TABLE 21

PHILADELPHIA
TOTAL MONTHLY EMPLOYMENT AND MONTHLY UNEMPLOYMENT RATES
BASED ON RESIDENCY
January 1991 - November 1993
Total Unempioyment
Emplovment Rate %
Month 1991 1992 1993 1991 1992 1993
January 663,700 634,400 630,900 7.4 8§31 9.0
February 665,800 632900 631,400 7.8 9.1 9.0
March 655,200 630300 626,500 8.0 : 8.3 8.1
April 670,800 627,300~ 624,900 78 0 9.0 8.5
May 665,300 626.900 630,800 9.1 9.5 9.5
june 679,900 642,700 639,600 8.1 9.0 8.8
July 678,800 640.600 642900 8.5 92 9.8
August 668,900 641900 715700 8.1 9.2 R
September 665,100 639300 699,200 8.1 8.9 9.0
October 675,300 643,900 639,600 8.0 9.0 9.2
November 675,800 649 500 642,200 1.6 8.1 g9~
December 671,300 643,200 1.3 7.6
Source: Pennsylvania Department of Labor and Industry, Bureau of Research & Stalistics.
* Preliminary Data
TABLE 22
PHILADELPHIA
NON-FARM PAYROLL EMPLOYMENT*
(Amounts in Thousands)
1983 1984 1985 1986 1987 1988 1989 1990 1991 1992
Total Employment 743.1 7524 7554 7603 7723 7759 7616 7467 7184 696
Manufacturing 109.2 1086 103.2 99.8 96.0 92.2 87.0 81.6 74.8 689
Non-Manufacturing 633.9 643.8 63522 6605 6763 6837 6746 6651 6438 6272
Construction and .
Mining 17.0 17.2 17.3 17.2 17.3 7.5 17.0 16.0 134 114
Transportation/Public
Utilities 46.6 46.4 452 443 450 44 4 409 399 8%5 374
Trade 142.5 1450 1458 1480 1481 1493 1443 1363 12652 1199
Finance/insurance
Real Estate 64.7 66.4 66.6 69.5 72.8 71.5 68.6 64.7 61.3 598
Services 225.0 2285 2359 2425 2503 2572 2621 2652 2644 2635
Government 138.1 1403 1415 1389 1428 t43.8 141.7 143.0 1395 1351
Source: Commeonwealth of Pennsylvania, Department of Labor and Industry, Office of Employment Security.

Bureau of Research and Siatistics,

* Inciudes persons employed within the City. without regard to residency.
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TABLE 23
LARGEST 20 NON-GOVERNMENTAL EMPLOYERS
IN THE CITY OF PHILADELPHIA

1992
No. of
Employer () Emplovees

University of Pennsylvania 22,196 (0)
Thomas Jefferson University 7,886
CoreStates Financial Corporation 7429
CIGNA Corporation 5,067
Strawbridge & Clothier 4739
Albert Einstein Healthcare Foundation 4,630
Philadelphia Electric Company . L 4,166
Hahnemann University =~ h 4,110
Bell of Pennsylvania 3,419
Mellon PSFS 3411
Provident National Bank 3381
The Medical College of Pennsylvania 3,381
Consolidated Rail Corporation (Conrail) 3,300
ARA Services Inc. 2,949
Philadelphia Newspapers, Inc. 2,797
Pennsyivania Hospital 2.663
The Children's Hospital of Philadelphia 2,630
Graduate Health System 2,524
Drexel University 2,333
USAIr . 1.974

Source: Philadelphia Business Journal, Book of Business Lists, 1993 Edition; December 28, 1992,

(a) Does not include federal, state and city agencies.
(b} Includes Hospital of the University of Pennsylvania.
TABLE 24
FORTUNE 500

LARGEST INDUSTRIAL CORPORATIONS
WITH HEADQUARTERS IN PHILADELPHIA PMSA

1992
Sales
Corporation Type of Industry Ranking (S Millions)
Sun Petroleum Refining 59 §,626.0
Unisys Computers 62 8,421.9
Campbel! Soup Food 85 6,278.5
Scomt Paper Paper Products 110 4,886.2
Crown Cork & Seal Metal Producis 151 3,780.7
Rohm & Haas Chemicals 153 3,083.0
Amtek Electronics 420 776.2
Tyco Toys Toys, Sporting Goods 423 768.4
Betz Laboratories Chemicals 438 710.2
Toy Technologies Electronics 480 621.1

Source: Fortune Magazine, April 1993.
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TABLE 25
FORTUNE 500
LARGEST SERVICE CORPORATIONS
WITH HEADQUARTERS IN PHILADELPHIA PMSA

1992
Assets
rporati Tvpe of Industry Ranking (& Millions)
CIGNA Financial 8/Financial 69,287.0
Bell Atlaniic Utility 3/Uities 28,099.5
Corestates Finance Corp. Banking 30/Banking 23,6991
Phitadelphia Electric Utility 19/Utilities 12,578.2
Consolidated Rail Transportation s, 16/Transportation 7.315.0
Penn Mutual Life [nsurance 46/Life Insurance a 6.248.4
Alco Standard Service 21/Service 2,444 8
ARA Group Service 23/Service 2,005.2
Advanta Financial 50/Service 1,775.1
U.S. Healthcare Service 60/Service 981.1
Alco Health Svs. Service 37/Service 848.7
Intelligent Electronics Service 45/Transportation 630.3
Source: Fortune Magazine, May 31, 1993.
TABLE 26
TOTAL INDUSTRY EMPLOYMENT BY ESTABLISHMENT
ANNUAL AVERAGES
{Amounts In Thousands)
PHILADELPHIA PMSA
ESTABLISHMENT DATA 1983 1990 1991 1992
Non-Agricultural Employment 22102 2203.1 28266 2095.5
Goods Producing 469.2 446.6 405.8 386.7
Construction & Mining 105.2 97.3 76.0 739
Manufacturing 364.0 3493 326.8 313.0
Durable Goods 189.4 177.4 1604 1499
Nondurable Goods 174.6 171.9 166.4 163.1
Service Producing 1741.0 1756.5 17208 1708.8
Transp. & Public Utilities 100.6 101.5 100.7 97.8
Wholesale & Retail Trade 514.1 502.1 481.1 486.9
Fin., Insurance & Real Estate 161.9 160.9 156.3 i157.4
Services 662.8 687.4 681.6 685.0
Govemment 301.6 304.7 301.1 299.7
Federal Government 80.4 80.4 78.8 75.0
State & Local Government 221.2 2243 2235 2247
Source: Bureau of Rescarch & Statistics, Pa. Depariment of Labor and Indusiry.
Income

The following table shows comparable data relating to per-capita income for the City, the PMSA.
and the United States.

47



As shown below, over the past few years, real per-capita income has generally outpaced the urban
cost of living index, suggesting that on average, the newly created service jobs have generated positive
real income growth for City wage earners.

TABLE 27
CONSUMER PRICES PERSONAL INCOMES

% change
1985 1990 1991 1985-1991
CPI-U United States (2} 107.6 130.7 136.2 26.6%
CPI-U Philadelphia PMSA (2) 108.8 135.8 142.2 30.7%
Personal Income Per Capita (b)
Philadeliphia 12410 16,721 17,430 40.5%
Philadelphia PMSA 5,253 21,347 18,385 - 20.5%
United States 13,899 18.696 19,097 37.4%
Source:
(a) Consumer Price Index.- All Urban Consumers. U.S. Bureau of Labor Statistics.
(b} U.S. Department of Commerce. Bureau of Economic Analysis. Regional Economic [nformation System.
TABLE 28
NUMBER OF FAMILIES BY INCOME RANGE IN PHILADELPHIA PMSA
B Number of Families Percentage of Families
neome 1990 1980 1970 1999 1980 1970
Under $5,000 244 825 553,891 510,178 5.4% 15.1% 16.9%
£5,000-9,999 452,700 672,333 1,100,275 10.1 15.9 36.5
$10,000-14,999 415,303 653,060 848,781 9.2 15.5 28.2
515,000-24,999 818918 1,199,078 434,007 18.2 284 14.4
$25,000-49,99¢9 1,572,890 1,007,274 96,779 350 239 32
$50,000 and over 988,322 155,024 21,110 220 3.7 0.7
Total 4,492 958 4,220,660 3,011,130 100.0% 100.0% 100.0%
NUMBER OF FAMILIES BY INCOME RANGE IN UNITED STATES
Number of Families (000’s) Percentage of Families
Income 1990 1980 1970 1990 1980 1970
Under $5,000 4,901 10,663 10,373 5.2% 13.3% 20.3%
$£5,000-9 999 9,184 12,772 16,630 9.7 15.9 325
$10.000-14,999 8,925 12,342 13,617 9.5 15.3 26.6
$15.000-24,999 16,723 21,384 8,177 17.7 26.6 16.0
£25.000-49,999 31,334 19,614 2371+ 332 243 4.6*
£50.000 and 25.246 3,692 N/A® 24 6 4.6 N/A*®
over
Toral ) 94313 80,467 51,168 _ 100.0% 100.0% 100.0%
Source: U.S. Depariment of Commerce, Bureau of the Census.
* In 1970 the highest income range was $25.000 and over.

48



Retail Sales

-

ke

The following table compares retail sales activity among the City, the PMSA, and the United States.

Philadelphia

(% Billions)
Durable Goods
Non-Durable Goods
Total

Philadelphia PMSA

(% Billions)
Durable Goods
Non-Durabie Goods
Total

Uinited States

(% Bitlions)
Durable Goods
Non-Durable Goods
Total

Sgurce: 1984-1987 Wharton Econometric Forecasting Associates; {or 1988-1992, U.S. Depaniment of Commerce,
Current Business Reports, BR§9-R,
. The City has ceased its subscription to the Whanon {(WEFA) Econometric Phiiadelphia Mode!. For 1988-92,

Retail Sales per WEFA has been replaced with Retail Sales per U.S. Department of Commerce. The twa

463.0
830.9

TABLE 29
RETAIL SALES
1985 1986 1987

1.2 1.} 2.1
55 =S 43
65 62 69
98 119 116
173 180  18.8
271 303 304
$113  362.8  576.6
866.5 882.7

1,293.9 13779 1,445.5 1,542.4

statistical series may not be exactly equivalent.

N/A
N/A
7.4

11.9
20.0
31.9

627.4

1989~

N/A
N/A
8.7

L) —
bt
—_—

(W

645.5

965.5 1,022.6 1.088.1

1990 1991+ 1992~
N/A N/A N/A
N/A N/A N/A
“9.1 9.6 8.9
12.2 15.2 4.7
229 23.0 249
35.1 382 39.6

6464 655.0

1LI51.5 1,189.7 -

1,650.0 1.733.0 1,797.9 1.842.7

The following table reflects taxable sales for Philadelphia from fiscal years 1987 to'1992.

Source:

TABLE 30

CITY OF PHILADELPHIA
TAXABLE SALES 1987-1992

Fiscal Year

1987
1988
1989
1950
1991
1992

Pennsylvania Depanment of Revenue,

(5000°s)

Faxable Sales

6,978 483
7,438,700
7,930,683
8,184,333
8,010,867
9,274,167

The City of Philadelphia is the nation’s 4th largest metropolitan area in terms of total retail sales.
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TABLE 31

RETAIL SALES BY STORE GROUP (5000)*

1991
Philadelphia PMSA Pennsvlvania United States
Total Retail Sales 7451387 35,120,446 80.941,685 1,821.385,936
Food 1,826,320 7.708.9656 17,794,605 370,254,607
Eating & Drinking 972,843 3,107,033 7.300,361 189,192,158
Gen. Merchandise 837.029 3,999,091 9,230,884 217,493,516
Fumiture, Fumishings
& Appliances 284,502 1,693,050 3,713,716 89,838,952
Automotive 092.815 7.5329,641 16,697,888 375,644,032
Drug 446,234 -~ 1,430,456 3,382,091 74,994,271
Other 2.091.642 0,852,209 22,822,142 503,968,400
Per Household
Retail Sales 12,382 19,486 17.856 19,443
Source: Sales and Marketing Management, "/ 892 Survey of Suying Power”. Augusi 24, 1992
! Total Retait Saies reflects net sales (less refunds and allowances for returns) for all establishments primarily

engaged in retail trade. Receipts from repairs and other services are also included. but retail saies b
wholesalers and service establishments are not,

Effective Buying Income and Household Income

The median household effective buying income for the City in 1991 was $27,520, 86.1% of the b

Commonwealth median household effective buying income, and 85.8% of the U.S. median household
effective buying income. The Philadelphia metropolitan area has the nation’s 4th largest total effective
buying income. Effective buying income (“EBI") is defined as all personal income less personal 1axes,
non-tax pavments (fines, fees and penalities) and contributions to social insurance. EBI is also commonly
referred 1o as disposable or after-tax income.

Philadelphia
Bucks Co.
Chester Co.
Delaware Ca.
Montgome: Co.

Burlington Co., N.J.

Camden Co,, N.J.
Glouster Co., N.J.

Total Metro Area

Pennsyl!vania
United S1aies

Source:

TABLE 32
1991
Median
Total EBI Household
{000) EBI
520,575,850 $27.520
10,512,840 46,731
8,297,170 49,534
9,843 248 40,631
15462219 47,238
7,787,897 48.361
8.617.024 40.338
3.870.100 41,834
84,966,348 39,012
178,188,888 51,968
3.728.967.043 32.073
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CITY AND PMSA EFFECTIVE BUYING INCOME

% of Hogzseholds by EBI

850,000
$35,000- and

15,999 34,999 49,999  over

$10,000-  $20,000-

19% 24%
9 19

9 18
12 21

9 19

g i8
15 21
L 19
13 21
17 25

Sales and Marketing Management, /992 Survey of Buving Power™. August 24, 1992,

18% 21%
22 43
19 49
21 37
20 46
21 48
20 37
22 4]
20 36
20 25



infrastructure

The residents of the City and surrounding counties are served by a commuter transportation system
operated by SEPTA. This system mcludes two subway lines, 2 network of buses and trolleys, and a
commuter rail network joining Center City and other areas of the City to the surrounding counties. The
Pennsytvania General Assembly in 1991 enacted legislation providing a dedicated source of revenue to
SEPTA for use in maintaining and upgrading its infrasiructure. A high speed train line runs from
southern New Jersey to Center City and i1s operated by the Delaware River Port Authority (“DRPA™).
The opening of the commuter rail tunnel in 1984 provided a unified City transportation system [inking
the commuter rail system. the SEPTA bus. trolley. and subway lines, the high speed line to New Jersey
and the airport high speed line. An imporant addition 1o the area's transportation system was the
opening of the airport high speed line between Center™Ciry and the Philadelphia“lnternational Airport in
1985. The line places the airport tess than 25 minutes from the Center City business district and connects
directly with the commuter rail network and the Convention Center which opened in June 1993,

Amtrak, SEPTA, Conrail. CSX Transportation and Delaware and Hudson Raiiroad provide inter-
city, commuter and freight rail services connecting Philadelphia to the other major cities and markets in
the United States.- More than 100 truck fines serve the Philadelphia area.

The City now has one of the most accessible downtown areas in the nation with respect to highway
transportation as well as high speed rail by virtue of the recent completion of 1-95 in the vicinity of
Philadelphia International Airport: the Vine Street Expressway (1-676). running easi-to-west through the
Central Business District berween |-76 and 1-93. and now the “Blue Route” {1-478) in suburban
Delaware and Montgomery Counties which feeds into the Schuylkill Expressway (1-76) and thus into
Center City Philadelphia.

The City owns the Philadelphia International Airport ("PHL™) located eight miles southwest of
Center City and a smaller airport in Northeast Philadelphia. The PHL is accessible by major highways
within the City and from surrounding communities and SEPTA’s high speed train line. The PHL
annually provides its 16 million passengers with service from seven domestic air carriers, ten commuter
airlines, four foreign flag carriers. eleven charter airlines and ten all-cargo carriers. USAir has hub
operations in the City. A new terminal with 12 gates for both international and domestic operations
opened in March 1991, Afier sustaining a 7.8% decrease in passengers during 1991, airpont traffic
rebounded in 1992 with 2 6.3% increase, resioring total airport traffic to 16 million passengers. This
increase was due primanly to a stabilized international environment after the Persian Guif war, deep
discounts resulting from “air fare wars” in mid-1992 and continued USAir growth in its air hub
operations at PHL, including new non-stop service to Paris. A $50 million domestic terminals renovation
program is currently under construction.

Air cargo traffic continues to grow at PHL. Outbound air mail and cargo for 1992 totalled 210,000
1ons, representing a 4.3% increase over 1991, This increase is due primarily to continued traffic growth
by United Parcel Services Inc. ("UPS™). UPS’ 200-acre East Coast hub package handling and sorting
facility opened at PHL in September. 1989. In addition, a new 30-acre U.S. Postal Service air mail
facility was completed during October. 1991.

The Port of Philadelphia is one of the busiest ports in the United States, holding a leadership
position in the handling of many labor-intensive cargoes. 1t is the leading handler among all U.S. pornts of
Chilean fruit entering the country. with a 70% market share. and a leader in the handling of high-quality
paper and other forest products. Containerized cargo is handled at the Port’s two modern container-
handling facilities, Packer Avenue Marine Terminal and Tioga Marine Terminal. The Port’s publiciy-

n
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owned facilities are managed by the Philadelphia Regional Port Authority ("PRPA™} and are now
benefiting from a $56 million Commonwealth capital program for facility modernization and expansion,
The Port also services a growing number of cruise-ship calls. Foreign trade zones are located in the port
district.

The water and wastewater systems of Philadelphia are owned by the City and operated by the City’s
Water Department. The water system provides water to the City (130 square mile service area) and a
portion of the water to the Bucks County Water and Sewer Authority. The City obtains approximately 54
percent of its water from the Delaware River and the balance from the Schuylkill River. The water
svstem serves approximately 494,500 households through 3,300 miles of mains and provides fire
protection through more than 27,700 fire hydrants.

The wastewater system services a total OP279 square miles of which 130 square miles are within the
City and 149 square miles are in suburban areas. The total population served is approximately
2.286,000, according to the 1990 census. The wastewater systermn contains three water pollution control
plants, 16 pumping stations and approximatety 2,955 miles of sewers. By order of the Delaware River
Basin Commission, the City is required to achieve effluent limitations which are considered more
stringent than those required to achieve secondary treatment levels as defined in the Federal Water
Pollution Control Act Amendments of 1972, as amended.

The City is responsible for collecting solid wastes from sources other than industrial or commercial
institutions. Approximately 3,200 tons of solid waste per day are collected by the City. Municipal solid
waste is disposed of at various landfills operated outside City limits. The City has entered into a contract
with a major private contractor for landfill space.

Some efements of the City’s capital plant are aged and in need of repair, maintenance and/or
reconstruction. The City’s Capital Improvement Program for Fiscal Years 1994 through 1999 addresses
this need. The City’s capital improvement requirements are dictated by the need to provide services and
maintain the existing infrastructure. New projects are recommended by the City Planning Commission
only if they enhance the City's economy, protect public health and safety, improve the City’s
neighborhoods, make government more efficient, leverage other government and private funds or
preserve unique resources. [Examples consistent with these priorities are projects such as the
madernization of terminal buildings at the PHL, upgrading police and fire facilities, improvement of
housing services, libraries, health facilities, the transit system and numerous projects to enhance the
City's indusirial and commercial development. Also included in the capital improvement program are
projects for the City’s museums, recreation facilities and parklands.

Housing

The City boasts a diversity of neighborhoods and housing opportunities. There are over 100
neighborhoods, some of which trace their origin to the eighteenth century and the early settlements of the
City. Approximately 60% of the City’s housing units are owner-occupied.

Housing costs are low relative to the largest metropolitan areas in the United States, and costs are
very competitive with major metropolitan areas in the Northeast Since 1988, home ownership and rental
costs in Philadelphia have increased more slowly than costs in Pittsburgh, Baltimore and Washington,
D.C.

'
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TABLE 33

HOUSING AFFORDABILITY IN MAJOR MARKETS
THIRD QUARTER 1991

Median Priced Median Composite

Existing Single Household Qualifying Affordability

Famiiy Home Income Income (a) Index (b)
United States $101,800 330,511 $32,329 94.4
Atlanta, GA 95,100 34,490 30,466 113.2
Baltimore, MD 114,000 33,947 36,902 g2.0
Boston, MA 175.500 36,833 56,734 64.9
Chicago, 1L 135,800 31,902 43,902 72.7
Cleveland, OH 89,400 T~ 30,239 28,607 105.7
Dallas, TX 90,300 32,920 28,967 113.6
Detroit, M1 83,100 33,254 26,974 123.3
Houston, TX 76,700 34,394 24,806 138.7
Kansas City, MO 76,800 30,378 24,409 124.5
Los Angeles, CA (©) 220,300 28,709 72,643 39.5
Miami/Hialeah, FL 99,500 26,351 32,482 81.1
New York/N. New Jersey,

Long Island, NY/NJ/CT 176,200 33.823 55,663 60.8
Philadelphia, PA 112,100 30,852 35,948 85.8
Phoenix, AZ 36,500 30,771 28,079 109.6
San Diego, CA (€) 191,800 28,742 63,221 45.5
San Francisco Bay

Area (©) 262.000 34,038 86,687 39.3
St.Louis, MO 80,700 31,357 26,036 120.4
Washington,

DC/MD/VA 118.200 43,623 52,190 83.6
Source: HSH Associaies for Metropolitan Areas; FHFB for U.S.

(a) Based on current lending requirements of the Federal National Morigage Association using a 20% down
paymendt.

(b) Median Household income as a percentage of Qualifying Income.

(c) The California Association of Realtors publishes a housing affordability index for areas within the state

which differs significantly from these values because it measures the proportion of houschalds which could
theoretically afford 1o purchase the median price home rather than the ability of a median income family 1o

carry the morigage.

California data is provided for comparison only. Source:

Home Sales, National

Association of Realtors, Economic Research Division; December 1991, Statistics are no longer recorded at
the National Association of Realtors.
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TABLE 34
CHARACTERISTICS OF HOUSING UNITS

1960 1970 1984 1999

Total Housing Units

City of Philadefphia 649.033 673,524 £85.629 674,899

Philadelphia PMSA 1,333,962 1,536,872 1.354.651 1,491,310

Pennsvlvania 3,581.877 3,924,757 4,597412 4.938.140
Percent Owner Qccupied

City of Philadelphia 61.9% 59.7% 61.0% 62.0%

Philadelphia PMSA 70.0% 67.1% 63.4% 68.5%

Pennsvlvania ~ 68.3% 68.0% 64.2% 70.6%.
Median Value of Owner Occupied Housing .

City of Philadelphia $7,000 £10,600 N/A $48.400

Phitadelphia PMSA 7,100 14,900 41,700 96,700

Pennsylvania 7,100 13,600 39,100 67,900
Number of Persons per Housing Unit

City of P/hiladelphia 3.00 2.50 2.66 2.63

Source: U.5. Department of Commerce, Bureau of the Census.

While the City’s housing market has remained fairly stable, there has been significan: development
in the commercial real estate sector. The tables below summarize certain information concerning real
estate assessments and construction activity.

TABLE 35
CONSTRUCTION AUTHORIZED BY BUILDING PERMIT
DECLARED VALUATION
(Millions of Dollars)
New
Residential ~ Commercial ~ Other Total using Uni
1980 116.2 147.0 3722 635.4° 2,704
1981 09.1 176.9 151.9 427.9 2,060
1982 88.0 1227 166.9 3776 I, 768
1983 56.6 4Q.2 125.8 3226 [,152
(984 66.7 2133 2617 541.7 [,498
1985 147.7 352.1 91.7 591.5 3,027
1986 113.6 252.6 264.6 630.8 2,569
1987 0%.0 4270 118.3 6433 1,561
1988 163.4 765.8 98.5 1,027.7 2,981
1989 1049 4349 118.7 658.5 1,496
1990 84.9 469.9 108.0 662.8 1,213
1991 55.1 391.0 41.7 487.8 614
1692 47.7 371.7 97.4 516.7 361
Source: City of Philadelphia, Department of Licenses and Inspections.
* [ncludes construction by government. industrial, medical and educational units.
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TABLE 36
TEN HIGHEST CERTIFIED MARKET AND ASSESSMENT VALUES
FOR TAX YEAR 1993 OF FULLY TAXABLE PROPERTIES

1993 Certified 1993 Certified
Rank Location Market Valus Assessment Value

1. 1500-42 Market Street $240,790,000 $77.052.800

2 1650 Market Street 192,128,000 61,480,960
3. 2005 Market Street 133,972,600 42,871,232
4. 1600-22 Market Street 115,000,000 ] 36,800,600
5. 1414-38 South Penn Square ™~ 113,537,800 o 36332096
6. 1700-40 Market Street 105,000,000 33,600,000
7. 1835 Market Street 104,425,900 33,416,288
8. 1818-28 Market Street 92,128,800 29,481,216
9. 1801-2] Market Street 85,000,000 27.200,000
10. 124-48 South 6th Street 85,000,000 27.200,000

Source: City of Philadelphia, Board of Revision of Taxes.
TABLE 37

TEN HIGHEST CERTIFIED MARKET AND ASSESSMENT VALUES
FOR TAX YEAR 1993 OF REAL ESTATE TAX ABATED PROPERTIES

Taxable Exempt
1993 Certified Assessment Assessment
Rank Location Market Value Value Value
I 1735 Market Street $14%,156,800 $6,673,712 541,054,464
2 50 South 16th Street 145,328 300 11,391,040 35,114,176
3. 4301 Byberry Road 144,024,100 19,661,941 26,425,771
4, 1717 Arch Street 140,400,000 7,471,488 37,456,512
5. 1301-25 Chestnut Street 126,500,000 35,062,157 + 5,417,843
G 1901-19 Market Street 111,400,000 1,108.332 - 34,539,668
7. 2001 Market Street 95,327,600 4,099,104 26,405,728
8. 781-39 Marker Street 80,214,100 22,802,752 2,865,760
9. 1625-37 Market Street 38,155,000 6.570.764 5,638,836
10. 1327-39 Chestnut Street 37,515,000 8,640,000 3,364,800
Source:  City of Philadelphia. Board of Revision of Taxes.

The City has a long tradition of planning and redevelopment. Since the 1950°s. the City’s Central
Business District, known as Center .City, has benefited from both commercial and residential
revitalization. The Planning Commission’s Plan for Center City Philadelphia (1963) established the
foundation for public and private investment through the 1960’s, 1970's, and early 1980’s. In response
lo evolving development conditions, the Planning Commission in 1988 prepared a new Plan for Center
City to guide growth into the 21st Century.

Center City’s attractiveness to business recentlv has been highlighted by the decisions of CIGNA
Corporation, Bell Atlantic Corporation, and Consolidated Rail Corporation to locate their headquarters in



the downtown area. In 1991, the Sun Company announced that it would return its corporate offices to
Center City from a suburban location.

The concentration of office buildings along the West Market Street corridor has been supplemented
by several substantial projects. The jargest of these is Rouse and Associates’ Liberty Place. Liberty
Place, completed in {990, is a $520 million project consisting of twin office towers connected by an
atrium of retail space and a Ritz Carlion Hotel. The atrium contains a food court and two Jevels of over
40 retail establishments. The second tower has the CIGNA Corporation (insurance company) as its
prime tenant, while several large Philadelphia law firms anchor the first tower. Other recen: additions to
the skyline streiching along West Market Street include the Blue Cross-Linpro Tower, a 50 story office
building occupied by [ndependence Blue Cross. and the Mellon Bank Center, an award-winning 53 story
office building. A few blocks 1o the Nogly. the Bell Atlantic Tower, One Logan Square and Two Logan

R

Square office buildings have been added. 2L

The second Commerce Square Tower at 20th and Market was completed in 1992, The building
houses the corporate offices of Consolidated Rail Corporation. The first Commerce Square building,
with IBM as the prime tenant, was completed in 1987. Overall Center City office occupancy rates stood
at 85.8% as of March 1995,

To enhance the tourist and retail climate in the Central Business District. City Council passed an
ordinance in 1990 that created the Center City District, a special assessment district encompassing the
Citv’s central retail and commercial core, In 1991 a special tax assessment on properties in this district
began 1o be used 1o implement and coordinate additional police, clean-up and touris! aid details there. A
centrally coordinated 32-person police detail working out of a new sub-station has facilitated law
enforcement and police service, reducing response time. A private contract clean-up detail provides a
staff of over 100 covering day and night shifts and cleaning every street and sidewalk every day.
Uniformed litter enforcement and community service representatives also patrof the area.

With cooperation from the federal government and the private sector, the City has successi.ily
redeveloped the area adjacent to Independence Mall. The development of a national historic park and
new construction of the U.S. Mint, the Federal Reserve Bank of Philadelphia, a Federal Courthouse and
office building complex and the headquarters for the Rohm and Haas Corporation, as well as numerous
smalter office and commercial projects, have been completed. In the Franklintown area of Center City. a
$92.5 million project consisting of an office and hotel complex has been corhpleted. The office building
houses the U.S. headquarters of the SmithKline Beecham Corporation. The 760 room hotel, currently the
City's largest. is known as the Wyndham Franklin Plaza. The Four Seasons Hotel is a major
international luxury hotel and is located on nearby Logan Circle.

A substantial amount of development attention has been devoted to the Market East area berween
City Hall and Independence Mall. The Gallery | retail mall opened in 1977 and was followed by a major
expansion in 1984, A new commuter rail transportation center and the ARA Tower office building were
also completed in 1984. Enhanced lighting and sidewalk improvements were completed on Market
Street from Juniper 10 5th Streets, and a privately-funded maintenance association was established. The
John Wanamaker building at 13th and Market recently underwent 3150 million of improvements.
including the toial renovation of the John Wanamaker department store and the conversion of 800,000

square feet of space to office use.

Market East is also the site of the new Pennsyfvania Convention Center. This Center, completed in
June 1993, offers more than 500,000 square feet of meeting and exhibit space and significantly boosts the
demand for hotel and retail services in Center City. A 1.200-room Marriott Hotel is slated for completion
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in 1994, and more than 2,000 additional rooms in the Market East area are expected 1o be developed by
the end of the decade,

In the 24 months since the start of construction at the Pennsylvania Convention Center. the client
reaction 10 the new convention cemter and Philadelphia has been extremely positive. Over 100
conventions have been booked. with a total of 686,000 antendees expected and a projecied economic
impact of nearly $300 million. An additional 150 conventions are tentatively scheduled, which would
bring to the City nearly 950.000 more attendees and an additional economic impact of $441 milfion.

The City is maving ahead with plans to transform the Penn’s Landing waterfront development area
into an active comimercial, entertainment and residential complex. Capital funds already have been used
to construct the Great Plaza and to provide road comagctions and utility service. Two large riverfront
piers have now been converted to residential and commercial use. Two hotels have opened and several
marinas and a United States Coast Guard Operations Center have been added to the waterfront area. A
new ferry service connecting Penn’s Landing with the New Jersey State Aquarium of Camden has
attracted significant ridership in the first year of service.

Complementing downtown commercial growth is the substantial residential reinvestment taking
place in the Society Hiil. Old City, Franklintown, Washington Square West and Rittenhouse Square areas
of Center City. In Society Hill, most of the residential structures have been restored and many new
houses have been constructed, whiie Old Citv has seen the conversion of many warehouses and
commercial structures o residential units. Downiown revitalization also has encouraged residential
growth in several neighborhoods adjoining Center City.

Four Commonwealth-sponsored enterprise zones have been designated in Philadelphia’s innercity
neighborhoods under the Commonwealth’s enterprise zone program: American Street, West Parkside,
Hunting Park West and the Port Area. The Commonwealth’s program provides grants and technical
assistance in order to improve the business climate and create jobs in economically depressed
neighborhoods. Substantial industrial growth also has occurred in the southeast and northwest sections
of the City,

Significant hospital construction projects recentiy have been completed. These projects include the
replacement of substantially all of the patient care rooms at Temple University Hospital, thé construction
of new patient care facilities at Albert Einstein Medical Center, and the construction of new core
buildings at the Hospital of the University of Pennsylvania, Pennsylvania Hospital, and Thomas Jefferson
University Hospital.

Health services is a growing and important industry in the regional economy. It functions as an
export in a regional balance of accounts, in that revenue and income are artracted to the City from outside
the region. Health services payrolls in the City have expanded by 4.9% in the last 12 months. Health-
care construction is facilitated by both state and loca! financing authorities. The Hospitals and Higher
Education Factlities Authority of Philadelphia has issued over $2 billion of revenue bonds for health-care
and higher education related projects since its inception in 1974.

Dertails of the capacity and staff of the the major medical institutions in the City appear in the table
on the following page.




TABLE 38
CITY OF PHILADELPHIA
HOSPITALS AND MEDICAL CENTERS

Institution ~ Bed Capacity Staff™

Albert Einstein Medicat Center 618 3.041
American Oncologic Hospital 100 674
Benjamin Franklin Medical Center : 156 NR
Charter Fairmount [nstitute 146 249
Chestnut Hill Hospital 188 782
Children's Hospital of Philadelphia 294 2.840
Children’s Rehabititation Hospiral 40 99
Children's Seashore House 70 442
Episcopal Hospital 246 1,016
Frankford Hospital of the City of Philadelphia 367 - 1,645
Friedman Hospital of the Home for the Jewisi™™ged 28~ . 248
Friends Hospital 218 509
Germantown, Hospital and Medical Center . 213 876
Graduate Hospital 310 1,625
‘Hahnemann University Hospital 567 NR
Hospital of Philadelphia College of 180 NR

Osteopathic Medicine

Hospital of Philadelphia College Parkview 214 NR
Hospital of the Medical College of Pennsylvania 389 2,810
Hospital of the University of Pennsylvania 722 4,240
Institute of Pennsylvania Hospital 234 627
208 844

Jeanes Hospita!

Jefferson Park Hospital 86 325
John F. Kennedy Memorial Hospital 171 NR
Kensingtort Hospital 45 141
Lawndale Community Hospital 67 NR
Mapee Rehabilitation Hospital 86 470
Mercy Catholic Medical Center 575 2.299
Methodist Hospital 254 955
Moss Rehabilitation Hospital 142 461
Mount Sinai Hospital 162 NR
Naval Hospital 55 237
Nazareth Hospital 337 1,232
Neumann Medical Center 160 NR
North Philadlephia Health System 380 : NR
-Northeastern Hospital of Philadelphia 200 ' NR
Pennsylvania Hospital 489 2,062
Philadelphia Psychiatric Center 146 412
Presbyterian Medical Center of Philadelphia 334 1.424
Roxborough Memorial Hospital 154 637
Saint Agnes Medical Center 236 691
Shriners Hospitals for Crippled Children 80 211
St. Christopher’s Hospital for Children 146 838
Temple University Hospital 436 NR
Thomas Jefferson University Hospital 692 4,033
Veterans Affairs Medical Center 412 1,536
Wills Eve Hospital 2 —l11
Total 11,485 41,032
Source:  AHA Guide 1o the Health Care Field. 1991 Edition.
* Includes full-time equivalents of pari-time personnel. but exctudes medical and dental intems and residents

and other trainees.
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The City’s efforts to retain and attract industry are directed by the PIDC. Established in 1958, PIDC
is a non-profit partnership between the City of Philadelphia and the Greater Philadelphia Chamber of
Commerce. The many programs provided by PIDC include (i) direct morigage funding in a subordinate
position at reduced interest rates for fixed asset improvement to companies who intend to build or expand
in Philadelphia; (ii) tax-exempt bond funding to eligible borrowers such as non-profit institutions through
the Philadelphia Authority for Industrial Development (“PAID™); (iti) funding through the PIDC/Penn
Venture Fund for start-up companies or those in the early stage of development as well as to those
estabiished firms which seek to expand by introducing a new product or technology, (iv) offering of fully
improved parcels of land for sale in more than a dozen designated industrial parks and districts across the
City; and (v) offering of development assistance and project management {0 a range of Philadelphia’s
development and non-profit carporations.

Tables 39 and 40 list a number of recently completed projects and projects under construction in the

City.
TABLE 39
RECENTLY COMPLETED PROJECTS
APRIL 1993
Project Estimated Cost

Pennsylvania Convention Center
Two Liberty Place. 17th & Chestnut Streets
Philadelphia Center for Healthcare Sciences
Franklin Mills, Woodhaven Road

$500,000.000
310,600,000
300.000.000
300,000,000

Mellon Bank Center, 1 7th & Market Streets 260.000,00C
One Liberty Piace, 17th & Market Streets 210,000,000
Vine Street Expressway. 1 7th Street ta 1-95 203,000,000
Bell Atlantic Tower, |8th & Arch Streets 200.000.000
Commerce Square, Phase [, 20th & Market Streets 130,000,000
Blue Cross/Linpro Tower, Phase |, 19th & Walnui Streets 150.000.000
John Wanamaker Building Renovation 150.000.000
Two Logan Square, 18th & Arch Sireets 130,000,000
Philadelphia International Airport Terminal A 115.000.,000
The Bellevue, Broad & Walnut Streets 110,000,000
United Parcel Service, Philadelphia Intemational Airport 108,000,600
Commerce Square, Phase I1, 20th & Market Street 100,000,000
Hospital of the University of Pennsylvania 100.000,000
Rittenhouse Hotel, West Rinenhouse Square 100,000,000
Tempie University Hospital 79.000.000
lefferson University Life Sciences Building 76,000,000
St. Christophers Hospital 72,000,000
Franklin Futures Center, 20th & the Parkway 70,000,000
3Oth Street Station Renavation 61.000.,000
Philadelphia International Airpon, Parking Garage A-B 60,000,000
interstate 95 Central Riverfront Rarmps 57.000.000
Pier 5 (Residences), Delaware Waterfront 50,000,000
Lincoln Green. Presidential Boulevard 50.000.000
Walnut Street Bridge 45,000,000
Fox Chase Cancer Center 33.000.000
United Parcel Service, Oregon Avenue 25,600,000
Girard/Belmont Bridge Reconstruction 23.000.000
Omni Hotel 22,500,000

Source:  Philadetphia City Planning Commission.

59



TABLE 40
PROJECTS UNDER CONSTRUCTION

Project

Frankford Elevated Subway Reconstruction
Ratiworks and Temple University Station
Philadelphia {nternational Airport Runway Expansion

and Terminals B, C, D, E Improvements
Marriott Hotel, 12th and Market Street
Criminal Justice Center '
Childrens Hospital Research Facility
Northeast Detention Facility
Hospital of University ofPennsyIvania,&wing Space Building
Municipal Services Buiiding Rehabilitation
CONRAIL Computer Operations Faciiity
National Board of Medical Examiners, 38th & Market Streets
Phiiadelphia Food Distribution Center Improvements
University of Pennsylvania Garage and Retail, 38th & Walnut Streets
Philadelphia International Airport, Replacement HVAC Equipment
University City Regional Rail Station

Source: Philadelphia City Planning Commission
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Estimated Cost
$513,000,000

300,000,000

343,000,000
200,000,000
127,000,000
100,000,000
97,500,000
57,000,000
32,800,000
29,000,000
23,000,000
17,000,060
16,000,000
16,000,000
8,000,000

"
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January 27, 1994

.,

City of Philadelphia, Pennsylvania
1650 Arch Street, Room 1760
Philadelphia, Pennsylvania 19103
Attention: Finance Department

Re:  $183,880,000 City of Philadelphia, Pennsylvania,
Gas Works Revenue Bonds, Fifteenth Series

Ladies and Gentlemen:

We have acted as co-bond counsel in connection with the authorization, issuance
and sale of City of Philadelphia, Pennsylvania, Gas Works Revenue Bonds, Fifteenth Series (the
"Fifteenth Series Bonds"), under and pursuant to authority contained in the Act of the General
Assembly of the Commonwealth of Pennsylvania of October 18, 1972 (P.L. 955) (the "Act"),
the City of Philadelphia General Gas Works Revenue Bond Ordinance of 1975, as amended (the
“General Ordinance"), and the Fifteenth Supplemental Ordinance thereto approved December
23, 1993 (the "Fifteenth Supplemental Ordinance”). The Fifieenth Series Bonds, in the
aggregate principal amount of $183,880,000, bear interest at the rates set forth in the bond
authorization dated January 20, 1994 (the "Bond Authorization") of the bond committee,
consisting of the Mayor, the City Controller and the Acting City Solicitor, payable each
February 1 and August 1 commencing August 1, 1994. They have been issued for the purpose
of funding a portion of the capital improvemen: program of the Philadelphia Gas Works
("PGW"), refunding certain outstanding maturities of the City of Philadeiphia Gas Works
Revenue Bonds (the "Refunded Bonds"), and paying the costs of issuance of the Fifteenth Series
Bonds. First Fidelity Bank, National Association, Philadelphia, Pennsylvania, serves as Fiscal
Agent and Sinking Fund Depository under the General Ordinance.

Capitalized terms used in this opinion and not otherwise defined herein shall have
the same meanings as are set forth in the General Ordinance.

The Fifteenth Series Bonds will initially be issued in book-entry form only in the
form of one certificate for the amount of Fifteenth Series Bonds maturing in each year,
registered in the name of and held by Philadep & Co., as nominee of the Philadelphia
Depository Trust Company, Philadelphia, Pennsylvania, which will act as securities depository
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for the Fifteenth Series Bonds. The Fifteenth Series Bonds are issuable in principal
denominations of $5,000 or any integral multiple thereof. The Fifteenth Series Bonds mature
on the dates and in the amounts specified in the Bond Authorization. The Fifteenth Series Bonds
maturing on or afier August 1, 2005 are subject to optional redemption, and the Fifieenth Series
Bonds maturing on August 1, 2015, August 1, 2021 and August 1, 2024 are subject to
mandatory sinking fund redemption, all in the manner specified in the Bond Authorization.
S £

The Fifteenth Series Bonds maturing on and after August 1, 1997 (the "Discount
Bonds"), will be issued at initial public offering prices which are less than the amounts payable
on the Discount Bonds at maturity. The difference between the imitial public offering price of
the Discount Bonds of the same maturity and the principal amount payable at maturity constitutes
original issue discount which, in accordance with the accrual conventions described in Section
1288 of the Internal Revenue Code of 1986, as amended (the "Code"), is treated as interest.

Fourteén series of Gas Works Revenue Bonds have heretofore been issued
pursuant to the General Ordinance and, as of October 31, 1993, the City of Philadelphia (the
“City") has estimated that approximately $704,581,000 in aggregate principal amount of such
bonds were outstanding (including the accreted value of capital appreciation bonds to such date).
The Fifteenth Series Bonds are equally and ratably secured with all such prior bonds issued
under, and will be equally and ratably secured with all bonds issued in the fumre under, the
General Ordinance (all such prior bonds issued under the General Ordinance, the Fifieenth Series
Bonds and all bonds to be issued under the General Ordinance in the future, collectively, the

"BOHdS").

The City of Philadelphia (the "City") has made a pledge of, and granted a security
interest i, all Project Revenues (as defined in the General Ordinance) and all accounts, contract
rights and general intangibles representing Project Revenues to secure the payment of the Bonds.
The General Ordinance provides that, except upon the occurrence of a default, Project Revenues
shall be applied in the following order of priority: (1) Net Operating Expenses, as defined
therein; (2) required payments into the sinking fund to pay principal of and interest on the
Bonds and to accumulate, or to restore any deficiency in, the sinking fund reserve in respect
thereof; (3) payment of general obligation bonds which have been adjudged to be self-
liquidating on the basis of expected revenues from PGW,; (4} payment of interest and sinking
fund charges of other general obligation debt incurred for PGW; and (5) payment of City
Charges, as defined therein. Under certain circumstances, the remaining balance may be applied
to other proper purposes of the City. In the Fifteenth Supplemental Ordinance, the City has
covenanted that, as long as any of the Fifieenth Series Bonds remain outstanding, all Project
Revenues shall be deposited in, held in, and disbursed from one or more unsegregated accounts
of PGW which shall be separate from and not commingled with moneys or accounts of the City
not held exclusively for PGW purposes.
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In connection with the issuance of the Fifteenth Series Bonds, the City has entered
into an Escrow Deposit Agreement with First Fidelity Bank, National Association, Philadelphia,
Pennsylvania, as escrow agent (the "Escrow Agent") and as Fiscal Agent, dated January 27,
1994 (the "Escrow Agreement"), pursuant to which certain proceeds of the Fifteenth Series
Bonds and other funds will be deposited and held uninvested as cash or invested in direct
obligations of the United States of America. the mmuring principal of which and.interest thereon
shall be used to pay the interest on the Refunded Bonds, as and when due through their
respective rmaturity or redemption dates, and to pay the principal of, redemption premium (if
any) and interest on the Refunded Bonds on such dates. Drucker & Scacceui, P.C.,
Philadelphia, Pennsylvania, has, based on certain information provided to them by the
underwriters, verified (i) the mathematical computation of the adequacy of the maturing principal
of and interest on the investments purchased with the proceeds of the Fifteenth Series Bonds to
make payments of principal of, interest on and redemption premium (if any) on the Refunded
Bonds as the same become due.and payable; and (i) the caiculations of (a) the yield on the
Fifteenth Series Bonds, and (b) the yield on the investments held under the Escrow Agreement
purchased with proceeds of the Fifteenth Series Bonds. We have relied upon the verification
of the sufficiency of the amounts to be held by the Escrow Agent and the yield calculations in
concluding that the Fifteenth Series Bonds are not "arbitrage bonds” within the meaning of
Section 148 of the Code.

We have examined (a) such constitutionai provisions, statutes and regulations as
we deemed necessary, including the Act, the General Ordinance, the Fifteenth Supplemental
Ordinance and the Code, (b) the proceedings authorizing the issuance and sale of the Fifteenth
Series- Bonds, and (c) such certificates, opinions, receipts and other documents as we have
deemed necessary, including a non-arbitrage certificate of the City. In making the aforesaid
examinations, we have assumed the authenticity of all original documents and the conformity to
original documents of alt conformed copies and photocopies of documents, the genuineness of
all signatures, the due authorization, execution and delivery of all documents and the authority
to do so of all persons executing such documents.

On the basis of the foregoing, we are of the opinion that:

1. The City has the power to perform its obligations under the General
Ordinance, the Fifteenth Supplemental Ordinance and the Fifteenth Series Bonds and is
authorized to issue the Fifteenth Series Bonds. We express no opinion, however, as to the
validity or enforceability of any particular category of City Charges or the application of Project
Revenues therefor.

2. The terms of the Fifteenth Series Bonds comply with the requirements of
the Act, the General Ordinance and the Fifteenth Supplemental Ordinance, and the purposes for
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which the Fifteenth Series Bonds have been issued are lawful purposes under the Act and the
General Ordinance.

3. The Fifteenth Series Bonds constitute valid, legal and binding obligations
of the Ciry, enforceable in accordance with their terms.

4. Assuming contirfeng compliance by the City with the provisions of the
Code, and subject 1o certain provisions of the Code which are described below, under laws,
regulations, rulings and judicial decisions existing on the date of the original delivery of the
Fifteenth Series Bonds, interest received by a holder of the Fifteenth Series Bonds, including
accrued original issue discount with respect to the Discount Bonds, will be excludable from
gross income for federal income tax purposes and will not be considered a tax preference item
for purposes of the alternative minimum tax imposed by Section 55 of the Code. However,
interest on the Fifteenth Series Bonds may become taxable retroactively if certain requirements
relating to arbitrage and arbitrage rebate under Section 148 of the Code are not complied with.
For certain corporate holders, interest on the Fifteenth Series Bonds will be taken into account
in the calculation of such holders’ alternative minimum tax liability and may be subject to the
Environmental Tax impaosed by Section 59A of the Code.

5. Under the laws of the Commonwealth of Pennsylvania, as enacted and
construed on the date of original delivery of the Fifteenth Series Bonds, the Fifteenth Series
Bonds and the income therefrom (including any profits made on the sale thereof), are exempt
from Pennsylvania personal property taxes, the Pennsylvania personal income tax and the
Pennsylvania corporate net income tax.

For purposes of this opinion, the enforceability (but not the validity) of the
documents mentioned herein may be limited by applicable bankruptcy, insolvency,
reorganization, moratorium or other laws now or hereafter enacted by any state or by the federal
government affecting the enforcement of creditors’ rights generally and by equitable principles,
and the phrase “enforceable in accordance with their terms" shall not mean that specific
performance would necessarily be available as a remedy in every situation.

Other than as set forth in Paragraphs 4 and 5 hereof, we express no opinion
regarding other federal and state tax consequences arising with respect to the Fifteenth Series .

Bonds.

We express no opinion herein as to the adequacy or accuracy of any official
statement, private placement memorandum or other offering material pertaining to the offering
of the Fifieenth Series Bonds.
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We call your attention to the fact that the Fifteenth Series Bonds constitute limited
obligations of the City and are payable solely from the Project Revenues, as defined in the
General Ordinance, and amounts in the sinking fund, including the sinking fund reserve created
under the Act and the General Ordinance. The Fifteenth Series Bonds do not pledge the credit
or taxing power of the City nor create any debt or charge against property of the City other than
the Project Revenues and amounts in such sinkjg& fund, including the sinking fund reserve.

COHEN, SHAPIRO, POLISHER, ANDRE C. DASENT, P.C.
SHIEKMAN AND COHEN
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mm AMBAC Indemniry Corperar:on

k Pl C . ¢/o CT Corporation Systems
Municipal Bond Insurance PoliCY .y MiflinS:.. Madison, Wisconsin 53703

Administrative Orice:

One Stace Streer Plaza, New York, NY 10004

Telephone: (212) 66B-0340

lssuer: Policy Numbet:

Bonds: Premium;

. o
AMBAC Indemnity Corporation (AMBAC) A Wisconsin Stock Insurance Company

in consideration of the payment of the premium and subjece to the teems of chis Policy, hereby agrees to pay roh¥Unired Scaces Trust

cipal of and incerest on the above-described debt obligations (the "Bonds”) which shall become Due fa
reason of Nonpayment by the Essuer

AMBAC will make such payments to the Insurance Trusrer within one (1) business da
ment. Upon 2 Bondholders presentation and sutrender to the Insurance Truscee of suc!
canceled and in bearer form and free of any 2dverse claim, the Insurance Trustee
~rincipal and inceres: which is thea Due for Payment but is unpaid, Upon su
wurrendered Bonds and coupans and shall be fu]ly subropated o all of ¢

gn and surrender o the Insurance Trustes
::' the uapaid Bond, uncanceled and free u{ any adverse claim ¢ of assignment, in form satisfactory to che
insurance Trustee, duly executed by the Bondholder or g ’ oged representacive, so as (0 permit ownership of
.uch Bond 1o be registered in the name of AMBAC or it
' g disburse interest to a Bondholder as zforesaid only

tpun presentanion to the Insurance Trustee of popdl ¥pad : kon encitled to the payment of interest on the Bond and

i : satisfacrory 0 the Insurance Truscee, duly executed by the
e, tansferring 1o AMBAC all rights under such Bond to receive

gasefiade, AMBAC shall be subrogated to all che Bondholders' righes o
cc disbursements so made.

jaimant Bondholder or such Bondhoider
ht ineerest in respect of which rhe igs

s notice thar any payment of principal of ot intcrest on 2 Bond which has

weome Dut for Paymep Wi gopdhiolder by or on behaif of the lssuer of the Bonds bas been deemed 2 preferential
ransfer and thererg ; ; s rzglstered owner pursuant te the United Scates Bankruprey Code in accordznce with a final,
wnappealable ordfr g i dqgmpgtent jurisdiccien, such registered owner will be enricled to payment from AMBAC to the extent

i such recovery 3 ot otherwise avaijable.

15 used herein, the
r of 2 (OupON appertaip aiond. As used herein, "Due for Payment”, when referring ro the principal of Bonds, is when che stated

arurity dare or a mathdg edemprion date for the application of a required sinking fund installment has besn reached and does noc

fer to any earlier date on which payment is due by reasen of <all for rcdcmpt:on {other than by apphca::on of required sinking fund

istallments), acceleration or orher advancement of maturity; and, when referring to inzerest on che Bonds, is when the stated date for

svment of incerest has been reached. As used herein, “Nonpavment” means the failure of the Issuer to have provided sufficient funds

« the paying agent for payment in full of all principal of and incerest on the Bonds which are Due for Paymenr,

nis Policy is noncancelable. The premium on this Policy is not mefundable for any reason, including payment of the Bonds prior to
aturity. This Policy does not insure against loss of any prepayment or other acceleration payment which ac any rime may become due
respect of zny Bond, ocher chan ac the solc oprion of AMBAC, nor against any risk ocher than Nonpaymen:.

witness whereof, AMBAC has caused this Policy ro be affixed with a facsimile of its corporate seal and ro be signed by its duly
thorized officers in facsimile ro become cffective as irs original sea! and signatures and binding upon AMBAC by virtue of the councer-
:naturg of its duly auchorized representative.

A

ssident

[ » o
.. " 41"
"'-!.c_?:,o'" . d

o L
Hective Date: -

NITED STATES TRUST COMPANY OF NEW YORK acknowledges that it .
15 agreed to perform the duties of Insurance Trustee under this Policy. %

M« Se-0003 (8/92) Authorized Officer

Authorized Representative
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T

=l§g FINANCIAL MUNICIPAL BOND

T SECURITY INSURANCE POLICY
- ASSURANCE.,

'} ISSUER: Poficy No.:

Etfective Date:

=38 BoONDS: ~ Premium; . .

-

e FINANCIAL SECURITY ASSURANCE INC. ("Financial Security”}, for consid
= UNCONDITIONALLY AND IRREVOCABLY agrees to pay to the trustee (the "Trum
"Paying Agent”) (as sel forth in the documentation providing for (ne tssuance of

subject only to the terms of this Policy {which includes each endorse
principal of and interest on the Bonds that shall become Due for Paymg/i
Nonpayment by the Issuer.

On 1he later of the day on which such principal and interest be
Day nex! following the Business Day on which Financial Security.
Financial Security will disburse to or for the benefil of each
ang inlerest on the Bond thal is then Due for Paymen! bui
Issuer, bul only upon receipt by Financial Security, in a fa
the Owner's right to receive payment of the principal gN
inctuding any appropriale inslruments of assignment

sriplice of Nonpayment,
mount o! principal of

t ry 1o 1, of (2) evidence of
aymenl and (b) evidence.

erkived prior 1o 1:00 p.m. (New Yok
nlne next Business Day. Il any Notice
a¥ be deemed not 1o have been received
Financial Security shall promplly so advise
ubmi zn amended Natice of Nonpayment.
zurily shall become the owner of,the Bond, any
ment of prAnzipal of or interest on the Bond and

chpaymem will be deemed recsived on & give
time) on such 8usiness Day; otherwise, it will

the Bond, 10 the exlent of any
the Trustee or Paying Age

mesznings specliied fohe
or Sunday or (b} a ga
are auvthorized o
relerring to the
same shall ha
d':ie on w

cceleragon or other advanceman' of matuity uniess Fﬂ klal Se"urm shall ele .inits sole
| due upon such acceleration legethe: with any acciuved interest o the dale ol
erring 10 inleres! on a Bond, pzyable on tne slatec daie lor payment of interest.

[
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Due for Paymant on such Bond. "Nonpayment® shall alsc includs,

4l fecovered from such Owner pursuant to the United States Bankrug
accordance with a final, nonappealable order of & court having £o
telephonic or telacopied notice, subsequently confirmed in a sign
certitied mafl, from an Owner, the Trustee or the Paying Age
specily (a) the parson or entity making the claim, (b) the Pol
date such claimed amount became Due tor Mayment. “Owry
entity who, at the time of Nonpayment, is entitied under thg

constiules the underlying security for the Bonds.

Financial Secufity may appoint a fiscal agent {th
giving written notice 1o the Trustes and the Paying AQ
insurer's Fiscai Agenl. From and after the date of recy
5 Agenl, (a) copies of all notices required to be de(¥%rs
simullanecusly delivered ta the Insurer's Fiscal/Agent and
aguired 10

.ch

"Nonpaymant” maans, in respect of a Bond, the failura of the issuer 10 hay3
Trustes or, if there is no Trustas, to the Paying Agent for paymant in §

principal of interest that is Due for Payment made to an Owner by ar ©

Page 2ol 2
Policy No.

infre any payment of

af which has besn

ant Jurisdh
itteh pEtice by registerad or

{ of a Bond, the person of
o paymeni thereol, axcept
direct or indirect obligation

ecilyinll’ihé name and notice address of the

ncdice by the Trustee and the Paying
{curity pursuant to this Policy shall ba
1al Security and shall not be deemed
made by Financial Security under this

. Policy may be made directly by Financial

¢ Security. The Insurer's Fiscal Agent is thg™s

Qy t

aedrers Fiscai Agant on behall of Financia)
Sacurity only and the Insurer's Fiscal Agent

' shall in no event be ltable 1o any Owner 0

Ta the fullest extent permittec by igancial Security agrees not to assert, and nereby
waives, only for the benefit of eagh Qwner, all T hether by counterclaim, selofl or otherwise) and
delenses {including, without 1'1m'|1 defense aud), whethar acquired by subrogation, assignment
or ciherwise, to the extent that hights and demefises may be available to Financiai Security lo.avoid

payment of its obligatians unde cordance with the express provisions of this Policy.

including any madification or amendment thereto. Except to
#ont herato, (a} any premium paid in respect of this Policy is

or JdrfCluding. payment, of provision being made for payment, of the
this Policy may not be cancallad or tavoked. THIS POLICY IS NOT
LTY INSURANCE SECURITY FUND SPECIFIED IN ARTICLE 76

[

CURITY ASSURANCE INC, has causad this Policy to be executed

FINANCIAL SECURITY ASSURANCE INC.

Authorizad CHicer

(212) 826-0100
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FINANCIAL GUARANTY INSURANCE POLICY

Municipal Bond Investors Assurance Corporation
Armonk, New York 10504
Policv No. [NUMBER|

Municipal Bond lnvestors Assurance Corporation (the “Insurer”). in consideration of the pavment of the premium and subject 10 the terms of this
licy, hereby uncondiconally and irrevocably guarantess to any awner, as hereinafier defined, of the following described oblipanons, the full and
Dmplae payment required to be made by or on behalf of the Issuer to {INSERT NAME OF PAYING AGENT] or its successor (the "Paying Agent”)
of an amount equal to (i) the princpal of (=ither af the stated manirity or by any advancement of manurity pursuant 0 2 mandaiory sinking fund
zayment) and interest on, the Obligations (as that 1erm is defined below) as such payments shall become due but shall not be so paid (exoept that in the
~vent of any acceleration of the due date of such principal by reason of mandatory or optiosal rederprion of acoeieration resulting from default or
therwise, other than any advancement of maturity pursuant to a oandatory sinking fund payment, the payments guaranteed heyebyy shall be made in
such amounts and at such times as such pavments of principal wouRt have been due had there not been ity such acceleration); and (i) the
wmbursement of any such payment which is subsequently recovered from any owner pursuant to a final judgiment by a court of competent jurisdiction
hat'such payment constintes an avoidable preference (0 such owner within the meaning of arty applicable bankrupicy law. The amounts referred to
n clayses (i) and. (if) of the preceding sentence shall be referred 10 herein collectively as the "Insured Amounts.” "Obligarions™ shall mean:

[PAR]
[LEGAL NAME OF ISSUE]

Jpon recept of telephonic or telegraphic notice, such notice subsequently confirmed in writing by registered or certified mail, or upon receipt of
xitten Rotice by registered or certfied matl, by the Insurer from the Paying Agent or anty owner of an Obligation the payment of an Insured Amount
or which is then due, that such required payment has not been made, the Insurer on the due date of such payment or within one business day afier
xceipe of nodce of such nonpavinent, whichever is Laser, will make a depasit of funds, in an account with State Sereet Bank and Trust Compary, NA,
1 New York, New York. or fis successor, sufficient for the pavment of any such Instred Amaounts which are then due. Upon presenment and
arfender of such Obligations -or presentment of such other proaf of ownership of the Obligations, together with any appropriale instruments af
sgnment 1o evidence the assignmentt of the Insured Amounts due on the Obligations as are paid by the Insurer, and appropriate instruments 1o effect
e appoiniment of the Insurer as agent for such owners of the Obligations in any iegal proceeding related o payment of Insured Amounts on the
bligations, such instruments being in a form sadsfactory to State Street Bank and Trust Company, N_A, State Sereet Bank and Trust-Company, N.A
ull disburss 10 sich owners, or the Paying Agent payment of the Insured Amounts due on such Obligations, less any amount held by the Paying
gent for the payment of such Insured Amounts and legally availabie therefor, ﬂuspohqrdocsnmum'eagzumlosofanypmpaymupmumn
hich may at any time be payable with respect 1o any Obligation,

s'used herein, the lerm "owner” shall mean the registered owner of any Cbligation as indicated in the books maintained by the Paying Agent. the
suer, of any designes of the Jssuer for such purpose. The term owner shall not include the lssuer or any party whose agreement with the Issuer
mnstinaes the underhing security for the Obligations.

mmy service of process on the Insurer may be made 10 the nsurer at its offices located at 113 King Street, Armonk. New York 10504 and such serviee
"process shall be valid and binding, '

1is policy is non<canceliable for amy reason. The premium on this policy is not refundabie for anry reason including the payment prior to manurity of
= Obliganons.

! WITNESS WHEREOF, the Insurer has caursed this policy o be executed in facsimile on its behalf by its duly authorized officers, this [DAY) day
[MONTH, YEARY]. bas this.policy shall not be valid uniess countersigned by an authorized resident licensed agent of the Insurer,

MUNICIPAL BOND INVESTORS
JUNTERSIGNED: ASSURANCE CORPORATION

sident Licensed Agent President

v. Staie Assistant Secrewary

LRAMSIPA-S
pE]
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New Issue — Book Bury Only Ratings: {See *‘Ratings'® herein)

In the aprmion of Co-Band Counsel, under existing law, interest on the Bondy is excluded from gr. - income for federal tnrome tax purpeses, subjevci o

the condinon: described unnr " "Tax Matiers™ hercin. Interest on the Bondy s not an lem of tax prejerence for purposes of the federal aliernanve nnamunt

tat appitrable i individualsaad rorporaiions: however. surll inieress - = be saken o account in the rompuiation of alternatve penimun ax for cerigin

rorporationy See 'Tax Maon ' herein for furilier iformation cor 1g wther federal 1ax consequences 1o halders of tite Bonds In the opranon of Co-

"Bond Centnvel, under exuannpgw., wnieresi on the Bonds v exempi fre. spnsevivema personal income iat and from Peansvivana rorporale nei meome 161,
and the Bondy are exempt fam personal propern taxes in Permsvivania

$176,280,000 .
City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds
consisting of:
$62.315,000 $113,965.000

Gas Woms Revenue Bonds Gas Works Revenue Bonds
{1975 General Ondinance), Sixteenth Series (1998 General Ordinance), Second Series
Dated: June 1, 1999 Due: July 1, as shown on inside front cover

The Saateenth Sencs Bondb and the Second Senes Bonds tcollecuvely. the ““Bonds™") are issuablc as fully registered bonds in the denomimanons of
$5,00 or any intcgral -‘mulupe tereol. maturing 1n the aggregate pnncipal amounts and beanng terest a1 the raies sel forth on the msige front cover
hereol The Bonds, when assud. wall be registered in the name of Cede & Co.. as registered owner and nomanee of The Depositors Trust Compan
1 DTC™ 1 whach will act as senues deposiiory for the Bondy Purchases of the beneficial ownership interests in the Bonds will be made tn book-eniry onh
lorm Purchasers wili not recesw ceruficates representing their ownership interests 1n the Bonds purchased. so long as Cede & Co 1y the:owner of the
Hopds as nominee of JT( Reoences heren to the registered owners shall mean Cede & Co . as aforesard. and shall pot mean the bepeltcial pwners of 1the
Honds See “DESCRIPTION OF THE BONDS — Book-Entny Only System™

The pnncspal and redempen price of the Bonds are payabic at the corporate trust affice of First Umon Nauona! Bank. Philadelphia. Peansyivania.
Fiswal Agent and Sinkunp Func Depositary, a1 the umes and 10 the amounts set [orth herein Inerest 15 pavable 1natally on January 1. 2000 and thereatier
sermiannuzliy on each Juiy | ast January | by check mailed by the Fisca) Agent 1o the persons in whose names the Bonds are registered on the fifieenth
«!5thudas of the month preceedng tach interest payment dawe 5o long as DTC or its norrunee, Cede & Co . 1s the registered owner of the Bonds, pnncipal
Wt and 1nierest on the Bonds ar: Javable directly to Cede & Co for redistnbuuion 1o Paricipanss and in tum 1o Beneficial Owners as descnbed herein For 50
Jong ‘as any purchaser 15 the Beseficia) Owner of Bonds. such purchaser musi manuin an account with a broker or dealer who s, or acts through, a
Farticipanl 1o receive payment o the principat of and .interest on such Bonds

The Bonds are subject 10 @gempuon pnor 10 matunty as descnbed herein under the heading "DESCRIPTION OF THE BONDS™

THE BONDS DO NOT "LEDGE THE CREDIT OR TAXING POWER QF THE CITY OF PHILADELPHIA OR CREATE ANY DEBT (IR
CHARGE AGAINST THE TAY.OR GENERAL REVENUES OF THE CITY OR CREATE A LIEN AGAINST aANY CITY PROPERTY OTHER THAN
CERTAIN REVENUES AND FINDS OF THE PHILADELPHIA GAS WORKS REFERRED TO HEREIN

THE SECOND SERIES BIND SHALL BE SUBORDINATED IN RIGHT OF PAYMENT AND SECURITY TO THE SIXTEENTH SERIES
BOSDS AND ALL OTHER BENDS ISSUED AND OUTSTANDING UNDER THE 1975 GENERAL ORDINANCE AS DESCRIBED HEREIN

FrsA

The scheduled payment of pymepal of and aieresi on the Bonds when due will be guaranteed under insurance policies to be 1ssucd concurrently wilh
the Wenven ol ine Bonds by FIsNCLAL SECURITY ASSURANCE INC There will be one policy issued for the Sixteenth Senes Bonds and a separate
i’y 1ssued for the Sccond Seres Bonds

The Sixteenth Senes Bondsaxe being tssued for the purpose of providing funds for any or all of the following purposes (i) the relunding of 31! ar a
portan o the Cuy's Quistaneiny Gas Works Revenue Bonds. Eleventh Senes C (the **Refunded Bonds'') which were issued under the 1975 General
Cnginency dnn paving the cosws & 1ssuing the Sixicenth Series Bonds and any required deposits 10 the Sinking Fund Reserve for zll bonds 1ssued under the
{95 treneral Urdinance, and tnspaying any other Project Costs (as defined in the Acti relaung 1o the refunding of the Refunded Bonds or the 1ssuance of
the Sratcentn Senes Bonds whi may anciude. withaut lrmiwnon, the repayment 1o any {und of the Cutv or 10 accounts of the Phatadeiphia Gas Works af
Jmouns agvances lor Project Couts. and the funding or refunding of outstanding bond anugipation netes of other obligauons of the City 1ssued in respect of
Proneat £ osls

The Second Senes Bonds am being issued (o the purpase of providing funds {or any or a1l of the following purposes: (1) the capital projects included in
the capina! program of the Gay works as from time 10 nme included 1n the capital budgets of the Gas Works, as approved by Ciy Council. which mas
inclyde wathout frmulanea 120 meacquisiuon of land or nighis therein (8) the acquission, cONSTLCUON or improvement of buidings, suuctures.and 3cthnes
Lo zihes with theyr sedated Turnnhlgs. equipment. machinery @nd apparaius. () the acquisiuon. construction or replacement of pipes and pipe hines, and td)
e gvdisibon or replavement oi property of a.capital nature for use sn the operation. maintenance and adrmunisgation of the gas works system of the Cuy.
vite P IRE e COst OF inseng the Second Senes Bonds and any required deposits 1o the Sinking Fund Reserve for all bonds issuved under the 1994 General
Urrdinan.e 3nd v paving ans ofter Project Costs tas defined in the Act), which mas include, wihout hmuitauon. the repavment Lo any (und of the Cits or
o dasowfty 0 the Gav Works o fmounts advanced for Project Costs

Tt cever page vonims cerwn infermanon for quick refererce only 11is notL a summary of this issue Insvestors must read the ennre OfNicial Swiemem
Lo GPLIR NI BOR cysenual e By making an inlormed invesiment decision

The Mand,s are otiered wher as and f 1ssued and accepted by the Uinderwniters. subgect 10 the pror saic, withdrawal, or modification of the offer
Wil I Nt ang subredt 1o the 4pproval as o the degalsy of the issuance of the Bonds by Fox. Rothschild O'Bnen & Fronkel, LLP and Wwoll, Bloch.
Sonar ans dons-d phen LLEL (o-Bond Counsel both of Philadeiphia. Penasvivarma Certain legal marers wall be passe@ upon for thy Linderwnlers by
Vet iz Probawes & Glackh LZP Trenton, New Jerses and Dora S5 Kemodle. HI P C . Philadelphia. Pennsylvama, Co-Underwriers’ Counsel Cenun
wed maner. wail by passed wmstt for the Ciy by the Office of the Cuy Solicior and by Biank Kome Comusky & MeCawiey LLP, Priladelphis,
Feanesvamis Special Counsel ot Gy Cenan begal mauers will be passed wpon for the Philadeiphiz Gas Works by its Office of Generai Counsel iy
shtaated (et the Bangs will e availabie for deliveny through the facihues of DTC in New York, dvew York on o about June 23, 1999

Merrilt Lyvnch & Co.

