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



IN REPLY PLEASE REFER TO OUR FILE



INDEPENDENT AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission


	We have audited Philadelphia Gas Works’ Statements of Restructuring and Consumer Education Surcharge Over/Under Collections (Section 1307(f)) for the twelve month periods ended August 31, 2012 and August 31, 2011.  These statements are the responsibility of the Company's management.  Our responsibility is to express an opinion on the statements based on our audit.

	We conducted our audit in accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the specified statements are free of material misstatement.  Our audit included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate for the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the statements referred to above.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall statement presentations.  We believe that our audit provides a reasonable basis for our opinion.

	The Statements of Restructuring and Consumer Education Surcharge Over/Under Collections were prepared for the purpose of complying with the rules and regulations of the Pennsylvania Public Utility Commission and are not intended to be a complete presentation of the Company's revenues and expenses.

	In our opinion, the information set forth in the accompanying Statements of Restructuring and Consumer Education Surcharge Over/Under Collections for the twelve month periods ended August 31, 2012 and August 31, 2011 of Philadelphia Gas Works presents fairly, in all material respects.





	Dennis P. Hosler, CPA
	Director
	Bureau of Audits
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PHILADELPHIA GAS WORKS

Statement of 
Restructuring and Consumer Education Surcharge (RCES)
Over/(Under) Collections (Section 1307(f)) 
For The Twelve Month Periods Ended August 31, 2012* (Note 1)


	Month
	RCES
Volumes
	RCES
Surcharge
	RCES
Revenues

	
	(1)
	(2)
	(3)=(1)x(2)

	
	Note 2
	Note 3
	Note 4

	
	
	
	

	September 2011
	      1,252,065 
	$        0.0134
	$   16,778

	October
	1,511,890 
	0.0009
	1,361

	November
	3,502,934 
	0.0009
	3,153

	December
	4,856,042 
	0.0008
	3,885

	January 2012
	7,713,007 
	0.0007
	5,399

	February
	7,422,450 
	0.0007
	5,196

	March
	5,443,356 
	0.0008
	4,355

	April
	3,304,749 
	0.0009
	2,974

	May
	2,221,954 
	0.0009
	2,000

	June
	1,365,711 
	0.0018
	2,458

	July
	1,141,852
	0.0027
	3,083

	August
	       1,087,428 
	0.0027
	       2,936                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         

	     Totals
	     40,823,438                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                   
	
	$   53,577 





























       FY 2012 to be Recovered                                                                        $  54,463
       FY 2012 Actual Recovery                                                                            53,577
       Remaining Balance as of August 31, 2012 - Note 5                                $       886

* - As reported to the Commission at Docket No. R-2012-2286447.

Arithmetic differences are due to rounding.




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

Statement of 
Restructuring and Consumer Education Surcharge (RCES)
Over/(Under) Collections (Section 1307(f)) 
For The Twelve Month Periods Ended August 31, 2011* (Note 1)

	Month
	RCES
Volumes
	RCES
Surcharge
	RCES
Revenues

	
	(1)
	(2)
	(3)=(1)x(2)

	
	Note 2
	Note 3
	Note 4

	
	
	
	

	September 2010
	      1,118,574 
	$        0.0245
	$        27,362

	October
	1,587,794 
	0.0259
	41,160

	November
	3,282,114 
	0.0259
	85,082

	December
	6,924,055 
	0.0259
	179,492

	January 2011
	10,818,015 
	0.0259
	280,435

	February
	9,393,321 
	0.0259
	243,503

	March
	6,853,601 
	0.0259
	177,666

	April
	4,758,553 
	0.0259
	123,356

	May
	2,300,914 
	0.0259
	59,647

	June
	1,393,379 
	0.0259
	36,121

	July
	1,168,270
	0.0259
	30,285

	August
	     1,072,711 
	0.0259
	          27,808                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         

	     Totals
	     50,671,301                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                   
	
	$  1,311,917 





























       Restructuring Surcharge Under Recovery - Note 5                      $  3,527,945
       FY 2009 Actual Recovery                                                                 1,079,459
       FY 2010 Actual Recovery                                                                 1,082,106
       FY 2011 Actual Recovery                                                                 1,311,917
         FY 2012 Recovery (Remaining Balance)                                      $      54,463

* - As reported to the Commission at Docket No. R-2011-2224739.

Arithmetic differences are due to rounding.




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

Notes to the Financial Statements

1 – Statements

The Statements of Restructuring and Consumer Education Surcharge Over/(Under) Collections audit was conducted on Philadelphia Gas Works’ (PGW or Company) officially filed 1307(f) reconciliation statements submitted to the Pennsylvania Public Utility Commission (PUC) in accordance with Section 1307(f)(3) of the Public Utility Code on November 30, 2012 and November 30, 2011 and are available at Docket Nos. R-2012-2286447 and R-2011-2224739, respectively, via http://www.puc.pa.gov.

