Closing Item No., 2

Re: 5132,520,000 City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds, Eleventh Series C

Certificate as to Effective Status of Bond Ordinance
and Related Ordinances.

I, CHARLES H. SAWYER, JR., Chief Clerk of the Council
of the City of Philadelphia, (the "Council”), do hereby certi-
fy that it appears from the records of said Council that:

(a) The copies of the Bill Number 1871 of 1975, 2068
of 1979, 274 of 1980, 534 of 1985 and 1248 of 1987
attached hereto are true and correct copies of the
originals of those Ordinances on file in the office of the
Chief Clerk of the Council; and

(b} Such Ordinances have not been amended or re-
pealed and are in full force and effect on the date of
this certificate.
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CHARLES H. ,
CHIEF CLERK OF THE “COUNCIL OF
THE CITY OF PHILADELPHIA

- -~

Dated: February 14, 1989
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(Bill No. 2068)

AN ORDINANCE

Constituting the Fifth Supplemental Ordinance to the Gen-

eral Gas Works Revenue Bond Ordinance of 1975; au-
thorizing the Mayor, City Controller, and City Solicitor
or a majority thereof to sell either at public or private
sale Gas Works Revenue Bonds, Fifth Series, of the City
of Philadelphia in the maximum principal amount of
ffty million (50,000,000) dollars and to establish the
terms and provisions thereof by supplementing the Gen-
eral Gas Works Revenue Bond Ordinance of 1975; desig-
nating the projects and setting forth the use of proceeds;
determining the sufficiency of the project revenues; cove-
nanting the separation of Gas Works revenue accounts
and proceeds of the Fifth Series Bonds from general
accounts of the City; covenanting the payment of interest
and principal; providing for transfer and payment of
certain interest and income on moneys held in the Gas

Works Sinking Fund Reserve to the operating funds of
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the Gas Works and, with the approval of the Gas Com-
mission, the payment to the City of any balance in the
operating funds up té the amount so transferred and paid;
and specifying the applicability of sections of the First
Class Clty Revenue Bond Act and the General Gas Works

Revenue Bonds Ordinance of 1975.

The Council of the City of Philadelphia hereby ordains:

SeEcTioN 1. The Mayor, City Controller, and City Solici-
tor or a majority of them are hereby authorized on behalf
of the City to borrow, by the issuance and sale of Gas Works
Revenue Bonds, Fifth Series of the City (the Fifth Seri&s‘
Bonds), pursuant to the First Class City Revenue Bond Act
of October 18, 1972, Act No. 234 (the Act) and the General
Gas Works Revenue Bond Ordinance of 1975 (the General
Ordinance), a sum or sums of which, in the aggregate, shall
not exceed fifty million (50,000,000) dollars to be expended
as provided in Section 2 of this ordinance. Said Fifth Series
Bonds shall be sold either at public competitive sale to the
highest bidder or bidders or at private negotiated sale as
said officers or a majority of them shall deem to be in the

best interest of the City. The Fifth Series Bonds shall con-
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tain such terms and provisions as are determined by a

majority of said officers to be in the best interest of the City

and are not inconsistent with the provisions hereof, of the

Act or of the General Ordinance.

The Fifth Series Bonds shall not pledge the credit or
taxing power or create any debt or charge against the tax
or general revenues of the City or create any lien against
any property of the City other than the revenues pledged in

the General Ordinance.

SEcTioN 2. The projects for which the Fifth Series
Bonds are to be issued consist of the capital improvements
included in the capital program of the Gas Works as from
time to time included in the capital budget of the City. Such
cabital improvements include, without limitation, the acquisi-
tion of land or rights therein; the acquisition, construction
or improvement of buildings, structures and facilities to-
gether with their related furnishings, equipment, machinery,
and apparatus; the acquisition, construction or replacement
of pipes and pipe lines; and the acquisition or replacement
of property of a captial nature for use in the operation,
maintenance and administration of the Gas Works system
of the City.
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The proceeds of the sale of the Fifth Series Bonds shall

be used to pay financing costs, to make addtional payments
into the Sinking Fund Reserve as required by the General
Ordinance and to pay other project costs (as defined in the
Act), whith may include, without limitation, the repayment
to the City or to accounts of the Gas Works of amounts
advanced for project costs, and the funding or ;‘efunding of
outstanding bond anticipation temporary loan notes of the
City issued in anticipation of bonds previously authorized

by the Council for capital improvements to the Gas Works

system of the City.

The City covenants that the proceeds of the sale of the
Fifth Series Bonds which remain available for the payment
of project costs, after payment of the financing costs, the
required payment into the Sinking Fund Reserve, and the
repayment to the City of amounts previously advanced for
project costs or for the funding or refunding of bond antici-
pation temporary loans as described above, shall be de-
posited, held and disbursed in and from one c;r more un-
segregated accounts of the Gas Works which shall be

separate and apart from and not commingled with the con-

APP. NO, 469—4




solidated cash account of the City or any other account of

the City not held exclusively for Gas Works purposes.

SECTION 3. Based on the report of the Director of Fi-
nance of the City filed with the Council pursuant to Section
B8 of the Act, it is hereby determined that the pledged Proj-
ect Revenues, as defined in the General Ordinance, will be
sufficient to comply with the rate covenant contained in
Section 4.03 (b} of the General Ordinance and also to pay
all costs, expenses and payments required to be paid there

from in the order and priority stated in Section 4.02 of the

General Ordinance.

SECTION 4. The City covenants thaié, so long as any of
the Fifth Series Bonds shall remain outstanding, all reve-
nues of the Gas Works which are pledged under Section 4.02
of the General Ordinance will be deposited and held in
and disbursed from one or more unsegregated accounts of
the Gas Works which shall be separate from and not com-
mingled with the consolidated cash account of the City or
any other account of the City not held exclusively for Gas
Works purposes. This covenant shall not be construed to

require the establishment of any Gas Works account segre-
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gated from any other Gas Works accounts except as other-

wise required by the General Ordinance.

SECTION 5. The City covenants that, so long as any
Fifth Series Bonds shall remain unpaid, it wiil make pay-
ments or cause payments to be made from the pledged Gas
Works revenues directly into its Gas Works Revenue Bond
Sinking Fund created under the General Ordinance, at such
times and in such annual amounts as shall be required to
accumulate amounts therein sufficient for th’e payment of
principal of and the interest on the Fifth Series Bonds
when due and that it will pay or cause to be paid from said

Sinking Fund said principal and interest when due.

SECTION 6. All interest and income earned on moneys
held in the Gas Works Revenue Bond Sinking Fund Reserve
created under the General Ordinance (Sinking Fund Reserve
Earnings) shall, to the extent not required to comply with
Section 6.04 of the General Ordinance, be transferred and
paid by the Sinking Fund. Depositary to the operating funds
of the Gas Works to be applied as Project Revenues in
accordance with the terms of Section 4.02 of the General
Ordinance. To the extent that in any fiscal year balance
remains in the Project Revenues, including Sinking Fund
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Reserve Earnings, as such balance is determined in accord-
ance with Section 4.02 of the General Ordinance, such
balance, upon the approval of the Gas Commission may be
paid to the City, provided that in a given fiscal year the
balance so paid does not exceed the amount of Sinking Fund
Reserve Earnings transferred and paid to the operating
funds during the same fiscal year. For Fiscal Year 1980 up
to $4.5 million of such b.alance, subject to the above pro-

visions, shall be transferred and paid to the General Fund.

SEcttoN 7. The Director of Finance is authorized to
make such covenants and take such other action on behalf
of the City with respect to the investment of the proceeds
of the Fifth Series Bonds as may be necessary or advisable
in order that the Fifth Series Ronds shall not be “arbitrage

bonds” as defined in the Internal Revenue Code.

SeEcTioN 8. This ordinance is supplementary to the
General Ordinance and all sections of the General Ordinance
and the Act not inconsistent herewith are applicable to the
Fifth Series Bonds. A!l definitions of terms confained in
the Act or in the General Ordinance shall apply to such

terms in this ordinance.
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CERTIFICATION: This is a true and correct copy of

the ariginal Ordinance approved by the Mayor on

JUL 251979

Chief Clerk of the Council .




(Bill No. 1371)

AN ORDINAMCE
Authorizing, generally, the issuance and sale by the City of
Gas Works Revenue Bonds of the City of Philadelphia,
prescribing the form of bonds, their execution, transfer,
exchange, payment and redemption, prescribing the con-
ditions precedent to the issue of specific series of bonds,
including a supplemental authorizing ordinance, pledg-
ing the revenues of the Gas Works of the City as security,
adopting a rate covenant, and directing the Gas Com-
mission to impose rates sufficient to comply therewith,
designating a fiscal agent and sinking fund depositary,
establishing a Sinking Fund, mcludmgn.a Sinking Fund
Reserve, and providing for its management providing
remedies upon default, and for amendments and modifi-

cations.
P

The Council of the City of Philadelphia 'fzereby ordains:
SECTION 1,

ARTICLE 1

AUTHORIZATION, SCOPE AND PURPOSE—
SHORT TITLE

This Ordinance ia enacted pursuant to the provisions of
The First Class City Revenue Bond Act approved October
1B, 1972 (Act No. 234, 53 P.S. §15901 to 15924) for the
purpose of suthorizing the issuance from time to time of
gas works revenue Bonds of the City to be secured by a
pledge of the revenues of the Gas Works of the City, in
such principal amounts as shall from time to time be au-
thorized by further ordinance of the Council as more par-
ticularly hereinafter set forth. This Ordinance shall be
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known as the General Gas YVorks Revenue Bond Ordinance
of 1975.

SECTION 2.
ARTICLE 1I
DEFINITIONS AND OTHER PROVISIONS OF
GENERAL APPLICATION '

SECTION 2.01. Definitions. For all purposes of this Ordi-
nance and any ordinance supplemental hereto, except as
otherwise expressly provided or unless the context otherwise

requires:

Act means The First Class City Revenue Bond Act ap-
proved Cetcber 18, 1974 (Act No. 234, 53 P.S. §15901 to
15924) as from time to time amended. The words and
phrases which are defined in the Act shall have such defined
meaning when used in this Ordinance.

Bond or Bonds means any gas works revenue bond of the
Citv issued and outstanding pursuant to the Act under this
Ordinance and any supplemental ordinance and shall in-
clude installment bonds, temporary bonds and interim cer-
tificates.

Bondholder means the holder of any bearer bond and the
registered owner of any. regisbered bond and the term
Holder, or Hoiders unless the context otherwise requires,
gshall be deemed to include the registered owners of any
bond or bonds as well as the holders of bearer bonda.

City means the City of Philadelphia, Pennsylvania.

City Charges means the proportionate charges, if any,
for services performed for the Gas Works of the City by
all officers, departments, boards or commissions of the City
which are contained in the computation of operating ex-
penses of the Gas Works, including, without limitation, the
expenges of the Gas Commission, and also means the base
payments to the City contained in the Agreement between
the City and the Manager and all other payments made to
the City from Project Revenues.
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Director of Finance means the chief financial, accounting
and budget officer of the City as established by the Phila-
delphia Home Rule Charter.

Fiscal Agent meana the bank named as such in Section
6.02 or its successor.

Fiscal Year means the fiscal year of the City.

Gas Works means all property, real and personal, owned
by the City and used in the acquisition or manufacture,
storage and distribution of natural, liquified, synthetic or
manufactured gas or in the maintenance, management or
administration thereof, and also means, as the context may
require, the business entity managed by the Manager.

Manager means The Philadelphia Facilities Management

- Corporation currently managing the Gas Works pursuant

to an ordinance of City Council approved December 29,
1972, setting forth the Agreement between the City and
The Philadelphia Facilities Management Corporation, or
its successor or such other person, corporation, board, com-
mission or department of the City, which may be designated
by ordinance to manage the Gas Works.

Net Operating Expenses means Operating Expenses ex-
clusive of City Charges.

QOperating Exzpenses means all costas and expenses of the
Gas Works necessary and appropriate to operate and main-
tain the Gas Works in good operable condition during each
fiscal year of the City, 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 years, pension and welfare plan and work-
men’'s compensation requirements, provision for claims,
refunds and uncollectible receivables and for City Charges,
all in accordance with generally accepted municipal account-
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ing principles consistently applied, but shall exclude depre-
ciation and interest and sinking fund charges.

Project Revenues means the revenues pledged for the
security and payment of the Bonds as set forth in Section
4.02,

Rate Covenant ﬁéans the rate covenant contaihed in
subsection (b) of Section 4.03.

Series when applied to Bonds means collectively all of
the Bonds of & given issue authorized by Supplemental
Ordinance as provided in Article IV thereof and may also
mean, if appropriate, a subseries of any series if, for any
reason, the City should determine to divide any series into
one or more subseries of Bonds.

Sinking Fund means the Gas Works Revenne Bond Sink-
ing Fund established by Section 6.01.

Sinking Fund Depositary means the bank named as such
in Section 6.02 or its successor.

Sinking Fund Reserve means the Sinking Fund Reserve
established by Section 6.04.

Supplemental Ordinance means an ordinance supple-
mental hereto enacted pursuant to the Aect and this Ordi-
nance by the Council of the City authorizing the iasuance of
a series of Bonds.

SECTION 2.02. Interpretgtion. All references in this
QOrdinance to articles, sections and other aub-divisions of
the Ordinance are to the designated articles, sections or
other sub-divisions of this Ordinance as originally enacted.
The words “herein,” “hereof,” ‘hereby” and “hereunder”
and other words of similar import refer to this Ordinance
as a whole and not to any particular article, section or
other sub-division,

SECcTION 2.03. Descriptive Headings. The descriptive
headings of the several articles and sections of this Ordi-
nance are inserted for convenience only and shall not con-
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sl or affect the meaning or constructisn of any of its
provisions.

SECTION 2.04. Severability. In case any one or more of
the provisions contained in this Ordinance or in any Bond
or coupon issued pursuant hereto shall for any reason be
held to be invalid, illegal or unenforceable in any respect,
such invalidity, illegality or unenforceability shall not affect
any other provigions of this Ordinance or of said Bonds or
coupons, and this Ordinance or said Bonds or coupons
shall be construed and enforced as if such invalid, illegal
or unenforceable provisions had never been contained
therein.

SEcTION 3.

ARTICLE III
CONCERNING THE BONDS

SECTION 3.01. Forms Generally, All Bonds, and the cou-
pons, if any, appertaining thereto, shall be in substantially
the forms set forth in this Article, with such appropriate
insertions, omissions, substitutions and other wvariations as
are required or permitted by this Ordinance, and may be
designated as of such Series by date, number, letter or
otherwise and may also have such individual letters, iden-
tifying numbers or other marks, and such degeriptive pan-
els, registration panels, legends or endersements placed
thereon, as may, consistently with this Ordinance and the
Act, be determined by the Director of Finance. The Bonds
may also have printed thereon or on the reverse thereof the
text of an approving legal cpinion with respect thereto and
an appropriate certificate as to its correspondence with an
executed counterpart may be included on the face or on the
reverse of the Bonds. Any portion of the text of any Bond
may be set forth on the reverse thereof with an appropriate
reference on the face of the bond.

SecTioN 3.02. Form of Fully Registered Bond. Fully
registered bonds shall be substantially in the following
form:
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{Form of Fully Registered Bond)
UNITED STATES OF AMERICA
COMMONWEALTH OF PENNSYLVANIA
CITY OF PHILADELFHIA
GAS WORKS REVENUE BOND

[{Numerical Designation] 3
[Series Degignation]
[Interest Rate: ¢ Semi-annual Interest § ]

The City of Philadelphia, Pennsylvania (the City), for
value received, hereby promises to pay in lawful money of
the United States of America to

or registered assignas, on

, unless this Bond shall be redeemable

and shall have previously been called for redemption and
payment of the redemption price made or provided for,
from the rentals, revenues and moneys of the City pledged
for the paymen: hereof pursuant to the General Gas Works
Revenue Bond Ordinance of 1975 (Ordinance No.
approved , 1975) of the City (the 1976
QOrdinance) put solely therefrom and not otherwme upon
surrender hereof, the principal sum of
Dollars ($ )}, and the pay interest on such prin-
cipal amount in like money, but solely from said rentals,
revenues nd moneys aforesaid, to the registered owner by
check or draft mailed to the registered owner at his address
as it appears on the bond register, from the interest pay-
ment date next preceding the date hereof, unless the date
hereof shall be an interest payment date, in which case
from the date hereof, initially on
and thereafter on each subsequent and

until payment of such principal amount, or
provisions therefor, shall have been made upon redemption
or at or after maturity, at the anoual rate shown hereon.
The principal of and interest on this bond and the premium,
if any, payable upon redemption are payable at the prin-
cipal Philadelphia office of
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Tiseal Apgent of the Tity, in Philadelphias. Peprsylvania, or
at the principal office of any sucressor Ficcal Agent ap-
pointed under the 1975 Ordinance.

This Bond is one of a duly authorized issue of bonds of
the City designated as its Gas Works Revenue Bonds of the
Seriea designated hereon (the Bonds), limited in aggregate
principal amount to $ issued or to be issued pur-
suant to The First Class City Revenue Bond Act (Act No.
234 of the Pennsylvania General Assembly approved Octo-
ber 18, 1972, 53 P.S. §15901) (the Act) under the 1975
Ordinance and supplemental ordinance dated
The Bonds, together with all previous bonds of the City,. 1f
any, issued under the 1975 Ordinance and under previous
supplemental ordinances and together with all bonds of the
City hereafter issued under the 1975 Ordinance and 21l sub-
" sequent supplemental ordinances, are and will be equally
and ratably secured under the 1975 Ordinance by a pledge
of all the rents, rates and charges imposed or charged by
the City for the use of or services rendered by the Gas
Works of the City and of certain other moneys derived from
the Gas Works and from the investment of auch revenue.
The 1975 Ordinance requires such revenues to be applied
in order of priority to net operating expenses, sinking fund
payments required by the 1975 Ordinance, payment of gen-
eral obligation bonds of the City adjudged to be self-
liquidating from Gas Works revenues, debt service on other
general obligation bonds issued for the Gas Works, City
charges and any other proper purpose of the City.

The City covenants, so long as this Bond shall remain
outstanding, to make payments of interest on the indebted-
ness represented by this Bond, out of its Gas Works Rev-
enue Bond Sinking Fund, in the semi-annual amount shown
hereon on each interest payment date of this Bond, or as
the case may be, the proportionate part thereof from the
date hereof to the next interest payment date, and to pay,
upon surrender hereof, from said Sinking Fund on the
maturity date hereof or, if this Bond shall be selected for
mandatory or optional redemption, then on the applicable
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redemption date, the principal amount hereof with the ap-
plicable premium, if any.

Reference iz hereby made to the 1975 Ordinance for a
statement of the terms and conditions under which previous
bonds, if any, have been issued, under which the Bonds are
issued and under which additional bonds will be issued, and
for a statement of the particular rentals, revenues and
moneys pledged for the security and payment of all bonds
issued under the 1975 Ordinance, the nature, extent and
manner of enforcement of the security, the terms and con-
ditions under which the 1975 Ordinance may be amended
or modified, and the rights of the hoelders or registered
owners of the Bonds with respect to such security. The
City hereby represents to and covenants with the regis-
tered owner of this Bond that no Gas Works revenue bonda
of the City have been or will be issued for the payment of
which the holder has or shall have a prior lien on or secu-
rily interest in the revenues pledged for the payment of this
Bond or a prior right to payment therefrom and that all
Gas Works revenue bonds which have been or will be
equally and ratably secured by such pledged revenues have
and will be issued in accordance with the provisions of the
1975 Ordinance. However, nothing herein contained shall be
construed to prevent the City from financing Gas Works
projects by the issuance of its general obligation bonds or
by the issuance of Gas Works revenue bonds under other
authorization for the payment of which project revenues
of the Gas Works may be pledged subject and subordinate
in each fiscal year to the prior payment from such revenues
of all principal, premium, interest and sinking fund re-
quirements payable during such fiscal year under the 1975
Ordinance in respect of Gas Works Revenue Bonds issued
and outstanding thereunder.

In the manner. and. upon the terms and conditions pro-:
vided in the 1975 Ordinance, .

(here insert specific provisions with respect to redemp-
tion, including, if applicable, mandatory redemption)
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If less than an entire year’s maturity is to be redeemed
at any particular time, the Bonds or portions thereof to be
redeemed shall be chosen by the Fizcal Agzent by lot.

Each such redemption shall be made after notice by pub-
lication once &8 week for two successive weeks in not less
than two or more than four daily newspapers published
and of general circulation in the City of Philadelphis,
Penngylvania, the first publication to be not less than thirty
{30) days or more than sixty (60) days prior to the date
fixed for redemption. Notice having been so given and pro-
vision having been made for redemption from funds on
deposit with the Fiscal Agent or Sinking Fund Depositary,
all interest on Bonds called for redemption aceruing after
the date fixed for redemption shall cease, and the holders
or registered owners of the Bonda called for redemption

- shall have no security, benefit or lien under the 1975 Ordi-

nance or any right except to receive payment of the redemp-
tion price.

This Bond is transferable and exchangeable by the regis-
tered owner hereof in person or by his attorney duly
authorized in writing, at the principal Philadelphia office
of the Fiscal Agent, but only in the manner, subject to the
limitations and upon payment of the charges provided in
the 1975 Ordinance, and upon surrender and cancellation
of thia Bond. Upon any such transfer or exchange, the
City shall issue in the name of the transferee or of the
registered owner hereof, and shall deliver in exchange for
this Bond, to or upon the order of such registered owner, a
new registered Bond or new registered Bonds in authorized
denominations aggregating the principal amount hereof or
a coupon Bond or coupon Bonds of such denominations and
aggregate principal amount with coupons attached repre-
senting all unpaid interest due or to become due and, in each
case, maturing on the same date and bearing interest at the
same rate as this Bond, and bearing the same designation
as to series or subseries as this Bond.

As provided by the Act, this Bond, its transfer and the
income therefrom (including any gains made on the sale
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thereof other than underwriting profits in a distribution
thereof) shall at all times be free from taxation within and
by the Commonwealth of Pennsylvania but this exemption
shall not extend to underwriting profits or to gift, succes-
sion or inheritance taxes or any other taxes not levied di-
rectly on this Bond, the receipt of income therefrom, or the
realization of gaing on the sale thereof.

The City and the Fiscal Agent may treat the person in
whose name this Bond is registered as the absolute owner
hereof for all purposes whether or not this Bond or any
installment of interest be overdue, and neither the City
nor the Fiscal Agent shall be affected by any notice to the
contrary. All payments of the principal, or premium upon
redemption, of this Bond or of interest hereon to such regis-
tered owner in the manner herein and in the 1975 Ordinance
set forth shall be valid and effectual to satisfy and discharge
the liability upon thizs Bond to the extent of the sum or
sums 3¢ paid whether or not notation of the same be made
hereon, and any consent, waiver or other action taken by
such registered owner pursuant to the provisions of the
1975 Ordinance shall be conclusive and binding upen such
registered owner, his heirs, successors or assigns, and upon
all transferees hereof whether or not notation thereof be
made hereon or on apy Bond issued in exchange or transfer
hereof.

In case an event of default, as defined in the 1975 Ordi-
nance, shall occur, the principal of all bonds then outstand-
ing under the 1975 Ordinance may be declared or may
become due and payable and any such declarations may
thereafter be annulled, all upon the conditions and in the
manner and with the effect provided in the 1975 Ordinance
and in the Act.

This Bond is a special obligation of the City payable
solely from the pledged rentals, revenues and moneys and
neither the credit nor the taxing power of the (City is
pledged for the payment of the principal of, premium, if
any, or interest on this Bond, nor shall this Bond be
deemed to be & general obligation of the City.
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Tt is heveby certified that all conditir—3, 2¢ts and things
required te exiat, happen and be performed under the Act
and under the 1975 Ordinance precedent to and in the issu-
ance of this Bond, exist, have happened and have been per-
formed, and that the issuance and delivery of this Bond
have been duly authorized by Ordinance of the City duly
adopted.