First Union Capital Markets Corp. . Lege Mason VWood Walker
Incorporated
A. (5. Edwards & Sons. Inc. First Liberty Investment Group Loop Capital Markets, LLC
RRZ Public Markets, Inc. . Salomon Smith Barney

June Tu W9y



$62,315,000
City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds
{1975 General Ordinance), Sixteenth Series

Maturity Interest Maturity Interest

(July 1) Principal Rate Yield (July 1) Principal Rate Yield
2000 $ 355,000 4.000% 3.350% 2008 $8.945,000 5.250% 4.930%
2001 640,000 4.000 4.000 2009 8,990,000 5.250 5.000
2002 670,000 4.000 __4.150 2010 .=

2003 695,000 4.250 4.350 2011 —

2004 725,000 4.300 4.450 2012 —

2005 7,735,000 5250  4.625 2013 6765000 5500 5200
2006 8,120,000 5.250 4.750 2014 7,125,000 5.500 5230
2007 8,525,000 5.250 4.850 2015 3,025,000 5.500 5.270

$106,465,000
City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds
(1998 General Ordinance), Second Series A

Maturity Interest Maturity Interest

(July D Principal Rate Yield (Juty 1) Principal Rate Yield
2000 $1,720,000 4250% 3.350% 2010 $2,655,000 5.000% 5.050%
2001 1,790,000 4.250 4.000 2011 2,790,000 5.000 5.130
2002 1,865,000 4.250 4.150 2012 2,925,000 5.375 5.170
2003 1,945,000 4.250 4.350 2013 3,085,000 5.500 5.200
2004 2,030,000 4.375 4.450 2014 3,255,000 5500 5230
2005 2,120,000 4.500 4625 2015 3,435,000 5.500 5.270
2006 2,215,000 4.500 4.750 2016 3,625,000 5.500 5.320
2007 2,315,000 4.625 4.850 2017 3,820,000 5.000 5.350
2008 2,420,000 4.750 4930 2018 4,015,000 5.000 5.380
2009 2,535,000 4.750 5.000 2019 4,215,000 5.000 5.400

319,070,000 5.000% Term Bonds due July 1, 2023, Yield 5.450%
$32,620,000 5.000% Term Bonds due July 1, 2029, Yield 5.470%

$7,500,000
City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds
(1998 General Ordinance), Second Series B

$7.500,000 5.250% Term Bonds due July 1, 2029, Yield 5.470%
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No dealer, broker, salesperson or other person has been authorized to give any information orto make
any representations. other than those contained in this Official Statement and. if given or made. such other information
or representations must not be relied upon. This Official Statement does not constitute an offer 10 seli or the solicitation
of an offer 1o buy. nor shall there be any sale of the Bonds by any persor in any jurisdiction in which it is unlawful to
make such offer, solicitation or sale.

. The information set forth herein has been obtained from the Cirv of Philadeiphia. Philadelphia
Facilities Management Corporation, Stone & Webster Management Consultants, inc. and other sources which are
believed 10 be reliable but is not guaranteed by the Underwriters as 1o accuracy or compieteness. The information and
the opinions expressed herein are subject to change without notice, and neither the delivery of this Official Statemen:
nor any sale made hereunder shall, under afly circumstances, create any implication that there has been no change in
the operations of the Philadelphia Gas Works or the City of Philadelphia since the date hercof. Other than with respect
to information concerning Financial Security Assurance Inc. (“Financial Securinv”} contained under the caption "Bond
Insurance” and Exhibit G-s.; zcimen Municipal Bond Insurance Policy™ herein, none of the information in this Official
Statement ha: been supplied or verified by Financial Securiry and Financial Security makes no representation or
warrant, express or implied, as to (i) accuracy or completeness of such information: (ii} the validity of the Bonds: or
tiii) the tax exempt starus of the interest on the Bonds.

The order and placement of materiais in this Official Statement. including the Appendices hereto, are
not to be deemed to be a determination of relevance, materiality or imponance. and this Official Statement, including
the Appendices, must be considered in its entirety.

iN MAKING AN INVESTMENT DECISION. INVESTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE PHILADELPHIA GAS WORKS, THE CITY OF PHILADELPHIA AND THE TERMS
OF THE OFFERING. INCLUDING THE MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT
BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY
AUTHORITY.

v CONNECTION WITH THE OFFERING OF THE BONDS, THE UNDERWRITERS MAY
OVERALLOTOREFFECTTRANSACTIONS WHICHSTABILIZE ORMAINTAIN THE MARKET PRICE OF THE
BONDS AT ALEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH
STABILIZING. IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME WITHOUT PRIOR NQTICE.
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OFFICIAL STATFMENT

of the ]
CITY OF PHILADELPHI1A, PENNSYLVANIA
respecting its
$176,280,000

City of Philadelphia, Pennsyivania
Gas Works Revenue Bonds
consisting of:

$62.315.000 ) $113,965.000
Gas Works Revenue Bonds Gas Works Revenue Bonds
{1975 Generat Ordinance), Sixteenth Series (1998 Generat Ordinance). Second Series
INTRODUCTION

" General

This Official Statement, including the cover page, table of contents. tables and appendices, sets forth
information with respect to the issuance by the City of Philadelphia, Pennsylvania (the "Citnv"}. of §176.280.060
aggregate principal amount of its Gas Works Revenue Bonds consisting of $62.315.000 aggregate principal amount of
ns Gas Works Revenue Bonds (1975 General Ordinance), Sixteenth Series (the "Sixteenth Series Bonds") and
$115.965.000 apgregate principal amount of its Gas Works Revenue Bonds (1998 General Ordinance), Second Series
{the "Second Series Bonds" and together with the Sixteenth Series Bonds, the "Bonds”).

This introduction is a brief description of certain marters described in this Official Statement and is
quahified by reference 1o the entire Officia) Statement. Persons considering a purchase of any of the Bonds should read
tms Official Statement. including the cover page, table of conients, tables and appendices. in its entirety. The
information contained herein is subject 1o change. Reference should be made 10 APPENDIX C-Summaries of
Legisianion Authorizing the Issuance of the Bonds for definitions of terms used but not otherwise defined herein.

The Philadelphia Gas Works

The Philadeiphia Gas Works (the "Gas Works” or "PGW™) presently consists of all the real and
nersonal properts owned by the City and used for the acquisition, manufacture, storage. processing and distribution of
was wtinm the Ty, and alf propery, books and records emploved and maintained in connection with the operation,
ma:ntenance and agmimistration thereof See "PHILADELPHIA GAS WORKS” herein.

PGW serves the entire |29 square mile area contained within the boundaries of the City and 15 the
disinibutot and pnincipal supplier of gas inthe City, PG W has no distribution mains and provides no service 1o customers
outside the City Jimits. As of August 31, 1998, PGW served approximately 512.000 customers.



The Philadelphia Home Rule Charter provides for a Gas Commission (the "Gas Commission™) to be
constituted and appointed and to exercise such powers and perform such duties as may from time t0 time be provided
in contracts berween the City and the operator of PGW. or, in the absence of a conrtract, as may be provided by
ordinance. For details of the Gas Commission’s various responsibilities and oversight of the operations of PGW, see
"THE GAS COMMISSION" herein.

Since January 1. 1973, PGW has been managed by the Philadelphia Facilities Management
Corporation {"PFMC"). a not-for-profit corporation, pursuant to an agreement between the City and PFMC dated
December 29, 1972, as amended. authorized by ordinances of Ciry Council (the "Management Agreement”).

Rates and charpes of PGW, inciuding the Gas Cost Rate, are fixed by the Gas Commission and not
by the Public Urii:tv Commission of the Commonwealth. The Court of Common Pieas of Phitadelphia County has ruled
that decisions of the Gas Commission regarding PGW rate increases are subject to court review. See "PGW BUDGET,
RATES AND FINANCING " herein for a further discussion of PGW"s budget process and recent rate proceedings.

The Financial Statements of PGW for the Fiscal Years ended August 31, 1998 and 1997 are presented
in APPENDIX A. For information regarding the government of and fiscal affairs of the City, see APPENDIX D -

“Ceram Information Concemning the City of Philadelphia.”

Prior Issues of Gas Works Revenue Bonds

Since 1975, the City has issued fifieen (i5) separate series of Gas Works Revenue Bonds and one
Revenue Anticipation Note under the 1975 General Ordinance (collectively. the “Prior 1975 Ordinance Bonds"), all
pursuant to the First Class City Revenue Bond Act of the Commonwealth of Pennsvivania, Act No. 234, approved
October 18. 1972 P.L, 955 {the "Act") and the General Gas Works Revenue Bond Ordinance of 1975, approved May
30,1975, Bill No. 1871, as amended and supplemented from time to time (the "1975 General Ordinance™). As of May
1. 1999, $472 535,552 aggregate principal amount of Prior 1975 Ordinance Bonds remained outstanding of which
$56.325.000 in principal amount will be refunded through the issuance of the Sixteenth Series Bonds. The Prior 1975
Ordinance Bonds were all issued on a parity basis and share equally and ratably in the pledge of revenues provided for
tn the 1975 General Ordinance. In the 1975 General Ordinance, the Ciry has. for the security and pavment of all Prior
1975 Ordinance Bonds issued under the 1675 General Ordinance, granted a security interest in all Project Revenues.
For the definition of Project Revenues, see Appendix C- Summaries of Legislation Authorizing the Issuance of the
Bonds Inthe 1998 General Ordinance (herein defined). the City has covenanted that it will not issue any further bonds
under the 1975 General Ordinance excep! 1o refund Prior 1975 Ordinance Bonds and any other bonds or notes issued
under the 1975 General Ordinance. including the Sixteenth Series Bonds.

in addition to the Prior 1975 Ordinance Bonds, the City issued its Gas Works Revenue Bonds {1998
Creneral Ordinance ). First Series under the Actand the General Gas Works Revenue Bond Ordinance of 1998, approved
MMas B 1098 Bali No 980232 (the "1998 General Ordinance”). The Firsi Series Bonds which are currently outstanding
ir the practpal amount of $287 185.000 (and which are hereinafier referved to as the "Prior 1998 Ordinance Bonds™)
and ali other Gas Works Revenue Bonds of the City of Philadelphia issued under the 1998 General Ordinance (including
the Sceond Series Bonds) shall be subordinate in right of pavment and security to the Prior 1975 Ordinance Bonds and
a"l ather bonds and notes 1ssued under the 1975 General Ordinance, inciuding the Sixieenth Series Bonds.

Authorization 10 lssue the Bonds

The Sixteenth Series Bonds are being issued pursuant 1o the Act. the 1975 General Ordinance and the
Sivteenih Supplemental Ordinance to the 1978 General Ordinance dulv adopted by Ciry Council of the Cits of
Piiladelphia on Mas 27, 1999.and signec by the Mavor on May 31, 1999, Bill No. 990285 (the “Sixteenth
Supplemental (rdimance™y and a determination by the Bond Comminee of the City (consisting of the Mavor. the City
Cenzroller and the Civ Sohicitor). or a majorityv of them dated June 1), 1999 (the "Sixteenth Series Rond
Authorizanion”) The Siateenth Series Bonds. all Prior 1975 Ordinance Bonds and all additional bonds which may
hercafier by issued under the 1975 General Ordinance are hereinafter referred 1o as the "1975 Ordinance Bonds™, 1975



Ordinance Bonds are secured solely by monevs derived, directly or indirectly. from PGW"s Project Revenues as
provided in the Act and the 1975 General Ordinance. as amended and supplemented, 1975 Ordinance Bonds of all
series issued or 1o be issued are issued on a parity basis and share equally and raiably in the pledge of revenues provided
for in the 1975 General Ordinance,

The Second Series Bonds are being issued pursuani 1o the Act. the 1998 General Ordinance, and the
Second Supplemenial Ordinance to the 1998 General Ordinance duly adopted by Citv Council of the City of
Philadelphia on Max 27, 1999, and signed by the Mayor on May 31, 1999, Bill No. 990286 (the "Second Supplemental
Ordinance”j and a determination by the Bond Committee of the Cityv (consisting of the Mavor. the City Controller and
the Citv Solicitor). or a majority of them dated June 11, 1999 (the “Second Series Bond Authorization™). The Second
Series Bonds. the Prior 1998 Ordinance Bonds=and all additional bonds which may hereafier be issued under the 19938
General Ordinance are heremnafier referred 1o as the "1998 Ordinance Bonds.” Al 1998 Ordinance Bonds shall be
subardinated in right of pavment and security to the 1975 Ordinance Bonds. 1998 Ordinance Bonds may be issued as
{998 Ordinance Senior Bonds or [998 Ordinance Subordinate Bonds. [998 Ordinance Senior Bonds shall, subject to
the right of pavment and security of the 1975 Ordinance Bonds. be prior in right of payment and securitv 10 199§
Ordinance Subordinate Bonds, and the coverage requirement for debt service on 1998 Ordinance Senior Bonds under
the Rate Covenamt for the 1998 Ordinance Bonds (the "1998 Ordinance Rate Covenant™) shall be 150%. ]998
Ordinance Subordinate Bonds shall be subordinate to 1998 Ordinance Senior Bonds in right of pavment and security
and shall have a coverage requirement under the 1998 Ordinance Rate Covenant of 100%. See “ SECURITY - Priority
in Application of Gas Works Revenues . The Second Series Bonds are being issued as 1998 Ordinance Senior Bonds.
1698 Orgdinance Senior Bonds shall not have any preference. priority ur distinction as 1o lien or otherwise, excep! as
otherwise provided in a supplemental ordinance, over any other 1998 Ordinance Senior Bonds issued under the 1998
Gencral Ordinance. Similarly, 1998 Ordinance Subordinate Bonds shafl not have any preference, priority or distinction
as 10 lien or otherwise, except as otherwise provided in a supplemental ordinance. over anv other 1998 Ordinance
Subordinate Bonds issued under the 1998 General Ordinance. In the 1998 Ordinance. the City has pledped for the
security and pavment of all Bonds issued under the 1998 General Ordinance a lien on and securiry imerest in ali Gas
Works Revenues (as defined in the 1998 General Ordinance). all accounts. contract rights and general intangibles
representing the Gas Works Revenues and all funds and accounts established under the 1998 General Ordinance, Such
tien is subject 1o the prior pledge and lien on the Project Revenues created by the 1975 General Ordinance for the benefit
of the 1975 Drdinance Bonds.

The Bonds

The Bonds will be dated June |, 1999, and will bear interest from such date. pavable.commencing
or Januan 1, 2000 and on each July | and January | thereafter. The Bonds will be issued as fullv regisiered bonds in
the subseries and in the aggregate principal amounts set forth on the inside front cover hereof in denominations of
S3.000 orany integral multipie thereof. The principal and redemption price of the Bonds will be pavable at the corporate
1rust office of First Union National Bank {the “Fiscal Agent™) in Philadelphia. Pennsvivania. Interest on the Bonds will
be pawd by chech mailed by the Fiscal Agent to the persons in whose names the Bonds are registered on the fifteenth
day of the month preceding each interest pavment date; except in the case of any default by the City in payment of
nterest due, which shall be pavable to the persons in whose names the Bonds are registered on a special record date as
Jerermuned by the Fiscal Agent  See "DESCRIPTION OF THE BONDS” herein. Registered Owners of at least
1 e 000 geereaate principal amount of either series of Bonds may elect 1o receive interest payments with respect
wewch senec by wire transfer o so requested in a written notice provided 1o the Fiscal Agent not fess than ten ( 10) davs
poor o the relevant interest pavment 'date.

tnitialls the Bonds will be available in book-entn formonty, See "DESCRIPTION OF THE BONDS
- Hook-Lniny Only Sysiem” herein

The Bonds are subjec! 1o ophional redemption and mandaton redemption as described herein. See
I NCRIPTION OF THE BONDS



Purpose of the Bonds

The Sixteenth Series Bonds .

The Sixteenth Series Bonds a~ being issued for the purpose of providing funds for any or all of the
(ollowing purposes: (i) the refunding of allor a; .rtion of the City's Quistanding Gas Works Revenue Bonds, Eleventh
Senes C (the "Refunded Bonds"') which were issued under the 1975 General Ordinance; (ii) payving the costs of issuing
the Sixteenth Series Bonds and any required deposits 1o the Sinking Fund Reserve established by the 1975 General
Ordinance {the "1975 Ordinance Sinking Fund Reserve”); and (iii) paving any other Project Costs (as defined in the
Act) relating to the refunding of the Refunded ®omds or the issuance of the Sixteenth Series Bonds. which may include,
without limitation, the repaymeni to any fund of the City or 10 accounts of the Philadeiphia Gas Works of amounts
advanced for Project Costs. and the funding or refunding of outstanding bond anticipation noies or other obligations
of the City issued in respect of Project Costs. - '

The proceeds of the Sixteenth Series Bonds, afier pavment of financing costs and the required payment
into the 1975 Ordinance Sinking Fund Reserve will be deposiied in one or more escrow or similar accounts with the
Fiscal Agentunder the 1975 General Ordinance separate and apart from all other accounts of the City or the Gas Works,
including the Sinking Fund established by the 1975 General Ordinance (the 1975 Ordinance Sinking Fund™), to be held
tor the benefit of the holders of the applicable Refunded Bonds and applied 10 payment of Refunded Bonds in
accordance with a cernificate of the Direcior of Finance or an escrow deposit agreement, See “PLAN OF FINANCE
AND ESTIMATED SOURCES AND USES OF PROCEEDS - Plan Of Finance.”

The Second Series Bonds

The Second Series Bonds are being issued for the purpose of providing funds for any or all of the
tollowing purposes: (i) the capital projects included in the capitai program of the Gas Works as from Lime 1o time
included in the capital budgets of the Gas Works, as approved by City Council, which may include, without limitation,
tatthe acquisiton of land or rights therein: (b) the acquisition. construction ot improvement of buildings, structures and
tacihines 1opether with their related fumishings. equipment. machinery and apparatus; {c) the acquisition, construction
or replacement of pipes and pipe hines: and (d) the acquisition or replacement of propery of a capital nature for use in
the operation. mamienance and administration of the gas works systern of the City; (ii) paying the costs of issuing the
Second Series Bonds and anv required deposit 1o the Sinking Fund Reserve established by the 1998 General Ordinance
tthe “1998 Ordinance Sinking Fund Reserve”): and {iii) paving any other Project Costs {(as defined in the Act). which
may include. without limitation, the repavment to any fund of the City or 10 accounts of the Gas Works of amounts
advanced for Project Cosls.

The proceeds of the Second Series Bonds, afier payment of the financing costs. the required payment
into the 1998 Ordinance Sinking Fund Reserve and the repayment to the City and the Gas Works of amounts previously
adranced for Pruiect Costs. will be deposited and held in and disbursed for capital projects from one or more
unsegrevated accounts of the Gas Works which shall be separate and apan from and not commingled with the
cunsnhdated cash account of the City or any other account of the City not held exclusively for Gas Works purposes.
See "SI CURITY ™ and "REMEDIES OF BONDHOLDERS” for a discussion of the effectiveness of separauion of the
praceeds ol the Sialeenth Series Bonds and Second Series Bonds and revenues from other City accounts and for 2
Jiseussion of the pledee of revenues and funds to the repayment of the Sixteenth Series Bonds and the Second Series

Haonds



Security for the Bonds

The Sixteenth Series Bonds

The Sixieenth Series Bonds are secured solely by and are pavable soiely from the PrOJecl Revenues
and the 1973 Ordinance Sinking Fund, including the 1975 Ordinance Sinking Fund Reserve therein, as provided in the
Actandthe 1975 General Ordinance. as amended and supplemented. Neither the general credit nor the taxing power
of the City is pledged to any such payment.

The City has pledged and granted a security interest in all Project Revenues and the proceeds thereof
for security and payment of all 1975 Ordinanc®®onds. including the Sixieenth Series Bonds. The City has covenanted
n the Sixieenth Supplemental Ordinance 1o deposit into one or more escrow or similar accounts with the Fiscal Agent
under the 1975 General Ordinance separate and apant from all other accounts of the City or the Gas Works, including
the 1973 Ordinance Sinking Fund established by the 1975 General Ordinance. to be held for the benefit of the holders
of the apphicable Refunded Bonds and applied to payment of Refunded Bonds in accordance with a cenificate of the
Director of Finance or an escrow deposit agreement. Sce "PLAN OF FINANCE AND ESTIMATED SOURCES AND
USES OF PROCEEDS - Plan Of Finance." The City further covenants in the Sixteenth Supplemental Ordinance that,
50 long as any of the Sixteenth Series Bonds shall remain outstanding. ali pledged Project Revenues shall be deposited
and held and disbursed from one or more unsegregated accounts of PGW, which shall be separate from and not
commingled with the consolidated cash account of the City or any other account of the City not heid exclusively for
PGW purposes. Pursuant 1o the 1975 General QOrdinance, all moneys deposited in the 1975 Ordinance Sinking Fund
uinciuding the 1975 Ordinance Sinking Fund Reserve), are subject to a security interes( in favor of all hoiders of 1975
Ordinance Bonds untii such monevs are properly disbursed. See "SECURITY - Pledge of Revenues and Funds” and
"REMEDIES OF BONDHOLDERS" herein.

The 1975 General Ordinance requires PGW 10 comply with a rale covenant which requires the City
to 1mpose, charge and collect in each fiscal year, rates and charges which, together with ali other Project Revenues to
be received in such fiscal vear, shall be sufficient 10 meet debt service coverage requirements as specified in the 19753
Gieneral Ordinance (the “1975 Ordinance Rate Covenant”). See "SECURITY - Rate Covenant and Rate Requirements”
and APPERDIX C - "Summaries of Legislation Authorizing the lssuance of the Bonds” herein.

The 1975 General Ordinance permits the issuance of additional bonds which are on a parity basis with
1the Siateenth Series Bonds. Any additional bonds issued under the 1975 General Ordinance may be 1ssued only for the
purpose of refunding 1975 Ordinance Bonds and for no other purpose. See “SECURITY - Additional Parity Bonds®
heremn.,

The 1975 General Ordinance establishes the 1975 Ordinance Sinking Fund Reserve within the 1975
{rdinance Simhing Fund as a separate account which is held for the benefir of owners of al} 1975 Ordinance Bonds.
See "SECURITY - 1975 Ordinance Sinking Fund Reserve” herein.

All outstanding 1975 Ordinance Bonds and all 1975 Ordinance Bonds which may be issued in the
juture are issued on 3 pariy basis, are pavable from Project.Revenues and are prior in right of pavment and security to
amy 19w Ordimance Bonds

The Second Series Bonds

The Sccond Series Bonds are secured solelv by and are pavable solely from the Gas Works Revenues
and the 1998 Ordimance Sinking Fund. inciuding the 1998 Ordinance Sinking Fund Reserve therein, as provided in the
Actand the 1998 General Ordinance, as amended and supplemented. Such pledge of Gas Works Revenues is subject
and subordinale 1o the prior pledge of Project Revenues granted by the 1975 General Ordinance. Neither the peneral
credit nor the @aveng posser of the Cirs is pledged to any such payment.



The City has pledged and granted a security interest in afl Gas Works Revenues and the proceeds
thereof for security and payvment of 2ll 1998 Ordinance Bonds. including the Second Series Bonds. The City has
covenanied that as long as any of the Second Series Bonds remain outstanding. the proceeds of the Second Series Bonds
and ali pledged Gas Works Revenues shall be deposited and held and disbursed from one or more unsegregated accounts
of PGW . which shall be separate from and not commingled with the consolidated cash account of the City or any other
account of the City not held exclusively for PGW purposes. However, the effectiveness of the separation of Second
Series Bond proceeds and Gas Works Revenues from other City accounts may be limited under centain circumstances,
including a bankruptes filing by the City. See "SECURITY" and "REMEDIES OF BONDHOLDERS" herein.

The 1998 General Ordinangg establishes the 1998 Ordinance Sinking Fund Reserve which is
established in the Sinking Fund as a separate account and which, unless expressly stated to the contrary in any
supplemenial ordinance with respect to the issuance of additional 1998 Ordinance Bonds, is held for the benefit of
owners of all 1998 Ordinance Bonds issued under the 1998 General Ordinance. See "SECURITY - Sinking Fund

Reserves” herein.

The 1998 General Ordinance requires PGW to comply with a rate covenant which requires the City
to impose. charge and collect in each Fiscal Year, rates and charges which, together with all other Gas Works Revenues
tobe received in such Fiscal Year. shall be sufficient to meet deb! service coverage requirements as specified in the 199§
General Ordinance. including certain debt service coverage requirements (the "1998 Ordinance Rate Covenant”). See
"SECURITY - Rate Covenant and Rate Requitements”and APPENDIX C - "Summaries of Legisiation Autharizing the
Issuance of the Bonds" herein.

The 1998 General Ordinance permits the issuance of additional bonds for the purpose of financing
capnal projects or for refunding outstanding debt issued for the benefit of PGW, including 1975 Ordinance Bonds, 1998
{rdinance Senior Bonds and 1998 Ordinance Subordinaie Bonds, See "TADDITIONAL DEBT - Additional Bonds”

herein

The City expects that the capital improvements program of PGW will require the issuance of
addnional 1998 Ordinance Bonds in subsequent fiscal vears. See APPENDIX B - “Independent Consuitant’s Report.”

Pursuant to an Ordinance adopted on May 4, 1998, Bill No. 80234 (the "Note Ordinance”), the City
1s authorized 1o issue, from time to time, tax-exempt noies (the "Gas Works Notes”) junior in priority of pavment to the
1975 Ordinance Bonds and 1998 Ordinance Senior Bonds and on a parity with 1998 Ordinance Subordinate Bonds. The
$77.000.000 aggregarte principal amount of Gas Works Notes which were outstanding under the Note Ordinance and
duc on or before Mayv 28, 1999 were paid in full on that date. Pursuant to the Note Ordinance. the City issved
$30.000.000 of Gas Works Notes on June 4. 1999 and expects (o issue an additional $15,000,000 of Gas Works Notes
on or before December 31, 1999, See "ADDITIONAL DEBT - Subordinated Shon-Term Borrowings -Gas Works
Notes

Bund Insurance

The scheduled pavment of principal of and interest on the Bonds when due will be guaranteed under
insutanze policies to be 1ssued concurrently with the defivery of the Bonds by Financial Security A:surance Inc. There
will by one palics for the Sixteenth Series Bonds and a separate policy for the Second Series Bonds. See "BOND
INSURASNCE heren and APPENDIX G - "Specimen Municipal Bond insurance Policy "

Independent Consultant™s Report

The report of Stone & Webster Managemen Consultants. Inc. ("Stone & Webster”). an independen
consulpng firm woth respect ko the Ciny and PGW is appended hereto as APPENDIX B (the "Independent Consultant’s
Repors™1 Inits report. Stone & Webster has concluded. based upon its investigation. inter ahia. that



PGW is a competently managed and operated gas distribution utility. PGW and its facilities are organized.
operated and maintained at a level equal to or in excess of regulatory requirements and generaily accepied
industry practices. PGW's facilities are in good operating condition.

Based on its evaluation of financial forecast information covering the period 1999 through 2005, and on the
basis of actual and estimated future annual financial operations of PGW's facilities and certain assumptions
with respect thereio over the amontization petiod of either the Sixteenth Series Bonds or the Second Series
" Bonds, which assumptions Stone & Webster believes 10 be reasonable, current and future project revenues
which are pledged under the 1975 General Ordinance and/or the 1998 General Ordinance comply with the
requirements of the definition of project revenues in Section 2 of the Act, and over the amortization period of
the Sixteenth Series Bonds and/or the $®tond Series Bonds, such project revenues wil) be adequare to meet
all expenses of operation and maintenance. repair and replacement. reserve fund deposits. debt service on the
1975 General Ordinance Bonds (including the Sixieenth Series Bonds)and debi service on the 1998 Ordinance
Bonds (including the Second Series Bonds), as the same shall become due and payable, and the surplus
requirements of the rate covenants contained in Section 4.03(b) of the 1975 General Ordinance and Section
4 (5¢b) of the 1998 General Ordinance.

The project revenues which are pledged as security for the bonds issued under the 1975 General Ordinance
and the 1998 General Ordinance. respectively, are currently and are projected to be sufficient to comply with
the Rate Covenants set forth in Section 4.03(b) of the 1975 General Ordinance and Section 4.03¢(b) of the 998
Genera! Ordinance. The forecast envisions an increase in net project revenues in the amount of $20.000,000
beginning in the year 2002, PGW anticipates such increase in net project revenues from a general rate increase,
from revenue enhancements or equivalent savings in operating expenses or from a combination thereof.

Since October 1998, there has been significant umover in senior management. These positions have been
filled either on a temporary or permanent basis, except for the Chief Financial Officer whose functions have
been otherwise allocated.

The capital improvements needed to meet current budgeted and forecasted results, 2000 through 2005, are
premised on additional funds amounting to $75,000,000. For purposes of Stone & Webster's Report it is
assumed that this $75.000,000 will be financed in Fiscal Year 2003 by issuance of tax-exempt revenue bonds
bearing interest at a rate no greater than 6.5%.

The capital improvements proposed during the forecast period, 2000 through 2005, will. along with continued
good operation and maintenance praclices, enable PGW to maintain its system in good operating condition.
Review of present management practices indicates that this is like!y 10 continue. provided that the necessany
captial budgets of PGW are approved.

fn early 1999, the PFMC Board requested qualifications from and initiated discussions with a large number
of utihties 10 determine their interest and ability and the feasibility and desirability of contracting out for ail
or a portion of the management functions of PFMC. Afier an interview and review process, PFMC has
determined to proceed with a request for proposal ("RFP™) process in order possibly to contract out only the
tas management and supply function. PFMC has decided not 1o pursue an RFP for more general management
services at this ume.

Contracted PGW gas supplies plus spot market purchases plus anticipated additional contracted supplies plus
supplemental pas capacities as well as the pipeline transpor capacity 1o move these supplies to PGW’ are
adequate to meet PGW's forecast of demand on a day of maximum demand (a design peak dav). or an hour
of maximum demand (a design peak hour). and during a vear of maximum demand (a design peak vear). if
PGW's plans for outsourcing of supply services materialize, in Stone & Webster's opinion this would not
impact PGW's abilin to continue to mee! maximum demands.



The continuing decline in Philadelphia population (estimated to have declined 9.4% between 1990 and 1998)
and loss of jobs (decline of 4.0% between 1980 and 1990}, if they continue, will eventually limit customer
growth. This assumption is included in PGW's forecast.

Fiscal Year 1999 is tuming oul 1o be warmer than most years. PGW's current estimate (based on actual data
through February 1999 and six months of best projections based upon currently available information) is tha:
Fiscal Year 1999 will have 14.7% fewer degree days than an average year, decreasing expected firm sales for

the'vear.

PGW firm sales volumes over the forecast period (2000 to 2005) are expected to increase by 1.7 percent.
Interruptible saies volumes are fore?¥%led to increase 21.6% over the same period and transport sales are

projected to be flat.

No change in current legislation was factored into these forecasts, since, at the date of the Stone &
Webster Report(May 6, 1999), bills pending in the Pennsylvania state legisiature concerning open access
on distribution systems had not been enacted and. at such date, such bills did not apply to municipal
utilities such as PG'W.

On June 16, 1999, the Pennsylvania legislature passed legislation which provides for the deregulation
of the naturaj gas industry in Pennsylvania and the implemeniation of choice of suppliers of natural gas
for retail custemers of gas distribution companies. Such legislation does apply to PGW. See
"LEGISLATION AFFECTING PGW" herein,

The Independent Consultant’s Report and the accompanying forecasts are based on assumptions of
future events and should not be construed as a statement of fact. Such assumptions were provided by. or reviewed with
and approved by, PGW, and were based on circumstances and information available at the date of the Independen!
Consultant's Report. Stone & Websier analvzed such information as it considered appropriate for use in evaluating the
assumptions pertaining to the financial statement forecasts. which assumptions Stone & Webster believe to be reasonabie
for the purpose of its report. The Independent Consultant's Repon should be read in its entirety for an undersianding
of the information and assumptions on which the above conclusions and other conclusions and findings contained in

the Independent Consultant's Report are based.

Continuing Disclosure

In order to enable the Underwriters to comply with Rule 15¢2-12 promulgated by the Securities and
Exchange Commission, the City will enter into a Continuing Disclosure Agreement with the Fiscal Agent acting in the
capacity thereunder as dissernination agent for the Bonds. See "CONTINUING DISCLOSURE" herein.

Miscellaneous

Any guotation from. and summaries and explanations of, the Constitution and laws of the
Commonwealth and ordinances of the City contained herein do not purpon to be complete and are qualified in theyr
enisreny by reterence to the official compilations thereof, and-all references 10 the Bonds are qualified in their entirety
by reterence 1o the definrive forms of the Bonds. All capitalized terms used herein. unless otherwise defined herein,
shall have the mearings ascribed ta them in the Act. the 1975 General Ordinance and the 1998 General Ordinance. See
APPENDIX C herein. Coptes of the Act the 1975 General Ordinance, the Sixieenth Supplementai Ordinance, the 1958
(ieneral Qrdinance and the Second Supplemenial Ordinance are availabie from the QOffice of the Director of Finance,
13th Floor. Municipal Services Building. 1401 John F. Kennedy Boulevard. Philadelphia. Pennsylvania 19102.

This Qfficial Statement speaks onlv as of the date printed on the cover hereof. The information
contained herein is subject to change. The Official Statement will be made available through one or more of the
Natonaliy Recogmized Municipal Securities information Repositories.



PLAN OF FINANCE AND ESTIMATED SOURCES AND USES OF PROCEEDS -
Plan of Finance

The Sixteenth Series Bonds are being issued {or the purpose of providing funds for any or afl of the
following purposes: (i} the refunding of all or a portion of the Ciry's Qutstanding Gas Works Revenue Bonds. Eleventh
Series C (the "Refunded Bonds™} which were issued under the 1975 General Ordinance: (ii) paving the costs of issuing
the Sixteenth Series Bonds and any required deposits 1o the 1975 Qrdinance Sinking Fund Reserve; and (iii) payving
any other Project Costs (as defined in the Act) relating to the refunding of the Refunded Bonds or the issuance of the
Sixteenth Series Bonds. which may include, without limitation. the repavment to anv fund of the City or to accounts
of the Philadelphia Gas Works of amounts advanced for Project Costs, and the funding or refunding of outstanding bond
anticipation notes or other obligations of the TTty issued in respect of Project Costs.

The Refunded Bonds are as follows:

Series of Bonds Refunded Maturity Date Redempiion Date  Par Amount to be Refunded
Eleventh Series C January 1, 2010 July 1, 1999 $41,410.000
Eleventh Series C January 1, 2015 Julyv 1, 1999 17.915.000

Total Par Amount 1o be £59.325.000
Refunded

A portion of the proceeds of the Sixteenth Series Bonds, together with other moneys available 1o PGW
for such purpose. will be deposited in a refunding escrow account (the "Escrow Account”}held by First Union National
Bank. as escrow agent. The escrow agent will hold and administer the Escrow Account. and will apply the amounis
therein to pavment on July 1. 1999 of the principal of and redemption premium. if any. and interest on the Refunded
Bonds. The Escrow Account is pledged solely for the benefit of the holders of the Refunded Bonds.

Pursuant 1o cenain provisions of the 1975 General Ordinance and as a resut of the deposit of monevs
in the Escrow Account, the Refunded Bonds will be deemed no longer outstanding.

The Second Series Bonds are being issued for the purpose of providing funds for any or all of the
following purposes: (i) the capital projects included in the capital program of the Gas Works as from time to time
included in the capital budgets of the Gas Works, as approved by City Council, which may include, without limitation,
{a)the acquisition of land or rights therein; (b} the acquisition, construction or improvement of buildings, structures and
facilities 1ogether with their related furnishings, equipment, machinery and apparatus; {c) the acquisition, construction
or replacement of pipes and pipe lines; and (d) the acquisition or replacement of property of a capital nature for use in
the operation. maintenance and administration of the gas works system of the City; (ii) paving the costs of issuing the
Second Series Bonds and any required depositto the 1998 Ordinance Sinking Fund Reserve: and (iii) paving anv other
Proyect Costs (as defined in the Act). which may include, without limitation, the repavment o any fund of the City or
to accounts of the Gas Works of amounts advanced for Project Costs.



Estimated Sources and Uses of Proceeds

estimated to be as follows:

Estimated Sources of Proceeds:

Principal Amount

Original lssue Premium/{Discount)

Accrued interest
Toual

Estimated Use of Proceeds:

$62.315.000.00
1.474.677.60
200,394.03

Second Serics.

$113.965.000.00
(4.043.373.25)
147 39451

The sources and uses of proceeds of the Sixieenth Series Bonds and the Second Series Bonds are

Total

—r

$176.280,000.00
(2.568,695.65)
547,788.53

Caputal lmprovement Program
Deposit (o Escrow Account

$63.990.071.63

$62.571.325.20

$110.269.021.26

$100.000.000.00

$174.259,092.89

$100.000,000.00
62.571.325.20

Deposn 10 1998 Ordinance Sinking Fund Reserve - 7.401.200.00 7.401.200.00
Costs of [ssuance 1.218.352.40 2.520.426.75 3.738,779.15
Accrued Inierest 200,394 03 347,304 51 547 788.54

Total $£63.990.0771.63 $£110.269.021.26 £174,259,092 89

'tncludes bond nsurance premiums, the fees and expenses of various counsel and the Fiscal Apeni. consuhiam’s fees. fees of
accountants and Underwniters™ discount.

DESCRIPTION OF THE BONDS

General

The Bonds will be dated June [, 1999 and wili bear interest from such date, payable initiaily on
January 1, 2000 and on each July 1 and January 1 thereafter. The Bonds will be issued as fully registered bonds in the
aggregate principal amount set forth on the cover page hereof in denominations of $5.000 or any integral multiple
thereol The Bonds. when issued, will be registered in the name of Cede & Co.. as nominee for The Depository Trust
Company {"DTC"), one bond for each maturity. Purchases of beneficia) interests in the Bonds will be made in
book-entnv only form (without cenificates) in the denomination of $5,000 or any integra) multiple thereof.

The principal of. and premium, if any, on the Bonds will be pavable at the principal corporate trust
office of the Fiscal Agentin Philadelphia, Pennsylvania. Interest on the Bonds, when due, will be paid by checks, mailed
by the Fiscal Apent 10 the persons in whose names the Bonds are registered on the fifteenth (15") day of the month
preceding each interest pavment date. So long as the Bonds are in book-entry form. the principal of and interest on the
Bonds are pavabie by checks mailed 1o or by wire transfer of funds to Cede & Co.. as nominee for DTC as registered
owner thereof forredistribution by DTC 1o the Direct Participants (as defined herein)and in tumn 10 Indirect Panticipants
or Reneficial Owners as described under "Book-Entry Onls Svstem” below. Registered owners of at least $1.000.000
acgregate principal amount of either series of Bonds may elect to receive interest payments with respect 10 such series
by wire transfer, provided that notice is provided to the Fiscal Agent not less than ten (10) davs prior to the relevant
inerest pavment date. In the event of any default by the City in the payment of interest due on any interest payment
date. such defaulited interest shall be pavable to the persons in whose names the Bonds are registered at the close of
bustness on a special record date which shall be at feast {3 davs priar to the date sei for the payment of such defaulted
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interest established by notice mailed by or on behalf of the City 1o the registered owners of the Bonds not less than
fifieen (15) days preceding such special record date.

Book-Entry Only System

The following information concemning DTC and DTC's book-entry only svstem has been obtained
trom DTC. The City, the Underwriters and the Fiscal Agent make no representation as 1o the accuracy of such
information.

Initially. the Bonds will be available in book-entmry form only. Purchasers of the Bonds will not receive
certificates representing their interests in the Bonds purchased. DTC will act as securities depository for the Bonds. The
ownership of one fully-registered Sixteenth SertewBond and of one fully-registered Second Series Bond in the aggregate
principal amount of each maturity of the Sixteenth Series Bonds and the Second Series Bonds, respectively, will be issued,
registered in the name of Cede & Co.. as nominee for DTC and deposited with DTC.

DTC is a limited-purpose trust company organized under the New York Banking Jaw, z "banking
corporation” within the meaning of the New York Banking Law. a member of the Federal Reserve System, a "clearing
carporation” within the meaning of the New York Uniforrn Commercial Code, and a “clearing agency” registered pursuant
10 the provisions of Seciion 17A of the Securities Exchange Act of 1934, as amended. DTC holds securities that its
participants (the “Participants”) deposit with DTC. DTC also faciiitates the settlement among Panicipants of securities
ransactions. such as transfers and pledges. in deposited securities through electronic computenized book-entry changes in
accounts of the Participants, thereby eliminating the need for physical movement of securities cenificates. "Direct
Panicipants” include securities brokers and dealers. banks, trust companies, clearing corporations and certain other
organizauons, DTC is owned by a number of its Direct Panticipants and by the New York Stock Exchange, Inc., the
American Stock Exchange, Ine. and the National Association of Securities Dealers, lnc. Access to the DTC system is atso
available to others such as securities brokers and dealers. banks and trust companies that clear through or maintain a
custodial relationship with a Direct Participant, either directly or indirecily (the “Indirect Participants”). The Rules
applicable to DTC and its Panicipants are on file with the Securities and Exchange Commission (the "SEC™). So Jong as
ihe Bonds are maintained in book-entrv form with DTC. the following procedures will be apphicable with respect to the
Bonds. :

Purchases of Bonds under the DTC svstem must be made by or through Direct Participants, which will
recerve a credit for the Bonds on DTC's records. The ownership interest of each actual purchaser of each Sixteenth Series
Boend and Second Series Bond (the "Beneficial Qwner”) is in tumn to be recorded on the Direct and Indirect Panicipants’
records. Beneficial Owners will not receive wrinen confirmation from DTC of their purchase, but Beneficial Owners are
expected to receive written confirmations providing details of the ransaction. as well as periodic statements of their
holdings. from the Direct or Indirect Panticipant through which the Beneficial Owner entered into the ransaction. Transfers
of ownership interests 1n the Bonds are 1o be accomplished by entries made on the books of Panicipants acting on behalf
of Benefcial Owners. Beneficial Owners will not receive certificates representing their ownership interests in Bonds.
enceps in the event that use of the book-entry only system for the Bonds is discontinued.

To facilnate subsequent transfers. ali Bonds deposited by Participants with DTC are registered in the
name of DTC's partnership nominee. Cede & Co. The deposit of Bonds with DTC and their registration in the name of
Cede & Co efteci no chanpe i beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the
Bonds. D7C's records reflect only the identity of the Direct Participants 10 whose accounts such Bonds are credied. which
a3y or may not be the Beneficial Owners. The Panicipants will remain responsible for keeping account of their holdings
on behalf of thewr customers

Convesance of notices and other communicaiions by DTC 10 Direct Panticipants, by Direct Participants
to fndirect Participants, and by Darect Participants and Indirect Participants 1o Beneficial Owners will be poverned by
amangemenis amony them. subject 1o any statutory or regulatony requirements as may be in effect from time to time.



Redemption notices shall be sent to Cede & Co. If less than all of the Sixteenth Series Bonds or Second
Series Bonds within a maturiry are being redeemed. DTC's practice is to determine by lot the amount of the interest of each
Direct Participant in such maturity to be redeemed.

Neither DTC nor Cede & Co. will consent or vote with respect to Bonds. Under its usual procedures,
DTC mails an Omnibus Proxy to the issuer as soon as possible after the record date. The Omnibus Proxy assigns Cede &
Co s consenting or voting rights to those Direct Participants to whose accolints the Bands are credited on the record date
{identifted in a Lsting anached 1o the Omnibus Proxy).

Pavments of principal. interest and premium. if any, with respect to the Bonds will be made to DTC.
DTC's practice is to credit Direcl Participants' azcounts on the payvable date in accordance with their respective holdings
shown on DTC's records unless DTC has reason to believe that it will not receive pavment on the pavable date. Payments
by Participants to Beneficial Owners will be governed by standing instructions and customary practices, as is the case with
securities held for the accounts of customers in bearer form or registered in “street name™, and will be the responsibility of
such Participant and not of DTC. the Fiscal Agent or the City. subject to any statutory or regulatory requirements as may
be in effect from time 10 time. Payment of principal, premium and interest. if any. with respect 1o the Bonds 10 DTC is the
responsibility of the Fiscal Agent. disbursement of such payrnenis 10 Direct Panicipants is the responsibility of DTC, and
disbursement of such pavments to the Beneficial Owners is the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securiiies depository with respect to the Bonds at any time
by giving reasonable notice to the Ciry and the Fiscal Ageni. In addition, the City may decide to discontinue use of the
svstern of book-entrv transfers through DTC (or a successor securities depository). Under either of such circumstances,
in the event that a successor securities depository is not oblained. Sixteenth Series Bond centificates and Second Series
Bond certificates will be printed and delivered.

So long as Cede & Co. is the registered owner of the Bonds. as nominee of DTC, references herein to
the bendholders or registered owners of the Bonds means Cede & Co.. not the Beneficial Owners of the Bonds.

THE CITY, THE FISCAL AGENT AND THE UNDERWRITERS CANNOT AND DO NOT GIVE
ANY ASSURANCES THATDTC WILL DISTRIBUTE TOITS PARTICIPANTS OR THAT DIRECTPARTICIPANTS
OR INDIRECT PARTICIPANTS WILL DISTRIBUTE TO BENEFICIAL OWNERS OF THE BONDS (HPAYMENTS
OF THE PRINCIPAL. INTEREST OR PREMIUM. IF ANY, ON THE BONDS. OR (1) CONFIRMATION OF
OWNERSHIPINTERESTS INTHE BONDS, OR (III'REDEMPTION OR OTHER NOTICES. OR THAT THEY WILL
DO SO ON A TIMELY BASIS. OR THAT DTC. DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS WILL
SERVE AND ACT IN THE MANNER DESCRIBED IN THIS OFFICIAL STATEMENT. THE CURRENT "RULES"
APPLICABLE TO DTC ARE ON FILE WITH THE SEC AND THE CURRENT "PROCEDURES” OF DTC TO BE
FOLLOWED IN DEALING WITH ITS PARTICIPANTS ARE ON FILE WITH DTC.

NEITHER THE CITY. THE FISCAL AGENT NOR THE UNDERWRITERS WILL HAVE ANY
RLSPONSIBILITY OR OBLIGATION TO DTC, DIRECT PARTICIPANTS. INDIRECT PARTICIPANTS OR
BENCFICIAL OWNERS OF THE BONDS WITH RESPECT TO (1) THE ACCURACY OF ANY RECORDS
“MAINTAINED BY DTC. ANY DIRECT PARTICIPANT OR ANY INDIRECT PARTICIPANT. (1) THE PAYMENT
BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT
OF a~NY ANMOUNT DUE TO ANY BENEFICIAL OWNER [N RESPECT OF THE PRINCIPAL AMOUNT OR
REDEMPTION PRICE OF. OR INTEREST ON. ANY BONDS. {111y THE DELIVERY OF ANY NOTICE BY DTC.
ANY THRECT PARTICIPANT OR ANY INDIRECT PARTICIPANT. (1V)THE SELECTION OF THE BENEFICIAL
OWNT RS TORECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION OF THE BONDS. OR (V)
ASNY OTHER ACTION TAKEN BY DTC. ANY DIRECT PARTICIPANT OR ANY INDIRECT PARTICIPANT.

DTC's management is aware that some computer applications. svsiems and the like for processing data
i“Ss stems”1 that are dependem upon calendar dates. including dates before. on and afier Januany 1, 2000, may encounter
“Year 2000 Problems ~ DTC has informed s Participants and other members of the financial communiny (the "Industn )
that 1t has developed and is implementing a program so that its Svsiems. as the same relate to the umely pavment of
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distributions (including principal and income payments) to security holders, book-entry deliveries and settlement of trades
within DTC ("DTC Services™), continue to function appropriately. This program includes a technical assessment and a
remediation plan. each of which is complete. Additionally, DTC's plan includes 2 testing phase, which is expected to be
completed within appropriate time frames,

However, DTC's ability to perform properly its services is also dependent upon other parties, including
but not limited to issuers and their agents, as well as third party vendors from whom DTC licenses software-and hardware,
and third party vendors on whom DTC relies for information or the provision of services, inciuding tefecommunication and
electrical utility service providers, among others. DTC has informed the Industry that it is contacting (and will continue
10 conact) third party vendors from whom DTC acquires services to: (i) impress upon them the importance of such services,
betng Year 2000 compliant; and (ii) determine the extent of their efforts for Year 2000 remediation (and | as appropriate.
tesuing) of their services, In addition, DTC is in-éwe process of developing such contingency plans as it deems appropriate.

The foregoing information with respect 1o DTC has been provided 10 the Indusrry for informationa)
purposes only and is not intended by DTC 1o serve as a representation, warranty or contract modification of any 'kind.

Opuional Redemption
The Sixteenth Series Bonds

The Sixteenth Series Bonds maturing on or before july 1, 2009 are not subject to optional redemption
priar to maturity. The Sixieenth Series Bonds maturing on and after July 1, 2010 are subject 1o redemption, at the
direction of the Ciry, in whole or in part at any time on or after July 1, 2009 at the option of the City. in such order of
maturii as may be designated by the City at the Redemption Prices (expressed as a percentage of the principal amount
v! the Sinteenth Series Bonds 1o be so redeemed) set forth opposite the applicable redemption period in the table below,
in cach case together with interest accrued to the redemption date:

Redemption Period Redemption Price

{Bath Dates Inclusive)

July 1, 2009 through June 30, 2010 101%
Julv 1, 2010 and thereafter 100%

The Second Series Bonds

The Second Series Bonds maturing on or before Juiy 1. 2009 are not subject to optional redemption
rror o matutits The Second Series Bonds maturing on or after July 1.2010 are subject 1o redemption. al the direction
o the €y, inwhole or in part at any time on or after July 1. 2009 at the option of the City, from such subseries and in
sucl vrder of maturity as may be designated by the City, at the Redemption Prices (expressed as a percentage of the
reincipal amount of the Second Series Bonds to be so redeemed) set forth opposite the applicable redempiion period
1= 1ns tahle below, in each case together with interest accrued to the redemption date:

Redemption Period Redemption Price
1 Both Dates Inclusive)

July 1. 2009 through June 30. 2010 101%
Juls t, 2010 and thereafter 100%



Mandatory Redemption

The Second Series Bonds

The Second Series A Bonds maturing on July 1, 2023 are subject to mandatory redemption prior to
maturity . in part. by lot. at the times and in the amounts set forth below at a price equal to | 00% of the principal amount
o such Second Series A Bonds being redeemed. plus accrued interest to the date of redemption:

Year Principal Year Principal
(Juiv 1) Amoun! (ulv 1) Amount
2020 $4.425.000 2012 $4.880.000
2021 $4.645.000 2023 $5.120.000

The Second Series A Bonds maturing on Juls 1.2029 are subject 1o mandatory redemption prior 1o
maturiny. in pari, by lot, at the times and in the amounts set forth below at a price equal 10 100%0 of the principal amount
of such Second Series A Bonds being redeemed. plus accrued interest to the date of redemption:

Year Principal Year Principal
Juls 1Y Amount UJuls 1) Amount
2024 $4.645.000 027 $5.570.000
2024 §4.935.000 2028 $5.925.000
2026 £5.245.000 2028 £6.300.000

The Second Series B Bonds maturing on Julv 1. 2029 are subject to mandaton redemption prior to
maturiy L gn part. by lot. at the times and in the amounts set forth below at a price equal 1o 100% of the principal amount
i+ sk Secnnd Senes B Bonds being redeemed. plus accrued interest 1o the date of redemption:

Year Principal Year Principal
Uulv 1) Amoun Julv 1 Amount
20124 £1.000.000 A 2027 $1.250.000
RO S1.100.000 2028 S1.300.000
2026 S1.200.000 20200 $1.550.000

T he LT N Luniny



Notice of Redemption

Notice of redemption of the Bonds shall be made not less than thirty (30) nor more than sixty (60)
days before the date fixed for redemption, by first class mail postage prepaid-1o the registered owners appearing on the
Bond Register of the Bonds 10 be redeemed. Any notice of redemption mailed in accordance with the requirements set
forth in the 1975 General Ordinance {in the case of the Sixteenth Series Bonds) and the 1998 General Ordinance {in the
case of the Second Series Bonds) shall be conclusively presumed 1o have been duly given. whether or not such notice
1s actually received by the Bondhoiders. No defect in the notice with respect to any Bond (whether in the form of notice
or the mailing thereof) shall affect the validity of the redemption proceedings for any other Bonds. A notice with respect
10 an optional redemption may state that it is conditioned upon the deposit of monevs with the Fiscal Agent on or before
the date fixed for redemption and in such even®, Such notice shall be of no effect uniess such moneys are deposited.
Notice having been so given and provision having been made for redemption from funds on deposit with the Fiscal
Agent or Sinking Fund Depositary, all interest on Bonds called for redemption accruing afier the date fixed for
redemption shail cease, and the registered owners of the Bonds called for redemption shall have no security, benefit or
lien under the 1975 General Ordinance or any rights thereunder, except lo receive pavment of the redemption price, and
the registered owners of the Second Series Bonds called for redemption shall have no security. benefit or lien under
the 199§ General Ordinance or anv rights thereunder, except (o receive pavment of the redemption price.

Transfer of Bonds

The Bonds are transferable and exchangeable by the registered owners thereof at the principal
corporate trust office of the Fiscal Agent in Philadelphia, Pennsvivania in the manner and subject to the limitations
contained in the 1975 General Ordinance. in the case of the Sixteenth Series Bonds, and in the [998 General Ordinance,
in the case of the Second Series Bonds. The Fiscal Agent shall not be required 1o issue or 1o register the transfer of or
exchange any Bonds (a) during the period fifieen (15) Business Days next preceding any interest pavment date for such
Bonds. or (b1 during the period twenry (20) Business Days next preceding the first publication or mailing of any notice
ol redemption of such Bonds.

SECURITY

Pledge of Revenues and Funds

The Sixteenth Series Bonds are secured solely by and are payvable solely from Project Revenues and
the 1975 Ordinance Sinking Fund. including the 1975 Ordinance Sinking Fund Reserve therein. as provided in the Act
and the 1975 General Ordinance, as amended and supplemented. Project Revenues inciude all rents. rates and charges
impaosed or charged by the City upon the owners or occupants of properties connected to. and upon all users of. gas
distributed by the Gas Works and all other revenues derived therefrom. including all accounts. contract rights and
veneral intangibles representing the Project Revenues and ali proceeds of any of the foregoing.

The Act subjects all monevs deposited in the 1975 Ordinance Sinking Fund. including the 1975
(kdinance Sinking Fund Reserve. 1o a security interest for the 1975 Ordinance Bonds untif such moneys are properly
Jdisbursed and provades that no bonds issued under the Act shatl pledee the credit or taxing power of the City or create
any debt or charpe against the tax or general revenues of the City or create any lien against any property of the Citv other
1han 1ot Revenues and monevs deposited in the 1975 Ordinance Sinking Fund.

The Second Series Bonds are secured solely by and are pavable solelyv from Gas Works Revenues and
tie 199X Ordinance Sinking Fund. including the 1998 Ordinance Sinking Fund Reserve therein, as provided in the Act
and the 998 Genera) Ordinance, as amended and supplemented. Gas Works Revenues include all operating and
nonoperaunge revenues of the Gas Works derived from its activities and assets involved in the manufacture, storage and
destiibution of as. including all rents, rates and charges imposed or charged by the City upon the owners or octupants
of properiies connecied 10. and upon all users of, gas disiributed by the Gas Works and all other revenues derived
theretrom and all other income derived by the City from the Gas Works. Revenues derived from activities unrelated
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1o the manufacture, storage and distribution of gas or assets related thereto shall not be included in Gas Works Revenues.
provided that the Gas Works receives fair payment for the use of gas related a<sets and personne! of the Gas Works used
in such activities, which payments shall be included in Gas Works Reve: aes. At such time as there are no 1975
Ordinance Bonds outstanding, Gas Works Revenues shall not include any portions of the Gas Works' rents, rates and
charges which are securitized and sold pursuant to the 1998 General Ordinance. See “The 1998 General Ordinance -
Securitv” in APPENDIX C hereto. The pledge of the Gas Works Revenues under the 1998 General Ordinance to
secure 1998 Ordinance Bonds is at all times subject and subordinate to the pledge of revenues under the 1975
General Ordinance to secure the 1975 Ordinance Bonds.

The Act subjects all moneys deposited in the 1998 Ordinance Sinking Fund. including the 1998
Ordinance Sinking Fund Reserve. to a security interest for the 1998 Ordinance Bonds until such moneys are properly
disbursed and provides that no bonds issued wmer the Act shail pledge the credit or taxing power of the City or create
ans debt or charge against the tax or general revenues of the City or create any lien against any property of the City other
than Gas Works Revenues and monevs deposited in the 1998 Ordinance Sinking Fund.

Covenant Against Commingling with Other City Funds

The City has covenanted in the Sixteenth Supplemental Ordinance that so long as any of the Sixteenth
Series Bands remain outstanding, all pledged Project Revenues shall be deposited and held in and disbursed from. one
or more unsegregated accounts of the Gas Works which shall be separate from and not commingled with the
consolidated cash account of the Ciry or any other account of the City not held exclusively for Gas Works purposes.
The City has covenanted in the Second Suppiemental Ordinance that so long as any of the Second Series Bonds remain
outstanding. all pledged Gas Works Revenues shall be deposited and heid in and disbursed from, one or more
unsegregated accounts of the Gas Works which shall be separate from and not commingled with the consolidated cash
azcoum of the City or any other account of the City not held exclusively for Gas Works purposes. See "REMEDIES
OF BONDHOLDERS™.

Priority in Application of Revenues
Project Revenues - 1975 Ordinance Bonds

The 1975 General Ordinance creates a lien on and pledge of all Project Revenues of PGW for the
beneft of the holders of 1975 Ordinance Bonds and creates a prioriny in application of Project Revenues in each fiscal
1 €dr as follows

First. 10 Net Operating Expenses;

Second. 1o required pavments into the 1975 Ordinance Sinking Fund to pay the principal of. and
interest on all 1975 Ordinance Bonds and. if required, to accumulate funds in ,or to restore any deficiency in, the 1975
Crdimance Sinhing Fund Reserve:

Third. to the pavment of any general obligation bonds which have been adjudged to be sell-liquidating
o the baus of eapected revenues from PGW',

Fourth. 1o the pavment of interest and sinking fund charges of other peneral obligation debt incurred
bW and

Fifth. 1o the pavment of Cuy Charges, including the Base Payment (currently $18.000.000).

" Noceneral obheation debt of the City described in items Third and Fourth above is currently outstanding.



City Charges-are the proportionate charges for services performed for the Gas Works by all officers.
deparntments, boards or commissions of the City which are contained in the computation of Operating Expenses of the
Gas Works including without limitation. the expenses of the Gas Commission and aiso means the base pavments to the
Ciry contained in the agreement berween the City and the manager of the Gas Works and all other payments made to
the City from Project Revenues. During PGW's Fiscal Years 1994-1998. City Charges exclusive of the $18.000,000
Base Pavment and of rate hearing charges have averaged approximately $1.970.000 per vear.

The 1958 General Ordinance and the 1998 Note Ordinance establish a priority in application of Gas
Works Revenues thal modifies the application of Project Revenues after item Second above. See "SECURITY - Priority
m Application of Revenues- Gas Works Revenues - {998 Ordinance Bonds" herein.

The 1975 General Ordinanggprovides that all interest and income eamed on moneys heid inthe 1973
Ordinance Sinking Fund Reserve may. to the extent not required to comply with the requirements of the 1975 General
Ordinance relating 1o the 1975 Ordinance Sinking Fund Reserve, be transferred to the operating funds of PGW to be
applied as Project Revenues in accordance with the terms of the 1975 General Ordinance. To the extent that in any
fiscal vear a balance remains in the Project Revenues (afier application under the 19735 General Ordinance.as modified
by the 1998 General Ordinance and 1998 Note Ordinance). such balance. upon approval of the Gas Commission. may
be paid to the Cirs, provided that in a given fiscal year such balance does not exceed the amount of the 1975 Ordinance
Sinking Fund Reserve earnings transferred 1o the operating funds of PGW during the same fiscal vear,

Gas Works Revenues - 1998 Ordinance Bonds

The 1998 General Ordinance creates a lien on and pledge of all Gas Works Revenues for the benefit
of the holders of the 1998 Ordinance Bonds and creates a priority in application of Gas Works Revenues in each fiscal
vear as follows:

First, 1o Net Operating Expenses then pavable;

Second. to debt service on the 1975 Ordinance Bonds and amounts required to be paid into the 1975
Ordinance Sinking Fund Reserve:

Third, to debi service on 1998 Ordinance Senior Bonds. pavments (other than termination payments)
due to the issuers of Qualified Swaps and Exchange Agreements related to 1998 Ordinance Senior Bonds and payments
due in respect of obligations of the Gas Works to the Philadelphia Municipal Authority existing on the darte of adoption
of the 1998 General Ordinance (the “Prior Obligations™);

Fourth. to pavments due to issuers of Credut Facilities related 10 1998 Ordinance Senior Bonds:

Fifth, to debt service on 1998 Ordinance Subordinate Bonds (including the Firsi Series C Bonds and
notes 1issued under the Cinv's General Inventory and Receivables Gas Works Revenue Note Ordinance of 1998, or any
sinnlar ordinance, and amounts pavable to the provider of a Credit Facility in respect of such notes} and pavments other
than termination pas ments due 10 the ssuers of Qualified Swaps and Exchange Apreements related to 1998 Ordinance
Suhordinate Bonds.

Sisth. 1o pavments due 1o issuers of Credit Facilities related to 1998 Ordinance Subordinate Bonds:
Seventh. o required pavments of the Rebate Amount to the United States;

Fighth, to replenishment of any deficiency inthe 1998 Ordinance Sinking Fund Reserve:



Ninth. to payment of genera! obligation bonds of the City adjudged to be self-liquidating from Gas
Works Revenues:'

Tenth, 10 debt service on other general obligation bonds issued for PGW'; and

Eleventh, 10 City Charges and any other proper purpose of the Gas Works (including any termination
pavments 10 issuers of Qualified Swaps and Exchange Agreements), except Unrelated Expenses. As described above
Cuy Charges include charges for services performed for PGW by various City departments. including the expenses of
the Gas Commission which also includes the cost of rate hearings. During PGW's Fiscal Years 1993-1998, Citv Charges
exclusive of the $18.000.000 base pavment and of rate hearing charges have averaged approximately $1.970,000 per
year. —

Rate Covenant and Rate Requirements
Rate Covenant and Rate Requirements -1975 Ordinance Bonds

The 1975 General Ordinance contains the 1975 Ordinance Rate Covenant requiring that. so long as
1075 Ordinance Bonds are outstanding. the Cinv impose. charge and collect in each fiscal vear, such pas rates and
charges as shall. together with all other Project Revenues 1o be received in such fiscal year. be sufficient to provide, afier
meetng any 1975 Ordinance Sinking Fund Reserve requirements, the greater of (a) the sum of all Net Operating
L xpenses-pas able during such fiscal vear plus 150% of the debt service requirements for such year on all outstanding
1973 Ordinance Bonds or {b) the sum of al! Net Operating Expenses payable during such fiscal vear plus the debt
service requirements for such year on all outstanding 1975 Ordinance Bonds and all cutstanding City general obligation
honds 1ssued for improvementsto PGW. Fora further discussion of the 1975 Rate Covenant and other rate requirements
applicable to PGW . see "PGW BUDGET.RATES AND FINANCING™" and "HISTORICAL REVENUES AND DEBT
SERVICE COVERAGE™

Rate Covenants and Rate Requirements - 1998 Ordinance Bonds

The 1998 General Ordinance contains the 1998 Ordinance Rate Covenant that requires the City, at
a mimimum. to impose. charge and collect in each Fiscal Year of the Gas Works such gas rates and charges as shali,
rogether with alt other Gas Works Revenues 1o be derived in such Fiscal Year, equal not {ess than the greater of:

t. The sum of.
1.1 all Net Operating Expenses pavabie during such Fiscal Year;

1.2 allprincipal of and interest on 1975 Ordinance Bonds issued and outsianding under the 1975
Leneral Ordinance pavable during such Fiscal Year and amounts required 1o be paid into the 1975 Ordinance Sinking
Fund Keserse during such Fiscal Year:

.3 150 ofthe amount required to pav 1998 Ordinance Sinking Fund deposits required during
suck Fiscal Year n respect of all Qutstanding 1998 Ordinance Senior Bonds and 100% of the amounts payable in
respedi of the Poor Oblipations duning such Fiscal Year;

14 the amoun: required to pay 1998 Ordinance Sinking Fund deposits required during such
Fosou! Year i respect of all Quisianding 1998 Ordinance Subordinate Bonds and other obiipations of the Gas Works
o parin with 1998 Ordinance Subordinate Bonds pasable during such Fiscal Year.