2 – RCES Volumes

RCES Volumes are the sales volumes in MCFs billed during the month.  One MCF is equal to a thousand cubic feet of natural gas.

3 – RCES Surcharge

The RCES Surcharge is calculated by dividing the total costs approved for annual recovery by the estimated applicable MCFs of throughput and applied to all firm sales and transportation volumes.  The RCES recovers the Commission approved costs which the Company has or will incur to meet the requirements of the Natural Choice and Competition Act and applicable Commission regulations, orders and other regulatory requirements, other than costs pertaining to universal service and energy conservation programs.

4 – RCES Revenues

RCES Revenues are derived by multiplying the sales volumes billed during the month by the applicable RCES rate.  The RCES is applied to each MCF of firm sales and transportation volumes with the exception of the Natural Gas Vehicle Service Firm customers.

5 – Restructuring Surcharge Under Recovery And Remaining Balance As Of August 31, 2012




PGW stopped billing its RCES after August 2007.  In conjunction with PGW’s annual Purchase Gas Rate filing submitted pursuant to 66 Pa.C.S. § 1307(f), at Docket No. R-2008-2021348, the Company proposed to recover the remaining RCES recoverable costs of $3,527,945 through its base rates.  However, by  Commission Order issued October 15, 2008 for the base rate proceeding, PGW was directed to re‑implement the RCES for the four year period September 1, 2008 through August 31, 2012 to recover the remaining balance of the RCES undercollection.  If an over recovery balance remained as of August 31, 2012, the Company was to use the funds for low income programs, or, if any under-recovery balance remained, the Company was to forego recovery of these funds.
BACKGROUND

AND
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PHILADELPHIA GAS WORKS

Background


	This background section was developed substantially from unaudited data and documentation made available by PGW and is presented solely for informational purposes.

	PGW is owned by the City of Philadelphia (City) and is the largest municipally‑owned gas utility in the nation.  The City has provided for the management and oversight of PGW’s operations through a non-profit corporation, the Philadelphia Facilities Management Corporation (PFMC).  According to PGW’s annual reports filed with the PUC, for the years 2012 and 2011 PGW’s total sales revenues from residential, commercial, industrial, and public authorities were $605,762,387 and $673,794,502 respectively. 

PGW maintains a distribution system of approximately 3,000 miles of gas mains, and provides gas service to approximately half a million residential, commercial and industrial customers in the City.  PGW also owns and operates facilities for the liquefaction, storage, and vaporization of natural gas to supplement the gas supply it takes directly from interstate pipeline and storage companies. PGW has a diverse customer base that includes firm service, interruptible service, and transportation service customers.  PGW’s revenue base is comprised primarily of firm service residential customers.

Prior to July 1, 2000, PGW was under the jurisdiction of the Philadelphia Gas Commission.  Effective July 1, 2000, pursuant to the passage of the Pennsylvania Natural Gas Choice and Competition Act (Act), PGW came under the regulatory jurisdiction of both the Philadelphia Gas Commission and the PUC.  Under the Act, notwithstanding any other provision of the Public Utility Code to the contrary, the PUC is required to follow the same ratemaking methodology and requirements previously applicable to PGW in determining the Company’s operational revenue requirement and in approving overall rates and charges.  

	On July 1, 2002, at Docket No. M-00021612, PGW filed its Restructuring Plan, consistent with the Commission’s filing requirements for PGW, to unbundle its rates and to initiate customer choice pursuant to the Act.  The Final Restructuring Order, entered March 31, 2003, allowed PGW to establish an appropriate non-bypassable cost recovery mechanism to recover the costs of PUC approved non-gas restructuring and consumer education costs that have or will be incurred to meet the requirements of the Act and applicable PUC regulations, orders and other regulatory requirements.

PGW stopped billing its RCES after August 2007.  In conjunction with PGW’s annual Purchase Gas Rate filing submitted pursuant to 66 Pa.C.S. § 1307(f), at Docket No. R-2008-2021348, the Company proposed to recover the remaining RCES 
PHILADELPHIA GAS WORKS

Background (continued)


recoverable costs of $3,527,945 through its base rates.  By Commission Order issued October 15, 2008 for the base rate proceeding, PGW was directed to re‑implement the RCES for the four year period September 1, 2008 through August 31, 2012 to recover the remaining balance of the RCES undercollection.  If an over recovery balance remained as of August 31, 2012, the Company was to use the funds for low income programs, or, if any under-recovery balance remained, the Company will forego recovery of these funds.  As of August 31, 2012, the remaining balance was $886.  PGW has indicated that they have not and will not pursue collecting this balance.


PHILADELPHIA GAS WORKS
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