IN WITNESS WHEREOF, the City of Philadelphia has
caused this Bond to be properly executed by its Fiscal
Agent, by two duly authorized officers therecf, and the

‘facsimile of the seal of the City of Philadelphia to be

imprinted hereon, and to be duly countersigned and attested
by a facsimile signature of the City Controiler, as of

CITY OF
PHILADELFPHIA

Countersigned and Attested By ......................
by (Facsimile Signature) ' Authorized Officer

City Controller BY i
Authorized Officer

SecTioN 3.03. Form of Coupon Bond and Form of Coupon
for Interest. Coupon Bonds and the coupons thereunto ap-
pertaining shall be substantially in the following form:

(Form of Coupon Bond)

UNITED STATES OF AMERICA
COMMONWEALTH OF PENNSYLVANIA
CITY OF PHILADELPHIA
GAS WORKS REVENUE BONDS

(Numerical Designation) $
{Series Designation)
%
The City of Philadelphia, Pennsylvania (the City), for
value received, hereby promises to pay in lawful money of
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the United States of Americc tc the bearer, or if this Bond
is registered as to principal as hereinafter provided, to the
registered owner hereof, on unless this
Bond shall be redeemable and shall have previously been
called for redemption and payment of the redemption price
made or provided -for, from the rentals, revenues and
moneys of the City pledged for the payment hereof pursu-
ant to the General Gas Works Revenue Bond Ordinance of
1975 (Ordinance No. approved , 1975) of
the City (the 1975 Ordinance} but solely therefrom and not
otherwise, upon surrender hereof, the principal sum  of
Dollars (3 3, and to pay interest on such
principal amount in like money, but solely from said rentals,
revenues and moneys aforesaid, from the date hereof in-
itially on and thereafter on each subsequent
and until payment of such
principal amount, or provision therefor, shall have been
made upon redemption or at or after maturity, at the an-
nual rate shuwn hereon, but, with respect to interest ac-
crued at or prior t¢ maturity, only upon preseniation and
surrender of the coupons for interest hereunto appertaining
as they severally mature. The principzal of and interest on
this Bond and the premium, if any, payable upon redemp-
tion, are payable at the principal Philadelphia office of
, Fiscal Agent of the City,
in Philadelphia, Pennsylvania, or at the prineipal office of
any successor Fiscal Agent appointed under the 1975 Ordi-
nance.

This Bond is one of & duly authorized issue of bonds of
the City designated as its Gas Works Revenue Bonds of
the series designated hereon (the Bonds}, limited in aggre-
gate principal amount to $ , issued or to be isaued
pursuant to The First Class City Revenue Bond Act (Act
No. 234 of the Pennsylvania General Assembly approved
October 18, 1972, 53 P.§, §15901) (the Act} under the 1375
Ordinance and supplemental ordinance dated

. The Bonds, together with all previous bonds
of the City, if any, issued under the 19753 Ordinance and
under previaus supplemental ordinances and together with
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all hrndg of the City hereafter issued under the 1875 Ordi-
rance and all subsequent supplemental ardinances are and
wi]l be equally and ratably secured urder the 1975 Ordi-
nance by a pledge of all the rents, rates and charges im-
posed or charged by the City for the use of or services ren-
dered by the Gas Works of the City and of certain other
moneys derived from the Gas Works and from the invest-
ment of such revenue. The 1975 Ordinance requires such
revenues to be applied in order of priority to net operating
expenses, sinking fund payments required by the 1975 Ordi-
nance, payment of general obligation bonds of the City ad-
judged to be self-liquidating from Gas Works revenues, debt
service on other general obligation bonds issued for the Gas
Works, City charges and any other proper purpose of the
City.
. The City covenants, so long as this Bond shall remain
outstanding, to make payments of interest on the indebted-
ness represented by this Bond, upon surrender of the appli-
cable coupons, out of its Gas Works Revenue Bond Sinking
Fund in the amount shown on the respective coupons here-
unte appertaining on each interest payment date of this
Bond and to pay, upon surrender hereof, from said Sinking
Fund on the maturity date hereof or, if this Bond shall be
selected for mandatory or optional redemption, then on the
applicable redemption date, the principal amount hereof
with the applicable premium, if any.

Reference is hereby made to the 1975 Ordinance for a
statement of the terms and conditions under which previous
bonds, if any, have been issued, under which the Bonds are
issued and under which additional bonds will be issued, and
for a atatement of the particular rentals, revenues and
moneys pledged for the security and payment of all bonds
issued under the 1975 Ordinance, the nature, extent and
manner of enforcement of the security, the terms and con-
ditions under which the 1975 Ordinance may be amended or
modified, and the rights of the holders or registered owners
of the Bonds with respect to such security. The City hereby
represents to and covenants with the holder of this Bond
that no Gas Works Revenue Bonds of the City have been
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or will be issued for the payment of which the holder has or
shall have a prior lien on or security interest in the revenues
pledged for the payment of this Bond or a prior right to
payment therefrom and that all Gas Works revenue bonda
which have been or will be equally and ratably secured by
such pledged revenues have and will be issued in accordance
with the provisions of the 1975 Ordinance. However, noth-
ing herein contained shall be construed to prevent the City
from financing Gas Works projects by the issuance of its
general obligation bonds or by the issuance of Gas Works
revenue bonds under other authorization for the payment of
which project revenues of the Gas Works may be pledged
subject and subordinate in each fiscal year to the prior
payment from such revenues of all principal, premium,
interest and sinking fund requirements payable during such
fiscal year under the 1975 Ordinance in reapect of Gas
Works Revenue Bonds issued and outstanding thereunder.

In the manner and upon the termas and conditions provided
in the 1975 Ordinance,

(here insert specific provisions with respect to redemp-
tion, including, if applicable, mandatory redemption)

1f less than an entire year’s maturity is to be redeemed at
any particuiar time, the Bonds or portions thereof to be
redeemed shall be chosen by the Fiscal Agent by lot.

Each such redemption shall be made after notice by
publication once a week for two successive weeks in not
less than two or more than four daily newspapers puhblished
and of general circulation in the City of Philadeiphis,
Pennsylvania, the first publication to be not less than thirty
(30) days nor more than sixty (60) days prior to the date
fixed for redemption. 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 after
the date fixed for redemption shall cease, and the holders or
registered owners of the Bonds called for redemption shall
have no security, benefit or lien under the 19756 Ordinance
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or any right except to receive payment of the redemption
price.

This Bond i3 transferable by delivery unless regiatered
as to principal in the name of the owner on the bond register
of the City to be kept for that purpose at the principal
Philadelphia Office of the Fiscal Agent, such registration
to be noted hereon by the Fiscal Agent on behalf of the City.
After such registration no transfer shall be valid unjeas
made by the registered owner in person or by his duly
authorized attorney and similarly noted upon said bond reg-
ister and hereon. This Bond, however, may be discharged
from registration by being in like manner transferred to
bearer, and thereupon transferability by delivery shall be
restored after which this Bond may again from time to time
be registered or made transferable by delivery as before.
" Such registration, however, shall not affect the negotiability
of the coupons for interest hereto attached, which shall al-
ways continue to be payable to bearer and to be transfer-
abie by deiivery. '

This Bond is exchangeable by the holder or, if registered
as to principal, by the registered owner in person or by his
attorney duly authorized in writing, at the principal Phila-
deiphia office of the Fiscal Agent, but only in the manner,
subject to the limitations, and upon payment of the charges
provided in the 1975 Ordinance, and upon surrender of this
Bond. Upon request for such exchange, the City shall issue
in the name of the holder or registered owner of his nominee
or in bearer form at the option of the holder or registered
owner, and shall deliver in exchange for this Bond, to or
upon the order of the holder or registered owner, 3 new
registered Bond or new registered Bond in authorized de-
nominations aggregating the principal amount hereof or
a new coupon Bond or coupon Bonds of such demoninations
and aggregate principal amount with coupons attached
representing all unpaid interest due or to become due and,
in each case, maturing on the same date and bearing interest
at the same rate as this Bond, and bearing the same designa-
tion as to series or subseries as this Bond.
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As provided by the Act, this Bond, its transfer and the
income therefrom (including any gains made on the sale
thereof other than underwriting profits in a distribution
thereof) shall at all times be free from taxation within and
by the Commonwealth of Pennsylvania but this exemption
_ shall not extend to the underwriting profits or to gift,

succession or inheritance taxes or any other taxes not levied
directly on this Bond, the receipt of income therefrom, or
the realization of gains on the sale thereof,

The City and the Fiscal Agent may treat the haolder of
this Bond if it shall not at the time be registered as to
principal, the registered owner of this Bond if it shall at
the time be so registered, and the holder of any coupon
appertaining hereto, whether or not this Bond shall be so
registered, as the absolute owner of this Bond or such
coupen, as the case may be, for all purposes whether or not
this Bond or such coupon be overdue, and neither the City
nor the Fiscal Agent shall be affected by any notice to the
contrary. Any consent, waiver -or other action taken by the
holder or registered owner hereof pursuant to the provisions
of the 1975 Ordinance shall be conclusive and binding upon
such holder or registered owner, his heirs, successors or
asgigns and upon all transferees hereof whether or not
notation thercof be made hereon or on any Bond issued in
exchange hereof.

In case an event of default, as defined in the 1975 Ordi-
nance, shall occur, the principal of all bonds then outstand-
ing under the 1975 Ordinance may be declared or may
become due and payable and any such declarations may
thereafter be annulled, all upon the conditions and in the
manner and with the effect provided in the 1975 Ordinance

and in the Act,

This Bond is a special obligation of the City payable
solely fromr the pledged rentals, revenues and moneys and
neither the credit nor the taxing power of the City is
pledged for the payment of the principal of, premium, if
any, or interest on this Band, nor shall this Bond be deemed
to be a general obligation of the City,
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T+ ig hereby cer‘ified that =1l conditions ~~*s angd things
reguired to axist, happen and be performed u=der the Arnt
and under the 1375 Ordinance prezident to and in the
issuance of this Bond, exist, have happened znd have been
performed, and that the issuance and delivery of this Bond
have been duly authorized by Ordinance of the City duly

adopted.

IN WITNESS WHEREOF, The City of Philadelphia has
cauged this Bond to be properly executed by its Fiscal
Agent, by two duly authorized officers thereof, and the fac-
simile of the seal of the City of Philadelphia to be imprinted
hereon, and to be duly countersigned and attested by a
facsimile signature of the City Controller, and has also
caused the coupons hereto attached to be authenticated with
~ the facsimile signature of the City Controller, as of

Countersigned and

Attested by CITY OF PHILADELPHIA
(Facsimile Signature) By oo

City Controller © Fiscal Agent
By . e

Authorized Officer

(Form of Coupon)
Coupon No. 3

On , the City of Philadelphia
upon surrender of this Coupon will pay to the bearer uniess
the Bond hereinafter mentioned shall have been called for
previous redemption and payment of the redemption price
made or provided for, at the principal Phijadelphia office
of in Philadeiphia, Pennsylvania,
but only out of the rentals, revenues and moneys referred
to in the Bond hereinafter mentioned, the amount shown
hereon, in lawful money of the United States of America,
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being interest then due on its Gas Works Revenue Bond,
, dated as of 1

and numbered.
CITY OF PHILADELPHIA

City Controller

SpCTION 2.04. General Form, Content and Payment of
Bonds. Bonds shall be generally designated as Gas Works
Ravenue Bonds of the City and shall be issued in such
series and within such series in such subseries as the City
may from time to time determine. The aggregate principal
amount of Bonds which may be issued, authenticated and
delivered under this Ordinance is unlimited, but prior to
issuance of each Series of Bonds, the City shall adopt a
Supplemental Ordinance authorizing such Series.

The Bonds of each Series may be issued in coupon form
with principal payable to bearer or registered as to principal
only, in fully registered form, or may consist in whole or
in part of one or more installment Bonds in fully registered
form payable as to principal or subject to mandatory re-
demption in annual installments, or any combination of the
foregoing, shall be issued in such aggregate principal
amount, shall be dated on or as of such date or dates, shall
be in such denominations, shall mature or be subject to
mandatory redemption in such principal amounts and on
such dates, shall bear interest from such date or dates and
at such rate or rates, shall be subject to optional redemption
at such times and upon such terms, and shall contain such
other terms and conditions not inconsistent with this Ordi-
nance or the Act, all as shall be determined by the City and
set forth in the supplemental ordinance under which such
bonds are issued, or as shall be determined by a designated
officer or officers of the City thereunto authorized by the
Supplemental Ordinance, or in the absence of such pro-
visions or designation, as shall be determined by the Di-
rector of Finance ag specified in Section 4.05.

APP. NO, 39718




The principal of and interest on (except the final install-
ment of principal and the interest then payable) and the
principal, premium, if any, and accrued interest payable
upon partial redemption with respect to, all fully registered
installment Bonds, and the interest payable in respect of

fully registered Bonds, shall be payable by check or draft.

of the Fiscal Agent mailed to the registered owner of such
Bonds at the address of such owner as it appears upon the
bond register, and the records of the Fiscal Agent shall be
conclusive as to such payment and shall bind such owner,
his successors and assigns whether or not such payment be
noted on such Bond. Except as aforesaid, the principal of
all Bonds, the premium, if any, payable upon redemption
thereof, and the interest on all coupon Bonds payable at
or prior to maturity, shall be payable in lawful money of
_ the United States of America at the principal Philadelphia
office of the Fiscal Agent in Philadelphia, Pennsylvania, or
at the principal office of a paying agent designated in such
Bonds, but with reapect to such principal, only upon presen-
tation and surrender of such Bonds, or with reapect to
interest payable at or prior to maturity of such coupon
Bonds, only upon presentation and surrender of the respec-
tive coupons for interest, except as otherwise herein pro-
vided with reapect to mutilated, destroyed, loat or stolen
Bonds or coupons,

Esach Bond executed and delivered upon any transfer,
exchange or substitution, shall carry all the rights to inter-
est accrued and unpsaid, and to accrue, which were carried
by the Bond or Bonds surrendered upon such transfer or
exchange, or as the case may be, the part thereof repre-
sented by such new Bond or Bonds, and notwithstanding
anything to the contrary contained in this Ordinance, such
new Bond, if a fully registered Bond, shall be so dated,
and, if a coupon Bond, shall have attached thereto such
coupons, that neither gain nor loss in interest shall result
from such transfer, exchange, or substitution.

The foregoing provisions of this Section, any other pro-
vision in this Ordinance to the contrary notwithstanding,
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are subject to the express understanding that the principal
of and interest on all Bonds issued hereunder and the
premium, if any, payable on redemption therecf, shall he
payable only from the rentals, revenues and moneys of the
City pledged for the payment thereof pursuant to this
QOrdinance and not otherwise. .

SECTION 3.06. Registration of Bonds, Registrar, Bond
Register. The City shall keep or cause to be kept at the
principal Philadelphia office of the Fiscal Agent, books for
the registration and transfer of Bonds entitled to registra-
tion and transfer; and the City will register or transfer or
cause to be registered or transferred therein, as hereinafter
provided and under such reasonable regulations as may be
prescribed by the Director of Finance, any Bonds entitled
to be eo registered or transferred, upon presentation for
such purpose. The Fiscal Agent is hereby appointed the
registrar of the City for the purpose of registering, trans-
ferring and exchanging the Bonds, The books kept pursuant
to this Section are herein and in the Bonds referred to as
the bond register.

SECTION 3.06. Bonds are Negotiable Insgtruments. The
Bonds shall have the qualities of negotiable instruments
under the law merchant and the laws pertaining to negoti-
able instruments of the Commonwealth of Pennsylvania,
subiect to the provisions for registration and transfer con-
tained in Section 3.07 and 3.08 and in the Bonds.

SECTION 3.07. Transfer of Coupon Bonds. All coupon
Bonds shall be negotiable and title thereto shall pass by
delivery unless registered as te principal in the manner
hereinafter provided. The bearer of any coupon Bond may
have the ownership of the principal thereof registered on
the bond register required to be kept pursuant to Section
3.05, and such registration shall be noted on the Bond.
After such registration no transfer shall be valid unless
made on such books by the registered owner in person, or
by his duly authorized attorney, and similarly noted on
the Bond: but such Bond may be discharged from registra-
tion by being in like manner transferred to bearer, and
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thereupon transferability by delivery shall be restored; and
such Bond may again, from time to time, be registered or
discharged from registration in the same manner ag before.
Such registration, however, shall not affect the negotiability
by delivery of the coupons, but every such coupon shall con-
tinue to be transferable by delivery and shall remain pay-
able to bearer.

SECTION 3.08. Registration and Trangfer of Fully Regis-
tered Bonds. The names and addresses of the registered
owners of all fully registered Bonds together with a brief
description of the Bonds so registered shall be recorded in
the bond register. Any fully registered Bond may be trans-
ferred at the principal Philadelphia office of the Fiscal
Agent or surrendered for transfer at the principal office of
one of the.paying agents designated in such Bond, upon
surrender of such Bond accompanpied by delivery of a
written instrument of transfer in form approved by the
Director of Finance, duly executed by the registered owner
of such Bond or his duly authorized attorney, and there-
upon the City and the Fiscal Agent shall execute in the
name of the transferee or transferees, and the Fiscal Agent
shall deliver, a new fully registered Bond, or new fully reg-
istered Bonds, of like form, of the same Series, bearing the
same rate of interest, of the same maturity, and for the
same aggregate principal amount.

SECTION 3.09. Ezxchange of Bonds. All Bonda of any

Series issued hereunder shall be exchangeable for like Bonda~-

of different authorized denominations or for Bonds in dif-
ferent form of the same Series, as the case may be, and, in
each case, in the same aggregate principal amount, matur-
ing on the same dates and bearing the same rate of interest
as the Bonds to be exchanged, all in the manner herein-
after provided. The holder of any bearer coupon Bond or
Bonds or the registered owner of any registered Bond or
Bonds desiring to exchange such Bond or Bonds shall sur-
render {or, in the case of registered Bonds, shall cause his
attorney thereunto duly authorized to surrender) such
Bond or Bonds in negotiable form or, as the case may be,
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accompanied by an appropriate instrumeat of transfer,
together with all unmatured coupons appertaining to cou-
pon Bonds so surrendered, at the principal Philadelphia
office of the Fiscal Agent or at the principal office of one of
the paying agents designated in the Bonds, together with
& written request for-exchange, in form approved. by the
Director of Finance, setting forth the form of Bond or
Bonds requested to be issued in exchange, the denomination
or denominations thereof and, if to be issued in partial or
fully registered form, the person or persons in whose name
such Bonds are to be registered. Thereupon and subject to
the provisions of Section 3.10, the City and the Fiscal
Agent shall execute and deliver to the persons thereunto
entitled a new Bond or new Bonds in the form reguested in
authorized denominations aggregating the principal amount
of the Bond or Bonds surrendered, maturing as to principal
nn the same date or dates, bearing the same rate of interest,
and bearing the same designation as to series. All fully
registered Bonds issued in exchange for Bonds of any
series shall be dated on the date of issuance thereof and
shall ‘bear interest from the date from which interest was
initially payable with regpect to such Series or from the
next preceding interest payment date of such Series, which-
ever is later, or, if the date of authentication shall be an
interest payment date of such Series, from such date. All
coupon Bonds issued in exchange for Bonds of any Series
shall be dated as of the date of the initial issuance of such
Series and all matured coupons shall be removed from such
Bonds prior to their authentication and delivery in ex-
change. For the purpose of exchange, a fully registered
installment Bond shall be deemed to represent separate
Bonds each in the amount and of the maturity of the
annuai installments of principal provided for in such Bond.

SECTION 3.10. Cost of Bond Registration, Tranafer or
Ezxchange, Miscellaneous Provisions Governing Transfers
and Exchanges. Registration, transfer, discharges from
registration, and exchanges of Bonds suthorized under this
Article shall be without expense to the Holders of such
Bonds, but any taxes or other governmental charges re-
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quired to be pnid with respeet to the same shall ba paid by
the Holder requesting any such transaction, as a condition
precedent to the exercise of such privilege.

The City shall not be required to make (a} any exchange
or transfer of any Bonds during the period of fifteen busi-
ness days next preceding any interest payment date for
such Bonds, or (b) any exchange or {ransfer of any Bonda
during the period of twenty business days next preceding
the first publication or mailing of any notice of redemption
of such Bonds. !

All Bonds surrendered for exchange and the coupons, if
any, attached thereto and all registered Bonds without
coupons surrendered for transfer, shall be cancelled as the
principal thereof and the coupons severally hecome due and
- payable and after such due date, may be cremated, shredded
or otherwise destroyed by the Fiscal Agent.

All Bonds executed, authenticated and delivered in ex-
change for Bonds surrendered or upon the transfer of
registered Bonds shall be valid obligations of the City,
evidencing the same debt as the Bonds surrendered, and
shall be secured by this Ordinance to the same extent as
such surrendered Bonds. :

SECTION 3.11. Ownership of Bonds. The City, the Fis-
cal Agent and any paying agent designated in any Bond
may treat the holder of any coupon Bond if it shall not at
the time be registered as to principal, the registered owner
of any coupon Bond if it shall at the time be so registered,
the holder of any coupon appertaining to a coupon Bond
whether or not such coupon Bond shall be so registered,
and the registered owner of any fully registered Bond, as
the absolute owner of such Bond or such coupon, as the
case may be, for all purposes whether or not such Bond
or such coupon shall be overdue, and neither the City, the
Fiscal Agent nor any paying agent shall be affected by
any notice to the contrary. Any consent, waiver or other
action taken by the holder of any bearer coupon Bond or
by the registered owner of any Bond other than a bearer
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coupon Bond pursuant to the provisions of this Ordinance
shall be conclusive and binding upon such Holder, his
heirs, successors or assigns, and upon ail transferees of
such Bond whether or not notation of such consent, waiver
or other action shall have been made on such Bond or an
any Bond issued in exchange therefor.

SECTION 3.12. Definitive and Temporary Bonds. PBonds
in definitive form shall be fully engraved or printed or
lithographed on steel engraved borders. Until Bonds in de-
finitive form of any Series are ready for delivery, the City
and the Fiscal Agent may execute, and, upon the requst
of the City in writing, the Fiscal Agent shall deliver in
lieu of any such Bends, and subject to the same provisions,
limitationa and conditions, one or more printed, litho-
graphed or typewritten Bonds in temporary form, substan-
tially of the tenor of the Bonds hereinbefore described,
without coupons or with one or more coupons, and with
appropriate omissions, variations and insertions. Such
Bond or Bonds in temporary form may be for the amount
of any authorized denomination or any multiple thereof,
as the Director of Finance may determine. Until exchanged
for Bonds in definitive form such Bonds in temporary form
shall be entitled to the benefit of this Ordinance. Unless
otherwise agreed with the Holder of such temporary Bond
or Bonds, the City shall, without unreasonable delay, pre-
pare, execute and deliver to the Fiscal Agent, and there-
upon, upon the presentation and surrender of any Bond
or Bonds in temporary form, the Fiscal Agent shall execute
and deliver, in exchange therefor, & Bond or Bonds in de-
finitive form of the same Series and same maturity for the
same aggregate principal amount as the Bond or Bonds in
temporary form surrendered. Such exchange shall be made
by the City at its own expense and without making any
charge therefor. Until such Bonds in definitive form are
ready for delivery, the Holder of one or more Bondas in
temporary form may, with the consent of the City, ex-
change the same, upon surrender thereof to the Fiscal
Agent for cancellation, for Bonds in temporary form of
like aggregate principal amount, of the same Series and

APP. NO., 397-24



maturity, in authorized denominations and bearing all un-
matured coupons, if any.

SecTION 3.13. Ezecution of Bonds. The Bonds shall be
axecuted on behalf of the City by the Fiscal Agent by the
manual signatures of two of its duly authorized officers,
under the seal of the City which shall be either affixed or
reproduced thereon in facaimile and shall be cauntersigned
and attested by the manual or facgimile signature of the
Controller, all in accordance with the Act of March 24,
1949, P. L. 312, or in such other manner as shall be au-
thorized by law and prescribed by supplemental ordinance.
The coupons attached to coupon Bonds shall be executed on
behalf of the City by the facsimile signature of the City
Controller. Any such Bonds or coupons may be executed,
issued and delivered notwithstanding that one or more of
. the officers signing such Bonds or whose facsimile signa-
ture shall be upon such Bonds or coupons or any thereof,
shall have ceased to be such officer or officers at the time
when such Bonds shall actually be delivered, and although
at the nominal date of the Bond any such person shall not
have been such officer.