Noreeneral obliganon debt of the City described in items Ninth and Tenth above is currently outstanding



1.5 theamount, if any, required to be paid into the 1998 Ordinance Sinking Fund Reserve during
such Fiscal Year:

1.6 the Rebate Amount required to be paid 10 the United States during such Fiscal Year: and

1.7 the amounts required 1o be paid to the issuers of Credit Facilities and the providers. of
Qualified Swaps and Exchange Agreements during such Fiscal Year; or

2. The sum of:
2.1 all Net Operating Bspenses payable during such Fiscal Year;

2.2 all principal of and interest on 1975 Ordinance Bonds issued and outstanding under the 1975
General Ordinance pavable during such Fiscal Year and amounts required to be paid into the 1975 Ordinance Sinking
Fund Reserve during such Fiscal Year;

2.3 all 1998 Ordinance Sinking Fund deposits required during such Fiscal Year in respect of all
Outstanding 1998 Ordinance Bonds and all amounts payable in respect of obligations of the Gas Works which are on
a parity with any of the 1998 Ordinance Bonds and in respect of general obligation bonds issued for improvements to
the Gas Works and a.l amounts. if any, required during such Fiscal Y=ar to be paid into the 1998 Ordinance Sinking
Fund Reserve;

2.4 the Rebate Amount required to be paid to the United States during such Fiscal Year; and

25 the amounts required to be paid to the issuers of Credit Facilities and the providers of
Qualified Swaps and Exchange Agreements during such Fiscal Year.

For a further discussion of the 1975 Ordinance Rate Covenant, the 1998 Ordinance Rate Covenani
and other raie requirements applicable 10 PGW, see "PGW BUDGET, RATES AND FINANCING" and the 1able
"HISTORICAL REVENUES AND DEBT SERVICE COVERAGE."

Sinking Funds
1975 Ordinance Sinking Fund

Pursuant 10 the Aci. the 1975 General Ordinance esiablishes the 1975 Ordinance Sinking Fund for
the henefit and securiry of the holders of alt 1975 Ordinance Bonds to be held separate and apan from all other accounts
of the City and directs the Director of Finance to deposit therein from the Project Revenues in each fiscal year such
amounts as will, together with interest and profits eamed and to be eamed on investments held therein, be sufficient 1o
accumulate. on or before each interest and principal payment date of the 1975 Ordinance Bonds. the amounts required
to pas the principal of and interest on the 1975 Ordinance Bonds then becoming due and payvable. Lt is the current
practice of the CHy 10 make deposits into the 1975 Ordinance Sinking Fund on or immediatelv prior 1o the date on which
Jebt service pavments are due. To the extent moneys are on deposit in the 1975 Ordinance Sinking Fund which are not
currently required for the pavment of debt service, such moneys shall be invesied at the direction and under the
manacement of the Director of Finance. Interest and profit from any such investment shall be added 1o the 1975
Oirdinance Sinhing Fund and eredsted in reduction of or to satisfy required deposits into the 1975 Ordinance Sinking
Fund  The 1975 Ordinance Sinking Fund is established solely for the benefit and securits of the holders of 1975
trdmance Bonds. holders of 1998 Ordinance Bonds have no claim 1o the 1975 Ordinance Sinking Fund.

1998 Ordinance Sinking Fund

Pursuant 10 the Act. the 1998 General Ordinance establishes the 1998 QOrdinance Sinking Fund for
the benefit and security of the holders of all 1998 Ordinance Bonds to be held in the name of the Ciy separate and apan
from all other accounts of the City and directs the Director of Finance to deposit therein from the Gas Works Revenues
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in each Fiscal Year such amounts as will, together with interest and profits earned and to be earned on investments held
therein. be sufficient to accumulate, on or before each interest and principal pavment date of the 1998 Ordinance Bonds,
the amounts required 1o pay the principal of and interest on the 1998 Ordinance Bonds then becoming due and payable.
It is the current practice of the Ciry to make deposits into the 1998 Ordinance Sinking Fund on or immediatelv prior to

_the date on which debt service pavments are due. To the extent moneys are on deposit in the 1998 Ordinance Sinking
Fund which are not currently required for the payment of debt service, such moneys shall be invested at the direction
and under the management of the Director of Finance of the City. The 1998 Ordinance Sinking Fund shall be a
consohidated fund for the benefit of the holders of all 1998 Ordinance Bonds from time to time Qutstanding under the
1998 General Ordinance and may be invesied and reinvested on a consolidated basis. The principal of and interest and
profits (and losses, if any) realized on investments in the 1998 Ordinance Sinking Fund shall be allocated prorataamong
the series of 1998 Ordinance Bonds or to the spasific 1998 Ordinance Bonds inrespect of which-such investments were
made without distinction of priorities. Payments shail be made from the 1998 Ordinance Sinking Fund in the order of
priority set forth in the 1998 General Ordinance, except that moneys {and the investments thereof) specifically deposited
for 1the payvment of anv particular instaliment of principal. interest (including capitalized interest) or premium in respect
of particular 1998 Ordinance Bonds shall be held and applied exclusively to the payment of such particular principal,
interest or premium. The 1998 Ordinance Sinking Fund is established solely for the benefit and security of the holders
of 1998 Ordinance Bonds: holders of 1675 Ordinance Bonds have no claim to the 1998 Ordinance Sinking Fund.

Sinking Fund Reserves
1975 Ordinance Sinking Fund Reserve

The 1975 General Ordinance establishesthe 1975 Ordinance Sinking Fund Reserve as pantofthe 1975
Ordinance Sinking Fund. The Citv is required to deposit in the 1975 Ordinance Sinking Fund Reserve from the
proceeds of sale of each series of 1975 Ordinance Bonds an amount equal to the maximum amoun! required in any
Fiscal Year 1o pay the principal of and interest on the 1975 Ordinance Bonds of such series coming due and payable
in that Fiscal Year unless the Suppiemental Ordinance autherizing the series of 1975 Ordinance Bonds authorizes the
accurnulanon from Project Revenues of a reserve of such amount over a period of not more than six Fiscal Years afier
the issuance and delivery of the 1975 Ordinance Bonds. The 1975 Ordinance Sinking Fund Reserve requirement will
by funded on the date of 1ssuance of the Sixteenth Series Bonds from monevs currently on deposit in the 1975 Ordinance
Sinkang Fund Reserve. The money and investments (valued at market} in the 1975 Ordinance Sinking Fund Reserve
must be held and maintained. at all times, in an amount equal to the maximum of the principal'and interest requirements
of all outstanding 1975 Ordinance Bonds in any subsequent Fiscal Year. The City verifies the value of amounts in the
|07% Ordinance Sinking Fund Reserve on a periodic basis. As of May 1, 1999, the value of the funds and investments
on deposit in the 1975 Sinking Fund Reserve was required to be at least 359.849.032. and the amount in the 1975
Ordinance Sinking Fund Reserve met this requirement. If, atany time._ the moneys in the 1975 Ordinance Sinking Fund
tother than the 1975 Ordinance Sinking Fund Reserve) are insufficient to pav. as and when due. debl service on anv
1973 Ordinance Bonds. the 1975 Ordinance. Sinking Fund Depositary is required to pav over to the Fiscal Apent. from
the 1975 Qrdinance Sinking Fund Reserve. the amount of the deficiency. The 1975 Ordinance Sinking Fund and 1975
Ordinance Sinking Fund Reserve are managed by, and invested and reinvested under the direction of. the Director of
Finance of the Citv - The 1975 General Ordinance provides that interest and income eamed on moneys held in the 1975
Crrdinance Sinking Fund Reserve may be transferred and paid by the Director of Finance (o the operating funds of PGW’
and apphed as Project Revenues in the manner described under "SECURITY - Priority in Application of Revenues -
Project Revenues - 1975 Ordinance Bonds.” The 1975 Ordinance Sinking Fund Reserve is established solely for the
benetit and securiy of the holders of 1975 Ordinance Bonds: holders of 1998 Ordinance Bonds have no claim to the

19uk Cirdinance Sinhing Fund Reserve.
1998 Ordinance Sinking Fund Reserve

The 1998 General Ordinance establishes the 1998 Ordinance Sinking Fund Reserve aspan ofthe 1998
Ordinance Sinking Fund  Unless otherwise provided in the apphcable Supplemental Ordinance. the City is required
to deposttin the 1998 Ordinance Sinking Fund Reserve from the proceeds of sale of each series of the 1998 Ordinance
Bonds issued under the 1698 General Ordinance an amount which, together with other amounts in the 1998 Ordinance
Sinking Fund Reserve, will cause the amount in the 1998 Ordinance Sinking Fund Reserve to equal the 1998 Ordinance
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Sinking Fund Reserve Requirement. Upon the issuance of the Secong Series Bonds, the City shall deposit an amount
of.cash into the 1998 Ordinance Sinking Fund Reserve, such that the aggregate of such cash and amounts then heid in
the 1998 Ordinance Sinking Fund Reserve shall be equal to the 1998 Ordinance Sinking Fund Reserve Requirement.
If. atany time. the moneys in-the 1998 Ordinance Sinking Fund (other than the 1998 Ordinance Sinking Fund Reserve)
are insufficient to pay. as and when due. debt service on any 1998 Ordinance Bonds, the 1998 Ordinance Sinking Fund
Depositary is required to pay over to the Fiscal Agent, from the 1998 Ordinance Sinking Fund Reserve, the-amount of
the deficiency. If by reason of such withdrawal (including draws on any Credit Facilities held 1o satisfy the 1998
Ordinance Sinking Fund Reserve Requirement) or for any other reason there shall be a deficiency in the 1998 Ordinance
Sinking Fund Reserve, the City covenants to restore such deficiency (either by a deposit of funds or the reinstatement
of the cash limits of the Credit Facilities) within twe]ve (12} months. The 1998 Ordinance Sinking Fund Reserve shall
be valued by the 1998 Ordinance Sinking FundaDepositary promptly afier any withdrawal from the 1998 Ordinance
Sinking Fund Reserve or any other event indicating a possible deficiency in the 1998 Ordinance Sinking Fund Reserve
and on August 31 of each Fiscal Year. The 1998 Ordinance Sinking Fund and 1998 Ordinance Sinking Fund Reserve
are managed by, and invested and reinvested under the direction of, the Director of Finance of the City. The 1998
Ordinance Sinking Fund Reserve is established soleiy for the benefit and security of the holders of 1998 Ordinance
Bonds: haiders of 1975 Ordinance Bonds have no claim to the 1998 Ordinance Sinking Fund Reserve.

In lieu of a deposit to the 1998 Ordinance Sinking Fund Reserve or in substitution for amounts in the
1998 Ordinance Sinking Fund Reserve, the City may provide one or more letiers of credit or other Credit Facilities in
the-same aggregate amount, issued by & provider ar praviders whose credit facilities are such that bonds secured by such
credit facilities are rated in one of the three (3) highest rating categories by Moody's or S&P, all in the manner described
under "THE 1998 GENERAL ORDINANCE - Sinking Fund and Sinking Fund Reserve” in APPEND1X C.

BOND INSURANCE
Bond Insurance Policies

Concurrently with the issuance of the Sixieenth Series Bonds and the Second Series Bonds, Financial
Security Assurance Inc. will issue its Municipal Bond Insurance Policies for the Bonds (each a "Policy™ and collectively,
the "Policies”). There will be one Policy issued for the Sixteenth Series Bonds and a separate Policy issued for the
Second'Series Bonds. The Policies guarantee the scheduled payment of principal of and imerest on the Bonds when due
as se1 forth 1n the form of the Policy included as APPENDIX G 10 this Official Statement.

THE POLICIES ARE NOT COVERED BY THE PROPERTY/CASUALTY INSURANCE
SECURITY FUND SPECIFIED IN ARTICLE 76 OF THE NEW YORK INSURANCE LAW.

Financial Security Assurance Inc.

Financial Security is 8 New York domiciled insurance company and a wholiv owned subsidian of
Financial Securinn Assurance Holdings Lid. ("Holdings"). Holdings is a New York Stock Exchange listed company
whose major shareholders inciude Fund American Enterprises Holdings. Inc., The Tokio Marine and Fire [nsurance Co..
I.td and " S WEST Capiral Corporation. The shareholders of Holdings are not liable for the obligarions of Financial
Secunny .

At darch 31, 1996, Financial Security’'s total policyholders’ surplus and contingency reserves were
approvamately $§.077,088.000 and its total unearned premium reserve was approximately $607.467.000 in accordance
with staiulon accounting principles. At March 31, 1999, Financial Security's 1otal shareholders’ equith was
appronimately $512,385.000 in accordance with generally accepted accounting principles.

The financial statements included as exhibits to the annual and quaneriy reporis filed by Holdings with
the Securities and Exchange Commission are hereby incorporated herein by reference. Also incorporated herein by
reference are any such financial statements so filed from the date of this Official Statement unuil the 1ermination of the
ofterine of the Bonds Copies of materials incorporated by reference will be provided upon request to Financial Security:
50 Park Avenue, New York, New York 10022, Antention: Communications Department (telephone (212) 826-0100)

21

-



The Policies do not protect investors against changes in market value of the Sixteenth Series Bonds
and Second Series Bonds, which market value may be impaired as a resuit of changes in prevailing interest rates,
changes in applicable ratings or other-causes. Financial Security makes no representation regarding the Bonds or the
ads isability of investing in the Bonds. Financial Security makes no representation regarding the Official Statement, nor
has it participated in the preparation thereof, except that Financial Security has provided 1o the City the information
presented under this caption for inclusion in the Official Statement. .

Information regarding Financial Security's Year 2000 compliance program is available at Financial
Securin's website, puw hacnm Y2k,

“TADDITIONAL DEBT

Bond Anticipation Notes

The Act authorizes the Ciry to issue revenue bond anticipation notes as well as Gas Works Revenue
Bonds Section |6 of the Act provides that the City may issue its revenue bond anticipation notes which shall be pavable
by exchange for, or out of the proceeds of the sale of. a designated series of revenue bonds referred to in the bond
anticipation notes. The reference ta the revenue bonds shall specify a maximum rate of interest to be bome by said
bonds and may provide that said bonds shall be offered for sale, but if no proposals shali be received, the sole remedy
of the hoiders of the revenue bond anticipation notes shall be either 1o accept the bonds at the specified maximum
interest rate. orta extend the maturity of the revenue bond anticipation notes for one or more specified adduional periods
of not less than six months during which additional offers of the bonds may be made.

The City has no present intention to issue revenue bond anticipation notes.
Subordinated Short-Term Borrowings - Gas Works Notes

The City is authorized to issue, from time to time, Gas Works Notes pursuant 1o The City of
Philadeiphia Municipal Utility inventory and Receivables Financing Act of the Commonwealth of Pennsylvania (the
“Inventory and Receivables Financing Act™) and the Note QOrdinance, in amounts, as approved by the Mavor, the Ciny
Corntroller and the Ciry Solicitor or any rwo of them (the "Committee”), presently not 1o exceed $100,000,000 aggrepate
principal amount and interest ai any one time outstanding. Such amount can, in the future, be increased by action of
Council. The proceeds of the Gas Works Notes may be used 1o finance or refund the costs of acquisition or funding
of inventory or Receivables {as such terms are defined in the Note Ordinance) of PGW or to refund Gas Works Notes.
The Gas Works Notes are junior in prioriry of paymentto the 1975 Ordinance Bonds and 1998 Ordinance Senior Bonds
and on a panity with 199§ Ordinance Subordinate Bonds. The Note Ordinance provides that the final maturity date of
(as Waorks Notes shall be no later than the earlier of 270 davs after the date of issuance or May 8, 2003.

The Note Ordinance requires establishment of'a sinking fund for the benefitand security of the holders
ofeach series of the Gas Works Notes. The City covenants to deposit in the sinking fund for the Gas Works Notes {rom
Gas Works Revenues such amounts as will, together with interest and profits eamned and 10 be eammed on invesiments
held therein. be sufficieni 1o pay. on or before each paymeni date of the Gas Works Notes, the amount required. after
rahang inte account amounis paid from refunding Gas Works Notes and credit support instruments. 1o pay the Gas Works
Noles then becoming due and payable.

The 577.000.000 in aggregaie principal amount of Gas Works Notes which were outstanding under
the Nuote Ordinance and due on or before Mav 28, 1999 were paid in full on that daie. Pursuant to the Note Ordinance.
the City 1ssued $530.000.000 of Gas Works Notes on June 4. 1999 and expects 1o issue an additional $15.000.000 in Gas
Warks Notes on or before December 31. 1999, Morgan Guaranty Trust Company of New York has issued a lenter of
credit with respeci 1o Gas Works Notes issued under the Note Ordinance. The agreement pursuant to which such lener
of credit was issued provides that PGW may not issue any additional 1998 Ordinance Subordinate Bonds without the
prior consent of Morgan Guaranty Trust Company of New York as issuer of the lener of credit.
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Additional Bonds

Additional 1975 Ordinance Bonds

The 1975 General Ordinance permits the issuance of additional 1975 Ordinance Bonds on a pariry
with the Sixleenth Series Bonds and al! other currently outstanding 1975 Ordinance Bonds, provided. among other
requirements, that an independent engineer determines that estimated Project Revenues will be sufficient 1o meet the
1975 Ordinance Rate Covenant. The 1998 Genera!l Ordinance limits the issuance of additional 1975 Ordinance Bonds,
providing that they may only be issued to refund 1975 Ordinance Bonds. See APPENDIX C for a discussion of the
provisions relating to the issuance of additiessl 1975 Ordinance Bonds.

Additionzl 1998 Ordinance Bonds

The 1998 General Ordinance permits the issuance of additional 1998 Ordinance Bonds which are
1998 Ordinance Senior Bonds on a parity with the Second Series Bonds and other 1998 Ordinance Senior Bonds or
as 1998 Ordinance Subordinate Bonds which are ona paritv with other 1998 Ordinance Subordinate Bonds. 4]) 1998
Ordinance Bonds are subordinated 10 1975 Ordinance Bonds. 1n order 10 issue additional 1998 Ordinance Bonds.
amang other requiremenis, it is necessary that a financial repon of the chief fiscal officer of the Citv be provided which
determines that, ovet the amortization period of the additional 1998 Ordinance Bonds, estimated Gas Works Revenues
will be sufficient to meet the 1998 Ordinance Rate Covenant. See APPENDIX C for a discussion of the provisions
relating to the issuance of additional 1998 Grdinance Bonds.

The 1998 General Ordinance affords. by its terms, greater {lexibitity to the City and enables the City
to meet the 1998 Ordinance Rate Covenant and incur additional indebtedness. including 1998 Ordinance Bonds, in
excess of amounts which could be issued under the 1975 General Ordinance, without the necessity of having to increase
Gas Works Revenues.

The Independent Consuliant's Report assumes that PGW will issue additional 1998 Ordinance Bonds
inthe approximate amount of $75,000.000 in Fiscal Year 2003. See APPENDIX B - "Independent Consultant’s Repon.”

Lease Obligations

PGW has entered into and in the future may. from time 1o time. enter into, capital lease obligations.
Capital teases outstanding on June 24, 1998 are on a parity with 1998 Ordinance Bonds and subordinate 1o the Sixteenth
Senies Bonds and other 1975 Ordinance Bonds. Capital lease obligations incurred after June 24. 1998 may be on a
pariiy with 1998 Ordinance Subordinate Bonds or may otherwise be payable solely from Gas Works Revenues. to the
extent that such Gas Works Revenues are otherwise available.

REMEDIES OF BONDHOLDERS

Remedies under the Act and the 1975 General Ordinance available 1o holders of 1975 Ordinance
Honds meluding the holders of the Sixteenth Series Bonds. and remedies under the Act and the 1998 Ordinance
a5 arlihle to halders of the 1998 Ordinance Bonds. including the holders of the Second Series Bonds. and to any trustee
tor hoiders of such bonds appointed by the holders of 25% in principal amount of any series of bonds in default are
described in the summaries contained in APPENDIX C hereof. n addiuion 1o the remedies described therein.
Hondholders or a trustee therefor are entitied under the Pennsyvivania Uniform Commercial Code 10 ail remedies of
wwoured panies in respect of the Project Revenues and the 1975 Ordinance Sinking Fund {including the 1975 Ordinance
Sinbang Fund Reservel in the case of holders of the 1975 Ordinance Bonds, and Gas Works Revenues and the 1998
tirdimance Sinking Fund {including the 1998 Ordinance Sinking Fund Reserve). in the case of holders of the 1698
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Limitation on Remedies of Bondholders

The ultimate enforcement of bondholders' rights upon any default by the City in the performance of
s o tions under the Act, the 1975 General Ordinance. the Sixteenth Supplemental Ordinance and the Sixteenth
Seri ~ds orunder the Act, the 1998 General Ordinance, the Second Supplemental Ordinance and the Second Series
Bond. ..ill depend upon the application of remedies provided in the Act, the applicable General Ordinance, the
applicable Supplemental Ordinance and other applicable laws. Litigation may be necessary to obtain relief in
accordance with these remedies. Such litigation may be protracied and costly. Remedies such as mandamus, specific
performance or injuncrive relief are equitable remedies that are subject to the discretion of the couns.

The following referencessethe Federal Bankruptcy Code and the Intergovernmental Cooperation Act
should not be construed as implying that the Ciry has any expectation or pian to seek to invoke the provisions of such
statutes or that if the City were to seek to invoke such provisions, that the consent of the Governor would be obrained.
Further, such references are not intended to imply that even if the Ciry were to file for protection under the Federal
Bankruptev Code, any proposed restructuring would include a dilution of the sources of payment of and security for
the Sixteenth Series Bonds or Second Series Bonds. The foregoing statutory provisions have not been subject to
extensive interpretation by the courts and there can be no assurance that the following discussion accurately reflects the

interpreiation that a court may make.

Enforcement of bondholders' rights may be limited by and is subject 1o the provisions of the Federal
Bankruptcy Code. as now or hereafter enacted, or to other laws or legal or equitable principles which may affect the
enforcement of creditors' rights. The Intergovernmental Cooperation Authority Act for Cities of the First Class (Act
No.1991- 6, P.L. 9} (the "Pennsylvania Intergovernmental Cooperation Act”} adopted in 199 prevents the Cirv from
filing a petition for relief under Chapter 9 of the Federal Bankrupicy Code as long as the Authority created thereunder
has outstanding any bonds issued pursuant to the Pennsylvania Intergovernmental Cooperation Act, or if no such bonds
are outstanding requires approval, in writing, by the Gevernor, prior to a filing under Chapter 9 by the City. There are
currentiy bonds outstanding that were issued under the Pennsylvania Intergovernmental Cooperation Act, which bonds
are scheduled 1o mature at various dates to and including June 15, 2023, subject 1o redemption prior to maturity, [{the
Cin were 1o obtain authorization from the Governor to file a petition under Chapter ¢ of the Federal Bankrupicy Code
and tn fact filed such a petition, the enforcement of bondholders' rights and remedies might be limited. See
"BACKGROUND - The Pennsylvania Intergovernmental Cooperation Authoriry” in APPENDIX D.

The filing of a petition under Chapter ¢ operates as an automatic stay of the commencement or
continuation of any judicial or other proceeding against the debtor or its property. However, a petition filed under
Chapier 9 does not operate as a stay of application of pledged special revenues to the payment of indebtedness secured
by such.revenues. Special revenues include receipts derived from the ownership or operation of systems that are used
to provide utiliny services and proceeds of borrowings to finance such systems and would include the pledped Gas
Works Revenues and Project Revenues. The Federal Bankruptcy Code further provides that special revenues acquired
i the debror afier commencement of @ Chapter 9 case shall remain subject to any lien resulting from any security
agreement entered into by the debtor before the commencement. However, the lien on special revenues derived from
a <y stem will be subject 1o the payment of the necessary operating expenses of that system. Therefore, Project Revenues
acautred by the City afier the filing of a Chapter 9 petition will remain subject to the lien of the 1975 Genera! Ordinance
and the Sivteenth Supplemental Ordinance in favor of holders of the Sixteenth Series Bonds and Gas Works Revenues
acquirsd hy the City after the filing of a Chapter 9 petition will remain subject to the lien of the 1998 General Ordinance
+nd the Second Supplemental Ordinance in favor of holders of the Second Series Bonds. but will be subject to the
pasmens of PGW's necessary operating expenses as determined by the City. These required payments could be
icunsisten: with the requitement in the 1975 General Ordinance with respect to the 1975 Ordinance Bonds. that. under
Cerlidin circumstances. at lieast 50%e of the Project Revenues be deposited in the 1975 Ordinance Sinking Fund on a daily
basis I the pledeed Project Revenues or Gas Works Revenues cannol suppon both the applicable debt service
requirements and operating expenses of PGW, it is possible that payments to holders of the Sixteenth Series Bonds and
ot e Second Senes Bonds may be reduced. The Federal Bankruptey Code also provides that a transfer of property of
4 Jdebior 1o o for the benefit of a bondholder, on account of such bond. may not be avoided as a preferential transfer.



Unless the debtor consents or the plan proposed under Chapter 9 provides, the bankruptcy court may
not interfere with any ‘of the property or revenues of a Chapter 9 debtor or with such debtor’s use or enjoyment of any
income producing property. Accordingly. if the Ciry should decide 10 use the proceeds of the Sixteenth Series Bonds
or the Project Revenues pledged for the benefit of holders of the Sixteenth Series Bonds or to use the proceeds of the
Second Series Bonds or the Gas Works Revenues pledged for the benefit of holders of the Second Series Bonds other
than 1o benefit the Gas Works, it is unclear whether a bankruptey court would have the power to interfere with that
decision. Even if a bankrupicy court had such power. the court, in the exercise of its equitable powers, could refuse 10
require the Cily 1o use the proceeds of Sixteenth Series Bonds and the Project Revenues to payv holders of the Sixteenth
Series Bonds or the proceeds of the Second Series Bonds and the Gas Works Revenues to pay holders of the Second
Series Bonds. could permit a subordination of the liens to new bonds if the former were found more than "adequately
protected” or could avail itself of a broad rangeefequitable remedies. The Federal Bankruptcy Code gives a bankrupiey
court wide power to effectivelyv administer the bankrupt esiate.

Under the Federal Bankrupicy Code. the debtor may file a plan for the adjustment of its debts which
mas include provisions modifving or altering the rights of creditors generally, or any class of them. secured or
unsecured. The plan. when confirmed by the court. binds all creditors which had notice or knowledge of the plan and
discharges all claims against the debior provided for in the plan. No plan may be confirmed unless certain conditions
are met. among which are that the plan is in the best interest of creditors. is feasible and has been accepted by each ¢lass
of ¢laims impaired thereunder. Each class of claims has accepted the plan if the votes of at least two-thirds in dollar
amount and more than one-half in number of the allowed claims of the class that are voted are cast in faver of the plan.
Even if the plan is not so accepted. it may be confirmed if the court finds that the plan is fair and equitable and centain
lests are met. Thus, under the above-described "cramdown” provisions of the Federal Bankruptcy Code. a plan of
adyustment could be imposed on the bondholders that would give them iess than their anticipated rate of interest on the
bonds or possibly even less than a full return of their principal andfor extend the time for pavment of principal of or
mierest on the bonds.

LEGISLATION AFFECTING PGW

PGW, as a municipallv-owned utility serving customers within its municipal limits. is not a “public
uttlirs “within the meaning of the Pennsytvania Public Utility Code, as currently enacted, and therefore is not generalty
subject to regulation by the Pennsyvivania Public Utility Comemission {("PUC™). On June 16, 1999, the Pennsvlvania
Legislaiure passed House Bill 1331 ("HB1331") which amends the Public Utility Code by providing for the deregulation
of the natural gas industry in Pennsylvania and the implementation of choice of suppliers of natural gas for retail
customers of gas distribution companies. in addition, HB133] provides that PGW will become subject to regulation by
the PU'C on July 1. 2000 and that choice among natural gas suppliers will be provided to PGW s cusiomers in 2002 or
20073 after the resolution of PGW’s ininal tariff and restructuring proceedings by the PUC. |t 15 expected thai the
Goevernor wiil sien the tegaslation

In brief. HRB1331 requires each natural pas utility under PUC jurisdiction (including PGW) 10
“yrhundiv’ and establish separate charges for natural pas-supplv services and natural gas distribution services. HB1331

uihs wali file a restructuning proceeding with the PUC and. in the contest of that proceeding. the utihiny 's tariff will
pe revived to reflect the unbundling referred 10 above and 1o implement customer choice.

HB 1331 contains provisions which are designad to (1) presers ¢ the tax-exempt status of bonds or other
ohiizatons ssued by the Ciny for PGW, including the Bonds. and (ii) preserve the abiliny of the City 10 comply with
1t~ conenants, inguding the City 's covenants wilh respeci to the imposition and collecuion ol rates and charges. 1o the
helders of such bonds and other oblications, including the Bonds. HBI33] provides. among other things:

»  Commencing juby 1. 2000. PGW will become regulated by the PUC and. except as othenwise
provided i HB133 1 the provisions of the Public Utilins Code will appls 10 PGW as if 1t were a public utility
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* Notwithstanding the initiation of customer choice in gas suppliers, PGW's gas distribution
business will remain a regulated monopoly. The PUC, instead of the Philadelphia Gas Commission, will set rates for
PGW's customers.

» Insening rates and notwithstanding any other provision of the Public Utility Code, the PUC must
permit the City t  mpose, charge and collect rates or charges as necessary to permit the City to comply with its
covenants io the hoiders of any Approved Bonds, as defined in HB133§, All bonds issued by the City on behalf of PGW
under the First Class Citv Revenue Bond Act. including the Bonds, are Approved Bonds.

o The PUC is barred from requiring the City or PGW 1o 1ake any action (or amit taking any actions)
under the Public Utility Code if such action or omission would have the effect of causing the interest on any tax exempt
bonds issued by the City. including the Bonds. to be includable in the gross income of the holders of such bonds for
federal income tax purposes.

e PGW will be required 1o file a proposed tarifl and a restructuring proposal with the PUC between
Januan 1 and June 30. 2002, unless PGW and the PUC agree to an earlier Aling.

s Pending resolution of the restructuring proceeding by the PUC. the tariff thal existed prior to July
1. 2000 will remain in place.

»  Atthe beginning of PGW's fiscal year immediately following the conclusion of its restructuring
proceeding. PGW will be required to implement customer choice and to permit licensed natural gas suppliers to deliver
pas 10 their customers in Phifadelphia using PGW’s distribution sysiem.

» The PUC must continue the existing senior citizen discount for all individuals who are properlx
recenving the discount at the time PGW's restructuring proceeding is resofved unless Philadelphia City Councit moediftes
the program. HB1331 permits. but does not require, the PUC to approve a senior citizen discount program n the future
for those individuals who are not covered by the existing senior citizen discount program,

e The PUC is required to provide for a management audit of all employees, records, equipment,
conrracts, assels, liabilities, appropriations and cbligations of PGW prior 1o the commencement of the restructuring

proceeding.

»  Effective, June 30. 2000, the Philadelphia Gas Commission is abrogated 1o the extent inconsistent
with HBi331.

e The City cannot be required to take any action under the Pubiic Utility Code if the effect of the
achon s 10 cause a vanation in the City’s financial plan approved by the Pennsylvania Imergovernmental Cooperation

Authuorin

+  The Cinv's executive or legislative powers 1o “legislale or otherwise determine the powers,
“tunctions budgets. acuivines and mission of PGW* are not abrogated or hmied.

1115 impossible to predict. at this time. the full impaci of HB1331 on PGW', the outcome of PGW's
sinial 1andt and restruciunng proceeding or the ultimate effect of HB1331 on PGW's revenues and expenses. No
swurance can be grven Lo purchasers of the Bonds that deregulation of the gas industry in Pennsvivania and ot
resulatnion of PGW by the PUC will not adversels affect Project Revenues or Gas Works Revenues or the sufficiency
vt Project Revenues or Gas Works Revenues to comply with the rate covenants in the 1975 and 1998 Genperal

(rrdinances

Potential purchasers of Bonds should be aware that the Independent Consultant’s Report has nol taken
it account the effect. if anv. HB133) might have on PGW or its operations.



PHILADELPHIA GAS WORKS
General

PGW consists of all the real and personal property owned by the City and used for the acquisition,
manufacture, storage, processing and distribution of gas in the City. and ali property. books and records employed and
maintained in connection with the operation. maintenance and administration thereof. Included in such assets, in
add:tion to an extensive distribution system. are facilities for the production of gas to supplement the natural gas supply
from pipeline transmission companies and facilities for storage. Such facilities include two liguefied natural gas
("LNG™) plants.

Of 1atal gas revenues for the twelve month period ended August 31, 1998, approximately 72% was
derived from residential customers, approximately 24% was derived from commercial and industrial customers and
appravimatels 4%, was derived from municipal and housing authority customers.

Operating results for PGW and debt service coverage for PGW for the five fiscal years ended August
31,1998 are shown below under the heading "SUMMARY OF STATEMENTS OF INCOME - Debt Service Coverage
Rauo.” For a further explanation of revenues and expenses, see "MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION" and APPENDIX B. See also the table entitled
“Historical Revenues and Debt Service Coverage” below for future debt service pavments.

POW Service Area

PG W', the nation's largest municipallv-owned gas utility, purchases. sells and distributes gas within
the imuts of the Ciny. The Cinv's boundaries enclose a predominately urbanized area of 129 square miles in southeastern
Pennsvivama along the Delaware River. Within these boundaries. PGW maintains a distribution system with
approximately 6.000 miles of gas mains and service pipes serving slightly more than a half million customers. The mix
wf sales to PGW's customers, net of iransportation sales, during gach of the five Fiscal Years ended August 31, 1998
is shown i the following table:

Percent of Gas Sales for the
Years Ended August 31

1994 1998 1996 1997 1998
Residential 68.4 64.5 67.7 67.0 65.8
Caommercial and Industrial 274 32 28.1 200 302
Municipal and Housing Authority 4.2 4.5 4.2 4.0 4.0
TOTAL 100 100 100 100 100

For a discussion of POW's sales, see "GAS SUPPLY AND REGULATION - Five Year Summan of

Ligs Naivs

Manapement Agreecment

PFMC has operated PGW pursuant 10 a Management Agreement since January 1. 1973 (the
“\unagement Agreement”). Under the Management Agreement, various aspects of PFMC's management of PGW are
subjeci to revies and approval by the Gas Commission and. where authorization of City Council is required.
recommendation of the Cin's Director of Finance and the Gas Commission. The Gas Commission has various
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responsibilities for the oversight of the operations of PGW, the Director of Finance of the Cirv oversees certain financial
practices of PGW and-the operations of its pension plan; and the City's Law Department is the designated legal advisor
10 the Gas Commission and PGW. See "THE GAS COMMISSION" and "PGW BUDGET. R "ES AND
FINANCING" for discussions of the Gas Commission and rate proceedings.

The term of the Management Agreement commenced on January 1, 1973 for a period of two vears.
In the absence of notice of cancellation, the term is automatically extended for additional nwo vear periods. The term
15 subject 1o cancellation by the City at any time, or upon the expiration of the two-year period. upon ninety days notice.
No cancellation will be effective uniess and until approved by resolution or ordinance of Citv Council.

Management

PFMC is responsible for providing executive management of PGW under the Managemeni
Apreement. The Management Agreement states that PFMC shali provide a chief executive officer, chief operating
officer. chief financial officer and other personnel as deemed appropriate by PFMC. Certain PFMC personnel. including
the chiel executive officer. chief operating officer and the chief financial officer, provided to PGW are subject to the
approsal of tne Gas Commission. PFMC's officers also serve as officers of PGW.

In earty 1999, the PFMC Board requested qualiﬂcatiorfs from and initiated discussions with a large
number of utilities 1o determine their interest and ability and the feasibility and desirabiiity of contracting out for ail or
a poruon of the management functions of PFMC. Afier an interview and review process, PFMC has decided to proceed
with a reguest for proposal process in order possibly to contract out enly the gas management and supply function.
PFMC has decided not to pursue a request for proposal for more general management services at this time.

The following brief resumes provide pertinent information on the management of PFMC and PGW’
Ben Hayllar, Interim President and Chief Executive Officer

Dr. Havliar currently serves as Interim President and Chief Executive Officer of PGW, He also serves
av a member of the Board of Directors of the Philadelphia Facilities Management Corporation having been appointed
1o the Board on December 19, 1994. Dr. Hayllar also serves as the Director of Finance, City of Philadelphia having been
appointed to that position by Mayor Edward G. Rendell on October 4, 1993. As a member of the Mayor's Cabinet and
the Chiel Financial Officer of the City, he is involved with financial and fiscal policy development and directly oversees
ali iy financial activities, including Budget. Accounting, Revenue collection, Treasury functions. Procurement.
\Minonity Business Enterprise Council, Risk Management and Burcau of Administrative Adjudication. Dr. Hayv)lar 1s
( nairman of the Philadelphia Board of Pensions and Retirement and is a member of various boards and commissions
ncluding City Planning Commission, Convention Center, Criminal Justice Coordinating Commission. Mall Maintenance
L erperanon, Mavor's Office of Community Services, Pennsylvania Intergovemmentat Cooperation Authority. Penn's
L anding Corporaiion, Philadeiphia Authority for Industrial Developmeni Corporation. Philadelphia Histoncal
Preservation Corporation and the Sinking Fund Commission. Prior to becoming Philadelphia's Director of Finance. he
wi Director of Finance for the Ciry of Pinsburgh (from 1989 to 1993) and Vice President/Division Manager.
Sietepolitan Banking. Equibank (from 1985 10 1989). Dr. Havllar holds a2 Ph.D. in communications. an M A in
I f.oanvthan und Jacobean Theater and a B.A. in Liberal Arts from the University of Pittsburgh

Corevory 1), Martin, Executive Vice President and Chief Operating Officer

Mr Martin 1z Execunive Vice President and Chiel Operating Officer of PGW  In this capacity. Mr.
“Limar mansees the gas eperations. customer service angd svstems technology activities. Prior 1o his appointment to
PO LN Aarun was Vice President, Gas Manapement a1 Equitable Gas Compans in Pitsburgh, Pennsyvivania. There,
he direcied and managed the gas supply purchasing. planning. off-system marketing and sales. federal regulatory, retail
transporanon and gas measurement functions. He also heid the position of Vice President. Consumer Products at
b ausiable Gas - Energy. a non-regulated marketing affiliate of Equitable Gas Company. Mr. Marun has also held
rosthiens as Gas Procurement Administrator with the Charloniesville Gas Utility Division in Chariottesville, Virginia.
Special Assistant o Commissioner Wesles Long a1 the District of Columbia Public Service Commission and Special

+
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Assistant to Commissioner Matthew Holder at the Federal Energy Regulatory Commission. Mr. Martin holds an M.A.
and 2 B.A. in Political Science from the University of Wisconsin and University of New Orleans, respectively.

Abby L. Pozefsky, Esq. . Senior Vice President and General Counsel

Ms. Pozefsky was appointed Senior Vice President and General Counsel in July 1998, She serves as
General Counsel, managing all legal work. and is also responsibie for oversight of the Human Resources Department.
She previously held the position of Chief Deputy Ciry Solicitor of Regulatory Affairs for the City of Phitadelphia Law
Department. in hertwelve vears with the City Law Department she served in various capacities. including general counsel
10 the Water Department. the Philadeiphia Airport and the City Municipal Energy Office. Prior to that she held a variety
of positions in public and private practice. She receive her Bachelor of Arts degree cum laude from the University of
Pennsvlvania. and a turis Doctor degree from New York University Law School.

Thomas Smyth, Vice President and Chiefl Accounting Officer and Controller

Mr. Smyth was appointed Vice President, Controller and Chief Accounting Officer in February 1999.
He is responsible for General Accounting. Financial Reporting. Accounts Payable, Inventory Accounting and Property
Records. He previousty held the position of Executive Director - Internal Auditing since commencing emplayment with
PGW in July 1997. Before joining PGW, he held various positions with the Bell Atlantic Corporation and a2 major
transportation company. Mr. Smyth received his Bachelor of Science degree in Business Administration from Delaware
Vallev College. Doylesiown, Pennsylvania and Master of Business Administration degree from LaSalle University in
Philadelphia. Pennsyivania. He is 2 member of the American Institute and the Pennsvlvania State Society of Centified
Public Accountants.

David Lee, Vice President - Information Technology and Chief Information Officer

Mr. Lee has been Vice President - Information Technology and Chief Information Officerat PGW since
October. 1996 and has responsibility for the vision and strategic planning and management of information 1echnology
enterprise wide. Mr. Lee has a diverse background in the professional services, environmental, steel, healthcare, and
engineering service industries having worked for U.S. Sieel. Westinghouse. Alcoa, Thrift Drugs. TAD, and Contemporan
Technologies, Inc. He has held a variety of professional and consulting positions in Information Technology with
founieen vears in general management overseeing subsidiary IT operations, business unit IT functions and managing
corporate headquarters computing services. Mr. Lee has a BA from the University of lilinois Urbana- Champaign and
received his MBA (Finance) and MS (information Systems) from the University of Pinsburgh. His advanced executive
education is from the Wharton Business School, University of Pennsyivania.

Emplovee Relations

In March. 1999, PGW employed 1,903 people. Presently, approximately 80% of PGW's emplovees
are represenited by the Gas Works Employees’ Union Local 686, and 20% are unaffiliated management. The current
agreement with the Gas Works Emplovees’ Union Local 686 will expire on May 15, 2001,

Facilines

Production Facilities - The principal PGW gas faciliies include nine ¢ity gate stations and two major
sas production plants in the Richmond and Passyunk sections of the City . Located at these plants are two LNG facilities,
& as control center, a de-acuvaied propane air faciliny, two gas holders and wrainmg facihities

Natural pas s received through nine Ciny pate stations from two pipeline transmission companies. Texas
Fustern Transmission Corporation (TETCO) and Transcontinemal Gas Pipe Line Corporation (TRANSCO). The
favilities at each ot the City gate stations perform rwe basic functions. metering the flow of gas and controlling the
pressure delinered 10 PGWs distribution system.



The gas contro! dispatchers. located at the Richmond plant, monitor and control gas flow and pressure
from the nine Ciry gate stations to the high pressure distribution system. The gas conrro! dispatchers also provide
direction 1o the production plant operators concerning startup. shutdown and pas flow output from the supplemental
tacihties Qperations are facilitated through the use of a computer system which includes a batkup unit and an auxiliary

power supph.,

The LNG storage and vaporization facility at the Passyunk plant receives its liquefied gas supply from
the Richmond plant via cryogenic trailer trucks. The Passyunk LNG facility consists of one LNG storage tank of
3.066.000 gallons (r.¢. the equivalent of 253,300 thousand cubic feet ("Mcf") of natural gas) and three LNG vaporizers.
with a tota! daily output capacity of 90,000 mcf per day.

The Richmond LNG plant has facilities for liquefaction in addition o storage and vaporization. During
the non-heating season. PGW uses the Richmond LNG plant to liquefy and store natural gas from the pipelines. The
LNG plant has the capacity 10 liquefy and store approximately 23,500 Mcf per day and the 1wo storage tanks have a
compined capacity of 48.970.000 galions of LNG (4.045.800 Mcf). Regasification of the liquid is accomplished with
sivvaporizers having a total output of 450,000 Mef per day.

The Passyunk LPG plant has the air compression and propane vaporization capacity to produce 60,000 .
dehatherms ("Dth”} of LPG mix per day and has a liquid propane storage capacity of approximately 662,250 gallons.
This facilinv is idle and it is not presently anticipated 1o be used.

Both the Richmond and Passvunk plants have a low pressure gas holder, however, the Passyunk hoider
has been removed from service. The Richmond holder has an operating capacity of 1.000 Mef, and provides operational
Nevibiliy .

Distribution Facitities - The principal gas distribution facifities consist of approximatelv 3,006 miies
of main. approximalely 500.000 service pipes. 205 reguiator stations, 521,000 active meters, miscellaneous valves.
instruments and other appurtenances. There are five different operating pressure systems; each svstem is connected to
the others by control regulators. The high pressure systems operate at approximately |10, 60 and 35 pounds per square
inch pauge (“psig”): the intermediate pressure systems operates at 5 psig: and the low pressure sysiem operales between
6 and Y inches of water column (approximately .25 psig). The majority of customers are served from the low pressure
syslem

Approximately 58% of the mains are cast iron pipe. 34% are stee] pipe, 5% are ductile iton pipe and
3Pa are plastic pipe. Approximately 51% of the service laterals are steel and approximately 49%c are plastic.

Other Facilities - PGW"s executive and operating offices are located at 800 West Montgomery Avenue
which 1 a ! 50.000 square foot office building which was completed in 1988. The former office building at that site
house< a distribution and field service dispatch center, operating stalions and warehouse, management information
watems. call center, customer service personnel and a metal fabrication shop. Additional facilities include eight district
oftiges and three operating stations for customer service and distribution crews. There are aiso a warehouse facility and
A waiemotise mamtenance and repair facilitv. The automotive maintenance and repair facility is responsible for the
arneer ar PGW's Neet of approvmately 1.000 vehicles ard equipment PGW also maintains minor automobile reparr

Lasihitees 3t is operating stations



THE GAS COMMISSION

The Management Agreement provides for a five member Gas Commission consisting of the City
Controller (or his representarive), two members appointed by Citv Council and two members appointed by the Mayor,
and vests in the Gas Commission the responsibility for overseeing the operation by PFMC of PGW. The City Controller
holds office during his incumbency. The members appointed by the City Council and the Mayor each serve for terms
of four vears and hold office unti their successors are appointed and qualified. There is currently one vacancy on the
Gas Commission which will be filled by the Mavor. The four current members of the Gas Commission are listed below:

Marian B. Tasco

Chairwoman - Mrs. Tasco currentiv represents the Ninth District in Philadelphia City Council. Mrs.
Tasco was appointed to the Gas Commission by City Council on August 2, 1992,

Jonathan A. Saidel

Mr. Saidel is the Cirv Controller of the Ciry. Mr. Saidel's curtent term of office as Controller and his
position on the Gas Commission commenced on January 1, 1998,

.Joan L. Krajewski

Mrs. Krajewski currently represents the Sixth District in Philadelphia City Council. Mrs. Krajewski
was appointed to the Gas Commission by City Council on April 7, 1998,

Roval E. Brown

Mr. Brown was appointed to the Gas Commission by the Mavor on August 8, [996. Mr. Brown is
Semor Director, Treasun Services. Independence Blue Crass.

The Management Agreement grants the Gas Commission certain specified powers and duties and all
ather pow ers not specificallv granted 10 PFMC. The powers and duties granted to the Gas Commission include the fixing
of PGW rates and charges. approval of personnel provided by PEMC, review of gas supply contracis for approval by Ciry
Council. approval of changes in tests and standards of gas quality and pressure. approval of PGW's operating budget,
review of PGW"s capital budgets and recommendations thereon 1o City Council. approval of cenain loans, access o and
review of all books. records and accounts of POW, prescription of insurance requirements, promulgation of standards
for procurement and disposal of material, supplies and services and approval of all real property acquisitions for further
approsvalof Cits Council, Sec "PROPOSED LEGISLATION" foradiscussion of proposed legislation which could affect
the regulation of PGW.
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PGW BUDGET, RATES AND FINANCING

The revenues which PGW uses to pay debt service on its indebledness and to fund its operations are
derived primarily from the sale of gas and related services to its customers. Rate and 1ariff charges for the sale of gas
services are proposed by PGW based on, among other factors, anticipated revenues and expenses. required debt service
coverage and need for funds for capital expenditures.

PGW Budget Process and Rate Changes

The Management Agreement requires PGW to prepare an annual operating budget and an operating
forecast for the three vears following the budget vear, The operating budget and forecas) are subject to the approval of
the Gas Commission. PGW also prepares anmerstly a proposed capital budget and a forecast for the five vears following
the budget vear. The capita! budget and forecast are reviewed by the Director of Finance of the Ciry and the Gas
Commission and are forwarded 1o the City Council for approval.

Whenever a rate change is sought by PGW or other parties. the Gas Commission holds public hearings
on the proposed change at which PGW and other interesied parties are permitied to present evidence to support their
postion with respect 1o the rates. Communiny Legal Services. inc. was appointed by the Gas Commission in 1988 to
serve as Public Advocate in rate hearings to represent residential customers. The Gas Commission issues orders based
upon ns findings. These orders may direct PGW to reduce expenses in certain areas or increase spending on certain
ems or to undenake specific projects. The Gas Commission considers a number of factors before determining whether
10 accept, modifv or reject the rate increases proposed by POGW. The Gas Commission’s orders regarding rates may be
appealed by PGW and other interesied parties to the Court of Common Pleas of Philadelphia County with further right
to appeal to the Commonwealth Coun.

Rates and Charges

The rates determined by the Gas Commission 1o be charged by PGW for providing gas and related
services are subject 1o various statutons provisions. The 1975 General Ordinance. the 1998 General Ordinance and the
Management Agreement. the complete text of which was authorized by ordinance. each contain a rate covenant. See
APPENDIX C for further descriptions of the 1978 General Ordinance and the 1998 General Ordinance.

The Management Agreement directs the -Gas Commission, without further authorization of City
Council. 1o fix raies and charges (other-than charges 1o the City and the Philadeiphia Board of Education. which are
subiect 10 approval of Citv Councilt which. together with other Project Revenues (as defined in the Managemeni
Agreementy. will in each fiscal vear produce revenues sufficient, at a minimum:

ta) 10 pas all the operation and maintenance costs and expenses of PGW. including but not limited
v deprecianan, employee retirement costs and a management fee to PEMC not exceeding $750.000 in 1998 to pav debt
wrvice tincludine sinking fund deposits) becoming due in such fiscal vear on debt incurred for PGW and 1o meet
apphicable rale covenants:

th1 10 make annual pavments 1o the Cin in the aggregate principal amount of $18 milhion dotlars:

tcs 1o provade appropriaions tor debt reduction and capital addinons not otherwaise pros ided which
s determaned by the Gas Commission fo be eeasonable and which are approved by Ciry Council. and

s 1o provade reasenable additons to working capnal as may be determined by PFMC and approved

v le Gas Commission

The Manassement Agreement prosides that. for purposes of complying with such rate requirements,
(e arouns ol wperaling expenses which do not represent an actual outflow of funds te.p.. depreciations mas be in. “rJed
i Jetermiming whether revenues are sufficient to meet other costs. expenses and requirements.



The Management Agreement also requires the rate scheduies to be nondiscriminatory and based on a
suitable and reasonable classification of the services provided. taking into consideration the nature and purpose of the
use. the quantiry used. the time when used, the available supply of gas and other competing fuels. the maximum demand
and State and Federal laws. regulations and guidelines. The Gas Commission authorized the Gas Works to grant a 20%
discount to persons 65 vears of age and over for resjdential use. -

The Philadelphia Home Rule Charter contains pravisions which authorize the Department of Public
Praperty of the City, pursuant to standards determined by City Council, to ix rates and impose charges in the amount
necessan to vield the City at least an amount equal to PGW 's operating expenses and debt service pavments (including
sinking fund requirements), but only in the evemt PGW is not managed and operated pursuant o a lease with an entity
other than the City. Since PGW currently is, and since January 1. 1973 has been, managed by PEMC pursuant 10 the
Management Agreement, the Department of Pubrrc Property of the City currently does not fix rates and impose charges
as provided in the Philadeiphia Home Rule Charter.

-

Capital improvement Program

The rates proposed by PGW and approved by the Gas Commission also 1ake into account the needs
of PGW"s capital improvement program (the “Capital Improvement Program”) which generally are funded by the sale
of revenue bonds, use of capiial leases and internaliy generated funds ("IGF"). Net proceeds of revenue bond sales are
placed into restricted segregated accounts for the Capital Improvement Program and are requisitioned for expenditures
as required for the Capital improvement Program or to reimburse PGW for expenditures made in advance of issuance
of'bonds. For use of the proceeds of the Second Series Bonds. see "PLAN OF FINANCE AND ESTIMATED SOURCES
AND USES OF PROCEEDS." PGW determines its capital improvement requirements from projected customer
additions, pipeline gas availability, peak day gas requirements. enforced relocation due to highway and bridge
construction and the need to maintain its plant and equipment in a safe. adequate and reliable manner. For further
discussion of the Capital Improvement Program, - see APPENDIX B -"Independent Consuliani's Report.”

The following 1able represents informaiion regarding actual net capital expenditures for each of the
five Fiscal Years 1994-16998:

EISCAL YEAR

NET CAPITAL EXPENDITURES
{(Dollar Amounts in Thousands)

{August 31

1994 1995 1996 1997 1998
Gras Suppls $ 5979 $ 4.585 S 126 S 858 ) 078
[istnbution 35.398 34,657 31.205 37.719 32432
tield Services 5.738 11.365 13,159 8132 12,1587
e <453 2022 - 619 £,793 23,90
Toa! S_FD547 § 82629 $ 45,109 S s2.502 $ 50,497
Internatiy Generated
Ponds Jodund Capnal S00 _S 9600 _ S24300 _S47300 _ S21483

f apenditures

Netof rimbursemenis. contributions and salvace,
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LY



Internally Generated Funds

_ PGW provides for a portion of capital costs to be funded through the use of IGF. IGF consists of net

revenues after pavment of City charges which are available in part because of the level of debt service coverage
established by the Gas Commission and achieved by PGW's operations. See "Debt Service Coverage Ratio” below. A
decline in net revenues reduces IGF and requires that the shortfall be funded fram the issuance of bonds or other
indebredness or the incurrence of capital leases. In Fiscal Years 1994-1998. PGW generated approximateiy §102.%
milhon in IGF or 37% of actual capital expenditures in such five year period.

Gas Cost Rate

PGW's biggest expense item is generally the cost of the natural gas delivered into its distribution
system. These costs are recovered on a dollar for dollar basis through the operation of the Gas Cost Rate {("GCR") as
authorized by the Gas Commission.

PGW is required 1o make an annual gas cost recovery filing with quarterly updates to the Gas
Commussion. Prior to industry restructuring mandated under FERC Order No. 636, the cost of bundied pipeline sales
service was reviewed and approved by FERC. Because of reduced review by FERC, local distribution companies face
greater accounabiliry and risks related to their purchasing practices for gas supply, transportation and storage. The
purchasing practices of PGW are reviewed by the Gas Commission The Gas Commission establishes procedures for
determining appropriate gas purchasing casts and a GCR factor appliccble to firm service customers.

The base rate established from time to time by the Commission in its rate proceedings includes a fue)
component cost. The GCR is designed to permit PGW. on an annual or quanerly basis. 1o adjust its gas cost charge to
firm sales customers to approximate its actual cost of natural gas. PGW calculales its anticipated annual cost for natural
gas and allocates that cost 1o its customers on a level basis for payment during the fiscal vear. GCR collections are then
malched againsi actual costs for the vear to date, and the GCR is adjusted annually or quarterly if necessary, 1o credit or
charge customers in the upcoming period for overpayvment or underpayment of natural gas costs to date.

For Fiscal Year 1998, the base cost of fuel included in PGW"s base rate was $3.18 per Mcef, and the
GCR rate was $1.4272 per Mcf. The Gas Commission has approved a GCR rate of $1.0114 per Mcf for applicable pas
usage afier Januarv [9. 1999 for the remainder of the Fiscal Year 1999. The annual GCR reconcifiation amounts (which
reflect the difference between the GCR collections and the actual costs of the natural gas delivered into PGW's
distribution svstemn) was an undercollection of $11,001.276 in Fiscal Year 1997, an undercollection of $3.614.000 in
Frscal Year 1698 These amounts were included by the Gas Commission in establishing the GCR rates for Fiscal Year
1898 and Fiscal Year 1999 respectively.

Fiscal Year 1999 Operating Budget and Forecast

On May 4. 1999, the Gas Commission approved PGW"s revised Fiscal Year 1999 Operating
Budyet which was filed on Februany 10. 1999, subject 10 several adjusiments. the nel effect of which is a reduction
by approvimately $500.000 The Gas Commission voted to disapprove the forecast for Fiscal Years 2000 10 2004.
Benas e June 1. 1999, PGW will file the Fiscal Year 2000 Operating Budget and an accompanving five vear forecas

troyeh the vear 2005
Fiscal Y car 1999 Capital Budget and Forecast

On May 3, 1999_the Gas Commission gave recommendations 1o City Councit for approvat of a PGW
{apitat Budee: for Fiscal Year 1999 1n the amount of $43.598.208. Thisrepresents $3.911,792 inreductions from PGW’s
nroposed Capital Budeer Fiscal Year 1999, The Gas Commission recommended that the City Council reject PGW's five
vear torecast Priorio June 1. 1999, PGW will file the Fiscal Year 2000 Capital Budge: and an accompanying five vear

torecast through the vear 2005



The Fiscal Year 1999 Capital Budget and Five Year Forecast in the net amounts of $45,598.208 and
$243,950.000. respectively, provide funds for the customary maintenance. construction and replacement items necessary
1o continue service to PGW's customers. Over 67% of the expenditures in the Fiscal Year 1999 Capital Budget and
approximately 80% of the five year forecast expenditures are for replacement facilities to ensure continuing safe reliable
and.adequate service. The largest portion over a six year budget horizon is altocated 1o the Distribution Department and
the second largest portion is allocated to the Gas Processing Department. Unlike the Distribution Department budget
which recurs in similar amounis annually. the Gas Processing Department budger includes one time expenditures to
replace PGW's LNG {liquified natural gas) liquefaciion capabilities. The balance of the Capital Budget expenditures are
included to provide new and expanded gas service to present and future customers and investment in necessary suppon
Tacibimies For a discussion of the Fiscal Year 1999 Capital Budget and Forecasi. see APPENDIX B - “Independent
Consultant's Repon - Capital Improvement Pgggram.”

Fiscal Year 1998 Operating Budget

On June 17. 1997, PGW filed its 1998 Operating Budget {the "1998 Operating Budger™) with the Gas
Commission  This budget was prepared on base rate levels then in effect as approved by the Gas Commission on
Decembes i+, 1991, The filing did not present a request for an increase in base rates. On July 9. 1997, PGW filed
revisions 10 1the Operating Budget impacted by revisions of the Gas Cost Rate previously filed on June 30, 1997 On
September 19, 1997, PGW filed further revisions to its Operating Budget based on a revised GCR for Fiscal Year 1993.
PCGW filed the last revision to its Fiscal Year 1998 Operating Budget on October 3, 1997, which included an updaied
financing plan which proposed a $75.0 million revenue bond issue. On October 29, 1997, the Gas Commission.approved
the 1998 Operating Budget.

YEAR 2000 ISSUES

General

Year 2000 Computer Issues {"Year 2000 Issues”) relate to the potential problems with computer
sy vems or any equipment with computer chips that use dates where the daiz has been stored as just rwo digits {e.g. "97"
o 7947 On Janvary 1, 2000. any clock or date recording mechanism including date sensitive software which only uses
1wo digits 1o represent the vear, may recognize a date using "00" as the year 1900 rather than the vear “2000". This could
reswliin a system failure or miscalculations, causing disruption of operations, including, among other things, a temporary
tnabrlity to process transactions such as metering, distribution of nawral gas, accounting marters, mailing invoices or
similar functions,

"CW's Year 2000 Compliance

The Gas Works ™ operating and capital plans contain provisions for compliance with vear 2000 ("Year
20007 readiness requirements for POW's major applications. Commencing in 1997, the Gas Works entered into three
miatines conaisine of a full review. evaluation and eventual remediation of potential Year 2000 problems in its
contputer nefsork systems (software and hardware) and other embedded programs at its main offices. and all plant and
otier compans locations. Addinonally, centtficanion is being requested from significant vendors as 1o their compliance
wun Year 2000 readiness requirements PGW has identified as its most vulnerable areas the SCADA svsiem, which is
wed nomieasure, supers ise and cantrol the fow of gas frem the transmission lines, and the computer legacy sastem PGW
i~ 11 tie pracess of replacing both of these svstems wiih Year 2000 comphant components. lt is anticipated that ths
rrocess will be fulls implemented by December 51,1999, If necessary modifications and conversions by PGW and those
wal which 1t conducts business are not completed timely, the Year 2000 issue may have a maierial adverse effect on

POV s pperanions



adjustments) necessary io present fairly the information set forth therein,

SUMMARY OF STATEMENTS OF INCOME

Information for the Fiscal Years ended August 31, 1998 and 1997 should be read in conjunction with
and was derived from the audited financial statements and notes in APPENDIX A hereto. The financial information
presented below for the six months ended February 28, 1999 and 1998, were derived from unaudited financial statements
and were prepared by the management of PGW on the same basis as the audited financial statements included elsewhere
herein. In the opinion of management, the financial information includes all adjustments {consisting-of normal recurring

Operating Reveanues
Qperating Expenses
Natural Gas & Raw Matenal
Gas Processing

Field Services

Distrbution

Customer ACtivilies
Agrmimistrative & General
Pensions

Taxes other than ingome.
Depreciaton

Total Opersting Expenses
Operating Income (Loas)
Interest and Other Income
Income belore

nteresl expense

nteres: Crpense

Hat Income (Loss) (2)

(DOLLAR AMOUNTS IN THOUSANDS)
Flscal Years Ended August 34

Six Months Ended
February 28 (1)

199¢ 1985 1996 1997 1998 1893 1999
§573.918 $ 478,950 $ 576,048 $ 550970 $497 695 3316 410 $304 614
274102 213645 276,856 27181 §246.699 $167.622 $150,764
21,822 18 645 14 B46 14,238 13,582 7.533 7.589
23,036 17 448 18 492 18 883 16,032 10,853 10.051
25.003 19,561 22.817 20.454 16,500 8764 7944
76.821 78593 73.02% 69,722 71,593 35,430 31 608
35 793 44 503 44 897 45,200 42,268 31,284 33.534
12.712 4,462 7.3%7 4,594 3,334 1.667 3914
11,615 5,989 6,532 6.517 6,225 3,289 3,174
23776 24277 33 769 31848 35391 17.696 15373
$ 505 681 $427223 $ 498 675 $ 483 D84 5451 634 $285,138 $260.428
5 68.238 $ 51727 § 77373 $ 67886 $ 45061 $31.272 $44 186
6 8B9 29:283 7,668 7 514 5370 1,689 3 443
s 75227 3 81.020 $ 85,041 $ 75400 5 51431 $32.661 $47 629
55 516 55 745 53 736 51426 S0 456 25 843 27.205%
s 1971 $ 25274 $ 31305 $2397) H §75 $7T 118 520 424

2

Debt Service Coverage Ratio

Provided by PGW Management Intenirm results are not necessarily indicative of year-end resulls as cefian revenues and
expenses are seasonal

Net Income s before payment of the $18,000,000 Base Payment portion of City Charges.

The annual operating budget approved by the Gas Commission estimates the level of revenues
required to reach at least the minimum debi service coverage ("DSC”) ratio mandated by the 1975 General Ordinance



and the 1998 General Ordinance. The following table presents historical revenue and debt service coverage
caicuiated under the 975 General Ordinance.

HISTORICAL REVENUES AND DEBT SERVICE COVERAGE

1994 1998 1996 1997 1998
Operatinp Revenues 35731919 3475 850 $576.048 $550.970 5497 695
Interes: and Other Income 6,989 26,293 7.668 7.514 5,370
AFUDC {Interest) 731 301 173 45 431
Tota Revenues 5561639 $508,544 $583.889 $558,529 $503 496
Agjustments (1,606) 1,128 {1.061) (1 045} 273
Projert Revenues 3580.033 5508672 $582.828 $557 484 $503.76%
Operating Expenses 505681 - az7.223 498,675 483,084 451 634
Less
Depreciaton 27 913 28.755 39062 36 652 41019
QOtner Agjusiments {1,502) 728 1.277 875 136
Net Operaung Expenses 3479270 $397.749 $458,336 $445 557 $409.878
Ne! Revenues $10D 762 $111.832 3124 492 $111,927 393,890
Dept Sernce Requirements
Revenue Bonas 67.140 74 518 74518 74523 61.923
PMA, Capital Leasing - 2.243 4,249 6193 8,213
Commercial Pape: NOles 1.778 2.641 2,103 1,230 2775
Toral Debt Servce $68.915 $79.402 $80.870 $81 846 $72.911
Ne: Projest Revenues
$31 848 $32.530 $43.622 $29 984 $20.879
Availabie for cihet purpases
Depi Service Coverage
1.50 1.50 1.67 1.50 1.52

Revenue Bongs

Management's Discussion and Analysis of Results of Operations and Financial Condition

Result of Qperations Fiscal Year 1998 Compared with Fiscal Year 1997

Operating Revenues - Operating Revenues were 5497.7 million in 1998, 2 $53.3 million or 10%
decline from the 1997 level. This reduction was principally due to the significantiy warmer weather experienced
i 1998 compared to the relatively normal conditions experienced in 1997. Degree days during the 1998 heating
scason totaled 3.996. a decline of 626 degree days or nearly 14% from the 4,622 experienced in the 1997 heating
scason  Total sales volumes in 1998 declined by .6 Bef or 1% from 1997 levels. However, firm sales declined in
all catecorees including residential. commercial and industrial. Firm gas sales were down 6.6 Bef or 9% compared
1o the prior vear. Transportation sales in 1998 rose by 6.0 Bef from the level experienced in 1997.

