t h a t payment i f they had a problem w i t h 

17 l i q u i d i t y and had a h i g h l y leveraged c a p i t a l s t r u c t u r e . 

18 I'm saying most u t i l i t i e s , any u t i l i t i e s I know, would 

19 not pay dividends i n those circumstances. 

20 Q. When PGW has a very good year does the $18 

21 m i l l i o n payment go up? When i t a c t u a l l y has earnings, 

22 which I t h i n k they a c t u a l l y had i n 

23 A. E f f e c t i v e l y , yes, i t does. 

24 Q. I t does? 

25 A. Yes. 
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1 Q. They a c t u a l l y get — the c i t y gets more than 

2 $18 m i l l i o n paid t o them t h a t year? 

3 A. Not paid t o them but c r e d i t e d t o them. They' 

4 would receive the $18 m i l l i o n d ividend and t h e i r e q u i t y 

5 account i n the u t i l i t y would go up. 

6 Q. And who has use of the eq u i t y , the d o l l a r s --

7 i t i s a paper t r a n s a c t i o n , i s n ' t i t , the increase i n the 

8 equity? 

9 A. I don't t h i n k t h a t i s how they look at i t . I 

10 would guess t h a t the c i t y c a r r i e s t h a t e q u i t y balance as 

11 an asset. 

12 Q. Could you show me anything t h a t i n d i c a t e s that? 

13 A. I would j u s t say i f they have got -- i f the 

14 fund balance, the c i t y e q u i t y account goes up by $10 

15 m i l l i o n I suspect somewhere on the books of the c i t y they 

16 r e f l e c t t h a t . 

17 Q. But you don't have any — 

18 A. I'm j u s t saying I suspect t h a t . I'm not saying 

19 I know i t as a f a c t . But i f the value of an equ i t y 

20 holding t h a t I have goes up i n value t y p i c a l l y then my 

21 net worth has gone up i n value. 

22 Q. But doesn't PGW show the c i t y e q u i t y as an 

23 asset on i t s balance sheet? 

24 A. PGW? 

25 Q. Yes. 
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1 A. The c i t y e q u i t y i s owned by the c i t y , not by 

2 PGW. 

3 Q. But i t shows i t as a fund balance on i t s 

4 balance sheet, doesn't i t ? PGW. 

5 A. I t shows the c i t y ' s investment -- the c i t y 

6 eq u i t y i s shown as an asset on PGW's books? 

7 Q. Well, i t i s shown as re t a i n e d earnings. 

8 A. Yes. That i s not an asset. That i s on the 

9 l i a b i l i t y side. 

10 Q. I misspoke. I apologize. 

11 A. Right-hand side, not l e f t - h a n d side. 

12 Q. But i t i s on the balance sheet of PGW? 

13 A. As a l i a b i l i t y of the u t i l i t y t o i t s owner, the 

14 c i t y . 

15 Q. Retained earnings? 

16 A. Yes. 

17 Q. And do you know i f the company earns more money 

18 than the $18 m i l l i o n does the c i t y have the a b i l i t y t o 

19 simply draw those d o l l a r s out, complete d i s c r e t i o n t o 

20 draw those d o l l a r s out? 

21 A. I do not believe the c i t y does. I believe t h a t 

22 the monies, however, the r e s i d u a l monies, would be 

23 c r e d i t e d t o the c i t y ' s e q u i t y account. 

24 Q. I n your testimony you discuss the Bond Buyer 

25 a r t i c l e t h a t we have had some discussion about. Do you 
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1 have a copy of that? 

2 A. Yes. 

3 Q. What was the headline i n t h a t Bond Buyer 

4 a r t i c l e ? 

5 (Pause.) 

6 Q. Well, the headline i s Warm Winters, Debt 

7 Burdens Push Philadelphia Gas Works t o Brink, i s n ' t i t ? 

8 A. Let me j u s t get i t . 

9 MR. CLEARFIELD: Your Honor, l e t me mark as PGW 

10 Cross-Examination E x h i b i t 1 a copy of t h a t Bond Buyer 

11 a r t i c l e . I am g i v i n g two copies t o the r e p o r t e r . 