SEcTION 3.14. Mutilated, Destroyed, Lost or Stolen
Bonds. Upon receipt by the Fiscal Agent and the City of
evidence gatisfactory to both of them that any outstanding
Bond or coupon has been destroyed, lost or atolen, and of
indemnity satiafactory to both of them, then, in the ab-
sence of notice to the City or to the Fiscal Agent that such
Bond or coupon, if alleged to have been lost or stolen, has
been acquired by a bona fide purchaser, or if a Bond or
coupon has been mutilated, the City in its discretion acting
through the Director of Finance, may execute and deliver
8 new bond of the same Series and same maturity and of
like tenor {which shall have attached the same correspond-
ing coupons, if any, as the mutilated, destroyed, loat or
atolen Bond if such Bond were a coupon Bond) in exchange
and substitution for, and upon surrender and canceliation
of, the mutilated Bond and coupons, if any, or in lieu of
and in subatitution for the Bond and coupons, if any, so

destroyed, lost or stolen.
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The City may, for each new bond authenticated and
delivered under the provisiona of this Section, require the
payment of the expenses, including counsel fees, which may
be incurred by the City and the Fiscal Agent in the prem-
isea. In case any such mutilated, lost or stolen Bond or
coupon has-become or is about to become due and payable,
the City, in its discretion, may, instead of issuing & new
Bond or coupon, direct the payment thereof at maturity
and the Fiscal Agent shall thereupon pay the same.

Any Bond or coupon issued under the provisions of this
Section in lieu of any Bond or coupon alleged to be de-
stroyed, lost or stolen shall constitute an original saddi-
tional contractual obligation on the part of the City whether
or not the Bond or coupon so alleged to be destroyed, lost
or stolen be at any time enforceable by anyone, and shall
be equally and proportionately entitled to the benefits of
this Ordinance with all other Bonds and coupons issued
under this Ordinance.

SECTION 3.15. Installment Bonds—Interim Certificates.
Nothing in this Ordinance shall be construed to prohibit
the authorization by supplemental ordinance of install-
ment Bonds in the forms above provided with appropriate
modifications or to prohibit the issuance of interim certifi-
cates pending the delivery of definitive Bonda in such form
as shall be approved by the City Solicitor.

SECTION 4.
ARTICLE IV
ISSUANCE OF BONDS—SUPPLEMENTAL
ORDINANCES

SECTION 4.01. Purpose of Bonds. The Bonds issued un.
der this Ordinance shall be isaued for the purpose of paying
the coet of projects, as such term is defined in the Act,
related to the Gas Works, of reimbursing any fund of the
City from which such costs shall have been paid or ad-
vanced, of funding any of such costs for which the City
shall have outstanding bond anticipation notes or other
obligations, of refunding any Bonds of the City issued for
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the foregoing purposes under the Act, or of refunding
general obligation bonds of the City issued for the fore-
going purposes.

SECTION 4.02. Pkedge of Revenues; Grent of Security
Interest; Apnlication of Revenues. The City hereby
pledges for the security and payment of all Bonds and
coupons, if any, issued under this Ordinance and hereby
grants a security interest in, all rents, rates and charges
imposed or charged by the City upon the owners or occu-
panta of properties connected to, and upon all users of,
gas distributed by the Gas Works and all other revenues
derived therefrom (the Project Revenues) as such term is
defined in the Act and all accounts, contract rights and
general intangibles representing the Project Revenues, and
in each case, the proceeds of the foregoing. For the purpose
- of compliance with the filing requirements of the Uniform
Commercial Code in order to perfect the security interest
herein granted, the Fiscal Agent shsll be deemed to be and
the City hereby recognizes the Fiscal Agent as, the repre-
sentative of bondhoiders to execute financing statements
as the secured party. Subject to the provisions of Section
7.02 hereof, all Project Revenues as and when coliected in
each fiscal year shall be applied first to Net Operating Ex-
penses; second, to reguired payments inte the Sinking
Fund herein created to pay the principal of and interest
on all Bonds issued hereunder and, if required, to accumu-
late, or to restore any deficiency in, the Sinking Fund Re-
serve; third, to the payment of any general obligation
bonds adjudged to be self-liquidating on the baais of such
expected revenues; fourth, to the payment of interest and
sinking fund charges of other genieral obligation debt in-
curred for the Gas Works, and fifth, to the payment of
City Charges. Any balance remaining may be applied to
any proper purpose of the City. The foregoing provisions
shali not be construed to require the segregation upon col-
lection of revenues prior to default in the payment of the
principal of and interest on Bonda.

SECTION 4.03. Particular Covenants. The City cove-
nants with the Holders of all Bonds from time to time and
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at the time ouilstanding under this Drdinance, that s0 long
a8 any such Bonds shall remain cuistanding:

{8} No Bonds will be issued by the City hereunder or
under any ordinance supplemental hereto unless the
financial report of the chief fiscal officer of the City re-
quired by Section 8 of the Act to be filed with the City
Council 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 diatribution systems of the magni-
tude and scope of the Gas Works and a favorable repu-
tation for competence in such field (the Engineers) set-
ting forth the qualifications of the Engineers and:

{i) containing a statement that the Engineers have
made such investigation of the physical properties in-
cluded in the Gas Works and of the books and records
of the Gaa Works maintained by the City or by the
Manager, as they deemed necessary; and

(i1) on the basis of such investigation containing:
(aa) the same matters, statements and opinion
as are required by Section 8 of the Act to be con-
tained in the financial report of the chief fiscal
officer supported by appropriate schedules and
summaries;

(bb) = statement that the Gas Works rents, rates
and charges, on the basis of which the statements
required by the foregoing clause (aa) are made,
are currently and will be sufficient to comply with
the Rate Covenant set forth in Section 4.03(b);
and

(ce) a statement that, in the opinion of the engi-

neers, the Gas Works are in good operating con-
dition or that adequate steps are being taken to

make them so.

(b) it will, at & minimum, impose, charge and collect in
each Fiscal Year such gas rates and charges as shalj,
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together with all other Project Revenues (as defined
in the Act) o 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 required to pay sinking
fund requirements for principal of and interest on
all Bonds issued and outstanding hereunder which
will become due and payable during such Fiscal Year;
and :

(iii) the amount, if any, required to be paid into
the Sinking Fund Reserve during such Fiscal Year;
or

B. The sum of:
(i) All Net Operating Expenses payable during such
Fiscal Year; and

(it} all Sinking Fund deposits required during such
Fiscal Year in respect of all outstanding Bonds and
in respect of all outstanding general obligation bonds
issued for improvements te the Gas Works and all
amounts, if any, required during such Fiscal Year
to be paid into the Sinking Fund Reserve.

The Gas Commission is hereby authorized and directed,
without further authorization, to impose and charge and
to collect, or cause to be collected, rents, rates and charges
which shall be sufficient in eath Fiscal Year to comply
with the foregoing Rate Covenant.

(¢) It will pay or cause the Fiscal Agent or paying
agent to pay from the Project Revenues deposited in
the Sinking Fund the principal of, premium, if any, and
interest on all Bonds as the same shall become due and
payable and as more particularly set forth in-the Bonda. ..

(d) It will continuously maintain in good cendition and
continuously operate the Gas Workas.
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(e) It will not in any Fizcal Tear pay from the 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 thereto or concurrently
therewith sll sinking fund charges in respect of Bonds
issued and outstanding hereunder for such Fiscal Year,
then payable, shall have been deposited in the Sinking
Fund created hereby.

(f) It will not refund from the proceeds of Bonds any
debt of the City represented by general obligation bonds
or notes issued prior to January 1, 1974.

(g) That it has, by Ordinance, authorized the imposi-
tion of rates and charges by the Gas Commission suf-
ficient from time to time to comply with Rate Covenant
set forth in Section 4.03(b) and that it will not repesl
or materially adversely dilute such authorization.

(h) It will, not later than 120 days following the close
of each Fiscal Year, file with the Fiscal Agent a report
of the operation of the Gas Works setfing forth, among
other things, in reasonable detail financial data con-
cerning the Gas Works for such Fiscal Year, including
s balance sheet, statements of income, equity, and
changes in financial condition, and an analysis of funds
available to cover debt service (in each case not incon-
sistent with the statements of income, expenses, and
other accounts of the City audited by the City Control-
ler) prepared by the Manager of the Gas Works in ac-
cordance with generally recognized municipal accounting
principles consistently applied, showing compliance with
the Rate Covenant, accompanied by a certificate of the
Manager of the Gas Works that the Gas Works are in
good operating condition and by & certificate of the
Director of Finance that as of the date of such report
the City has complied with all of the covenants in this
Ordinance and in all ordinances supplemental hereto on
its part to be performed. Such report shall be furnished
to the Fiscal Agent in such reasonabie number of copies
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a3 ghall be required to meet the written requests of Bond-
holders therefor on a first come first served basis. The
Fiscal Agent shall keep on file a copy of each report and
its accompanying certificates for a period of fen (10)
years and shall exhibit the same to, and permit the copy-
ing thereof by, any Bondholder or his authorized repre-
sentative at all reasonable times.

SECTION 4.04. Bonds to be Parity Bonds. All bonds
issued hereunder shall be parity Bonds equally and ratably
secured by the pledge of and grant of security interest in,
the Project Revenues without preference, priority or dis-
tinction as to lien or otherwise, except as otherwise here-
inafter provided, of any one Bond or coupon over any other
Bond or coupon or as between principal and interest.

The City hereby reserves the right, and nothing herein
ahal]l be construed to impair such right, to finance improve-
ments to its Gas Works by the issuance of its general obli-
gation bonds or by the issuance, under ordinances other
than Supplemental Ordinances, of Gas Works bonds for the
payment of which Project Revenues of the Gas Works may
be pledged subject and subordinate in each Fiscal Year to
the prior payment from such revenues of all principal,
premium, inferes{ and sinking fund requirements payable
during such Fiscal Year under this Ordinance, as from
time to time supplemented and amended, in respect of

Bonds.

SECTION 4.05. Sale of Bonds; Taxes Not to be Assumed;
Terms and Provisions; Authority of Director of Finance.
To the extent, pursuant to Section 4.06, that the Supple
mental Ordinance authorizing any Series of Bonds here-
under shall not otherwise provide:

{a) All bonds shall be sold at public, private or invited
sale as & majority of the Mayor, the City Controller and
the City Solicitor may determine to be in the best inter-
est of the City and, if sold at competitive public sale,..
shall be sold to the purchaser or purchasers submitting
the highest and best bid upon such terms and conditiona
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of the bidding as shall be specified in an official notice
of sale {ssued in the name of ¢he City by the Director of
Finance;

(b} no covenant to pay or assume any taxes shall be
included in such Bonds; and

(¢) subject to the foregoing, the terms upon which or
the prices for which the Bonds are to be sold or ex-
changed, and the form, terms and provisiona of the
Bonda including, without limitation, the maiters re-
ferred to in Section 5 of the Act, and in the second
paragraph of Section 3.04 of this Ordinance shall be
determined by the Director of Finance who is hereby
designated as the officer of the City to make such determi-
nations based, to the extent applicable, on the prices, in-
terest rates or other terms set forth in the highest and
best proposal conforming to the bidding specificationa
as ascertained and accepted on behaif of the City by the
Director of Finance.

SECTION 4.06. Conditions of Issuing Bonds, Supplemental
Ordinance; Filing of Transcript; Use of Proceeds; Refund-
ing Bonds. Prior to the issuance of any series of Bonds,
the Council shall adopt an ordinance supplemental hereto
specifying the aggregate principal amount or maximum
aggregate principal amount, and anthorizing the issuance
of such Bonds; stating that such Bonds are issued in re-
spect of capital costs of a Gas Works project or projects
of the City or to fund or refund bond anticipation or other
obligations of the City issued in respect thereof or for the
purpose of refunding debt issued for such purpose; making
a finding bassed on the report of the Director of Finance
of the City required by Section 8 of the Act that the Project
Revenues pledged hereunder will be sufficient to comply
with the Rate Covenant and also to pay all cosis, expenses
and payments required to be paid therefrom and in the
order and priority stated in Section 4.02; and containing
the covenant as to the payment of debt service required
by Article IX, Section 10 of the Pennsylvania Conastitu-
tion. Such Supplemental Ordinance may specify such form,
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terms and provisions of the Bonds to be issued thereunder,
may specify a particular method of sale; may specify the
terrns upon which, or the prices for which, the Bonds are
to be zold or exchanged, inciuding, if applicable, competi-
tive bidding specifications; may contain such amendments
to this Ordinance, including amendments or rescission of
the covenants herein contained, and may contain or au-
thorize such further covenants and agreements, including
such covenants as may be appropriate under existing regu-
lations so that the Bonds may not be deemed to be “arbi-
trage bonds” as such term is defined in the Internal Reve-
nue Code and applicable regulations, all as the Council may
deem appropriate and proper and as shall be authorized
or permitted by the Act but no such amendments, provi-
sions, terms, covenants or agreements (other than those
permitted under Section 8.01 and adopted pursuant thereto)

" which shall be inconsistent with the provisions of, or if

they would impair a prior covenant contained in, this Or-
dinance as at the time amended or supplemented, shall
become effective until all Bonds the holders of which are
entitled to the protection of, or to enforce compliance with
such prior covenant, shall cease to be outstanding.

Prior to the issuance of any Series of Bonds hereunder
the Director of Finance shall, in addition to the filing re-
quirements of Section 12 of the Act, file with the Fiscal
Agent a transcript of the proceedings authorizing the issu-
ance of such Series of Bonds which shall include (i} a cer-
tified copy of this Ordinance (unless previously so filed);
(ii) a certified copy of the Supplemental Ordinance; {iii)
an executed or certified copy of the report of the Director
of Finance required by subsection {(a) of Section 8 of the
Act; (iv) an executed copy of the opinion of the City-
Solicitor required by subsection (b) of Section B of the
Act; (v} an executed copy of the Engineer’s report re-
quired by subsection (a) of Section 4.03; and (vi) a cer-
tificate of the Director of Finance that there is no default
in the payment of the prinecipal of; interest- ons or- pres-
miums, if any, payable in respect of, any Bonds, that the
amounts currently on deposit in the Sinking Fund Reserve
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meet the requirements of Section 6.0:4 thal the report for
the latest completed Fiscal Ye-o required to be filed pur-
suant to subzection (h) of Section 4.03 has been filed and
that during such Fiscal Year the City was in compliance
with the Rate Covenant as therein shown, and that. the
City is currently in compliance with the Rate Covenant
and all other covenants contained in this Ordigance and
all Supplemental Ordinances, and thereupon the proper
officers of the City and the Fiscal Agent shall be authorized
to execute and deliver the Bonds so authorized, to receipt
for the purchase price thereof and to execute and deliver
on behalf of the City the usual closing statements, affi-
davits and certificates.

The Director of Finance, the City Solicitor, the City Con-
troller and such other officers of the City as may be appro-
priate are authorized in connection with the issuance of any
Series of Bonds hereunder, to prepare, execute and file on
behalf of the City such statements, documents or other ma-
terial as may accurately and properly refiect the financial
condition of the City or other matters relevant to the issu-
ance or payment of such Bonds and as may be required ar
appropriate to comply with applicable state or federal laws
or regulations.

Unless otherwise provided in the Supplemental Ordi-
nance, the proceeds of sale of all Bonds issued hereunder
ghall be deposited in the consolidated cash account of the
City to the credit of the capital improvement funds and
shall be disbursed therefrom, in accordance with estab-
lished procedures, for the costs of the project or projects
{23 such term is defined in the Act) for which the Bonda
were issued provided, however, that if such Bonds shall
be issued for the purpose of funding or refunding bonds
or notes previously issued by the City such proceeds shall,
unless otherwige directed by the Supplemental Ordinance,
be deposited in a special account in the Sinking Fund here-
inafter authorized and deposited, invested (if appropriate)
and disbursed under the direction of the Director of Fi-
nance for the purpose of retiring the bonds or notes being
funded or refunded.
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If the City shall, by Supplemental Ordinance, authorize
the issuance of revenue refunding bonds pursuant to Sec-
tion 10 of the Act, in the absence of specific direction or
inconsistent authorization contained in the Supplemental
Ordinance, the Director of Finance is hereby authorized
in the name and on behalf of the City to take all such
action, including the irrevocable pledge of proceeds and/or
the income and profit from the investment thereof for the
payment and redemption of the funded or refunded bond
or notes and inciuding the publication of all required re-
demption notices or the giving of irrevocable instructions
therefor, as may be necessary or appropriate to accom-
plish the funding or refunding and to comply with the
requirements of Section 10 of the Act.

SECTION 5,
ARTICLE V -
REDEMPTION OF BONDS

SECTION 5.01. Bonds May Be Subject to Redemption.
Bonds of any Series may be subject to either optional or
mandatory redemption at the times, in the order, in the
amounts, at the redemption prices, and other such ferms,
conditions and restrictions, all as may be set forth in the
Supplemental Ordinance authorizing the issuance of such
series or, in the abgence of such provisions, as may be set
forth in the Bonds at the direction of the Director of Fi-
nance and shall be set forth in the official notice of sale.

SECTION 5.02, Notice, Selection by Lot. Whenever the
City shall, by ordinance of Council, determine to redeem
all or part of the Bonds of any series in accordance with
the right reserved so te do, or when the City or the Fiseal
Agent shall be required to redeem Bonds pursuant to man-
datory redemption provisions, the City or the Fiscal Agent,
a3 the case may be, shall cause a notice of intention to re-
deem, signed in the name of the City by the Fiscal Agent,
to be published once a week for two consecutive weeks, the
first publication to be at least thirty days and not more-than-—
sixty days before the redemption date, in not less than two:
nor more than four daily newspapers published in the Eng-
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lish language and of general circulatioi in the City. At least
thirty days before the redemption date the Fiscal Agent
shall mail such notice to each registered owner appearing
upon the bond register of the registered Bonds to be re-
deemed, but failure so to mail any such notice shall not
affect the validity of the proceedings for redemption. Such
notice shal] specify, unless a pertinent Supplemental Ordi-
nance shall otherwise provide, the Series and the maturi-
ties of the Bonds so to be redeemed and also, if less than all
then outstanding Bonds of a maturity are to be redeemed,
the numbers of the Bonds to be redeemed which may be ex-
pressed in designated blocks, if applicable, and the date
fixed for redemption, the redemption price and the place of
payment, and shall further state that, from and after such
date, interest thereon will cease to accrue.

In connection with the redemption of less than all the
Bonds of a particular maturity or series, the Fiscal Agent
ghall draw by lot the number of the Bonds to be redeemed
in such manner as it shall deem proper unless the Supple-
mental Ordinance establishing the terms and provisions of
such Bonds or the redemption provisions of the particular
Bonds provides that they shall be redeemable in the order
or inverse order of their numbers or that such Bonds shall
be redeemable in the order or inverse order of their ma-
turities and all Bonds of a particular maturity or ma-
turities are being redeemed. For the purpose of any draw-
ing, the Fiscal Agent shall assign a number for each basic
denomination. ‘

SECTION 5.03. Effect of Redemption, Payment. Notice
having been given in the manner hereinbefore provided in
this Article or irrevocable instructions to give such notice
having been delivered to the Fiscal Agent to pay said Bonds
or portions thereof, and funds complying with the provi-
sions of subparagraph (1) of Section 10 of the Act having
been deposited in trust with the Fiscal Agent or having
been set aside with the Sinking Fund Depositary in a
special account in the Sinking Fund, prior to the date fixed
for redemption, the Bonds or portions thereof so called for
redemption, shall become due and payable on the redemp-
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tion date so designated, and interest on such Bonds or por-
tions thereof shall cease from such redemption date,
whether such Bonds be presented for redemption or not,
and the coupons representing the interest on any of said
Bonds thereafter to accrue shall from that date be void
and of no effect. The principal amount of all Bonds or por-
tions thereof so called for redemption, together with the
premium, if any, and accrued interest thereon, shall be
paid by the Fiscal Agent, upon presentation and surrender
thereof in negotiable form, accompanied by coupons, if
any, representing such interest. All coupons maturing sub-
sequent to the date of redemption must accompany each
Bond so redeemed.

SECTION 5.04. Partial Redemption. Upon presentation
of any Bond which is to be redeemed in part only, the City
and the Fiacal Agent shall execute and deliver to the
Holder thereof, at the expense of the City a new Bond or
Bonds of authorized denominations in principal amount
equal to and of the same Series and maturity as the unre-
deemed portion of the Bond or Bonds so presented, which
new Bond or Bonds shall, at the option of the Holder, either
be a coupon Bond or Bonds with all unmatured coupons
thereto appertaining or a registered Bond or Bonds with-
out coupons.

SECTION 6.
ARTICLE VI
SINKING FUND

SECTION 6.01. Establishment of Sinking Fund. There
is hereby established a sinking fund to be known as the
City of Philadelphia Gas Works Revenue Bond Sinking
Fund (referred to in this Ordinance as the Sinking Fund)
for the benefit and security of the Holders of all Bonds.
The Sinking-Fund shall be held in the name of the City in
an account or accounts separate and apart from all other
accounts of the City and payments therefrom shall be |
made only as hereinafter’ 1n this Ordinance prowded

The ‘City covenants and ‘the Director of Finance is ch-
rected to deposit in, and there is hereby appropriated to,
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the Sinking Fund {rom the pledyed revenues in each Fincsl
Year such amounts as will, togeiher with interest and prof-
its earned and to be earned on investments held therein,
be sufficient to accumulate, on or before each interest and
principal payment date of the Bonds, the amounts required
to pay the principal of and the interest on the Bonds then
becoming due and payable, Payment into the Sinking Fund
ghall be scheduled at such times and in such amounta in
relation to the receipt of revenues and the operation and
maintenance requirements of the Gas Works as the Direc-
tor of Finance shall determine.

SECTION 6.02, Fiscal Agent. Such state or federally
chartered bank as may from time to time be appointed by
the City in accordance with law, shall act as Fiscal Agent
in respect of all Bonds issued under this Ordinance or in
reapect of any particular issue or issues of Bonds. The
Fiscal Agent shall also act as Sinking Fund Depositary of
the Sinking Fund, and as paying agent and registrar of
the Bonds in respect of which it is the Fiscal Agent. Noth-
ing in this Ordinance shall be construed {o prevent the
City from engaging other or additional Fiscal Agents from
time to time or from engaging other or additional sinking
fund Depositaries, paying agents or registrars of the Bonda
or any seriea thereof.

Subject to the foregoing, the proper officers of the City
are authorized to enter into contracts or to confirm exist-
ing agreements governing the maintenance of accounts and
records, the disposal of cancelled Bonds and coupons, the
rights, duties, privileges and immunities of the Fiscal
Agent, and such other matters as are authorized by the
Act and as are customary and appropriate and to confirm
the agreement of the Fiscal Agent, in its severs]l capaci-
ties, to comply with the provisions of the Act and of this
Ordinance.

SECTION 6.03. Payments From the Sinking Fund. The
Sinking Fund Depositary shall, on direction of the Direc
tor of Finance, or if for any reason he should fai} to give
such direction, on the direction of the Fiscal Agent, liqui-
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date investments, if necessary, and pay over from the Sink-
ing Fund in cash to the Fiscal Agent not later than the due
date thereof the full amount of the principal, interest on,
and premium, if any, payable upon redemption of, all

Bonda.

Any excess moneys in the Sinking Fund, including any
excese amount in the Sinking Fund Reserve and moneys
for the payment of the interest, principal and premium of
bonds unclaimed after the due date for two years, shall be
repaid to the City but such repayment shall not discharge
the obligation, if any, for which such moneys were pre-
viously held in the Sinking Fund.

SECTION 6.04. Sinking Fund Reserye. There is hereby
- established a Sinking Fund Reserve which shall be held by
the Sinking Fund Depositary as part of the Sinking Fund
but for which separate accounts shail be maintained. Un-
less otherwise provided in the applicable Supplemental Or-
dinance in compliance with this Section 6.04, the City shall,
under direction of the Director of Finance, deposit in the
Sinking Fund Reserve from the proceeds of sale of each
Series of Bonds issued hereunder, an amount equal to the
maximum amount required in any Fiscal Year to pay the
principal of and interest on the Bonds of such Series be-
coming due and payable in such Fiscal Year. The money
and investments (valued at market) in the Sinking Fund
Reserve shall be held and maintained in an amount equal
at all times to the maximum principal and interest require-
ments in any subsequent Fiscal Year of all bonds issued
and outstanding hereunder, provided that if the Supple-
mental Ordinance authorizing a Series of Bonds shall au-
thorize the accumulation from Project Revenues of a re-
serve of such amount in respect of such Bonds over a period
of not more than six Fiscal Years after the issuance and
delivery of such Bonds, then the full payment of the annusai
deposits required under such Supplemental Ordinance will™”
meet the Sinking Fund Reserve requirement of this Ordi-
nance in respect of such Bonds.
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If, at any time and for any .re2son, the moneys in the
Sinking Fund, other than in the Sinking Fund Reserve,
shall be insufficient to pay as and when due, the principal
of (and premium if any) or interest on any Bond or Bonds,
the Sinking Fund Depositary is hereby authorized and
directed to withdraw from the Sinking Fund Resgerve and
pay over to the Fiscal Agent the amount of such deficiency.
If by reason of such withdrawal or for any other reason
there shall be a deficiency in the Sinking Fund Reserve,
the City hereby covenants to restore such deficiency as
required by Section 7.02.