Cost of Fuei - The cost of natural gas utilized decreased by 524.9 million or 9% to $246.7 mitlion
m 199K compared with $271.6 million in 1997, The volumes of gas utilized declined by 10% due mainiv 1o the
wanner weather experienced which reduced overall sendout reguirements, This decrease was offset somewhat by
+ ~highi nise in the unit cost of PGW s gas supply. Variations in the cost of purchased gas are passed through to
custamers under the Gas Cost Rate ("GCR ") provision of POW ‘s rate schedules. Overrecoveries or under recoveries
o purchased gas costs are subtracied from or added 1o gas recoveries and are included in current assets or liabilities.
thorebs eliminaung the effect that recovens of gas costs would otherwise have on net income.

Other Operating Expenses - Tolal operating and mainienance costs in 1998 decreased by $10.1
miliion or 6% from the 1997 level. A reduction in costs associated with street operations and infrasiructure
improvements was offsel. in part. by higher expenses in marketing . administrative and other categories. including
had debt expense which rose by $.7 milhon or 2%.




Bad debt expense in 1998 totaling $34.1 million was 2% higher than the 1997 level based on the
most recent accounts receivable collectibility evaluation. As a result of the continuation of successful collection
progra-  +d reduced billings associated with the warmer weather, the accumulated provision for uncollectible
accou! wugust 1998 reflects a balance of $64.7 million. compared to the $77.1 million balance in 1997,

Depreciation expense increased $3.5 million in 1998 compared with 1997 mainlv as a result of
the inclusion of cost of removal directly against the depreciation expense. In fiscal yvear 1997, cost of removal was
charged against the reserve when incurmed. in both the 1998 andthe 1997 Fiscal Years, the composite rate was 3.2%
based on a depreciation study completed in 1997,

Interest Expense - Total juierest expense decreased by $1.0 miilion in 1998 compared with 1997
due primarily to scheduled maturities of jong-term debt and a refunding issue. These decreases were offset
somewhat by higher interesi costs on PGW’s Tax Exempt Commercial Paper program primarily resulting from a
higher average outstanding balance and higher rates.

Net income - Net income before distribution 1o the City for 1998 was S§1.0 million. compared with
S24.0 million in 1997, This reduction resulied principally from decreased margins due to the substantially warmer
weather in 1998 compared 1o the previous vear.

Ratios and Cgverages - PGW''s bond debt capitalization ratio was 76% in 1998, compared to the
720, in 1997, PGW has a mandatory debt service coverage ratio of 1.50 times on bonds issued under the 1975

General Ordinance. In Fiscal Year 1998, the debt service coverage was 1.52 times bond debt service for such bonds
compared 10 a debt service coverage of | 50 times bond debt service in 1997,

Long-Term Debt - During Fiscal Year 1998, PGW issued S287.2 million in revenue bonds, of
which $103.6 mitlion was issued to fund capital improvements and 5183.6 million was issued to refund certain
maturnies of PGW's putsianding bonds. Total long-1erm debt ovtstanding including the current portion was $818.3
mitiion at the end of Fiscal Year 1998, compared with the $728.1 million in Fiscal Year 1997,

Shon-Term Debt - Due to the highly seasonal nature of PGW s business, short-term debt is used
to meel working capital requirements, PGW, pursuant to the provisions of certain Ordinances and Resolutions of
the City. mav sell shori-term notes in a principal amount which, together with inlerest, currently may not exceed
£100.000.000 outstanding at anv one time. These notes are intended to provide additional working capital and are
supported by an irrevocable lerter of credit and a security interest in PGW's revenues. The notes outstanding at
Aupust 3], 1998 had an average weighied inierest rate of approximately 3.55% and an average 1erm 1o maturiry of
38 davs The principal amounts outstanding at August 33, 1998 and 1997 were $56.0 million and $30.0 million,
respeciivels,

Capital Expendisures - Capital expenditures for construction of distribution facilities. purchase of
cuwipmeni. informanion technology enhancements and other general improvements were $70.5 million in 1998
compared o $32 5 million in 1997, During 1998, PGW funded 321.5 million or 30% of its capital expenditures
throush inemalily penerated funds. compared to $47.1 miliion or 90% in 1997.

Resglis of Oneranons and Financial Condition - Fiscal Year 1999

Fiscal Year 1999, for the second consecutive vear. has been one of the warmest in the City's
Bitors Based on siv months of actual results (Sepiember 1998 through February 1999), aciual weather conditions
ot Murch and Apnil 1999 and progections based upor other current information. PGW currently estimates that the
numbes of degree davs for Fiscal Year 1999 will he approximatety 3.925. which is 675 fewer degree davs or 15%
tess than the normal budget. This 15%0 decline has affected PGW's sales. Management projects a decrease in firm
wales, compared 1o budgeted amounts. of nearly 6.8 Bef. adecline of [1.1% Firm sales. which principalfy comprise
1he heatng load. tend to be directly affected by the changes in the weather. Residenual. commercial and indusirial
calegories of fimm sales are projected to fall §.7%0. 14.7% and 20.4%0. respectively. Sales to interruptible custamers
sre furecasted ta decline 994, ta 8.7 Bef due 1o the price advantage of compenny aliernate fuel supplies which
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lowered customer usage. Transportation service volumes are expected to be down .6 Bef or 4% from budgeted
volume.

The aforementioned decline in sales and transportation service has a substantial effect on income
currenthy projected 1o be received in Fiscal Year 1999 as compared 1o budgeted income. Total pas revenues are
estimated to decline from the budgeted ievei of §54 1.9 mitlion to approximately $466.5 million . a decrease of $75.4
million { 13.9%0). In order to offset that decline and uliimately meet the rate covenants under the 1975 and 1998
General Ordinances. PGW initiated a series of expense reductions, as budgeted, and other initiatives. Total
reducnions and savings from initiatives are projected to be approximateiy $18.5 million. At April 1. 1999, nearly
$15.0 million of such reductions had been realized. The remaining £3.5 million of reduciions and initiatives are
anticipated 10 be realized by August 31, 1999, The reductions and expense initiatives consist of (1) a decrease in
the reserve for bad debt (savings of $3.5 million); (2) a decrease in labor costs for ovenime associated with normal
winter and routine operations, personnel reductions achieved through a hiring freeze and the capitalization of
applicable labor costs.1o capital projects (savings of $5.0 million): (3)restricted operating and maintenance spending
(savings of $4.3 million): and (4) reduction in pension actuarial expense as a resull of the overfunded status of
PGW"s pension fund ($5.1 million). In addition. other income. primarily eamings on restricted funds. is expected
10 produce 5.6 million in interest income and the refunding of cenain outstanding Gas Works revenue bonds is
expected 1o result in $2.1 miliion in debt service savings.

Since October 1998 there has been significant tumover in senjor management. These managemeni
positions have been filied either on a temporary or permanent basis, except for the Chief Financial Officer whose
functions are otherwise allocated, There is a present investigation by the District Attorney’s Office into PGW
management issues. Additionally, there is a ratepaver iawsuit that has been filed alleging improper expenses by
certain senior managers. PGW does not believe that the amounts at issue are material, or that the investigation or the
lawsuit will ultimately have a material impact on PGW"s financial condition.

PGW fulls expects 1o meet the rate covenants under the 1975 and 1998 General Ordinances lor
Fiscal Year 1999 as a resuli of these implemented expenditure reductions and other initiatives Furthermore. PGW
will be realizing approximatels $4.000,000 in additional revenue in Fiscal Year 1999 due to the recent interim
approval by the Philadelphia Gas Commission of a doubling (10 $8 per month) of the customer charge for residential
customers. which interim increase 1s effective June 1. 1999 through May 31, 2000.

Gas Commission

On April 27,1999, PGW received interim approval (final approval must be obtained by May 20001
from the Philadelphia Gas Commission to adjust the two components of its general pas rate 1o approximately 494,000
residential customers. The charge on the volume of gas used has been reduced while the monthly fixed cusiomer
charge has been increased.

The $3.94 per Mcf of natural gas that is charged o residential customers has beenreduced by $.51
o 83 45 per Mcf and the $4.00 per month fixed charge has been increased by $4.00 10 $8.60. During 2 normal
winier, when heating bills are their highest. this change will result in lower gas costs. in the summer months, when
fyaiang Costs are at their lowest, the customer would have a $4 00 increase in s or her gas charge Overan enure
vt a normal wanter, the customer wifl pas the same under the new rate struciure as under the old rate structure
Heoweser,na colder than normal winter, gas costs will be lowered because customers are pay ing fess on the amount
»! v~ used 1o heal therr homes,

The change 1n the two rate components will increase cash flow during the warm months. and
fedua e the magnitude of the winter increase in oas bills which results in slow payments and delinquencies. The net

result of this change will be an increase in PGW revenue of approximatels $4.000.000 in Fiscal Year 1999

The Gas Works’ monthly charge of $4.00 had been the lowest of area gas utilities. while $8.00 per
month 1 approximaltely average for the cost of surrounding utilines.
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Further, to better manage financial risks associated with weather, PGW has proposed weather
insurance. For this purchase, $3.000.000 is included in the Fiscal Year 2000 operating hudget, which is subject 10
approval by the Gas Commission.

GAS SUPPLY AND REGULATION

In 1992, the Federal Energy Regulaton Commission ("FERC™) issued Order 636 which
restructured the interstate pipeline industry to provide non-discriminatory. open-access to all transporters. All
interstate pipelines regulated by the FERC were required 10 exil the gas supply business as a result of Order 636.
The interstate pipelines were historically permitted by the FERC to pass through. on a dollar-for-dollar basis, al) of ..
their gas supply costs to the pipelines’ cust8Mers. Therefore, the revenues of the pipefines pledged to their bonds
remained unchanged by Order 636 simply because of the historical pass-through nature of the pipelines’ gas supply
COSIS.

In the restrucrured. unbundled marketplace resulting from Order 636. PGW had 16 contract
individually for its gas supply. storage and transportation requirements on the pipelines. PGW now has in place firm
contracts for natural gas supply with seven preducers. marketers and aggregators. for ali of its firm requirements.
Further. it has contracted for natural gas storage services with five different pipeline affiliates’ operating storage
tacihines  This permits the injection of summer supply and its storage and subsequent withdrawal 1o meet higher
winter demands of its firm heating customers, Finallv. it has contracted for firm transponation service with the two
directly connected pipelines, as well as with the necessary upstream pipelines feeding these pipelines, 1o deliver all
volumes purchased. 1ogether with those volumes withdrawn from storage.

The rwo interstate pipelines delivering natural gas to PGW have limiled delivery capacity and
cannat meet PGW's peak-day or winter season requirememnts. Therefore, PGW owns and operates supplementai LNG
and Propane-air facilities to meet incremental demand in excess of Nowing gas and underground storage supplies.
PGWs supplies of nawral pas and LNG are adequate to meet its projected demand under either normal or design
tcolder than normal) conditions in the future, The use of the propane-air facility . however, is not anticipated under
current requirements and it is therefore, at present, temporarily maintained in an inactive mode of operation.

Competition

PGW competes 1o supply natural gas to interruptible customers who are c:pable of switching 10
altiernative fuels. including fuel oil, propane and electricity. PGW also competes to supply natural gas to
transportation cusiomers who might seek 10 buy gas from ans supplier and use PGW"s distribution svsiem for
rransportation of that gas. PGW has negotiated contracts with such customers. In addition, PGW's rate schedules
offer pas transportation service. firm and interruptible. to potential customers. PGW also has Boiler and Power Plant
Services (BPS)and Load Balancing Service (LBS) sales rates that permitdiscounts 1o compete with alternative fuels.
rrovided that the rate per Mcf is not less than 110% of the avoided gas costs for gas sold under these rate schedules.
It proposed legisiaton of customer choice becomes Jaw in the Commonwealith of Pennsyivania, and if it apphes to
PG then all other classes of PGW's customer base will be subject 1o competitive threat. PGW is aggressivel
implementian improved customer service itiatives, cost reductions. efficiency improvement programs, and pricing
eptons eommprove its abilin 1o compete

Satural Gas

Natural cas eapense for the 1993 Fiscal Yearincreased by $29 % million or 12%0 from the previous
vear o otal of $272 @ milian This was the result of greater sendout requirements refiecting the colder winier
heating scason and higher pipehine supplier prices  In addition. a dechine in the level of natural gas refunds received
trom prpehne syppliers funher contributed to the added expense.

in Fiscal Year 1995, natura! gas costs dechined by $39 4 miilion or 22°, from the prior vear's level
toatotat ot S213 3 million. The substantiathy warmer winter heaing season was principally responsible for reduced
wndoul reguirements combined with lower pipeline suppher prices. Natural gas refunds received from pipeline
suppliers were higher than the previous period further reducing natural gas expenses
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Naturat gas expenses for Fiscal Year 1996 increased by $63.1 million or nearly 30% over the
previous year's level, 1o a total of $276.6 million. A 23% rise in degree days compared to the previous year resulted
in greater sendout requircments during the winter heating season, while higher prices from pipeline suppliers added
10 the natural gas cosl. A decline in refunds received from pipeline suppliers further contributed 1o the additional
costs in Fiscal Year 1996. -

In Fiscal Year 1997, natural gas expenses decreased by $4.9 million or 2% from the prior vear to
alevel of $271.7 million. Sendout requirements were substantiatly less reflecting a relatively normal winter period
compared to Fiscal Year 1996 and refunds received from pipeline suppliers were slightly higher. These reductions
were offset. in part. by higher pipeline supplier prices.

In Fiscal Year 1998, natusedgas expenses decreased by $24.9 miliion or 9% from the prior year
10 a level of $246.7 miliion. Sendout requirements were substantially iess because of a warmer than normal winter
peniod compared to Fiscal Year 1997 and refunds from pipeline suppliers were approximately $3 million lower,

Status of Richmond LNG Plant Air Pollution Permitting Process

The "Air Pollution Permitting Process” requires thataplan (the "Plan”), describing PGW's strategy
for compliance, be submined for approval. After approval of the Plan, an application has 10 be submitted with
procedures and timetables for implementing the items in the approved Plan such as construction, start-up and testing.

The Pian was submified on time and is awaiting final action by Philadelphia Air Managemen:
Services Department {"Air Management”). A public hearing was held with no adverse modifications to PGW's Plan.
The Plan was accepted by Air Managemen! and is pending final approval by the United States Environmental
Protection Agency.

Five Year Summary of Gas Sales

Tota) pas sales for POW are comprised of sales 10 firm and interruptible cusiomers.  Firm
customers receive gas service under various schedules which anticipate no interruptions in the delivery of natural
gas Firm service is sold to residential. commercial and industrial customers depending on the type of service
required and represented 84.5% of total gas sales by volume in Fiscal Year 1998, Interruptible sales service is
offeredto customers under schedules or contracts which anticipate and permit interruptions on short notice, generally
in peak-load periods. Interruptible service is sold to high volume commercial and industrial customers and
represented 15.5% of total gas sales in Fiscal Year 1998, (See "OPERATING DATA" below fora five vear summan
of gas satesl.

Gas sales in Fisca) Year 1994 1otaled 74.9 Bcf. a decrease of 0.5 Bcf from the prior vear
Temperatures during the Fiscal Year 1994 heating season were colder than normal resulting in 4,998 depree days.
an increase of 398 degree davs from normal and 267 degree days or 5.6% more than experienced in the previous
fiscal vear. Sales to firm customers of 55.3 Bef were 2.3 Bef higher than the previous vear, Associated interruptible
revenues decreased by 22%0 to $36.3 million as competition from lower fuei oil prices lowered demand for gas.

Gas sales for Fiscal Year 1995 totaled 67.8 Bef. a decrease of 7.1 Bef from the prior vear.
Temperatures during the Fiscal Year 1995 heating season were warmer than normal resulling in 4,700 degree davs.
an decrease of 300 depree davs from normal and 798 degree davs or [6%0 less than experienced in the previous fiscal
vear  Sales to firm customers of 56.2 Bef were 9.1 Bef lower than the previous vear. Associated interruptible
revenues increased by 12% 10 $40.5 milhon as competition from lower fuel oil prices lowered demand for gas.

Gas sales in Fiscal Year 1996 totaled 75.8 Bef, an increase of 8.0 Bef from the prior vear.
Temperatures during the Fiscal Year 1996 heating season were colder than normal resulting in 5,169 degree days.
an increase of 469 degree davs from normal and 969 degree days or 23% more than experienced in the previous
fiscal vear Salesto firm customers of 65.4 Bef were 9.2 Bef higher than the previous vear. Associated interruptible

resenues increased by 7% to $43.3 million.
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Gas sales in Fiscal Year 1997 totaled 69.9 Bef. a decrease of 5.9 Bef from the prior vear.
Temperatures during the Fiscal Year 1997 heating season were slightly colder than normal resulting in 4.622 degree
days. an increase of 22 degree days from normal and 547 degree days or 1 1% less than experienced in the previous
fiscal vear. Sales 10 firm customers of 59 8 Bef were 5.6 Bef lower than the previous vear. Associated interruptible

revenues increased by 2% to $44.2 million. -

Gas sales in Fiscal Year 1998 totaled 63.4 Bef. a decrease of 6.3 Bef from the prior vear.
Temperatures during the Fiscal Year 1998 were warmer than normal resulting in 3.996 degree davs, a decrease of
603 degree days from normal and 626 degree days or 13% Jess than experienced in the previous fisca) year. Sales
1o firth customers of §3.6 Bef were 6.1 Bef lower than the previous vear. Associated interruptible revenues decreased

by 14% to $38.6 million.

——
Accounts Receivable

Gas accounts receivable as of February 28, 1999 were $24 million less than the balance for the
pres1ous twebve months. This 13% decline is due primarily 10 a weather relaied reduction in revenues. Delinquen
pit> accounts receivable as of February 28, 1999 were $25 million less than the balance for the comparable period.
Thrs 20%6 decline is due in part 1o an increase in customer accounts written off, 2 weather related reduction in

revenues and improved collections.




ACCOUNTS RECEIVABLE. RESERVE FOR BAD DEBT, WRITE-QOFF
EXPENSES, DELINQUENT CUSTOMERS AND REVENUE STATISTICS

{Daollars in Thousands)

Fiscal Years Ended August 31,

1994 1995 1996 1997 1998

Rilled Gas Revenues )

During the Year §553.212 $477.601 5539119 5548455 $497.585
Actounts Recewabile at

Augus! 1, 171.730 140,002 143,303 132.560 110,790
Reserve For Bad Debt 73772 78,185 83214 77.100 64,724
Net Accounts Recewvable

al August 31, 97 058 60,807 60,088 55480 48,066
Reserve For Bad Debt as

& Percentage of Accounts —

Recawvabie 43.0% 56.6% 58.1% 5B.2% 58.4%
Net Write-OHts dunng the Year $23.927 $37.518 $33.975 539,149 $45973
Recevadle as a Percentage

of Bileg Gas Revenues 31.0% 29.3% 26.5% 24.2% 22.2%
Dennguent Customers

{Annual Average) 143 613 112,712 115,806 120.501 117,394
Deiinquent Custormers at

August 31, 121,317 114,179 115618 118.825 107,750

AGING ANALYSIS OF GAS ACCOUNTS RECEIVABLE
(Dollar Amounts in Thousands)
As of February 28 1999

Customer

Classifications Cumren:® 30 Davs 60 Davs 90 Days Delinquent
& Over Total Accounts

Residenual &

Small Commercial $ 46.947 $32.164 $12.060 $48.488 £ 139,659 142,975
{ndustrial &

Larve Commercial 8.56! 3.254 1.173 1.317 14,305 1.102
Fraal Billings (a} 636 690 371 8,026 6732 19, 256
Towal (b £56.144 £36.117 $13.604 £57.831 $ 163,696 163,333

As of February 28, 1998
{ uvtamer 90 Day Dehinquent
Clussificatigas Current" 30 Davs 60 Davs & Over Taota! ccaunis
Kovedential &

smail Lemmercial $41202 $ 2164 $16.889 518,639 $ 130,904 125108
frdustroai &

Parge Comimercnal 03558 J.s00 1.087 941 15,202 69
fand ity g3t L0 Rid K27 [ [ERIE 1Ry <
Tota’ 1) § 51372 L B SIRBOF $62.172 § te0.028 143,822
ar L1as seMoace on thesy accounts has been terminated  These accoun's include both volunian and insoluntar terminations
L This amount represents Gas Accounts Recenable and does not include nthe: miscellaneous Accounts Recenable which would
he included in the Accounts Recen able figures on the preceding chan
* ¢ urrent snchudes all amounts under Tepay ment agreements regardless of ape



SELECTED OPERATING DATA

The following data are based upon the records of PGW. For further information, see
"APPENDIX A - Financial Statemnents of PGW for Fiscal Years Ended August 31, 1998 and 1997."

Degres Days
% o normal (4 600)
gagree days
Maximum 24-Hour Sendout
{Mch
Pear.02y Avg Temperature (Degrees)
Gaos Revenuas & Seies By
Customer Classification
Gas Operahng Revenues
Resigentia
Heatng
Non-Healng
ingustna; anc Commercial
Farrr
Ineruplibie
Gas Transporaucn

Crhe’ gas revenues (Municipal, Phila Housing
Authonty ("PHA™ Unbiled revenues. and the

GCR Agyustrmen
Towsl Gas Revenuss
Oiner Operating Revenues
Tow! Cperatng Revenues
Dine Incorme
Totsl Revenues and Other income

SELECTED OPERATING DATA

{Dollars in Thousands)-

FISCAL YEARS ENDED AUGUST 31,

1994 1985 1996
4,998 4,200 5168
™y, 1% 112%

752,707 641,343 620,873
2 16 11
$378.815 5312886 $360.820
25747 22.806 21,754
§B.887 78.132 86.320
36.253 40,502 43,266
380 1.307 1.108
31818 17.347 £3.592
$561 901 $472,980 $568.860
12018 5870 7.188
$573 919 3478 950 $576 048
& 989 29.293 7.668
$580 908 $508,243 $583 716

1887 1998
4622 3.996
100% B7%

661,715 464 464
12 F4:]
33671123 $333.557
2212 20,844
60,047 82,126
44,247 38.034
1,441 2.258
18 822 11,845
$543 782 $488.768
7,188 8927
3550.970 34587 695
7 554 5370
$555 484
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SELECTED OPERATING DATA (Cont'd.}
{Dollars in Thousands}

FISCAL YEARS ERDED AUGUST 31

1994 1595 1996 1897 1998
Summary of Customars At End of =
Pariod
Resioennal 453,806 492,801 480614 4B6.716 487,876
InQustng: ang Commercial
Firm 23930 24,066 23.909 24,165 23,961
Interfruphbie 413 423 ad 454 450
Muricipal ang PHA 2 2 2 2 2
Total Customens 517,651 517,082 514 966 511.337 510.28%
Gas Sales By Classification (Mmcf) —
Residenual
reanng 48255 41,240 48,917 44 556 38 5ps
Non.Heatng 2.833 2.506 2.413 2.253 2116
Ingustnal ana Commercial
Firm 10,976 9.608 10977 10.190 6.254
Interruptible 9,519 11563 10153 9.816 9629
Other I 2.891 3,365 ’ 3,066 7776
Tota! Gas Sales & Transpon 74,860 67.800 75.825 69,88 63.280
Supply & Disposition Of Gas (Mmcf)
Ratural Gas Purchased 81264 86.871 77.882 74.069 6e 15
Liguefieg Petroleum 14 0 : 0 ¢ 0 0
Lwautied Nawral Gas 4.230 2,282 4,287 4,062 a7
Total Gas Supply LEX2T] 72.253 B2,169 7810 68 236
Deduct:
Addinons (o {(Withdrawaisj from
Gas Storage 3.337 (1,128} (899) 194 {722)
PGW s Use and Otner 7 481 5572 7.243 7.856 5878
Tots! Gas Sales 74 880 67,808 75825 65 BB 63 280
Aversge Monthiy Usage of
Residential Customars [Mcf):
Healing L2 ] 83 88 g0 B~
Nan-Healng 229 27 27 26 -]
Average Monthly BIll Of
Residentiat Customers:
Heatng $76 680 $63 00 $72 42 $74 33 S7g 36
Non-Heating $26.28 $24 12 $2410 $25 50 52527

Risk Management

PGW has begun the process of impiementing a risk management program. Draft policy and
procedures have been developed, information systems are being installed. and in-house training has been completed.
PGW plans to conduct a simulation program and thereafter finalize its risk management policy and procedures.

Insurance

PGW is exposed to various risks of loss related to toris; theft of. damage 10. and destruction of
assets, errors and omissions. injuries to employees; and natural disasters. PGW is principally insured through
insurance carmiers  PGW 's property is insured against the risk of loss or damage without aggrepate limits, in the
amount of $750,000.000 per occurrence with a $100,000 deductible subject, however, 1o an annual aggregate limit
n!' S 100,000,000 for earthquake and an annual aggregate limit of $50.000.000 for flood. generaliv. and 1o lower flood
fimsi~ as to the Richmond Plant. A deduciible of $100,000 applies to specific siorage tanks at the Passvunk Plant.
x addiion. PGW mamntains boiler and machinery, blanket crime, and other forms of propeny insurance. Wuh
respect 10 incidents artsing between October 1, 1986 and August 13, 1991 and between September 1, 1994, and
Augus! 3 1996, PGW maintained policies of liabiliry insurance insuring against the risk of damage or injury 10
the pubhic for $25,000.000 in excess of $500.000 for any one incident, gencrally without aggregaie limits. Effeclive
September {1996 PGW increased its policies of liabiliry insurance againsi risk of damage or injury to the public
o S32.000.000 Effective September 1, 1991 through August 31. 1994, the liability insurance retention level was
increased from $500.000 10 $2,000.000 for any one incident. Where PGW and PFMC have potential habilin, PGW
will defend against the actions and make settlements on behalf of PGW and PFMC with respect 1o losses incurred
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by PFMC and PGW up to $500.000. PFMC and PGW are insured under the same Jiability policy insuring against
rish of damage or injury 1o the public. PGW ajso maintains $35.000,000 of workers' compensation insurance in
excess ol $300.000 per incident for on-duty injuries to emplovees. During the last three fiscal years. no ciaim
setlements have exceeded the lev.! of insurance coverage. None of PGW’s losses have been settled with the

purchase of annuity contracts.
LITIGATION -

In the normal course of their business operations, PGW and-or PFMC are from time 10 fime sued
or threatened with fitivation. Most frequently such litigation alleges propenty damage or personal injurny 1o third
parites However, other forms of litigationsalso arise from time to time. PGW iz aware of no litigation pending or
threalened which alone or in the aggregate would have a material adverse effect on PGW's operations or financial
condinon POW behieves it has set aside sufficient reserves o meet liabilities arising out of lingation 10 the extent

not covered by insurance.
UNDERWRITING

Pursuant 10 a Purchase Contract, the Underwriters have jointhy and scverafly agreed, subject 1o
certamn terms and conditions. to purchase the Bonds from the City for a purchase price of $172,479936.69. which
I~ equal 1o the par amount of $176.280.000. less the underwriters' discount of $1.231.337.66 and net original issue
discount of $2.568.695.65. plus accrued interest, The Underwriters’ obligations pursuant to the Purchase Contract
ar¢ suhject (o certain conditions precedent  The Underwriters are obligated 10 purchase 2l of the Bonds, if any are

purchased.

Prudential Sccurities has eniered into an agreement with RRZ Public Markets, tne, ("RRZ"™}
pursuant to which Prudential Secuninies wifl act as underwriter and distribution agent for RRZ in connection with

the fionds.
RATINGS

Itisexpected thar Mpody “s Investors Service. Inc.. Standard and Poor’s Raungs Services and Fiich
IBCA Inc will assign ratings of "Aaa”, "TAAA" and "AAA ", respectivels. 10 both the Sixteenth Series Bonds and
the Second Series Bands subject tu their 1ssuance. based upon the issuance of the Policies. Any explanation of these
ratings may onfy be oblained from the raung agencies. A credit rating is not a recommendation to buy, sefl or hold
securiies  No assurance 1s given that such ratings will be maintained for any piven period of time or that thes mas
not be lowered or withdrawn entirels by the raung agencies if. in their judgment. circumstances so wartant. Any such
Jownward chanee in or withdrawal of any of such ralings may have an adverse effect on the market price of the

H\llid\

TAX MATTERS

Federal Tay Exemption

In the opimien ol Co-Bond Counsel. under existing law . interest on the Bonds is excluded from
sross ancamie for tederal income tas purposes  The opinion set fonh in the preceding sentence is subject to the
condimon thatthe Cm compls wath allsequerements of the Imemal Revenue Code of 1986. as amended (the "Code™).
it et be sausfred subnequent to the nsuance of the Bonds in order that interest thereon be {or continue 1o be)
Cae hisded from gross sncomy tor federal income tax purposes  Failure to comply with centain of such reguirements
could cittese the interest on the Bonds to be so included in gross income retroactive 1o the date of issuance of the

Honds The City has covenanted o comply with all such requirements.
In the opinion of Co-Bond Counsel. under existing law ., interest on the Bonds is not an item «+ tay

preference tor purposes of the federal aliernative minimum tay applicable 10 individuals and corporations. The Cade,
noweser, alsmeludes 1 the computation of the alternative minimum tay applicable to cenain corporations 1as
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defined for federal income tax purposes) a tax preference iten computed with respect (o the corporation's adjusted
current earnings. Because adjusted currenl eamings of a corporation woyld generally include tax-exempt interes:
received, a corporation may be subject to an alternative minimum Lax upon receipt of interest on the Bonds.

The Superfund Amendments and Reauthorization Act of 1986 includes. among other things, a
provision which imposes an environmental tax (the "Environmental Tax") on corporations based on the excess of
"modified aliernative minimum taxable income"” over $2,000.000 for taxable vears beginning before January 1.1996.
Since modified alternative minimum taxable income is generally defined in the same manner as alternative minimum
taxable income. 1o the extent that interest on the Bonds is included in adjusted curren! earnings, such interest may
subject a corporation to the Environmental Tax. On the date hereof, the Environmental Tax has not been
reauthorized with respect 1o taxable years beginning on or after January 1, 1996, and holders of the Bonds should
consult their tax advisors with respect to a possibie reauthorization of the Environmental Tax.

Prospective purchasers of the Bonds should be aware that cenain federal income tax consequences
may apply to certain holders of the Bonds, including the following: -

() The Code denies a deduction for all of the interest on indebledness incurred or continued
10 purchase or carmy the Bonds or, in the case of a financial institution, all of that portion of a holder's interest
expense allocated 1o interest on the Bonds. ‘

(i) With respect 1o property and casualty insurance companies, the Code reduces the
deduction for losses incurred by 15% of the sum of certain items, including interest on the Bonds.

(1) interest on the Bonds earned by cenain foreign corporations doing business in the United
States could be subject to the branch profits tax,

(iv} Passive investment income, including interest on the Bonds, mayv be subject to federal
income taxation for S corporations that have Subchapter C eamnings and profits at the close of the taxable vear. if
more than 25% of the gross receipts of such S corporations are passive investment income,

(v) The Code requires recipients of certain Social Security and certain Railroad Retirement
benefits 1o take into account receipts or accruals of interest on the Bonds in determining whether such benefits may
be included in gross income.

Except as expressly staied above to be their opinion, Co-Bond Counsel does nor express any
opimon as 1o any other federal income 1ax consequences of acquiring, carrying. owning or disposing of the Bonds,
and the prospective purchasers of the Bonds should consult their tax advisers as to the applicability of these and any
ather collateral consequences of pwnership of the Bonds.

No assyrance can be given that amendments to the Code or other federal legislation will not be
introduced and‘or enacted which would cause the interest on the Bonds to be subject. directly or indirectly, 1o federal
incame taxation or adverselv affect the market price of the Bonds or otherwise prevent the holders of the Bonds from
realizing the full current benefit of the status of the interest thereon.

The text of the proposed approving opinion of Co-Bond Counse! is included as APPENDIX F

herete
Tav Accounting Treatment of Original Issue Discount and Bond Premium

The initial public offering price of certain Bonds listed on the inside front cover of the Official
Statement (the Q1D Bonds") is less than the amount pavable at maturity of such Bonds. The difference between
the innai public offering price at which each maturity of O1D Bonds is sold and the amount payable at maturity is
origimal issue discount ("O1D"). which constitutes interest which is excluded from gross income of an owner of OID

Bonds for federal income tax purposes.
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Owners of 01D Bonds should consult their own tax advisers with respect 1o the determination for
federal income tax purposes of interest accrued upon sale or redemption of OID Bonds, with respect 10 the owners’
basis for determining gain or loss for federal income 12x purposes upon a disposition of OID Bonds, with respeci
1o the collateral federal tax consegquences of an acerual of O1D and with respect 1o state and Joca! tax consequences
of owning OID Bonds. Colateral 1ax consequences and the application 61 state and Jocal taxes may be deemed to
apply to OID in the vear of accrual even though there will not be a corresponding cash payment until a Jater yvear.

The initial public offering price of certain Bonds listed on the inside cover of the Official Statement
is in excess of the amount payable at maturiry of such Bonds. An amount equal 1o the excess of the purchase price
of a Bond over its stated redemption price at maturity constitutes premium on such Bond. The purchaser of such
a2 Bond must amortize any premium over the Bond's term using constant yield principles. The amount of amorntized
bond premium (i} reduces the holder’s basis in the Bond for purposes of determining gain or loss for federal income
tax purposes upon the sale or other disposition of the Bond and (i1) is not allowed as a deduction for federal income
tax purposes to the holder. Purchasers of Bonds at a premium, whether at the time of initial issuance or subsequent
thereto. shouid consult their own tax advisors with respect 10 the determination and treament of premium for federat
income tax purposes and with respeci 1o state and local tax consequences of owning such Bonds.

Pennsvivania Tax Exemption

In the opinion of Co-Bond Counsel. under existing law, interest on the Bonds is exempt from
Pennsylvania personal income tax and from Pennsylvania corporate net income tax, and the Bonds are exempt from
personal properny 1axes in Pennsvivania.

CERTAIN LEGAL MATTERS

Allfegai marters incident to the authorization, issvance and sale of the Bonds is subject to approval
of the legality of the issuance of the Bonds by Fox, Rothschild, O'Brien & Frankel, LLP and Woif, Block. Schon
and Solis-Cohen LLP, Co-Bond Counsel, both of Philadelphia, Pennsyivania. The proposed form of such opinion
is included herein as APPENDIX F. Certain legal matters will be passed upon for the Underwriters by DeCotiis.
FuzPatrick & Gluck, LLP, Trenton. New Jersev and Obra S. Kemnodle, 111, P.C., Philadelphia. Pennsvivania, Co-
Underwriters’ Counsel. Certain legal matters will be passed upon for the City by the Office of the Cirv Solicitor and
by Blank Rome Comisky & McCauley, LLP, Philadelphia, Pennsylvania, Special Counsel to the City. Cenain legal
matters will be passed upon for PGW by its Office of General Counsel.

FINANCIAL ADVISORS

Public Financial Management, Inc., and Hopkins & Company. both of Philadelphia, Pennsyivania,
have served as co-Ninancial advisors {the "Co-Financial Advisors™) 1o the City in respect 1o the sale of the Bonds.
The Co-Financial Advisors assisted in the preparation of this Official Statement. and in other maters relaring io the
planning. siruciuring and issuance of the Bonds, and have provided other advice. Public Financial Managemen,
Inc and Hopkins & Company are each financial advisory and consulting organizations and neither is engaged in the
husiness of underwrinng, marketing or trading of municipal securities or any other negotiable instruments,
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INDEPENDENT AUDITORS

The financial statements of PGW for the fiscal years ended August 31. 1998 and 1997 have been
audited by Delointe & Touche LLP, independent auditors, as stated in their report included in APPENDIX A to this
Official Staternent.

INDEPENDENT CONSULTANT'S REPORT

The report prepared by Stone & Webster Management Consultants, Inc., and contained herein as
APPENDIX B, has been included in reliance upon the expertise of that company as an independent consuliing firm
having broad experience in the design and analysis of the ¢ - -ation of gas works or gas distribution systems of the
magnitude and scope of PGW and having skill in assessing assumptions used in the preparation of forecast financial
siatements of pas works svsiems.

NO LITIGATION OPINION

There is no controversy or litigation of any nature now pending or threatened in writing seeking
to restrain or enjoin the issuance. sale, execution or delivery of the Bonds. or in any way contesting or affecting the
validity of the Bonds or any proceedings of the Ciry taken with respect to the issuance or saie thereof, or the pledge
or application of any monevs or securiry provided for the payment of Bonds or the existence or powers ofthe City.

Upon delivery of the Bonds, the Office of the City Solicitor shall fummish a centificate, in form
satisfactory to Co-Bond Counsel, to the effect, among other things, that, except for litigation which in the opinion
of the Office of the City Solicitor is without merit. and except as disclosed in this Official Statement, to the best of
1ts knowledge. no litigation or other legal proceedings are pending or threatened in writing. to restrain or enjoin the
1ssuance or delivery of the Bonds or the coltection or pledge of any moneys provided for the payment of the Bonds
or contesting or affecting the validity of the Bonds or contesting the powers of the City or its authority for the
1ssuance ol such bonds.

NEGOTIABLE INSTRUMENTS

The Actprovides that bonds issued thereunder shall have all the qualities and incidents of securities
under the Uniform Commercial Code of the Commonwealth of Pennsylvania and shall be negotiable instruments.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

The accuracy of the mathematical computations of the adequacy of the maturing principal amounts
of and interest on the investments held in the Escrow Account 1o pay (1) interest when due on all Refunded Bonds
and (21 1he principal amount and applicable redemption premium, if any, of the Refunded Bonds when due will be
venilied solely as to mathematical accuracy by Drucker & Scaccetti. P.C., independent certified public accountants.

CERTAIN REFERENCES

All summaries of the provisions of the Bonds and the security therefor. the Aci. the 1975 General
Cindinange. the Sinvieenth Supplemental Ordinance. the 1998 General Ordinance and the Second Supplemental
Ordmance set fonh herein and in APPENDIX C hereol. and all summaries and references to other materials not
purported ta be quoted 1n full are only brief outhnes of ceratn provisions thereof and do not constitute complete
siatements of such documents or provisions. Reference is made hereby o the complete documents refating to such
natters for the complete terms and provisions thereol. So far as statements are made in this Official Statemeni
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involving matters of opinion, whether or not expressly so stated, they are made merely as such and not as
representations of fact.

CONTINUING DISCLOSURE

In order to enable the Underwriters 1o comply with the requirements of Rule 15¢2- 12 promulgated
by the Securities and Exchange Commission, the City will enter into & Continuing Disclosure Agreement (the
“Continuding Disclosure Agreement™) with the Fiscal Agent acting thereunder in the capacity of dissemination agent
for the Bonds which shall constitute a written undertaking for the benefit of the owners and beneficial owners of the
Bonds. See APPENDIX E - "FORM OF CONTINUING DISCLOSURE AGREEMENT for the detailed provisions

of the Continuing Disclosure Agreement. )
The City is in compliance with its continuing disclosure obligations with respect to afl Gas Works
Revenue Bonds.

ADDITIONAL INFORMATION

Upon written request to the office of the Director of Finance and payment of the costs of
duplication and mailing, the Annual Repori of the Ciry for the Fiscal Year ended June 30, 1998, and the audited
combined financial statements of the City for the Fiscal Year ended June 30, 1998, will be made available, as well
as other pertinent information. Such a request should be addressed to: Office of the Director of Finance, Municipal
Services Building, 1401 John F. Kennedy Boulevard, Philadelphia, Pennsyivania 19102, The City will provide
copies pf the foregoing documents 1o one or more nationally recognized municipal securities information
depositeries. The Ciry will provide financial and other information regarding the Gas Works from time to time to
Standard & Poor's Ratings Services , Moody’s Investors Service, Inc. and Fitch IBCA, Inc. in connection with
securities ratings issued by those rating agencies of obligations of the Gas Works. The Ciry will continue these
practices in future years on an annual basis on behalf of the Gas Works as well as al] bonds issued for the Gas Works.

This Official Statement has been duly executed and delivered by the following officers on behalf
of the Ciry of Philadelphia.

CITY OF PHILADELPHIA, PENNSYLVANIA

By: /s/ Edward G. Rendell
Mayor

/s/ Jonathan A. Saidel
City Controller

“fs! Stephanie L. Franklin-Suber

City Solicitor

Approved

-s Ben Havllar
Director of Finance
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Delpitte &
Touche -

/ \ Deloitte & Touche LLP Telephone: (215} 246-2300
- Twenty-Fourth Figor ~ Facsimile. {215} 569.2441
1700 Marke: Siree:

Philadeiphia, Pennsylvania 18103-3984

INDEPENDENT AUDITORS' REPORT

To the Controller of the Ciry of Philadelphia
and the Chairwoman and Members of -
the Philadelphia Gas Commission
Philadelphia, Pennsylvania

We have audited the accompanying balance sheets of the Philadelphia Gas Works (the “Company™) as of
August 31, 1998 and 1997 and the related statements of income, changes in Ciry equity, and cash flows for the
vears then ended. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audits,

Except as discussed in the following paragraph, we conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform the audit 1o obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluaring the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

Governmental Accounting Standards Board Technical Bulletin 98-1, Disclosures about Year 2000 [ssues,
requires disclosure of certain matters regarding the year 2000 issue. The Company has included such disclosures
in Note 3. Because of the unprecedented nature of the year 2000 issue, its effects and the success of related
remediation efforts will not be fully determinable until the year 2000 and thereafier. Accordingly, insufficient
audit evidence exists to suppont the Company's disclosures with respect to the year 2000 issue made in Note 13,
Further, we do not provide assurance that the Company is or will be year 2000 ready, that the Company’s year
2000 remediation efforts will be successful in whole or in part, or that parties with which the Company does
business will be year 2000 ready.

In our opinion, except for the effects of such adjustments, if any, &s might have been determined to be necessary
had we been able to examine evidence regarding year 2000 disclosures, such financial statements present fairly,
in.all materiat respects, the financial position of the Philadelphia Gas Works as of August 31, 1998 and 1997, and
the results of its operations and its cash flows for the years then ended in conformity with generally accepted
accounting principles.

The supplementary information in the schedules of funding progress and employer contributions on page 20 is
not a required part of the basic financial statements but is supplementary information required by the
Governmental Accounting Standards Board. This supplementary informarion is the responsibility of the
Company's management. We have applied centain Jimited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit the supplementary information and. accordingly. express no opinion on it.

Dilaitte v Tacwehe A4 A

December 24, 1998

Deloitte Touche
Tohmatsu



PHILADELPHIA OAB WORKE
HALANCE GHEETS
Auguet 31, 1998 end 1397

ABGETS
Udllty plant, at originel coet:
In sarvics
Undar construction
Totad
Lese sccumulated depreclation
Udlity plant, net
Restricted Investrmant funde:
Binkdng fund, revenus bonds
Capital kvprovament fund

Current assate:

Cash and cesh squivalents

Acoounts recelvable:
Cuetomes s
Othats
Acorued gas revamms
Accurrdated provision for uncoltsctble
mocouwnis
Accounta recelvable. net

Msisrals snd supplles

Other curtant senate and defwred dabits

Total current sssete

Unamordiead bond lesuance costs
Unamor trad fossss on reacquired debi
Employess’ dateryed compansaton plan
Defarred CRP srresrsges

Othar asssle snd delaryed debite

Totd oveets

Ses sovompenying hotes to finandd statements.

| Thousende of Dollars)

Notas ALEL 1987

1.8

4 1,230.1%2 4 1,178,450

409719 28 270

1,271,131 1.203,720

448, 76% 414 8941

821,348 788,779

230 88,111 19,878

3.0 99,62 21,897

13 i,!l:l 1,284

1.4 ae. 280 100,887

2 1,708 [:11)

1 1.1%0 8,700

1.4 {e4.724) {17, 100f

32.414 42,428

1 52,448 84,212

14712 29,487 29,201

120,442 137,128

e 11,129 7,808

1.9 47,129 37,137

3 34,024 31,6%8

4 22,500 22,693

1.4.11,12 22 044 15 DE6

4 9.229.38% 4 1,142,201

EQUITY AND LIABILITIES Notes

City squity 2

Lang-term debt: as
Revenus bonde

Subordinate lasse obligadons

Toted long-twm debt

Curterd Kabllltes:
Notes payabis L]
Cwvrant porton of long-tarm deht: 8.5
Revenue honds '
Bubiardinate lsase obiigatians

Aocoocimte payabls
Customes depodts

Othat current Rabllides end

deferred credie 1.11,12
Aocrusd sooouin:

Intarasl, taxus and wages

Dletrfbution to the Clty 2
Totad aurrent Aubifides
Ervploysas’ dafarved companseton plan 3
Other Babillisn and delurred aredity 11112
Ceormnitments snd continganclas 12

Towd squity mnd Asblites

{Thousands of Dollare)

1888 htsd)
) 251 982 4 168987
780,004 817 808
17,059 34028
718,053 801 911
38 190 36,000
34,187 31.2%0
8,083 4 989
29,427 34524
1,31 1,708
5454 11,462
pass ' 2.384
3,000 3,000
149 831 120,274
34,024 31,658
16,691 © 21,373
¢ 1,229,361 $ 1,142,201




PHILADELPHIA GAS WORKS
STATEMENTS OF INCOME
For the Yesrs Ended August 31, 1998 and 1997

Operating revenuas:

Nonheating

Gas trensport service

Heating

Unbilled gas adjustment
Total gas revanues

Other operating ravenuaes —
Total operating revanues

Opersting axpenses:
Natural gas
Other raw material
Gas processing
Fiald service
Distribution
Collaction
Meter reading
Provision for uncollactible
accounts
Customear sarvices
Customer accounting
Marketing
Administrative and geners|
Pensions
Taxes
Totel operating expeanses
except undistributed depreciation

Depraciation

Less depreciation distributed
through clasring accounts

Total deprecistion

Total opersting expanses

Operating income
Intarest and other income

Income before interast expense

intarest expense:
Long-term dabt
Other
Allowance for funds used during
construction
Total interest expense

Net income
Distribution to the City of Philadelphia

Transterred {from] to City equity

See accompanying notes to financial statements.

Notes 1998 1997

14,678 § 81513 $ 90,451
2.258 1,441

406,826 450,247

(1.829) 1,650

488,768 543,783

8,927 7.187

.497,695 550,970

1,72 246,699 271,627
0 4

13,582 14,238

16,032 18,883

16,500 20,454

9,185 9,460

3,627 3,844

34,130 33,474

12,826 13,205

6.577 5,898

5,268 3.841

11 42,268 45 200
10 3.334 4,590
6,235 6,517

416,243 451,235

1.8 41,019 36,652
1.8 5.628 4,804
35,3M 31,848

451,634 483,083

46,061 67,887

1 5,370 7,514
51.431 75.401

1.8 43,027 44 BB7
7.860 6,587
1 1431} T-Y-§
50,456 51.430

97% 23,97

2 18,000 18.000
$  {17,025) s 5,971

{Thousands of Dollars)



PHILADELRPHIA GAS WORKS
STATEMENTS OF CASH FLOWS
For the Yeers Ended AUGUST 31, 1998 AND 1997

Cash flows from opsrating activities:
Cperating incoma
Adjustments to rsconcile oparating incomse to net cash
pravided by operating activities:
Depreciation and amortization
Other income [expanse)
Changses in assets and Eabilities:
Accounts receivable
Materials and suppliss invantories —
Other axsats and delerred debits
Accounts and construction contracts payable
Other current liabilitiss
Other lisbilities and deferred credits
Net ¢cash provided by opersting activitiss

Coash flows from noncaphae! finencing sctivities:
Interest income on temporary investments
interest payments on notes payable
Incraase i noteas payable
Distribution to the city ot Philadelphia
Net cash lused in) provided by non-caphal financling activities

Cash flowa from capital & related financing activhties:
Capritai spanding activities:

Nat construction expenditures

Drewdowns on capital improvement fund
Net cash [used in) caphal spending ectivities

Other capheal financing activitias:
Procesds from kong-term debt issued
Deposited with escrow agent for defeasance of debt
Capintal improvemaent fund deposits
Lonp-term debt issusnce sxpensss
Interest Income on capital improvemant fund
interest income on xinking fund
Sinking Fund Deposits
Prncipal payments on kong-term dabt
intarest payments on iong-term dabt

Ne: cash {used in) capital financing activities

Ne: cash {usad in} capital & related financing activitiss
Net increass {decrassa] in cash and cash equiveiants

Cash sand cash squivalents at beginning of the yesr
Cash and cash squivalants at end of the year

Supplemenial Disclosure of Non-Cssh Capital and Related Finsncing Activitias

[Thousands of Dollars)

The company incurred non-cash interest axpense as follows for the ysars ended

August 31, 1998 and 1997:

Accretad interest

Amonization of discount

Amortization of premium

Amoruzation of bond issuance costs

Amortization of Josses on rsacquired debt -

Ses accompanying notes to financial statements.

1998 1997
s 48,061 $ 67,887
48,854 41,879

1.348 4,549

9,802 (2,357

1,764 2.508

8,238 15,297}

{7,086} 4,573
12.787) (2,038)

{2.314) 8,661
91,868 120,367

1,278 7,287

(2,992 {1,350}
26,190 18,000
{18,000) 118.000)
€.478 T 13.063
170.498) (52.107}

50.163 5.806
120,233 186,301

287.101 23.000

{183.822) o
(94,1301 {22.831]
15,832} 1169)

1,540 203

1,089 1,238
15.432) 11.238)
{33,338} {38,805
(36,798] 41,811
169.412) 180,513
189,745) 1126,814)
8,599 (3.510}

1,284 10,794

3 9.883 s 1.284

1998 1997

s 3.614 $ 2.371
1,010 1,133

51 0o

725 707

3,102 3.272



PHILADELPHIA GAS WORKS

NOTES TO FINANCIAL STATEMENTS
For the Years Ended August 31, 1998 and 1997

.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The occounting methods employed by the Philadelphia Gas Works {the "Company” or "PGW"] are
prescribed by the City of Philadelphia (the "Cily") and are. in all material respects, in conformity
with generclly accepted accourtimg principles. Such methods include informed estimoles ond
judgments ot management tor those transactions thot cre not yet complete or for which the
ultimale effects conneol be precisely determined. Actual results moy differ rom these estimates.
The principal accounting policies within this framework are described as foliows:

Regulgtion

The Company is subject to the rules ond regulations ‘of the Philadelphia Gas Commission [the
"PGC") ond generally maintoins its occounis in accordance with the prescribed Uniforrn System of -
Accounts.

On May 15 1994, the Company filed with the PGC its 1997 Operating Budget which was based
upon existing rate levels. On September 24, 1994, the PGC approved the 1997 Operating Budge!.

On June 17, 1997, the Compony filed with the PGC its 1998 Operoting Budge! which was based on
existing rote levels. The 1998 Operating Budget was approved on Oclober 29, 1997.

On August 26. 1998, the Company filed with the PGC its 1999 Operating Budget which waos based
upon exisling rate levels. The PGC has not ye! approved the 1999 Operaling Budget.

On July 9. 1998, the Compony filed with the PGC o preliminory 1999 Capitol Budgel which wos
subsequently finalized with o September 18, 1998 filing. The PGC haos not ye! reviewed the budget
for its recommendation to City Council for approval. However, an ordinance has been prepared
gronting PGW interim capital spending authority until the budget is opproved.

Utility Plont

Utility plont is stoted at original cost. Utility plant in service includes o Synthetic Natural Gas Piant
("SNG Plant"} that is being mainiained primarily in o reserve status and o propane/air tacility ("L.P.
Plant”"} which is net currently in use. At August 31, 1998 and 1997, the net book value of the SNG
Plont was $16.402.000 ond $21.849.000. respectively. and the net book volue of the L.P. Plant was
$3.395.000 and $4.527.000. respectively.

Allowance for Funds Used During Construction

Allowance for tunds used during construction {"AFUDC"} is an estimate of the cost of funds used for
construclion purposes. Tne AFUDC. os calculoted on borowed funds, reduces interest expense.
The AFUDC rate cpplied to construction work in progress wos 6.1% in both the 1998 and 1997 fiscal

yE&Qars.



PHILADELPHIA GAS WORKS
STATEMENTS OF CHANGES IN CITY EQUITY
For the Yeers Ended August 31, 1998 and 1997

Balance. beginning

Transferred from statements of incoms

Balance, ending

$

{Thousands of Dollars)

1998

268,987

(17.025]

251.962

1997
¢ 263,016

5,971

$ 268,987



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Cont'd)

Property Additions, Retirements, Sales ond maintenance

The cost of additions. replaocements and betterments are capitolized and included in the utility
plant accounts. The cost of property sold or refired is eliminaled from the utility plont* and
accumulaled depreciation accounts. Normal repairs. maintencnce, the cost of minor property
items and the expense of retirement of ufiiity plant are charged to operating expenses as incumred.

Depreciation

Historicolly, depreciation is provides on a straight-ine method using rates applied to each asset
category. In both the 1998 and the 1997 fiscal years. the compaosite rate was 3.2% based on o
depreciation study compileted in 1997, In a previous rate order, the PGC disallowed the accrual of
the net salvoge component in depreciation. In fiscal yeor 1997, cost of removal was charged
ogainst the reserve when incurred. in fiscal year 1998. the cost of removal was charged to expense
when incurred.

Accrued Gas Revenues

Revenues are recognized as gos is distribuled. Estimoted revenues from gos distributed and
unbilled are cccrued and included in income.

Customers

The Company's service territory encompasses the City of Philadelphia. Of the Company’s
approximate 512.000 cusiomers. over 25 percent are residentiol,

Customer Receivgbies

The Company's tariffs provide for various agreements under which resideniial cusiomers may pay
arearages with extended terms. Cerlain of such agreements, if aghered to, provide for forgiveness
of omecrages. At August 31, 1998 and 1997. the number of customers with agreements providing for
forgiveness of orearages approximated 2.000 in 1998 and 3.000 in 1997.

In November 1993, the Gas Service Tariff was amended fo discontinue offering new forgiveness
ogreements. In its place. the Company offers a discounied paymeni plan for current receivables
with o possible forgiveness of amearages in five years. The total number of customers with
discounted payment plans as of August 31, 1998 and 1997 was approximately 51,000 and 55.000.
respectively.

Gas Cost Rate

PGW's single greatest operating expense is fhe cost of nafural gas and row malerials. This cost. as
well os ceroin other specific costs. including earmed Customer Responsibility Program ["CRP”)
discounts and conservalion program costs. are recovered through the operation of the Gas Cost
Pate {"GCR") which is gpproved by the PGC. The base rate approved by the Gas Commission
includes o fuel componen!. PGW coiculates ils anlicipoled onnue! cost for fuel and allocoles the
excess of that cost over the base rate component, ond cerain other specific costs to its customers
cn ¢ levelized basis for paymen! during the fiscal yeor, using the GCR. Al the end of the fiscal year,
costs recovered through the GCR and base rate are compared lo the actual cost of fuel ond other
specific costs and customers can be credited



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: [Cont'd)

Gos Cost Rote  [Coni'd)

or charged for overrecovery or under-tecovery. An over-recovery is O liability at the end of the
fiscal year in which it occurs. while an under—recovery is o deferred debit until billed. The GCR is
odjusted in the subsequent fiscal yeor 1o reflect the under—recovery or over-recovery. Changes in
the GCR impact the reported amounts of gas revenues and operating expenses, but do not affect
operating income or net income. (Alsc. see Note 7).

On August 2, 1994, the Company filed its GCR Toriff proposal for the 1997 fiscaol year ot o charge of
$1.6517 per/mcf to be efleclive Sepiember 1, 1994. On September 24, 1994, the PGC outhorzed @
temporary GCR rate. o charge of $1.6517 per/Mc! to be effective October 1. 1994, while the PGC
continued its ongoing review of the Compony's filing. On November 12, 1994, the PGC completed
its GCR review and outhorized o charge of $1.4272 per/Mcf to be effective December 1, 1994,

On August 1. 1997, the Company filed with the PGC its GCR 1anff for the 1998 fiscal year ot o
chorge of $1.2231 per/Mcl 10 be effective on September 1. 1997. The PGC compleied its GCR
review and authorized o charge of $1.4272 per/Mct. '

On August 3. 1998, the Compony filed with the PGC its GCR toritf tor the 1999 fiscol yeor ot ©
charge of $1.2446 per/Mcf to be effective on September 1. 1998. While the PGC is cumently
reviewing this proposal, the current rate of $1.4272 per/Mcf continues to be effective.

Moleriols ond Supplies

Materials ond supplies. consisting primarily of fuel stock, gases stored to meet peck demand
requirements and spare ports, ore sioted of the lower of averoge cost or morket.

Bond Issuance Costs, Debt Discount and Premium

Discount/Premiums and expenses arsing from the issuance of revenue bonds are amortized using
the interest method over the term of the parlicular bond issue.

Losses on Regcquired Debt

Losses on reacquired deb! ore defemed ond amorized. using the interest method, o interest
expense over the lite of the retunding bond issue as required by the PGC.

Pensions

The Company has @ noncontributory pension pian [the "Pension Plan”} covering all employees ond
providing for retirement payments at oge sixty-five or earlier under various options. In accordance
witn Resolutions of the PGC. Ordinances of City Council ond os prescribed by the City's Direcior of
Finance. the Pension Plan is being funded with contributions by the Company to the Sinking Fund

Commission of the City.



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Cont'd)

Sfatements of Cash Flow

For the purpose of reporing cash flows. ail non-restricied highly liquid investments (stoted ot cost
which opproximates market] with original maturilies of three months or less ore considered cash
equivalents.

Reserve tor Injuries and Damages

The Company is principolly insured through insurance comiers: however. the Company is required
to cover setllement of claims which are excluded under the provisions of such insurance policies, A
reserve has been established. in occardance with PGC regulations. in an amount which estimates
settlements to be poid by the Company in the next fiscal year.

Estimated losses from cloims for occumences not covered by insurance, which will not be paid in
the next fiscal year have been accrued and deferred. Such ligbiiities hove been established based
upon Company history ond consultation with counsel. Such expenses are expected to be
recovered through future rates. Charges against the reserve are made as claims ore settied. [Also.
see Nofe 11§,

Adoplicn of Accounting Standards

For the year ended August 31, 1997, the Company odopted Govemment Accounting Slandords
Bocrd [GASB) Stalements No. 27. Accounting for Pensions by Stole and Local Governmenial
Ermolopers ond No. 31, Accounling and financial Reporling for Cerfain lnvesiments and for External
invesimen! Pools.

The Company's odoption of GASE No. 27 had no significaont effects on ils financicl statemeni. [Also.
see Note 10

In 1997. the Compony elecied o eardy odopt Govemmenial Accounting Staonderds Boord
Stotement No. 31, (GASB No. 31} Accouniing and Financial Reporting for Certain Invesiments ond
for External Investmen! Pools. The statement establishes fair value standords for invesiments held by
govemmental entilies, except tor certain money maorket investments. as defined. which ore
recorded at amoriized cost, The siatemen! also esigblishes new reporting standaords tor investmeni
income. {AlsQ, see Note 3

in prenanng its generol purpose financial statements, the Compony retroactively applied the
provisions of GASS No. 31. by restating the beginning City Equity as of August 31. 1996 as follows:

City Equity
Beginning fund balonce. as previously reporied $ 243.252.000
~doption of GASR No. 31 {236,000
Beginning fund talance. os restated § 263014000

The Compzny’s investments consist of money market investments that have a remaining maturity ot
time cf purchaose of one yeor or less.

Presentation

Certain 1997 amounts have been reclassified to conform with the 1998 preseniation.



2.

OWNERSHIP AND MANAGEMENT:

The Company is owned by the City, As of Jonuary 1, 1973, under the terms of o two-yeor
ogreement automatlically extended for successive two-year pefiods unless canceled upon 90 days
notice by the City, the Company is being managed by the Philadelphia Facilities Maonogement
Corporation (“PFMC"]. The agreemeni. as amended, provides for reimbursement to PFMC of actual
costs incurred in managing the Company. not to exceed o fotal of $900.000 ond $875.000 in fiscal
year 1998 aond 1997, respectively. [Also. see Note 11) The agreement requires the Company to
make annual payments of $18.000,000 1o the City.

In 1995, the City gronted the Company $21.135.000 to be vlilized as “"project revenues”. Such
amounts are non-refundable. and agcordingly. were recorded by the Company as non-operating
revenues in 1995, The City received the reloted funds by enlering info @ Forward Purchase
Agreement, linked to expected fuiure eomings in the Sinking Fund (see Note 8). Under its
arrangement with the Company, the City has traditionally granted such earnings to the Company.
In conjunction with the Farword Purchase Agreement, the City has agreed to withhold such grants
for seven {7) years onh balances in the Sinking Fund up to approximately $61.000.000.

The Company engages in various ofher transactions with the City, The Company provides gas
service to the City. Operating revenues include $7,700.000 in 1998 ond $8.281.000 in 1997 reloting to
gies 1o the City. Waoler ond sewer services and licenses are purchased from the City. Such
purchoses totaled $855.000 in 1998 ond $776.000 in 1977. Amounts payable to the City were
$421,000 ond $654.000 ot August 31, 1998 and 1997, respectively.

Cenain activities of the PGC are paid for by the Company. Such paymenis totaled $1,275.000 in
1998 and $1.167.000 in 1997.

CASH AND INVESTMENTS:
A. Cosh

Cash consists primarily of bank depasits. Bank balances of such deposits at Augus? 31, 1998 ond
1997 were $1.689.000 ond $1,302.000, respectively. Book balances of such deposits at August 31,
1998 and 1997 were [$547.000) and {$141.000). respectively. Deposited funds are either insured
by a iederal ogency or collateralized in accordance with City and State stolutes. Federal
depaository insurance on these balonces at August 31, 1998 and 1997 was $392.000. ond
$437.000. respectively. The composition of the Compony’s deposits throughout the vear ended
August 31, 1998 was not significantly different from that ot the balonce sheet date.

E. Investments

Stotutes authorize the Company to invest in obligations of the U.S. Treasury. US. Governmen!
~nenzies and Instrumentalifies. and repurchase ogreements (collateralized by obligations of
tne US. Treasury and Government Agencies). In the opinion of management. for the years
enoeg August 31. 1998 aond 1997, 1he Compaony operated, in all material respects, within the
crovisions of such slotules.

10
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CASH AND INVESTMENTS: (Cont’'d)
B. Investments (Cont'd)

The Company's investments are categorized below fo give an indication of the level of creds
risk aossumed ot year-end. Colegory | includes invesiments that ore insured or registered or for
which the securities are held by the Company or its ogent in the Company's name. Category 2
inciudes uninsured and unregistered investments for which the securities are heid by ihe
counterparty’s trust deparment or agent in the Company's name. Calegory 3 includes
uninsured ond unregistered investments for which the securities are held by the counterparty or
by its trus! depariment or ogent. but not in the Compony's name. Repurchoase ogreements with
o camying amount {at markelyclue) of $1.900.000 and 30 at August 31, 1998 and 1997,
respectively. were classified as Category 1 Investmenfs. Money marke! occounts with o
camying amount {al market volue) of $8.550.000 and $1.425.000 ot August 31, 1998 and 19%7.
respectively. coutd not be classified as to credit risk. .

The Company's Sinking Fund ond Copital Improvement Fund deposils. consisting primarily of
U.5. Treosury ond governmeni agency obligations, are mointained by the Cily or in the
Company's nome by its ogent ond are considered Category 1 Investments. At August 31, 1998
and 1997, $65.624.000 and $21.657.000 was restricted to the purchase of utility piant,

The omount of the Company's investments in the vorious categories of credit risk during the year
ended August 31, 1998 and 1997, was not significantly different from the categorizalion i the
balance sheet date.

DEFERRED EXPENSES:

in complionce with role orders issued by the PGC. the cost of projects which produce benefits over
an extended period are defemed. Such costs are being omortized to expense over o period
matching their useful lives which range from two fo ten years. The unamortized expenses included
in other current assets as of August 31, 1998 and 1997 were $3.665.000 and $2.250.000. respectively.
The unomerized expenses included in defemed debits as of August 31. 1998 and 1997. were
$5.405.000 and $5.270.000. respectively.

On November 9. 1995, the PGC, as por of the approval of the 1996 Operating Budgel. allowed the
Company to defer and recover in rates over g ten-year period beginning in 1995, $37.500.000 of
outstanding accounts receivable deemed 1o be not colleclible, due o onlicipated restrictions on
Crisis gronts. Any subsequen! gronts received hove been used to reduce this regulatory asset. The
baolance of the regulatory asset at August 31. 1998 and 1997, was $22,500.000 and $22.693.000.
respeclively,

DEFERRED COMPENSATION PLAN:

The Cecmpany offers its employees a delemed compensation plan (the "Plan”) created in
scoordonce with Inlernal Revenue Code Section 457, The Plon. ovailoble to all Company
employees. perrits them lo deler o porion of their salory until future years. The delered
compensalion is no! ovoilable to employees urlil fermination. retirement, decth or unforeseeable
emergency.

Al cmounts of compensation detered under the Plan. all property and rights purchased with those
cmounts. and all income atiributable to those amounts. property, or righls are (unlil paid or made
avoilable 1o the employee or other beneficiary} solely the property and rights of the Compony
[without being restricted to the provisions of benefils under the Plan), subject only fo the claims of
the Company's general credilors. Porliciponts’ rights under the plon are equal to those of genera!
creditors of the Company in an amount equal to the fair market

11



DEFERRED COMFPENSATION PLAN: (Cont'd)

value of the deferred account for each participant. The Company believes that it is unlikely thot it
will use the Pian's assets io salisfy the cloims of general creditors in ihe fulure.

The Plan provides that in the absence of gross negligence, fraud or williul misconduct. neither the .
Company nor the Plan Agdministrator shall be accountable or liable for any investment loss.

The following is o summory of the incresses and decreases in Pion assels:

Thousands of Dollars

1998 1997
Plon Assets [a} estimated Market Value)

Seplember ) $31.654 $23.21¢4
Contributions 3.853 . 3.297
Return on investment 215 6.250
Payments to Eligible Participants

and Beneficiaries 1,700 [1.107}
Plan Assets [at estimated Market Value] .

August 31 $34.024 $31.456

NOTES FAYABLE:

Pursugnt to the provisions of certain Ordinances and Resolutions of the City, the Compony moy sell
short-term notes in © principal omount which, together with interest, may not exceed $100.000.000
outstending at any one time, These notes are intended to provide additional working caopital.
They are supporied by an irevocabie letier of credit ond o subordingled securty inferest in the
Company's revenues.

The notes outstanding at August 31, 1998 had an average weighted interest rate of approximately
3.55% ond remaining time to maturity of 2 days to 133 days. The principal amount outstanding at
August 31, 1998 ond 1997 wos $56.000.000, ond $30.000.000. respectively.

The Company also had other noles outstanding with a principal omount of $190.000 at August 31,
1998 related to the acquisition of long term assets.