12 JUDGE FORDHAM: I t s h a l l be so marked. 

13 (Whereupon, the document was marked as PGW 

14 Cross-Exam. E x h i b i t No. 1 f o r i d e n t i f i c a t i o n . ) 

15 A. I now have i t . You c o r r e c t l y c i t e d the t i t l e 

16 of the a r t i c l e . 

17 BY MR. CLEARFIELD: 

18 Q. And i f you t u r n t o the second page the a r t i c l e 

19 i s continued w i t h a heading t h a t says Highly Leveraged 

20 Phil a d e l p h i a Gas Works Threatens t o Tumble i n t o Junk 

21 T e r r i t o r y , i s t h a t correct? 

22 A. That's c o r r e c t . 

23 Q. The w r i t e r of t h i s a r t i c l e seemed t o t h i n k 

24 there was a serious p o t e n t i a l t h a t PGW was going t o be 

25 downgraded t o junk bond. Wouldn't t h a t be a f a i r 
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c h a r a c t e r i z a t i o n ? 

A. You know, I t h i n k the a r t i c l e speaks f o r 

i t s e l f . 

Q. And there was discussion about the f a c t t h a t ' 

the S&P rep r e s e n t a t i v e i s quoted as saying given the 

current f i n a n c i a l p r o f i l e they don't look investment 

grade. Do you see that? 

A. Yes. However, i t i s worth n o t i n g t h a t t h a t S&P 

analyst does not make a determination whether or not S&P 

w i l l downgrade. 

Q. Mr. Lelash, have you discussed your 

recommendation t h a t you have made here w i t h anybody from 

S&P? 

A. No, I have not. 

Q. You have never worked f o r a company t h a t issues 

municipal bonds, have you? 

A. I have worked f o r companies t h a t issue bonds, 

not municipal bonds. 

Q. Have you worked as pa r t of your p r o f e s s i o n a l 

d u t i e s advising c l i e n t s on buying and s e l l i n g municipal 

bonds? 

A. No, I have not. 

Q. And you have never worked f o r a c r e d i t agency 

l i k e S&P, have you? 

A. No, I have not. 
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1 MR. CLEARFIELD: That i s a l l I have, Your Honor. 

2 JUDGE FORDHAM: Mr. Gray. 

3 MR. GRAY: Thank you. Your Honor. 

4 CROSS-EXAMINATION 

5 BY MR. GRAY: 

6 Q. Good afternoon, Mr. Lelash. 

7 A. Good afternoon. 

8 Q. Can I ask you t o t u r n t o page ten of your 

9 testimony. Item number nine? 

10 A. Well, I t h i n k -- I have item ten i n f r o n t of 

11 me. 

12 Q. I t i s item nine. 

13 A. I now have item nine i n f r o n t of me. 

14 Q. Thank you. 

15 You i n d i c a t e i n item nine t h a t the forecasts — and 

16 I'm quoting here — have not been analyzed or evaluated 

17 i n the context of a general r a t e i n v e s t i g a t i o n . As such 

18 i t i s impossible to make any comprehensive evaluation of 

19 the reasonableness of the company's derived $44 m i l l i o n 

20 amount. Do you see that? 

21 A. Yes.. 

22 Q. I s i t a f a i r statement -to say t h a t your $18 

23 m i l l i o n increase s u f f e r s the same deficiency? 

24 A. There i s r e a l l y a dual purpose to the 

25 recommendation t h a t I make here. Obviously the company 
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1 has contended t h a t i t needs a c e r t a i n amount of revenues 

2 t o f o r e s t a l l the downgrade. I looked at the issue more 

3 on how the l i q u i d i t y problem could be addressed t o the 

4 p o i n t of g e t t i n g what I would consider a f a r more 

5 permanent s o l u t i o n t o the l i q u i d i t y problem. And I d i d 

6 t h a t by look i n g at both the requirement, the minimum 

7 requirement by S&P, but also l o o k i n g at the balance sheet 

8 of the u t i l i t y and determining what i t would take over 

9 about a three year period t o l i q u i d a t e or s u b s t a n t i a l l y 

10 l i q u i d a t e i t s short-term debt p o s i t i o n and at the same 

11 time h o p e f u l l y augment the e q u i t y p o s i t i o n . Therefore 

12 the 18 come 36 i f matched by the c i t y r e a l l y was 

13 predicated on t h a t l i q u i d i t y and c a p i t a l need more than 

14 on the P&L analysis t h a t w i l l take place i n a base r a t e 

15 proceeding. 