SECTION 6.05. Management of the Sinking Fund. To
the extent that debt service in respect of any Series of
Bonds shall not be financed as a part of the cost of the
project or projects for which the Bonds are issued, in
which case the amount of the debt service financed shall be
deposited in the Sinking Fund from the proceeds of Bonds,
sinking fund payments from the pledged revenues in re-
spect of each Series of Bonds shall commence during the
six-month period immediately preceding the first interest
payment date of each Series for which debt service has
not been completely funded and in any event not later than
one year subsequent to the estimated completion or acquisi-
tion of projects to be constructed or acquired as estimated
by the Manager of the Gas Works and, in all other cases,
not later than one year subsequent to the date of the Bonds.
The moneys, including interest bearing deposits, in the
Sinking Fund to the extent not otherwise invested and to
the extent not insured, shall be secured as required by the
Act and, to the extent not currently required for the pay-
ment of debt service, shall be continuously invested and
reinveated in securities or interest bearing deposits au-
thorized by the Act, all at the direction and under the
management of the Director of Finance. Interest and prof-
its from such investments shall be added to the Sinking
Fund and credited in reduction of or to complete required
deposits into the Sinking Fund.

SBECTION 6.06. Consolidated Fund. The Sinking Fund
shall be a consolidated fund for the equal and proportionate
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benefit of the holders of all Bonds from time to time out-
standing hereunder and may be invested and reinvested on
& consolidated basis. The principal of and interest on and
profits (and losses if any) realized on investments in the
Sinking Fund shall be allocated prorata for the Seriea or
the specific Bonds in respect of which such investments
were made without distinction or priority but moneys (and
the investments thereof) specifically deposited for the pay-
ment of any particular installment of principal, interest
or premium shall be held and applied exclusively to the
payment of such particular principal, interest or premium.

SECTION 7.
ARTICLE VII
DEFAULTS AND REMEDIES

SECTION 7.01. Defaults and Statutory Remedies. If the
City shall fail or neglect to pay or to cause to be paid the
principal of, redemption premium, if any, or the interest
on any Bond or any Series of Bonds issued hereunder,
whether at stated maturity or upon call for prior redemp-
tion, or if the City shall fail to comply with any provision
of the bonds or with any covenant of the City contained
in this 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 Bond or Bonds
shall be entitled to all of the rights and remedies, includ-
ing the appointment of a trustee, provided in the Act.

SECTION 7.02. Additional Remedies. If the City shall
fail or neglect to make deposits into the Sinking Fund, in.
cluding the Sinking Fund Reserve, in the amounts and at
the times required by this Ordinance and as provided in
the Bonds or if, for any reason, there shall be insufficient
moneys on deposit in the Sinking Fund for the payment in
full of the principal (and premium, if any) or of intereat
on the Bonds as and when the same shall from time to time
become due and payable, then the City covenants that it™ ~
will without notice thereof from any Bondholder, fiscal
agent, paying agent or sinking fund depositary, and so
long as such default shall continue, immediately upon such
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default deposit in the Sinking Fund, on a dail
of all pledged revenues of the Gas Works, or
percentage thereof as the Director of Finane
mine. The covenant of this Section 7.02 shs
cally enforceable by any trustee appointed
Section 20 of the Act or if there be no suc
pointed, then by the Holder of any Bond out:

SECTION 7.08. Remedies Not Exclusive; EY
In Ezercize of Remedies. No remedy herein
conferred upon or reserved to the trustee, if 1
Holder of any bond is intended to be exclusi
specifically provided in the Act) of any oths
remedies, and each and every such remedy 8
lative, and shall be in addition to every other
hereunder or now or hereafter existing at iav
or by statute.

No delay or omission of the trustee, if one
or of any Holder of the Bonds to exercise
power accruing upon any default ghall imp
right or power or shall be construed to be a 1
such default, or an acquiescence therein; and
and remedy given by this Article, by the Act
may be exercised from time to time, and as
be deemed expedient.

SECTION 7.04. Remedies to be Enforced
Pledged Revenues. Any decree or judgment
ment of money against the City by reason of
under shall be enforceable only against the
nues and the inveatments thereof and no de
ment against the City upon an action broug
ghall order or be construed to permit the o
tachment, geizure, or sale upon execution -
property of the City.

SECTION 8.
ARTICLE VIII
AMENDMENTS AND MODIFICAT
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SEcTION 8.01. In addition to the adoption of Supple-
mental Ordinances supplementing and/or amending this
Ordinance ag provided in Section 4.06 in connection with
the issuance of successive series of bonds, this Ordinance
and any Supplemental Ordinance may be further supple-
mented, modified or amended: (a) to cure any ambiguity,
formal defect or omission herein or therein; (b) to grant
to or confer upon Bondholders, or a trustee, if any, for the
benefit of Bondholders any additional rights, remedies, pow-
ers, authority, or security that may be lawfully granted
or conferred; (c) 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 im-
pair the security or right to payment of the Bonds but no
amendment or modification shall be made with respect to
any outstanding Bonds to alter the amount, rate or time
of payment, respectively, of the principal thereof or the
interest thereon or to alter the redemption provisions
thereof without the written consent of the Holders of all
affected outstanding Bonds; and (d) except as aforesaid,
in such other respect as may be authorized in writing by
the Holders of 67% in principal amount of the Bonds out-
standing and affected. Bonds which have become due and
payable on a fixed redemption date in accordance with
Section 5.03 shall be deemed to be not outstanding.

SECTION 9,
ARTICLE IX
MISCELLANEQUS

SecTioN 9.01. Ordinances are Coniracts With Bond-
holders. This QOrdinance and Supplemental Ordinances
adopted pursuant hereto are contracts with the Holders of
all Bonds from time to time outstanding hereunder and
thereunder and shall be enforceable in accordance with
the provisions of Article VII and the laws of Pennsyl-
vania.

SECTION 9.02. Repeals. All ordinances and parts of or-
dinances heretofore adopted to the extent that the same
are inconsistent herewith are hereby repealed.
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(Bill No. 274)

AN ORDINANCE

Constituting the Sixth Supplemental Ordinance to the General
Gas Works Revenue Bond Ordinance of 1975, as amended by
the Fifth Supplemental Ordinance thereto; authorizing the
Mayor, the City Controller and the City Solicitor, or a ma-
jority of them, to sell Gas Works Revenue Bonds, Sixth Series,
of the City of Philadelphia in the maximum aggregate prin-
cipal amount of one hundred million dollars ($100,000,000);
designating the projects being financed and setting forth the
use of proceeds; determining the sufficiency of the project
revenues; covenanting the separation of Gas Works revenue
accounts and proceeds of the Sixth Series Bonds from gen-
eral accounts of the City; covenanting the payment of in-
terest and principal on the Sixth Series Bonds; authorizing
covenants and action in order that the Sixth Series Bonds
shall not be arbitrage bonds; amending the General Gas Works

Revenue Bond Ordinance of 1975, as amended by the Fifth
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Supplemental Ordinance thereto, to provide that interest and
income on the Sinking Fund Reserve may be retained in such
Reserve by the Director of Finance; and specifying the ap-
plicability of sections of . The First Class City Revenue Bond
Act and E}e General Gas Works Revenue Bond Ordinance of
1975, as amended by the Fifth Supplemental Ordinance

thereto.
The Council of the City of Philadelphia hereby ordains:

Secrionw 1. The Mayor, the City Controller and the City

Solicitor (the “Bond Committee”), or a majority of them, are

hereby authorized on behalf of the City to borrow, by the is- '

suance and sale of Gas Works Revenue Bonds, Sixth Series, of
the City (the “Sixth Series Bonds”), pursuant to The First Class
City Revenue Bond Act of October 18, 1972, Act No. 234 (the
“Act’) and the General Gas Works Revenue Bond Ordinance
of 1975, as amended by the Fifth Supplemental Ordinance
thereto (the “Geperal Ordinance™), a sum or sums which in
the aggregate shall not exceed one hundred million dollars
($100,000,000) to be expended as provided in Section 2 of this
Ordinance. The Sixth Series Bonds shall contain such terms and
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provisions as are determined by a majority of the Bond Com-
mittee to be in the best interest of the City and are not incon-

sistent with the provisions hereof, of the Act or of the General

Ordinance.

The Sixth Series Bonds shall not pledge the credit or taxing
power, create any debt or charge against the tax or general
revenues of create any lien against any property of the City

other than the revenues pledged by the General Ordinance.

Secrion 2. The Sixth Series Bonds shall be issued in respect
of capital costs of the gas works system of the City (the “Gas
Works”) incurred or to be incurred for the purpose of (i) ac-
quiring and Aconstructi.ng the capital improvements included in
the capital program of the Gas Works as from time to time
included in the capital budget of the City, which may include,
without limitatien, (a) the acquisition of land or rights therein;
(b) the acquisition, construction or improvement of buildings,
structures and facilities together with their related furnishings,
equipment, machinery, and apparatus; (c) the acquisition, con-
struction or replacement of pipes and pipe lines; and (d) the
acquisition or replacement of property of a capital nature for
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use in the operation, maintenance and administration of the Cas
Works system of the City; and (ii) paying any other Project
Costs (as defined in the Act), which may include, without
limitation, the repayment to any fund of the City or to accounts
of the Gas Works of amounts advanced for Project Costs, and
the funding ox:“ref-unding of outstanding bond anticipaton tem-
porary loan notes or other obligations of the City issued in

respect of Project Costs.
The City covenants that the proceeds of the sale of the Sixth

Series Bonds which remain available for the payment of the
costs of the capital improvements included in the capital pro-
gram of the Gas Works as from time to time included in the
capital budget of the City, after payment of the financing costs,
the required payment into the Sinking Fund Reserve and the
repayment to the City and the Gas Works of amounts previously
advanced for project costs or for the funding or refunding of
bond anticipation temporary loans or other obligations as de-
scribed above, shall be deposited and held in and disbursed
from one or more unsegregated accounts of the Gas Works

which shall be separate and apart from and not commingled
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with the consolidated cash acco.unt of the City or any other ac-
count of the City not held exclusively for Gas Works purposes.
This covenant shall not be construed to require the establishment
of any Gas Works accou;1t segregated from any other Gas Works

accounts.

Section 3. Based on the report of the Director of Finance
of the City filed with the Council pursuant to Section 8 of the
Act, it is hereby determined that the pledged Project Revenues,
as defined in the General Ordinance, will be sufficient to comply
with the rate covenant contained in Section 4.03(b) of the Gen-
eral Ordinance and also to pay all costs, expenses and pay-
ments required to be paid therefrom in the order and priority

stated in Section 4.02 of the General Ordinance.

SectioN 4. Subject to the provisions of Section 7.02 of the
General Ordinance, the City covenants that, so long as any of
the Sixth Series Bonds shall 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 City or any other account of
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the City not held exclusively for Gas Works purposes. This

covenant shall not be construed to require the establishment of
any Gas Works account segregated from any other Gas Works
accounts except as otherwise required by the General Ordi-

nance.

Secrion 5. The City covenants that, so long as any Sixth
Series Bonds shall remain unpaid, it shall make payments or
cause payments to be made out of its Gas Works Revenue Bond
Sinking Fund created under the Ceneral Ordinance, at such
times and in such annual amounts as shall be sufficient for the
payment of the interest thereon and the principal thereof whenl

due.

Secion 6. The Director of Finance is authorized to take
such acton on behalf of the City with respect to the invest-
ment of the proceeds of the Sixth Series Bonds, and the Di-
rector of Finance and any member of the Bond Committee are
authorized to make such covenants, as may be necessary or
advisable in order that the Sixth Series Bonds shall not be “ar-
bitrage bonds” as defined in the Internal Revenue Code of 1954,
as amended.
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Secrion 7. The General Ordinance is hereby amended by
changing the first sentence of Section 6 of the Fifth Supple-

mental Ordinance to the General Ordinance to read as follows:

“All interest and income earned on moneys held in the
Gas Works Revenue Bond Sinking Fund Reserve created
under the General Ordinance (Sinking Fund Reserve Eamn-
ings) may, to the extent not required to comply with Sec-
tion 6.04 of the General Ordinance, be transferred and paid
by the Director of Finance to t‘he operating funds of the
Gas Works, to be applied as Project Revenues in accordance

with the terms of Secton 4.02 of the General Ordinance.”

Secriox 8. This Ordinance is supplementary to the General
Ordinance and a!l sections of the General Ordinance and the
Act not inconsistent herewith are applicable to the Sixth Series
Bonds. All definitions of terms contained in the Act or in the

General Ordinance shall apply to such terms in this Ordinance.
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CERTIFICATION: This is o true ond correct copy of

the original Ordinance approved by the Mayor on
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(Bill No. 534}
AN ORDINANCE

Constituting the Eighth Supplemental Ordinance to the
General Gas Works Revenue Bond Ordinance of 1975,
as amended to date; authorizing the Mayor, the City
Controller and the City Solicitor, or a majority of them,
to sell, either at public or private sale, Gas Works

; Revenue Bonds, Eighth Series, of the City of

! Philadelphia in the maximum aggregate principal

amount of ninety million dollars ($90,000,000},

provided that if the Bonds are sold at a discount the
aggregate principal amount may be increased to reflect
such discount so long as the aggregate gross proceeds to
the City from the sale of the Bonds do not exceed ninety
million dollars ($90,000,000}); designating the projects
being financed and setting forth the use of proceeds and
permitting the transfer of interest and income earned
on such proceeds to the operating funds of the Gas
Works; determining the sufficiency of the project

revenues; covenanting the separation of Gas Works

revenue accounts and proceeds of the Eighth Series

Bonds from general accounts of the City; covenanting
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the payment of interest and principal on the Eighth
Series Bonds; authorizing covenants and action in order
that the Eighth Series Bonds shall not be arbitrage
bonds; amending the General Gas Works Revenue Bond
Ordinance of 1975, as amended to date, to provide that
excess monies in the Sinking Fund Reserve in respect of
the Eighth Series Bonds, other than Sinking Fund
Reserve Earnings, shall be transferred to certain
accounts of the Gas Works and applied to pay capital
costs; amending the General Revenue Bond Ordinance
of 1975, as amended to date, relating to the issuance of
fully registered bonds; and specifying the applicability
of sections of The First Class City Revenue Bond Act
and the General Gas Works Revenue Bond Ordinance of
1975, as amended to date.

The Council of the City of Philadelphia hereby ordains:

Section 1. The Mayor, the City Controller and the
City Solicitor {the “Bond Committee”), or a majority of
them, are hereby authorized on behalf of the City to
borrow, by the issuance and sale of Gas Works Revenue
Bonds, Eighth Series, of the City (the “Eighth Series
Bonds™), pursuant to The First Class City Revenue Bond
Act of October 18, 1972, Act No. 234 (the “Act”) and the
General Gas Works Revenue Bond Ordinance of 1975, as
amended to date (the “General Ordinance”), a sum or

sums which in the aggregate shall not exceed the
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principal amount of Bonds authorized to be issued
hereunder, to be expended as provided in Section 2 of this
Ordinance. The Eighth Series Bonds shall be sold either at
public competitive sale to the highest bidder or bidders or
at a private negotiated sale, as a majority of the Bond
Committee shall deem to be in the best interest of the City.
The Eighth Series Bonds shall contain such terms and
provisions, as are determined by a majority of the Bond
Committee to be in the best interest of the City and are not
inconsistent with the provisions hereof, of the Actor of the

General Ordinance.

The aggregate principal amount of Eighth Series Bonds
which are authorized to be issued hereunder shall not be
more than ninety million dollars ($90,000,000); provided
that if any of the Eighth Series Bonds are to be sold at
discounts which are in lieu of periodic interest, the
aggregate principal amount of Eighth Series Bonds which
may be issued hereunder shall be increased to reflect such
discounts, so long as the aggregate gross proceeds from the
sale of the Eighth Series Bonds shall not exceed ninety
million dollars ($90,000,000).

The Eighth Series Bonds shall not pledge the credit or
taxing power, create any debt or charge against the tax or
general revenues or create any lien against any property

of the City other than the revenues pledged by the General

Ordinance.
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Section 2, The Eighth Series Bonds shall be issued in
respect of capital costs of the gas works system of the City
(the “Gas Works”™) incurred or to be incurred for the
purpose of (i) acquiring and constructing the capital
improvements 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
together with their related furnishings, equipment,
machinery and apparatus; {c¢) the acquisition,
construction or replacement of pipes and pipe lines; and
(d) the acqﬁisition or replacement of property of a capital'
nature for use in the operation, maintenance and
administration of the Gas Works system of the City; and
(i1) paying any other Project Costs (as defined in the Act),
which may include, without limitation, the repayment to
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.

The City covenants that the proceeds of the sale of the
Eighth Series Bonds which remain available for the
payment of the costs of the capital improvements, after

payment of the financing costs, the required payment into
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the Sinking Fund Reserve and the repayment to the City
and the Gas Works of amounts previously advanced for
Project Costs or for the funding or refunding of bond
anticipation notes or other obligations as described above,
shall be deposited and held in and disbursed from one or -
more unsegregated accounts of the Gas Works which shall
be separate and apart from and not commingled with the
consolidated cash account of the City or any other account
of the City not held exclusively for Gas Works purposes.
This covenant shall not be construed to require the
establishment of any Gas Works account segregated from
any other Gas Works accounts. All interest and income
earned on the investment of such proceeds pending
expenditure for the aforesaid purposes may be transferred
to and deposited in the operating funds of the Gas Works
and applied as Project Revenues in accordance with

Section 4.02 of the General Ordinance.

Any excess moneys in the Sinking Fund Reserve in
respect of the Eighth Series Bonds other than Sinking
Fund Reserve Earnings shall be transferred to the
accounts of the Gas Works described in this Section 2 and

applied to pay capital costs as described in this Section 2.

SecTion 3. Based on the report of the Director of
Finance of the City filed with the Council pursuant to
Section 8 of the Act, it is hereby determined that the

pledged Project Revenues, as defined in the General
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Ordinance, will be sufficient to comply with the rate
covenant contained in Section 4.03(b) of the General
Ordinance and also to pay all costs, expenses and
payments required to be paid therefrom in the order and
priority stated in Section 4.02 of the General Ordinance.

SECTION 4.  Subject to the provisions of Section 7.02 of
the General Ordinance, the City covenants that, solong as
any of the Eighth Series Bonds shall 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
City or any other account of the City not held exclusively
for Gas Works purposes. This covenant shall not be
construed to require the establishment of any Gas Works
account segregated from other Gas Works accounts except

as otherwise required by the General Ordinance.

SECTION 5. The City covenants that, so long as any
Eighth Series Bonds shall remain unpaid, it shall make
payments or cause payments to be made out of its Gas
Works Revenue Bond Sinking Fund created under the
General Ordinance, at such times and in such amounts as
shall be sufficient for the payment of the interest thereon

and the principal thereof when due.

SecTiON 6. The Director of Finance is authorized to
take such action on behalf of the City with respect to the
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investment of the proceeds of the Eighth Series Bonds,
and the Director of Finance and any member of the Bond
Committee are authorized to make such covenants'as may

be necessary or advisable in order that the Eighth Series

Bonds shall not be “arbitrage bonds” as defined in the’
Internal Revenue Code of 1954, as amended (the “Code”).

SecTION 7. In order to comply with the requirement of
Section 103(j) of the Code that all tax-exempt obligations
be in registered form, the General Ordinance is hereby

amended as fellows:

(a) The following definition of Record Date is added to
Section 2.01 of the General Ordinance:

“Record Date means, with respect to each interest
payment date on the Bonds, that day which next
precedes such interest payment date by fifteen (15)
days, whether or not such day is a business day.” -

{b) The General Ordinance is amended by the addition
of Section 3.04A, to read as follows:

“The third paragraph of Section 3.04 shall not
apply to Bonds issued after May 1, 1985 but, instead,
the following provision shall apply to such Bonds: The
principal of and interest on (except the final
installment of principal and the interest then
payable) and the principal, premium, if any, and

accrued interest payable upon partial redemption
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with respect to, all fully registered installment
Bonds, and the interest payable in respect of fully
registered Bonds shall be payable by check or draft of
the Fiscal Agent mailed to the registered owner of

“such Bonds at the address of such owner as it appears

upon the bond register at the close of business on the
Record Date, or, in the case of defaulted interest, as it
appears on a special record date established for the
payment of such defaulted interest by notice mailed
by or on behalf of the City to the registered owner of
such Bonds not less than ten (10) days preceding such
special record date (such notice to be mailed to the
registered owner of such Bonds appearing on the bond
register on the close of business on the fifth day
preceding the date of mailing); and the records of the
Fiscal Agent shall be conclusive as to such payment
and shall bind such owner, his successors and assigns
whether or not such payment be noted on such Bond.
Except as aforesaid, the principal of all Bonds, the
premium, if any, payable upon redemption thereof,
and the interest on all coupon Bonds payable at or
prior to maturity, shall be payable in lawful money of
the United States of America at the principal
Philadelphia office of the Fiscal Agent in
Philadelphia, Pennsylvania, or at the principal office
of a paying agent designated in such Bonds, but with
respect to such principal, only upon presentation and
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surrender of such Bonds, or with respect to interest
payable at or prior to maturity of such coupon Bonds,
only upon presentation and surrender of the
respective coupons for interest, except as otherwise
herein provided with respect to mutilated, destroyed,

lost or stolen Bonds or coupons.”

(c) The first sentence of Section 3.09 of the General

Ordinance is amended to read as fellows;

“All Bonds of any Series issued hereunder shall be
exchangeable for like Bonds of different authorized
denominations or for Bonds in different form
authorized for the same Series, as the case may be,
and, in each case, in the same aggregate principal
amount, maturing on the same dates and bearing the

= samerate of interest as the Bonds to be ®changed, all

in the manner hereinafter provided.”

(d) The General Ordinance is amended by the
addition of Section 3.09A, to read as follows:

“The fourth sentence of Section 3.09 hereof shall
not apply to Bonds issued after May 1, 1985 but,
instead, the following provision shall apply to such
Bonds: All fully registered Bonds issued in exchange
for Bonds of any Series shall be dated the date of
issuance thereof and shall bear interest from the date

from which interest was initially payable with
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respect to such Series or from the next preceding
interest payment date of such Series to which interest
has been duly paid or provided, whichever is later, or,
if the date of authentication shall be an interest
payment date to which interest has been duly paid or

provided, from such date.”

(e) The first sentences of Section 5.02 of the General

QOrdinance is amended to read as follows:

“Whenever the City shall, by ordinance of the
Council, determine to redeem all or part of the Bonds
of any Series in accordance with the right reserved so
to do, or when the City or the Fiscal Agent shall be
required to redeem Bonds pursuant to mandatory
redemption provisions, the City or the Fiscal Agent,
as the case may be, shall cause a notice of intention to
redeem, signed in the name of the City by the Fiscal
Agent, to be published once a week for two (2)
consecutive weeks, the first publication to be at least
thirty (30} days and not more than sixty (60) days

" before the redemption date, in not less than two (2)
nor more than four (4} daily newspapers published in .
the English language and of general circulation in
the City; provided, however, that no such published
notice shall be required for the redemption of fully
registered Bonds of any Series for which mailed
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notice, described in the next succeeding sentence,

shall be the only required notice.”

(F) Section 5.04 of the General Ordinance is

amended to read as follows:

“Upon presentation of any Bond which is to be
redeemed in part only, the City and the Fiscal Agent
shall execute and deliver to the Holder thereof, at the
expense of the City, a new Bond or Bonds of
authorized denominations in principal amount equal
to and of the same Series and maturity as the
unredeemed portion of the Bond or Bonds so
presented, which new Bond or Bonds shall be in the
same form of the Bond to be redeemed or, at the option
of the Holder, in any other form authorized for Bonds

of such Series.”