GCR TARIFF RECONCILIATION:

During the year ended August 31, 1998. the Company's actual gas costs under the GCR Tariff
exceeded its billed gos costs by $3.614,000. During the yeor ended August 31, 1997, the Company's
octual gas costs under GCR Torniff exceeded its billed gas costs by $11.001.000. According to the
procedure described in Note 1, the Company recognized this omount as revenue and os a
cefered debit at August 31. 1998 and 1997. in'each instance. the GCR Tarifl mechanism amortizes
tne expense through increased rates during the following fiscal year.

LONG-TERM DEBT:
The foliowing summory of long-term debt consists pimarily of bonds issved by the City under

agreements whereby the Company must reimburse the City for the principal ond interest payments
required by the bond ordinances:

12
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LONG-TERM DEBI: (Cont'd}

[THOUSANDS OF DOLLARS)

AUGUST 31, 1998 AUGYST 31, 1997
Current long- Curent long-
Fortipn Term TOTAL Poripn ferm Ioral
FPortion Portion
Revenye Bonds $34.590 $757.36% 3791979 $32.225 $649.241 $681,566
unomofized Debt Duc. {679) {10.568] (11,247} [1.075) {11,254} {12.431]
Unomortized Prermaum 276 3273 1549 - - -
Totot Revenue Bonas §34.187 §750.094 3784280 331,250 §427.883 2462 135
Suborainatie Lecse Obhgation: 14082 $27.959 334,042 28013 354,447 359,450
Unamorized Deb! Discount - — - . [44) J421] {445)
Suborancie Lease Obligations £.083 21,959 4042 4949 54026 £8.99%
1Q1AL 340270  3IZRO5)  JAIAADS 35219 JA2LELL Al28.130

Principal maturities ond scheduled interest payments for revenve bonds and total payments
related 1o the subordinate lease obligations during the next five fiscal years are as follows:

THOUSANDS OF DOLLARS
SUBORDINATE

YEAR ENDING REVENUE BONDS LEASE

AUGYST 31 PRINC IFAL INTEREST QOBLIGATIONS TOTAL
1999 $34.590 $43.407 $7.882 3$85.879
2000 32.540 43,423 7.988 B3.954
2001 32.827 43129 7.977 83.933
2002 32.547 41979 5953 B0.479
2003 29.989 42,607 3.997 76,593

On June 24, 1998. the Company issued $287.185.000 of new debt for the purpose of retiring
approximately $172.465000 of existing deb! and establishing funds 1o support new capital
spending. The refunding of existing debt at lower interest rates resulted in an accounting loss of
$20.9 million {which is being deferred ond amoniized). but a present value savings of $9.4 milion. Of
the 3$92.6 million of new funds raised fo support construction activity at August 31. 1998. $50.4 million
remains on deposit in o restricted account for capital purposes. This financing. wos the first series
issved under o 1998 General Ordinance which guthorized the issuance of Gas Works Revenue
Bonds consisting of serial and term bonds. maturing at various dates through 2028.

Under the authority of the General Ordinance of 1975. the City has issued fifteen series of Gas Works
Revenue Bonds consisting of serial ond term bonds with interest rates ranging from 4.40% to 7.70%.
moaturing ot vorious dotes through 2026. Proceeds of all series of Revenue Bonds were applied fo
reduce capital improvement loans from the City which hod been previously approved by the
voters, but for which bonds had not been issued. to fund future capital projects by deposits in the
Capital Improvement Fund or to refund bonds previously issued. The serial bonds are not subject to
redemption prior to moturity while the term bonds are subjec! to redemption at the option of the
City olter o gesignated dole. either in whole or in port, at varying redemption prices. In addition.
the term bonds ore subject to mandatory redemption ofter o designated date prior to moturity at
a redemption price of 100% of principal amount and accrued interest. Funds deposiled in o
Sinking Fund maoy be used for this purpose.

Under the ierms of both General Ordinances. the City is required to maintoin rates 1o cllow.the
Company io sotisty revenue bond debt coverage ratio requirements.

13



LONG-TERM DEBT: (Cont'd)

Also provided by both General Ordinances is the estagblishment of g Sinking Fund into which
deposits are made sufficient to mee! all principal and interest requirements of the bonds as they
become due. Both General Ordinances also provides that sinking fund reserves be maintained as
port of the Sinking Fund, which reserves have heretofore initially been funded from the proceeds of
each series of bonds in an omount equal to the maximum annual deb! service requiremeni on the
bonds of each such series in any fiscal year. Monies in the sinking fund reserve are 1o be applied o
the payment of debt service. if for ony reason. other monies in the Sinking Fund should be
insufficient. [Also. see Note 2.)

The revenue bonds are. and will beemually ond rotably colloteralized by a security interest in all of
the Company's project revenues and monies in the Sinking Fund.

A portion of certain revenue bonds were issued as zero coupon securilies. Interest on these
securities is accrued and compounded on the payment dates of the current interest bonds within
the issue. The occrued interest to the date of compounding is reported as long-term debt.

Subordinate Lease Obligations

In 1989. the Company refinanced fthe nef book value, which approximated the fair market value.
of its Headquarters ond office complex ot B0D W. Monigomery Avenue. This was aoccomplished
through the sale of the tacility to the Philadelphia Municipal Authority {"PMA"}, an agency of the
City. and its leaseback to the Company under a lease which expires June 1. 2014 at which fime title
transfers to the Company. As part of the indenture, the Company has guaranieed lease poyments
in an amount equal 1o the scheduled debt service on the bonds issued by PMA to fincnce the
facility purchase. This lease obligation is subordinate to the Gas works Revenue Bonds. other
general obligation debt aond notes payable. Proceeds from the refinancing of the building were
utilized in the Company's capital program. The folal omount financed was $25.000.000.

The gross omount of assets under such lease obligation is approximalely $22.807.000 at August 31,
1997 ana 1996. while cccumuloted amortizotion approximated $4.418.000 ond $3,951.000.
respectively, ot August 31. 1997 and 1994. This obligation waos satisfied with preceeds from the June
24, 1998 refinancing.

in January 1994. the Company entered into a refinancing of the net book value of existing and to
be inslalled equipment. The installed equipment. worth approximately $12.7 million and $7.4 million
ol eaquipment to be installed. is owned by the City for use by the Company. Pursuant to the Lease
and Leaseback Agreements, the equipment is leased by PMA to the investor ond the investor
leases the equipment bock to PMA. Poymenis made by the City under the Sublease are made
solely from the revenues of the Company and are subordinaie to cerfain other payments from the
Company's revenues. Accordingly, these assets and comesponding lease obligations are included
in tne Company's financial statements.

Tne gross amount of assets under such lease obligafion is approximotely $19.900.000 ond
$15.900.000 at August 31. 1998 and 1997. while occumuloted omoriization approximated $1.861.000
ond $837.000. respectively. at August 31, 1998 and 1997. The omortization of such assets is included

in deprecialion expense in the statements of income,

Agaregate future minimum lease payments al August 31. 1998 approximated $13.811.000 which
includes imputed interest of $1.511.000.
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LONG-TERM DEBT: ([Cont'd)

In August, 1997..the City entered into a contract with PMA 1o have PMA provide certain capital
equipment to the Company. The equipment value connot exceed $32.000.000. The equipment is
owned by PMA and leasec to the City for the exciusive use of PGW. PMA will issue revenue bonds
to provide funding 1o purchaose the equipment. On August 22. 1997. PMA issued $23.000,000 of
revenue bonds with terms to Oclober 1, 2004. Payments made by the City under the contract are
made solely from the revenues of the Company ond are subordinate to certain other payments
from the Company s revenues. Accordingly, these assels and comesponding lease obligations are
included in the Company's financial stotements.

The gross amount of assels under sugh iease obligation is approximately $9.796.000 and $2.557.000
ot August 31, 1998 and 1997, respectively. while cccumuloted amortizotion approximaoted $926.000
at August 31, 1998, There was no amortization in 1997, The amortization of such assets is included in
depreciation expense in the statements of income. The unexpended balonce of the $23.000.000 of
FMAa bond proceeds in the capital improvement fund is restricted to the purchase of cdditional
utility plant [Also, see Note 3.

Aggregate future minimum lease poyments al August 31. 1998 approximated $26.000.000 which
includes imputed interest of $4.200.000.

DEFEASED DEBT:

Deteased debt of the Company {bonds issued by the Company now payable from the proceeds
of irevocaobly pledged assets} at August 31, 1998 was as {ollows:

Maluring 1o Interest Rate Thousands of Dollars
7t Series 03/15N13 6.0% $10.675
11 Series 01/0t/15 6.75-7.25% 15.330
12t Series A 05715112 6.0% 29.510
12 Series B 05/15/20 68-7.1% 66,700
13" Series 06/15/21  7.7% 65.005
14 Senies D7/01/26 $.25-7.0% B8.905
15 Series 08/01/10 4.4-55% 28.090
PMA Lease 05/01/14 70-7.625% 20.405

ine investments held by the trustee ond the defeased bonds are not recognized on the
Company's balonce sheets in accordance with the terms of the Indentures of Defeasance. The
investments pledged for {he redemption of the defeased debt have maoturifies and interest
cayments scheduled lo coincide with the trustee cash requirements for debt service,

me zssels pledged. primorily noncallable US. Govermment Securities. had o morket value of
$22: S3L.000 ot August 31, 1998, beoring inferest on face vaiue of 0% to 9.125%.

ACCQUNTING FOR PENSION COSTS:

A, Fian Description

The Company sponsors o public employee retirement system {"PERS"). o single employer
defined benefit plon to provide pension benefits for all of its employees. whose annual
covered payroll {which was substantiolly equat to total payroll} at August 31, 1998 and 1997,
ws $96.380.000 ond $98.549.000. respectively.
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ACCOUNTING FOR PENSION COSTS: (Cont'd)

A. Plon Description (Cont'd)

At September 1, 1996, the date of the last actuarial valuation. the Pension Plan membership
consisted of:

Retirees and beneficiaries cumenily
receiving benefils and terminated
empioyees entilied fo benefifs, but

not yet receiving them: . 2,231
Curent employees: __
Vested 1.375
Non-vested 619
TOTAL CURRENT EMPLOYEES: ) 1,994
TOTAL MEMBERSHIP: 4225

The Pension Plon provides retirement benefits s well as deoth and disability benefits.
Retirement benefits vest after 10 years of crediled service. Employees who retire ot or after
age 45 are entitled to receive an annual retirement benefit. payable monthly. in an amount
equal to the greaoter of:

- 1.25% of the first $6.600 of Final Average Earnings plus 1.75% of the excess of Final
Average Eornings over $4.600. times vears of credited service. with @ maximum of
60% of the highest annual earnings during the last 10 years of credited service.

- 2% of total eamings received during the period of credited service plus 22.5% of the
first $100 of such amount, applicable only 1o paricipan!s who were employees on o
prior to March 24, 1947.

Final Average Earnings are the employee's aoverage pay. over the highest five years of the
ias! ten years of credited service. Employees with 15 years of credited service may retire at
or after age 55 and receive a reduced relirement benefit.

Covered employees are not required to contribute 1o the Pension Plan. The Company is
required by statute to contribute the amounts necessary to linance the Pension Plan.
Benefit and contribution provisions cre established by City ordinance and may be
amended only as allowed by City ordinance.

The City of Philodelphia issues a publicly available finoncial report that includes fingncial
stotements and required supplementory information for the Pension Plan. The repeort may
be obtained by writing 1o the Director of Finance of the City of Philadeiphia.

Annual Pension Cost, Contributions Required end Contributions Made

The Company's annual pension cost is equal to its annual required contribution. The annual
required coniribulion for the cumen! year was determined based on an interim actuarial
study ct Seplember 1. 1997 updating the September 1994 study. using the projected unit
credit method. Significan! actuarial assumptions used for the above voluation inciude: o)
a rote of return on the invesimeni of present and fulure assets of B.25% per year
compounded annually, b) projected solary increases of 3%. ond ¢] 62 as the assumed
retrement age. Both o) ond b) included an inflation component of 3%. The assumptions
did not include post retirement benefit increoses.
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ACCOUNTING FOR PENSION COSTS: (Cont'd)

B.

Annyot Pension Cost Contributions Reguired and Contributions Made (Cont'd

The octuoriol asset vajue is equal to the volue of the fund ossets as reporied by the City of
Philodelphio with no adjustments. The unfunded actuorial accrued liability is being
amortized over eleven {11} years.

The Pension Fian funding policy provides for periodic employer confributions at acluariatiy
delermined rates thatl. expressed as percentages of annual covered payroll, are sufficient
1o accumulgte assets to pay benefils when due. Level percentages of payroll empioyer
coninbution rates are determiged using the Projected Unit Credit actuarial funding method.

in 1998. contributions of $3,.334.000 consisted of: a) $5.139.000 normal cost less b} $1,805.000
omortization ©f the excess of the plon ossels over the pension benefit obligation.
Contributions totaling $4.590.000 were made in 1997. These contributions consisted of the
net of: a) $4.494.000 normal cost less b) $104,000 amortizalion of the excess of the plon assets
over the pension benefit obligation. In 1996, contributions of $7,337.000 consisted of: o)
34,704,000 normol cost and b) $2.633.000 amortizotion of the unfunded pension benefit
obligation. ‘

Fiscal year 1998 contributions were made in accordance with actuarial recommendations
determined through an actuarial update performed in fiscal year 1998, Fiscal year 1997
confributions were made in accordance with actuarial recommendations determined
through an actuarial study performed in September, 1996, Fiscal year 1994 contributions
were made in accordance with cctuarial recommendalions determined through an
actuarial study performed in September, 1994,

Historically, poymenis fo beneficiories ore mode by the Compony and not from the ossels
of the Pension Plan. Inrecent years. payments to beneficiaries exceeded the Compony's
actuarially computed pension contnbution. Withdrawals from pension assets of $24.334.000
in 1998, $23.380.000 in 1997. ong $20.391.000 in 1996 were utilized o meet beneficiary
payrnent obligations.

Hisioricol Trend Information {unaudited)

Historical trend information reflecting tunding progress ond conlributions made by the
Company is presented on page 20.

Post Employmen! Benefit informalion

In gddition to providing pension benefits, the Company also provides health care and life
insurance benefils 1o Pension Plon beneficicries and their dependents. Such benefits are
tunded on © pay-as-you-go basis. The Company recognizes the cost of providing healtn
care benefils {or the 1.990 ond 2.027 beneficiaries and lneir dependents for the 1998 and
1967 fiscal years. respeclively. ond the cost of providing such benefits for 1,968 and 1,990
actlive employees and their dependenls for the 1998 and 1997 fiscal years. respecthively, by
charging the annual insurance premivms to expense. Total premiums incured for healih
care amounted to $21.524.000 in 1998 and $19.438.000 in 1957, of which approximately 43%
ond 45%. respectively, represents payments on beholl of refired employees and iheir
dependents. Total premiums for group life insurance were $1,341,000 in 1998 and $1,184.000
in 1997, approsimately 28% and 29%. respectively. and is atiributable to retired employees.
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RISK MANAGEMENT:

The Company is-exposed 10 various risks of loss related to torts: theft of, damage to. and destruction
of assels; erors and omissions: injuries o employees: and notural disasters. The Company is
principally insured through insurance cariers. The Company's property is insured against the risk of
loss or damage. withou! aggregate fimifs, in the amount of $250.000.000 per occumence with @
$100.000 deductible: subject. however, 1o an annual oggregote iimit of $100.000,000 for earthquake
anc an annuacl! oggregate limit of $50.000.000 for fiood. generally, and to lower fiood limits as to the
Richmond Plant. In cddilion, the Company maintgins boiler ond machinery, blanket crime. and
other forms of property insurance. With respect to incidents arising between October 1, 1986 ond
August 31, 1991 and between September 1, 1994, and August 31, 1994, the Company maintains
policies of liobility insurance insugpg ogoinst the risk of damoge or injury o the public for
$25.000.000 in excess of $500,000 for ony one incident. generolly without oggregate limits. Effective
September 1. 1994, the Company increased its policies of liability insurance agaoinst risk of domage
or injury to the public to $35.000.000. Effective September 1. 199) through August 31, 1994, the
liability insurance retention level was increased from $500.000 to $2.000.000 {see below] for any one
incidgent in occordonce with instructions from the PGC. In the instonce in which the Compony ond
PFMC hove potential liability, the Company will defend ogainst the actions ond make settlements
on benalf of the Company and PFMC with respect to losses incumed by PFMC and the Company
up o $500.000. PEMC and the Company ore insured under the some liability policy insuring ogoinst
risk of damage or injury to the public. The retention level for coverage under this policy was
reduced to $500.000 effective September 1. 1994. The Company also maintains $35.000.000 of
workers’ compensation insurance in excess of $500.000 per inciden! ond additional coverage to
the statutory limit on a single occurrence basis for on-duty injuries to employees. During the lost
trree fiscal years. no cloim setfiements have exceeded the level of insurance coverage. None of
the Company's losses have been settled with the purchase of onnuity contracts. Director’'s anc
officer’s licbility is the responsibility of the City.

Cilaims and settlement activity is as follows [(Also. see Note 1):

THOUSANDS OF DOILARS
CURRENT YEAR

BEGINNING CLAIMS AND END OF CURRENT
YEAR ENDED  OF YEAR ESTIMATE CLAIMS YEAR RESERVE
AYGUST 33 CLAIMS ADJUSTMENTS SETTLED GCLAIMS AMOUNT
19¢7 12,044 2.599 (4.348) 10.275 4,982
1es8 10.275 4.048 {6.618} 7.705 3.503

A5z, the Company has enfered into several one year contracts to provide health care for both
octive and retired employees which are experience rated. and premiums are adjusted onnuaily: in
azzton. the Company has ocquired approximately $158.000.000 of group life insurance coverage
fzr ozin zztive and retired employees. which is refrospectively rated on @ monthly basis. (Also, see

iote 10D
COMMITMENTS AND CONTINGENCIES:

C=mmitments for major construction and maintenance controcts were approximalely $3.210.000 as
c! August 31, 1998,

Tne Company is committed under various noncancellable operating lease ogreements 1o pay
minimum annual rentals as tollows:
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13.

COMMITMENTS AND CONTINGENCIES: (Cont'd)

Year Ending
August 31 Thousands of Dollars
1999 $2.258
2000 ~ 665
2001 438
2002 326
2003 296

Ren! expgnse for the years ended August 31, 1998 and 1997 amounied to $3.066.000 and
$2,724.000. respectively. —

On April 16, 1992, the Federal Energy Regulatory Commission ("FERC") issued Order No. 636 which
requires the Company's pipeline suppliers. among other things. fo unbundie all services performed
ond to implement a straight fixed-varioble rate design. FERC Order No. 636 olse requires the
Compony to pay fronsition costs. At August 31, 1993, the pipelines hod received FERC outhorization
to commence billing a portion of their fransition costs. The Company's total exposure to transition
costs stemming from FERC Order No. 636 is not fully determinable unil pipeline suppliers file for cost
recovery. Based on their approved filings and in anticipation of future filings for known costs. it is
estimated that the Company's hability for transition costs on August 31, 1998 and 1997 s
approximately $15.000.000 and $18.000.000. respectively. Therefore. the Company has recorded
both a deferred debit and o deterred credit on the balance sheet of $15.000.000 and $18.000.000
at August 31. 1998 and 1997. respectively. As of August 31, 1998, the Company has poaid
opproximately 320.461.000 of principal and inferest for FERC Order No. 4346 transition costs to its
pipeline suppliers. Such amounts have beenrecovered through the normal GCR.

The Company. in the normal course of conducting business, has entered into long-term contracts
for the supply of natural gas ond firm fransporation and long-term firm gas storoge service. The
Company's cumulative obligations for demand charges for all of these services is approximately
$5.920.000 per month.

The Company has entered into contracts to purchase $25.2 million of natural gas at firm prices
ranging from $2.20 1o $2.6% per mcf during the period September, 1998 through January, 1999.

YEAR 2000 ISSUE {UNAUDITED)

The Company has entered into various confracts 1o replace obsolete software ond systems and to
moke existing software and systems year 2000 compliant. The year 2000 issve is the result of
shortcomings in many electronic dola processing systems and other electronic equipment that
may adversely affect the Company's operations. As of August 31, 1998, the stage of the projects
ranged from assessment to implementalion. During 1998, $14.2 milion was spent studying.
remedgicting and replacing software and sysiems. This amount inciudes the cost of replacing non-
compliant cbsoiete systems which may have been repioced for other business regsons, such as
aereguiation. within the same time frame. As of August 31, 1998, the Company had corhmitments
outstanding totaling $10.7 million for future remediction and replacement,

Becouse of the unprecedented nature of the Year 2000 issue. its effects and the success of related
remediation efforts will not be fully determinable until the yeor 2000 and thereofter. Management
canno! assure that the Company is or will be Year 2000 reoady, that the Company's remediation
efforts will be successful in whole or in part. or that parties with whom the Compony does business
will be Year 2000 ready.
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PHILADELPHIA GAS WORKS

SCHEDULE OF PENSION FUNDING PROGRESS (unaudied)

(Thousands of Dollars)

Actuanat
Valuation
Dale

8/1/92
9/1/93
9/1/94
9/1/95
9/1/96
S/1/97

PHILADELPHIA GAS WORKS

Actuarial
Actuarial Value Accrued Liabifity
of Assets (AAL)
(@ (b}
259,911 299,484
277,370 310,775
300,824 288,420
330,829 327420
349,675 301,883
380,631 338,825

(Overfunded)
Unfunded AAL

(UAAL)

39,573
33,405
(12,404)

(3.408)
(47,792)
(51,806)

Funded Ratio

(a’b}

B6.79%
89.25%
104.30%

101.04% -

115.82%
115.29%

SCHEDULE OF PENSION PLAN EMPLOYER CONTRIBUTIONS (unaudited)

(Thousands of Dollars)

Frscal Year
Ended

831/93
£/31/94
8731195
8/31/96
8/31/97
8/31/98

Annual

Contribution

12,469
12,712
4 462
7,337
4,580
3,334

20

(c)

100,512
109,036
101,409
86,290
98,549
96,380

UAAL as a
Fercent of

Covered Payroll Covered Payrol|

{(b-a)/c)

39.37%
30:64%
(12.23)%
{3.54)%
(48.50)%
(53.75)%

Percent Required/
Contributed

100%
100%
100%
100%
100%
100%
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May 6, 1999

Honorable Ben Hayllar

Direcior of Finance

Ciry of Philadelphia

1401 John F. Kennedy Boulevard

1330 Municipal Services Building -
Philadeiphia, Pennsylvania 19102

Subject: Independent Consultant's Report
City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds (1998 General Ordinance), Second Series and
Gas Works Revenue Bonds (1975 General Ordinance), Sixteenth Series

Dear Mr. Hayllar:

The anached report contains the findings and conclusions of Stone & Webster Management Consultants, inc., (Stone
& Webster) with respect to the issuance of up 10 $115,000,000 of Gas Works Revenue Bonds (1998 General
Ordinance), Second Series (the “Second Series Bonds™) and up to $80.000.000 of Gas Works Revenue Bonds (1975
General Ordinance) Sixieenth Series (the “Sixteenth Series Bonds™) (collectively the “Bonds™).

The Sccond Scries of Bonds are being issued in order 10 fund a2 portion of the Philadelphia Gas Works’ (PGW) capital
improvement program, fund a sinking fund reserve and pay the costs of issuance. These Bonds will constitute the
second debl issued under the 1998 General Ordinance. The Sixteenth Series Bonds are being issued to refund all or a
portion of the City’s outstanding Gas Works Revenue Bonds, Eleventh Series C and Fourteenth Series as well as fund
2 sunkung fund reserve and pay costs of issuance. These Bonds will be issued under the 1975 General Ordinance.

Stone & Webster has broad experience in the technjcal and financial anatvsis of the operation of a gas distribution
svstem of the magnirude and scope of PGW and has a favorable reputation for competence in such field and is
qualified to do such work {see Appendix for Sione & Webster qualifications).

SCOPE OF WORK

Sions & Webster has prepared a detailed report including bistoric and forecast schedules. Tbe basis for the report is
our review of PGW's operations, facilities, and its custommer, sales, and financial forecasts. As the basis for our
repori. we have conducted an independent investigation of such physical properties and books and records that we
deemed necessary in order to make the findings and conclusions contzined herein. The repon also provides an
assessmen: of the condition of the physical plant including PGW's existing production, storage and distribution
facilities. among others, based upon on-site inspections of facilities. 1t reviews and evaluates existing and planned
naiural gas transport and supply contracts with respect 1o volumes of gas to be delivered and evaluates'the adequacy
of present inventory. current and furure gas suppiies, pipeline wansportation

Stone & webster Management Consultants, Inc,

One Penn Piaza. 250 W. 341n Street
New York, New york 10119-2998
Prone:  212.290.7000

Fav 212.290.7033

www Stonewebd.com



capacity, and supplemental gas production capabilities. Furthermore. an evaluation and description of PGW's capital
improvement program for fiscal years 1999 through 2005 is addressed with the objective of judging the consistency
and reasonableness of the major replacements and improvements which will be made 10 the gas system.

The report provides an overview of PGW's long-term capital program and an assessment of the regulatory and rate
setting environrment under which the imposition and collection of rates and charges will occur. This financial
assessment, based on PGW's 1999 through 2005 financial forecast, is strucrured 1o permit the reader 10 make an
estimate of PGW's ability (o meet the curren: and future costs of operation and maintenance, as well as its ability to
meet debt service coverag ests and other bond covenants set forth in the legislation which governs debt financing.

FINDINGS AND CONCLUSIONS —

Detailed findings and conclusions are conained in the anached repor; however, subject 10 such findings and
conclusions, the following points summarize Stone & Webster's kev opinions relevant o issuance of the Bonds:

Operations

e PGW is a competently managed and operated gas distribution uiiliry. PGW and its facilities are organized.
operated and maintained at a level equal 1o or in excess of regulatory requirements and generally accepted
industry practices. Based upon our investigation, we believe PGW's facilities are in good operating condition.

Finance

e Based on our investigation and evaluation of financial forecast information covering the period 1999 through
2005, and on the basis of actuai and estirpated future annual financial operations of PGW's facilities and
cenain assumpiions with respect thereto over the amornization period of either the Second Series Bonds or the
Suxteenth Series Bonds, which assumptions we believe are reasonable, currenr and furure project revenues
which are pledged under the General Ordinances (hereinafier defined) comply with the tequirements of the
definition of project revenues in Secuon 2 of The First Class City Revenue Bond Act (the “Act™) and. over
the amortization period of the Bonds, will be adequate to meet all expenses of operation and maimenance,
repair and repiacement, reserve fund deposits, debt service on the bonds issued under the General Ordinances
as the same shall become due and pavabie and the surplus requirements of the rate covenants contained in
Secuion 4.053(b) of the Ordinance of City Council approved May 30, 1975, Bill Number 1871, as amepded
(the "1975 General Ordinance”) and ic Secuoen 4.03(b) of the General Gas Works Revenue Bond Ordinance
of 1998 (the = 1998 General Ordinance™) (collectively the “General Ordinances™).

e The projec: revenues which are pledged as securiry for the bonds issued under the General Ordinances are
projecied to be sufficient to comply with the rate covenants set forth in Section 4.03(b) of each of the General
Ordinances. The forecast projects an increase in the amount of $20 million of revenue enhancement in 2002
which continue thereafier. These enhancements can be effecied by either a general rate increase or from
equivalent savings 1n operaiing expenses or from a combinauon of both.

e The caprtal improvements included in this forecast which are needed 1o meet curtent budgeied and forecasted
reswts. 2000 throuph 2003, are premsed on addiional funds arnounung to $75 million. 1t is anticipated that
this will be financed by a revenue bond placement in fiscal year 2003. It is assumed for purposes of this
repor that all revenue bonds will be Lax exempt and the 2003 bonds will be issued at an interest rate no

greater than 6.5% .
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Management

® Since October, 1998, there has been significant tumover in senior management. These positions have been

filled either on a temporary or permanent basis, except for the Chief Financial Officer whose functions have
been otherwise allocated. "

Capital Expenditures

® The capital improvements proposed during the budget and forecast period, 2000 through 2005, will, along

with continued good operation and maintenance practices, enable PGW 10 maintain its system in good
operating condition. Qur review of pfesen: management practices indicates that this is likely to continue,
provided the pecessary capital budgels of PGW are approved. (Detailed engineering qualiry assurance
inspections and testing were not performed.) .

RFP Process

® In early 1999 the PhiladelphiaFacilities Management Corporation (“PFMC™) Board, a non-profit Pennsylvania

corporation incorporated by the Ciry for the purpose of operating PGW. requested qualifications from and
initiated discussions with a large number of utilitiesto determine their interestand ability and the feasibiliry and
desirability of contracting cut for all or a portion of the management functions of PFMC. Afier an intervisw
and review process, PFMC has determined to proceed with a request for proposal (RFP) process 1o possibly
contact out only the gas managementand supply function. PFMC has decided not 10 pursue an RFP for more
general managementservicesat this time.

Gas Supplies

Contracted PGW gas supplies plus spot market purchases pius anticipated additiona) contracted supplies plus
supplernental gas capacilies as well as the pipelipe transport capacity to move these supplies 10 PGW are
adequate 1o meet PGW's forecast of demand on a day of maximum demand (a design peak day), or an hour
of maximum demand (a design peak hour). and during a year of maximum demand (a design peak vear). 1f
PGW's plans for outsourcing of supply services materialize, in Stone & Webster's opinion this would not
tmpact PGW s abiliry 1o continue 10 mee¢t maximum demands.

The continuing decline in Philadelphia population (estimated to have declined 9.4 % between 1990 and 1998)
and toss of jobs (decline of 4.0% between 1980 and 1990), if they continue, will eventually limit residential
customer growth. This assumption is included in PGW's forecast.

Fiszal vear 1999 is rurning out 10 be warmer than mosi vears. PGW s curtent estimate (based on actual data
through February 1999 and six months of best projections based upon currenuy available information) is thal

fiszal vear 1999 will have 14.7% fewer degree days than an average year, decreasing expecied {irm sales for
ke vear,
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® PGW firm sales volumes over the forecast period (2000 to 2005) are expected o increase by 1.7 percent.
Intervuptible sales volumes are forecasted to increase 21.6% over the same period and transport sales are

projected to be flar.

Legislation

® No.change in curremt legislation has been factored into these forecasts, since bills pending in the
Pennsylvania siate legislanire concerning open access on distribution systems have not been enacted at the
daie of this repart and ar such date such bills do not apply to municipal utilities such as PGW.

The accompanying forecasts are based on assumptions of furure events and should not be construed as a statement of
fact. These assumptions have been provided by or have been reviewed with and approved by PGW and are based on
present circumstances and information currently available. During this assignment, we analyzed such information as
was considered appropriate for use in evaluating the assumptions peraining to the financial statement forecasts.
Based on current information. we believe that the assumptions are reasonable. These assumptions may be affected by
furure events and. therefore, the acrual results that will be achieved may vary from the forecast.

Sincerely,

STONE & WEBSTER MANAGEMENT CONSULTANTS, INC.

Edward A. Mc
Vice President” .
{Responsible Officer)

Hitpho ke forle f

Chrisiopher A. Pioli
Executive Consuliant
(Project Manager)
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INDEPENDENT CONSULTANT'S
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INTRODUCTION

The Philadelphia Gas Works (“PGW™), a citv owned gas distribution utility in the City of Philadelphia
(City). retained Stone & Webster Management Consultants, Inc.«("Stone & Webster™) to prepare this
report in connection with the issuance of up to $115,000.000 Gas Works Revenue Bonds (1998 Generaf
Ordinance), Second Series (the “Second Series Bonds™) and up 1o $80.000.000 Gas Works Revenue
Bonds (1975 General Ordinance). Sixteenth Series (the “Sixteenth Series Bonds™). Stone & Webster
was asked to investigate, evaluate and state conclusions regarding:

» The adequacy of PGW gas supplies and their transport capacity on feeder pipelines;

« The adequacy of current and future PGW revenues to meet operation and maintenance
expenses, reserve fund deposits, debt service on the Bonds. lease pavments on certain feased
assets. and the rate covenant requirements of the General Ordinances rate covenants: and.

« The appropriateness of the capital improvements {(being financed with the proceeds of the
Bonds as well as through leases and internally generated funds) 10 maintain the PGW svstem in
good operating condition.

The findings and conclusions regarding these issues are contained in this report. Historical and forecast
statistics and related figures are displaved in Figures 1-10. Tables 1-18 and Exhibits I-VI which are an
integral pan of this report. This report also contains Stone & Webster's independent assessment of
PGW's organization. management. and overall strategic plan.

During the second quarter of 1999. a review and evaluation. based upon on-site inspections. was made
of production. storage. distribution and general plant facilities. The adequacy of gas supply and
1ranspon resources 1o meet forecast requirements was determined. The capital improvements program
was evaluated as to the appropriateness of quantities and estimates of material and labor prices, and
justification of improvements and benefits 10 the gas physical svstem. Anp evaluaton was also
conducted of the five major computer mainframe svstems being purchased and customized during the
early vears of the forecast. since they also represent a major portion of the capital program. Finally,
Stone & Webster assessed the regulatory and rate setting environment which was factored into a series
of pro-forma financial forecasts for purposes of analysis. This analysis permitted us 10 estimate PGW's
abilinn 10 meet the current and future costs of operations. maintenance and debt service coverage
requirements and other bond covenants set forth in the starutes which govern debt financing.

Fiscal vear 1999 is tumming out to be warmer than most vears. PGW's most recent estimate (based on
sin months of actual results through February and six months of projections based upon currently
available information is that the year will produce 3,925 degree dayvs. a decrease of 14.7% from average
weather. On this basis a “Current Estimate” of operations and financial results was compiled and is
shown together with expectations for the budget and forecast vears in most tables and exhibits at the
end of this report.

Major factors and hey assumptions relative 1o the forecast are listed below and are discussed in more
detail in the report:

+ Based on our financial analvses. continutng GCR (gas cost recovery) adjustments will be required
in order for PGW to meet the financiai forecasts included herein and the terms of 1ts bond

covenants.
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The forecast envisions an increase in the amount of $20 million in 2002 from either 2 general rate
increase or from savings in operating expenses or from a combinatic  of both.

Capital Improvement Program ~ An additional revenue bond issue will be required to fund the
capital program in the vear 2003. The revenue bond issue is assumed 10 be 1ax exempt and have no
greater than a 6.5% interest rate.

Legislation - No change in current legisiation has been factored into these forecasts, since various
Commonwealth of Pennsylvania proposals concerning open access on distribution systems are still
unresolved and since there is no clear indication regarding which. if any. portions of such
legislation might apply to a municipal utility such as PGW’.

Accounts Receivable - The decline in Accounts Receivable observed over the five year period from
1994 through 1998 as a result of continuing and increasing emphasis on collections is assumed to
continue during the current year 1999 and the budget vear 2000 before tuming up slightly as
revenues increase in forecast vears over the forecast period.

Information Technology - The aggressive effort to convert all five major business applications
during the past vear is expected 10 lead to their implementation prior to the end of calendar 1999.
One of the five applications (Accounting and Finance)} has been implemented. Should any of the
remaining applications not continue on schedule for implementation prior 1o the end of calendar
1999, contingency pians are in piace to continue use of the prior application(s) and modify them to
assure operability through and beyond Year 2000.

o




GENERAL

THE PHILADELPHIA GAS WORKS

The Philadelphia .us Works consists of real and personal property, whether tanpible or intangible,
owned by the Ciry of Philadelphia, plus the organization and personnel necessary for the acquisition,
transport. delivery and sale of natural gas within the City.

in March 1835 a City Ordinance was passed authorizing private ownership and operation of a public
gas utility under ustee management. This Ordinance also contained an option clause permitting the
Ciry to take ownership of PGW by issuinig City bonds to the private stockholders. This option initiating
Citv ownership of PGW was exercised March 1, 1841, and has since been continuously in effect.

fanufactured gas production commenced February 8, 1836 and service was inaugurated February 10,
1836 10 46 gas lamps along Second Street. PGW thus has completed 163 years of service to the citizens
of Philadelphia.

During its 163 vears of existence, the operation and management of PGW has evolved to its present
configuration through a variety of arrangements. Initially it was managed by the private owners. In
1841. a Board of Trustees assumed management of PGW in accordance with an enabling Ciry
Ordinance. This arrangement continued through April, 1887 when management and operation of PGW
was assumed by the Citv under the Director of Public Works. Serious financial and operating problems
led 10 replacement of this arrangement on November 12, 1897. At that time, the City, unable to sell
PGW', contracted with the United Gas Improvement Company (UGI), now UGI Corporation. for the
operation and management of PGW under authority granted by the City Charter. Operation and
management by UGI continued through December 31, 1972,

On Januany 1, 1973 the Philadeiphia Facilities Management Corporation (“PFMC™), a not-for-profit
Pennsvlvania corporation. was incorporated by the City for the specific purpose of operating PGW.
PFMC currently manages PGW in accordance with the original Agreement with the Ciry dated
December 29, 1972 as subsequently amended (the “Agreement”).

Orcanizaljon Function
Ciny of Philadelphia Owns PGW property and establishes legislation for PGW
functioning.
The Gas Commission Established under the Philadelphia Home Rule Charter.

and is responsible for overseeing operation of PGW by the
PFMC and 1s charged with regulating rates.

PENMC Provides executive management and operales PGW
facilities.
PGW Manages construction, operation and maintenance of the

gas svsiem on a day-to-day basis.

The Agreement states that for the operation of PGW the PFMC shall provide:

L9} ]



« A Chief Executive Officer,

» A Chief Operating Officer,

» A Chief Financial Officer, and

¢ Other personnel as deemed appropriate by PFMC.
All PFMC personnel are subject to the approval of the Philadelphia Gas Commission (the
“Commission”). The Commission consists of five members: the Ciry Controller (or his designee), two
Mayoral appointees. and two City Council appointees. The Commission has the general responsibility

to oversee operation of PGW by PFMCTENd retains all powers not specifically granted to PFMC. In
addition, the Agreement specifies certain functions of the Commission, mainly:

« Approval of PFMC personnel,

= Review and make recommendations regarding gas supply contracts for Cinv Council approval,

+ Approval of PGW's annual operating budget.
» Review and make recommendations regarding PGW capital budgets for City Council approval,

s  Approval of short-term loans,

» Power to establish procurement standards and to fix and regulate rates and charges for
supplyving gas to customers other than the Citv and the Board of Education. which will annually
produce revenues sufficient to:

- payv all operating and maintenance expenses of PGW and the interest and amortization
expense of its debt,

pay 318,000,000 to the Ciry each vear and.
proside such other funds as may be approved by the Gas Commission or City Council.

» Review and approval of all PGW real estate acquisitions. sales. or leases for submintal 1o Ciny
Council for approval by ordinance.

ORGANIZATION AND ADMINISTRATION

The current PGW organization. z tvpical line organization. is shown in Figure I. In preparing this study
intenvicws were conducted with a Board Member of PFMC and all of PGW's officers: Interim
President. Executive Vice President. Senior Vice President. and six of the eight Vice Presidents. We
also imenaewed PGW's Controller, and a number of its Managers and Directors. The interviews were
supplemented by review of PGW policies. practices. procedures and field observation of numerous
emplosees at various facilities performing their functions. Based on these interviews, reviews and
obsenatons. it is our opinion that PGW is suitably organized. managed. and operated by qualified

personned



Total PGW employment as of March 31, 1999 was 1,903. The Gas Works Employees' Union of
Philadelphia, Local #686, Service Employees’ International Unit (an AFL-CIO affiliated union)
represents 1,521 employees. The Amalgamated Plant Guard Workers of America union contract
expired August 31, 1998 and was not renewed. These figures represent a substantial decrease from
personnel levels a decade ago in accordance with the Gas Commission's order of October, 1988,
directed at reduction of expenses, and recommendations contained in the revitalization plan of 1995 by
a tumaround consulting/management firm.

On August §, 1993 there was a work stoppage by the Gas Works Employees’ Union over a2 number of
issues, including salary issues, in the proposed contract. This work stoppage lasted 85 days until it was
settled in October, 1993 with a five-year agreement. It was the third work stoppage in the history of
PGW. The first two which occurred in 1971 and 1989 were of shorter duration. The May 15, 1998
contract expires May 15, 2001.

During 1998 PGW experienced a number of changes in its management. In the Fall of 1598, at the
expiration of employment contracts for previous management'. PFMC assigned Mr. Benjamin Hayllar
as Interim President and Chief Executive Officer of PGW. Dr. Hayllar was selected based on his
strong financial background and previous experience as Director of Finance for the City of
Philadelphia. The following brief resumes provide pertinent information on the major management
qualifications of the current PFMC/PGW Senior Officers:

PGW Officers

Ben Havllar — Interim President and Chief Executive Officer

Dr. Hayllar is currently Interim President and Chief Executive Officer of PGW. He also serves on
the Philadelphia Facilities Management Corporation’s Board of Directors, the goveming board for
PGW._ having been appointed to the Board on December 19, 1994.

Dr. Havllar also serves as the Director of Finance, City of Philadelphia. appointed by Mavor
Edward G. Rendell on October 4, 1993. As a2 member of the Mayor’s Cabinet and the Chief
Financial Officer of the City, he is responsible for financial and fiscal policy development and
directly oversees all City financial activities. including Budget, Accounting, Revenue Collection.
Treasury, Procurement, Minority Business Enterprise Council, Risk Management and Bureau of
Admimstrative Adjudication.

Prior 1o joining the City of Philadelphia. Dr. Hayllar was the Director of Finance for the City of
Pinisburgh (1989-1993) responsible for tax revenue collection and investment, emplovee benefits
and payroll. long range fiscal planning and municipal debt management, and was Trustee for
mainienance and disposition of properties acquired through tax. From 1985-1989, he was Vice
Presideni'Division manager, Metropolitan Banking, at Equibank.

Dr Haslar received his Ph.D. in communications from the Universitv of Pintsburgh. His M.A. and
B.A. are also from the University of Pittsburgh.

Grecon D. Martin, Executive Vice President and Chief Operating Officer
Mr. Mariin is Executive Vice President and Chief Operating Officer of the PGW. In this capacity,
Mr. Martin manages the gas operations. customer service and svstems technology activities.

" An investigation is ongoing into expense spending and certain other actions on the part of certain outgoing
previous senior personnel,
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Prior 10 his appointment 1o PGW, Mr. Martin was Vice President, Gas Management at Equitable
Gas Company in Pittsburgh, Pennsylvaria. There, he directed and managed the gas supply
purchasing, planning, off-system marketing and sales, federal regulatory, retail transportation and
gas measurement functions. He also heid the position of Vice President, Consumer Products at
Equitable Gas - Energy, 2 non-regulated marketing affiliate of Equitable Gas Company. Mr. Martin
has also held positions as Gas Procurement Administrator, with the Charlonesville Gas Utility
Division in Charlottesville, Virginia, Special Assistant to Commissioner Wesley Long at the
District of Columbia Public Service Commission and Special Assistant to Commissioner Matthew
Holder at the Federal Erergy Regulatory Commission.

Mr. Martin holds an M.A. and B.A. in Political Science from the University of Wisconsin and
University of New Orleans, respectively.

Abbyv L. Pozefsky, Sr. Vice President and General Counsel

Ms. Pozefsky was appointed Senior Vice President and General Counsel of PGW in July 1998. She
serves as General Counsel, managing all legal work, and is also responsible for oversight of the
Human Resources Department. -

Ms. Pozefsky previously held the position of Chief Deputy City Solicitor of Regulatory Affairs for
the City of Philadeiphia Law Department. In her rwelve years with the City Law Department she
served in various capacities, including General Counsel to the Water Department, the Philadelphia
Airport and the City Municipal Energy Office.

Ms. Pozefsky received a B.A. degree from the University of Pennsyivania and a Juris Doctor
degree from New York University Law School.

Thomas M. Smyth. Vice President, Controller and Chief Accounting Officer

Mr. Smyth was appointed the Vice President, Controller and Chief Accounting Officer, in February
1999. He is responsible for all financial reporting, accounts payables, fixed assets and related
duties. He previously held the position of Executive Director-Internal Auditing since starting with

PGW in July 1997,

Before joining PGW, Mr. Smvth held various positions with the Bell Atlantic Corporation and a
major ransportation company.

Mi. Smyth received his B.S. degree from Delaware Vallev College and an M.B.A. from LaSalle
Universitv. He is 2 member of the Amerncan Institute of Cerntified Public Accountants and the
Pennsvivania Institute of Certified Public Accountants.

PFMC Board of Directors

J Gregonv Driscoll serves as Chairman of the Board of PFMC. Other members of the Board, most
of whom have been appointed since 1995 include Andre L. Dennis, Esq., Ben Hayllar, William J.
Marrazzo, Rev. William B. Moore, Dennis Arouca, Esq. and Jamie Sheller, Esq.




SERVICE AREA

Philadeiphia Gas Works is the Jargest municipally-owned gas utility in the nation. PGW purchases,
sells. and distributes natural and supplemental gas within the limits of the City of Philadelphia (see
Figure 2). The Cin's borders envelop a predominalely urbanized area of 129 square miles in
southeastern Pennsvivania along the Delaware River. Within these boundaries PGW maintains a
distribution system with approximately 6.000 miles of gas mains and service pipes with customer
billings of approximately 514.000 customers.

The Ciry is the largest incorporated area in the Delaware Valleyv region. The 1990 U.S. census. as
reported by the Delaware Valley Regional Planning Commission (DVRPC) in April, 1991, counted
1.585.577 inhabitants in the City, a deessase of 6.1% since 1980. The latest Census population
estimate (for 1998) reflects a population of 1,436.000. a decrease of 9.4% since 1990 (see Figure 3).
The average annual reduction in population in the city since 1996 is estimated at 1.4%. The region is
comprised of Bucks. Chester, Delaware, Montgomery, and Philadelphia counties in Pennsyvlvania, and
Burlington. Camden. Gloucester. and Mercer counties in New Jersey. Seven of these nine counties (all
except Philadelphia and Delaware) are estimated to have increased their population in 1998 over their
1990 census figures.

Philadelphia's economic oriemation has been shifting steadily towards service-related activities.
Whereas Government and most private seclors are estimated to have declined in employment statistics.
service sector jobs within the Ciry are estimated to have increased to nearly 300.000 in 1997 (see Figure
1). This increase is on top of an increase of 8.5% from 1986 through 1992. The main service industries
in the Cityv of Philadelphia are law, health, hospitality and education. The relatively low costs of living
and office space compared to cities of similar size. along with a prime location at the heant of the
Washington-New York-Boston corridor, and the presence of major research universities helps assure
Philadelphia a continuing capacity to attract and retain a dynamic private sector.

The City of Philadeiphia has formulated a number of aggressive plans to counteract recent trends of
iobs and residents transferring from the City to the Suburbs. Plans include continuing to reduce city
resident taxes. reduce crime and focus on capital improvements. The City expects to spend $800 million
berween 2000 and 2005 directed at infrastructure renewal to continue revitalization of the community.
The revitalization of Philadelphia's central neighborhoods has included the construction of new office
buildings. hotels. and the renovation of existing structures. Many of the Cin’'s older sections continue
to be rejuvenated through the restoration of existing buildings for residential use.

The Cinv has also focused on the tourism and hospitality industry. PGW has already secured the
Convention Center as a heating and air-conditioning customer. and it has become one of PGW's jargest
cusiomers. In addiion. private business is investing in the development of up to 3.000 new hotel rooms
by 2001. an increase of over 30% of current hotel space in the city,

While PGW wili indisputably benefit from the growth in commercial market and office space in the
Cirv. the residential outlook is mixed. The retumn of urban professionals and so-called "empty nesters”
to the (i, antracied by a shorter commute and the advantages of urban life. will be somewhat counter-
bzlanzed by continuing out-migration by other City residents and the concentration of residenual
crowth cutside the Cin hmits. Only siight declines have occurred in customer counts. since increases
in commercial and industrial customers have paniaily offset residential losses. (See Table 1.)

Table 2 shows the historical pattern of PGW"s sales. In fiscal vear 1998, PGW sold 53.6 billion cubic
feet (Bef)to firm customers. Firm sales volumes have varied due to changes in the number of heating
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degree days and the number of firm customers. Total PGW interruptibie sales have varied up and down
between 9.5 Bcf and 12.5 Bef over recent years, with 1998 sales at 9.6 Bef. Gas transportation, a new
service provided to PGW’s largest commercial and industrial customers whereby the customer arranges
his own gas supply and PGW only delivers it, has grown from zero in 1990 to 8.3 Bef in 1998, Current
estimates for 2000 wansportation services show a further increase to 15.2 Bef due to the addition of a
vers large cogeneration customer. )

An explanation of abbreviations used throughout this report for gas volume and energy units as well as
for heating units is provided in the Appendix at the end of this report.

SALES AND TRANSPORT FORECAST

Gas Sales Volume

PGW's anticipated sales for fiscal 1999-2005 are shown in Table 3.- This current budget estimate
contains six months of actual known data (September 1998 through February 1999) and six months of
best projections based upon currently available information. The 2000 Budget vear and all five forecast
vears are based on the expectation of 4,600 degree days of cold weather.

The sales forecast excluding Load Balancing Service (LBS) sales is based on an analysis of historical
usage patterns and utilizes a normal (average) weather pattern containing 4,600 degree days. Factors
considered in the forecast include the historical growth or decline in number of customers, PGW
marketing programs (e.g. oil heat conversions), changes in rates of consumption by customers in each
rate classification. the existing and anticipated price advantage of natural gas over aliernative fuels, the
availabilinc of natural gas. and the likelihood of PGW's participation in new construction and
rehabilitation projects. The forecast for LBS sales is based upon the availability of gas for sale at a
competitive price after the demand for gas by all other classes of customers has been satisfied.

Total firm sales are forecast to increase by 1.0 Bef from fiscal vears 2000 through 2005. Although the
residential market, which is the largest, is expected to decrease slightly over the timeframe, increases in
the commercial and industrial are projected 10 result in greater aggregate firm sales.

Interruptible sales are expected to increase to 12.0 Bef in 2005 as shown on Table 3. This represents an
increase of 38% over current 1999 budget estimates. Much of this increase is expected from PGWs’
Biuler and Power Services and Load Balancing Services.

PGWs' sales forecasting assumptions result in some differences in comparison to past forecasting
eftorts These differences are evident when looking at some of the individual sectors. Most notably. the
20 budee: and all forecast vears show a sizable increase in industrial sales, which had been forecast
to decrease n prior forecasts. The current forecast is designed around a revised marketing assumption
whizh nnimizes the shift of gas loads from industrial sales to ransportation customers (which had
heen forecast in prior vears), PGW's Marketing Department has noted eligible customers who could
shift to transportation gas have been reluctant to make the change due to gas balancing requirements
and ecas pricing which has closely tracked altermative fuel prices (#2 and #6 fuel oil). In addition.
unicrainh over retail competition in the gas market in Pennsyivania and specifically PGW's
customers. has reduced erosion from industrial to transporiation cuslomers.

Another area of differences in the forecast versus prior vears is evident in the residential sales. The
140G bydget forecast reflects sales considerably lower for residential sales than estimates developed in
the 1908 forecasi. These differences are in the order of nearly 2 Bef. According to PGW staff. these
ditterences and the resulting shifi 1o a lower sales forecast value for the residential sector are basc.J on




the application of actual metered customer data as an input into the devejopment of customer use
factors. The customer use factors are an important input into the development of a regression analysis
used to characterize segment consumption. Prior years inciuded data reflecting estimated readings used
to develop use factors. however the saturation.of automatic meter reading capabilities has improved the
actual recording of customer use and resulied in lower use factors for cusiomers. This reflects a
significant and permanent difference in the residential consumption forecast for PGW.

Transport Volume

Currently PGW has a small number of very large customers taking advantage of the company’s gas
transportation services. This translates to an estimated 15.2 Bef of gas by year 2000 and there is no
projected change in volume over the plamring horizon. Any customer shift to transpon gas would
impact the sales forecast estimates. PGW continues to closely monitor the price differentials berween
gas and alternative fuels as a possible signal of customer movement 1o gas transportation.

Other Sales

Another significant shift in marketing is PGWs’ decision to exit its “point-of-sale™ marketing programs.
The early results of these initiatives were marginal and a business decision was made to focus upon
more profitable marketing efforts. For example. PGW will be advancing its Parts and Labor Plan
activities to ‘increase revenues through value-added services. In addition. PGW has targeted those
Center Ciry customers with accessibility 1o the city’s steam loop, Efforts are in place to try to switch
customers from steam to pas equipment while addressing customer concerns over initial equipment
costs.

Competition

PGW faces retail competition from a number of sources. all of which impact sales. PGW's market share
of the residential heating market within its service territory is approximatelyv 80 percent. with oil
holding approximately 18 percent of the market and the remaining 2 percent utilizing other energy
sources. PGW’s potential for residential customer, end-use growth within its service territory is
estimated as follows: 150.000 space heating customers: 50,000 water heating customers. and 400.000
clothes drving customers. Within the residential market share held by PGW end-use saturations are as
foliows:

Space heating: 90%
Water Heating: 80%
Cooking: 16%
Clothes Drying: 47%

It iz estimated that PGW's market share of the light commercial market (businesses with less than 50
employ ees s 46 percent, -

Customer Counts

Table 4 presents PGW's budgeted average number of cusiomers for 2000 and a five-vear custamer
forecast on the same average billings basis. Berween 2000 and 2003. the total number of customers is
forecast to decrease by approximately 945 customers or less than one percent. The number of
res:dential customers are forecast 1o decrease by 3.400 customers. Increases in cusiomer billings are
expecied for the other major customer categories. Commercial customers are expected to increase by



1,866 customers, or o percent. Minor increases also occur in the other five customer categories as
shown on Table 4.

In general, it is our opinion that PGW's sales forecast is a reasonable projection of sales in light of
existing economic conditions within its service territory. It is critical to note that the forecast is
dependent on a number of factors, It is highly dependent on winter weather conditions which have not
been as cold as normal in the last three years and have impacted sales. The forecast is also dependent on
the assumption that the erosion of customers 1o gas transportation status will be negligible during the
planning horizon and the assumption that no open access/customer choice will occur in PGW's service
territory . Changes in gas retail competition in the state and/or continued changes in the price of oil
may resuit in changes to customer behayior and impact forecast saies.



FACILITIES

PROCESSING FACILITIES

The principal PGW’ peaking or supplementa! facilities include nine City Gate stations and two major
gas production plants, Richmond and Passyunk. Located at the plants are two liquefied natural gas
(LNG) facilities, a gas control center, a de-activated propane/air plant, and two gas holders (one of
which has been removed from service).

2)

bj

c)

d)

City Gate Stations —

Natural gas is received through nine city gate stations from two pipeline transmission companies
- Texas Eastern Transmission Corporation (TETCQO) and Transcontinental Gas Pipe Line
Corporation (TRANSCO). The two pipelines also own facilities and land at the .nine gate
stations. PGW's facilities at each of the city gate stations perform two basic functions - to meter
the flow of gas and to contro! the pressure delivered to PGW's distribution system.

Gas Control Center .

The gas control dispatchers, located at the Richmond Plant. monitor and control gas fiow and
pressure from the nine citv gate stations to the high pressure distribution system. The gas control
dispatchers also provide direction to the production plant operators concerning startup, shutdown
and gas flow output from the supplemental facilities. Operations are facilitated through the use
of a computer svstem which includes a backup unit and an auxiliary power supply.

Liquefied Natural Gas Facilities
There are two LNG facilities - one at the Passvunk Plant and one at the Richmond Plant.

The smaller UNG storage and vaporization facility at the Passyunk Plant receives its liquefied gas
supply from the larger Richmond Plant via cryogenic trailer trucks. The Passyunk LNG facility
consists of one LNG storage tank of 3,066,000 gallons gross capacity (1.¢., the equivalent of
253.300 Mcf (thousand cubic feet) of natural gas) and three LNG vaporizers, each having a
capacity of 45.000 Mcf per day — 90,000 Mcf per day planned capacity and 45,000 Mcf per day
feserve,

The Richmond LNG plant is one of the largest facilities in the U.S. for liquefaction in addition to
storage and vaporization. During the non-heating season, PGW uses the Richmond LNG Plant 10
liquefy and store natural gas from the pipelines. The piant has the capacity to liquefy and store
approximately 23.500 Mcf per day and the two storage tanks have a combined gross capacity of
+8.970.000 gallons of LNG (4.045.800 Mcf). Regasification of the liquid is accomplished with
six vaportzers having a total output of 450,000 Mcf per day with none in reserve.

Propane’Air Facilities

The Passvunk propane’air plant has the air compression and propane vaporization ¢apaciry to
produce 60.000 Dth (Dekatherms) of propane/air mix per day (45,000 Dth per day planning
basis) and has a liquid propane storage capacity of approximately 662.250 gallons. This faciliry
has been 1dle since 1994 and its use is not anticipated in the current five-vear gas supply

forecast.




e)  Gas Holder Storage Facilities
The Richmond plant has a low pressure gas holder. The Passyunk holder has been removed from

service. The Richmond holder has an operating capacity of 1,000 Mcf. It was installed in the
manufactur-" gas era and is in good working order. It is used to enhance operational flexibility
atthe LNG m

DISTRIBUTION FACILITIES

The principal gas distribution facilities consist of approximately 3,006 miles of main, 511,453 services,
205 regulator stations, 599,189 total meters (of which 520,811 are active), miscellaneous valves.
insttuments and other appurienances. There are five different operating pressure systems, each system
is connected to the other by control rcgulators The high pressure systems operate at approximately
110. 60. and 35 psig; the intermediate pressure system operates at 5 psig; the low pressure system
operates between 6 and 9 inches of water column (approximately 0.25 pounds per square inch). The
majority of customers are served from the low pressure system.

Approximately 58 percent of the gas mains are cast iron pipe, 34 percent are steel pipe, S percent are
ductile iron pipe and 3 percent are plastic pipe. Approximately 53 percent of the service lines are steel
and 47 percent plastic.

OTHER FACILITIES

PGW has its executive and operating offices located at 800 W. Montgomery Avenue, which is a
130.000 square foot office building constructed in 1988. The adjacent former general office building
now houses distribution and customer service dispatch centers, a customer information center, operating
stations. and warehousing, as weli as management information systems, a meter shop, and a metal
fabrication shop. Additional facilities include eight district offices and three operating stations for field
service and distribution crews. There are also a warehousing facility and an automotive maintenance
and repair facility. The automotive maintenance and repair facility is responsible for the upkeep of
PGW's fleet of approximately 1,000 vehicles and related equipment. PGW also maintains minor
automotive repair facilities at its operating stations.

CONDITION OF FACILITIES

In April. 1999 Stone & Webster conducted site inspections of certain PGW facilities as deemed
appropriate. During the inspections Stone & Webster emphasized three evaluation criteria:

N Were facilities in place and fully operational in order to provide dependable service to PGW
' customers.
2)  Were the facilities in good condition and operated by trained personnel, and
3) Were any conditions evident that might indicate that the facilities were not designed, constructed.
operated or maintained in accordance with either current regulatory standards or generally

accepted industry practices.

In the course of these inspections the following facilities were visited:



800 W. Montgomerv
- General Qffices

1800 N_9th Street (former general office building)

- Qeneral Warehouse
. Distribution and Field Service Dispatch Centers *
- Distribution and Field Service work stations

- Information Systems
- Customer Service call center

1849 North S1h Street

- Vehicle maintenance facilities
- Vehicle refueling swation

- General offices

5138 Belfield (Distribution Satellite Operations Center)
- Distribution and Field Services Facilities

Tiopa Satellite Service Center

- Distribution and Field Services Facilities
- LNG Facilities

- Propane/Air Facilities (idle)

- Gas Holder (idle)

Richmond Plant

- LNG Plant

- Gas Control Center
- Gas Holder

Citv Gate Stations
- Richmond (TRANSCO)

District Regulator
- Underground regulator pit — Mascher St. & Olney Avenue

Large Volume Meters
- First Union Center sports complex

On site observations of PGW s operating procedures were made at the following locations:

Chestnut Street from 6™ Street to Broad Street
- Replacement of a 67 O.D. (outside diameter) cast iron main with a 6” O.D.

polvethyiene main.

&” Street south of Race Streel
- Installation of a 6" O.D. polvethvlene main and 2" O.D. polvethvlene senvice for
television station and studios of WHYY'.

Marins Mill Road and Montour Street
- Excavation to determine the location of a short circuit in the cathodic protection

system for 2 1270.D. stee] main.




1700 block on Cavuea Street
- 12" O.D. cast iron joint encapsulation to stop leaking gas.

155 E. Chelten Avenue
- 16" O.D. cast iron joint leak repair.

Parrish Street from 10” Street 10 11" Street

- Instaliation of new 6" O.D. polyethviene main to replace an existing cast iron main
due 10 housing renovation.

Walnut Lane and McCallum Street

- Prudent main and service replacement project. Existing 3" Q.D. cast iron main
replaced by 3" O.D. polyethylene main and 1™ and 2" O.D. services replaced by
like size polyethvlene, :

5400 Germantown Avenue
- Repair of leaking 16”7 O.D. cast iron bell joint.

4199 Stout Road south of Citv Line Avenue
- Tie-in and purging of a 3" O.D. polyethylene main and 2" Q.D. polyethylene service
line extension.

1500 Belmont Avenue
- Repair of leaking 12" O.D. cast iron bell joint.

On the above job sites visited, all observed facilities, vehicles, equipment and warehouse stock were
maintained in good working condition and operated and maintained in accordance with generally
accepted gas industy practices. Emplovees appeared to be knowledgeable of their job requirements
and well trained.

In addition to the site inspections, Stone & Webster interviewed the Interim President and Chief
Executive Officer, the Executive Vice President and Chief Operating Officer, the Senior Vice President
and General Counsel, the Vice Presidents of Marketing, Human Resources, Operations, Gas
Management. Information Technology, and Public Policy; and the directors or managers of the Gas
Processing. Transportation, Collection, Customer Service, Application Services, Field Services,
Engineering and Building Services, Distribution, Technical Administration, Budget and Financial
Forecasting, Residential Saljes, Commercial and Industrial Sales, and Business and Economic
Development Departments. On this or on previous inspections we have reviewed construction,
maintenance and operating practices. system design criteria, inventory levels, material and construction
standards. safetv. regulatory compliance and maps and records.

PGW"s highest operating priority is response to emergencies and the maintenance of a safe gas
distribution svstem. PGW maintains maps and other records of the distribution system in good order.
and has comprehensive written constuction, operating and maintenance standards and procedures. lts
personnel are well trained in the operation and maintenance of the gas distribution system. PGW is
actively involved in entering their records (Comosion, Service and Leak Records) into computer
databases. thus facilitating and improving the accuracy of accessing information. Reasonable security
measures are provided at the major facilities visited such as the two production facilities, the city gate
stations and the headquarters building.



Based on the inspections and interviews conducted, it is Our opinjon that PGW
#ts system prudently and in accordance w

industry practices.

operates and maintains
Ith current regulatory standards ang generally accepted
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GAS MANAGEMENT

On April 15, 1999 the PGW Search Committee met and decided to request proposals for supply
management services. Earlier in 1999 a request for quahifications had generated interest from a number of
parties. The RFP seeks performance guarantees and/or savings guarantees.

SUPPLY SERVICES

PGW is directly connected with two majeF interstate pipeline companies: Texas Eastern Transmission
Corporation (TETCO) and Transcontinental Gas Pipe Line Corporation (TRANSCO). and has pipeline
-contracts with both. These two pipeline companies are expected 10 deliver virtually all of PGW's supplies
over the forecast period. The pipeline contracts provide for the gansportation of gas purchased by PGW.
In order to utilize these contvacts in an economic manner. PGW has contracted for 2 variety of storage
services which PGW uses to store gas during low-demand summer periods. In addition PGW owns and
operates two LNG (liquified natural gas) plants which also serve a storage role. These storage gas options
permit the matching of supplies to winter-period peak demands.

As shown in Table 5. PGW' has two existing transportation contracts on the TRANSCO svstern and another
™ o transportation contracts on the TETCO system for direct service. These firm transportation agreements
are used 1o move gas to the Philadelphia city gates either directly from producers or from storage facilities.
The FT. FT-1 and CDS contracts are for 365 days per vear, whereas the smalier PSFT contract is a winter
peaking service available for 90 days per vear. Additional ransporntation contracts are in place to move
siorage gas: these contracts work in conjunction with storage services as described below.

On the TETCO svstem, PGW employs four storage contracts (SS-1. CNG-GSS-TE. ANR and Equitrans).
The SS-1 storage service is directly connected to TETCO. ANR. Equitans and CNG-GSS-TE are off-
svsiem storage facilities. PGW has adequate transportation contracts in place to deliver gas withdrawn
from these facilities to PGW. PGW’s total daily deliverability from these four storage contracts amounts to
103.856 DTh.

On the TRANSCO system, PGW has four storage contracts (GSS. $-2. WSS, and ESS), with a total daily
dehiverability from storage of 114.452 DTh. Detailed information for PGW contracts is provided as Table
L

PGW also owns supplemental LNG facilittes at Richmond and Passyunk to meet contingent winter demand
in excess of pipeline and storage supplies. LNG is produced from pipeline gas during the summer and
stored in PGW"s two large facilities and one satellite tank within the Cirv. PGW' has evaluated upgrades to
its LNG capabilities. One upgrade is to add an additional liquefaction unit which would enable it to liquefy
pas duning the winter. Anotheris to add an LNG barge capabilinv to the Richmond faciliny. Both upgrades
could provide PGW with significant additional commercial opportunities. as well as potentially reducing
the need for off-system storage and peaking services.

A Propane:air (LPG) plant also exists at Passyunk. but has been mothballed. Its usage is not contemplated
over the forecast period or bevond.

Ficure 34 pictonally depicts the peak day gas supply delivery sources available to PGW.



SUPPLY/DEMAND BALANCE

Table 6 presents PGW's forecast of supply and demand under normal weather conditions (4,600 HDD
{Heating Degree Days) ) for fiscal years 2000-2005. Over this fiscal penod it is expected that daily
pipeline delivenies (including storage deliveries) will account for about 95% of PGW's requirements on a
current receipt basis. with the balance supplied from inventories of LNG.

Table 7 restates PGW's forecast of supply and demand under design weather (5.280 degree davs)
conditions for fiscal vears 2000-2003. Daily pipeline deliveries through Texas Eastern and Transco from
gas producers/marketers account for approximately 78 percenmt of total requirements: and storage gas
accounts for approximately 16 to 17 percent of demand throughout the forecast period. Remaining demand
1s met with LNG. —

Figure 5B pictonially depicts nommal and design vear annual gas requirements for 1999-00 by delivery
sources 1o PGW,

As shown in Table 5, the pipeline transportation contracts provide PGW with up 1o 109.7 million Dth
annuallv. To the exient practicable and most prudent, PGW intends to maintain flexibility on both
pipelines by continuing to contract gas supplies from both marketers and producers.