16 Q- Along s i m i l a r l i n e s l e t me t u r n t o — I was 

17 going t o say page 27. 

18 A. Well, l e t ' s give i t a t r y . 

19 Q. The t i t l e of the secti o n i s c a p i t a l versus 

20 revenue need. 

21 A. Yes. 

22 Q. And you s t a t e i n your answer, I guess the t h i r d 

23 f u l l sentence, accordingly i t i s my b e l i e f t h a t the 

24 se c t i o n 1308(e) p r o v i s i o n s are not ap p l i c a b l e t o PGW's 

25 r a t e r e l i e f request. Do you see that? 
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1 A. Yes. 

2 Q. Then s o r t of the same question. I s t h a t also a 

3 f a i r statement about your $18 m i l l i o n proposal, t h a t 

4 1308(e) i s also not ap p l i c a b l e t o your proposed $18 

5 m i l l i o n increase? 

6 A. S t r i c t l y speaking you are r e a l l y r a i s i n g a 

7 l e g a l issue which I am q u i t e confident a l l the lawyers 

8 w i l l b r i e f considerably. I consider t h i s t o be outside 

9 of the pr o v i s i o n s of section 1308 because i t r e a l l y i s 

10 predicated on a c a p i t a l requirement as opposed t o an 

11 operating expense. The company has not come i n here and 

12 pre d i c a t e d i t s $44 m i l l i o n on the basis t h a t i t has now 

13 looked at the operating expenses i t ' s going t o have over 

14 the next 12 months and i t needs $44 m i l l i o n . I guess 

15 p a r e n t h e t i c a l l y i t i s saying i t needs $60 m i l l i o n . But 

16 here i t i s saying we have run t h i s S&P formula on 

17 l i q u i d i t y and coverages and i t i s t e l l i n g us we need $44 

18 m i l l i o n . That i s a d i f f e r e n t kind of t h i n g . 

19 I honestly don't believe the d r a f t e r s of 1308 I 

20 have no way to know, but I don't t h i n k the d r a f t e r s there 

21 were considering t h a t i t would be used as the basis t o 

22 seek c a p i t a l from ratepayers. And I don't t h i n k i t has 

23 ever been used t o do t h a t . And so I t h i n k we are s o r t of 

24 i n new ground here and I t h i n k the Commission has t o 

25 evaluate on the basis of what the company claims i s the 
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1 requirement on the basis of l i q u i d i t y , what the formulas 

2 show, what a c t u a l l y the balance sheet accounts show and 

3 make a determination on t h a t basis. I don't t h i n k 1308 

4 i s a p p l i c a b l e . At l e a s t I w i l l t e l l from you a finance 

5 p o i n t of view I t h i n k i t i s a d i f f e r e n t animal. 

6 MR. GRAY: Thank you. 

7 Thank you. Your Honor. That's a l l I have. 

8 JUDGE FORDHAM: Does anyone else have anything f o r 

9 t h i s witness? 

10 MR. CLEARFIELD: Your Honor, I am going t o have a 

11 few follow-ups, but I can w a i t . 

12 JUDGE FORDHAM: Ms. Burak. 

13 MS. BURAK: Thank you, Your Honor. 

14 CROS S-EXAMINATION 

15 BY MS. BURAK: 

16 Q. Good afternoon, Mr. Lelash. 

17 A. Good afternoo. 

18 ' Q. I f you would t u r n t o pages 13 and 14 of your 

19 testimony, i t i s a c t u a l l y paragraph number 17. 