Section 8. This Ordinance is supplementary to the
General Ordinance and all Sections of the General
Ordinance and the Act not inconsistent herewith are
applicable to the Eighth Series Bonds. All definitions of
terms contained in the Act or in the General Ordinance
not inconsistent herewith shall apply to such termsin this

Ordinance.
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CERTIFICATION: This is a true and correct copy of
the original Ordinance approved by the Mayor an

MAY 17 1385

Yt Yoy

Chief Clerk of the Council




(Bill No. 1248)
AN ORDINANCE

¢ Constituting the Eleventh Supplemental Ordinance to
' the General Gas Works Revenue Bond Ordinance of
1975, as amended to date; authorizing the Mayor, the
City Controller and the City Solicitor, or a majority of
them, to sell, either at public or private sale, Gas Works
Revenue Bonds of the City of Philadelphia, in one or
more series, in the maximum aggregate principal
amount of two hundred seventy five million dollars
($275,000,000), provided that if the Bonds are sold at a
discount the aggregate principal amount may be
increased to reflect such discount so long as the
aggregate gross proceeds to the City from the sale of the
Bonds do not exceed two hundred seventy five million
dollars ($275,000,000); designating that the Bonds are
being issued to pay the costs of certain projects and to
refund certain outstanding series of Gas Works
Revenue Bonds and the application of the proceeds of
the Bonds for such purpose; determining the sufficiency
of the project revenues; covenanting the separation of
Gas Works revenue accounts and proceeds of the Bonds

from general accounts of the City; covenanting the -
' payment of interest and principal on the Bonds;
authorizing covenants and action in order that the
Bonds shall not be arbitrage bonds; and specifying the

ik
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applicability of sections of The First Class City Revenue
Bond Act and the General Gas Works Revenue Band
Ordinance of 1975, as amended to date.

The Council of the City of Philadelphia hereby ordains:

SecTioN 1. The Mayor, the City Controller and the
City Solicitor (the “Bond Committee”), or a majority of
them, are hereby authorized on behalf of the City to
borrow, by the issuance and sale of Gas Works Revenue
Bonds of the City (the “Bonds”), in one or more series,
pursuant to The First Class City Revenue Bond Act of
October 18,1972, Act No. 234 (the “Act”) and the General
Gas Works Revenue Bond Ordinance 0f 1975, as amended
todate (the “General Ordinance™), a sum or sums which in
the aggregate shall not exceed the principal amount of
Bonds authorized to be issued hereunder, to be expended
as provided in Section 2 of this Ordinance. The Bonds shall
contain such terms and provisions as are determined by a
majority of the Bond Committee to be in the best interest
of the City and are not inconsistent with the provisions
hereof, of the Act or of the General Ordinance.

The aggregate principal amount of Bonds which are
authorized to be issued hereunder shall not be more than
two hundred seventy-five million dollars ($275,000,000);
provided that if any of the Bonds are to be sold at discounts
which are in lieu of periodic interest, the aggregate
principal amount of Bonds which may be issued
hereunder shall be increased to reflect such discounts, so
long as the aggregate gross proceeds from the sale of the
Bonds shall not exceed two hundred seventy-five million

dollars ($275,000,000).
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The Bonds shall not pledge the credit or taxing power,
create any debt or charge against the tax or general
revenues or create any lien against any property of the
City other than the revenues pledged by the General
Ordinance.

SecTiON 2. The Bonds shall be issued for the purpose of
providing funds for any or all of the following purposes: (i)
acquiring and constructing the capital improvements
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 together 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) the refunding of the City’s
Gas Works Revenue Bonds, First Series, the City’s Gas
Works Revenue Bonds, Second Series and certain
maturities of the City's Gas Works Revenue Bonds, Ninth
Series or such other series as shall be designated by the
Director of Finance (collectively, the “Prior Bonds™); (iii)
paying the costs of issuing the Bonds and any required
deposits to the Sinking Fund Reserve; and (iv) paying any
other Project Costs (as defined in the Act), which may
include, without limitation, the repayment to any fund of
the City or to accounts of the Gas Works of amounts
advanced for Project Costs, and the funding or refunding
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of outstanding bond anticipation notes or other
obligations of the City issued in respect of Project Costs.

The City covenants that proceeds of the Bonds
applicable to the refunding of the Prior Bonds will be
deposited in an escrow or similar account with the Fiscal
Agent as defined in the General Ordinance, separate and
apart from all other accounts of the City or Gas Works,
including the Sinking Fund established by the General
Ordinance, to be held for the benefit of the holders of
refunded Prior Bonds. The City covenants that the
proceeds of the Bonds which remain available for the
payment of the costs of the capital improvements, after
payment of the financing costs, the required payment into
the Sinking Fund Reserve and the repayment to the City
and the Gas Works of amounts previously advanced for
Project Costs or for the funding or refunding of hond
anticipation notes or other obligations as described above,
shall be deposited and held in and disbursed from one or
more unsegregated accounts of the Gas Works which shall
be separate and apart from and not commingled with the
consolidated cash account of the City or any other account
of the City not held exclusively for Gas Works purposes.
This covenant shall not be construed to require the
establishment of any Gas Works account segregated from
any other Gas Works accounts. All interest and income
earned on the investment of such proceeds pending
expenditure for the aforesaid purposes may be transferred -
to and deposited in the operating funds of the Gas Works
and applied as Project Revenues in accordance with
Section 4.02 of the General Ordinance.
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The Director of Finance is hereby authorized to
determine, on behalf of the City, the particular series and
maturities of the Prior Bonds to be refunded, the amount
of Bond proceeds to be applied to the refunding of the Prior
Bonds and to deposit such proceeds in an escrow account
for the benefit of the holders of the refunded Prior Bonds,
and to take any and all other action including the
irrevocable pledge of such proceeds and/or the income or
profit from the investment thereof for the payment and
redemption of the refunded Prior Bonds and the
publication of all required redemption notices or the
giving of irrevocable instructions therefor, as may be
necessary or appropriate to accomplish the refunding of
the Prior Bonds and to comply with the requirements of
Section 10 of the Act.

Any excess moneys in the Sinking Fund Reserve in
respect of the Bonds other than Sinking Fund Reserve
Earnings shall be transferred to the accounts of the Gas
Works described in this Section 2 and applied to any of the
purposes described in this Section 2.

SecTiON 3. Based on the report of the Director of
Finance of the City filed with the Council pursuant to
Section 8 of the Act, it is hereby determined that the
pledged Project Revenues, as defined in the General

Ordinance, will be sufficient to comply with the rate -

covenant contained in Section 4.03(b) of the General
Ordinance and also to pay all costs, expenses and
payments required to be paid therefrom in the order and
priority stated in Section 4.02 of the General Ordinance.
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applicability of sections of The First Class City Revenue
Bond Act and the General Gas Works Revenue Bond
Ordinance of 1975, as amended to date.

The Council of the City of Philadelphia hereby ordains:

SectioN 1. The Mayor, the City Controller and the
City Solicitor (the “Bond Committee”), or a majority of
them, are hereby authorized on behalf of the City to
borrow, by the issuance and sale of Gas Works Revenue
Bonds of the City (the “Bonds”), in one or more series,
pursuant to The First Class City Revenue Bond Act of
October 18,1972, Act No. 234 (the “Act”) and the General
Gas Works Revenue Bond Ordinance of 1975, as amended
to date (the “General Ordinance”), a sumn or sums which in
the aggregate shall not exceed the principal amount of
Bonds authorized to be issued hereunder, to be expended
asprovided in Section 2 of this Ordinance. The Bonds shall
contain such terms and provisions as are determined by a
majority of the Bond Committee to be in the best interest
of the City and are not inconsistent with the provisions
hereof, of the Act or of the General Ordinance.

The aggregate principal amount of Bonds which are
authorized to be issued hereunder shall not be more than
two hundred seventy-five million dollars ($275,000,000),
provided that if any of the Bonds are to be sold at discounts
which are in lieu of periodic interest, the aggregate
principal amount of Bonds which may be issued
hereunder shall be increased to reflect such discounts, so
long as the aggregate gross proceeds from the sale of the
Bonds shall not exceed two hundred seventy-five million
dollars ($275,000,000).
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The Bonds shall not pledge the credit or taxing power,
create any debt or charge against the tax or general
revenues or create any lien against any property of the
City other than the revenues pledged by the General
Ordinance.

SectioN2. The Bonds shall be issued for the purpose of
providing funds for any or all of the following purposes: (i)
acquiring and constructing the capital improvements
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 together with their
related furnishings, equipment, machinery and
apparatus; (¢) 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) the refunding of the City’s
Gas Works Revenue Bonds, First Series, the City’s Gas
Works Revenue Bonds, Second Series and certain
maturities of the City’s Gas Works Revenue Bonds, Ninth
Series or such other series as shall be designated by the

Director of Finance (collectively, the “Prior Bonds”); (iii)

paying the costs of issuing the Bonds and any required
deposits to the Sinking Fund Reserve; and (iv) paying any
other Project Costs (as defined in the Act), which may
include, without limitation, the repayment to any fund of
the City or to accounts of the Gas Works of amounts
advanced for Project Costs, and the funding or refunding
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of outstanding bond anticipation notes or other
obligations of the City issued in respect of Project Costs.

The City covenants that proceeds of the Bonds
applicable to-the refunding of the Prior Bonds will be
deposited in an escrow or similar account with the Fiscal
Agent as defined in the General Ordinance, separate and
apart from all other accounts of the City or Gas Works,
including the Sinking Fund established by the General
Ordinance, to be held for the benefit of the holders of
refunded Prior Bonds. The City covenants that the
proceeds of the Bonds which remain available for the
payment of the costs of the capital improvements, after
payment of the financing costs, the required payment into
the Sinking Fund Reserve and the repayment to the City
and the Gas Works of amounts previously advanced for
Project Costs or for the funding or refunding of bond
anticipation notes or other obligations as described above,
shall be deposited and held in and disbursed from one or
more unsegregated accounts of the Gas Works which shall
be separate and apart from and not commingled with the
consolidated cash account of the City or any other account
of the City not held exclusively for Gas Works purposes.
This covenant shall not be construed to require the
establishment of any Gas Works account segregated from
any other Gas Works accounts. All interest and income
earned on the investment of such proceeds pending
expenditure for the aforesaid purposes may be transferred -
to and deposited in the operating funds of the Gas Works
and applied as Project Revenues in accordance with
Section 4.02 of the General Ordinance.
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The Director of Finance is hereby authorized to
determine, on behalf of the City, the particular series and
maturities of the Prior Bonds to be refunded, the amount
of Bond proceeds to be applied to the refunding of the Prior
Bonds and to deposit such proceeds in an escrow account
for the benefit of the holders of the refunded Prior Bonds,
and to take any and all other action including the
irrevocable pledge of such proceeds and/or the income or
profit from the investment thereof for the payment and
redemption of the refunded Prior Bonds and the
publication of all required redemption notices or the
giving of irrevocable instructions therefor, as may be
necessary or appropriate to accomplish the refunding of
the Prior Bonds and to comply with the requirements of
Section 10 of the Act.

Any excess moneys in the Sinking Fund Reserve in
respect of the Bonds other than Sinking Fund Reserve
Earnings shall be transferred to the accounts of the Gas
Works described in this Section 2 and applied to any of the
purposes described in this Section 2.

Section 3. Based on the report of the Director of
Finance of the City filed with the Council pursuant to
Section 8 of the Act, it is hereby determined that the
pledged Project Revenues, as defined in the General
Ordinance, will be sufficient to comply with the rate -
covenant contained in Section 4.03(b) of the General
Ordinance and also to pay all costs, expenses and
payments required to be paid therefrom in the order and
priority stated in Section 4.02 of the General Ordinance.
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APP. NO. 169-7

of Finance and any member of the Bond Committee are
authorized to make such covenants as may be necessary or
advisable in order that the Bonds shall not be “arbitrage
bonds” as defined in the Internal Revenue Code 0f 1986, as

_ amended (the “Code”).

Section 7. In accordance with Section 6.04 of the
General Ordinance, the City is authorized to accumulate
from Project Revenues over a period of not more than six
Fiscal Years from the date or dates of issuance and
delivery of the Bonds, the amount required by the General
Ordinance to be deposited in the Sinking Fund Reserve in
respect thereof.

SectioNn 8. This Ordinance is supplementary to the
General Ordinance and all sections of the General
Ordinance and the Act not inconsistent herewith are
applicable to the Bonds. All definitions of terms contained
in the Act or in the General Ordinance not inconsistent
herewith shall apply to such terms in this Ordinance.
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c/o CT Corporanon Syskerns
Municipal Bond Insurance Policy 222 W Washingion Ave., Matison, Wisconsin 53703
Admingstratve Ofbioe:
One Stze Street Plaza, Now York, N'Y 10004
ssuer.  CITY OF PHILADELPHIA, PENNSYLVANIA Policy Number: 3406EE
Bonds:  $132,520,000 Gas Works Revenue Bands, Premium: $1,491,691.76

Eleventh Series, dated January 1, 1989

(except for the TECA Securities which are dated

their date of delivery), consisting of: $37,925,000 in

aggreqate principal amount of Current Interest Bonds maturing

on January 1 in the years 1991 through 1999, both inclusive;

$6,617,423.90 in aggregate principal amount of TECA Term Bords

maturing on January 1, 2001; $8,258,141.05 in aggregate principal amount

of TECA Securities maturing on Jamuary 1 (as further described on the reverse

AMBAC Indemnity Corporation (AMBAC) A Wisconsin Stock Insurance Company hereof:)

in consideration of the payment of the premium and subject 1o the terms of this Policy, hereby agrees o pay w the United
Suates Trust Company of New York, as trustee, or its successor (the “Insurance Trustee™), for the benefit of Bondholders, that
pordon of the principal of and interest on the above-described det cbligarions {the "Bands™) which shall become Due for
Payment but shall be unpaid by reason of Nonpayment by the Issuer

AMBAC will make such payments io the Insurance Trusiee within 5 days following notification 10 AMBAC of Nonpayment
Upon a Bondholders presentarion and surrender o the Insurance Trusiee of such unpaid Bonds or appurtenant coupons,
uncanceled and in bearer form and free of any adverse claim, the insurance Trustee wil] disburse @ the Bondholder the face
amount of principal and interest which is then Due for Payment but is unpaid. Upon such disbursement, AMBAC shall become
the owner of the surrendered Bonds and coupons and shalt be fully subrogated 1o all of the Bondholder’s rights 10 payment

In cases where the Bonds are issuable only in a form whereby principal is payabie to registered Bondholders or thefr assigns,
the Insurance Trustee shall disburse principal w a Bondholder as aforesaid only upon presenuation and surrender (o the
Insurance Trustee of the unpaid Bond, uncanceled and free of any adverse claim, together with an instrurnent of assignment,
in form satsfactory (o the Insurance Trustee, duly executed by the Bondholder or such Bondholders duly authorized
representative, 50 as 1o permit ownership of such Bond to be registered in the name of AMBAC or its nominee. [n cases
where the Bonds are issuable only in a form whereby interest is payable to regisiered Bondholders or their assigns, the
Insuranice Trustee shall disburse interest (o 3 Bondhoider as aforesaid only upon presenation 1o the Insurance Trustee of
proof that the claimant is the person endted 1o the payment of interest on the Bond and delivery 1o the Insurance Trustes
of an instrument of assignment, in form satsfactory to the Insurance Trustee, duly executed by the claimznr Bondholder or
such Bondholder’s duly authorized representative, transferring to AMBAC all rights under such Bond to receive the interest
in respect of which the insurance disbursement was ' made. AMBAC shall be subrogated 1o all of the Bondholders' rights o
payment on registered Bonds 1o the.extent of the insurance disbursements so made.

As used herein, the 1erm "Bondholder™ means any person other than the [ssuer who, ar the ume of Nonpayment. is the owmer
of a Bond or of a coupon appertaining 1o a Bond. “Due for Payment’, when referring to the principal of Bonds. is when the
stated marurity dare or 2 mandatory redempton dae for the application of a required sinking fund installment has been
reached and does not refer to any earlier date on which payment is due by reason of call for redemption {(other than by
application of required sinking fund installments ), acceleration or other advancement of marurity; and, when referring o
interest on the Bonds, is when the stated date for payment of inierest has been reached, “Nonpayment” means the failure

of the Issuer w have provided sufficient funds to the paying agent for payment in full of all principal of and interest on the
Bonds which are Due for Payment

This Policy is mencancelable. The premium on this Policy s not refundable for any reason, including payment of the Bonds
prior to maturieg This Policy does not insure against loss of any redemplion, prepayment or acceleration premium which at
any tme may become due in respeat of any Bond, nor against risk other than Nonpayment

In witness whereof, AMBAC has caused this Policy 10 be atfixed with a facsimile of s corporate seal and 1o be signed by its
duly authorized officers in facsimile 10 become effective as its original seal and signarures and binding upon AMBAC by virtue
of the counter-signacure of 1ts duly authorized represenative.

Jﬁt;:?-i??o\,\
” ‘,-'('bl"";'r"--. '
A7 \/ ( M
73/ Y W# ,
. ¢t SEAL
4 \.‘ J" "
W e C%
Efective Datee  February 14, 1989 Swe® chrcscn ;i
UNTTED STATES TRUST COMPANY OF NEW YORK acknowledges thar it
has agreed 10 perform the duties of Insurance Trustee under this Policy. C?t&(u_ @‘4’-4-47

Form # 66-0003 (11:87) -\2841 Authorized Officer



BONDS :

5;’12;;-5&1 arount of TemgBo_zlggfir;EEoth inclusive; $52,110 '
1 eqgate prmcipal arn Urj_ng on Jan ' ,000 in aggr
, 2012; and $22,545,000 ount. of TECA Term Bond;uary 1, 2010; 55’064giEQate
January 1, 2015. 'Ihé Pi in aggregate principal maturing on Jan +435.05
s i st o T Bl

that this document 15 @
sugance Policy,

certifies
ihe Munictpal Bond In

The understenad he
oil
ssued by AMBA

trye zad cq_r,rrer,t c
Poscy No.
INDEMNITY CORPORAT!




NEW ISSUE

In the opinion of Co-Bond Counsel, under existing law as presently enacted and construed, interest on the Eleventh Series C
Bonds is excluded from gross income for Federal income tax purposes and is not a preference. item for purposes of determin-
ing the Federal alternative minimum rax imposed on corporations and individuals; however, interest on the Eleventh Series
C Bonds may be subfect to the application of the alternative minimum tax and the environmental tax when held by certain
corporations and the application of the foreign branch profits tax when held by foreign corporations. In rendering this
opinion, Co-Bond Counsel has assurned conrinuing compliance by the City with tax covenants contained in the Bond
Authorization relating to the Eleventh Series C Bonds. Under the laws of the Commonwealth of Pennsylvania, as
presently enacted and construed, the Eleventh Series C Bonds are, in the opinion of Co-Bond Counsel, exempt
from personal property taxes in Pennsylvania and the interest thereon and gain from the sale thereof are exempt
from Pennsylvania personal income tax and Pennsylvania corporate net income tax.

$132,520,000

City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds, Eleventh Series C

Dated: January 1, 1989 Due: January 1, as shown below
TECA Securities dated the date of delivery

The Eleventh Series C Bonds (other than the Eleventh Series C Bonds maturing January I, 2001 through January 1, 2004 and
January 1, 2012, the *“TECA Securities™*) are issuable as fully registered bonds in the aggregate principal amounts and bearing
interest at the rates set forth on the inside cover hereof in the denomination of $5,000 principal amount or any whole multiple
thereof (the ““Current Interest Bonds™). The TECA Securities shall be issuable in fully registered form in the denomiration of
§5,000 Maturity Amount or any whole multiple thereof payable on the dates and in the amounts set forth on the inside cover
hercof. The principal or redemption price of the Eleventh Scries C Bonds is payable at the principal corporate trust office of The
Philadelphia National Bank, Fiscal Agent, Sinking Fund Depositary and Escrow Agent, Philadeiphia, Pennsylvania. Interest on
the Current Interest Bonds is payable initially oa January 1, 1990 and thereafier semiannuzlly on each July 1 and January 1 by
check mailed by the Fiscal Agent to the persons in whose names the Current Interest Bonds are registered on the 15th day
preceding each interest payment date. Registered owners of at least $100,000 principal amount of Current Interest Bonds may
elcet to receive interest payments by wire transfer, The Eleventh Series C Bonds due January 1, 2010 and January 1, 2015 (the
“Term Bonds™) are subject to optional and mandatory redemption prior to maturity and the TECA Securities due January 1,
2001 and January 1, 2012 (the “TECA Term Bonds''} are subject to mandatory redemption prior to maturity, all as described
herein.

Payment of the principal of and interest on the Eleventh Series. C Bonds when due will be insured by a municipal bond insurance
policy to be issued by AMBAC Indemnity Corporation simultaneously with the delivery of the Eleventh Series C Bonds.

THE ELEVENTH SERIES C BONDS DO NOT PLEDGE THE CREDIT OR TAXING POWER OF THE CITY OF PHILADEL-
PHLA OR CREATE ANY DEBT OR CHARGE AGAINST THE TAX OR GENERAL REVENUES OF THE CITY OR CREATE
ANY LIEN AGAINST ANY CITY PROPERTY OTHER THAN CERTAIN REVENUES AND FUNDS OF THE PHILADELPHIA
GAS WORKS REFERRED TO HEREIN.

The Eleventh Series C Bonds are offered when, as and if issued and received by the Underwriters, subject to receipt of an
unqualified approving legal opinion of Drinker Biddle & Reath and Hwang & Associates, A Professional Corporation,
Co-Bond Counsel, both of Philadelphin, Pennsylvania. Ceriain legal matters will be passed upon for the Ciry by the
Office of the City Solicitor, for the Philadelphia Gas Works by Obermayer, Rebmann, Maxwell & Hippel of Phila-
delphia, Pennsylvania, and for the Undervriters by Astor, Weiss & Newman and Harris and Kahn, both of
FPhiladelphia, Pennsylvania. It is anticipated that the Eleventh Series C Bonds will be available for delivery
in New York, New York, on or about February 14, 1989.

PaineWebber Incorporated Doley Securities, Inc.

Donaldson, Lufkin & Jenrette The First Boston Corporation
SecuTities Corporation

Marine Midland Capital Markets Corporation Merrill Lynch Capital Markets

Metro Equities Corporation W.H. Newbold’s Son & Co. Inc.

Russell, Rea & Zappala, Inc. Van Kampen Merritt

Dated: January 26, 1989
"TECA Securities are a service mark of PaineWebber Incorporated.



$37,925,000 Serial Bonds

Duye Principal Interest Due Principal Interest

January 1 Amount _Rate January 1 Amount _Rate_
1891 52,345,000 6.10% 1956 35,590,000 6.60%
1992 2,485,000 6.20 1997 5,950,000 6.70
1993 2,640,000 6.30 1998 6,345,000 6.75
1994 2,805,000 6.40 1999 6,780,000 6.80
1995 2,985,000 6.50

(Plus Accrued Interest)

$52,110,000 7.25% Term Bonds Due January 1, 2010; Price — 99.250%
$22,545,000 6.75% Term Bonds Due Japuary 1, 2015; Price — 94.184%
(Plus Accrued Interest)
$8,258,141.05 Initial Principal Amount Serial TECA Securities

Approximate

Due I’Ir?xé?;a[ . Maturity Yieid to
January 1 Amount Amount Maturity
2002 $2,965,866.00 $7,240,000 7.05%
2003 ) 2,748,810.80 7,240,000 7.10
2004 2,543,464.25 7,235,000 7.15

$6,617,423.90 TECA Term Bonds Due January 1, 2001
Maturity Amount $14,986,126.55; Approximate Yield 7.00%
$5,064,435.05 TECA Term Bonds Due January 1, 2012
Maturity Amount $25,835,000.00; Approximate Yield 7.25%
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OFFICIAL STATEMENT
of the
CITY OF PHILADELPHIA, PENNSYLVANIA

respecting its
$132,520,000 Gas Works Revenue Bonds, Eleventh Series C

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 **City’")
of §132,520,000 aggregats principal amount of Gas Works Revenue Bonds, Eleventh Series C dated
January 1, 1989 (except for the TECA Securities which are dated the date of delivery) (the “Eleventh
Series C Bonds™). THE PRINCIPAL OF, PREMIUM, IF ANY, AND INTEREST ON THE ELEV-
ENTH SERIES C BONDS ARE PAYABLE SOLELY FROM MONIES DERIVED FROM THE
REVENUES OF THE PHILADELPHIA GAS WORKS. NEITHER THE GENERAL CREDIT NOR
THE TAXING POWER OF THE CITY OF PHILADELPHIA IS PLEDGED, NOR WILL EITHER
BE APPLIED, TO ANY SUCH PAYMENT. PERSONS CONSIDERING A PURCHASE OF ELEV-
ENTH SERIES C BONDS SHOULD READ THIS OFFICIAL STATEMENT IN ITS ENTIRETY.