Table 8 restates PGW"s forecast of supply and demand under peak day and peak hour conditions. Sendout
requirements are based upon the assumptions of a peak winter week dayv with an average daify temperature
of zero degrees Fahrenheit (F) (equivalent to 65 Heating Degree Davs) and an hourly peak temperarure of
minus five degrees Fahrenheit. Under these conditions interruptible sales are planned to be suspended in
accordance with provisitons in the contracts for such rates. Under peak day conditions. projected firm
demand could be met throughout the forecast penod by pipeline delivenes and the use of PGW's LNG
capacin. Figures 6 and 7 compare peak day and peak hour demand 10 PGW's maximum availability
1sendout capability) for each of the forecast vears. Figure 7 shows a small sendout safeny factor exists for
peak hour demand. even in fiscal vear 2005.

The maximum daily sendout during recent winters has been characterized as follows:

Average Total Pipeline

Temp. Sendout Supplyv LNG
Winter deg F. MMCF MMCF MMCF Date
OR.00 23 541.9 448.7 93.2 5 Jan'99
Q7.0§ 28 464.5 407.5 57.0 11 Mar'98
Uh.Q7 12 661.7 434.2 2275 18 Jan'97

The svstem Histoncal Peak Dayv occurred on 19 January 1994 with a sendout of 732.7 MMCF at an
average temperature of Z degrees F.

a addimion 1o having adequate provisions for the supply and deliveny of gas to its customers. PGW has also
maintuned asgressive cost management of its supply portfolio. Figure 5C dispiavs an objective gas cost
compartson of major Pennsy fvania utihines. The analvsis displaved removes gross receipts tax from the
imvestor ouned utihnes and removes the social costs assigned 1o POW's gross fuel cost in order to provide
an obieztne companson. PGW is among the fowest cost gas providers (n the state.

PGW manazement has also designed a gas supply financial hedging program which is currently before the

O

Phitadeiphia Gas Commission for review. A cost-benefit study has been conducted with the current fiscal
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vear as a basis which has demonstrated that further savings in gas costs may be achieved through the use of
an appropriate hedging program. ’

In summary, based upon our review of PGW's gas supply acquisition policies, proposed budget, and the
analyses described herein, it is our opinion that transportation, storage and supplies of natural gas under
contract, along with LNG normally available to PGW, are adequate'to meet PGW's forecast of peak hour,
peak dayv and peak year demand through the 2005 fiscal vear in a prudent and commercially competitive
manner.



CAPITAL IMPROVEMENT PROGRAM

BUDGET PROCESS

PGW's capital budget and five-year forecast are the result of a formal process starting when a list of
budgeting and operating assumptions is developed to provide overall direction and is circulated to all
departments. Individual departments use these assumptions as well as certain specified economic
parameters to prepare the capital requirement estimates that form the basis for departmental budgets.
These budget requirements and forecasts are based on meeting PGW's design hour and design day
forecasts that are prepared by the Gasdanagement Department. The madjor operating departments
determine their capital requirements by identifying the capital improvements necessary to safely.and
reliably meet the system-wide conditions calculated for a design day of zero degrees Fahrenheit average
temperature, a minus five degrees Fahrenheit design hour, and 2 normal annual weather pattern
producing 4,600 annua) degree davs. Additiona! facilities for serving new customers and systems
(primarilv information technology) to improve customer service are also proposed as part of the
budgeting process.

All capital projects and requests are assigned a priority: the highest priorities (priorities | and 2) are
reserved for expenditures required 1o maintain the integrity (safety and reliability, respectively) of
PGW's system. The next priority (priority 3) signifies expenditures for enforced facility relocations
which-are based on city, state, or federal mandated projects. The fourth priority relates to expenditures
for revenue production from load growth, and the lowest priority category (priority 5) covers
expenditures for improved operating efficiencies and/or discretionary items.

PGW"s capital budget and forecasts incorporate several changes from earlier forecast periods which
reflect improvements to internal policies, procedures and the level of detail information. The most
significant changes include:

+ Approved capital budget work orders have a defined life span and adjustments must be approved by
the Chief Financial Officer.

«  Multi-vear capital projects are submitted for initial project approval and subsequently submitted for
the budget vears when funds will be required.

= Approved projects not adequately progressing are reviewed as to whether they are sull necessary.

« Capital project priorities and needs are presentied within a marrix format which highlights the
relationship berween priorities and project needs (e.g. Table 10 for budget year 2000).

CAPITAL BUDGET AND FORECAST

Proposed capital expenditures for both the fiscal 2000 capital budget and the five-year capital forecast
(fiscal 200} through fiscal 2005) 1otal $317.2 million on a net basis (afier reimbursements,
contributions. and salvage). The Capital Improvement Programs for fiscal vears 2000 - 2005 is
summarized in Table 9 and shown graphically in Figures 8, 9 and 10. The projected expenditures
against these authorizalions are summarized in Exhibit IV,
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The fiscal 2000 capital budget totals $60.9 miliion on a gross basis ($59.6 million net), an increase of
$11.1 million (22.2%) from the previous vear 1999 Capital Budget of $49.8 million. The 2000 budget
is comprised of $45.6 million (75.0%) of replacements and $15.2 million (25.0%) of additions. As
shown on Table 9 and pictured in Figure 10, the largest pertion of the 2000 budget is allocated as usual
10 the Distribution Department. which will receive 326.2 million, 43.1% of the budget. The second
largest portion ($14.5 million or 23.9% of the budget) is represented by the Gas Processing Department
which is  primarily for Phase 1 of the Richmond LNG Plant Liquefaction Plan:
Replacement/Enhancement. Unlike the Distribution budget which recurs in similar amounts annually,
the Gas Processing budget is more of a one-time expenditure to replace and upgrade the near 30-vear
old liquefaction equipment and does not recur throughous the forecast. Phase 2 is forecast to occur in
2003 and 2004.

* Table 10 lists twenty four of the largest items in the fiscal 2000 capital budget. Together these twenty
four major projects account for $48.2 million or 79.1% of the 1otal gross budget. These same twenty
four project categories (many of which are annually recurring items) also accounted for $43.2 million of
last vear's budget. This indicates that both the largest projects and the majori~v of PGW's 2000 budget
are accovied for by annually recurring activities.

This vear's five-vear (2001-20035) capital forecast totals $264.9 million gross. an increase of $14.4
million (5.8%) over last vear’'s five-vear forecast of $250.5 million. This vear’s five-year forecast is
comprised of $216.0 million of replacements (81.7%) and $48.9 million of additions (18.3%). The
Distribution Department accounts for $160.8 million or 60.7% of this vear’s five-vear capital forecast.

GAS PROCESSING

Proposed investments for additions and replacements 1o PGW's gas processing plant total $14.5 million
for the 2000 budget period. The 2000 Gas Processing Budget is $12.1 million more than the budget
fiied in 1999,

The expenditure breakdown in the 2000 gas processing budget includes $41.000 for Natwral Gas
Measurement and Control Facilities. $175.000 for miscellaneous Supplemental Gas Facilities, and
$138.000 for Building and Grounds. A large capital expenditure of $14.185.000 has been included in
this vear’s budget for Phase 1 of a ReplacementEnhancement of the Richmond LNG Plant liquefaction
plant

DISTRIBUTION

The proposed expenditures for capital improvements to PGW's distribution system in the fiscal 2000
budget period 1otal $26.2 million before credits of $0.8 million for salvage and reimbursementto vield a
net taial of $23.4 million. Distribution replacements-amounting to $20.7 milhion and additions of $3.3
m:tiion account for 79.0 percent and 21.0 percent respectively of the total gross capital expenditures.

The largest capital expenditures for the distribution system are scheduied for the replacement of small
diameter (1.25 inches or less) services which account for $9.6 million of the FY 2000 proposed capitat
budget. These expenditures are scheduled for the renewal of services based on customer complaints.

leak survevs. and city and state work.

Prudent main replacements for intermediate and low pressure mains of small diameter (8 inches or less)
amount 10 £3.2 miliion of the FY 2000 budget. In addition to the prudent replacements. replacement of



these same diameter and pressure Jevel mains due to anticipated city and state construction activities
involve $3.7 million of proposed expenditures for the FY 2000 budget.

FIELD SERVICE

PGW’s planned field service related investments total $7.1 million net in the FY 2000 budget after
consideration of 30.!1 million for contributions and salvage. The bulk of the field service budget
represents meter purchases and a continuation of PGW’s aggressive program for installation of
electronic transmitting devices on customer meters. These devices are used to read gas usage. following
measurement by the existing gas meter, and transmit it to PGW for billing purposes without the need 1o
send meter readers to a customer's premise. This multi-vear installation program is nearing completion
with nearly 500.000 of the devices instaf®3. The remainder of PGW’s customers — mostly commercial
- are forecasted to be converted over to this automated meter reading svstem commencing in 2000,
Benefits 10 date continue 10 include a marked decrease in the number of manual meter readings required
and a consequent reduction in personnel in this area. }

TRANSPORTATION

Capital expenditures budgeted for transportation by PGW 1otal $4.1 million net including $0.3 million
salvage during the 2000 budget vear. Vehicle replacements/additions will account for 78.6 percent of
the gross total with the remainder budgeted for replacement of mobile equipment as well as
replacement and addition of shop equipment and purchase of 2 maintenance tracking system.

OTHER DEPARTNMENTS

Budgets for PGW s departments other than the four departments specifically mentioned above have
historicallv been grouped together under the miscellaneous category "Other Departments™ since thev
are nvpically too small to warrant a separate category. For the 2000 budget however a number of
Information Technology (IT) items which fall into this.category have been budgeted simultaneously.
These systems. related hardware and facility modifications total $3.6 million (66.1%) of the 101al $8.5
miliion Other budgel. They consist of a number of smaller items ranging from $22.000 to $600.000 and
a material management svstemn at $1.269.000. The balance. $2.9 million (33.9%). is constituted by
mis¢ellaneous items in the Other departments such as building modifications and repairs. office
furniture and file cabinets and a variety of equipment. In our opinion the 1T expenditures for the vear
2000 budget are appropriate.

PGW has five major mainframe computer systems:

+ Customer Service

« Accounung and Finance -
« (Gas Management

» Field Services

» Human Resources

These sysiems are being revamped or replaced with svstems having capabilities and flexibilities to
expand in areas such as additional customers. and more immediate productiviry and cost information.
The new Accounting and Finance svstem has been implemented. An aggressive effort is expected 1o
lead to implementation of the remaining svstems during the 1999 calendar yvear.



PGW embarked on a Year 2000 compliance program in the 4™ quarter of 1997 This is 2 formal
program with a formal project structure. This approach is expected to provide strategic coverage needed

“in critical areas of PGW including all information technology assets, embedded systems, and Business
s.ystem Applications on the mainframe computer.

CONCLUSIONS

Based on discussions with PGW's management and our review and evaluation of PGW's proposed
fiscal 2000 capital budget and forecasi=capital expenditures for fiscal 200] through 2005, it is our
opinion that the budget is consistent with PGW's corporate objectives and is appropriate for maintaining
2 safe natural gas distribution system for Phiiadeiphia. PGW's objectives for the proposed capital
budget are to provide and maintain the necessary facilities and records 1o ensure PGW has the
capability 10 deliver safe, reliable service that is cost effective for existing and furure customers.



RATES AND REGULATION

REGULATORY ENVIRONMENT

The Philadelphia Home Rule Chaner contains provisions for the establishment of the Philadelphia Gas
. Commission (Commission) to regulate the activities of PGW. Under the Management Agreement the
Commission's powers and duties include: establishing PGW's rates and related charges. approval of certain
management personnel selections by PFMC, approval of operating budgets, review of the capital budget
and gas supply contracts prior to approval by City Council, review of PGW's books, records and accounts,
sening standards for the procurement and disposal of material, supplies and services. and approval of any
changes in gas quality standards. The Commission's five members include: the City Controller, two
Mayoral appointees, and two City Council appointees. or their respective designees. The Commissioners
provide such service to the City on a part-time, or as-needed basis. However, a permanent staff provides
dav-to-dav administrative and oversight functions.

Request for rate and tariff changes are initiated by PGW based upon anticipated revenues. expenses, capital
expenditures and debi service coverage. The Commission holds public hearings on proposed changes to
base rates at which PGW and other interested parties are permitted (0 present evidence supporting their
positions regarding the proposed rate change. Community Legal Services. Inc. has been appointed to be
the Public Advocate in rate hearings to represent residential customers. The Commission issues orders
based on its findings from the evidence and information available. Subsequentto the issuance of orders, an
appeals process is available that includes a petition for reconsideration and rights of appeal through the
courts. The Commission. through its regulatory review and orders, seeks to obtain a balance between the
interests of PGW, the Citv and its customers.

Base Tariff Proceedings .
PGWs last Base Rate Case was concluded in 1992, However, PGW initiated a Tanff Revision Proceeding

in 1995 which provided language amending the PGW Gas Service Tariff in order to improve customer
service and accountability while clarifving the obligations of customers, to facilitate more effective
management of accounts receivable and collections, and to provide consistency and conformity within the
Tariff. Significant improvements were made within the Tanff which were authorized in 1996 and 1997
and made effective in 1996 and 1998. In general. these improvements reduce the potential for customer
fravd. strengthen collection procedures and move customer service charges and fees to more accurately
reflect costs incurred as well as widespread industry practices.

In the past PGW has experienced problems with the customer application for service process which have
led to delinquent accounts due to fraud. This process has been revised so as to significantly reduce the
potential for deception. Additional quantitative changes have been made in recent years which include the
following. Returned check charges were increased from $5.00 10 a progressive scale of from $8.00 10
$34.00 for repeat returns so as to reflect industry standards. Customer service call charges were increased
from $30.00hour 1o a schedule of charges which reflect actual costs. And. field collection charges were
instituted. Tables 11, 12, and 13 display PGW's previous and current industry benchmark positions.
Additionally, service turn-on charges were established and finance charges for past due balances in excess
of $300.00 were increased from a 5% to an 18% annual rate.

On April 27. 1999, the Philadelphia Gas Works received interim approval (final approval must be obtained
by Mav 2000) from the Philadelphia Gas Commission to adjust the two components of its general gas rate
10 994.000 residential customers. The charge on the volume of gas used has been reduced while the



monthly fixed customer charge has been increased. The $3.94 per Mcf of natural gas that is charged to
residential customers has been reduced by $.51 10 $3.43 per Mcf. The $4.00 per month fixed charge has
been increased by $4.00. During a normal winter, when heating bills are their highest, this change will
result in lower gas costs. In the summer months, when heating costs are at their lowest, the customer
would have a higher bill due to the $4.00 increase in the gas charge. Over an entire year, in a2 normal
winter. the customer will pay the same under the new rate structure as under the old. However, in a colder
than normal winter. unit gas costs would be lowered because customers would be paying less on the
amount of gas used 1o heat the home.

The change in the two rate components will increase cash flow to PGW during the warm months, and will
reduce the seasonal increase in gas bills during the winter months. This is expected to have a positive
effect on previously experienced wintedimme siow payments and delinquencies. The net result of this
change will be an increase in PGW revenue of approximately $4 million in the first Fiscal Year 1998-1999,
since this fiscal vear has the benefit of a summer period under the revised rate.

The Gas Works™ monthly charge of $4.00 had been the lowest of area gas utilities, while $8.00 per month is
approximately average for the cost of surrounding utilities.

PGW management does not foresee the need for a base rate case prior to fiscal vear 2002, at which time a
$20 million increase in revenue (or equivalent decrease in expenses, or a combination of both) is assumed

in the current financial forecast.

Gas Cost Recovery Proceedings

in addition to base rates, PGW has a gas cost recovery (“GCR") adjustnent designed 1o permit PGW 1o
adjust its charge on firm. fixed-rate rate schedules on a quarterly basis in order 10 recover its actual cost of
purchased gas. The GCR mechanism also recovers costs which are in support of PGW's Jow-income
weatherization and payment programs. The projected cost of purchased gas is calculated and recovered
from customers on a levelized basis in part from a component included in the base rates and in pan from
the GCR adjustment. :GCR collections, which may be positive or negative. together with the cost of gas
included in base rates, are matched against actual costs for the vear. Any differences are then charged or
credited 10 applicable expenses in the next annual forecast period.

The Commission performs an annual review of the GCR procedure. These reviews, which may be
technically comprehensive. can include an investigation into fuel planning and gas purchasing practices of
PGW. The Commission has concluded in the past that PGW's gas procurement has fulfilied applicable
regulatory requirements by utilizing least-cost gas supplies while maintaining overall system reliability.

PGW management designed and proposed in 1997 a Purchased Gas Adjustment (PGA) to the GCR. The
proposed PGA would have adjusted the GCR gas cost component on a monthly basis. This would have
allowed more accurate market pricing signals for customers and would have significantly reduced the
annual gas cost overfunder collections which have varied berween ten and twenty million dollars in recent
z vears. This proposal was rejected by the Commission.

Reoulatory Jurisdiction

U nder current regulations all rate regulation authority is held by the Cirv of Philadeiphia which has
delecated this authoriny 10 the Philadelphia Gas Commission. This repornt assumes rate regulation will
conuinue 1o be administered as provided in the ordinances.




State Legisiative Issues
House Bill 1068 and Senate Bill 943 which were introduced in the Pennsylvania Legislature during its

previous session, did not apply to municipally owned gas distribution utilities. The proposed Bills.intended
that investor-owned gas distribution wtilities in Pennsylvania fully open their systems to access by third-
party gas merchants and that such utilities no longer participate (or possibly reduce their participation) in
the gas merchant function. Considerable activity and attention susrounded these bills and PGW actively
participated in the proceedings. However, a consensus was not constructed among the many interested
parties and the biils expired with the legislative session.

A modified version of these bills has again been introduced during the current legislative session: House
Bill 937 and Senate Bill 601. These two bills are substantially the same. As currently drafted, they do not
appiy 10 PGW if PGW operates exclusivelx within the City boundanies. However, certain members of the
legislature have suggested that they will propose amendments which could affect municipal utilities. The
salient features of the bilis are:

» Permit gas utilities to propose to increase the frequency of the adjustment of their gas costs in rates
from the current frequency of annually to as often as monthly.

= Mandate the unbundling of gas supply services and the implementation of "open access”/ "customer
choice” on gas distmibution systems.

« Mandate PUC licensure/regulation of natural gas suppliers.

« Repeal ofthe Pennsylvania gross receipts tax on natural gas utilities (in SB601).

Enactment of legisiation in the form described above which applies to municipal gas utilites such as PGW
could affect PGW's revenues and expenses. Enactment of legislation which would-cause municipal gas
utilities to become subject 1o PUC jurisdiction could affect PGW's operations, revenues and expenses. At
the date of this report no specific amendments which would apply to PGW have been proposed in the State
legislature. Accordingly, these forecasts are based on legislation currently in effect.

ENERGY ASSISTANCEPROGRAMS

High accounts receivable balances and a larger than norma! number of delinquent accounts have occurred
at PGW for a number of vears. In response PGW has 1aken a pro-active position in assisting customers in
meeling energy costs. PGW works closely with community and legislative groups at the city, state and
federal levels to increase funding for energy assistance programs.

ILTHEAP Program

The Federaliv-funded Low Income Home Energy Assistance Program (LIHEAP) provides payments to
households in order to ensure continued utility service. Philadelphia's residential gas consumers make
application through PGW’s eight neighborhood offices. Department of Public Welfare or at one of many
community sites with the funds obtained going directly to PGW for crediting to the customer's account.
LIHEAP is PGW"s single most imponant source of low income assistance funding.

Table 14 details PGW's LIHEAP participation in recent years and provides a forecast for fiscal year 1999.
In recent vears. PGW has increased its share of LIHEAP funds allocated to the Commonwealth of
Pennsyvivania from approximately 15 to 20 percent through a vigorous educational and outreach program
among its low income residenual population.



In 1996 the Commonwealth of Pennsylvania changed the customer eligibility criteria for LIHEAP
participation from 150% of the federal poverty level to 110% of the federal poverty level. Consequently,
the number of PGW customers which are eligible for LIHEAP has been reduced. Additionally, the
Commonweaith of Pennsylvania has not extended the eligibility period in FY'99 for applications for one
form of LIHEAP funds, the Crisis Grants. Consequently, PGW's FY?99 forecast projects an approximately
$2.000.000 reduction in Crisis funding.

Vendor Pavment Program

PGW continues to suppor a-Vendor Payment Program for a group of customers known as Scattered Site
Tenants of the Phifadelphia Housing Authority (PHA). These customers occupy dwellings, usually single
family homes. owned by the PHA and WHose rental is subsidized by the Federal government. Under
agreement with the PHA and the Scattered Site Tenants, the Federal government's Department of Housing
and Urban Development provides a utility allowance to PHA, on behalf of the tenant, which is then

assigned to PGW. . .

Udlirv Emergency Services Fund

PGW' also continues to participate in the Utility Emergency Services Fund (UESF) which is a private fuel
fund set up with the assistance of the Ciry of Philadeiphia Water Department. PECO Energy and
Philadelphia Gas Works. Under this program. customers at or below 150 percent of the poverty tevel may
make application for an energy assistance grant (LIHEAP) which together with their own payment, a grans
from UESF. and a matching contnibution from the utility involved, will enable the customers to zero-out
any arrearages they may have. The maximum allowance that a customer may receive is $300: $250 from
UESF and a matching grant of $250 from the utility.

Dollar Plus Program
PGW aiso continues to support a program called "Dollar Plus” wherein PGW's customers were asked to
add $1.00 or more 1o their gas bill payments as a donation to the Utility Emergency Services Fund.

Pavment Plans
PGW maintains a number of residential customer payment plans which are tailored to the customer’s ability

10 pay in order to allow the customer the opportunity to pay down past arrearages and budget future usage
and payments,

Customer Respousibilitv Program

In 1994 the Philadelphia Gas Commission approved a new low income customer assistance program which
was termed the "Customer Responsibility Program” (CRP). This is a low income pavment plan that is
designed to increase cash flow 10 PGW and decrease accounts receivable. the related appropnation for
uncollectible reserve and the accumulated provision for uncollectible accounts. Existing EAP participants
were automatically transferred to the CRP. The CRP is open 1o any customer who is at or below 150% of
the Federal poverty level. Participants are asked to pay the greater of 330 or 7.35% of their income towards
their gas bills. and are required 1o apply for the LIHEAP Grani program and assign that grant to PGW if
ehgible. The LIHEAP Cash Grants offset the customer's Eamed Discount. and the LIHEAP Cnsis Grants
offset the customer's pre-program debt. For CRP participants who have excess consumption (defined as
consumption in excess of 90% of average consumption for their tvpe of household) the payment cap is
increased to 12% of the customer's income. New customers are asked to pav 5% of their arrearage as a
down payment, although exceptions are provided if warranted. CRP customers are also required 10 accept
conservation measures if they are offered 1o them. CRP customers are required to recertify for the program
each vear and are considered in default when they are two full payments past due. A formula is developed
1o forgive past arrearages after successful compietion of five vears on the program. Provisions are made in
the regulations to allow exceptions 10 rules if cusiomers show that thev are making a good-faith effort 10
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meet program responsibilities. Approximately 45,500 customers, or about 9 percent of PGW's total
residential customer base are enrolied in the CRP. This level of participation is approximately a 25%
reduction from recent years, and is primarjly due to PGW's improved eligibilitv verification and default
processing inanves.

An evaluation of the Customer Responsibility Program was completed in late 1997 by an outside firm. The
results of that evaluation were mixed and inconclusive. but did outline adjustments for various areas of the
program which should provide for improved customer performance and program cost effectiveness. Manv
of those recommendations have since been implemented. In general, it is believed that meaningfu
improvements in the financial perfonnance of the CRP can be obtained through adjustments in PGW's
internal procedures and a redefinition of customner eligibility requirements.

Improvements to date include:

= Establishment of closer coordination with state welfare agencies 10 verify eligibiliry,

» Improved intake process which now incorporates one-on-one program and energv conservation
education,

« Automated collection default notification and processing. and

L]

Improvements in excess usage charges and LIHEAP makeup charges processing and collection.

Additional improvements are anticipated with the completion of the upgrading of PGW's Customer
Information System which is cwrently in progress. However, significant progress has already been
achieved as is evidenced by the improvement in the participant active/default ratio which has grown from
60%/40% to 70%/30%.

The CRP revenue shortfall spread across other customers in fiscal vear 97-98 was $11.9 million, which is a
33% reduction over the previous year. The gas cost rate for fiscal year 98-99 has been approved by the
Commission at a level sufficient 10 provide for this year's revenue shortfall which is expected 1o be
approximately $9.5 million. The reduction in revenue shortfall is primanly ammbuted 10 reduced
participation leve! and warmer than normal weather.

Conservation Works Program

PGW has also been active in promoting the Conservation Works Program (CWP) which was the
weatherization energy conservation segment of CRP. This program provides energy conservation
education and customer workshops and selected weatherization measures for eligible CRP customers, both
in single and muhi-family homes.

An evaluation of the Conservation Works Program was completed in 1996 in which a number of areas for
improvernem were identified. The overall cost effectiveness of the program during the previous five vears
was indicated as marginal. A significant deficiency noted was excessive overhead cost. This deficiency
has been corrected by permitting multiple program administrators into the program through a competitive
bid process. Currently. the program is operating with about one-half of the level of administrative cost as
was experienced prior to the evaluation. Further improvements in the program are underway as well as
further evaluation efforts. Current improvement activities are focused on sressing the most cost effective
conservation measures, which have been identified as education, air sealing, and set-back thermostats. The
program was reevaluated in 1997 and found to be solidly cost-effective. Currently, about 4.000 PGW
cuslomers are receiving conservation related installations each year, which is approximately a 30% increase
over the previous vears activities. The current level of annual CWP funding is $22 million, which is

funded through the GCR.



Senior Citizen Discount Program

PGW offers a senior citizen discount program 10 residential customers age 65 or older. The discount is
approximately 20 percent of the total gas bill. Approximately 92,000 PGW customers are taking advantage

of this program.

Educational Programs
PGW also has many programs which it utilizes to inform the community about energy assistance programs

that are available to thern. PGW works with the Emergency Fuel Group. which is a coalition of

approximately 300 community organizations around the City and the region. to get word out about energy

assistance programs. lIts other activities include monthly consumer round-tables, speakers bureaus in

different Philadelphia communities and individual telephone calls. PGW' has an extensive telephone a.nd
field visit outreach program which is conducted in both English and Spanish.

Low income energy assistance and uncoliectibles are a significant issue at PGW. Management of this issue
ts a top priority of both PGW management and the Commission. Meaningful progress has been rnade in
this area in recent vears and further progress is anticipated.

RATE SCHEDULES AND DEVELOPMENTS

PGW offers a range of rate schedules which are offered on a non-discriminatony basjs. Rate offerings are
based on suitable and reasonable classifications which appear 10 meet the needs of customers and are
competitive with alternative energy sources.

PGW’s wanff offers both firm and interruptible sales and transportation services. Firm sales service
provides gas under rate schedules for which PGW does not anticipate any interruptions. Interruptible sales
service is offered to large volume customers under contracts that permit service interruptions, usually on
short notice during peak load conditions or when specified low temperatures are reached. During fiscal
vear 1998, 84.0 percent of PGW's gas sales volumes were provided as firm service 1o residential,
commercial and industrial customers. including municipal and housing authority customers. Interruptible
sales accounted for 16.0 percent of total sales.

Firm Sales Tariffs

Most firm sales customers are served under the General Service (GS) rate which has a flat rate for all
consumption and a separate monthly charge for each customer group. Municipal and Philadelphia Housing
Authority sales are served under separate firm sales rate schedules (MS and PHA) and represented 4.0
percent of PGW’s tota) sales for the fisca! vear 1998.

Interruptible Sajes Tariffs

Interruptible sales customers are served under various rate schedules including: Boiler and Power Plant
Service — Rate BPS ("BPS™). Load Balancing Services (small. large and extra-large) (LBS-S, LBS-L, LBS-
XL). and Cogeneration Service ("CG™). BPS is a flex rate which is set monthly in relationship to the
posted price of No. 2 (home-heating) fuel oil. Customers on this rate are generally only interrupted when
temperarures reach 18 degrees Fahrenheit. The LBS series of rate schedules are also flex rates which are
set monthly in reference to the posted price of No. 6 (industrial ) fuel oil. LBS customers have the lowest
pront of service. In recent vears PGW has made significant progress in developing the sophistication of
its alternative fuel based. flex-rate monthly price offering procedures such that their procedures are
considered to be above average for the industry. This progress has facilitated the retention of the
interruptible sales market and has swengthened associated margins. CG service gas is priced at a rate which




is a fixed margin above PGWs average cost of gas and which may be a negotiated margin for very large
customers that will utilize more than one million Mcf of gas per vear.

Air Conditioning Provision

PGW also has an Air-Conditioning special provision included within rate schedules GS, MS, PHA. and
BPS which provides for gas service 10 séparately inetered gas powered cooling equipment at a discount
throughout the billing months of May through September. This provision. which is applicable to
equipment installed after 1 September 1990 with 2 minimum cooling capacity of 15 R-tons, provides a
benefit to PGW by increasing the system load factor. thereby lowering overall costs 10 all firm sales
customers.

Economic Development Discount

PGW continues to offer an EconomicDevelopment Discount of up to 15% for qualifving rate BPS
customers for up to three vears. li is available to new or expanding large commercial or industmal
customers who, through significanl investments in gas buming equipment, can increase their gas
consumption by more than 1,500 Mcf per month. '

Natural Gas Vehicle Tariffs

An additional set of sales rate schedules offered by PGW are for Natural Gas Vehicle ("NGV™) service.
PGW offers uncompressed gas for firm service via a muliti-part demand-commodity rate and interruptible
service via a rate which is adjusted monthiy in relation to the published "PAD 1 Repont” pnice for regular
unleaded gasoline. The NGV market is relatively new to PGW. PGW has added a significant number of
NGV vehicles 1o its own fleet and has developed rwo new NGV refueling stations in the Citv. The market
potential for NGVs in the greater Philadelphia area could be significant and PGW"s ownership by the Citv
may facilitate PGW's efforts in pursuit of that market. However, the recent period of low oil prices has
reduced market interest. An eveniual return 10 normaley for ol prices is also expected 10 reverse that rrend.

Gas Transportation Tariff

PGW also offers a Gas Transportation Service ("GTS™) rate, both as firm and interruptible service. Tt
provides for transportation of customer-owned gas under flexible rates with a cap equal to the margin of the
customer's equivalent sales rate. The GTS rate was designed to provide a revenue-neutral approach for
PGW jor existing interruptible customers that are seeking either interruptible or firm transportation services
for their gas supplies. Standby services and balancing provisions are also provided within the rate
schedules.




FINANCIAL CONSIDERATIONS

REVENUE BOND FINANCING

Rate Covenants

All outstanding revenue bonds issued prior to 1998 were issued under the 1975 General Ordinance. The
rate covenant in the 1975 General Ordinance requires that the City, at a minimum, impose, charge and
- collect in each Fiscal Year, such gas rates and charges as shall, together with all other Project Revenues (as
defined in the Act) to be received in such Fiscal Year, equal not less than the greater of:

A.The sum of:
(i) All Net Operating Expenses payable during such Fiscal Year.
(ii) 150% of the amount needed to satisfy sinking fund requirements of principal and interest which
will become due and payable during such Fiscal Year for all bonds issued and outstanding under

the 1975 General Ordinance; and

(1ii)  The amount, if any, required to be paid into the sinking fund reserve under the 1975 General
Ordinance during such Fiscal Year; or

B. The sum of;
(1 All Net Operating Expenses payvable during such Fiscal Year: and
() All Sinking Fund deposits required during such Fiscal Year with respect to all outstanding bonds

issued under the 1975 General Ordinance and general obligation bonds issued for improvermnents
to the Gas Works and all amounts, if any, required during such Fiscal Year 1o be paid into the
Sinking Fund Reserve under the 1975 General Ordinance.

The rate covenant in the 1998 General Ordinance requires the Ciry, at a minimum. to impose, charge and
collect in each Fiscal Year such gas rates and charges as shall. together with all other Gas Works Revenues
10 be received in such Fiscal Year, equai not less than the greater of.

| The sum of:
(1) all Net Operating Expenses pavable during such Fiscal Year,
{11 all principal of and interest on bonds issued and outstanding under the 1975 General Ordinance

pavable during such Fiscal Year and amounts required 1o be paid into the sinking fund reserve
under the 1975 General Ordinance during such Fiscal Year.

Iy 150% of the amount required to pay sinking fund deposits required during such Fiscal Year in
respect of all Qutstanding Senior Bonds (as defined in the 1998 Genera! Ordinance) and 100% of
the amounts pavable in respect of the Prior Obligations (as defined in the 1998 General Ordinance)
during such Fiscal Year,
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(iv)  the amount required to pay sinking fund deposits required during such Fiscal Year in respect of all
Outstanding Subordinate Bonds (as defined in the 1998 General Ordinance) and other obligations
of the Gas Works on 2 parity with Subordinate Bonds payable during such Fiscal Year,

(v) the amount. if any, required to be paid into the Sinking Fund Reserve under the 1998 General
Ordinance during such Fisca) Year,

(vi) the Rebate Amount required to be paid to the United States during such Fiscal Year, and

(vii)  the amounts required to be paid to the issuers of Credit Facilities and the providers of Qualified
Swaps and Exchange Agreements (as such terms are defined in the 1998 General Ordinance)

during such Fiscal Year. or —-—
-. The sum of:
(n all Net Operating Expenses payable during such Fiscal Year,

{11) all principal of and interest on bonds issued and outstanding under the 1975 General Ordinance
pavable during such Fiscal Year and amounts required 10 be paid into the sinking fund reserve
under the 1973 General Ordinance during such Fiscal Year,

(i) all sinking fund deposits required during such Fiscal Year in respect of all Qutstanding Bonds and
all amounts pavable in respect of obligations of the Gas Works which are on a parity with any of
the bonds issued under the 1998 General Ordinance and in respect of general obligation bonds
issued for improvements to the Gas Works and all amounts. if any, required during such Fiscal
Year to be paid into the sinking fund reserve under the {998 General Ordinance,

(1) the Rebate Amount required to be paid to the United States during such Fiscal Year, and

(V) the amounts required 1o be paid to the issuers of Credit Facilities and the providers of Qualified
Swaps and Exchange Agreements duning such Fiscal Year.

" The Gas Commission is authorized and directed by the 1975 and 1998 General Ordinances to impose,
charge and collect, or cause 10 be collected, all rents. rates and charges which shall be sufficient in each
Fiscal Year to comply with the forezoing Rate Covenants.

Bond Ratines
In Februan 1999, Moody’s Investors Service announced the downgrade of the underlving long-term ratings

of the Revenue Bonds of the Philadelphia Gas Works (“PGW™). A copy of the Moody’s rating change was
forwarded 1o the Municipal Securities Rulemaking Board on March 17, 1999, pursuant to Secunties and
Exchange Commission rules.

Bond Proceeds
We have been inforrned by PGW that the proceeds from the sale of the Bonds will be used to:

» Finance PGW's current and future capital programs as approved by Ciry Council.

« Refund all or a portion of the City's outstanding Gas Works Revenue Bonds, Eleventh C Series and
Fourteenth Series which were issued under the 1975 General Ordinance.

« Payany other Project Costs (as defined in the Act.)



It is understood that the bonds will be secured solely by the revenues of PGW received from all Gas
System users.

The $100.0 million of the Second Series Bonds (net after sinking fund reserve and issuance expenses) to be
issued in 1999, and the projx ;ted $75.0 million of the Third Series Bonds to be issued in 2003, will be used
as shown on Table 16. The application of proceeds from these issues can be summarized as follows:

Amount
(000s)
Capital Improvement Fund Balance (08/31/98) 365,213
" Total Revenue Bonds Issued for Capital Improvements
- Second Series Bonds (up 10) 100,000
- Third Series Bonds issued in 2003 75,000
Less Deposits for Sinking Fund Reserve and Issue Expenses 8.440
(associated with Third Series Bonds to be issued in 2003)
Balance Availabie 1o PGW as Applied (08/31/05) $£231.773
Capital Improvement Fund Drawdown $231,773
Capital Improvement Fund Balance (08/31/05) 0
Balance Accounted for (08/31/05) §231.773

CURRENT ESTIMATE OF 1999 RESULTS

W eather Results to Date

Fiscal vear 1999 is turning out to be warmer than most years. This will have a major effect on planned
1999 income. PGW's current estimate of financial results is based on fiscal year 1999 containing 3,925
degree davs. which is 675 degree days (14.7%) fewer degree days than the average weather which was
assumed for budget purposes. The current estimate for fiscal vear 1999 is based on six months of actual
results (September, 1998 through February, 1999), and projections based upon other currently available
information for the remaining six months.

We cansider the weather results for the winter of 1998-1999 to be significantly atypical. We believe that
_ average weather is the correct basis for PGW’ to use for budget and forecast plans.

Impact on PGW

The 14 7%, decrease in degree days in the current estimate for fiscal 1999 has affected PGW’s sales and
consequenthy affected its estimated financial results (Exhibit 11). PGW projects a drop in fum sales.
compared to original 1999 budgeted amounts. of 6.790 MMcf. amounting to a decrease of 112%. Fim
sales. which primarily consist of heating load, tend to be most directly affected by changes in weather.
Residential and Commercial categonies of firm sales are estimated to fall 9.2% and 14.7% respectively.
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Sales to interruptible customers are estimated to drop by (9.1%) to 8,740 MMecf. The reduction in
interruptible sales is primarily due to the warmer than normal weather which had a significant effect on the
Boiler & Power Service and LBS direct sales categories. Transportation service volumes are down slightly
{4.2%) from budget also primarily due to the effects of warmer than normal weather.

Total Billed Revenues, due to the effects cited above, are estimated o decline from the budgeted level of
£546.2 million to about $485 million, 2 drop of $61 million (11%), as shown on ExhibitI1.

In order to offset that decline and ultimately meet the rate covenant under the 1975 and 1998 General
Ordinances. PGW initiated a series of expense reductions, as budgeted, and other initiatives. Toual
reductions and- savings from initiatives are projected to be approximatety $18.5 million. At April 1, 1999,
neariv $15.0 million of such reductions hed-been realized. The remaining $3.5 million of reductions and
initiatives are anticipated to be realized by August 31, 1999. The reductions and expense initiatives consist
of (1) a decrease in the reserve for bad debt (savings of $3.5 million); (2) a decrease in labor costs for
overtime associated with normal winter and routine operations, personnel reductions achieved through a
hinng freeze and the capitalization of applicable labor costs 1o capital projects (savings of $5.0 million);
(3) restricted operating and maintenance spending (savings of $4.3 million); (4) reduction in pension
actuarial expense as a result of the overfunded status (35.1 million): (5) other income primarily interest
eamnings on restricted funds are expected w produce $.6 million in interest income. In addition, the
refunding of certain outstanding Gas Works revenue bonds will result in §2.1 million in debt service

savings.

We believe the responses of PGW's management are appropriate.

STATEMENT OF INCOME

We have reviewed Philadelphia Gas Works' budget and forecast of revenues, operating expenses. and
annual amounts of internally generated funds needed to satisfy fts capital improvement program, its debt
service, payments 1o the Cirv of Philadelphia, and working capital requirements. (Reference Tables 15
through 18 and Exhibits | through V1 at the back of this report.) Recognizing current regulatory and
economic conditions under which PGW operates, we believe that PGW has developed a reasonable
financial plan for the budgeted fiscal year 2000 and the forecasted fiscal years 2001-2005 assuming normal
weather conditions for the forecasted years. The 1999 Current Estimate is also shown in these Tables and
Exhibits and we consider this estimate 10 be atypical due 10 a warmer than normal winter.

Financial Plan

PGW’s projections for gas revenues and expenses are based upon historical data and assumptions which we
consider reasonable. Other components of PGW's projected revenues and expenses have less of a histoncal
basis. but are also based on assumptions which we consider reasonable.

The budget and forecast contemplate increased revenues in the amount of $20.0 million in 2002,

Debt Service Coverage _

As detailed previously. PGW’s rate covenant in the 1975 General Ordinance requires the debt service
coverage ratio 1o be at least 1.50. PGW’s applicable rate covenant in the 1998 General Ordinance requires a
debt service coverage ratio of (i} 1.00 for debt service on all outstanding Bonds issued under the 1975
General Ordinance. (ii) 1.50 for debt service on all outstanding Senior Bonds issued under the 1998
General Ordinance. and 1.00 for debt service on outstanding obligations to the Philadelphia Municipal
Authorit existing on the date of adoption of the 1998 Ordinance, and (1) 1.00 for debt service on'(a) all
outstanding Subordinate Bonds issued under the 1998 General Ordinance and (b) all other obligations on a

Ll
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parity with such Subordinate Bonds. In PGW's rate proceeding before the Commission in 1988 all parties
agreed that there should be some cushion above the 1.50 level to allow PGW to retain iis bond rating.
PGW"s current projection (6 months actual plus 6 months estimated) results in sufficient coverage ratios
under the 1975 General Ordinance and sufficient funds above requirements under the 1998 General
Ordinance.

Bond coverage under both the 1975 General Ordinance and the 1998 General Ordinance has been
calculated as shown in Table 15A, assuming both the Sixteenth Series Bonds and the Second Senes Bonds
are issued during fiscal 1999. Coverages of debt service from operations in this case are as follows:

Fiscal Year Ended August 31,

Current —
Estimate  Budget Forecast
1999 2000 2001 2002 2003 2004 2005
Bonds
1973 Ordinance 1.64 1.95 2.30 2.48 3.01 2.88 3.33
Senior Bonds
1998 Ordinance 1.92 2.23 2.02 3.19 3.07 3.07 2.93
Subordinate Bonde
1998 Ordinance 6.75 1346 14.94 26.24 31.02 30.58 33.37

This table indicates that sufficient funds are estimated to exist in each year of the forecast to provide the
required coverage for each type of debt service as specified under the terms of both the 1975 General
Ordinance and the 1998 General Ordinance. All of our tests made under the 1975 General Ordinance and
the 1998 General Ordinance show that sufficient funds to provide the required coverage can reasonably be
expected to be available during the forecast period.

Table 13B represents an alternate scenario in which only the Second Series Bonds are issued in fiscal 1999,
Nu Sixteenth Series Refunding is included.

A third scenario is presented in Table 15C in which only the Sixteenth Series Bonds are issued in fiscal
1999. This 1able assumes that revenue bonds to finance revenue projects are issued in fiscal 2000.

Tables 15B and 15C indicate that sufficient funds are estimated 10 exist in each vear of the forecast to
provide the required coverage under terms of both the 1975 General Ordinance and the 1998 General
Ordinance under either of these aliernate scenanos.

To the extent that the Citv of Philadelphia refunds a portion of the Fourteenth Series Bonds (as well as
Elesventh Series C Bonds). we believe this would not adversely affect the debt service coverages shown in
Tahle 13A. Table 15B, or Table 15C.
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Figure 3

PHILADELPHIA POPULATION ESTIMATES
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COMPARISON OF GAS COSTS ( $/MCF ) AMONG MAJOR PENNSYLVANLA UTILITIES

(A) ® < D) & (F}
(0.05xA) {A-B) (C-D)

GROSS PA GROSS NET OBJECTIVE COMPARISON

FUEL RECRIATS FUEL SOCIAL FUEL CF "E* TO

CosT TAX & 5% COsT COSTS COSsT AVERAGE
PGW 4.4340 ©.0000 4.4340 0.4152 . 4.0188 89.45%
PECD 4.4458 02223 4,2235 0.0000 4.2255 84.01%
UGl 51100 02555 4.8545 0.0000 4 B545 108.06%
Equitable 5.6900 0.2845 5.4055 0.0000 5.4055 1'20.32%
Peoples 4.0422 0.2021 3.8401 0.0000 3.8401 85.48%
Columbia 48500 02425 4.6075 0.0000 4.6075 102.56%
Natenal Fuel 4.7348 0.2367 4.4931 0.0000 4 4981 100.12%

Average: 4.4926

Source  August 1998 PGW GCTR filing

Objective Fuel Cost
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40000
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Figure 5C
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PHILADELPHIA GAS WORKS
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Figure 7

Peak Hour Demand vs Availability

(Based on -5 degree F Hour)
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Figure 6

PEAK DAY DEMAND vs AVAILABILITY
{Based on 0 degree F Day}
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Figure 9

Transporiation
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PGW PROPOSED CAPITAL BUDGET
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Figure 8

PGW PROPOSED CAPITAL IMPROVEMENT PROGRAM
FY 1999 AND FORECAST YRS 2000-2005
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Residential
Commercial/industriat

Firm;

Interruplible:
Municlpal/Housing Authority

TOTAL

TABLE 1

PHILADEL PHIA GAS WORKS

HISTORICAL NUMBER OF CUSTOMERS

Fliscal Year
Ended
Fiscal Years Ending August 31 June_30
1998 1997 1996 1995 1994 1993 1992 1991 1990 1985 1980

- 487,876 488,716 490,614 492601 493608 499189 495176 497696 494253 500,378 516,683
23,961 24,165 23,909 24,066 23,930 23,808 242368 24788 24614 18482 20328
450 454 441 423 413 416 410 348 337 135 81

2 2 2 2 2 2 2 2 2 2 2
512,289 511,337 514966 517,092 517951 523505 519,824 522834 519208 518997 537,094



Figure 10

PGW PROPOSED CAPITAL BUDGET

TOTAL FOR FY 2000 ONLY
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Firm:

Residential

Commerclal

Industrial

Munlcipal

Houslng Authority
Tota! Firm

Interruptible:

Boller & Power Service
Load Balancing Setvice '
BPS - A/C

Grays Farry

LNG Direct

Co-Ganeration

Naturat Gas Vehlcle Serv.

Gas Transportation- Retalt
Total Interruptible

Total Sales

Gas Transportation Service
Total Sales & Transport.*

Degree Days

Note:

(a) Current Estimate Is based on six months actual data and six months projections based

TABLE 3

PROJECTED GAS SALES

FISCAL YEARS 1999 THROUGH 2005

(MMcl)

Fiscal Years Ended August 31,

Current
Estimate(a) Budget Foracast Forecast Forecast Forecast Forecas
1999 2000 2001 2002 2003 2004 2005
42 383 45,761 45,662 45 572 45,506 45,465 45,442
7,890 8.966 9,109 9,238 9,374 9.514 9,659
1,326 1,424 1,521 1,652 1,785 1,918 2,052
1,200 1,376 1,374 1,372 1,374 1,377 1,380
1,188 1,317 1,312 1,309 1,308 n,309 1,310
53,987 58,846 58,978 59,143 59,347 59,583 59,843
3,586 4,302 4 509 4724 5,098 5.470 5,839
3,911 4,238 4,294 4,360 4,485 4,609 4732
220 319 345 371 397 423 449
105 165 165 165 165 165 169
5 - - -
205 233 228 228 228 228 228
3 3 3 3 3 3 s 3
705 638 620 620 620 620 620
8,740 9,698 10,164 10,471 10,996, 11,518 12,036
62,727 68,744 9,142 69.614 70,343 71,101 71,879
12,490 15,229 15,229 15,229 15,229 15,229 15,229
75,217 83,973 84371 84 843 B5,572 86,330 87,108
3,925 4,600 4,600 4,600 4,600 4 600 4 600

upon currently avaliable information.
* Totals may vary due to rounding.



Firm:

Residential

Commercial

Industrial

Municipal

Housing Authority

Sales for Resale
Total Firm

interruptible:
Boiler and Power Services
Load Balancing Service
Co-Generation
Natural Gas Vehicle (NGV)
GasTranspartation-Retagil
Total Interruptible

Total Sales
Gas Transportation Service
Total Sales wf Transport

Degrea Days

TABLE 2

PHILADELPHIA GAS WORKS

HISTORICAL GAS SALES
{(MMcn

Fiscal Year

Ended

Fiscal Years Ending August 31 June 30,

1998 1997 1998 1995 1994 1993 1992 1991 1990 1985 1980
41621 48 809 51,330 43,748 51,188 49210 47 432 43,325 47,898 46,104 51,520
7,949 8872 8234 7.912 8,862 8,412 8,226 71,710 7,32 6,419 86,510
1,305 1,518 1,743 1,698 2,114 1.971 2,086 2,048 2,3p4 2,524 3509
1.269 1,348 1,516 1,310 1,441 1,443 1,554 1,270 1,394 1,355 16841
1,258 1,468 1,648 1.581 1,717 1,994 1,832 1,829 1,97 1,993 2,818
253 250 2N - 19 - 168 49 96 19 1]
53.655 80,063 65,672 56,248 65,341 63,030 61,308 58,229 61,485 58,414 68,296
3,994 3,943 3,548 3,220 2,477 3,310 2,898 3282 3,251 1,681 10,085
4443 4378 4,807 6,104 5,639 7.028 8,174 8,934 6,987 9,756 16,945

177 279 92 452 343 433 335 162 - - -

3 ] 8 8 - - - - - - .-

1,008 1,210 1,398 1,781 1,060 1,546 1,128 110 - - -
9625 8818 10,153 11,563 9519 12,324 16,535 12,488 10,238 11,437 21,030
63,280 69,879 75,82% 67,811 74,860 75,354 71,843 88,717 71,723 69,851 87,326

B 266 2310 4 484 6,408 2.57% 2.848 3,928 832 - - -
__ 71546 __ 721689 _ _BO309 . 74219 __ 77435 _ 78202 _7877% _ 69340 _ 717231 _ €3.851 _ 87026
3,998 4622 5,159 4,200 4,998 4731 4542 3,900 4431 4428 4662



TABLE §

PHIL__/_\QE,LPHIA GAS WORKS
CONTRACTS FOR TRANSPORTATION
STORAGE AND SUPPLY SERVICES

Contract Contract Quantity {Dth) Expiration
Name Annual Daity Date
Transportation Contracts
Duect Setvice
Transco EL. 60,302,380 165,212 March 31, 2005
PSFT 177.030 1,967 July 31, 2011
Texas Eastem cDs 27,375,000 75.000 October 31,2001
FT1 21,835,030 58.822 October 31,2001
Storage Retated
Transco GSS ™ 61.567 March 31, 2013
8.2 ) 5.193 Apnl 15, 2001
Texas Eastemn 8§54 w 64,965 April 30, 2012
FTS8-2 5.334 March 31, 2002
FT5.7 7.788 March 31, 2008
FTS-8 23.709 March 31, 2006
Storage Contracts
Direct Service
Transco GS§ " 4123733 61,567 March 31, 2013
5.2 tos e 4B6E& 554 5183 Apni 15, 2001
WSS o 3.335.909 35.246 March 31, 1998
ESS 84971 8 445 Contras; Penaing
Texas Eastemn 551 w 5106200 64 965 April 30, 2012
Off-System Storage
Delivery via Texas Easiemn ANR 1.857 724 13.266 March 31, 2013
Equttrans 522 530G 4 998 Apnl 3, 2002
CNG-GSS-TE 391897 34.047 March 31, 2006
Supply Contracts
Fiurm Long Termn
Transco
Pipeline FS o e 18,183,364 Marck 31,2001
3 Party Mutiipie tar 5.180.000 vanous
Texas Eastemn
3rd Party Multiple & 5,193,449 vanous
Storage
Transco @ B.BOE
Texas Eastemn tes 10.256.036
Spot
Transco “ 24,062,707
Texas tastem e 23,467 004

Hizies

18 Sungied S10rage ang rANSDONAINN sefvize
1z Erxiendes on a year 1o yeal bass
{2 voume IBasec to ouisice company far oeaking servie
1 Basec o the 1865-0C 1082 Budge Run Noma! yea:




TABLE 4
PHILADELPHIA GAS WORKS
CUSTOMER BILLINGS (a)
FISCAL YEARS 2000-2005

Budget Forecast Forecast Forecast Forecast Forecast
2000 2001 2002 2003 2004 izoos

Residential 483,873 482821 481,654 480,973 480,529 480,280
Commercial , 24123 24,508 24,858 25,221 25,599 25,989
Industrial 1,122 1,197 1.300 1,405 1,510 1.815
Interruptible 507 521 536 563 590 a16
Transporiation 10 10 10 10 10 10
Munlcipal 908 905 904 905 807 809
Housing Aulhorily 4,567 4 551 4,539 4,538 4 541 4 544

TOTAL 514,908 514,313 513,799 513815 513,686 513,963

Note:
(a) average number of customer blllings
{b) Tolal may vary due 1o rounding



PHILADELPHIA GAS WORKS Table 7
SUPPLY / DEMAND BALANCE

CALY 000 - 5
SIGN - 0 HD
(1000 Dth)
Lk 2000 2001 - 2002 2003 . 2004 : 2005
Demand (a)

. Firm 70,378 70.536 70,733 70977 71,259 71,570
Boiler and Power Service 4 401 45198 4 656 4,888 5,121 5,352
Load Balancing Service 3.097 3,180 3.276 3.441 3.604 3,766
Cogeneration 136 140 144 ©151 158 165
GTS 487 487 487 487 487 487
Natural Gas Vehicles 2 2 2 2 2 2
Trigen 30 30 -30 30 30 30
Grays Ferry 84 84 84 84 84 84

Sub-Totals Sales 78,615 78,8978 79,412 80,061 B0,746 81.456
Plant Use 1,816 1,898 2.044 2,041 2,054 2,041
Storage Injection 19,103 19,103 19,103 19,103 19,103 19.103
Liquefaction 5.036 5.036 5,036 5.036 5,036 5,036

Total Demand m;  104.670 105.117 105585 106.241 108,938 107.636

Supplies
Transco ) 50,492 50,765 51.060 51,460 51,891 52,322
Texas Eastern (o) 31,193 31,366 31,549 31,795 32,061 32.328
Storage Withdrawal 17,956 17.956 17.956 17,956 17.856 17.956
LNG 5.030 5.030 5.030 5.030 5.030 5.030
Total Supplies ) 104671 105,117 105595 106.241 106.838 107.636
Noles

{a) Incluges Unaccounted - for Gas
{b) Totals may vary gue to rounding
{c: Gas Dewwvered to City Gate

Table6.7 . Figure5B.xls 4/30/98



PHILADELPHIA GAS WORKS Tabie 6
SUPPLY / DEMAND BALANCE
FISCAL YEARS 2000 - 2005
NORMAL YEAR - 4600 HDD

(1000 _Dth}

I s . Lt s . 2000 . |2001 2002 2003 @ 2004
Demand @)

Firm 63,468 63,610 63,788 64,008 64,263 64,543
Boiler and Power Service . -4.913 5,045 5,198 5,458 5717 5,974
Load Balancing Service 4517 4639 4779 5,018 5,256 5,493
Cogeneration 180 185 190 200 208 219
GTS 685 685 685. 685 685 685
Natural Gas Vehicies 3 3 3 3 3 3
Trigen 67 67 67 67 67 67
Grays Ferry 171 171 171 171 171 171
Sub-Totals Sales 74 004 74,405 74,880 75,8610 76,372 77.154

Plant Use 1,962 2,048 2,083 2,102 2,114 2,075
Storage Injection 19,242 18,242 19,242 19,242 19,242 - 19,242
Liquefaction 5,084 5,054 5,094 5,094 5.084 5,094
Total Demand @y 100,302 100,782 101,308 102,048 102,822 103,565

Suppiies
Transco (o 47 426 47727 48 051 48,512 48,899 49 457
Texas Eastem (o 28.661 28,845 29,041 29,319 29,552 29,891
Storage Withdrawal 19,162 19,162 19,162 19,162 19,162 19,162
LNG 5,055 5,055 5,055 5,055 5055 5,055
Total Supplies @ 100,304 100,785 101,309 102,048 102668 103,565
Notes

{a) Iacludes Unaccounted - for Gas
(b} Tolats may vary due to rounding
ic) Gas Dekvered to City Gate

Table.7 Figure5SB 5/5/98



TABLE 9

PROPQOSED CAPITAL IMPROVEMENT PROGRAM

($000)
Total Total

Category 1999{4) 2000 2001 2002 2003 2004 2005 $ %
Gas Processing $2.435 $14,539 £2814 $3.550 $9,214 $17.,330 $£1,054 $50,936 13.6%
Distribution 25717 26,237 30,953 31,536 32,141 32,751 33,374 $212,709 56.6%
Field Services 8240 7.242 5,071 5.066 4,593 4684 9322 $44 218 11.8%
Transportation 2.316 4,372 4811 4,993 5.137 5,286 5,437 $32,352 B.6%
Other 11,105 8,466 4,965 4180 3,460 1,669 1.479 ...535324 9.4%

$49.813 $60.856 $48 614 $49,325 $54 545 $61,720 $50.$6 $375,539 100%
Less:
Reimbursements(1) (4.057) {D02) (817) (833) (849) (865) (aa1) {9,104) -2.5%
Contributions(2) (119) {121) {121) (124 (127) {130) (133) (875) -0.2%
Salvage(3) (39) (313) {452) (465) (478) ~ {491) ~ (504) (2,742) -0.8%

($4.215) ($1.236) ($1.380) {$1.422) ($1.454] {$1.486) {$1.518} ($12,721) -3.5%

Total: $45,508 $59,620 $47.224 $47.903 $53,091 $60,224 $49,148 $362,818

Notes:

{1} Funds available from government agencies

(2) Customer conlributions in aid of construction.

(3) Funds received from sale of scrap melals, used vehicles, equipment, elc.

(4) 1999 Program Year reflects Recommended Decislon by Gas Commission Hearing Examiner.



JABLE 8
PHI PHLA KS
Paak and Pea r Capac

Eiscal Years 2000-2005

(Design Peak Day Weather = O degrees F)
{Design Peak Hour Weather = -5 degrees F)

{Memcf @ 1.030 Brweh

Sourcs of Suppiy(a)

2000 2001 2002 2003 2004 2005
Transco
FT (1} B89.3 103.8 157.4 1574 1574 157.4
FS 68.1 -=x6 [ v} 0 0
PSFT 15 18 18 18 19 19
52 ) 4.4 44 44 a4 4.4 4.4
GSS () 523 523 523 523 523 523
WSS 3) 19.4 19.4 19.4 194 19.4 19.4
ESS (3) 102 102 102 102 102 102
Toml Transco 216 216 216 216 216 216
Toxas Eastern
chs T28 728 728 728 728 728
FT-1 581 58.1 58.1 581 581 581
55-1 821 B3.1 631 8.1 8.1 8.1
CNGFTS-7 (2} 6.6 66 66 66 6.6 6.6
CNG/FTS-E (2) 21.8 218 218 218 218 218
EquitiaFTS-2 (4) 49 49 49 49 49 4.9
ANR (3) 12.8 12.9 12.9 129 129 12.9
Total Texas Eastern 273 2273 2273 273 2273 2272
Sub-Towal Pipelines 4433 4433 4433 4433 4433 %433
Suppremental Gas LNG 540.0 5400 5400 540.0 540.0 540.0
Total Peak Day Supply 8833 983.3 8833 983.3 8833 883.1
Total Peak Hour Supply 410 41.0 410 41.0 41.0 410
Notes
Firm Psak Day Demanc LT73.0 7787 783.9 T89.1 T4 799.4
Fim Peak Hour Dernang ars 378 38.0 383 385 s

Foothotes

{1) Refects 3 000ct of Transco capactty released in heu of South Jersey Deal

) Refects 87.5 % contrast hmmaton on manum monthly siorage withdrawal -

{3 These serices do not contain transpoft components and ate therefore not included in totals. paakdayvolumes xis
(4j Equmabie storage MOWQ = 4. 2380 Telco FT5-2 has MOQ = 5.334dth S-May-93



N

oo~ Mo bW

w

11
12
13
14
15
16
17
18
19
20
21

TABLE 11

PHILADELPHIA GAS WORKS BENCHMARK FOR

COMPANY

National Fuel Gas
Atlanta Gas Light

Public Service Electric & Gas
Baftimore Gas & Electric
Delmarva

Boston Gas

Washington Gas - VA
Eiizabethtown Gas

Dayton Power & Light
Cincinnati Gas & Electric
Peoples Gas Light & Coke
Wisconsin Gas
Washingteon Gas - DC
Brooklyn Union
Connecticut Natural Gas
Washington Gas - MD
Minnegasco

Southem Conneclict Gas
Rochesier Gas & Electnc
Southem California Gas
Pacific Gas & Electric
MichCon

OF 22 COMPANIES WHICH HAVE SUCH A CHARGE

HIGHEST:

MODE. { 7 occurences )
MEAN;

MEDIAN:

LOWEST:

Philadelphia Gas Works:

Philadeiphia Gas Works:

(SURVEY OF 1995)

PRIMARY CITY

Buffalo/Ernie
Atlanta

Newark
Baltimore
Wilmington
Boston
Washington
Union

Dayton
Cincinnati
Chicago
Milwaukee
Washington
New York
Hartford
Washington
Minneapolis
New Haven/Bridgeport
Rochester
Los Angeles
San Francisco
Detroit

Most Frequent:
Simple Average:
Middle of List:

re, 1995

re. 1996

( for occurences within a 24 month period )

CHARGE

$20.00
$15.00
$11.48
$10.00

$5.00

$5.00

$8.00

$18.00
$34.00

te==

RETURNED CHECK CHARGES MAINTAINED BY GAS DISTRIBUTION UTILITIES

PGW'95(3)

PGW'96(2)

<==

PGW'96(1)

PGW 95

LE=

first (1)
second {2)
third (3)




TADBLE 0
PHILADELPHIA GAS WORKS
MAJOR CAPITAL BUDGET ITEMS

2000 % OF 1999 *% OF AMOUNT PERCENT
CODE DESCRIPTION PRIORITY DEPT, AMOUNT BUDGET AMOUNT BUDGET  DIFFERENCE DIFFERENCE

53.02.2.01 Phase |- LNG Liguefaction Piant 2 Gas Procesing 14,185 23.3% 1,886 3.8% 12,299 852.1%

SUBTOTAL GAS PROCESSING 14,185 23.3% 1,886 38% 12,299 852.1%
52.21.t-1 Low/inter Pressure 8" Smaller Addillons 4 Dislribution 1,252 21% 1152 2.3% 100 T 8T%
52.21.2-01 Lowi/inter Preasure 8" Entoreced 3 Distribution 3729 6.1% 3,729 1.5% - 0.0%
52.21-2-0t Prudent Replacemen| 1 Distribution 3,235 5.3% 1,741 35 1,404 85.8%
§2-22.2.02 Market-Frankford Construction Project 3 Distribution - 0.0% 3718 7.5% (3,716) -100.0%
52.241.01 New 1-1/4" and Smaller Services 4 Dislribttion 2,185 3.8% 2187 4.4% (2) -0.1%
52.24-1.02 New 2" gnd Larger Services 4 Distribution 1.400 23% 1.100 2.2% 300 27.3%
52-24.2.01 Renewal of 1-1/4” and Smaller Services 1 Distribution 9,623 15.6% 9,046 18.2% 577 8.4%

SUBTOTAL DISTRIBUTION 21,424 35.2% 22871 455% (1.247) 55%
50-30-1-01 Purchase and Installatfion of Meter - addillona 4 Fleld Services 1,842 3.0% 542 1.1% 1,300 239.9%
50.30.2-01 Meter Purchases lo support AMR 1 Field Services 1,255 21% 890 1.8% 38s 41.0%
50-38.1-01 Purchase/inatallation of ERT for AMR 5 fleld Sarvices 1,830 30% 6.164 12.4% (4.328) -70.2%
50-38.2-01 Replace AMR Units 5 Flald Services 827 1.4% 360 0.7% 467 129.7%

SUBTOTAL FIELD SERVICES 5,760 9.5% 7,956 16.0% (2,196) -27 5%
73.01-2.02 Vehicle Replacement 2 Transpotation 3,438 56% 1,841 37% 1,595 86.5%

SUBTOTAL TRANSPORTATION 3,438 56% 1.841 I7% 1,595 86.6%
47.01.1-08 Y 2K Contingency 5 Info Tech - 0.0% 1.018 20% {1.016) -100.0%
47-01.2.01 System Services 5 info Tech . 0.0% 1,948 39% {1,948) -100.0%
47.01.2-02 Replace PBX 2 Info Tech - 00% 2,760 5.5% (2,760) ~100.0%
47.01.2.04 Network Services 5 Info Tech - 0.0% 1,249 25% (1.249) -100.0%
09-01-2-01 Replace SCADA 5 Gas Control - 0.0% 999 2.0% {999) -100.0%
40.01-1.0! Enhance Financial System 5 Finance - 0.0% 900 1.8% {900) -100.0%
71-01-2-01 Replace Matertal and Purchasing System 2 Meaterlat Mgt 1.269 21% a.0% 1.269 sDIV!
10-01.1.02 Implament Customer Contect Tracking System 5 Customer Serv 600 1.0% - 0.0% 600 70DVl
71-01.2.01 Enhance Customer Informellon System 5 Customer Serv 402 0.7% - 0.0% 402 A0t
7201.1.04  Consiruct CNG Refueling Station 5 Bulld Serv 550 0.9% . 0.0% 550 #Divol
72.01-2.09 Upgrads CS Centera 5 Cuslomer Serv 525 0.9% - 0.0% 525 #0WI0I

SUBTOTAL OTHER DEPARTMENTS 3,348 55% 8672 17.8% (5.528) -82.:3%

TOTAL MAJOR PROJECTS 439,181 T9.1% 43,228 88.8% 4,928 11.4%

ALL BUDGETED PROJECTS 0,388 100.0% 49,813 100.0% 11,043 22.2%

Note: All values are prior to reimbursements, contributions, and aalvage.
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TABLE 13

PHILADELPHIA GAS WORKS BENCHMARK FOR

FIELD COLLECTION CHARGES MAINTAINED BY GAS DISTRIBUTION UTILITIES

{ Residential, Weekday, Norma| Hours )

COMPANY

Delmarva

Baltimore Gas & Electnc
Elizabethtown Gas
Consolidated Edison
Pacific Gas & Electric
Washington Gas - MD
Washington Gas - DC

OF 7 COMPANIES WHICH CHARGE FOR FIELD COLLECTION

HIGHEST:

MODE.: ( 3 occurences )
MEAN:

MEDIAN:

LOWEST:

Philadelphia Gas Works:

Philadelphia Gas Works:

{ SURVEY OF 1985 )

PRIMARY CITY
Wilmington
Baltimore
Union
New York
San Francisco
Washington
Washington

Most Frequent
Simple Average:
Middle of List:

re. 1995

re. 1996

CHARGE

$15.00
$15.00
$13.00
$11.00

J<== PGWE (2)

EENICsig] == PGW'SS (1)

$15.00
$15.00
$11.64
$11.00

$7.00

No Charge (1)

$10.00 (2)




TABLE 12

PHILADELPHIA GAS WORKS BEN(:JHMARK FOR
CUSTOMER SERVICE CALL CHARGES MAINTAINED BY GAS DISTRIBUTION UTILITIES

{Weekday, Normal Hours, Hourly Average Charge not including parts})

COMPANY

Atlanta Gas Light
Minnegasco

MichCon

Wisconsin Gas

Peoples Natural Gas
Elizabethtown Gas
Delmarva

Baltimore Gas & Electric
Consolidated Edison
Providence Gas
Rochester Gas & Electric
Boston Gas

Southem Connecticut Gas
Peoples Gas Light & Coke
Connecticut Natural Gas
Washington Natural Gas
National Fuel Gas

—n
O WO~ DO b W

-
—_

T S S
b B & B U, B - S ¥ ]

{ SURVEY OF 1995 )

PRIMARY CITY

Atlanta
Minneapolis
Detroit
Milwaukee
Pittsburgh
Union
Wilmington
Baltimore
New York
Providence
Rochester
Boston

New Haven/Brdgepon
Chicago
Hartford
Seattie
Buffalo/Ene

CHARGE

00j<== PGW'95
commercial (3)

il<== PGWos
residential  {2)

PGW95 (1)

OF 17 COMPANIES WHICH PROVIDE SERVICE AND CHARGE CUSTOMER

HIGHEST:

MEDIAN:

MEAN:

MODE" ( 3 occurences )
LOWEST.