20 A. Yes. 

21 Q. This i s where you make the proposal f o r the $lf 

22 m i l l i o n surcharge. And I bel i e v e you j u s t p r e v i o u s l y 

23 i n d i c a t e d t o Mr. C l e a r f i e l d t h a t t h i s $18 m i l l i o n 

24 surcharge would be separate and apart from the company's 

25 c u r r e n t base r a t e proceeding, i s t h a t correct? 
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1 A. That's c o r r e c t . 

2 Q. But i t i s my understanding t h a t as pa r t of your 

3 testimony you do not provide any proposal as t o how t h i s 

4 $18 m i l l i o n would be a l l o c a t e d , i s t h a t correct? 

5 A. A l l o c a t e d t o what purpose i t w i l l be paid' or t o 

6 who w i l l pay i t ? 

7 Q- Who w i l l pay i t . 

8 A. I t i s my understanding t h a t who w i l l pay i t has 

9 been determined by s t i p u l a t i o n and has already been 

10 decided. 

11 Q. Thank you. 

12 And also, Mr. Lelash, i n t h a t same paragraph you 

13 discuss the company's r e s t r u c t u r i n g proceeding and you 

14 suggest a phase-in of c e r t a i n r e s t r u c t u r i n g i n i t i a t i v e s 

15 over time. I s i t c o r r e c t t o assume, then, t h a t you are 

16 not suggesting t h a t the e n t i r e r e s t r u c t u r i n g be held i n 

17 abeyance at t h i s time? 

18 A. No. My understanding i s t h a t the company i s 

19 obviously required t o make a f i l i n g . There are then a 

20 v a r i e t y of things i n t h a t f i l i n g they have t o address, 

21 such as the Chapter 56 p r o v i s i o n s , t o change the t a r i f f . 

22 I am merely suggesting r e a l l y p r a g m a t i c a l l y based on what 

23 the company i s saying as w e l l t h a t they may have w i t h or 

24 without the r a t e increase may have d i f f i c u l t y i n 

25 comprehensively r e s t r u c t u r i n g and opening access t o a l l 
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1 customers. So I t h i n k t h a t down the road there needs t o 

2 be a discussion of whether there are c e r t a i n phases of 

3 the r e s t r u c t u r i n g t h a t could be done on a p i l o t basis. 

4 There have been some actions already on addressing, i f 

5 you w i l l , the r e s t r u c t u r i n g f o r commercial and i n d u s t r i a l 

6 accounts. I had i n mind, r e a l l y , when I was doing t h a t . 

7 t h i n k i n g t h a t there may be a s i m i l a r phase-in f o r 

8 r e s i d e n t i a l and t h a t i t may not be something, t h a t they 

9 would do on an immediate basis but would i n f a c t phase i n 

10 a program t h a t would allow them a longer time p e r i o d t o 

11 develop the i n f r a s t r u c t u r e t h a t was requ i r e d . That was 

12 r e a l l y the t h r u s t of my recommendation. 

13 MS. BURAK: Thank you. 

14 That i s a l l I have, Your Honor. 

15 JUDGE FORDHAM: Mr. Be r t o c c i . 

16 CROSS-EXAMINATION 

17 BY MR. BERTOCCI: 

18 Q. Good afternoon, Mr. Lelash. 

19 A. Good afternoon. 

20 Q. We began kind of q u i c k l y so I wanted t o make 

21 sure I understood what I thought I heard. I t i s my 

22 understanding t h a t the $35 m i l l i o n , 35.4 I be l i e v e 

23 m i l l i o n d o l l a r s t h a t was mentioned at the beginning, was 

24 what you t h i n k the S&P formula i f done c o r r e c t l y would 

25 y i e l d , i s t h a t r i g h t ? 
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1 A. Not r e a l l y done c o r r e c t l y - The p r i n c i p a l t h i n g 

2 was t o develop a revenue requirement f o r the lower end of 

3 the s t a t e d S&P range. And the range was 1.2 to 1.3 

4 coverage. And the company's t a r g e t at 44 was mid-range, 

5 so t o speak. So I wanted t o j u s t see what would be 

6 h y p o t h e t i c a l l y -- not h y p o t h e t i c a l , but what was a good 

7 estimate of the lowest required revenue requirement. And 

8 t h a t came up, I believe i t i s done c o r r e c t l y , a t about 

9 35, 36 m i l l i o n . 