The Eleventh Series C Bonds are being issued to refund certain of the City’s Gas Works Revenue
Bonds, Ninth Series (the **Ninth Series Bonds’’) and certain of the City’s Gas Works Revenue Bonds,
Eighth Series (the ““Eighth Series Bonds’’). The Eleventh Series C Bonds are being issued pursuant to
The First Class City Revenue Bond Act of the Commonwealth of Pennsylvania (the “Act”}, the
General Gas Works Revenue Bond Ordinance of 1975, as amended (the ‘“General Ordinance’), and
the Eleventh Supplemental Gas Works Revenue Bond Ordinance (the “Eleventh Supplemental
Ordinance’). Bonds of all series issued or to be issued under the General Ordinance are parity bonds
(herein referred to as the “Bonds’’ or as ““Gas Works Revenue Bonds™’). Eleven series of Gas Works
Revenue Bonds have been issued under the General Ordinance and appropriate supplemental ordi-
nances. As of January 1, 1989, $349,590,000 aggregate principal amount of Gas Works Revenue Bonds
of such series were outstanding, of which 313§,755,000 were Eleventh Series A Bonds and Eleventh
Series B Bonds, which were issued in June, 1987 to fund a portion of PGW’s capital improvement
program and refund ail outstanding maturities of the First and Second Series Bonds, 589,325,000 were
Eighth Series Bonds and $101,300,000 were Ninth Series Bends. Upon the deposit of the net proceeds
of the Eleventh Series C Bonds with the Escrow Agent, $88,795,000 of the principal amount of the
Ninth Series Bonds maturing in the years 1996 through 2012, inclusive, and 525,000,000 of the princi-
pal amount of the Eighth Series Bonds maturing in the year 2015 will be refunded (the ““Refunded
Bonds™’). .

All quotations from and summaries and explanations of the constitution and laws of the Common-
wealth of Pennsylvania {the “Commonwealth” or the ““State’’) and Ordinances of the City contained
herein do not purport to be complete and are qualified in their entirety by reference to the official
compilations thereof, and all references to the Eleventh Series C Bonds are qualified in their entirety
by reference to the definitive form of the Eleventh Series C Bonds. All capitalized terms used herein
shall have the meanings ascribed to them in the Act and the General Ovdinance {(see Appendix II).
Copies of the Act, the General Ordinance and the Eleventh Supplemental Ordinance are available
from the Office of the Director of Finance, Room 1420, Municipal Services Building, Philadelphia,
Pennsylvania 19102.

Philadelphia Gas Works

The Philadelphia Gas Works {*‘PGW’”) consists of all the real and personal property owned by the
City and used for the manufacture, storage, processing and distribution of gas within the City and all

property, books and records employed and maintained in connection with the operation, maintenance
and administration thereof. Included in such assets, in addition to an extensive distribution system, are
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facilities for the production of gas to supplement the natural gas supply from pipeline transmission
companies and facilities for storage. Such facilities include a liquified natural gas (“LNG”) plant, a
substitute natural gas {**SNG”’) plant and a liquid propane gas (“LPG’’) plant.

PGW serves the entire 129 square mile area contained within the boundaries of the City and is the
sole supplier of gas in the City. Outside the City limits, PGW has no distribution mains and serves no
customers. Of total gas revenues for the twelve month period ended August 31, 1988, 72% was derived
from residential customers, 23% was derived from commercial and industrial customers and 5% was
derived from municipal entities. As of November, 1988, PGW served approximately 523,900 custom-
ers.

The Philadelphia Home Rule Charter provides for a Gas Commission to be so constituted and
appeinted and to exercise such power and perform such duties as may from time to time be provided
in contracts between the City and the operator of the Philadelphia Gas Works, or, in the absence of a
contract, as may be provided by ordinance. (For details of the Gas Commission’s various responsibil-
ities and oversight of the operations of PGW, see “THE GAS COMMISSION")

Since Tanuary 1, 1973, PGW has been managed by Philadelphia Facilities Management Corpora-
tion (*“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 City Council (the ““Management
Agreement”’),

Rates, including the Gas Cost Rate, and charges of PGW are fixed by the Gas Commission and not
by the Public Utility Commission of the Commonwealth (see “MANAGEMENT’S DISCUSSION
AND ANALYSIS OF THE SUMMARY STATEMENTS OF INCOME — Gas Cost Rate”). The
Court of Common Pleas of Philadelphia County has ruled that decisions of the Gas Commission re-
garding PGW rate increases are subject to court review, On May 29, 1986, PGW filed a request for a
hase rate increase with the Gas Commission designed to produce net additional base reveaues in the
fiscal year commencing September 1, 1986 of 559 million. On March 3, 1987, the Gas Commission
granted a base rate increase, which became effective May 7, 1987, designed to produce net additional
base revenues for the period January 1, 1987 through August 31, 1987, the fiscal year end, of 328.65
million. On September 16, 1937, the Gas Commission ordered that the base rate be annualized to
preduce the same level of base revenues for the fiscal vear ending August 31, 1988. On June 3, 198§,
PGW filed a rate request for a base rate increase with the Gas Commission designed to produce
additional base revenues in the fiscal year commencing September 1, 1988 of 549 million. On October
13, 1988, the Gas Commission rejected this request and established base rates reflecting a 32 miilion
reduction in base revenues, effective as of September 1, 1988.

The offices of PGW are located at 800 W. Montgomery Avenue, Philadelphia, Pennsylvania 19122.
The telephone number is 215-236-0500.

Segregation of Accounts and Relation to the City

The City has covenanted that so long as any Eleventh Series C Bonds remain outstanding, all
Project Revenues (as defined in the Act and the General Ordinance} shall be deposited, held and
disbursed in and from one or more unsegregated accounts of PGW which shall be separate from and
not commingled with monies or accounts of the City not held exclusively for PGW purpeses.

The Management Agreement provides for PGW to make certain payments to the City. Such
pavments, which are subordinated to debt service on the Bonds, currentiy inciude an annual payment
of $18 million. The amount of this payment may be subject to change from time to time.

Additional information regarding the City is presented in Appendix III — City of Philadelphia,
General Information.
Recent Operating Results and Rate Covenant Compliance

The following table presents recent operating results for PGW. Debt service coverages are com-
puted under terms of the Rate Covenant in the General Ordinance. The Rate Covenant provides that
so long as any Bonds are outstanding, the City will impose, charge and collect in each fiscal year such
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gas rates and charges as shall, together with all other Project Revenues to be received in such fiscal
year, be sufficient to provide, after meeting any Sinking Fund Reserve requirements, the greater of (a)
the sum of all Net Operating Expenses payable during such fiscal year pius 150% of the debt service
requirements for such year on all outstanding Gas Works Revenue Bonds or (b) the sum of all Net
Operating Expenses payable during such fiscal year plus the debt service requirements for such year
on all outstanding Gas Works Revenue Bonds and all outstanding general obligation bonds issued for
improvements to PGW,

(Dellar Amounts in Thousands)
Years Ended August 31,

1987 1988

Project Revenues®*......... e et $465,265 $487,344
Net Operating Expenses* ............. e, 375,490 392.293
Nt REVeIIUES. . oottt e e e er e a e ia ey - $ 93,775 3 95,051
Debt Service on Outstanding Revenue Bonds .............. ... : § 50,193 $ 59,473
Debt Service Coverage on Qutstanding Revenue Bonds _........... 1.87x 1.60x
Debt Service on Qutstanding General Obligation Bonds™® .......... $ 1,729 -~
Debt Service Coverage on Total Qutstanding Revenue and Other Gen-

eral Obligation Bonds Issued for Gas Works Purposes............ 1.81x 1.60x
Balance Available for Other PUfPOSES «vuvvvrrrcneenannn-. e £ 41,853 5 35,578
Outstanding Revenue Bonds. . ...t iiiieaiaaann. $566,735 5349,590

* Project Revenues and Net Operating Expenses have been computed in accordance with the General
QOrdinance.

** General Obligation Bonds matured in the 1987 fiscal year.

For a further explanation of revenues and expenses, see “MANAGEMENT’S DISCUSSION AND
ANALYSIS OF THE SUMMARY STATEMENTS OF INCOME.”

SECURITY

The Eleventh Series C Bonds are secured solely by monies derived, directly or indirectly, from
PGW's Project Revenues as provided in the Act, the General Ordinance and the Eleventh Supplemen-
tal Ordinance. Such Project Revenues inctude principally the rents, rates and charges imposed by the
City on the users of gas distributed by PGW. Reference is made to Appendix II for summaries of the
Act, the General Ordinance and the Eleventh Supplemertal Ordinance, inclyding definitions of certain
terms used herein. Payment of the principa! of and interest on the Bonds when due will be insured by
a municipal bond insurance policy to be issued by AMBAC Indemnity Corporation simultaneously
with the issuance of the Bonds {see “MUNICIPAL BOND INSURANCE").

Pledge of Revenues and Funds

In the General Ordinance, the City has pledged and granted a security interest in all Project
Revenues and all accounts, contract rights and general intangibles representing Project Revenues for
the security and payment of all Bonds issued under the General Ordinance.

The Act subjects alt monies deposited in the Sinking Fund, including the Sinking Fund Reserve, to
a security interest for the Bonds until such moneys are properly disbursed and provides that no bonds
issued under the Act shall pledge the credit or taxing power of the City or create any debt or charge
against the tax or general revenues of the City or create any lien against any property of the City other
than Project Revenues.

Priority in Application of Project Revenues

The General Ordinance creates a lien on and a pledge of all Project Revenues of PGW for the
benefit of the holders of Gas Works Revenue Bonds in each fiscal year and creates a priority in
application of Project Revenues prior to default as follows:
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First, to Net Operating Expenses;

Second, to required payments into the Sinking Fund to pay the principal of and interest on alt
Bonds issued under the General Ordinance and to accumulate, or to restore any deficiency in the
Sinking Fund Reserve;

Third, to the payment of general obligation bonds which have been adjudged to be self liqui-
dating on the basis of expected revenues from PGW;

Fourth, to the payment of interest and Sinking Fund charges of other general obligation debt
incurred for PGW; and

Fifth, to the payment of City Charges.

The balance of the Project Revenues in any fiscal year, including Sinking Fund Reserve Earnings,
as such balance is determined in accordance with the General Ordinance, may, upon the approval of
the Gas Commission, be paid to the City provided that in a given fiscal year the balance so paid does
not exceed the amount of earnings on the Sinking Fund Reserve transferred and paid to PGW’s oper-
ating funds during the same fiscal year. See Appendix Il — Summaries of Legislation Authorizing the
Issuance of Gas Works Revenue Bonds. During the 1989 fiscal year, to date, there has been no request
by the City for transfer of any excess Project Revenues relating to PGW’s current fiscal year.

Subordinated Short Term Borrowings — Tax Exempt Commerical Paper Program

In December, 1982, legislation was approved by the Commonwealth permitting PGW to finance
inventory and accounts receivable through temporary borrowings (not exceeding five years) which
mature beyond the limitations of the fiscal year in which issued. The legislation does not limit the
amount of such borrowings. In September, 1983, the Cirty was authorized by ordinance to effect such
borrowings by the issuance of tax-exempt notes from time to time in amounts not to exceed
$100,000,000 aggregate principal amount at any one time outstanding. The ordirance subordinated
payment of any such tax-exempt nctes from Project Revenues to all the payments set forth above
under “Priority in Application of Project Revenues”™ except the payment of City Charges, which was
relegated to the lowest priority. Since the City’s authorization, the Gas Commission has approved a
maximum amount at any time outstanding for such notes of $85,000,000. As of November 30, 1988,
$82,175,000 aggregate principal amount of tax-exempt notes were outstanding.

Rate Covenant and Rate Requirements

The General Ordinance includes a rate covenant (the ““Rate Covenant’) which requires that, so
long as Gas Works Revenue Bonds are outstanding, the City impose, charge and collect in each fiscal
year such gas rates and charges as shall, together with all other Project Revenues to be received in
such fiscal year, be sufficient to provide, after meeting any Sinking Fund Reserve requirements, the
greater of (a) the sum of all Net Operating Expenses payable during such fiscal year plus 150% of the
debt service requirements for such year on all cutstanding Gas Works Revenue Bonds or (b) the sum
of all Net Operating Expenses payable during such fiscal year plus the debt service requirements for
such year on all ouistanding Gas Works Revenue Bonds and all outstanding City general obligation
bonds issued for improvements to PGW. (For a further discussion of the Rate Covenant and other rate
requirements applicable to PGW, see ““RATES AND CHARGES.”)

Covenant Against Commingling with Other City Funds

The City has covenanted that so long as any of the Eleventh Series C Bonds remain outstanding
all Project Revenues shall be deposited, held and disbursed in and from one or more unsegregated
accounts of PGW which shall be separate from and not commingled with monies or accounts of the
City not held exclusively for PGW purposes.

Additional Parity Bonds

The General Ordinance permits the issuance of additional Bonds which will be parity bonds,
provided, among other requirements, that an independent engineer determines that estimated Project
Revenues wiil be sufficient to meet the Rate Covenant. See the material under the caption “The
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General Ordinance’ in Appendix 11 for a discussion of the provisions relating to the issuance of
additionat Bonds. The Eleventh Supplemental Ordinance authorizes the issuance of up to $275 million
of Bonds, in one or more series, to fund capital improvements and to advance refund outstanding First
and Second Series Bonds and certain outstanding Ninth Series Bonds or such other series as shall be
designated by the Director of Finance of the City. The Eleventh Series A Bonds and Eleventh Series
B Bonds were issued in June, 1987 in the aggregate amount of $142,440,000 to fund a portion of PGW’s
capital improvement program and refund all outstanding maturities of the First and Second Series

Bonds.

Sinking Fund

Pursuant to the Act, the General Ordinance establishes a Sinking Fund for the benefit and security
of the holders of all Bonds to be held separate and apart 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 earned and to be earned on investments held therein,
be sufficient to accumulate, on or before each interest and principal payment date of the Bonds, the
amounts required to pay the principal of and interest on the Bonds then coming due and payable. It is
the current practice of the City to make deposits in the Sinking Fund on or immediately prior to the
date on which debt service payments are due. To the extent monies are on deposit in the Sinking Fund
which are not currently required for the payment of debt service, such monies shall be invested at the
direction and under the management of the Director of Finance. Interest and profits from any such
investment shall be added to the Sinking Fund and credited in reduction of or to complete required
deposits into the Sinking Fund.

Sinking Fund Reserve

The General Ordinance establishes a Sinking Fund Reserve as part of the Sinking Fund but for
which separate accounts shall be maintained. The City is required to deposit in the Sinking Fund
Reserve from the proceeds of sale of each series of Bonds issued under the General Ordinance an
amount equal to the maximum amount required in any fiscal year to pay the principal of and interest
on the Bonds of such series coming due and payable in that fiscal year unless the Supplemental
Ordinance authorizing the series of Bonds authorizes the accumulation from Project Revenues of a
reserve of such amount over a period of not more than six fiscal years after the issuance and delivery
of the Bonds. Although the Eleventh Supplemental Ordinance has authofized an accumulation from
Project Revenues, it is expected that the Sinking Fund Reserve requirement will be fully funded by
proceeds from the Eleventh Series C Bonds. The money and investments (valued at market) in the
Sinking Fund Reserve must at all times be held and maintained in an amount equal to the maximum of
the principal and interest requirements of all outstanding Bonds in any subsequent fiscal year. As of
November 30, 1988, the value of the funds and investments on deposit in the Sinking Fund Reserve
was required to be at least §62,670,335 and the amount in the Sinking Fund Reserve met this require-
ment. If, at any time, the monies in the Sinking Fund (other than the Sinking Fund Reserve) are
insufficient to pay, as and when due, debt service on any Bond or Bonds, the Sinking Fund Depositary
is required to pay over to the Fiscal Agent from the Sinking Fund Reserve the amount of the defi-
ciency. The Sinking Fund and Sinking Fund Reserve are managed by, and invested and reinvested
under the direction of, the Director of Finance of the City. The General Ordinance provides that
interest and income earned on monies held in the Sinking Fund Reserve may be transferred and paid
by the Director of Finance to the operating funds of PGW and applied as Project Revenues in the
manner described under “SECURITY — Priority in Application of Project Revenues.”

Required Deposit to Sinking Fund From Project Revenues

The City has covenanted in the General Ocdinance that, if the City shall fail to make required
deposits into the Sinking Fund, including the Sinking Fund Reserve, or if, for any reason, there shall
be a deficiency in the Sinking Fund Reserve, it will immediately upon such failure or deficiency and
without notice thereof, and so long as such failure or deficiency shall continue, deposit in the Sinking
Fund, including the Sinking Fund Reserve, on a daily basis, 50% of ali Project Revenues or such
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greater percentage thereof as the Director of Finance shall determine. This obligation is specifically
enforceable by the trustee for bondholders appointed in accordance with the Act or, if none is ap-
pointed, by any bondhoider (see “REMEDIES OF BONDHOLDERS”).

MUNICIPAL BOND INSURANCE

The City has received a commitment from the AMBAC Indemnity Corporation (““AMBAC In-
demnity’’) for a municipal bond insurance policy (the ““Municipat Bond Insurance Policy™) relating to
the Eleventh Series C Bonds, effective as of the date of issuance of the Eleventh Series C Bonds. A
description of AMBAC Indemnity is attached hereto as Appendix IV. Appendix IV also contains a
copy of the text of the Municipal Bond Insurance Policy and a summary of the rights of holders of the
Eleventh Series C Bonds with respect to the Municipal Bond Insurance Policy. A Statement of Insur-
ance containing a summary of the Municipal Bond Insurance Policy will be printed on the Eleventh
Series C Bonds. The City has not made any independent investigation of AMBAC Indemnity or of
their financial condition.

DESCRIPTION OF THE ELEVENTH SERIES C BONDS

The Eleventh Series C Bonds are being issued pursuant to the Act, the General Ordinance and the
Eleventh Supplemental Ordinance. The Eleventh Series C Bonds are being issued for the purpose of
providing funds to advance refund certain of the City’s Gas Works Revenue Bonds, Ninth Series and
certain of the City’s Gas Works Revenue Bonds, Eighth Series. The Act authorizes the City to issue
Revenue Bonds to finance revenue producing projects and to refund bonds issued for such purpose,
but the bonds must be payabie, directly or indirectly, solely from Project Revenues {as defined in the
Act). The General Ordinance is the governing ordinance under which all Gas Works Revenue Bonds
.are issued.

The Current Interest Bonds

The Current Interest Bonds will be dated January 1, 1989 and will bear interest from such date,
pavable on January 1, 1990, and on each July 1 and January 1 thereafter. The Current Interest Bonds
will be issued as fully registered bonds in the aggregate principal amount set forth on the inside cover
hereof in the denomination of $5,000 principal amount each or any integral muitiple thereof. The
principal of, and premium, if any, on the Current Interest Bonds will be payable at the principal
corporate trust office of The Philadelphia National Bank in Philadelphia. Interest on the Current Inter-
est Bonds, when due, will be paid by check, mailed by the Fiscal Agent to the persons in whose names
the Current Interest Bonds are registered on the 15th day preceeding each interest payment date,
except that if any such interest payment date is not a business day, then such interest check shall be
mailed on the next succeeding business day. Registered owners of at least $100,000 principal amount
of the Current Interest Bonds may elect to receive interest payments by wire transfer.

The TECA Securities

The TECA Securities are payable at maturity in an amount (the ““Maturity Amount’) equal to the
principal amount of such TECA Securities at delivery (the “Initial Principal Amount’’), plus interest
from the date of delivery of such TECA Securities compounded on January 1 and July 1 of each year.
The TECA Securities are issuable as fully registered bonds in the denomination of $5,000 Maturity
Amount or any integral multiple thereof (except for one TECA Security maturing in 2001 which shall
be issued in the Maturity Amount of $1,126.55). The TECA Securities are payable on the dates and in
the amounts set forth on the following page at the principal corporate trust office of The Philadelphia
National Bank in Philadelphia.



Due Initial Maturity Approximate

Jan. 1 Principal Amaunt Amount Yield to Maturity
2001 $6,617,423.90 $14,986,126.55 7.00%
2002 2,965,866.00 7,240,000.00 7.05
2003 2,748,810.80 7,240,000.00 7.10
2004 2,543,464.25 7,235,000.00 7.15
2012 5,064,435.05 25,835,000.00 7.25

Accreted Value

The Initial Principal Amount plus interest accreted (the “Accreted Value™) per $5,000 Maturity
Amount of each TECA Security on each January 1 and July 1 of each year is set forth on the next
succeeding page. The Accreted Value of TECA Securities on any other date will be calculated based
on an assumption that such Accreted Value increases in equaf daily amounts on the basis of a 360 day
year consisting of tweive 30 day months.

Use of Proceeds
It is estimated that the proceeds of the Eleventh Series C Bonds will be applied as follows:

Ninth Series Escrow Account (1} ..o e, $ 89,022,350
Eighth Series Escrow Account (2) ..ot 23,011,950
Munricipal Bond Insurance Policy (3) .. ....ovvv oo 1,500,192
Sinking Fund Reserve Deposit (4). ... oiiiiiiiiia i 15,526,700
Cos18 Of TSSUANCE [3) 1. ev it ettt i e et ettt 1,756,766
Original Issue DISCOUNL . ... i e i et st merananaeaay 1,702,042

$132,520,000

(1) Net of monies transferred from the Ninth Series Sinking Fund Reserve.
(2) Net of monies transferred from the Eighth Series Sinking Fund Reserve.
{3) Net of rebate from AMBAC Indemnity on the Refunded Bonds of $595,200.

(4) The deposit to the Sinking Fund Reserve from the proceeds of the Eleventh Series C Bonds is
equal to the maximum annual debt service requirement on the Eleventh Series C Bends. See

“SECURITY — Sinking Fund Reserve.”’
(5) Includes Underwriters’ discount. See “UNDERWRITING”.

Plan of Refunding

Pursuant to an Escrow Deposit Agreement to be dated the date of delivery of the Eleventh Series
C Bonds, the net proceeds of the Eleventh Series C Bonds will be deposited with The Philadelphia
National Bank (the ““‘Escrow Agent’’) and invested in government obligations or other permitted es-
crow obligations the principal of and interest on which will be applied to: a} Pay the interest due on all
Refunded Ninth Series Bonds from March 15, 1989 to March 15, 1995, inclusive; b) Call the Refunded
Ninth Series Bonds for redemption on March 15, 1993, at 102 %% of par; (c) Pay the interest due on all
Refunded Eighth Series Bonds from May 15, 1989 to May 15, 1995, inclusive; and (d) Call the Re-
funded Eighth Series Bonds for redemption on May 15, 1995, at 102 2% of par.
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Optional Redemption of Term Bonds -

The Eleventh Series C Bonds due January 1, 2010 and January 1, 2015 (the ““Term Bonds™) are
subject to redemption prior to maturity at the option of the City on and after January I, 1999 in whole
or in part on any interest payment date, in any order of maturity directed by the City, by lot, at the
following redemption prices, plus accrued interest to the date of redemption:

Redemption Price
(E.;pressed as g
e

Percentage
of Principal Amount
Redemption Period Calcnlated as of the
{Dates Inclusive) Redemption Date)
January 1, 1999 to December 31, 1999 . .. ... ..ol 102
January 1, 2000 to December 31,2000 . ... ...l 101
January 1, 2001 and thereafter ....... ... ... .. . il 100

Mandntory Redemption of Term Bonds

‘The Term Bonds are subject to mandatory redemption prior to maturity, in direct order of matu-
ritv and within a maturity by lot, at a redemption price of 100% of their principal amounts plus accrued
interest, from funds which the City has covenanted to deposit in the Sinking Fund on or before
January 1 of the years 2005 to 2010 (including 2010 which is a final maturity) in the case of the 2010
maturity, and the years 2013 to 2015 (including 2015 which is a final maturity) in the case of the 20135
maturity, in amounts sufficient to redeem on each January 1 the following principai amounts of such
Term Bonds (to the extent that Term Bonds in the principal amount otherwise required to be redeemed
have not been previously purchased by the City and surrendered to the Fiscal Agent), and to pay the
Term Bonds at maturity as set forth below:

Year Amount Year Amount
2005 $ 7,240,000 2013 §7,030,000
2006 7,765,000 2014 7,503,000
2007 8,325,000 2015 8,010,000
2008 8,525,000

2009 9,580,000

2010 10,275,000

Mandatory Redemption of TECA Term Bonds

The TECA Term Bonds maturing on January 1, 2001 and on January 1, 2012 are subject to
mandatory redemption prior to maturity, in direct order of maturity and within a maturity by lot, at a
redemption price of 100% of their Accreted Value, from funds which the City has covenanted to
deposit in the Sinking Fund on ot before January 1 of the years 2000, 2001 (which is a final maturity}),
2011 and 2012 (which is a final maturity) in amounts sufficient to redeem on each January 1 the
following Accreted Value of such TECA Term Bonds:

Year Amount

2000 § 7,231,086.60
2001+ 7,240,000.00
2011 11,016,805.80
2012* 14,005,000.00

*Final Maturity

Notice of Redemption

Each redemption made pursuant to the foregoing paragraphs shall be made only after notice is
mailed, not less than 30 nor more than 60 days before the date fixed for redemption, first class postage
prepaid, to the registered owners appearing on the bond register of the Eleventk Series C Bonds to be
redeemed. Failure to mail such notice, or any defect therein, shall not affect the validity of the pro-
ceedings for redemption of Eleventh Series C Bonds for which such notice has been propetly given.
Notice having been so given and provision having been made for redemption from funds on deposit
with the City’s Fiscal Agent or Sinking Fund Depositaty, all interest on Eleventh Series C Bonds
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called for redemption accruing after the date fixed for redemption shall cease, and the registered
.owners of the Eleventh Series C Bonds called for redemption shall have no security, benefit or lien
under the General Ordinance or any rights thereunder except to receive payment of the redemption
price.