Philadelphia Gas Works:

Philadelphia Gas Works:

Middie of List:
Simple Average:
Most Frequent:

re. 1995

re. 1996

$100.00
$72.00
$70.74
$53.00
$41.00

$30.00 (1)

$53.33 - $66.67 Residential (2)
$80.00 - $110.0 Commercial (3)




TABLE 15 A

PHILADELPHIA GAS WORKS
COVERAGE OF DEBT SERVICE FROM OPERATIONS

Sixteenth Series Bonds and Second Series Bonds Issued

Filscal Years Ended Auguet 31,

Current {a)
Estimate Budget Forecast Forecast Forecast Forecast Forecast
1999-99 1899-2000 2000-01 2001-02 2002-03 (bj 2003-04 2004-08
Funds Avallabte For Debt
Service Calculation (Exhibit V) $94 573 3115742 $118,351 $137,182 $142 907 $144,248 $146.779
1975 Ordinance Bonds
Debt Sarvice Bonds $57.741 $59,330 $51,402 $55.312 $47,442y $50.058 $44 052
Debt Service Coverage 1.64 1.95 2.30 2.48 201t 2.88 3.33
Net Avallabie After Prior Debt Service $36.832 $56,412 368,949 $681.870 $95,465 $94,192 $102.727
Capita! Lease for Building ' . .
Other Capital Leases 7.882 7.991 7.977 5953 3,997 3.998 1.8%9
Total $7.882 $7.991 $7,977 $5,953 $3,997 $3.908 $1.999
Net Avallable After Capltal Leases $26.950 $48,421 $50,972 $75,917 $91,468 $90,194 $100,728
1998 Ordinance Senior Bonds
Debt Service Exlsting $15.097 14,128 $22.047 $16.711 $22 646 $17.371 $21,495
Debt Service Proposed 0 7.565 7.181 7,123 S 7121 11,998 12,934
Total $15.097 $21,693 $29.228 $22.834 $29,767 $29.369 $34.429
Debt Service Coverage 1.92 2.2} 2.02 3.19 3.07 3.07 2.93
Net Avallable after Debt Service on Sr. Bonds $13.853 $26,728 $29.744 $52,083 $61,701 $60,825 $66.299
1998 OrdIinance Subordinate Bonds
Debt Sarvice $2.053 $1,086 $1.991 $1.985 $1.989 $1,989 $1.987
Debt Service Coverage 6.75 13.46 14.94 26.24 31.02 30.58 33937

(a) Current Estimate Is based on six months actual data and six months projections based upon currently available Informaltlon.
{b} Assumes tax-exempt Interest rate of 6.5% for Senlor new money Issue under the1338 Ger'l. Ordinance In 2003 ($75.0 mlilion).



TABLE 14

PHILADELPHIA GAS WORKS
PGW LIHEAP PARTICIPATION

Fscal 96 * Fiseal 87 Fiscal 98 Fiscal §=
Actual | Actyal Actual Forecas:

—
| Number Percent | | Number Fercent | | Numoet Percen: | | Number Perzert |

lntial Money Available Fot Grants $51,267,542 $63.183.961 $ 62,698,318 $£59_100.000
Cash $34 054 179 65 5% $50,344 451 797% § 49,116,706 78 3% $53.786 350 91 0%
Cnss $17.173,363 33 5% $12.839.510 203% S 13581812 217% $ 5313650 90%

Numbet Of Grants

Siate o' P&

Casn 244 451 234 521 78 7% 231 634 78 2% 225255 91 4%
Cnus 70,703 632310 21 3% 64,674 218% 21,255 B 6%
Total State of PA 315164 257831 1000% 29€ 368  1000% 245514 1000%

. 200%
© 188%
415.6%
~Ro ¥s NQD'CBD
Cash - CR® 27.184 58 3% 2E 780 50 0% 28 934 58 9% 23677 53 D%
Cash . Non.CRP 19,422 47 7% 19 186 47 0% 20,171 41 1% 21174 &7 e
Cnsis - CRF 31356 52 8% 4010 52 8% 6,545 53 v, 2151 LK) -TN
Cnsis - Non-CRP 3005 47.2% 3.580 47.2% 5585 46 1% 1.835 45 14
Yalue Of Grants
t D
Casr. 3 140 s 215 s 201 s 2143
Cnss 5 243 s 278 -3 250 s 250
(R —
pPOW-Cash 100 0%
PGV .Criss 20 0%
Ietal Funding - Final
Ciarp mt :‘,:'
Casr €32 124 311 $50 422015 S 4E570d3< ‘ $&7 880 15T
Cnsis €17 373052 $17.E25 303 S 1€ 168 500 § §313€E50
Tora State ¢ P4 $51 267 363 S68 051 316 5 62732054 €53 292817
PGW-Casn .- .$:9598032 200%
PEYWCrss 7. 893,432 16 7%
Towl - § 75603 . , 12 CpnaN USH0.5€3.£72  199%

Dees nat inciuae Supplemental Baneft of $5 5 milon



TABLE 15C

PHILADELPHIA GAS WORKS
COVERAGE OF DEBT SERVICE FROM OPERATIONS

Only Sixieenth Series Bonds Issued
(Assumed issuance of bonds to linance capital

prajects in FY 2000) Fiscal Years Ended August 31,
Currant {a)
Estimate Budget Forecast Forecast Forscast Foracast Forecast
1998-99 1999-2000 2000-01 2001-02 2002-03 (b} 2003-04 2004-05
Funds Availabla For Debt
Service Calcufation (Exhibit V) $93.642 $111.99 $118,357 $137.187 $142,907 $144.248 $146,779
1975 Ordinance Bonds '
Debt Service Bonds $57.711 $59.330 $51,402 $55,312 $47.442 $50,058 $44,052
Debt Service Coverage 1.62 1.88 2.30 2.48 .01 2.88 3.3
Net Avallable After Prior Debt Service $35,902 $52.081 $66.955 $81.875 $95 465 $94 192 $102,727
Capital Lease for Building ' - -
Other Caplital Leases 7.882 7.991 7.977 5,953 3997 3,998 1,999
Total $7.882 $7.91 $7.977 $5.953 $3,997 $3.998 $1.999
Nat Avallable After Capltal Leases $28,020 $44,070 $58,978 $75.922 $91 468 $90,194 ° $100,728
1998 Ordinance Senior Bonds
Dobt Service Existing $15,097 14,128 $29612 $23.832 $29.769 $24,492 $28.018
Debt Service Proposed 0 ] 0 0 0 4,875 5815
Total $15,097 $14,128 $29612 $23,832 $29.769 $29.1367 $34,433
Debt Service Coverage 1.88 312 1.99 3.19 3.07 3.07 2,93
Net Avallable after Debt Service on Sr. Bonds $12.923 $29,942 $29,366 $52,090 $61,699 $60.827 $66,295
1998 Ordinance Subordinale Bonds
Debt Service $2.053 $1.086 $1.991 $1,985 $1,989 $1.989 $1,987
Debt Service Coverage 6.29 15.08 14.75 26.24 31.02 30.58 33.36

{a) Current Estimate Is based on six months actuat dala and six months projections based upon currently avallable Information.
{b) Assumes tax-exemp! interest rate of 6.5% for Senior new monay Issue under the 1998 Gean'l. Ordinance In 2003 ($75.0 million).



TABLE 158

PHILADELPHIA GAS WORKS
COVERAGE OF DEBT SERVICE FROM OPERATIONS

Only Second Series Bonds Issued

Fiscal Yoars Ended Auqust 31,

Current (a}
Estimate Budget Forecast Forecast Forecast Forecast Forecast
1998-99 1999-2000 2000-01 2001-02 2002-03 (b} 2003-04 2004-05
Funds Available For Debt
Service Calculation {(Exhibit V) $94,573 $115,742 $118.251 $137,182 $142 907 $144 248 $146779
1975 Ordinance Bonds _
Debt Service Bonds $59,847 $59,849 $51,918 $55,830 347.961' $50,570 $44,569
Debt Service Coverage 1.58 1.93 2.28 2.48 299 2.85 3.29
Net Avallable After Prior Deblt Service $34.726 $55,893 $66.432 $81,352 $94,946 $93678 $102.210
Capltal Lease for Bullding - - ,
Other Capital Leases 7.882 7,991 7.977 5,953 3,997 3,998 1,999
Total $7.882 $7.991 $7.977 $5.953 $3.997 $3,998 $1,999
Net Avallable ARter Capital Leases $26,844 $47,902 $58.456 $75.,399 $90,949 $89680 , $100.211
1998 Ordinance Senior Bonds
Debt Service Existing $15,097 14,128 $22,047 $16.711 $22.646 $17,371 $21,495
Debt Service Proposed 0 7,565 7,181 7,123 7,121 11,998 12,834
Total $15,097 $21,692 $29,228 $23,834 $29.767 $29,369 $34 429
Debt Service Coverage 1.78 2.21 2.00 3116 ’ 3.08 3.05 2.81
Het Avaifabie after Dabt Service on Sr. Bonds $11,747 $26,209 $29,228 $51,665 $61.182 $60,311 365,782
1998 Ordinance Subordinate Bonds
Debt Service $2,053 $1,986 $1,991 $1,985 $1,989 $1.989 $1,987
Debt Service Coverage ' 5.72 13.20 14.68 25.98 30.78 30.32 3311

{a) Current Estimate is based on six months actual data and six months proactions based upon currently avallable information.
(b) Assumes tax-exempt interest rate of 6.5% tay Senlor new money issue under the 1998 Gen'l. Ordinance In 2003 ($75.0 million),



TABLE 17
PHILADELPHIA GAS WORKS
ACCOUNTS RECEIVABLE, RESERVE FOR BAD DEBT,
WRITE-OFF EXPENSES, DELINQUENT CUSTOMERS,

AND REVENUE STATISTICS
($000)

Fiscal Years Ended Auqust 31,

Actual Actual Actual Actual Actual
1993 1994 1995 1996 1997

Billed Gas Revenues $526,723 $554,212 $477.601 $539,119 $548,455
Accounts Receivable 132,574 171,730 140,002 143,303 132,560
Reserve for Bad Debt 54,565 73,772 79,195 83,214 77,100
Reserve as a Percentage
of Accounts Receivable 11.2% 43.0% 56.6% 58.1% 58.2%
Write-Off Expenes 28,355 23,927 37,518 33,975 39,149
Receivables as a Percentage
of Sales Revenues 25.2% 31.0% 29.3% 26.6% 24.2%
Delinquent Customers
( Annual Average ) 145,092 112,712 119,806 120,901

143,613

Actual
1998

$497,985
110,790

64,724

58.4%

45,973

22.2%

117,394



TABLE 18

PHILADELPHIA GAS WORKS

SOURCES AND USES OF CASH FOR
CAPITAL IMPROVEMENT EXPENDITURES

FISCAL YEARS 1994 THROUGH 2005

[000's)
Currant
A c__ 1 U A Budpel Estimate Budget F o R E c s
1934 1938 1238 RELH 1328 1933 1999 2000 2001 2002 2003 2004 2008

Sources;

Bond Pinceerds @ Par $182 8AN 10 30 30 $103,550 30 $109,170 10 30 ‘o $75.000 30 10
Fiocesds From Capal

Lraswig n 20,100 22,000

POW Intenally Generated

Funds 27 568 24,306 47,081 71,463 25,704 28,217 12,026 6,527 22,929 27,572 33520 34,697

Total Soutces $183.00/ $4 568 $44, 406 170,081 $125 032 $25 701 $1235 447 412,026 $6,927 $22 929 $102,572 $3),520 $34,697

USES:

Changes in Capal

Improvemenl Fund $1A.303 (341,0G1) {1905) 317,410 $431,576 {$47.500) $50,000 ($45,307) ($45.000} ($24,906) 341,560 ($26,000) {$15,560)
Drscount & Issuance Exp 1.951 207 169 5 795 2.049 2625

Depost to Sinkmg Fund 28) 5,165 an 5,815

Funuds Deposited m Escro 105,512 .

Capial Expendilines 52567 52629 45109 52,502 70,497 __ Moos 16,217 57,333 51,527 47,835 52,572 59520 50,257

Totat Uses £181.567 49568 344,405 370,081 $125,003 125701 $135.447 $12,026 36,527 322,929 $102.572 $33520 $34,697
L ——ar —— =] r————T—=
,

Camlal enprovernent Mund

Depost $70.843 $0 319,098 $22,801 $92,53%0 $0 100,000 30 10 %0 $56,560 $0 $0
Orawripwn __ (52,540) [43961] _ {20603} (5,421) (43,014} {47,500} {50,000) [45,307) 145,000) 124 906) {25,000} {26,000) 115,560)
Changes in Tund $18,301 {$41,061) ($905) $17,410 343,576 {$47.500) 150,000 (§45.307) (345,000) (324,906} 341,560 ($26,000) ($15.560)
Batance End of Petlod $48,193 $5,132 $4.227 $21,637 $65,213 $17.712 $115.213 369,906 $24,906 $0 $41,560 $15,560 $¢




EXHIBIT |

PHILADELFPHIA GAS WORKS
SELECTED OPERATING STATISTICS

Fiscal Dats 1989 19990 199 1892 1993 1994 1993 hil] ] 1897 1988

Number of Customers 518.14] 510,208 527834 519824 523,505 517,051 517.092 514,668 511,337 512289
Milen of Disfribulion Mains on A014 3.008 3014 aon 017 3015 3on 3on o022
Wniity Plant ($000) (1} 040,248 892,970 940267 087 437 1,031,592 1.077.97% 1,124 757 1.158.201 1,203,720 12711
Tolal Oas Sales (MMcP) {2) 72,533 71722 59,340 757171 78,202 77,435 74217 BOT)T 72191 71548
Operating Revenues ($000)

Heollng $370.873 $376,008 $3%8,150 $393.338 $422.998 $472,329 $385 545 3475958 $450,240 3406828
Non-+esling 87,807 90,245 08 147 88 494 95,418 88,895 85.878 91,148 90,451 81513
QOas Transportstion o 4] 480 2,354 g1 380 1,307 1,104 1,441 2258
Qther Operaling Revenues 5428 5921 8,615 8.030 7.942 12318 8,420 7.038 8,038 7,098
Tota! Opereting Revenues $472.706 $472172 $461 572 $490,214 $528.977 $573919 $478.950 $576.048 $550,97Q $497 695
Other Income 12,858 11,880 12 g38 10,238 11,203 6,989 29293 7.867 7514 5,370
Operating Expenses ($000)

Naturs! Gas & Raw Material 237832 231,399 208 825 211,825 243274 274100 . 213845 278,858 221,80 248,699
Qas Processing 24,565 24353 21838 21,494 21,458 21.822 18,845 14,848 14,238 , 13582
Fleld Services 20,382 19.229 17,835 21,387 20,100 23034 17.448 18,482 18,683 16,032
Distribution 16 244 20,588 18,519 19,422 20874 25,003 19,561 22817 20 454 18,500
Collection & Meler Reading (3) 3238 724 42 98) 41,498 44613 58.718 80315 54,549 48,778 48922
Administrative & General 27.185 26,989 28,887 35,357 39.960 38763 44503 40,282 40,485 4379
Other Opesating Expenses (4) 60612 568,676 58,115 50,262 80.665 86,208 53018 70,833 70,815 88 520
Tolal Gperating Expenses 3418303 $418.475 $396.883 $410,045 $450.744 $505.801 $427.221 $498 075 $483,084 $451 834
Interest Expense 41738 49,007 52 871 55,555 53,967 55518 55,748 53,738 51,429 50,4568
Net income $18.525 $18.570 $24 454 $34,852 $21,468 $18.711 $25.274 $31,304 $23971 $975

{1) Gross WHllity Plant af Origfnal Cost

{2} Includes Oas Transportstion In yesrs 1991 through 1887

(3) Includes Appropriation for Bad Debt Expense

(4} Inciudes Cusfomer Sarvice, Customer Accounting, Marketing, Penslons, Taxes & Net Deprecistion snd Amortlization.



TABLE 18
PHILADEL PHIA GAS WORKS
FORECAST OF ACCOUNTS RECEIVABLE, RESERVE
FOR BAD DEBT , WRITE-OFF EXPENSES,

AND REVENUE STATISTICS
(3000)
Current Fiscal Years Ended August 31,
Estimate Budget Forecast Forecast Forecast Forecast Forecast
1999 2000 2001 2002* 2003* 2004 2005*

Billed Gas Revenues $484 372 $501,453 $514 146 $544 560 $555,256 $567,861 | $552,921
Accounts Receivable 76,816 75,390 76,812 80,171 83,664 87,390 90,261
Reserve for Bad Debt 57,830 50,830 46,250 43413 41,869 41,703 42,600
Reserve as a Percentage
of Accounts Receivable 75.3% 67.4% 60.2% 54.2% 50.0% 47 7% 47 2%
Write-Off Expenes 36,769 35,000 33,000 32,500 32,500 32,500 32,500
Receivables as a Percentage
of Sales Revenues 15.9% 15.0% 14.9% 14.7% 15.1% 15.4% 16.3%

* The forecast envisions an increase in the amount of $20 million of revenue enhancement in 2002 from either a general rate increase or from
equjvalent savings in operating expenses or from a combination of both.



Other Operating & Maintenance Expenses

Administrative 8General
Appropriation to Reserve for Bad Debt
Fleld Services

Distribution

Colltection

Meter Reading

Customer Service

Cuslomer Accounting

Marketing & Point-of Sale Expenses
Pensions

Taxes

Amortization

Labor Cosl Savings

Non-Labor Cost Savings

Total Other Operating & Maint. Expense

EXHIBIT il

PHILADELPHIA GAS WORKS

FORECAST OTHER OPERATING AND MAINTENANCE EXPENSES

FISCAL YEARS 1998 THROUGH 2005

{3000)
Fiscal Years Ended August 31,
Current
Actual Estimate Budget Forecast Forecast Forecast Forecast Forecast
1998 1999 2000 2001 2002 2003 § 2004 2005
$43,379 $47,625 $53,683 $52,665 $54,282 $56,026 $57,633 $57.798
34,130 30,000 28,000 28,420 29,663 30,956 32,334 33,397
28,010 29,007 29620 30,013 30,390 30,770 31,355 32,001
16,500 15,569 14,757 14,950 15,191 15,437 15.687 16,012
9,630 7.010 7,372 7,957 7,718 7,879 8,046 8,216
3,627 5,541 4889 4,961 5,063 5,167 5273 5,380
12,826 11,452 12,363 12,690 12,951 13,217 13,489 13,767
6,577 7.167 8,737 8,935 9,120 9,309 9,502 9,699
6,698 7.238 7,277 7.479 1,665 7,856 8,051 8,252
3,334 782 1,060 1,30 1,597 1,868 2,137 2,412
6,235 6,232 6,318 6,372 6,431 6,526 6,625 6,722
(1,111} 5,603 5603 5,603 4715 3,750 3750 -
. . . (2.394) (3,479) (4,032) {4,597} {5.172)
. - . {1,632) {2,008) {2,403) (2,464) {2,527)
$169,835 $171,826 $179.679 $176,950 $£179 297 $182,326 $£186,821 $185,957




Operating Revenues

Saley {Currant Rates 8 Changes 1o GCR)
Projected Rate Increase - Current
Appllance Repalr & Other Revenues
Other Operating Revenues

Total Operating Revenues

Operating Expenses

Natursf Gas & Raw Materiaf

Gas Processing

Other Cpersting & Malnienance (Exhibh N
Operating Expenses Excl. Dapreciation
Deprecistion

Total Operating Expanses

Net Operoting Income
Other Income
Net Incomy Balors Interest

Interest Expense
Long-Term Debt Interest:
Ravenue Bonds
PMA Bonds & Subordinate Debt
Capltal Leases
Discount & Expanses
Total Long-Term interest

Other Inlerest
Shor-Term Debl
Losa From Extingulshment of Debt
Interest on Customer Deposits
Miscellaneous

Total Other nterest
AFUDC

Tolal interest Expense

Net Income

Payment To City of Philadelphla
NetEarnings 1{ Loss ) Transferred to
Retalned Esrnings

Note: (8) Current estimata Is bassd on six months actus! dete snd six months projscliona based upon currenity svsilable information.

EXHIBIT It

PHILADELPHIA GAS WORKS
FORECAST STATEMENT OF INCOME
FISCAL YEARS 1998 THROUGH 2005

($000}
With Cuslomer Charge of $8.00
ENective 671799 impacting FY 1699 Only,
acal Yoa
Current
Aclual Estimale{a) Budget Eotecas! Forecas! Eorecast Eoregast Eorecast
1998 1999 2000 il 002 2003 N 2008
$488.788 $462.553 $512.033 $5t4,108 $524,010 $555,308 $5687 911 572971
- 31986 - - 20,000 - . .
14111 14,000 13024 13724 14,138 14 560 14,667 15,447
8927 0,464 8,550 9,484 8,988 9,163 9,31 9,454
$511.808 $489,012 3504 507 $538, 404 $587,732 $579,020 $502,279 $597,872
$248.699 $224,104 $245 440 $245 285 $253.103 $259.839 $288.323 $287 598
13,502 1331 13,308 13722 13,860 14175 14462 14,810
180,835 173,828 1796878 - 178,850 179,297 182,326 164,821 185057
$430,118 $411,301 $438 487 $435 937 $448,280 3458340 $469,600 $468,383
35391 28,630 30,498 31,384 32,285 33104 3 084 38 049
$485 507 $441,139 $488 8% $487,3M $478.545 $4B6.444 $503,680 $507.209
$40,299 $47 873 $85522 $69.073 $80.187 $89.585 483,509 $90,68)
5132 8,001 8542 1,401 5,100 8,250 10,253 -, 8,800
$51.431 $55.874 . $75.084 $76.474 $94,287 $98,835 390 842 $99.48)
$39.730 $41.761 $48 808 $44 554 342535 $43,125 $43.178 $41.847
1,315 1,023 666 928 880 B34 84 732
1982 1,655 1,298 213 558 384 170 8
1878 1,448 1,401 1319 1,235 1221 1224 1,222
$44, 702 $45 885 $50,5683 $47 712 $45 209 $45 550 $45,358 $43,809
$2.992 $2477 $3.209 33,2594 $3.379 $2,965 $3.050 $3,135
3,103 3210 3,393 3,249 3,080 2,922 2,781 2,754
78 70 12 74 78 18 78 18
12 pri] 18 2 - - . .
$8.185 $5978 46,690 $6.619 $6,545 $5.963 3$5.687 $5.965
(431) {500) (499) (424) (274) (275) {208) {171}
$50,458 $51,283 $58,754 353,907 $51,480 $51.238 $50,957 $49.603
3875 $4 511 $18210 322,567 $42 807 $47 597 $47.985% $49.880
18,000 18,000 18,000 18,000 18,000 18,000 16,000 18,000
(817.025) {$13,489) $310 34,567 324,807 $20.597 320,885 $31,860




Funds Provided:
Operaling Revenues { Exhibit 11)
Other Income
AFUDC { Interest )
Tolal Funde Provided

Funds Applled To Operalions:
Operating Expenaes Excluding
Depreclation ( ExhIb® 1)
Less’ Exponses Not Requiring
Expenditure of Funds
Tolal Funda Applled

Internally Qenetated Funds Avatiable To
Cover Revanues Bond Debt Service

Funds Applied To Debt Service:
Revenus Bonds - lasued Under 1975 Ordinance
Revenus Bonds - lssued Under 1998 Ordinance
Senlor Bonds
Addllonat Senlor Bonds
Subordinate Bonds
Tolal Revenue Bonds
Capltal Lease for Bullding
ther Capltal Leases
Temporary Flnancing
Totsl Funda Applied To Debl Service

Internally Generated Funds Avellable
For Clty Payment

City Payment
Internaily Qenerated Funds Avsllabte

Debt Service Coverage
Bonds 1psued under 1375 Ordinance

Senlor Bonds |ssued under 1999 Ordinance
Subordinate Bonds issved under 1998 Ordinance

ANALYSIS OF INTERNALLY GENERATED FUNDS

EXHIBIT V

PHILADELPHIA GAS WORKS

AVANLABLE TO COVER DEBT SERVICE

FISCAL YEARS 19%8 THROUGH 2005

{$000)
Flscoe] Yearsy Ended August 31
Cutrent
lue Estlmate Budget Forecas| Eorecasl Forecast Earecast Eorycast
1998 1998 2000 2001 2002 2003 2004 2903
$511,808 3489012 $534,507 - $538,404 $567,732 $579.020 $592,279 $597,872
5408 8,270 9,542 7.401 5,100 8,250 10,253 8,800
432 500 499 424 274 275 268 1M
$517 844 $497,782 $544,548 $544 229 $573,108 $588,554 $602,818 $608.843
$430,118 $411,301 $438.487 $435,937 $446,280 $450,340 $469,600 $488,363
8,384 8,092 _p.681 10,059 10,356 10,693 11,038 8,299
3423752 $403.209 $420,806 $425878 $435,024 $445847 $458 570 $460,084
393,892 $94,573 $115,742 $118,351 $137,182 $142,907 $144.248 $146,779
$81,923 $57,741 $59,330 $51,402 $55.312 $47.442 $50,058 $44,052
. 15,097 4,128 22,047 18,711 22,648 17,371 ‘21,495
. - 7.565 7481 1123 7421 11,998 12,034
. 2,053 1,986 1.991 1,885 1,689 1,589 1,587
381,923 $74,891 $83,009 $82 821 381,131 $79.108 381,414 $80,488
2242 - - . - . - -
59871 7.882 7.991 re77 5.953 3997 3,998 1,999
2,775 2,477 3,209 3294 3,379 34864 3549 3,654
$72.811 $85,250 $94,209 393,692 90,463 $68,559 $88 961 $86,121
$20,981 $9,323 $21,533 $24.459 $48,719 $58,248 355,287 $60,658
18,000 18,000 18,000 18,000 18,000 18,000 18 000 18,000
$2,981 (38,677) $3,533 36,259 $28,719 $38,248 $37,287 $42,650
1.52 164 1.95 2.30 2.48 3.04 2.08 3.33
. 1.92 2.23 202 3.19 3.07 10t 2.9
. 875 13.46 14.94 26.24 3.0 30.58 33.37



EXHIBIT IV

PHILADELPHIA GAS WORKS
CAPITAL EXPENDITURES
FISCAL YEARS 1998 THROUGH 2005
{$000)

Fiscal Years Ended August 31,

Current
Actual Estimate{a) Budget Forecast Forecast Forecast Forecast Forecast
1998 19289 2000 2001 2002 2003 2004 2005
Additions & Replacemen!s
Supply Plant $710 $1.619 $6,3890 $12,025 $31,440 SB,SGL $16,398 $2.649
Distribution Plant 32,241 26,917 29,782 29,048 31,473 32,071 32,650 33,297
Field Services Plant 12,215 12,014 1,170 4543 5,036 4613 4 649 8,831
Other Plant ' 24,938 35,327 16 176 8,421 8,779 8,195 6,651 6,442
Sub-Total $70.106 $75.881 $59,517 $54,037 $48,728 $53,445 $60, 348 $51,219
Less. Contributions in Aid of Conslruction {340} (299) {(2,533) (2,639) {955) {974) (993) {1,012)
Net Additions & Replacements $69,766 $75,5482 $56,984 $51.398 347,773 $52.47 $59,355 $50,207
Allowance for Funds Used During Construction . - . O
Supply Plant $42 52 76 79 - 6 81 vy 120 iy 13
Distribution " 510 612 - 507 4547 .. 480 _. 469 L 512 498
Field Services and Other Plant 64 99 48 34 30 i 28 23 ' 22
Sub-Total $6516 $763 $631 $567 $526 £578 $655 $553
Removal Costs ( Net )
Removal Cosls $274 60 $0 $0 $0 $0 %0 - $0
Salvage (159) (128) {282) ~ {438) (464} (477} {490) 1503)
Sub-Total $115 (568} ($282) {$438) ($4564) ($477) ($490) {$503)
Total $70,497 $76,277 $57,333 $51,527 $47,835 $52,572 $59,520 $50,257




APPENDIX

A NOTE ON SALES/SUPPLY/DEMAND UNITS

Sales/supply/demand in this report are reported in volume or energy units. PGW purchases gas in energy units
but, usually selis them in volume units because that is what gas meters measure. There is a fundamental
relationship between the energy and volume units used for reporting purposes... - one cubic foot of gas (volume)
equals approximately 1,030 Btu {energy). More complex measures evolve from ts relationship as follows:

Energy Units
Bt - British thermal unit - the amount of energy required to raise the temperature of one pound of

water by one degree Fahrenheit
Therm - 100,000 Btu
Dekatherm - 10 Therms (1,000,000 Bru)
Volume Units

Sef - Standard cubic foot ~ the amount of gas contained in one cubic foot at 60 F and standard
pressure of 14.73 pounds per square inch absolute (normal atmospheric pressure)

Mecf - Thousand cubic feet, 1,000 Scff
MMl - Million cubic feet, 1,000 Mcf (1,000,000 Scf)
Bef - Billion cubic feet, 1.000 MMcf (1,000,000.000 Scf)

For the reader's ease in reading/understanding the report the following approximations may be useful:

One Dekatherm equals one Mcf,
One thousand Dekatherms equals one MMcdf.

Heating Units

HDD - Heating Degree Davs
HDH - Heating Degree Hours



EXHIBIT Vi

PHILADELPHIA GAS WORKS
ANALYSIS OF CASH AND ANNUAL CASH BALANCES
FISCAL YEARS 1998 THROUGH 2005

{$000)
Fiscal Years Ended August 31,
Actual Estimate Budget Forecast Forecast Forecast Forecast Forecast
1998 1999 2000 2001 2002 2003 2004 2008
Beginning Cash Balance $1,284 $0,883 $8,151 $7.445 $5,608 $8,832 $13,321 $13,5628
Sources of Funds:
internaily Generated:
Net Income ( Exhibit Il ) $975 $4.511 $18,310 $22,567 $42807 $47 597 $47.885 $49,8680
Items in Net Income Not Requiring Funds 37,984 33,982 36,602 37,900 29,079 40.27* 41611 42,920
Interest Expenses Included in Net
Income ( Exhibit 11 } 50458 51,363 58,754 53 907 51,480 51,238 50,857 49 803
Total Intarnal Funds $89.415 189,836 111,667 114,374 132,366 139,107 140,453 142,382
Externally Genetated:
Revenue Bond Proceeds $92,590 $100,000 . - - $66,560 - .
Capital improvermnent Fund Drawdown 49014 50,000 45,307 45,000 24 908 25,000 26,000 15,5680
Capital Lease Proceeds - - - - - - - -
Temporary Borrowings 26,000 9,000 20,000 - - - - .
Tolal External Funds $167 604 $159,000 $65,307 $45,000 24 908 91,560 28,000 ! 15,560
Totat Sources of Funds $257,019 $248,828 $178,974 $159,374 $158,272 $230,667 $166,453 $157,943
Uses of Funds; . o
Debt Service Coverage ( Exhibit V) $81.921 $72,838 $81,023 $80,630 $79.148 $77.209 $79.425 $78,481
PMA Bond Debl'Senﬂca ( Exhibit V') 2,242 . .- - .- - - . -
Capital Lease ngt Service 5971 7.882 7,991 7 997 5,953 3,997 : LQ.QQB 5 gt J 99%
Subordjnste Qonds { Exhibit V ) - 20534 1.988 1, 991 4,985 L 1,969 ph989 1,087
Working Caepitat Increases ~(2,803) (26 482) ¢ 3347 SA069 i 4428 '"""Cm 2,851 W 3‘304 i 4ndi219
Construction Requirements 70,497 768,277 57,323 51,527 47 835 52,572 59,520 50,257
Payment to City of Phitadelphia { Exhibit Il } 18,000 18,000 18,000 18,000 18,000 18,000 18,000 18,000
Deposit of Capital Improvemant Fund ( Table 1 92._590 100,000 - - 68,560 - .
Repayment of Temporary Borrowings - - - - . - - -
Tolat Uses of Funds $248,420 $250,568 $177,680 $161,214 $157,045 3224178 $168,238 $154 943

£nding Cash Balance $9,893 $8,151 $7.445 $5,605 46,832 $12,321 $13,538 $16.538




Our services take many forms: verbal consultation,
research or analysis, review or verification of work
performed by others, expert testimony, and complete
studies with written reports. A Stone & Webster
report provides clear guides for management action
and is often used as a communication and
implementation tool. We provide a check of
decisions, procedures, and programs that is
independent and objective. Our testimony and reports
provide the credible evidence nscessary to confirm the
prudence of dzcisions before regulators, stockholders,
and boards of directors.

Ouality and Tntegrity

Stone & Webster's tradition of professional
consultation reaches back to the ninsteenth century
and draws on state-of-the-ant, comprehensive utility
experience and resources. Yéar after year a significan:
portion of our assignments comes from repeat clients
— clients who return to Stone & Webster because they
have had first-hand experience with our record of
unbiased work performed to the client’s specifications,
on time, within budget. We believe that the mos:
convincing evidence of the quality, integrity, and
value of our services is the confidznce and loyalty of
our repeal clients. '

General practice areas:

General Management Consulting
Straregic Planning
Integrated Resource Planning
IRP Workstation
Modgels (EGEAS, RISKMIN, BENCHMARKE)
Siafing Gpiimizatior. & Organization Analysis
Secornd-Genercrion Berchmarking
Re-ergineering
lanzgemen! Audits & Pre-audit Planring
Systerm anc Capaciry Plenning
Eieciric Utiliry Operations
Gzs Utiliny Operations
Ges Supply Pianring
Reie & Reguiatory Services
Firarcicl, Accounting, Tax, & Depreciation Service

Forecesiing Services

Financial and Economic Feasibiliry Evaluarions
Appraisal and Valuarion

Risk Management

Management Informarior. Systems

Profir & Loss Systems

Human Resource Maraogemer:

Advisory Services

Utiliry Management Development Program
Produciivity and Performance Improvement
Maierials Managemen!

Markeiing

Cogeneration

Mergers and Acguisitiors

Froject Review Services

Process Mapping

Quality Management Programs

Stone & Webster
Management Consultants. Inc.

The Urility Experts

{212) 290-7190
Fax: 212-290-7033

New York « Boston « Atlanta » Houston* Denver

kieh



~ Stone & Webster
Management Consultants, Inc.
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tone & Webster Managament Consultants, Inc. provides practical responses '!
to the challenges of today’s volatile market and regulatory environment arg o

changing operating conditions. We fumish management with tools, knowledgél ¢
2nd skills 1o respond effectively 1o problems in every facet of utiliry eperations.

For industrial clients and public and institutional entities, we provide 2 wide ran,ig

')

of managemsnt consulting sérvices. o
A Management Resource N .z el
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Few other firms can equa} Stone & Webster's breadth and depth ol expzrise. |
Our consulting staff comes from proven backgrounds in operating arg 3
P . ape - . - - . ™M " £
management positions with utilities, oil companies, regulatory egencies; E_ ©
@
mznufacturing concems, banks, law firms, insurance companies, and public
entities. They are profizisni in planning. gas and electnc utility op:rauons rates
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and regulation, marketing, information systems, human resource manégemert, & 5F
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appraisal, accounting and finance, tax, and risk management. Stone & Webster's
professional staff can provide the specialized knowledge needed for any utility )
assignment large or small. ' -
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Gas Clients
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Midwest Energy Corp.

Midwestern Gas Transmission Compan)

Mississippi Valley Gas Company
fissourt Utilities Company

Nobile Gas Service Corporation

Montana-Dakote Utilities Company

Montana Power Company

Mountain Fuel Supply Company

Mustang Fuel Corporation

Nzniucket Gas & Electnc Company
Nashville Gas Company

National Fuel Gas Company
Nztional Fuel Gas Supply Cormp.
Nztional Fuel Gas Dis:ribution Corp.
Nztional Gas & Oil Corporation
INztional Utlines & Industries Corp.
Naural Gas Pipeline Co. of America
New Bedford Gas & Edison Light Co.
New Britian Gas Lich: Company
Iszw England Gas Association

~ow Haven Gas Company

v2w Jerssy Natural Gas Company
foew Yorn Cas Group

Iew York State Electric & Gas Corp.
Ivew York State Natural Gas Corp.
INew Zeziand Gas Association

North Carolina Nzwura! Gas Corp.
Ionh Shore Gas Company

Northeast Unhines Service Company
Northerr and Cenire! Gas Corp., Lid.
Nornert Litinois Ges Company
Northem indiana Public Service Co.
Nanrem Minnesotz Thilites
Svambem Nawurz! Gas Company
Nonbem. Sizies Poweer Company

Nomtem Utibitzzs Imz,

WNornwes: Pipziiny 5G5S Customer Group

somm Pubhiz Service Company
sen Unhiness, Lid
Nommweas Nawral Gas Comzany

o Fuel
e Qo Com'ﬂ"}
bz Uiy Commission
oosz Couniy Gas Distnict
"1 omz Gas & Elsciric Company

)
-
el
r

Oklahoma Natural Gas Company
Orange and Rockland Utilittes, Inc.

Pacific Lighting Service & Supply Co.
Pacific Power & Ligh: Company
Panhandle Eastern Pipe Line Company
Pecos Valley Gas Company

Penn Fuel Gas Co.

Pennsylvania Gas Company
Pennsylvania Gas & Water Company

" Pennsylvania Gas Association

Pennzoil United. Inc.

Peoples Gas Light & Coke Company

Peoples Gas System !

Peoples Narural Gas Company

Peoples Natural Gas Company of South Carolina
Permian Basin Pipeline Company

Philadelphia Gas Commission

Philadelphia Gas Works

Piedmont Natura] Gas Company

Pioneer Nawral Gas Company

Pizins-Western Geas, Lid. .

Polar Gas / McKenzje Deliz

Producers Gas Company

Providence Gas Company

Public S=rvice Company of North Caroline, Inc.
Public Service Elecine & Gas Company

Pueno Rico Gas Co,, Inc.

Quebsec Neatura! Gas Corporzuion

Richmond Gas Corporation
Roanoke Gas Company
Rochester Gas & Electric Corporation

St. Lawrence Gas Compa.ﬁy, Inc.

* San Diego Gas & Electric Co.

San Juan Gas Company

Shreveporn Intrasiate Gas Traasmission, Ltd.
Siera Pacific Powzr Company

Societe Gazifare de Hull, Inz.

South Australia Gas Company

South Brisbane Gas & Light Company. Ltd.
South Caroline Eizcinic & Gas Company
South County Gas Company

South Eastern Gas Board

South Jersev Gas Company

Southeastern Michigan Gas Company



Gas Clients
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Southeastern Public Service Company
Souther: California Gas Company
Souther Connecticut Gas Company
Southerr: Indiana Gas & Electric Co.
Southern Nawral Gas Company
Southern Unior Gas Company
Southwes: Gas Corporation
Southwestem Energy Co.

Sprngfield Gas Light Company
Stadiwerke Dusseldorf

Stadiwzrke Wissbaden Ag.

Sufiolk Gas Company

Sugar Bowl Gas Company, Inc.
Schianate of Oman

Svracuse Suburban Gas Company, Ine,

Tezhnischen Werke der Stad: Stuttgart
Tenn=co Inc.

Tennessze Gas Transmission Company
Tevas Gzs Transmission Corporation
Towsn of Crronells, Alabama
TransCenzdz Pipeline Lid.

Transco Companies, Lid.

Transck Pipeiine Company
Tramscenunenizi Ges Pipe Line Corp.

P

Trany Quebec & Mariuimes Pipelines, Inc.

Tropize! Gas Company
Tezsor Gas & Elezins Company
TV Priliizs Ges & Oi! Company

Uniar Cz: & Electnic Powser Company

Union Gas Limited

United Cities Gas Company

United Fuel Gas Company

United Gas Corporation

United Gas Pipe Line Company
United Natural Gas Company
United Suburban Gas Company, Ltd,
United Texas Transmission Co.

Valero Energy Company

Valley Gas Company

Vermont Gas Systems, Inc.
Virginia Electric & Power Company
Volunteer Natural Gas Company

Wales Gas Board

Washington Gas Light Company
Washington Natural Gas Company

West Ohio Gas Company

West Virginia Power Gas Service
Westfield Gas & Elzctric Light Company
Western Kentucky Gas Company
Western Resources, Inc.

Williston Basin Intersiate Pipeline Co.
Wilmut Gas & Oil Company

Wisconsin Distnbutor Corp.

Wisconsin Gas Company

Wisconsin Public Service Corp.
Wisconsin Southemn Gas & Appliance Corp.
World Bank (IBRD)

Wyoming Gas Company

York Counry Gas Company

Stone & Webster Managemen! Consultants, Inc.

One Penr. Piaza
New York. New York 10119
(212)290.7190
FAX (212)290-7033

New York = Boston « Denver = Houston « Atlania

£

S & WWebster. z century of experience, an unparalicled neiwork of spacialized 12:hnical and managenal

AL Sions
expesis2. and a tradition of quality and integrity stand behind eomprehensive consulting services. I




Clients

GAS INDUSTRY
Alabama Gas Corporation : Champ!lain Pipeline Project
Alabama-Tennessee Natural Gas Company Chesapeake Utilities
Alberna Gas Trunk Line Co., Lid. Chinese Petroleum Corporation
Alberta Natura) Gas Co. Cincinnati Gas & Electric Company
ALGAS. S A, Cities Service Gas Company
Algonquin Gas Transmission Co. — Citzens Gas Fuel Company
Allied New Hampshire Gas Company Citizens Gas & Coke Uriliry
American Gas Associalon Citizens Utilities Company
Arkansas-Louisiana Gas Company City of Danville, Virginia
Arkans2s-Missouri Power Company City of Hemilton, Chio
Arkansas Western Gas Company City of Holyoke, Massachusetts Gas and Electric
Association Gas District of Florida, Inc. City of Mesa, Arizona
Atlanta Gas Light Company City of Norwich, Connzcticut
Australian Gas Light Company Department of Public Utilities
City of Pensacole, Flonda
B. C Gas Company ) City of Petersburg, Virginia
Balumore Gas and Electric Compzny City of St. Petersburg, Florida
Batile Creek Gas Company City of Westifield, Massachusetts
BE‘ Sla".f Gas Company Cll} of Winfield
berishire Gas Company (The) Coastal States Gas Corporation
EHP Pztrolsum (Amencas) Inz. . Cody Gas Company
;BHP Peiraletm (New Ventures) Inc. Colc;nial Gas Asso;iation, Ltd.
?DHD: (?’.ES Company Colonizal Gas Company
;;.':’;.?.cs F":e" Gas Company Colonial Gas Holdings, Ltd.
.:rmfepa;; Gas Company Colorado Intersiate Gas Co.
22?";iné?35_compan-\" L. Colorado Spnngs Gas Depaniment
S PLC Columbia Gas of Kentucky, Inc.
270-ESn L aunlon Gas Company Columbia Gas of Maryland, Inz.
‘?"OD":I}:'—' E':‘.IO!‘. Gas Company Columbia Gas of New York, Inc.
Buzizics Bzv Gas Company Columbiz Gas of West Virginiz, Inz.

Columbia Gas System, Inc.
Commonwealth Gas Company
Commonswezlth Gas Distribution Corp.
Commonweatth Natural Gas Corp.
Community Public Service Company

CP Neatonz! Com.
Cormoss & Torrance
Czonzdizan Western INatural Gas Co., Ltd.
Czpe Col Gzs Company
Caszzsz Nawral Gas Corporation
Caizlanz d= Gasy Eiecincidad S. AL Companhiz Municipal

: dz Gas de Szo Paulo
Conzord Nawral Gas Corporaiion

Centro Gz tlznnobe, Inc. e

Cemiril HuZson Gas & Electriz Corp Conneztizui Light & Power Company
Ceniral Iiitnors Electric & Gas Co Conascuizui Newral Gas Corporziion
Centrz’ Biinsis Lich: Company Conoco Pipsline Co.

Consolidaied Edison Company of New York, Inc.
Consolidated Namral Gas Company
Consumers’ Gas Company

Cernzal Hirno:s Public Service Co.
Certrzl Indiana Gas Company
Cerirzl Telephone & Utihinies Corp.

S S:onz & Websizr Management Consultants, Inc.
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Coming Natura) Gas Corporation
Cumberland Gas Company

Dayton Power & Light Company
Delaware Power & Light Company
Delta Natural Gas Company
Distrigas Corporation

Dormne Petroleum Limited

Eastern Shore Natural Gas Co.
Eastern Utilities Associates
Ees: Midland Gas Board

East Ohio Gas Company
Eiizabeth Ciy, North Carolina
Eiizabethtown Gas Company
E! Paso Naturz} Gas Company
Empressa Nacional dz1 Petroleo (Chile)
EnergvNonh Inc.

Energv Services of Pensacola
Eaciiable Gas Company
Ecszx County Gas Company

Falcon Seaboard Qil Co.

Fz!l River Gas Company
Fuzhbure Gas and Electne Co.
Fio-Gas Ceorporation

Fiamda Gas Company

Fiandz Public Unlities Company
Fremanile Gas and Coke Company

Gzinesvilie Gas Company

C2s 2nd Fuel Corporation of Victoria
Gz: Company of New Mexico

Ga: ¢zi Estado (Argentina)

Cz: Lizh: Company of Columbus
Gezz wvoturz!, S.AL (Chile)

Gz: Senvize Company

Gz Seovize Inz.

Gz iner-Cuie Quebec

Gaz Merepolitain, Inc.

Ceziong Cas Company

Crznue Staie Gas Transmissior, Inc.

rr2z21 Falls Gas Company
Grzz2: Northern Gas Utilities, Ltd.
Grzenwich Gas Company
Gl Coast Narural Gas Company
G2t Siates Udlines Company

Hartford Electric Light Company
Hastings Utilities

Hindustan Petroleurn Corporation
Hobbs Gas Company

Honolulu Gas Company

Hope Natural Gas Corporation
Houston Natural Gas Corporaticn
Houston Industrial Gas System

ICG Canadian Propane

ldaho Natural Gas Company
Industrial Gas Supply Corporation
Inland Natural Gas Company, Ltd.
Inter-Ciry Gas Corp., Inc.
Intermountain Gas Company
Interprovincial Pipe Line Limited
Interstate Power Company

lowa Electric Light & Power Company
lowa-Illinois Gas & Electric Company
Jowz Public Service Company
Iroguais Gas Corporation

Kansas Power & Light Co. (The)
KPL-Gas Senvice
KN Energy, Inc.

Laclede Gas Company

Lake Shore Gas Company

Lea County Gas Company
Lone Star Gas Company

Long Islang Lighting Company
Louisiana Gas Interstate, Inc.
Louisville Gas & Electric Co.
Lowelt Gas Company

Madison Gas & Electric Company
Main Gas Werke (Germany}
Manzhester Gas Company

Menilz Gas Corporation

Memphis Light, Gas & Water Division
Metropotitan Utilities District of Omaha
Michigan Consolidated Gas Company
Michigan Gas & Electric Company
Michigan Gas Utilities Company
Michigan-Wisconsin Pipe Line Company
Mid-Amencan Pipeline Company
Midland Cogeneration Venture
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Issuance of the Bonds
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The following are summaries of cenain provisions of The First Class City Revenue Bond
Act (the “Act”). the General Gas Works Revenue Bond Ordinance of 1975. as amended (the "1975
General Ordinance”). which authorizes the issuance of Gas Works Revenue Bonds (1975 General
Ordinance) generally. and the Sixteenth Supplemental Ordinance thereto (the "Sixteenth
Supplememtal Ordinance™). which authorizes the issuance of the Gas Works Revenue Bonds (1975
General Ordinance). Sixteenth Series (the "Sixteenth Series Bonds”). and the General Gas Works
Revenue Bond Ordinance of 1998 (the 1998 General Ordinance™). which authorizes the issuance
of Gas Works Revenue Bonds (1998 General Ordinance) generally. and the Second Supplemental
Ordinance thereio (the “Second Supplementa) Ordinance™). which authorizes the issuance of the Gas
Warks Revenue Bonds (1998 General Qgdinance), Second Series (the “"Second Series Bonds™). The
summaries are nol. and should not be regarded as. complete statements of the provisions of this
legislation or uf the portions thereof summarized. Reference is made 1o the Act. the 1975 General
Ordinance. the Sixteenth Supplemental Ordinance. the 1998 General Ordinance and the Second
Supplemental Ordinance. copies of which are available from the Office of the Director of Finance.
1300 Municipal Services Building. 1401 J.F.K. Boulevard. Philadelphia, Pennsylvania 19102, for
the complete 1erms and provisions thereof. Certain terms used in this summary are defined below.
Other terms used herein are defined in the Act. the 1975 General Ordinance, the Sixteenth
Supplemental Ordinance. the 1998 General Ordinance and the Second Supplemental Ordinance, and.
unless otherwise stated. shall have the meanings set forth therein.

THE FIRST CLASS CITY REVENUE BOND ACT

{Act 234 of the General Assembly of the Commonwealth
approved October 18,1972, P.L. 955; 53 P.S. §§ 15901-24)

General Authorization: Definitions; Bonds 1o be Special Obligations

The Act is intended 1o provide a comprehensive authorization to The City of Philadeiphia,
Pennsvivania (the “City™) and any other Pennsylvania city of the first class to issue revenue bonds
{"Bonds" ) 1o finance various types of projects or to refund previously i1ssued Bonds and certain other
bonds. as more fully described herein under “Refunding.”

“Project” is defined 10 include, inter alia, any building. structure, facility or improvement
ol'a public nature. the related Jand and rights or leasehold estates therein and the related furnishings.
machinen . apparatus or equipment of a capital nature. which the City is authorized to own.
construct. acquire. improve. lease. operate. maintain or support: any item of construction. acquisition
or exiraordinan maintenance or repair thereof: the City's share of the cost of any of the foregoing
undertahen juintly with others: and any combination of the foregoing or any undivided portion of the
coxt ol any of the foregoing as may be designated a “project” by the City for financing purposes and
in respect of which the City may reasonably be expected to receive Project Revenues.

“Project Revenues™ mean. in respect of a Project, all rents, rates, tolls or charges imposed
ur charged for the use or product of or services generated from the Project to the uliimate users or
customers thereof. all pavments under bulk contracts with municipalities, government
instrumentalities or other bulk users. all subsidies or payments pavabie by federal. state or iocal
avernments or governmental agencies on account of the cost of operation of the Project, or the
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payment of the principal of or interest on moneys borrowed to finance the cost of the Project. and
may include reasonable estimates of all interest on and profits from investment of moneys derived
from the foregoing.

Bonds issued under the Act are required 1o be payvable solely from Project Revenues and

10 be secured solely by such revenues and by any reserve funds which may be created or funded in
connection with the Bonds. The Bonds are not permitted to pledge the credit or taxing power of the
Citv. to create a debt or charge against the tax or general revenues of the Citv. or to create a lien
against any City propenty other than the Project Revenues pledged therefor and against the reserve
funds established in respect of the Bemds. The obligations represented by the Bonds do not
constitute a debt of the Cityv. and are excluded from the calculation of the Citv's debt-incurring

capacity under the Pennsylvania Constitution.

Estimatc of Future Revenues

In order 1o establish that Project Revenues will be sufticient 1o amonize all Bonds
outstanding. the Act requires a finding to be made in the ordinance authorizing the issuance of the
Bonds that the pledged Project Revenues will be sufficient 10 pay any prior parity charges on such
pledged Project Revenues and the principal of and interest on the Bonds. This finding is 1o be based
on a report of the chief fiscal officer of the City filed with the City Council and supported by
appropriate schedules and summaries. The report of the chief fiscal officer of the City may be based
on the final repon of the head of the department or agency of the City having jurisdiction over the
project involved or on a certificate of registered engineers engaged by the City 1o compile relevant
data.

For the purpose of calculating projected annual Project Revenues for each vear. the Act
provides that: (1) only those rents. rates, tolls or charges to the general public shall be included
which. under existing authorizations. are or will be in effect and will be reasonably collectible in
such vear under the schedule or rate of rents. rates. tolls or charges which are or will be in effect
during such vear. or which may be imposed by administrative action without further legisiation: (11)
only those bulk pavments shall be included which may be imposed under existing legislation or
which are provided under existing agreements or are the subject of an expression of intent by the
prospective obligor deemed reliable by the chief fiscal officer of the City: and (i1t} only those
governmental subsidies or payments shall be included which. under existing legislation. are subject
10 reasonably precise calculation and. unless stated in such legislation or authorization 10 be of an
annua! or more frequently recurring nature, are payvable in such vear.

Details of Bonds and City Covenants

The Act provides that the ordinance authorizing the 1ssuance of the Bonds shall fix the
acveregate amount of Bonds 1o be issued from time to time and determine. or designate officers of
the Citv to determine. the form and details of the Bonds. Subject to applicable constitutional
provisions, the Citv may include in its bond ordinance various covenants with bondholders.
including covenants governing the segregation. custody. investment and disbursement of
construction funds. the imposition. collection and disbursement of Project Revenues. the operation

and maintenance of the Project. the establishment. segregation. maintenance. custody. investment
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and disbursement of sinking funds and reserves. the issuance of additional prioritv or parity Bonds.
the redemption of Bonds. the rights and remedies of bondholders upon default. and such other
provisions as the Citv deems necessary or desirable in the interest of or for the protection of the City
or of such bondhoiders. Under the Act. such covenants. terms and provisions of the bond ordinance
constitute contractual obligations of the City subject to modification. with such limitations as may
be specified in the bond ordinance. by agreement with a majority in interest of the bondholders or
such larger portion thereof as may be provided in the bond ordinance.

Sinking Fund

The Act requires that the bond ordinance shall provide for the establishment and
matntenance of a sinking fund or shall designate a previously established sinking fund for the
pavment of the principal of and interest on the Bonds when due and payable or upon redemption and
tor the pay ment of State taxes. if any. assumed by the City to be paid on the Bonds. Pavment into
such sinking tund shall be made in annual or more {requent instaliments and shall be sufficient 10
pav or accumulate for pavment all principal of and interest on the Bonds for which the sinking fund
is established and all State taxes. if any. assumed by the City to be paid on such Bonds. as and when
the same shall become due and pavable. The sinking fund and any other funds or accounts
established by the bond ordinance shall be managed by the chief fiscal officer of the City and moneyvs
therein. to the extent not currently required. shall be invested, subject to hmitations established by
the bond ordinance and the Act. Interest and profits from investment of moneys in the sinking fund
and other funds shall be added 10 such fund and may be applied in reduction of or to complete
required deposits to the sinking fund. Excess monevs in the sinking fund shall be repaid to the City
for its peneral purposes or as otherwise provided in the bond ordinance. All moneys deposited in
the sinking fund are subject to a perfected security interest for the Bonds for which the sinking fund
15 established until properly disbursed.

Refunding

Bonds outstanding under the Act or other bonds issued for purposes for which Bonds are
issuable under the Act. whether issued before or afier the effective date of the Act. may be refunded
by Bonds issued under the Act and such refunding Bonds are subject to the same protections and
provisions required for the issuance of an original issue of Bonds. provided that the maturity date
of the refunding Bonds is not later than ten vears after the last stated maturity date of the bonds 10
be refunded. The principal of and interest 10 payment or redemption date and redemption premium
pavable. if anv. in respect of bonds to be refunded will no longer be deemed 1o be outstanding
obligations of the City when the City shall have deposited with a bank. bank and trust company or
trust company funds represented by demand deposits. interest-bearing time accounts. savings
Jeposits. certificates of deposit or specified obligations of the United States or of the Commonwealth
of Pennsy Ivania twhich. in each case. are insured or secured as public deposits with securities having
at ull limes a market value exclusive of acerued interest equal to the principal amount thereof). the
principal and interest of which are sufficient to eftect. and are irmevocably pledged to. the redemption
or pavment of such bonds and. in the case of redemption. notice of such redemption or irrevocable
msiructions o give such notice shall have been duly given.



Validity of Proceedings: Suits and Limitations Thereon

) Prior to the delivery of Bonds. the City must file with the Court of Common Pleas of
Philadelphia County (the "Court™) a transcript of the praceedings authorizing the issuance of such
‘Bonds. If'no action asserting the invalidity of such proceedings is brought on or before the twentieth
day Toltowing the date of recording of the transcript. the validity of the proceedings. the Citv's right
1o issue such Bonds, the lawful nature of the purpose for which such Bonds are issued. and the
validity and enforceability ot such Bonds in accordance with their werms may not thereatier be
inguired into judiciallv. in equity . at law. or by civil or eriminal proceedings. or otherwise. either
directlv or collaterally. except where a constitutional question is involved.

Negotiable Instruments

The Act provides that Bonds issued thereunder shall hove all the qualines and incidents of
securities under Article 8 of the Uniform Commercial Code 01 the Commonwealth nfl’ennq\ hania
and shall be nepotiable instruments.

F.xemption from State Taxation

The Commonwealth pledges with the holders from time to time of Bonds issued under the
Aci that such Bonds. their transfer and the income therefrom shall ai all times be free from taxation
within and by the Commeonwealth of Pennsyvivania. but this exemplion does not extend to any gains
made on the sale of obligations issued on or after February 1. 1994, 10 underwriting profits or to gifl.
succession or inheritance taxes or any other taxes not levied directly on the Bonds, the receipt of
income therefrom or the realization of gains on the sale thereof.

Defaults and Remedies

If the City should fail to pav or cause to be paid the principal of or interest on any Bond as
the same shall become due. the remedy provisions of the Act permit the holder of any such Bond.
subject to the limitations described below, to recover the amount due in an action in the Court.
However. a judgment rendered in favor of the bondholder in such an action is collectible onty from
the assessments, revenues. rates. rents. tolls and charges from the Project which are pledged for the
pavment of such Bond. The holders of 25% in aggrepate principal amount of any series of Bonds
then outstanding which are in default. whether because of failure of timely payment which is no
cured within 30 days or failure of the City to comply with any other provisions of the Bonds or any

“bond ordinance. mayv appoint a trustee to represent the holders of all such Bonds. and such
representation shall be exclusive for the purposes provided in the Act. Such trustee may and. upon
writlen request of the holders of 23% in aggrepate principal amount of such Bonds then outstanding,
and on being furnished with indemnity satistactory to i1, shall take one or more of the following
actions which. if 1aken. shall preclude similar action. whether previously or subsequently iniuated.
by individual holders of Bonds: (1) enforce. by proceedings at law or in equuy. all rights of the
holders of the Bonds: (2) bring suit on the Bonds. including the nght 10 require the City 1o impose
und collect pledeed rents. rates. tolls and charges or to require the Citv to carn out any other
agreements with the holders of such Bands: ¢ 3) bring suit on the Bonds with the same eftect as a suit
by any holder of the Bonds: (4) bring suit in equity to reguire the City to make an accounting for all

(-



pledped Project Revenues received and/or 10 enjoin any acts or things which may be unlawful or in
violation of the rights of the holders of any Bonds: and. (5) after 30 days’ written notice to the City
and subject 1o any limitations in the bond ordinance. declare the unpaid principal of all Bonds to be
immediately due and payable, together with interest thereon at the rates stated in the Bonds until final
pavment. and. upon the curing of all defaults. to annul such declaration and its consequences. The
Coun. in cases of extreme hardship. may provide for the pavment of sums levied in five or less
annual installments with interest at a rate sufficient to cover the interest accruing on the Bonds. In
any suil. action or proceeding bv or on behalf of hoiders of defaulted Bonds. the fees and expenses
oo trusiee. including operating costs of a Project and reasonable counsel fees. which arc allowed
by the Coun. shall be deemed additiorm principal due on the Bonds and shall be paid in fuli from
any recovery prior 1o any distribution to the holders of the Bonds. (The 1998 General Ordinance
limits any such recovery 1o Project Revenues.) The trustee shall make distribution of any sums so
collected in accordance with the Act. '

Refunding With General Obligation Bonds

Upon certification by the Citv's chief fiscal officer that Project Revenues for the payment
of Bonds have become insufficient to meet the requirements of the ordinance or ordinances under
which the Bonds were issued. the City Council is empowered. but not required. subject to applicable
Pennsylvania constitutional debt limitations. to authorize the i1ssuance and sale of general obligation
refunding bonds of the City without limitation as to rate of interest and in such principal amount as
may be required. together with other available funds. to pay and redeem such Bonds. including
principal. interest to the date fixed for redemption or payment and redemption premium. if any.

THE 1975 GENERAL ORDINANCE

(Ordinance of City Counci! approved May 30, 1975 - Bill No. 1871, as
amended by Ordinance of City Council approved July 26, 1979 - Bill No.
2068, Ordinance of City Council approved July 31, 1980 - Bili No. 274,
Ordinance of City Council approved September 22, 1982 - Bill No. 1316,
Ordinance of City Council approved May 17, 1985 - Bill No. 534 and
Ordinance of City Council approved January 28, 1993 - Bill No. 379 (the
"1975 General Ordinance'))

Pursuant 1o the authorization contained in the Act. the Citv has adopted the 1975 General
Orrdinance. The Citv has made a pledge of. and has granted a secunty interest in. all Project
Revenues and all accounts. contract rights and general intangibles representing Project Revenues for
the security and pavment of ali Bonds issued under the 1975 General Ordinance.

Definitions

Ciny Charges means the proportionate charges for services performed for the Gas Works
by all officers. departments. boards or commissions of the City which are contained in the
compuiation of Operating Expenses of the Gas Works including. withour Jimnation. the expenses
of the Gas Commission and also means the base payments to the City contained in the agreement
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between the City and the manager of the Gas Works and all other payments made 1o the City from
Project Revenues,

. Fiscal Year means the fiscal vear for the Gas Works provided in any ordinance of the City
from time 10 ume enacted and. if no other Fiscal Year is established by ordinance. it shall mean the
fiscal vear of the City. ’

Net Operating Expenses means Operating Expenses exclusive of City Charges.

1975 Ordinance Bond or 19425 Ordinance Bonds means anv Gas Works revenue bond or
note af the City 1ssued and outstanding pursuant to the Act under the 1975 General Ordinance and
any supplemental ordinance thereto.

Operating Expenses means all costs and expenses of the Gas Works necessany and
appropriae to operate and maintain the Gas Works in good operable condition during each Fiscal
Yeuraneluding. without limitation. the manager's fee. salaries and wages. purchuses of services by
vontract. costs of maierials. supplies and expendable equipment. maintenance costs. costs of any
propenty or the replacement thereof or for any work or project related to the Gas Works which does
not have a probable useful life of at least five yvears. pension and welfare plan and workmen's
compensation requirements, provision for claims, refunds and uncollectible receivables and for City
Charges. all in accordance with generally acceptable municipal accounting principles consistentty
apphed. but shall exclude depreciation and interest and sinking fund charges.

Project Revenues means all rents. rates and charges imposed or charged by the City upon
the owners or occupants of properties connected to. and upon all users of. gas distributed by the Gas
Works and all other revenues derived therefrom. including all accounts. contract rights and general
intangibles representing the Project Revenues and all proceeds of any of the foregoing.

Additional Bonds

1975 Ordinance Bonds may be issued in one or more series as the City may from time 10
tme determine by supplemental ordinance (a “Supplemental Ordinance”). The 1975 General
{1:dinance provides for the method of setting the details and terms of the 1975 Qrdinance Bonds
authorized by such Supplemental Ordinance. The 1975 General Ordinance sets forth the general
torm and content of 1975 Ordinance Bonds. the manner of making pavment of principal. interest and

remium. the requirements governing such payvment, the rules regarding registration. transfer and
exchunge of 1975 Ordinance Bonds. and. general provisions governing redemption and the effect
- thereot. The 1975 General Ordinance authorizes the issuance of definitive and temporary 1975
trdinunce Bonds., provides for the execution of the 1975 Ordinance Bonds and provides for the
ts~uanve ol 1973 Ordinance Bonds to replace mutilated. destroved. lost or stolen 1975 Ordinance
Bonds The 1975 General Ordinance authorizes the issuance of 1975 Ordinance Bonds in book-entry
torm and the sale af Option Rights (the night to call 1973 Ordinance Bonds of a series for mandatory

tender tor purchase).
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Purposes For Which 1975 Ordinance Bonds May Be lssued, Conditions of lIssuance,
Engineering Report

|
!

1975 Ordinance Bonds may be issued fto (1) pay the cost of projects related 1o the Gas
Works. (2) reimburse any City fund from whichsuch costs shall have been paid or advanced. (3)
fund any such cost for which the City shall ha\e outstanding bond anticipation notes or other
obligations. (4) refund any Bonds of the City issued for the forenomg purposes under the Act. or (3)
refund any general obligation bonds of the City lS!SUCd for the foregoing purposes. However. the Chty
covenants that it will not issue 1975 Ordinance Bonds to provide funds 1o refund general obligation
bonds or notes issued prior to Januarw=+. 1974. The 1998 General Ordinance provides that the City
shall notissue any 1973 Ordinance Bonds exceptjio refund 1975 Ordinance Bonds or 1o replace 1973
Ordinance Bonds which have been mutilated. destroyed. lost or stolen as provided therein or in
substitution for bonds tssued thereunder upon tr;ansfer or exchange as provided therein.