10 Q. I s i t f a i r t o say t h a t you are agnostic as t o 

11 whether 35 t o 36 m i l l i o n i s r e a l l y required? And the 

12 reason I say t h a t i s your proposal i s r e a l l y t h a t a 

13 surcharge would be i n an amount which would match what 

14 would be c o n t r i b u t e d by the c i t y . I f the c i t y was 

15 w i l l i n g t o put up $16 m i l l i o n I imagine t h a t the 

16 surcharge, i f I'm co r r e c t i n understanding your proposal, 

17 would be $16 m i l l i o n on the other side. I s t h a t r i g h t ? 

18 A. C e r t a i n l y one was not dependent on the other, 

19 but I had i n mind because of a l o t of the statements made 

20 by the c i t y t h a t i f i t were t o be persuaded t o give any 

21 money the 18 probably would be s o r t of the t a r g e t l e v e l . 

22 Because the c i t y at t h a t time when I was w r i t i n g the 

23 testimony appeared t o have pledged the 18 m i l l i o n . Now I 

24 understand they w i l l make i t a v a i l a b l e up t o 18. But the 

25 18 was s o r t of, we w i l l say, i n play. So when the 
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1 calculation at the 1.2 times coverage level came about, 

2 yes, t h a t was confirming t h a t what I thought might be 

3 possible and f a i r t o the ratepayers of a s p l i t t i n g of the 

4 revenue r e s p o n s i b i l i t y , i t would appear f u l f i l l e d the 

5 lowest l e v e l of the S&P requirement. 

6 MR. BERTOCCI: Thank you very much. 

7 JUDGE FORDHAM: Anyone else? Mr. C l e a r f i e l d . 

8 FURTHER CROSS-EXAMINATION 

9 BY MR. CLEARFIELD: 

10 Q. With respect t o your c a l c u l a t i o n which appears 

11 on Schedule 2, Mr. Lelash, you reached the conclusion 

12 t h a t the company can j u s t i f y an a d d i t i o n a l 35.4 m i l l i o n 

13 of p r o j e c t revenues by t r y i n g t o h i t a 1.2 times coverage 

14 using the S&P formula, would t h a t be f a i r t o say? 

15 A. Yes. 

16 Q. And your l a s t c a l c u l a t i o n there shows t h a t you 

17 took account of the payment of the c i t y fee and the $20 

18 m i l l i o n tax exempt commercial paper payment, i s t h a t 

19 r i g h t ? 

20 A. Yes. 

21 Q. Now, do you understand t h a t payment t o be the 

22 r e d u c t i o n from 100 m i l l i o n to 80 m i l l i o n t h a t i s mandated 

23 by the c r e d i t f a c i l i t y ? 

24 A. Yes. This was shown on the t e s t year budget 

25 basis during t h a t i n t e r v a l . I n the S&P formula as I 
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1 i n t e r p r e t e d i t there would be a requirement t o r e f l e c t 

2 the 20 m i l l i o n drop from 100 t o 80. 

3 Q. Right. Now, i f I wanted --

4 A. Well, l e t me f i n i s h . 

5 I would not disagree w i t h OTS t h a t t h e o r e t i c a l l y i f 

6 you moved to. the next period of time on a f u l l y 

7 forecasted basis the $20 m i l l i o n would not be appropriate 

8 t o show i n t h a t c a l c u l a t i o n . 

9 Q. You would have t o show an a d d i t i o n a l 

10 c a l c u l a t i o n , though. You would have t o include the 20 

11 • m i l l i o n and then include an a d d i t i o n a l paydown of the 

12 short-term paper, wouldn't you? 