REMEDIES OF BONDHOLDERS

Remedies under the Act and the General Ordinance available to Bondholders, including the hold-
ers of the Eleventh Series C Bonds, and to any trustee for Bondholders appointed by the holders of
25% in principal amount of any series of Bonds in default are described in the summaries contained in
Appendix II hereof. Also, Bondholders or a trustee therefor are entitled to the remedies of secured
parties in respect of the Project Revenues and the funds on deposit in the Sinking Fund, including the
Sinking Fund Reserve. )

Limitation Under Federal Bankruptcy Code

The rights and remedies of Bondholders are subject to various provisions of Chapter 9 of the
United States Bankruptcy Code (the ““Code’’), which permits, under certain circumstances, a political
subdivision or public agency or instrumentality of a state to file a voluntary petition in bankruptcy in
the nature of a plan for adjustment in the repayment of debts, if it is insolvent or unable to meet its
debts as they mature. Such a petition may be filed by a political subdivision only if the state legislature
has generally authorized the entity to be a debtor under Chapter 9 of the Code or a governmental
officer or organization empowered by state law to give such authorization has done so. No such
authorization has ever been sought or granted with regard to the City. Should the City ever file under
Chapter 9 of the Code, the rights and remedies of the Bondholders may be adversely affected.

The enforceability of the rights and remedies of Bondholders may also be limited by bankruptcy,
insolvency or other laws now or hereafter in effect affecting the rights or remedies of creditors gener-
ally, or be subject to principles of equity, if equitable remedies are sought.

PHILADELPHIA GAS WORKS

General

PGW consists of all the real and personal property owned by the City and used for the manufac-
ture, storage, processing and distribution of gas in the City, and all property, books and records
employed and maintained in connection with the operation, maintenaace and administration thereof.
PFMC has operated PGW pursuant to the Management Agreement since January 1, 1973. Under the
Management Agreement, various aspects of PEMC’s management of PGW are subject to review and
approval by the Gas Commission and, where authorization of City Council is required, recommenda-
tion of the City’s Director of Firance or the Gas Commission or, as appropriate, both. The Gas
Commission has various responsibilities for the oversight of the operations of PGW; the Director of
Finance oversess certain financial practices of PGW and the operations of its pension plan; and the
City’s Law Department is designated as the legal advisor to the Gas Commission and PGW.

[THIS SPACE LEFT INTENTIONALLY BLANK]
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Summary Statements of Income

The summacy statements of income set forth below should be read in comjunction with the audited financial statements and notes included in
Appendix I hereto.

{Doltar Amounts In Theusands)

Fiseal Years Ended August 31,

1584 1985 1986 1987 1988
Operaling revenues. .. .........coou... $532,163 $495,286 $a77,127 $456,443 $469,567
Naturalgas............ ... ... .. 305,835 289,383 266,029 221,119 229,284
Other raw materials . ... ... ... ..... 105 148 1,003 1,814 549
Gas processing. ..........o.ooaiiiio.. ' 16,781 16,356 18,726 18,899 24,062
Customer Service. ... ..o v 18,182 19,455 20,306 20) 858 . 20,786
Distribution. . .................. R 12,335 13,048 13,411 14,350 16,562
Customer activities .. ................. 50,866 49,491 47,309 51,449 51,186
Administrative and general . ..., .. ... 18,692 19,647 25,068 26,112 28,413
Pensions ... ... i 16,710 16,936 17,571 16,763 17,016
Taxes, other than income ............. 4,696 5,037 5,430 5,808 6,398
Depreciation. ..ol 14,057 14,490 14,553 19,462 21,155
Total aperating expenses................ 458,259 444,591 429,106 396,634 415,411
Operating income ... ...oooooaa... 73,904 50,695 47,721 59,809 54,156
Other INCOME .. ..ot e e e iae e 16,729 15,906 15,643 12,295 15,940
Income before interest expense .......... 90,633 66,601 63,364 72,104 70,096
Interest expense . ... ... .oiiiiinan. 39.843 40,766 44,244 44,125 48,575
Income before extraordinary loss ........ 50,790 25,835 19,120 27,979 21,521
Loss on extinguishment of debt (2)..... .. - 8,488 - — ) -
Netincome ().t $ 50,790 § 17,347 $ 19,120 § 27,979 $ 21,521

{1) Net Income is before payment of City Fee.

(2) In fiscal year 1985, PGW recorded an extraordinary charge against carnings of $8,488,000, which recognizes the increase in the debt outstand-
ing net of related issuance and discount costs between the Ninth Series Bonds and the defeased maturities of the Seventh Series Bonds. Duc
to the reduced interest costs, debt service payments over the life of the Ninth Serics Bonds compared to the defeased maturities of the
Seventh Series Bonds were lowered by approximately $6.6 mitlion.

In fiscal year 1987, PGW received approval from the Gas Cominission to permit the amortization of the a) loss incurred in the issuance of the
Tenth Series Bonds over the life of the Tenth Series Bonds and b) the loss incurred in the issuance of the Eleventh Serics B Bonds over the
life of the Eleventh Series I3 Bonds. Due to the reduced interest rates achieved by the refundings, debt servicé payments over the life of the
Tently Series Bonds compared to the defeased maturities of the Sixth Serics Bonds were lowered by approximately $4.4 million and debt
service payments over the life of the Eleventh Series B Bonds compared 10 the defeased maturities of the First and Second Series Bonds were
lowered by approximately $1.5 million.



MANAGEMENT’S DISCUSSION AND ANALYSIS
OF THE SUMMARY STATEMENTS OF INCOME

General Considerations

During the five fiscal years ended August 31, 1988 (presented in the foregoing Summary State-
ments of Income), PGW experienced slightly declining natural gas sales caused, in part, by fluciuating
winter weather conditions, conservation efforts on the part of PGW’s customers and a reduction in the
number of customers PGW serves. PGW’s annual sales of natural gas declined from 78.3 billion cubic
feet (bef) in 1984 to 75.4 bef in 1988. PGW successfully adapted its rate structure and marketing
program to meet the ever changing supply of and demand for natural gas. Despite fluctuations in gas
sales over the past 5 years, PGW has been able to maintain profitability and rate stability through Gas
Cost Rate adjustments and control of operating expenses (see “‘Gas Cost Rate’ and ““Five Year
Summary of Operations’” below). To increase gas sales and profit margins, PGW has directed its
marketing efforts towards attracting new, large volume commercial and industrial customers and re-
taining current customers.

Other major factors which influenced natural gas sales and overal] financial results during this
period include: (i) volatility of natural gas costs to PGW; and (ii) concurrent decreases in the cost of
alternative fuels such as oil which resulted in reduced demand and profit margins for interruptible sa!es
(see “‘Five Year Summary of Gas Sales’’ below).

Five Year Summary of Operations

The beginning of this decade was marked by financial transition during which efforts were under-
taken to address working capital shortfalls, which were the result of an unprecedented rise in unpaid
customer accounts and of costlier supplemental fuel supplies. To fund this deficiency in working cap-
ital, PGW borrowed $45.0 million from the City and repaid this amount in the 1983 fiscal year.

To provide a more permanent, low cost funding mechanism with which to stabilize its working
capital needs, PGW established a tax exempt commercial paper program in fiscal year 1984, which
PGW continues to use. The authorized level of the tax-exempt commercial paper program is $85.0
million (see ‘“Tax Exempt Commercial Paper’’ below).

A three-year labor contract was negotiated in 1983 providing for annual increases of 5%, 6% and
6% respectively, over the term. PGW negotiated a subsequent three-year agreement which provided
for increases of 4.5% annually, commencing April 8, 1986.

Five Year Summary of Gas Sales

Total gas sales for PGW can be described as sales to firm or interruptible customers. Firm cus-
tomers receive gas service under various schedules which anticipate no interruptions in delivery of
natural gas. Firm service is sold to residential, commercial and indusirial customers depending on the
type of service required and represented 83% of total gas sales as of the end of fiscal year 1988.
Interruptible service is offered to customers, under schedules or contracts which anticipate and permit
interruptions on short notice, generally in peak-load periods. Interruptible service is sold to high vol-
ume commercial and industrial customers and represented 17% of total gas sales as of the end of fiscal
year 1988, {See ““Certain Financial Data’” below for a five year summary of gas sales.)

Fiscal year 1984 marked the coldest winter in the last five years (4,972 degree days*), resulting in
a net increase of 5.7 bef in gas sales over fiscal year 1983, This increase in szles more than offset the
impact of a downward adjustment to the Gas Cost Rate (“‘GCR’’), as defined below, effective from
January 1, 1984 to March 31, 1984. Thus, gas revenues were 3525.0 million for fiscal year 1984, an
increase of $30.3 million or 6.1% over those for the prior year. Revenues from firm sales increased by
$34.8 million over those for fiscal year 1983 on the strength of a 5.9 bef volume increase. Revenues
from interruptible sales declined by $4.5 million reflecting competitive pressure from oil prices and a .2
bef decrease in customer demand.

* A “normal’ year has 4600 degree days,
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In fiscal year 1983, total gas sales were 69.9 bef, down 8.4 bef from the previous year. Miider than
normal temperatures during the 1985 heating season were primarily responsible for this decrease. Firm
sales decreased by 7.3 bef while firm revenues in 1985 totaled $433.2 million, down $28.0 million or
6.1% from fiscal year 1984. Interruptible sales declined in 1985 by 1.1 bef, reducing interruptible
revenues by $7.8 million.

For fiscal year 1986, total gas sales were 71.9 bef, an increase of 2.0 bef over the previous year.
Temperatures during the 1986 heating season were slightly cooler than the prior heating season. Sales
to firm customers, representing 84% of gas sold, totaled 60.4 bef. This higher level of sales reflacts
primarily a return to a more normal heating season. Revenues from gas sales in 1986 totaled $471.5
million, 3.6% less than the prior year, as a result of 2 decline in the GCR. Firm revenues decreased by
57.8 million as the impact of additional sales of 2.0 bcf were more than offset by the downward
adjustment in the GCR. Gas sales to interruptible customers were 11.5 bef, virtually unchanged from
the previous year, while revenues declined by $10.4 million from the 1985 level due to compcmwe oil
prices which declined sharply over the year thereby rcducmo profit margins.

Fiscal year 1987 resulted in total gas sales of 71.3 bcf, a decrease of .6 bef from the previous year.
Temperatures during the 1987 heating season were slightly warmer than the 1986 heating season, and
2% warmer than a normal heating season. Sales to firm customers, representing 85% of gas sold,
totaled 61.0 bef in 1987, This higher level of firm sales was principally due to additional residenatial
sales. The demand for gas service by interruptible customers declined by 1.1 bef from the prior year,
to a fevel of 10.3 bef., Total revenues from gas sales in fiscal year 1987 amounted to $450.8 million,
4.4% less than the preceding year. Firm revenues declined by $5.2 million as downward adjustments in
the fuel component of the base rate and the GCR more than offset additional sales and the approved
$28.65 million rate increase. Iaterruptible revenues declined by $11.5 million from the 1986 level due to
competitive oil prices.

For the 1988 fiscal yvear, gas sales totaled 75.4 bef, 4.1 bef higher than the 1987 fiscal year. Slightly
cooler than normal temperatures during the heating season produced 4,676 degree days, an increase of
76 degree days or 2% greater than normal, and 178 degree days or 4% greater than experienced in the
prier year. Sales to firm customers of 62.8 bef were 1.9 bef higher than experienced in 1987 due to
increased heating demand. Interruptible gas sales increased 21% to 12.6 bef. Associated interruptible
revenues increased 18.5% as movement of alternate fuel prices reduced profit margins.

Gas Cost Rate

Revenues in each fiscal year reflect the recovery of natural gas and raw material costs through the
operation of the Gas Cost Rate (GCR).

The GCR is designed to routinely change customer rates to allow for the recovery of lower or
higher fuel costs through the application of a levelized rate established on an annual basis, begianing
September 1st of each year.

Since January 1, 1984, the GCR’s have been as follows:

Effective Date $/thousand cubic feet {mch) !

January 1, 1984 . ... .ol {0.8948)
April 1,1984 .. ... ... {0.3915)
September 1, 1984 ... ... oo 0.3825

January 1, 1985 . ... o 0.1188

April 1, 1985 e (0.0550)
September 1, 1985 ... ... . .ol {0.0850)
February 1, 1986, ... ...l (0.2542)
September 1, 1986 ... .i.iiiii (0.2443)
December 1, 1987 ....... .o it (0.4419)
September 1, 1983 ....... . ... i (0.0633)

1 Parentheses { ) denote a negative GCR, which is a credit on the customer’s bill.

2 As of September 1, 1986, the fuel component of the base rate was reduced from $4.2401 per mef to
$3.6000 per mcf.

-
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wvatural Gas

In fiscal year 1984, due to the impact of deregulation, natural gas prices declined to levels 7%
lower than those of fiscal year 1983. However, increased sendout and a reductiorn in natural gas
refunds from pipeline suppliers caused PGW’s overall natural gas costs to rise by nearly 38 milljon.

In fiscal year 1985 the downward trend in natural gas costs continued, with expenses for natural
gas totated $289.4 million compared to $303.8 million in 1984. Also contributing to this decrease in
natural gas expenditures were reduced sendout stemming from a warmer ht:atmcr season, and an in-
crease in refunds received from pipeline suppliers.

Natural gas expenses were further decreased by $23.0 million or 8% in fiscal 1986 as the result of
lower pipeline prices and purchases on the spot market. These savings were offset, in part, by deferred
pipeline charges of $11.5 million as approved by the Federal Energy Regulatory Commission, and
increased sendout.

In fiscal year 1987 natural gas expenses decreased by $44.9 million or 17% from the 1986 fiscal
year level. This was again a result of lower pipeline prices and purchases on the spot market combined
with reduced sendout. Also, the payment of deferred pipeline charges approved by the Federal Energy
Regulatory Commission was $11.3 million lower in fiscal year 1587,

In fiscal year 1988, natural gas prices increased $8.2 million over the 1987 level due to the cost of
meeting the increased sendout requirement and the initiation of deferred fuel accounting. The deferral
of the appiication of 36.7 million of refunds received from pipeline suppliers into the 1989 fiscal year
coupled with the increased sendout more than offset savings resulting from lower natural gas prices
and economies of spot gas market purchases.

Accounts Receivable

Beginring in 1982, several programs were developed by PGW, in concert with the Gas Commis-
sion, to provide for better collection policies and stabilization of accounts receivable growth., Among
these programs were the following:

—PGW worked closely with the City in the establishment and promotion of energy assistance
programs such as the federally funded Low Income Home Energy Assistance Program
(LIHEAP), the Philadelphia Emergency Crisis Program and the Utility Emergency Services
Fund (UESF). These programs collectively provided a total of $12.7 million of assistance to
customers during fiscal year 1988, :

—Accelerated collection activities were instituted to keep outstanding customer balances from
reaching excessively high levels. Limitation of customer balances contributes favorably to their

collectibilicy.
—Additional meter readers were employed during the heating season to eliminate the need for
estimated billings, and collection activities were augmented in off peak periods.

—In October, 1984, PGW initiated the Limited Service Program, which offered heating service to
customers who had been shut-off for nonpayment.

—To improve PGW’s efforts to collect accounts receivable, the 5%-2% Repayment Agreement
Plan was instituted in February, 1985. This plan permitted customers to enter into an agreement
requiring an initial payment of 5% of the past-due amount, payment of 2% of the past-due
amount each month and payment of current usage on a monthly budget plan.

Although the 5%-2% Repayment Agreement Plan was created to increase collections, revisions to
this plan made in September, 1985 incorporating an income eligibility test and allowing for a2 maximum
forgiveness of 50% (the “‘Forgiveness Repayment Agreements’”) limited its effectiveness. The revi-’
sions enabled the remaining customers, not meeting the income eligibility test, to make a2 20% initial
payment of the past due amount with the remaining amount to be paid over a maximum of 24 months

{the ““20% Repayment Agreements’’).
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The large number of both Forgiveness Repayment Agreements and 20% Repayment Agreements
resulted in the reactivation of previously terminated accounts during 1985, 1936 and to a lesser extent
1987 and 1983. This reactivation is the principal reason for the increase in Accounts Receivable and
the growth in the annual average number of delinquent accounts.

During the period May through August, 1987, PGW retroactively billed customers the $28.65
million resulting from the rate increase approved for the 1987 fiscal year. The impact of this delayed
billing inflated the customer accounts receivable at August, 1987 and contributed to the 11% improve-
ment recorded in Auvgust, 1988. Through November, 1988, delinquent customers entered into 29,466
Forgiveness Repayment Agreements, of which 15,271 are currently active with a balance of $13.0
million. Delinquent customers also entered into 92,371 20% Repayment Agreements, 27,741 of which
are currently active with a balance of $10.8 million. The total amount of active outstanding accounts
under these two repayment plans is 28% of total Gas Accounts Receivable and starting in 1985, PGW
has increased the reserve for uncoliectible accounts to provide for these account reinstatements under
the two repayment plans. ' :

The status of Accounts Receivable during the 1984 to 1988 period is reflected in the following
table:

ACCOUNTS RECEIVABLE, ACCUMULATED PROVISIONS FOR UNCOLLECTIBLE ACCOUNTS
WRITE-OIF EXPENSES, DELINQUENT CUSTOMERS, AND REVENUE STATISTICS

{Dollars Amounts in Thousands)

Fiscal Years Ended August 31,
1984 1983 1986 1987 1988

Reported revenues during the year $500,057 3489,419 $471,192 $450,518 $465,122
Accounts receivable at August 31. § 71,781 $ 81,902 $ 92,061 5 94,441 3 83,734
Accumulated provisions for uncol-

lectible accounts at August 31 .. £ 26,071 333,419 $ 39,358 S 41,639 § 40,851
Net accounts receivable at

August 3l ... i $ 45,710 S 48,483 S 52,703 $ 52,802 § 42,883

Accumulated provisions for uncol-

lectible accounts as a percentage

of accounts receivable (%) ... .. 36.3 40.8 42.8 44.1 48.8
Write-offs during the year*....... S 24,392 $ 14,424 S 13,159 S 20,496 $ 20,874
Receivables as a percentage of re-

ported revenues during the year ' ’ i
7223 i4.35 16.73 19.54 20.96 18.00

Delinquent customers {annual av-

1] €123 131,052 141,521 153,086 156,387 148,588
Delinquent customers at

August 3l ..ol 135,226 125,851 135,394 148,670 124,543

*Net write-off.

Yrite-off of Uncollectible Accounts

In fiscal vear 1984, net customer accounts receivable of $24.4 miilion were written off and the
reserve balance increased moderately to $26.1 million. In fiscal years 1985, 1986, 1987 and 1988, in
recognition of the substantial number of reactivated gas accounis resulting from the two repayment
plans, the reserve was increased to $33.4 million, $39.4 million, §41.6 miilion and $40.9 million respec-
tively, while the amount written off, net of reactivations, was $14.4 million in 1985, §13.2 million in
1986, $20.5 million in 1987 and $20.9 million in 1988.
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The following table presents information regarding the aging of Gas Accounts Receivable of PGW
at August, 1988 and August, 1987:
AGING ANALYSIS OF GAS ACCOUNTS RECEIVABLE
{Dollar Amounts in Thousands)

August 31, 1988
Total Gas

90 Days Accounts Delinquent

Customer Receivables Current 30 Days 60 Days & Over Receivable Accounts
Residential and small commercial ... 8 5,852 85,419 $4,443 842,702 358,416 §52,564
Industrial and large commercial . .. .. 5,869 766 285 1,029 7,949 2,080
Final billing (8).................... 2,493 3,117 3,994 5,606 15,210 12.717
Total ..o $14214 39302 $8.722 $49,357  $81,575(b) $67,361

August 31, 1987
Total Gas

) 90 Days Accounts Delinquent

Customer Receivables Current 30 Days 60 Days & Qver Receivable Accounts
Residential and small commercial ... §25,348 $ 4,915 $2,948 $34,257 367,463 £42,120
Industrial and large commercial .. ... 3,982 2,996 485 1,200 8,663 4,681
Final billing (2) ... vvvvveennrenn... 2836  3.542 3909 4842 15129  12.293
Total. ..ot 332,166 511,453 §7,342 540,299  £91.260(b) 339,094

(a) Gas service on these accounts has been terminated. Amounts include voluntary and inveluntary
termination,.

(b) This amount represents Gas Accounts Receivable and does not inciude other miscellaneous Ac-
counts Receivable which would be included in the Accounts Receivable figures on the preceding
chart.

Capital Improvement Program
PGW’s Capital Improvement Program is funded by the sale of revenue bonds and Internally

Generated Funds (“IGF”’). Bond sales are made in advance of actual expenditures, with the proceeds

being placed in restricted accounts and expended solely for PGW capital purposes. The last revenue

bond issue sold under the Capital Improvement Program was the $100 million Gas Works Revenue

Bonds, Eleventh Series A, issued in June, 1987,

In fiscal year 1989, PGW expects to issue §75 million Gas Works Revenue Bonds (the Twelfth

Scries Bonds) to pay for various capital expenditures.

FISCAL YEAR
NET CAPITAL EXPENDITURES(1)

(Doliar Amounts in Thousands)

1984 1985 1336 1987 1988

Gassupply ...t T S 4914 §4,599 § 2,89 § 3,294 35 6,124
Distribution ......... e ereeiiieaeeeaaa 23,127 26,362 29.634 35,621 41,846
CUStOMEr SEIVICE ... ittt ae e iiniaiaann, 2,320 3,657 3,836 4,546 4,426
Other .. e 2.594 7.184 10.538 14,645 20,141
Total . $33.355 541,802 S47.187 558,106  572.537
Internally Generated Funds to fund Capital Im- '

DIOVEMENLS. . ot ittt it ieae e s $ 9.600 S§12.400 S 6.200 521,100 §519.400

{1} Net of reimbursements, contributions and salvage.

Internally Generated Funds

Since fiscal year 1982, PGW has provided for a portion of capital costs to be funded through the
use of IGF. IGF consists of funds generated by PGW net revenues. In fiscal year ended August 31,
1988, PGW generated $19.4 million of IGF, which funded approximately 27% of the Capital Improve-

ment Program for that year.
16



Tax-Exempt Commercial Paper

In 1984, PGW’s ability to meet its short term financing needs was enhanced by the institution of a
tax-exempt commercial paper program (see ““‘SECURITY — Subordinated Short Term Borrowings™’).
The resulting rate structure stability and financing flexibility have enabled PGW to meet its current
operating needs. The authorized level of the tax-exempt commercial paper program was increased by
the Gas Commission during the 1985 fiscal year to $85 million from the $75 million initially authorized.
At August 31, 1988, the amount outstanding was reduced to $34.4 million due to timing constraints on
the sale of notes. The amount outstanding at August 31, 1987, August 31, 1986, and August 31, 1985
was constant at $83 million compared to $64 million outstanding at August 31, 1984.