‘

The City covenants that so long as an_\?' 1975 Ordinance Bonds shall remain outsianding.
no 1973 Ordinance Bonds will be issued unless the financial report of the City's chief fiscal officer.
required by the Act to be filed with the Citv Gouncil in connection with such issuance. shall be
accompanied by an engineering report of an independent consulting engineer or an independent firm
of consulting engineers. in either case having broad experience in the design and analysis of the
operation of gas works or gas distribution systerns of the magnitude and scope of the Gas Works and
a favorable reputation for competence in such field. The report must set forth the qualifications of
the engineers and must contain a statement that the engineers have made an investigation of the
physical properties and of the books and records of the Gas Works. as they deemed necessarv. On
the basis of such investigation. the engineering report must contain the same matters. statements and
Opinions as arg required 10 be contained in the report of the chief fiscal officer 10 the City Council.
namely: (1) a brief description of the project or projects for which the 1973 Ordinance Bonds are
to be issued: (2} a statement identfving the sources from which the pledged Project Revenues are
1o be derived: (3) a statement that. on the basis of actual and estimated future annual financial
operations of the Project from which the pledged Project Revenues are to be derived. the Project
will. in the opinion of the engineers. vield pledged Project Revenues over the amortization period
of such 1975 Ordinance Bonds sufficient 1o meet the payment or deposit requirements of operating
expenses. reserve requirements. debt service of all 1975 Ordinance Bonds outstanding for which
Project Revenues are pledged and surplus requirements fixed by the 1975 General Ordinance or the
Supplemental Ordinance authorizing the issuance of any series of 1975 Ordinance Bonds. and (4)
that the revenues upon which the preceding statements are based comply with the definition of
“Project Revenues" contained in the Act. The 1975 General Ordinance also requires that the
enginecring report state that the pledged Projeet Revenues are currently and will be sufficient to
compls with the Rate Covenant in the 1975 General Ordinance and that the Gas Works are in good
operating condition ot that adequate steps are being taken 1o make them so.

Prior 1o the issuance of the 1975 Ordinance Bonds a transcript of the proceedings
authorizing the issuance of the 1975 Ordinance Bonds. including the engineenng report. shall be
tiied with the Fiscal Agent.



Security

The 1975 Ordinance Bonds are and will be equally and ratably secured by a pledge of and
a security interest in all Project Revenues and the Sinking Fund under the 1975 General Ordinance.
including the Sinking Fund Reserve therein.

Prioritv in Application of Project Revenues

Prior to default. the 1975 General Ordinance establishes the following priorities in the
application of Project Revenues during each Fiscal Year:

First: 1o Net Operating Expenses:

Second: to required payments into the Sinking Fund to pay the principal of and interest
on all 1973 Urdinance Bonds and to accumulate. or 1o restore any deficiency in. the Sinking Fund
Reserve under the 1973 General Ordinance:

Third: 10 the payment of general obligation bonds which have been adjudged 10 be
self-liquidating on the basis of expected revenues from the Gas Works:

Fourth: to the payment of interest and sinking fund charges ol other peneral obligation
Jebt incurred for the Gas Works: and

Fifth: to the pavment of Citv Charges including the Base Pavment (currentls
$18.000.000.

The 1998 General Ordinance and the 1998 Note Ordinance establish a priority in
apphcation of Gas Works Revenues that modifies the application after item Second above (see the
priority in application under the summary of the 1998 General Ordinance that follows).

The balance of the Project Revenues in any Fiscal Year may. upon the approval of the Gas
Commission. be paid to the Ciry. provided that in a given Fiscal Year the balance so paid does not
exveeed the amount of earnings on the Sinking Fund Reserve transferred and paid to the Gas Works'
operating funds during the same Fiscal Year.

The 1975 General Ordinance does not require the segregation of revenues upon their
collection prior to default. )

Rate Covenant

The City covenants that it has authorized the imposition of rates and charges by the Gas
Commission sufficient 1o comply with the Rate Covenant in the 1975 General Ordinance. and that
it wall not repeal or materially adversely dilute such authorization.



The Rate Covenant requires the City, at a minimum, to impose. charge and collect in each
Fiscal Year such gas rates and charges as shali. together with ali other Project Revenues to be
received in such Fiscal Year. equal not less than the grealer of:

A. The sum of:
(i) all Net Operating Expenses pavable during such Fiscal Year;

{11} 150% of the amount required to pay Sinking Fund requiremems for
the principal of and interest on ali 1975 Ordinance Bonds which will become due and pavable during
such Fiscal Year: and

{iity  the amount. if anv. required to be paid into the Sinking Fund Reserve
under the 1975 General Ordinance during such Fiscal Year: or

B. The sum of:
(1) all Net Operating Expenses payable during such Fiscal Year; and

(i1) all Sinking Fund deposits required during such Fiscal Year in respect
of all outstanding 1975 Ordinance Bonds and in respect of all outstanding general obligation bonds
1ssued lor improvements 1o the Gas Works and all amounts. if any. required during such Fiscal Year
to be paid into the Sinking Fund Reserve under the 1975 General Ordinance .

Additional Covenants

The Ciry further covenanis (1 }that i1 will pay or cause 1o be paid from the Project Revenues
the principal of. premium. if any. and interest on all 1975 Ordinance Bonds as the same shall become
due and payvable: {2} that it will continuous!y maintain in good condition and operate the Gas Works:
and (3} that 1t will not. in any Fiscal Year. pay from Project Revenues any City Charges or deposit
from the Project Revenues in the general sinking fund of the City any sinking fund charges in respect
of general obligation bonds of the City unless, prior to or concurrently with such payment, 1t shal)
satisty all Sinking Fund requirements on outstanding 1975 Ordinance Bonds for such Fiscal Year.

Report Requirements

The Cuy shall file with the Fiscal Agent not later than 120 days after the close of each
Fiscal Year a report of the operation of the Gas Works. including specified financial data, showing
compliance with the Raie Covenant under the 1975 General Ordinance and accompanied by a
certrticate of the manager of the Gas Works that the Gas Works are in good operating condition and
s ceruficate of the Director of Finance that, as of the daie of such report. the City has complied with
ail covenants and requirements of the 1975 Generai Ordinance and Supplemental Ordinances.
Copies of such report will be available 10 Bondholders and may be inspected and copied at all
reasonable imes by Bondholders or their representatives.
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General Obligation Bonds - Junior Lien Revenue Bonds

The City reserves the right to finance Gas Works Projects by issuing (1} general obligation
bonds or (2) under authorization other than the 1973 General Ordinance and Supplemental
Ordinances. revenue bonds for the payment of which Project Revenues may be pledged. provided
that such pledge is subject and subordinate to the prior payments in each Fiscal Year of all principal.
" premium. interest and Sinking Fund requirements of all 1975 Ordinance Bonds.

Sinking Fund and Sinking Fund Reserve

A Sinking Fund is established under the 1975 General Ordinance for the benefit of all 1975
Ordinance Bonds which shall be held in an account separate and apart from all other accounts of the
Citv. On or before each interest and principal pavment date for the 1975 Ordinance Bonds, the
Director of Finance shall depositin the Sinking Fund from Project Revenues the amount sufficient.
together with interest and profits on investments held therein. to pay the principal of and interesi on
the 1973 Ordinance Bonds due and pavable on such interest or principal pavment date. The 1975
General Ordinance authorizes the appoiniment. in accordance with legal procedures. of one or more
bunks to act as Fiscal Agent and/or paving agent for all 1975 Ordinance Bonds or for any series of
1975 Ordinance Bonds 1ssued thereunder and reserves to the City the night to appoint other or
additional banks from time to time. The Fiscal Agent for any particular series will act as registrar
and Sinking Fund Depositary for that series. The monevs in the Sinking Fund are required 1o be
secured. and invested and reinvested under management of the Director of Finance.

The Sinking Fund Reserve is established as a separate account in the Sinking Fund and is
to be heid by the Sinking Fund Depositary. The Sinking Fund Reserve shall be funded from either
{1)the proceeds of each series of 1975 Ordinance Bonds in an amount equal to the maximum amount
required tn any Fiscal Year to pay the debt service on the 1975 Ordinance Bonds of such series
becoming due and pavable in such Fiscal Year or (ii) the accumulation of Project Revenues over a
period of not more than six Fiscal Years.

The moneys and investments (valued at market) in the Sinking Fund Reserve shall be
maintained in an amount equal at all times to the maximum principal and interest requirements in
any subsequent Fiscal Year of all 1975 Ordinance Bonds issued and outstanding under the 1975
General Ordinance: provided. however. that the Supplemental Ordinance authorizing the issuance
of any such series may provide for the funding of such amount from Project Revenues over a period
o not more than six Fiscal Years afier the issuance and deliveny of such 1975 Ordinance Bonds. If
at any time the monevs in the Sinking Fund. other than in the Sinking Fund Reserve. are insufficient
1o paxy when due the principal of (and premium. if anv} or interest on any Bond or Bonds. the Sinking
Fund Depositary shall withdraw from the Sinking Fund Reserve and pay to the Fiscal Agent the
amount of such deficiency. If. by reason of such withdrawal or for anyv other reason. there shall be
a defieiency in the Sinking Fund Reserve. the City covenants to restore such deficiency by daily
Jeposits of at Teast 50% of Project Revenues.
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Transfer of Income on Sinking Fund Reserve

The 1975 General Ordinance provides that all interest and income earned on money's held
in the Sinking Fund Reserve may. to the extent not required to comply with the requirements of the
1975 General Ordinance relating to the Sinking Fund Reserve. be transferred to the operating funds
of the Gas Works 10 be applied as Project Revenues in accordance with the terms of the General
Ordinance. To the extent that in any Fiscal Year a balance remains in the Project Revenues. such
balance. upon approval of the Gas Commission. may be paid to the City. provided that in a piven
Fiscal Year such balance does not exceed the amount of Sinking Fund Reserve earninys transferred
10 the operating funds during the same~fiscal Year.

Remedies; Limitations on Liabilities of City

In addition to the remedies provided by the Act, if the City shall fail or neglect to make
deposits into the Sinking Fund under the 1975 General Ordinance. including the Sinking Fund
Reserve therein. in the amounts and at the times required by.the 1975 General Ordinance or if. for
any reason. monevs in the Sinking Fund shall be insufficient to pay debt service on any 1973
Ordinance Bonds. the City shall. immediately and without notice. deposit on a daily basis 50% of
all Project Revenues, or such greater percentage thereof as the Director of Finance shall determine.
in the Sinking Fund, so long as the default or deficiency shall continue. The 1975 General Ordinance
provides that all remedies are enforceable only against pledged Project Revenues and investments
thereol and that no decree or judgment against the City on an action brought under the provisions
of the 1975 General Ordinance shall order, or be construed to permit. the occupation. attachment.
seizure or sale upon execution of any other property of the City.

Amendments

The 1975 General Ordinance and any Supplemental Ordinance may be amended without
the consent of any Bondholders (1) to cure ambiguities, formal defects or omissions. {(2) to grant 1o
Bondholders or any trustee therefor additional rights, remedies. powers or security. or (3) 1o comply
with mandatory provisions of state or federal law or with permissive provisions of such law which
do not substanually impair the security or right to pavment of Bondholders. The 1973 General
(rdinance and any Supplemental Ordinance may be amended in such other respects as may be
authorized by 67 % in principal amount of the holders of 1975 Ordinance Bonds cutstanding and
atiected. but no alteration of the amount, rate or time of pavyment. respectively, of the principal
thereof or the interest thereon or of the redemption provisions thereof may be made without the
consent the holders of all 1975 Ordinance Bonds eutstanding and affected.

Amendments Not Affecting Outstanding 1975 Ordinance Bonds

The 1975 General Ordinance or any pan thereof may be amended and the foregoing
covenants {including the Rate Covenant) may be rescinded. amended or supplemented by further
covenants and agreements. from time to time by Supplemental Ordinance. but no such amendments
or further pravisions. terms. covenants or agreements contained in a Supplemental Ordinance. other
thun those permitied by and adopted pursuant to 8.01 of the 1975 General Ordinance poverning
amendments generally. which shall be inconsistent with. or would impair a prior covenant in. the
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1973 General Ordinance as at the time amended or supplemented. shall become effective unti] all
1975 Ordinance Bonds. the holders of which are entitled to the protection of. or to force compliance
with, such prior provisions or covenants. shall cease to be outstanding.

THE SIXTEENTH SUPPLEMENTAL ORDINANCE
(Ordinance of City Council Approved May 31, 1999 - Bill No. 990283
(the "'Sixteenth Supplemental Ordinance"))

The Sixieenth Supplemental-(-)-l"dinance authorizes the Mavor. City Controller and City
Solicitor tthe "Bond Commitiee”). or a majority of them. to sell. in one or more series. Gas Works
Revenue Bonds {19735 General Ordinance). Sixteenth Series (the "Sixteenth Series Bonds") in the
maximum aggregate principal amount of $80.000.000 provided that such aggregate principal amount
may be increased to reflect sales of such Sixteenth Series Bonds at discounts which are in lieu of
periodic interest. so long as the aggregate gross proceeds to the City from the sale of such Sixteenth
Series Bonds do not exceed $80.000.000 plus accrued interest. and authorizes a majority of the Bond
Committee to establish the terms and provisions of such Sixteenth Series Bonds.

The Sixteenth Supplemental Ordinance states that the Sixteenth Series Bonds are 10 be
issued for anyv or all of the following purposes: (i) refunding of all or a portion of certain series of
the Citv’'s outstanding 1975 Ordinance Bonds. as designated by the Cityv’s Director of Finance: (ii)
paving the costs of issuing the Sixteenth Series Bonds. and making any required deposit to the
Sinkine Fund Reserve: and {111} paving any other Project Costs (as defined in the Act) related 1o the
refunding of such 1975 Ordinance Bonds or the issuance of the Sixteenth Series Bonds. which may
include. without limitation. the repayvment 10 any fund of the City. or to accounts of the Gas Works
of amounts advanced for Project Costs, and the funding or refunding of outstanding bond
anticipation notes or other obligations of the City issued in respect of Project Costs.

Based on the report of the Director of Finance filed with City Council pursuant to the Act,
the Sixteenth Supplemental Ordinance determines that the pledged Project Revenues (as defined in
the 1975 General Ordinance) will be sufficient to comply with the Rate Covenant contained in the
1875 General Ordinance and also 1o pay all costs. expenses and pavments required to be paid
therefrom in their order of priority as set forth in the 1975 General Ordinance.

The Citv covenants in the Sixteenth Supplemental Ordinance that the proceeds of the
Sixteenth Scries Bonds applicable to the refunding of the 1975 Ordinance Bonds will be deposited
N one or more escrow or similar accounts with the Fiscal Agent (as defined in the 1975 General
Orrdinance ). separate and apart from all other accounts of the Cits or Gas Works.

The Ciy covenants in the Sixteenth Supplemental Ordinance that. so long as any Sixteenth
Series Bonds issued thereunder remain unpaid. it shall make payments or cause pavments to be made
out of the Sinking Fund created under the 1975 General Ordinance at such times and in such
amounts as shall be sufficient to pay interest on and principal of any Sixteenth Series Bonds when

due.

C-12



The Sixteenth Suppiemental Ordinance authorizes the Director of Finance and any member
of the Bond Commitiee to make such covenants as may be necessary or advisable 10 insure that the
interest on the Sixteenth Series Bonds shall be excludible from gross income for purposes of federal
Incume taxation.

THE 1998 GENERAL ORDINANCE
(Ordinance of City Council approved May 8, 1998 - Bill No. 980232
(the “1998 General Ordinance™))

Pursuant 1o the authorizalion contained in the Act. the City has adopted the 1998 General
Crdinance, The City has made a pledge of. and has granted a security interest in. all Gas Works
Revenues and all accounts. contract rights and peneral intangibles representing Gas Works Revenues
{1 the sceeurits and payvment of all Bonds issued under the 1998 General Ordinance.

Definitions

Accreted Value means. with respect to Capital Appreciation Bonds. the amount to which.
as of anv specified time. the Original Value of any such Bond has been increased by accretion. all
as may be provided in an applicable Supplemental Ordinance.

Acr means The First Class City Revenue Bond Act approved October 18, 1972 (Act No.
234 33 PSS, 139017 1o 13224). as from time (o time amended. The words and phrases which are
detined in the Act shall have such defined meanings when used in the 1998 General Ordinance.

Bond Counsel means any firm of natonally recognized bond counsel acceptable to the
Cinn,

Bondholder or Holder means the registered owner of any 1998 Ordinance Bond.

Bond Register means the list of the names and addresses of Bondholders and the principal
amounts and numbers of the 1998 Ordinance Bonds held by them maintained by the Fiscal Agent
on hehald of the Ciny,

Bond Year for anyv Series of 1998 Ordinance Bonds means each one-vear period (or shorter
period from the date of issue) that ends at the close of business on the date in the calendar vear that
1~ sclected by the City as permitted under the Code. 1f no day is selected by the City before the
cartier of the final maturity date of the Series of 1998 Ordinance Bonds or the daie that is five (3}
vears afier the issue date. the Bond Year with respect 10 such Series of 1998 Ordinance Bonds shall
end on cach anniversary of the issue date and on the final maturity date.

Business Day means a dav other than a Saturdav. Sunday or holiday on which the Fiscal
Auent is authorized or required to be closed under applicable state or federal law.
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Capital Appreciation Bonds means any 1998 Ordinance Bonds issued under the 1998
General Ordinance which do not pay interest until maturity or until a specified date prior to maturity,
but whose Original Value accretes periodically to the amount due on the maturity date.

Ciry means The City of Philadelphia, Pennsylva.nia.'

‘City Charges means the proportionate charges, if any, for services performed for the Gas
Works by all officers. departments. boards or commissions of the City which are contained in the
computation of operating expenses of the Gas Works. including. without limitation. the expenses
of the Gas Commission. and also méans the base payments to the City contained in the Management
Agreement and all other pavments made to the City from Gas Works Revenues.

Cin: Controller means the head of the City’s auditing department as provided by the
Philadelphia Home Rule Charter.

Ciny Solicitor means the head of the City's law depariment as provided by the Philadelphia
Home Rule Charter.

Code means the Internal Revenue Code of 1986, as amended, or any successor legislation.
and the regulations and published rulings promulgated thereunder or applicable thereto.

Credir Facility means any letter of credit, standby bond purchase agreement. line of credit.
surety bond. insurance policy or other insurance commitment or similar agreement {other than a
Qualified Swap or an Exchange Agreement) that is provided by a commercial bank, insurance
company or other institution. with a current long term rating (or whose obligations thereunder are
guaranteed by a financial institution with a long term rating) from Moody 's and S& P not lower than
ALY

Credir Facility Issuer or issuer of a Credit Facility means each issuer of a Credit Facility
then in effect. and its successors. References to the Credit Facility Issuer shall be read to mean the
1ssuer of the Credit Facility applicable to a particular Series of 1998 Ordinance Bonds or each issuer
of a Credit Facility. as the context requires.

Debt Service Requirements means, for a specified period. the sum of (i) the principal of
(whether al maturitv or pursuant to mandatory redemption) and interest (other than capitalized
interest) on Quistanding 1998 Ordinance Bonds payable during the period and (ii) all net amounts
due and pavable by the City under Qualified Swaps and Exchange Agreements during the period.
For purposes of estimating Debt Service Requirements for any future peniod. (i) any Option Bond
outsianding during such period shall be assumed to mature on the stated maturity date thereof, except
that the principal amount of any Option Bond tendered for payment and canceliation before its stated
maturity date shall be deemed 10 accrue on the date required for payment pursuant to such tender:
ti1) Debt Service Requirements on 1998 Ordinance Bonds for which the Ciry has entered into a
Qualified Swap oran Exchange Agreement shall be calculated assuming that the interest rate on such
198 Ordinance Bonds shall equal the stated fixed or variable rale payable by the City on the
Qualified Swap or Exchange Agreement or. if applicable and 1f greater than such siated rate. the
applicable rate for any 1998 Ordinance Bonds issued in connection with the Qualified Swap or
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Exchange Agreement adjusted, in the case of variable rate obligations. as provided in Section 4.03(b)
of the 1998 General Ordinance; and (iii) Debt Service Requirements with respect to Variable Rate
Bonds shall be subject 1o adjustments as permitied by Section 4.03(b) of the 1998 General
Ordinance.

Director of Finance means the chief financial. accounting and budget officer of the City
as established by the Philadelphia Home Rule Charter. including a person acting as Director of
Finance under applicable jaw.

Exchange Agreement means. with respect to a Series of 1998 Ordinance Bonds. to the
extent from time 1o time permitted by applicable law. anyv interest exchange agreement. interest rate
swap apreement. curtency swap agreement or other contract or agreement. other than a Qualified
Swap. authorized. recognized and approved by a Supplemental Ordinance as an Exchange
Agreement and providing for pavments to and from an entity whose senior long term debt
oblications. other senior unsecured long term obligations. or claims paving abilitv or whose
obligations under an Exchange Agreement are guaranteed by an enuity whose senior long term debt
obligations. other senior unsecured long term obligations or claims paying ability. are rated not less
than A3 by Moody's. A- by S&P or A- by Fitch. or the equivalent thereof by any successor thereto
as of the date the Exchange Agreement is entered into. which payments are calculated by reference
to fixed or variable rates and constituting a financial accommodation between the City and the
counterpart.

Fiscal Agent means any bank. bank and trust company or trust company named as such
in Section 6.02 or 1ts successor.

Fiscal Year means the fiscal year of the Gas Works.

Fitch means Fitch IBCA, Inc., a corporation organized and existing under the laws of the
Siate of New York. its successors and assigns and 1f such corporation shall for any reason no {onger
perform the functions of a securities rating agency, "Fitch"” shall be deemed 1o refer to any other
nationallv recognized securities rating agency designated by the City. Whenever rating categories
of Fitch are specified in the 1998 General Ordinance, such categories shall be irrespective of
gradations within a category.

Gas Commission means the Gas Commission provided for by the Philadelphia Home Rule
(harter as presently constituted or hereafier reconstituted in accordance with law.

Gas M orks means all property, real and personal. owned by the City and used in the
acquisition or manufacture. storage and distribution of natural. liquefied. svnthetic or manufactured
vas or in the maintenance, management or administration thereof and all activities ancillary and
related thereto. and also means. as the context may require. the business entity managed by the
Manager.

Gas Works Revenues means all operating and nonoperating revenues of the Gas Works
derived from its activities and assets involved in the supply. manufacture. storage and distribution
ol cas. including al) rents. rates and charges imposed or charged by the City upon the owners or
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occupants of properties connected to, and upon all users of. gas distributed by the Gas Works and
all other revenues derived therefrom and all other income derived by the City from the Gas Works.
Revenues derived from activities unrelated to the supply. manufacture. storage and distribution of
gas or assels related thereto shall not be included in Gas Works Revenues. provided that the Gas
Works receives fair pavment for the use of gas related assets and personnel of the Gas Works used
in such activities. which payments shal) be included in Gas Works Revenues. In particular. Gas
Works Revenues shall notinclude revenues from enterprises-or functions not related to gas activities
(e.g.. activities involving the supply. generation or distribution of electricity). Gas Works Revenues
shall not include those portions of the Gas Works' rents. rates and charges which are securitized and
sold pursuant to Section 4.03(b) of (M 1998 General Ordinance. Gas Works Revenues may be
divided into separate components in one or more Supplemental Ordinances and any Series of 998
Ordinance Bonds issued thereafter may be limited as to source of payment to one or more of such
components as provided in the Supplemental Ordinance authorizing the particular Series of 1998
Ordinance Bonds.

Government Obligations means any of the following which are noncallable and which at
the time of investment are legal investments under the Act for the moneys proposed to be invested
therein:

(a) direct general obligatiaons of. or abligations the pavment of principal of and
imerest on which are unconditionally guaranteed as to ful) and mely pavmeni by the United Siates
of America:

(b} direct obligations and fullv guaranieed cerntificates of beneficial interest of the
Export-import Bank of the United States; consolidated debt obligations and letter of credit-backed
issues of the Federal Home Loan Banks: participation centificates and senior debt obligations of the
Federal Home Loan Mortgage Corporation; debentures of the Federal Housing Administration:
mongage-backed securities (except stripped mortgage securities which are valued greater than par
on the portion of unpaid principal) and senior debt obligations of the Federal National Mongage
Association: participation certificates of the General Services Administration: guaranteed mortgage-
backed securities and puaranteed participation certificates of the Government National Mortgage
Association: guaranteed participation certificates and guaranteed pool certificates of the Small
Business Administration: debt oblipations and letter of credit-backed issues of the Student Loan
Narketing Association: focal authority bonds of the U.S. Department of Housing & Urban
Development: guaranteed Tite XI financings of the U.S. Maritime Administration: or

{c) obligations issued by the Resolution Funding Corporation pursuan! 1o the
Financial Institutions Reform. Recovery and Enforcement Act of 1989 (the "FIRRE Act”). (1) the
principal of which obligations is payvable when due from payments of the maturing principal of non-
interest bearing direct obligations of the United States of America which are issued by the Secretary
of the Treasury and deposited in the Funding Corporation Principal Fund established pursuant to the
FIRRE Act. and (ii) the interest on which obligations. to the extent not paid from other specified
sources. is pavable when due by the Secretary of the Treasury pursuant 1o the FIRRE Act.
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Independent means a person who is not a salaried employee or elected or appointed
official of the City: provided. however. that the fact that such person is retained regularly by or
transacts business with the City shall not make such person an employee within the meaning of this
detimuon. -

Interim Debt means any bond anticipation notes or other temporary borrowing which the
City anticipates permanently financing with 1998 Ordinance Bonds or other long term indebtedness
under the 1998 General Ordinance or otherwise.

Management Agreement me@ the Agreement dated December 29, 1972 between the City
and the Manager for the management and operation of the Gas Works. as presently or hereafter
amended. or any successor agreement which may be entered into by the City pertaining 10 the
management of the Gas Works.

Manager means Philadelphia Facilities Management Corporation. currently managing the
Gas Works pursuant to the Management Agreement. or 1ts successor or such other person.
corporation. board. comrmission or department of the City which may be designated by the City 10
manage the Gas Works.

Mayor means the Mavor of the City.

Moody’s means Moody's [nvestors Service. Inc.. a corporation organized and existing under
the taws of the State of Delaware. its successors and assigns. and if such corporation shall for an
reason no longer perform the functions of a securities rating agency. "Moody’'s” shall be deemed to
refer 1o any other nationally recognized securities rating agency designated by the City. Whenever
rating catepories of Moody's are specified in the 1998 General Ordinance. such catepories shall be
urespective of gradations.

Net Operating Expenses means Operating Expenses exclusive of City Charges.

1998 Ordinance Bond or 1998 Ordinance Bonds means any Gas Works revenue bond or
note of the City tssued and outstanding pursuant to the Act under the 1998 General Ordinance and
any Supplemental Ordinance.

1998 Ordinance Rate Covenant means the rate covenant contained in subsection (b) of
Nection 4,05 af the 1998 General QOrdinance.

1998 Ordinance Sinking Fund means the 1998 Ordinance Gas Works Revenue Bond
Sinhing FFund established by Section 6.0} of the 1998 General Ordinance.

1998 Ordinance Sinhing Fund Reserve means the 1998 Ordinance Sinking Fund Resenve
estublished by Section 6.04 of the 1998 General Ordinance.

1998 Ordinance Sinking Fund Reserve Requirement means. with respect to all 1998

Ordimance Bonds secured by the 1998 Ordinance Sinking Fund Reserve. an amount equal 10 the
createst amount of Debt Service Requirements payable in any Fiscal Year (except that such Debt
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Service Requirements will be computed as if any Qualified Swap did not exist and the Debt Service
Requirements attributable to any Variable Rate Bonds may be based upon the fixed rate of interest
as set forth in the Supplemental Ordinance for such 1998 Ordinance Bonds). determined as of any

particular date. -

1975 General Ordinance means the General Gas Works Revenue Bond Ordinance of 1975,
as amended.

Office of the Fiscal Agent means the corporate trust office of the Fiscal Agent designated
by the Fiscal Agent.

Operating Expenses means all costs and expenses of the Gas Works necessary and
appropriate to operate and maintain the Gas Works in good operable condition during each Fiscal
Year. and shall include. without limitation. the Manager's fee. salaries and wages. purchases of
service by contract. costs of materials. supplies and expendable equipment. maintenance costs. costs
of any property or the replacement thereof or for any work or project. related to the Gas Works.
which does not have a probable useful life of at least five vears. pension and welfare plan and
workmen’s compensation requirements. provision for claims. refunds and uncollectible receivables
and for City Charges. all in accordance with generally accepted municipal accounting principles
consistently applied. but shall exclude depreciation and interest and sinking fund charges. Operating
I apenses shall not inciude Unrelated Expenses.

Option Bond means any 1998 Ordinance Bond which by its terms may be tendered by and
at the option of the Holder thereof for payment by the City prior 10 11s stated maturity date or the
maturity date of which may be extended by and at the option of the Holder thereof.

Original Value, with respect 10 a Series of 1998 Ordinance Bonds issued as Capial
Appreciation Bonds, means the principal amount paid by the initial purchasers thereof on the date
of original 1ssuance.

Outstanding, when used with reference to the 1998 Ordinance Bonds. means. as of any
particular date. all 1998 Ordinance Bonds which have been authenticated and delivered under the
1098 CGreneral Ordinance. except: '

(a) 1998 Ordinance Bonds canceled after purchase in the open market or because
0! payment or redemption prior 10 maturity:

(b) 1998 Ordinance Bonds for the pavment or redemption of which sufficient
moneys shall have been theretofore deposited with the Fiscal Agent (whether upon or prior to the
muatunity or redemption date of any such 1998 Ordinance Bonds). provided that. if such 1998
Ordinance Bonds are to be redeemed prior 1o the maturity thereof. notice of such redemption shall
have been given as provided in Section 5.02 or arrangements satisfactory 1o the Fiscal Apent shall
hay e been made therefor. or waiver of such notice satisfactory in form to the Fiscal Agent shall have
been filed with the Fiscal Agent: and
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(c) 1998 Ordinance Bonds in lieu of which or in substitution for which others
have been authenticated and delivered under Section 3.04 of the 1998 General Ordinance.

1998 Ordinance Bonds paid with the proceeds of any Credit Facility shall be Outstanding
untl] the issuer of such Credit Facility has been reimbursed for the amount of the payment or has
presented the 1998 Ordinance Bonds for cancellation.

Philadelphia Home Rule Charter means the Philadelphia Home Rule Charter, as amended
or superseded by any new home rule charter, adopted pursuant to authorization of the First Class City
Home Rule Act approved April 21, 1949, P.L. 665 §1 et seq. (53 P.S. §13101 et seq.).

Prior Obligations means the obligations of the Gas Works to The Philadelphia Municipal
Authority existing on the date of adoption of the 1998 General Ordinance.

Qualified Escrow Securities means funds which are represented by (1) demand deposits,
inieresi-bearing time accounts. savings deposits or certificates of deposit. but only to the extent such
deposits or accounts are fully insured by the Federal Deposit Insurance Corporation or any successor
United States governmental agency, or to the extent not insured. fullv secured and collateralized by
Government Obligations having a market value (exclusive of accrued interest) at all times at least
equal 10 the principal amount of such deposits or accounts, (i1) if at the time permitted under the Act.
obligations of any state or political subdivision thereof or any agency or instrumeniality of such siate
or political subdivision for which cash, Government Obligations or a combination thereof have been
irevocably pledged 10 or deposited in a segregated escrow account for the pavment when due of
principal or redemption price of and interest on such obligations, and any such cash or Government
Obligations pledged and deposited are pavable as 1o principal or interest in such amounts and on
such dates as may be necessary without reinvestment to provide for the payment when due of the
principal or redemption price of and interest on such obligations. and such obligations are rated by
any Rating Agency in the highest rating category assigned by such Rating Agency to obligations of

“the same tvpe. or (1ii) noncallable Government Obligations. In each case such funds (i) are subject

to withdrawal. mature or are payable at the option of the holder at or prior 10 the dates needed for
disbursement. provided such deposits or accounts. whether deposited by the City or by such
depositors . are insured or secured as public deposits with securities having at all times a market
value exclusive of accrued interest equal to the principal amount thereof. (i1 ) are irrevocably pledged
for the pavment of such obligations and (iii) are sufficient. together with the interest 10 the
Jisbursement date pavable with respect thereto. if also pledged. 1o meet such obligations in full.

Qualified Swap or Swap Agreement means. with respect to a Series of 1998 Ordinance
Bonds or any poruion thereof. any financial arrangement that (i) is entered into by the City with an
enuty thatis a Qualified Swap Provider at the time the arrangement is entered into; (11) provides that
(a2 the City shall pay to such entity an amount based on the interest accruing at a fixed rate on an
amount equal o the principal amount of the Outstanding 1998 Ordinance Bonds of such Series. and
that such entits shall pay to the City an amount based on the interest accruing on a principal amount
imtially equal 1o the same principal amount as such 1998 Ordinance Bonds. at either a variable rate
ol interest o1 a fixed rate of interest computed according to a formula set forth in such arrangement
(which need not be the same as the actual rate of interest borne by the 1998 Ordinance Bonds) or that
one shall pas to the other any net amount due under such arrangement or (b) the City shall pay to
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such entity an amount based on the interest accruing on the principal amount of the Qutstanding
1998 Ordinance Bonds of such Series at a variable rate of interest as set forth in the arrangement and
that such entity shall pay 10 the City an amount based on interest accruing on a principal amount
equal to the same princtpal amount of such 1998 Ordinance Bonds at a variable rate of interest or
a fixed rate of interest computed according 10 a formula set forth in such arrangement {which need
not be the same as the rate on the 1998 Ordinance Bonds) or that one shall pay to the other any net
amount due under such arrangement: and (ii1) which has been designated in writing to the Fiscal
Agent by the City as a Qualified Swap with respect 1o such 1998 Ordinance Bonds.

Qualified Swap Provider M®ans, with respect to a Series of 1998 Ordinance Bonds. an
entity whose senior long term debt obligations. other senior unsecured long term obligations or
claims paying ability. or whose payment obligations under a Qualified Swap are guaranteed by an
entity whose senior long term debt obligations. other senior unsecured long term obligations or
cluims paying ability. are rated (at the time the subject Qualified Swap is entered into) at least as high
as Aa by Moody’'s and AA by S&P, or the equivalent thereof by any successor thereto.

Rating Agency means Moody's. S&P or Fitch. 10 the extent that any of such rating services
have 1ssued a credit rating on any of the Outstanding 1998 Ordinance Bonds or. upon discontinuance
of any of such rating services. such other nationally recognized rating service or services if any such
rating service has issued a credit rating on any of the Qutstanding 1998 Ordinance Bonds.

Rebate Amount means the amount with respect 1o a Series of 1998 Ordinance Bonds.
which is required to be paid 1o the United States of America. as of any computation date. in
compliance with the restrictions imposed by Section 148(f) of the Code.

S & P means Standard & Poor’s Ratings Services. a corporation organized and existing
under the iaws of the State of New York., its successors and assigns. and if such corporation shall for
any reason no tonger perform the functions of a securities rating agency. "S&P" shall be deemed to
reter to any other naticnally recognized securities rating agency designated by the City. Whenever
rating categories of S&P are specified in the 1998 General Ordinance. such categories shall be
trespective of gradations within a category.

Senior Bonds means 1998 Ordinance Bonds which shall be first in right of pavment and
4% to which the coverape requirement under the 1998 Ordinance Rate Covenant shall be 150%.

Series when applied 10 1998 Ordinance Bonds. means collectively all of the 1998
Cirdinance Bonds of a given issue authorized by Supplemental Ordinance as provided in Anicle IV
ol the 19898 General Ordinance and may also mean. if appropriate. a subseries of any such issue if.
toram reason. the City should determine to divide any such 1ssue into one or more subseries of 1998
Ordinance Bonds

Sinking Fund Depositary means the Fiscal Agent or any other bank. bank and trust
cumpany or trust company appointed as such by the City.
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Subordinate Bonds means those 1998 Ordinance Bonds which shall be subordinate in right
of payment to Senior Bonds and as 10 which the coverage requirement under the 1998 Ordinance
Rate Covenant shall be 100%.

Supplemental Ordinance means an ordinance supplemental to the 1998 General Ordinance
enacied pursuant 10 the Act and the 1998 General Ordinance by the Council of the City authorizing
the issuance of a Series of 1998 Ordinance Bonds.

Uinrelated Expenses means expenses unrelated to the supply. manufacture. storage and
distribution of gas or assets related tif®Peto.

Variable Rate Bond means any 1998 Ordinance Bond. the rate of interest on which is
subject 1o change prior 10 maturity and cannot be determined in advance of such change.

Concerning the 1998 Ordinance Bonds

1998 Ordinance Bonds may be issued in one or more series as the City may from time to
ime delermine by supplemental ordinance (each a “Supplemental Ordinance™). The 1998 General
Ordinance provides for the method of setting the details and terms of the 1998 Ordinance Bonds
authorized by such Supplemental Ordinance. The 1998 General Ordinance sets forth the general
torm and content of 1998 Ordinance Bonds. the manner of making pavment of principal. interest and
premium. the requirements governing such payments, the rules regarding registration. transfer and
exchange of 1998 Ordinance Bonds. and general provisions governing redemption and the effect
thereol. The 1998 General QOrdinance authorizes the issuance of definitive and temporary 1998
Ordinance Bonds. provides for the execution of the 1998 Ordinance Bonds and provides for the
1ssuance of 1998 Ordinance Bonds 1o replace mutilated. destroyed. lost or stolen 1998 Ordinance
Bonds. The 1998 General Ordinance authorizes the issuance of 1998 Ordinance Bonds in book-entry
. form.

Purposes For Which 1998 Ordinance Bonds May Be Issued, Conditions of Issuance,
Engineering Report

1998 Ordinance Bonds may be issued to (1) pay the cost of projects related to the Gas
Waorks, (29 reimburse any City fund from which such costs shall have been paid or advanced. (3)
fund anyv such cost for which the City shall have outstanding bond anticipation notes or other
obligations. (4} retund any bonds of the City issued for the foregoing purposes under the Act. (3)
retund any generul obligation bonds of the City issued for the foregoing purposes. or (6) finance
any thing else relating 10 the Gas Works permitted under the Act,

The City covenants that so long as any 1998 Ordinance Bonds shall remain outstanding.
no 1998 Ordinance Bonds will be issued unless the financial repori of the Cityv's chief fiscal officer,
required by the Act. is tiled with the City Council in connection with such issuance. Such report
mm be ¢iven in reliance of an engineering report of an independent consulting engineer or an
independent firm of consuliing engineers. in either case having broad experience in the destyn and
analy sis of the operation of gas works or gas distribution systems of the magnitude and scope of the
Gas Works and o fanvorable reputation for competence in such field. The report must set forth the
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gualifications of the engineers and must contain a statement that the engineers have made an
investigation of the physical properties and of the books and records of the Gas Works, as they
deemied necessary. On the basis of such investigation. the engineering report must contain the same
matters. statements and opinions as are required to be contained in the report of the chief fiscal
officer to the City Council supported by appropriate schedules and summaries. namely: (1) a brief
description of the project or projects for which the 1998 Ordinance Bonds are to be issued; (2) a
tatement 1dentfving the sources from which the pledged revenues are to be derived: (3) a statement
that. on the basis of actual. if appropriate. and estimated future annual financial operations of the
project or projects from which the pledged project revenues are derived, the project or projects will.
- in the opinion of the engineers. yvield pledged project revenues over the amortization period of such
IY9X Ordinance Bonds sufficient to meet the payment or deposit requirements of operating expenses,
reserve requirements. debt service of all 1998 Ordinance Bonds outstanding for which project
revenues are pledged. anv State taxes assumed by the City to be paid on such 1998 Ordinance Bonds
and ~urplus requirements fixed by the 1998 General Ordinance or the Supplemental Ordinance
suthorizmg the issuance of any Series of 1998 Ordinance Bonds. and (4) that the project revenues
upon which the preceding statements are based comply with the definition of “Project Revenues™
contained in the Act. The 1998 General Ordinance also requires that the engineering repor state thai
the Gias Works rents. rates and charges on the basis of which the foregoing statements are made are
currently and will be sufficient to comply with the 1998 Ordinance Rate Covenant and that the Gas
\Waorks are in pood operating condition or that adequate steps are being taken to make them so.

Prior 10 the issuance of the 1998 Ordinance Bonds. a transcript of the proceedings
duthuorizing the issuance of the 1998 Ordinance Bonds. including the engineering report. if any. shall
be nled with the Fiscal Agent.

Scecuriby

The 1998 Ordinance Bonds are and will be equally and ratably secured by a pledge of and
davcuriiy imerest in all Gas Works Revenues and the 1998 Ordinance Sinking Fund. including the
194N Ordinance Sinking Fund Reserve (except as limited for a Series of 1998 Ordinance Bonds in
the Supplemental Ordinance authorizing the issuance of such Series of 1998 Ordinance Bonds).

Subordinate Bonds shall be subordinate to Senior Bonds in right of pavment of principal.
premium, if any. and interest. Senior Bonds and Subordinate Bonds shall not have any preference.
prianhy or distinction as to lien or otherwise. except as otherwise provided in the 1998 General
{rdinance or in a Supplemental Ordinance. over any other Senior Bonds or Subordinate Bonds.

PO L‘i}.
Priority in Application of Gas Works Revenues

The 1998 General Ordinance provides that all Gas Works Revenues as and when collected
m vach Fiscal Year shall be applied in order of prionty. to the extent then pavable:

[irst: to Net Operating Expenses then pavable:
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Second: to debt service on bonds issued under the 1975 General Ordinance and
amounts required to be paid into the sinking fund reserve under the 1975 General Ordinance;

Third: to debt service on Senior-Bonds. pavments (other than termination payments)
due to the issuers of Q. :lified Swaps and Exchange Agreements related to Senior Bonds and
payments due in respect of obligations of the Gas Works to The Philadetphia Municipal Authority
existing on the date of adoption of the 1998 General Ordinance:

Fourth: to pavments due to issuers of Credit Facilities related to Senior Bonds;
Fifth: to debt service on Subordinate Bonds and pavments due in respect of

obligations of the Gas Works on a parity with Subordinate Bonds (including notes issued under the
Citv's General Inventory and Receivables Gas Works Revenue Note Ordinance of 1993, or any
similar ordinance. and amounts pavable to the provider of a Credit Faciliy in respect of such notes)
and pavments (other than termination pavments) due to the issuers of Qualified Swaps and Exchange
Agreements related to Subordinate Bonds: :

Sixth: to pavments due to issuers of Credit Facilities related to Subordinate Bonds:

Seventh: to required payments of the Rebate Amount to the United Staies;

Eighth: to replenishment of any defictency in the 1998 Ordinance Sinking Fund
Reserve:

Ninth: 10 payment of general obligation bonds of the City adjudged to be self-

iquidaung from Gas Works revenues;

Tenth: 1o debt service on other general obligation bonds issued for the Gas Works:
and

Eleventh:  1othe pavmentof City charges and any other proper purpose of the Gas Works
(:ncluding any termination payments to issuers of Qualified Swaps and Exchange Agreements)

except Unrelaled Expenses.

The 1998 Genera! Ordinance does not require the segregation of revenues upon their
collection

1998 Ordinance Rate Covenant

The 1998 Ordinance Rate Covenant requires the City. ata minimum. o impose. charge and
collect 1n cach Fiscal Year such pas rates and charges as shall. together with ali other Gas Works
Revenues to be received in such Fiscal Year. equal not less than the greater of:

A. The sum of:

{1) all Net Operating Expenses pavable during such Fiscal Year:
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(i1} all principal of and interest on bonds issued and outstanding under the
1975 General Ordinance payable during such Fiscal Year and amounts required 1o be paid into the
sinking fund reserve under the 1975 General Ordinance during such Fiscal Year:

(iii)  150% of the amount required to pay 1998 Ordinance Sinking Fund
deposits required during such Fiscal Year in respect of all Qutstanding Senior Bonds and 100% of
the amounts pavable in respect of the Prior Obligations during such Fiscal Year:

(iv)  the amount required to pay 1998 Ordinance Sinking Fund deposits
required during such Fiscal Year in respect of all Outstanding Subordinate Bonds and other
obligations of the Gas Works on a parity with Subordinate Bonds payable during such Fiscal Year;

: (v) the amount. if any. required to be paid into the 1998 Ordinance
Sinking Fund Reserve during such Fiscal Year:

(vi)  the Rebate Amount required to be paid to the United States during
such Fiscal Year: and

{vii)  the amounts required to be paid 10 the issuers of Credit Facilities and
the providers of Qualified Swaps and Exchange Agreements during such Fiscal Year: or

B. The sum of:
(1) all Net Operating Expenses pavable during such Fiscal Year:

(it} all principat of and interest on bonds issued and outstanding under the
1975 General Ordinance pavable during such Fiscal Year and amounts required to be paid into the
sinking fund reserve under the 1975 General Ordinance during each Fiscal Year:

(i) al) 1998 Ordinance Sinking Fund deposits required during such Fiscal
Year in respect of all Quistanding 1998 Ordinance Bonds and all amounts pavable in respect of
vbligations of the Gas Works which are on a panty with any of the 1998 Ordinance Bonds and in
respect of peneral obligation bonds issued for improvements to the Gas Works and all amounts. if
any. required during such Fiscal Year to be paid into the 1998 Ordinance Sinking Fund Reserve:

() the Rebate Amount required to be paid to the United States during
such Fiscal Year: and

(v the amounts required to be paid to the issuers of Credit Facilities and
the providers of Qualified Swaps and Exchange Agreements duning such Fiscal Year.

For purposes of estimating 1998 Ordinance Sinking Fund deposits with respect to Interim
Debt and Variabie Rate Bonds. the City shall be entitled to assume that (1) Interim Debt will be
amortized over a period of up to the maximum term permitted by the Act. but not in excess of the
usetul life of the assets to be financed. on an approximately level debi service basis and bear interest
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at the averape interest rale on bonds of a similar maturity and credit rating (without any credit
enhancement) as the 1998 Ordinance Bonds Quistanding under the 1998 General Ordinance and (2)
Variable Rate Bonds will bear interest at a rate equal 10 the average interest rate on such Variable
Rate Bonds during the period of twenty-four (241 consecwtive calendar months immediately
preceding the date of calculation or during such shorter period that such Variable Rate Bonds have
been Outstanding.

The Gas Commission is authorized and directed. without further authorization. to impose
and charge and to collect. or cause to be coliected. rents. rates and charges which shall be sufficient
in each Fiscal Year to comply with the<foregoing 1998 Ordinance Rate Covenant.

Notwithsianding the requirements of Section 4.03(h) of the 1998 General Ordinance and
the pledge under Section 4.02 thereof. the Citv may. at such time as there are no bonds outstanding
under the 1975 General Ordinance. pursuant to a Supplemental Ordimance. securitize and selil that
portion of the Gas Works rents. rates and charges which relate 1o assets which are designated.as non-
performing by the Gas Commission and as 10 which the Gas Commission has designated specific
rents. rales or charpes: provided that prior to any such secuniiization and sale the City delivers 1o the
Fiscal Agent{1}an Engineer’s report including a statement that. for the three vear period following
such securitization and sale. the Gas Works rents. rates and charges texcluding those securitized and
sold) are current!y and will be sufficient to comply with the 1998 Ordinance Rate Covenant set forth
in Section 4.03(b) of the 1998 Genera) Ordinance applied as if the perceniage in subsection A1)
thereol were 175% rather than 130% and (2) an opinion of Bond Counsel that such securitization
and sale will not adversely affect the exclusion from gross income for Federal income tax purposes
ol interest on any Outstanding 1998 Ordinance Bonds the interest on which is intended 1o be so
excluded. Proceeds received from any such securitization and sale shall be excluded from Gas Works
Revenues inall calculations relating 1o the 1998 Ordinance Rate Covenant and. notwithstanding any
provision of the 1998 Genera! Ordinance to the contrary. mav be used to redeem or refund
obligations issued to finance the related assets designated as non-performing.

Additional Covenants

The City further covenants that (1) it wili pay or cause the Fiscal Agent or any paving agent
appointed by the Citv 1o pay from the Gas Works Revenues deposited in the 1998 Ordinance Sinking
Fund the principal of. and premium. if anv. and interest on. all 1998 Ordinance Bonds as the same
shall become due and payable: (2) it will conuinuously mamain in good condition and continuously
operate the Gas Works: and (371t will notin any Fiscal Year pay from the Gas Works Revenues any
City Charees or deposit trom the Gas Works Revenues in the general sinking fund of the City any
smhing fund charges in respect of general obligation bonds of the City unless prior thereto or
concurrentls therewith all sinking fund charges then pavable m respect of Outsianding 1998
Ordinance Bonds shall have been deposited in the 1998 Ordinance Sinking Fund. alt amounts then
pay able inrespect of obligations of the Gas Works which are on a parity with {998 Ordinance Bonds
shall have been paid. all amounts then pavabie to issuers of Credut Facilities and providers of
Oualified Swaps and Exchange Agreements shall have been paid and all deposis then required 1o
the 1998 Ordinance Sinking Fund Reserve shall have been made.



Report Requirements

The Cirv shall file with the Fiscal Agent not later than 120 days afier the close of each
Fiscal Year a report of the operation of the Gas Works. including specified financial data. showing
compliance with the 1998 Ordinance Rate Covenant and accompanied by a centificate of the
Manager ol the Gas Works that the Gas Works are in good operating condition and a cenificate of
the Director of Finance that. as of the date of such repon. the Citv has complied with alt covenant
and requirements of the 1998 General Ordinance and all Supplemental Ordinances. Copies of such
report will be available 1o Bondholders and may be inspecled and copied at all reasonable times by
Bondholders or their representatives.

General Obligation Bonds - Junior Lien Revenue Bonds

The Citv reserves the right to finance improvements to the Gas Works by issuing (1) its
general obligation bonds or (2) under authorization other than the 1998 General Ordinance and
Suppiemental Ordinances. obligations for the pavment of which Gas Works Revenues mav be
pledped. subject and subordinate in each Fiscal Year to the prior pavment from such revenues of all
principal. premium. interest and sinking tund reguirements pavable during such Fiscal Year under
the 1998 General Ordinance.

1998 Ordinance Sinking Fund and 1998 Ordinance Sinking Fund Reserve

The 1998 Ordinance Sinking Fund is ¢stablished for the benefit and security of all 1998
Ordinance Bonds issued under the 1998 General Ordinance. The 1998 Ordinance Sinking Fund shal)
be held tn an account or accounts separate and apart from all other accounts of the Citv. The Citv
covenants to deposit in the 1998 Ordinance Sinking Fund from Gas Works Revenues in each Fiscal
Year such amounts as will. together with interest and profits on investments held therein. be
sufticient to accumulate therein texclusive of amounts in the 1998 Ordinance Sinking Fund
Reserve). on or before each interest and principal payment date of the 1998 Ordinance Bonds. the
amounts required to pas the principal of and interest on the 1998 Ordinance Bonds then becoming
duc and pavable. The 1998 General Ordinance authorizes the appointment. in accordance with legal
procedures. of one or more banks to act as Fiscal Agent and/or paving agent for all 1998 Ordinance
Bonds or fer any Series of 1998 Ordinance Bonds issued thereunder and reserves to the City the right
e appoint other or additional banks from time to time. The Fiscal Agent for any particular series
will act as registrar and Sinking Fund Depositary for that Series of 1998 Ordinance Bonds. The

-moneysinthe 1998 Ordinance Sinking Fund are required to be secured. and invested and retnvested
under management of the Director of Finance.

The Sinking Fund Depositany shall. on direction of the Director of Finance. or if for any
rcason he should fail 1o give such direction. on the direction of the Fiscal Agent. liquidate
investments. if necessary. and pay over from the 1998 Ordinance Sinking Fund in cash to the Fiscal
Agent not later than the due date thereof the full amount of the principal. interest on. and premium.
i uny, pavable upon redemption of. 1998 Ordinance Bonds. Any excess moneys in the 1998
Ordinance Sinking Fund. including any excessamount inthe 1998 Ordinance Sinking Fund Reserve.
shall be transferred to the operating accounts of the Gas Works.
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The 1998 Ordinance Sinking Fund Reserve is established as a separate account in the 1998
Ordinance Sinking Fund and is to be held by the Sinking Fund Depositary. Unless otherwise
provided in the applicable Supplemental Ordinance. the City shall. under direction of the Director
of Finance. deposit in the 1998 Ordinance Sinking Fund Reserve from the proceeds of sale of each
Series of 1998 Ordinance Bonds issued thereunder and/or Gas Works Revenues an amount which.
together with other amounts in the 1998 Ordinance Sinking Fund Reserve. will cause the amount in
the 1998 Ordinance Sinking Fund Reserve to equal the 1998 Ordinance Sinking Fund Reserve
Requirement. The money and investments (valued at market) in the 1998 Ordinance Sinking Fund
Reserve and amounts which can be drawn under Credit Facilities held for the 1998 Ordinance
Sinking Fund Reserve shall be held and maintained in an amount equal to the 1998 Ordinance
Sinking Fund Reserve Requirement.

In lieu of a deposit to the 1998 Ordinance Sinking Fund Reserve or in substitution for
amounts in the 1998 Ordinance Sinking Fund Reserve. the City may provide one or more letters of
credit or other Credit Facilities in the same aggregate amount issued by a provider or providers
whose credit facilities are such that bonds secured by such credit facilities are rated in one of the’
three highest rating categories by Moody’s or S&P. provided that (1} in the case of a subsutution for
monevs in the 1998 Ordinance Sinking Fund Reserve. an opinion of Bond Counsel is delivered to
the Fiscal Agent that such substitution will not adversely affect the exclusion from gross income for
Federal income tax purposes of interest on the 1998 Ordinance Bonds the interest on which is
intended to be so excluded. (2) each such Credit Facility permits the Fiscal Agent to make a draw
thereon up to the principal amount thereof if the 1998 Ordinance Sinking Fund Reserve 1s needed
o cover a shontfall in the 1998 Ordinance Sinking Fund and other moneys in the 1998 Ordinance
Sinking Fund Reserve are insufficient and (3) each such Credit Facility provides that a draw will be
made thereon to replenish the 1998 Ordinance Sinking Fund Reserve on the expiration thereof unless
the City has otherwise made such deposit to the 1998 Ordinance Sinking Fund Reserve or has
obtained another Credit Facility meeting the above requirements.

{f. at any time and for anv reason. the moneys in the 1998 Ordinance Sinking Fund. other
than in the 1998 Ordinance Sinking Fund Reserve. shall be insufficient to pay as and when due. the
principal of. and premium. if anv. and interest on. any 1998 Ordinance Bond or 1998 Ordinance
Bonds secured by the 1998 Ordinance Sinking Fund Reserve. the Sinking Fund Depositary is hereby
authorized and directed 10 withdraw from the 1998 Ordinance Sinking Fund Reserve and to draw
on Credit Facilities held for the 1998 Ordinance Sinking Fund Reserve and pay over 1o the Fiscal
Agent the amount of such deficiency. If by reason of such withdrawal (including draws on any
Credit Facilities held to satisfy the 1998 Ordinance Sinking Fund Reserve Requirement) or for anv
other reason there shall be adeficiency inthe 1998 Ordinance Sinking Fund Reserve. the City hereby
covenants 1o restore such deficiency (either by a deposit of funds or the reinstatement of the cash
fimits of Credit Facilities) within twelve months. The 1998 Ordinance Sinking Fund Reserve shall
he valued by the Sinking Fund Depositary promptly afier any withdrawal from the 1998 Ordinance
Sinking Fund Reserve or any other event indicating a possible deficiency in the 1998 Ordinance
Sinking Fund Reserve and on Augpust 31 of each Fiscal Year.
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Remedies; Limitations on Liabilities of City

It the City shall fail or neglect 10 pay or to cause 1o be paid the principal of. or the
redemption premium. if any. or the interest on. any 1998 Ordinance Bond. whether at stated maturity
or upon call for prior redemption. or if the City. after written notice to it. shall fail or neglect to make
any payvment owed by it 1o the provider of a Credit Facility. a Qualified Swap or an Exchange
Agreement provided with respect to the 1998 Ordinance Bonds and such provider gives the Fiscal
Agent written notice of such failure or neglect. or if the City shall fail to comply with any provision
of the 1998 Ordinance Bonds or with any covenant of the City contained in the 1998 General
Ordinance or an applicable Supplemental Ordinance. then. under and subject to the terms and
conditions stated in the Act. the Holder or Holders of any 1998 Ordinance Bond or 1998 Ordinance
Bonds shall be entitled 1o all of the rights and remedies provided in the Act. including the
appointment of a trustee: provided. however. that the remedy provided in Section 20(b){4) of the Act
may be exercised only upon the failure of the City to pay. when due. principal and redemption price
of tincluding principal due as a result of a scheduled mandatory redemption) and interest on a Series
of 1998 Ordinance Bonds. Any decree or judgment for the payment of money against the City by
reason of default under the 1998 General Ordinance shall be enforceable only against the Gas Works
Revenues. amounts in the Sinking Fund Reserve and other amounts which may be specifically
pledged therefor and investments thereof and no decree or judgment againsi the City upon an action
brought under the 1998 General Ordinance shall order or be construed to permit the occupation.
attachment. seizure. or sale upon execution of any other property of the City.

Amendments

The 1998 General Ordinance and any Supplemental Ordinance may be further
supplemented. modified or amended: (a) 1o cure any ambiguity. formal defect or omission therein:
{b) to make such provisions in regard to matiers or questions arising thereunder which shall not be
inconsistent with the provisions thereof and which shall not adversely affect the interests of
Bondholders: (c) 10 grant 1o or confer upon Bondholders or a trustee. if any. for the beneflii of
Bondholders anyv additional rights. remedies. powers, authoriiy or security that may be lawfully
granted or conferred: (d) to incorporate modifications requested by any Rating Agency to obtain or
maintain a credit rating on any Series of 1998 Ordinance Bonds: (€) to comply with any mandatory
provision of state or federal law or with any permissive provision of such law or regulation which
does not substantially impair the security or right to payment of the 1998 Ordinance Bonds, but no
amendment or modification shall be made with respect to any Outsianding 1998 Ordinance Bonds
to alter the amount. rate or time of pavment. respectively. of the principal thereof or the interest
thereon or 1o alter the redemption provisions thereof without the written consent of the Holders of
all alfected Qutstanding 1998 Ordinance Bonds: and (f} except as aforesaid. in such other respect
as may be authorized in writing by the Holders of a majority in principal amount (using Accreted
Value in the case of Capital Appreciation Bonds) of the 1998 Ordinance Bonds Quisianding and
affected.  The written authorization of Bondholders of any supplement to or modification or
amendment of the 1998 General Ordinance or anv Supplemental Ordinance need not approve the
particular form of anv proposed supplement. modification or amendment but only the substance

thereod,
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Closure of the 1975 General QOrdinance

The 1998 General Ordinance provides that the City shall not issue any bonds under the
1975 General Ordinance except to refund bonds issued under the 1975 General Ordinance or to
replace bonds issued thereunder which have been niutilated. destroved. lost or stolen as provided
therein or in substitution for bonds issued thereunder upon transfer or exchange as provided therein.

THE SECOND SUPPLEMENTAL ORDINANCE
{Second Supplemental Ordinance of City Council approved
May 31, 1999 - Bill No. 990286 (the “Second Supplemental Ordinance™))

The Second Supplemental Ordinance authorizes the Mavor. City Controller and City
Soticitor (the “Bond Committee™). or a majority of them. to sell. in one or more series. Gas Works
Revenue Bonds (1998 General Ordinance). Second Series (the "Second Series Bonds”) in the
maximum aggregate principal amount of $115.000.000 provided that such aggregate principal
amount may be increased to reflect sales of such Second Series Bonds at discounts which are in lieu
of periodic interest. so long as the aggrepate gross proceeds to the City from the sale of such Second
Series Bonds do not exceed $115.000.000 plus accrued interest. and authorizes a majority of the
Bond Committee 10 establish the terms and provisions of such Second Series Bonds.

The Second Supplemental Ordinance states that the Second Series Bonds are 10 be issued
for any or all of the following purposes: (i) acquiring and constructing the capital improvements
included in the capital program of PGW as from time 1o ime included tn the capital budgets of
PGW. as approved by City Council: (ii) payving the costs of issuing the Second Series Bonds. and
making any required deposit 10 the 1998 Ordinance Sinking Fund Reserve: and (i11) paying any other
Project Costs (as defined in the Act). which may include, without limitation. the repayment to any
fund of the Citv, or 1o accounts of the Gas Works of amounts advanced for Project Costs. and the
funding or refunding of outstanding bond anticipation notes or other obligations of the City issued
in respect of Project Costs.

Based on the report of the Director of Finance filed with City Council pursuant 1o the Act.
the Second Supplemental Ordinance determines that the pledged Gas Works Revenues (as defined
inthe 1998 General Ordinance) will be sufficient to comply with the 1998 Ordinance Rate Covenant
contained in the 1998 General Ordinance and also to pay all costs. expenses and paymenis required
1o be paid therefrom in their order of priority as set forth in the 1998 General Ordinance.

The City covenants in the Second Supplemental Ordinance that the proceeds of the sale of
the Second Series Bonds which remain available for pavment of costs of capital improvements shall
he deposited in. held in and disbursed from one or more unsegregated accounts of PGW which shall
be separate and apart from and not commingled with the consolidated cash account of the City or
anv other account of the City not held exclusively for Gas Works purposes.
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The City covenants in the Second Suppiemental Ordinance that. so long as any Second
Series Bonds issued thereunder remain unpaid. 1t shall make payments or cause payments to be made
out of the 1998 Ordinance Sinking Fund created under the 1998 General Ordinance at such times
and 1n such amounts as shall be sufficient to pay interest on and principal of any Second Sertes
Bonds when due.

The Second Suppiemental Ordinance authorizes the Director of Finance and any member
of the Bond Commitiee to make such covenants as mayv be necessary or advisable to insure that
interest on the Second Series Bonds shall be excludible from gross income for purposes of federal

income taxation.
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THE GOVERNMENT OF PHILADELPHIA

General

The City of Philadelphia {the “City") was founded in 1682 and merged with the County of
Philadelphia in 1854. There are two principal govemmental entities in Philadelphia: (1) the City, which
performs ordinary municipal functions as well as traditional cqunty functions; and (2) the School
District, which has boundaries coterminous with the City and has responsibility for all public primary
and secondary education. The court system in Philadelphia, consisting of Common Pleas, Municipal, and
Traffic Courts, is pan of the Commonwealth of Pennsylvania (the “Commonweaith™) Judicial System.
Although judges are paid by the Commonwealth, all other coun costs are paid by the City, with parial
retmbursement from the Commonwealth.

The Cuy is governed primarily under the Home Rule Charter, which provides for the election,
organization, powers, and duties of the T€Fislative branch (the “City Council™); the powers and duties of
the executive and administrative branches; and the City's fiscal and budgetary matters, contracts,
procurement, property. and records.

The School District is governed primarily under the 1965 Educational Supplement to the Home Ruie
Charter. It has no independent taxing powers and may levy only the taxes authorized on its behalf by the
Cits and the Commonwealth, The School District 1s managed by a nine-member Board of Educauon
appointed by the Mayor from a list supphed by an Educational Norminating Panel that is chosen by the
Mavor. In some matters. including the incurrence of short-term and long-term debt, both the City and the
School District are governed primarily by the laws of the Commonwealth. The School District is a
separate political subdivision of the Commonwealth and the City has no propenty interest in or claim on
any revenues or property of the School Daistrict,

Elected and Appointed Officials

The Mayor is elected for a term of four years and is eligible to succeed himself for one term. Each
of the seventeen members of the City Council is also elected for a four-vear term which runs concurrently
with that of the Mavor, There is no limitation on the number of terms that may be served by members of
the Cny Council.  Of the members of the City Council, ten are elected from districts and seven are
vlecied ai-large, with a mimimum of two of the seven representing other than the majority pany. The
District Auorney and the City Controller are elecied at the mid-point of the terms of the Mavor and City
Council.

Among his primary responsibilities, the City Controller audits and reports upon the combined
financial statemenis of the City. In the performance of the City Controlier’s Home Rule Charter
mandated pre-audit functions, the City Controller, whe has a staff of approximately 150 emplovees,
reviews each transaction involving a disbursement of funds of the City. This review is limited by the
Home Rule Chaner to a verification of the cerntification by the Direcior of Finance that the proposed
disbursement 1s made for the purpose contemplated by the appropriation upon which it i1s drawn and 1§ in
the correct amount, The City Controller has investigatory authority to carry out this responsibility.

The principal officers of the City's government appointed by the Mayor are the Managing Director
of the Gy (the "Managing Director”). the Director of Finance of the City (the “Director of Finance™),
who s the chief financial and budget officer and is selecied from three names submitted to the Mavor by
a Fance Panel. the Citv Solicitor (the “City Solicitor™), who is head of the Law Depanment. the
Direcior of Housing (the “Director of Housing™). and the City Representative and Director of Commerce
rhe “Ciy Representative and Director of Commerce™). These officials form the Mavor's Cabinet.
which. together with the Mayor. constitute the major poficy-making group in the City’s government.

The Managing Director is responsible for supervising the depariments and agencies of the Ciy that
render the Crv's varous munmicipal services. The City Solicitor acts as legal advisor to the Mavor. the
Cuy Council. and all of the agencies of the City government. The City Solicitor 15 also responsible for
all of the Ciy's contracts and bonds. for assisting City Council. the Mavor. and City agencies in the
preparation of ordinances for intreduction to City Council. and for the conduct of litigation involving the
Ciy - The Gy Represeniative and Director of Commerce is charged with the responsibolity of g1-ing



wide publicity to any items reflecting the activities and accomplishments of the City. its inhabitants. and
commerce and industry, and is charged with the responsibility of promoting and developing commerce
and industry. '

The Director of Finance is responsible for the financial functions of the City. including development
of the annual operating budget. the capital budget. and capital program: the City's program for temporary
and long-term borrowing: supervision of the operating budget's execution, the collection of revenues
through the Depariment of Revenue, purchasing. and some aspects of property management through the
Procurement Department: oversight of pension administration as Chairperson of the Board of Pensions
and Reurement: and the appointment and supervision of the City Treasurer.

The Director of Housing is responsible for the coordination of City housing policy and programs
and serves informally as a member of the Mayor's Cabinet.
A

The Board of Revision of Taxes. which administers the assessment of real and personal propery
tives. is appointed by the Board of Judges of the Count of Common Pieas.

The chart on the following page summarizes the organization of the City’s government.
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