13 A. Well, now t h a t you asked t h a t question, i t 

14 r e a l l y was my idea i n the plan t h a t I had put up t h a t by 

15 having the c i t y pledge the 18 m i l l i o n f o r three years and 

16 the S&P formula, i n essence the 18 would be suspended, i f 

17 you w i l l , f o r the three year p e r i o d because i t would not 

18 be a l e g a l o b l i g a t i o n , and by the time t h a t suspension 

19 was over there would have been s u f f i c i e n t paydown of the 

20 commercial paper l i n e t h a t the 20 m i l l i o n would not be 

21 j u s t i f i e d w i t h i n the equation e i t h e r , c e r t a i n l y by the 

22 second or t h i r d year of t h a t timeframe. And t h a t was 

23 r e a l l y why I thought and I s t i l l t h i n k t h a t the 

24 recommendation t h a t i s made here would be s u f f i c i e n t t o 

25 show S&P t h a t there was going t o be a permanent f i x not 
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1 l o o k i n g n e c e s s a r i l y on a year by year basis but what 

2 happens when t h i s three year p e r i o d i s over. When t h i s 

3 three year period i s over the company b a s i c a l l y does not 

4 have a m a t e r i a l amount of short-term debt. That i s i t s 

5 l i q u i d i t y problem. This plan over three years would 

6 remove the l i q u i d i t y problem. And assuming t h a t i n the 

7 base r a t e case a f a i r and reasonable l e v e l of ongoing 

8 rates would be set f o r the company, i t was my opinion 

9 t h a t t h i s would address the S&P concern and would 

10 s t a b i l i z e and then improve the f i n a n c i a l s i t u a t i o n of the 

11 company. 

12 Q . I understand your testimony. 

13 A. Okay. 

14 Q. And I understand you're t r y i n g t o make a f a i r 

15 recommendation. But I j u s t want t o get t o the t e c h n i c a l 

16 c a l c u l a t i o n of t h i s coverage c a l c u l a t i o n . 

17 A. Okay. 

18 Q. I f i n f a c t we wanted t o determine what the 

19 coverage would be i f the company was going to pay down 

20 not 20 m i l l i o n but 20 m i l l i o n plus the next l e v e l , 

21 another 11 m i l l i o n , the coverage c a l c u l a t i o n t h a t i s 

22 shown i n the t e s t year budget there would be lower, 

23 wouldn't i t ? 

24 A. No. I mean -- no. The answer i s no, Danny, 

25 and l e t me t e l l you why. They are o b l i g a t e d , the company 
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1 i s o b l i g a t e d , t o pay down 20. And t h a t i s c o r r e c t l y 

2 r e f l e c t e d . 

3 Q. That i s what i s shown on t h a t $20 m i l l i o n of 

4 the mandatory paydown. 

5 A. There i s no knowledge or no a b i l i t y f o r us t o 

6 know whether or not the next r e n e g o t i a t i o n of the 

7 commercial paper l i n e s w i l l r e q u i r e an a d d i t i o n a l 

8 exemption -- an a d d i t i o n a l reduction. 

9 Q. Granted. Granted, Mr. Lelash. But I am saying 

10 h y p o t h e t i c a l l y l e t ' s j u s t assume i f you were t o show 

11 t h a t , i f we a l l agree t h a t t h a t was going t o happen and 

12 the company was going t o pay t h a t down so we had to come 

13 up w i t h d o l l a r s t o pay t h a t down, then the funds 

14 a v a i l a b l e would be less and the coverage l e v e l s t h a t 

15 would be shown there would be less, wouldn't they? I 

16 mean, t h a t i s mathematic. 

17 A. Well, what are we t a l k i n g about? Are we 

18 t a l k i n g about they make the 20 payment which i s r e f l e c t e d 

19 here and you are saying then next year they w i l l do what? 

20 Q. Just pro forma i f we wanted t o show t h i s t e s t 

21 year budget t o show not only the mandatory payment but an 

22 a d d i t i o n a l payment l e t ' s say h y p o t h e t i c a l l y we were going 

23 t o make --

24 A. Well, but an a d d i t i o n a l payment you are 

25 h y p o t h e t i c a l l y going t o make should not be included i n 
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1 the S&P formula. 

2 Q. I understand. 

3 A . I don't t h i n k you do. 

A Q. And i t ' s not included i n the formula, i s i t ? 

5 A. What? 

6 Q. I'm j u s t t r y i n g t o ask you t e c h n i c a l l y i f you 

7 d i d r e f l e c t t h i s a d d i t i o n a l $11 m i l l i o n what would happen 

8 t o t h a t coverage assuming you kept the $35 m i l l i o n of 

9 a d d i t i o n a l p r o j e c t revenue constant? 

10 A. For what time period? On the t e s t year basis 

11 here or --

12 Q. The t e s t year basis. You assume h y p o t h e t i c a l l y 

13 t h a t you are now not only going t o pay down the mandatory 

14 amount but you are going t o make an a d d i t i o n a l payment 

15 and you are going to show the e f f e c t of t h a t on our 

16 coverages at the end of --

17 A. The a d d i t i o n a l payment would not enter i n t o the 

18 S&P formula as I understand i t . 

19 Q. I f you decided you were going t o do i t and --

20 A. I f you decided you were going to do i t you 

21 could decide three minutes l a t e r you were not going t o do 

22 i t . I t i s not a mandated payment. My understanding i s 

23 t h a t the S&P formula i s the c o n t r a c t u a l o b l i g a t i o n s t h a t 

24 the c i t y has t o meet. I f you are t a l k i n g d i s c r e t i o n a r y , 

25 w e l l , we might put 11 m i l l i o n more i n and knock i t down 
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1 or maybe we won't , t h a t i s not the kind t h i n g t h a t they 

2 are seeking t o measure i n t h e i r formula. 

3 Q. Do you know i f the a d d i t i o n a l 20 m i l l i o n paydown 

4 of the short-term c r e d i t l i n e i s included i n t h e i r 

5 worksheet t h a t i s shown as BCB-3 f o r the 2003 period? 

6 A. Yes. 

7 Q. Is i t or i s n ' t i t ? 

8 A. I t i s . 

9 Q. I f they are i n c l u d i n g t h a t non-mandatory 

10 payment — 

11 A. I n c o r r e c t l y they are i n c l u d i n g i t . Now t h a t 

12 you have r a i s e d i t , I w i l l t e l l you. That i s wrong. By 

13 t h e i r own d e f i n i t i o n t h a t $20 m i l l i o n i n 2003 should not 

14 be i n there. 

15 Q. Whether i n your view i t i s wrong or not, they 

16 have included i t and they are c a l c u l a t i n g S&P's coverages 

17 w i t h t h a t assumption f o r the year 2003, aren't they? 

18 A. I t i s not a mandated payment --

19 Q. Mr. Lelash, come on. 

20 MR. CLEARFIELD: Your Honor, I asked a simple 

21 question. 

22 BY MR. CLEARFIELD: 

23 Q. Are they or aren't they c a l c u l a t i n g i t w i t h the 

24 assumption t h a t t h a t i s going t o be f o r 2003 --

25 A. What do they say, asked and answered? I 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



241 

1 already t o l d you t h a t the 20 m i l l i o n was i n there. 

2 Q. Then a l l you had to say was yes. 

3 A. I s a i d i t already t o you. 

4 Q. Well, you could say i t a few more times. I t ' s 

5 not going t o k i l l you. 

6 I am j u s t going t o t r y one more time. 

7 Mathematically i f we superimposed an a d d i t i o n a l paydown 

of the short-term payment on the t e s t year, and I 

9 understand t h a t t h a t i s going t o happen i n 2003, but i f 

10 we p u l l e d t h a t i n t o t h i s c a l c u l a t i o n t h a t i s shown on 

11 your Schedule 2 as i f i t were going t o happen, not j u s t 

12 the 20 m i l l i o n but now an a d d i t i o n a l $11 m i l l i o n payment, 

13 everything else being equal what would happen t o t h a t 

14 coverage? 

15 A. I f there was a mandate f o r $31 m i l l i o n t h a t was 

16 plugged i n t o t h i s t h i n g i t obviously would lower the 

17 coverage. 

18 MR. CLEARFIELD: Thank you. 

19 That's a l l the questions I have. 

20 JUDGE FORDHAM: Does anyone else have anything? 

21 (No audible response.) 

22 JUDGE FORDHAM 

23 MS. McCLOSKEY 

24 JUDGE FORDHAM 

25 (Pause.) 

Ms. McCloskey. 

Your Honor, may we have a moment? 

Sure. 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



242 

1 JUDGE FORDHAM: Ms. McCloskey. 

2 MS. McCLOSKEY: Yes, Your Honor. As much as 

3 everyone would l i k e t o discuss the $11 m i l l i o n again, the 

4 OCA has no r e d i r e c t . 

5 We would move i n t o admission OCA Statement 

6 No- 1-ERP. 

7 JUDGE FORDHAM: Any objection? 

8 MR. CLEARFIELD: No o b j e c t i o n . 

9 JUDGE FORDHAM: I t i s admitted. 

10 (Whereupon, the document marked as OCA 

11 Statement No. 1-ERP was received i n evidence.) 

12 MR. CLEARFIELD: I would move i n t o admission 'PGW 

13 Cross-Examination E x h i b i t 1. 

14 JUDGE FORDHAM: Any objection? 

15 (No audible response.) 

16 JUDGE FORDHAM: I t i s admitted i n t o evidence. 

17 (Whereupon, the document marked as PGW 

18 Cross-Exam. E x h i b i t No. 1 was received i n 

19 evidence.) 

20 JUDGE FORDHAM: Do we have anything f u r t h e r ? 

21 MR. CLEARFIELD:' Your Honor, I don't believe so. 

22 JUDGE FORDHAM: I'd l i k e t o thank the p a r t i e s f o r 

23 making sure we d i d t h i s i n one day and a c t i n g very 

24 c i v i l i z e d . 

25 We have another issue w i t h respect t o the base r a t e 
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1 proceeding t h a t I would l i k e t o t a l k t o you about but we 

2 can do t h a t o f f the record. 

3 As I i n d i c a t e d before, we know t h a t the t r a n s c r i p t 

4 w i l l be an one day t r a n s c r i p t and memos are due by noon 

5 on A p r i l 3rd. I would have t o get some guidance as to 

6 whether there i s going t o be a page l i m i t a t i o n or not on 

7 the memoranda and I w i l l t r y t o get t h a t and get t h a t t o 

8 you by tomorrow. 

9 JUDGE FORDHAM: Mr. B e r t o c c i . 

10 MR. BERTOCCI: Your Honor, i s t h a t in-hand by noon 

11 on A p r i l 3rd? I f i t i s i n Harrisburg --

12 JUDGE FORDHAM: I t i s t o be e-mailed -- Mr. House, 

13 could you c l a r i f y t h at? 

14 MR. HOUSE: I bel i e v e i t i s expected t o be in-hand 

15 JUDGE FORDHAM: Yes. 

16 MR. BERTOCCI: In-hand? So not even e-mailed? 

17 MR. HOUSE: Well, t r a n s m i t t e d so t h a t i t i s 

18 received by the appropriate Commission bureaus. I t must 

19 be received, l e g i b l y , r e t r i e v a b l e , readable, without 

20 v i r u s e s . 

21 JUDGE FORDHAM: I s there anything else? 

22 (No audible response.) 

23 JUDGE FORDHAM: Thank you. 

24 We are o f f the record i n t h i s proceeding. 

25 (Whereupon, at 4:00 p.m., the hearing was concluded.) 
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1 C E R T I F I C A T E 

2 I hereby c e r t i f y , as the stenographic r e p o r t e r , 

3 t h a t the foregoing proceedings were taken 

4 s t e n o g r a p h i c a l l y by me and t h e r e a f t e r reduced t o 

5 t y p e w r i t i n g by me or under my d i r e c t i o n ; and t h a t t h i s 

6 t r a n s c r i p t i s a t r u e and accurate record t o the best of 

7 my a b i l i t y . 
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