[THIS SPACE LEFT INTENTIONALLY BLANK]
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Certain Financial Data

The following data are based upon the records of PGW. The Acting City Controller has not par-
ticipated in the preparation of any of the financial data contained in this Official Statement. For further
information, see Appendix I — Financial Statements of PGW.

SELECTED OPERATING DATA
(Dollar Amounts in Thousands)
Years Ended August 31,

1984 1985 1936 1987 1938

DEGREEDAYS ...... ... e, 4,972 4,428 4,536 4,498 4,676
%o of normat (4,600 degree days) .. ... .. ... 108 96 99 98 102

MAXIMUM 24.HOUR SENDOUT (mcf) ....... 676,842 719,133 571,711 600,858 596,889
Avg, pcak-day temperature (degrees). . ... ... 7 4 20 14 14

GAS REVENUES & SALLES BY CUSTOMER
CLASSIFICATION

Gas operating revenues {3 000 omitied)

Residential:
Heating ... .. ... . i i §311,113 $311,011 $306,324 5301,954 $306,008
Nong-heating . . ... ... ... . i nna.. 32,935 31,272 30,050 28,021 26,614
Industrial and commercial;
%+ 63,411 66,582 66,370 64,725 65,028
Interruptible. .. .. ... e 63,323 T 56,032 45,623 34,100 40,410
Other gas revenues (municipal, PHA, salss for
resale and unbilled revenues). .. ... ... ... 51.746 24,352 22.630 21,988 26,212
Total gas revenues. . ... ............. 8525,028 $489,269 S471,542 5450,818 $464,272
Qther operating revenues. . ... ... .0 ue.onn 7.135 6.017 5,583 5.628 5,293
Total cperating revenues . . ... ouuvu ooy §332,163 $495,286 $477,127 §356,443 $469,567
Otherincome ... ... it 16.72¢ 15.906 13.643 12,295 15,940
Total revenues and other income .. ..., ... $548.592 §511,192 §492,770 568,738 $485,507

SUMMARY OF CUSTOMERS AT END OF
PERIOD

Residential .. ... .. . it 500,338 300,378 499,608 496,836 497,227
Industrizl and commercial:

312+ 18,431 18,482 18,840 i%,0i5 19,513
Interruptible . . . oo oo 98 135 164 193 259
Municipaland PHA .. ... ... o oot 2 2 2 2 2
Totalcustomers ............couvnn 518,869 518.997 518,614 316,046 517,001

GAS SALES BY CLASSIFICATION (mmeh)

Residential:
Healing . oo v i e i i e i e e 47,204 42,157 43,525 44,268 45,838
Non-healng . - o oo v e e i v it e en 4,532 3,947 3,936 3,790 3,667
Industrial and commereial:
52152 ¢ 9,807 8,043 9,347 9,398 9,670
Interruptible. ..o ov v 12,561 11,437 11,433 10,362 12,584
Other .. e e e 4,165 3.367 3.376 3.520 3.667
Totalgassales ................. e 78.26% 69,951 71,857 71.338 75,426

SUPPLY AND DISPOSITION OF GAS (mmcl)

Natural gas purchased . . ... ... . ... 79,243 69,995 73,383 73,944 78,178
Liquid petroleum . ... ..o L oooi ot i4 8l td1 §9 110
Liguified naturalgas. ... ... ..o i 2,840 2,331 1,598 1,760 2,620

Totalsupply. .. oo ov §2,099 72,410 78.120 75,793 80,503
Deduct:
Addidens to (withdrawals from} gas siorage . 1,097 (1,088) 967 75 2,502
PGW 'suseandother ................ 2,733 3,647 5.296 4,380 2.980
Totalgassales ... .. .o inanonnnn 78.269 69.851 71.857 71.338 75.426
AVGERAGE MONTHLY USAGE OF RESIDEN-
TIAL CUSTOMERS (mcf) :
Heating. . ..o oo it e 10.2 9.1 9.2 9.2 9.5
Non-heating. ...t 2.8 1.8 2.9 29 2.9

AVERAGE MONTHLY BILL OF RESIDENTLIAL
CUSTOMERS
Healing. ..o ovi it ii i e e § 70.13 3 69.75 S 6772 $ 66.77 S 66.10
Non-heating., .o oo vt e e § 2177 § 23.05 § 23.08 § 2239 § 2178
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HISTORICAL REVENUES AND DEBT SERVICE COVERAGE

The financial operations for the five years ended August 31, 1988 and the revenues avajlable for

debt service are shown in the following table:

(Dollar Amounts in Thousands)
Years Ended August 31,

1984 1985 1336 1987 1988
QOperating revenues ............. $532,163 3495,286 5477,127 §456,443 $469,567
Otherincome .................. 16,729 15,906 15,643 12.295 15,940
Total revenues ............. 548,892 511,192 492,770 468,738 485,507
Adjustments ..., 2,696 227 2,124 527 1,837
Project revenues ........... 551,588 511,419 404 894 469,265 487.344
Operating expenses ............. 458,259 444 391 429,406 396,634 415,411
Less: depreciation ............. 15,376 16,390 16,634 21,707 23,615
other adjustments ........ 60 72 276 (563) (497
Net operating expenses ......... 442,823 428,129 412,496 375,450 392,293
Netrevenues .................. $108,765 5 83,290 § 82,398 § 93,775 § 95,051
Debt service on revenue bonds .. $ 48,951  $ 47,502 $ 51,597  $ 50,193 S 59,473
Debt service on general obligation
bonds issued for PGW*........ 4,347 3,440 2.549 1,728 —
Total revenue bond and generzl
obligation bond debt service ... § 53,208 $ 50,942 S 54,146 $ 51,922 § 59.473
Debt service coverage:
Revenue bonds ....... AU 2.22x 1.75% 1.60x 1.87x 1.60x
Revenue bonds and general obli-
gation bonds ............... 2.04x 1.63x 1.52x 1.81x 1.60x

* General obligation bonds matured in the 1987 fiscal year.

In connection with its rate decision of Oct. 13, 1988, the Gas Commission suggested certain
expense reductions which would allow PGW to meet its financial obligations and achieve a debt ser-
vice coverage level above the Rate Covenant, In response to this rate decision, PGW has developed an
operational plan for fiscal year 1989, which includes extensive reductions in operating expenses. Per-
sonne! levels are being reduced by PGW through attrition and the implementation of an early retire-
ment program, which together are expected to resuit in staffing levels at fiscal year end being
approximately 10% below previously budgeted levels. All other operating expenses have been re-
viewed and selective reductions have been implemented. PGW expects that for fiscal year 1989, debt
service coverage wiil be in excess of the Rate Covenant,

[THIS SPACE LEFT INTENTIONALLY BLANK)]
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Projected Debt Service

The following table presents year-by-year debt service requirements of the previously issued Gas
Works Revenue Bonds (First through Eleventh Series A & B), excluding the refunded portion of the
Seventh Series Bonds, the refunded porttien of the Sixth Series Bonds, the refunded First Series
Bonds, the refunded Second Series Bonds, and the refunded portion of the Eighth Series Bonds and
Ninth Series Bonds. The table also includes debt service requirements on $132,520,000 Eleventh
Series C Bonds, and a forecast for 375,000,000% of the Twelfth Series Bonds.

Debt Service

DEBT SERVICE REQUIREMENTS
GAS WORKS REVENUE BONDS
{(Dollar Amounts in Thousands)

Debt Service on Eleventh Series C Bonds

Fiscal on Previously
Year  Issued Revenue

(Avg. D) Bonds Principal
1939 § 57,326,012.00
1990 52,429,835.00
1991 52,404,397.00 2,345,000.00
1962 §2,415,769.00 2,485,000.00
1993 52,393,492.00 2,640,000.00
1994 52,387,405.00 2,805,000.00
1593 32,370,735.00 2,985,000.00
1995 47,340,228.00 5,590,000.00
1997 43,235,995.00 5,950,600.00
19938 38,545,245.00 6,345,000.00
1999 31,863,554.00 6,780,000.00
2060 27,182,3+6.00 3,420,457.10
2001 27,181,744.00 3,196,966.80
2002 13,783,976.00 2,9465,8656.00
2003 15,787,614.00 2,748,810.80
2004 15,783,411.00 2,543,464.25
2005 15,784,393.00 7,240,000.00
2006 15,788,233.00 7,765,000.00
2007 15,789,351.00 8,325,000.00
2008 15,785,663.00 2,925,000.00
2009 15,783,336.00 9,580,000.00
2000 15,782,162.00  10,275,000.00
2011 15,787,050.00 2,319,034.90
2012 12,797,136.00 2,745,400.15
2013 19,993,638.00 7,030,000.00
2014 8,680,362.00 7,505,000.00
2015 8,680,575.00 8,010,000.00
2018 8,681,019.00
2017 8,678,544.00
2018
2019

3

Interest

Accretion

11,690,490.00
7,722,137.50
7,573,580.00
7,413,385.00
7,240,465.00
7,053,692.50
6,772,210.00
6,388,415.00
5,974,946.25
5,530,282.50
5,299,762.50
5,299,762.50
5,299,762.50
5,299,762.50
5,299,762.50
5,037,312.50
4,493,381.25
3,910,118.75
3,284,506.25
2,614,000.00
1,894,256.25
1,521,787.50
1,521,787.50
1,284,525.00
793,968.75
270,337.50

3

3,810,633.34
4,043,033.20
4,274,134.00
4,491,189.20
4,691,535.75

8,697,766.91
11,259,599.85

3

Total

Debt Service
on Twelfth

Series Revenue

Bends (1)*

Estimated Total
Debt Service
on Third
through Twelfth
Series Bonds

11,690,490.00
10,067,137.50
10,058,580.00
10,053,385.00
10,045,465.00
10,038,562.50
12,362,210.00
12,338,415.00
12,319,946.25
12,310,282.50
12,530,852.94
12,539,762.50
12,539,762.50
12,539,762.50
12,534,762.50
12,277,312.50
12,258,381.25
12,235,118.75
12,209,805.25
12,194,000.00
12,169,256.25
12,538,589.31
15,526,787.50

8,314,525.00

8,2908,968.75

8,280,337.50

3

6,817,500.00
6,320,525.00
6,819,013.00
6,817,962.00
6,821,963.00
6,820,188.00
6,822,637.00
6,818,487.00
6,317.738.00
6,819,562.00
6,818,138.00
6,823,050.00
6,823,062.00
6,822,763.00
6,821,325.00
6,817,925.00
6,821,738.00
6,821,112.00
6,820,225.00
6,317.833.00
6.817,713.00
6,818,200.00
6,817,650.00
6,819,412.00
6,821,425.00
6,821,625.00
§,817,950.00
6,818,338.00
6,819,500.00
6,819,750.00

$  57,326,012.00
70,937,845.00
69,292,059.50
69,293,362.00
69,264,839.00
69,254,333.00
69,229,635.50
66,525,075.00
62,393,395.00
57,632,929.25
50,993,398.50
46,531,336.94
46,544,556.50
35,148,800.50
35,150;139.50
35,139,498.50
34,879,630.50
14,868,357.25
34,845,581.75
34,815,694 25
34,795,194.00
34,769,131.25
35,143,839.31
35,141,593.50
35,127,575.00
23,800,755.75
23,782,537.50
15,458,969.00
15,496,882.00
6,819,900.00
6,819,750.00

$812,446,303.00 $132,520,000.00 $126,484,697.50 341,267,892.25 §300,272,589.75 $204,594,714.00 $1.317,313,606.75

(1) Interest estimated at 8%%.
* Subject to change
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THE GAS COMMISSION

The Management Agreement provides for a five member Gas Commission consisting of the City
Controller, two members appointed by City Council and two members appointed by the Mayor, and
vesis in the Gas Commission the responsibility for overseeing the operation of PGW by PFMC. The
Management Agreement grants to the Gas Commission certain specified powers and duties and all
other powers not specifically granted to PFMC. The powers and duties granted to the Gas Commission
include fixing of PGW rates and charges, approval of personnel provided by PFMC, review of gas
supply contracts for approval by City Council, approval of changes in tests and standards of gas
quality and pressure, approval of the annual operating budget, review of the capital budget and rec-
ommendations thereon to City Council, approval of certain loans, access to and review of all books,
records and accounts of PGW, prescription of insurance requirements, promulgation of standards for
procurement and disposal of material, supplies and services, and approval of all real property acquisi-
tions for further approval of City Council.

RATES AND CHARGES

The rates fixed by the Gas Commission, to be charged by PGW for providing gas and related
services, are subject to various statutory provisions. The General Ordinance and the Management

Agreement, the complete text of which was authorized by ordinance, each contains a rate covenant..In
addition, the Philadelphia Home Rule Charter contains a rate covenant which, in the absence of any
other applicable rate covenant, would govern PGW’s rates. See Appendix II for details of the General
Drdinance.

The Management Agreement directs the Gas Commission without further authorization of City
Council, to fix rates and charges {other than charges to the City and the Philadelphia Board of Educa-
tion, which are subject to approval of City Council) which, together with other Project Revenues, will
in each fiscal year produce revenues sufficient, at a minimum:

(a) to pay all the operation and maintenance costs and expenses. of PGW, including, but not
limited to, depreciation, employee retirement costs and a management fee to PFMC not exceeding
$300,000 annually, and to pay interest and amortization becoming due in such fiscal year on debt
incurred for PGW;

(b} to make annual payments to the City in the aggregate principal amount of $18 million;

{c) to provide appropriations for debt reduction and capital additions not otherwise provided
which are determined by the Gas Commission to be reasonable and which are approved by City
Council; and )

(d) to provide reasonable additions to working capital as may be determined by PFMC and
approved by the Gas Commission.

The Management Agreement provides that, for purposes of complying with such rate require-
ment, the amount of operating expenses which do not represent an actual outflow of funds (e.g.,
depreciation) may be included in revenues in determining whether revenues are sufficient to meet
other costs, expenses and requirements.

The Management Agreement also requires the rate schedules to be non-discriminatory and based
on a suitable and reasonable classification of the services provided, taking into consideration the
nature and purpose of the use, the quantity 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 has granted a 20% discount to persons 65 years of age and over for residential
use. :

GAS SUPPLY AND REGULATION OF FEEDSTOCKS

PGW has contracts for natural gas with two major interstate pipeline companies which account for
virtually all of PGW’s gas supplies. In addition, it relies on pipeline storage gas deliveries under
storage contracts with the same pipeline companies. It also owns and operates supplemental LNG,
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SNG and propane-air facilities to meet incremental demand in excess of pipeline and storage supplies.
Portions of jts SNG facility are not presently in use. A preliminary decision has been made to discon-
tinue maintenance on the unused portion of the plant. A decision on the most effective
disposition/disposal of the unused portions of the plant will be made in the future. PGW’s supplies of
natural gas, LNG and propane-air are adequate to meet its projected demand under either normal or
design (colder-than-normal) conditions through 1992. The price and supply of interstate natural gas and
certain feedstocks for PGW gas manufacturing facilities are regulated by the Federal Energy Regula-
tory Commission. Pursuant to legislation included in the National Gas Policy Act, regulation of the
price of interstate natural gas was phased out gradually and terminated on January 1, 1985.

INSURANCE

PGW is principally insured through insurance carriers. A reserve is maintained by periodic charges
to income to cover current estimated losses which are exciuded from coverage under the deductible
provisions of the insurance policies. Charges against the reserve are made as claims are settled.

PGW’s property is insured against the risks of loss or damage, without aggregate limits, in the
amount of 3250 million per occurrence with a $100,000 deductible; subject, hewever, to an annual
aggregate limit of 5100 million for earthquake and an annual aggregate limit of $50 million for flood,
generally, and to a lower limit as to the Richmond Plant. PGW is insured against the risk of damage or
injury to the public (i) with respect to incidents arising on or after February 1, 1979 but before Sep-
tember 1, 1980, for $10 million in excess of $500,000 for any one incident, without aggregate limits; and
for incidents exceeding the foregoing coverage there is aggregate excess coverage of 340 million; (if)
with respect to incidents arising on or after September 1, 1980 but before October 8, 1981, for $10
million in excess of $500,000 for any one incident, without aggregate limits; and for incidents exceed-
ing the foregoing coverage, there is aggregate excess coverage of 563 million; (iif) with respect to
incidents arising on or after October 8, 1981 but before October 17, 1983, for $10 million in excess of
§300,000 for any one incident, without aggregate limits; and for incidents exceeding the foregoing
coverage, there is aggregate excess coverage of 890 million; (iv) with respect to incidents arising on or
after October 17, 1983 but before September 1, 1984, for $10 miltion in excess of $500,000 for any one
incident, without aggregate limits; and for incidents exceeding the foregoing coverage, there is aggre-
gate excess coverage of $190 million; (v) with respect to incidents arising on or after September 1, 1934
hut before September 1, 1985, for $25 million in excess of $500,000 for any one incident, without
aggregate limits; and for incidents exceeding the foregoing coverage, there is aggregate excess cover-
age of 3175 million; (vi) with respect to incidents arising on or after September 1, 1985, for 520 millicn
in excess of $500,000 for any one incident, without aggregate limits, and for incidents exceeding the
foregoing coverage, there is aggregate excess coverage of 355 million then 321 million part of 323
million; (vii) with respecr to incidents arising on or after October 22, 1983, for $20 million in excess of
$300,000 for any one incident, without aggregate limitation, and for incidents exceeding the foregoing
coverage, there is aggregate excess coverage of 380 million; (viii) with respect to incidents arising on
or after September 1, 1986, for $235 million in excess of $500,000 for any one incident, generally
without aggregate limitation, and for incidents exceeding the foregoing coverage, there is aggregate
excess coverage of $75 million; and {ix) with respect to incidents on or after October 1, 1986, for $25
million in excess of $500,000 for any one incident, generally without aggregate limits, and for incidents
exceeding the foregoing coverage, there is aggregate excess coverage of $175 miliion. PGW also main-
tains 525 million of Workers’ Compensation insurance in excess of $500,000 per incident for on-duty
injuries to employees. In addition, PGW maintains Boiler and Machinery, Blanket Crime, and other
forms of insurance.

Directors and Officers Liability Insurance, which has been maintained since September, 1977, was
cancelled effective January, 1989 as the City broadened and clarified the indemnity provision of the
Management Agreement between the City and PFMC to include all PGW officers thereby negating the
need for outside Directors and Officers insurance.



LITIGATION

A gas explosion in fiscal year 1979 resulted in personal injury, deaths and substantial property
damage. Claims related to this incident have been made against PGW. Certain of the claims are for
punitive damages, which may be outside the scope of PGW insurance coverage, which has a $500,000
deductible. Although discovery has not been completed, PGW is not presently aware of any facts
which would give rise to awards for punitive damages.

PGW is a defendant in three additional cases arising from explosions in which damages claimed
exceed the $300,000 deductible portion of its insurance coverage. PGW’s liability would be limited in
each case to its $500,000 deductible. In one case, settiement is expected for much less than $500,000.
The other cases are in the discovery stage, and their outcome cannot be determined at this time.

Four explosions occurred in 1988, as a result of which, claims for property damage and personal
injury for two occurrences are expected to exceed $500,000; claims for property damage and personal
injury for the two remaining occurrences are expected to aggregate $500,000.

UNDERWRITING

The Underwriters have jointly and severally agreed, subject to certain conditions, to purchase the
Eleventh Series C Bonds at a price of $129,271,449.40 (including an original issue discount of
$1,702,042.20), plus accrued interest. The Underwriters’ obligations are subject to certain conditions
precedent, and they will be obligated to purchase all the Eleventh Series C Bonds if any are pur-
chased. The Eleventh Series C Bonds may be offered and sold to certain dealers and others at prices
lower than such public offering prices, and such public offering prices may be changed, from time to
time, by the Undenwriters.

RATINGS

Standard & Poor’s Corporation and Moody’s Investors Service, Inc. have assigned their munici-
pal bond ratings of AAA and Aaa, respectively, to the Eleventh Series C Bonds with the understand-
ing that upon delivery of the Eleventh Series C Bonds, a municipal bond insurance policy insuring the
payment when due of the principal of and interest on the Eleventh Series C Bonds will be issued by
AMBAC Indemnity Corporation. An explanation of the significance of the rating assigned by 2 rating
agency may only be obtained from the rating agency furnishing the same. There is no assurance that a
rating will be maintained for any given period of time or that it will not ve revised or withdrawn
entirely, if in the rating agency’s judgment, circumstances so warrant. Any such downward revision or
withdrawal of a rating may havé an adverse effect on the trading volume and market price of the
Eleventh Series C Bonds.

TAX EXEMPTION

In the opinien of Co-Bond Counsel, under existing law as presently enacted and construed, inter-
est on the Eleventh Series C Bonds is exciuded from gross income for Federal income tax purposes
and is not a preference item for purposes of determining the Federal alternative minimum tax imposed
on corporations and individuals; however, interest on the Eleventh Series C Bonds may be subject to
the application of the alternative minimum tax and the environmental tax when held by certain corpo-
rations and the application of the foreign branch profits tax when held by foreign corporations. In
rendering this opinion, Co-Bond Counsel has assumed continuing compliance by the City with tax
covenants contained in the Bond Authorization relating to the Eleventh Series C Bonds. Under the
laws of the Commonwealth of Pennsylvania, as presently enacted and construed, the Eleventh Series
C Bonds are, in the opinion of Co-Bend Counsel, exempt from personal property taxes in Pennsyliva-
nia and the interest thereon and gain from the sale thereof are exempt from Pennsylvama personal

income tax and Pennsylvania corporate net income tax.
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Failure to comply with certain provisions of the Internal Revenue Code of 1986, as amended (the
*“Code’’) could cause the interest on the Eleventh Series C Bonds to be included in gross income, in
certain cases retroactive to the date of issue of the Eleventh Series C Bonds regardless of the date at
which such non-compliance occurs or is ascertained. These requirements include the provisions of
Section 148 of the Code which preseribe yield and other limits within which the proceeds of the
Eleventh Series C Bonds are to be invested and require that certain investment earnings on such
proceeds be rebated on a periodic basis to the United States. The City will execute a certificate setting
forth the facts, estimates and circumstances in existence on the date of delivery of the Eleventh Series
C Bonds on the basis of which Co-Bond Counsel will determine that the proceeds of the Eleventh
Series C Bonds will not be used in a manner that would cause the Eleventh Series C Bonds to be
“‘arbitrage bonds’ under Sections 103(b)(2) and 148 of the Code.

Ownership of the Eleventh Series C Bonds may result in collateral Federal income tax conse-
quences to certain taxpayers including, without limitation, financial institutions, property and casualty
insurance companies, individual recipients of social security or railroad retirement benefits and tax-
payers who may be deemed to have incurred indebtedness to purchase or carry the Eleventh Series C
Bonds. Co-Bond Counsel will express no opinion with respect to these collateral tax consequences
and taxpayvers who may be subject to these provisions should consult their own tax advisors.

FEDERAL TAX TREATMENT OF INTEREST
ON TECA SECURITIES

Although no interest will be paid on the TECA Securities prior to maturity or earlier redemption,
the value of the TECA Securities will accrete at an annual percentage rate compounded semiannually
on July 1 and January 1 of each year, resulting in the approximate yield to maturity expressed on the
inside cover of this Official Statement. During each semiannual accretion period, the Accreted Value
of each TECA Security will increase in equal daily amounts on the basis of 2 360 day year consisting
of rwelve 30 day months. The difference at any time berween the Accreted Value of any TECA
Security and the Initial Principal Amount thereof is original issue discount. Original issue discount
oroperly allocable to the owner of any TECA Security is excludable from gross income for Federal
income t&x purposes.

NEGOTIABLE INSTRUMENTS

The Act provides that bonds issued thereunder shall have all the qualities and incidents of secu-
rities under the Uniform Commercial Code of the Commonweaith of Pennsylvania and shall be nego-
tiable instruments. .

EXPERTS

The fnancial statements of PGW as of August 31, 1988 and 1987 and for the years then ended
have been audited by Coopers & Lybrand, independent certified public accountants, as set forth in
their report in Appendix I. Such audited financial statements of PGW have been included in this
Official Statement in reliance upon the report of Coopers & Lybrand and upon their authority as
experts in accounting and auditing.

LEGAL OPINIONS

Certain legal matters incident to the authorization, issuance and sale of the Eleventh Series C
Bonds are subject to receipt of the approving opinions of Co-Bond Counsel, Drinker Biddle & Reath
and Hwang & Associates, A Professional Corporation, both of Philadelphia, Pennsylvania. The pro-
posed form of approving opinion is included herein as Exhibit A. Certain legal matters will be passed
upon for the City by the Office of the City Solicitor, for PGW by Obermayer, Rebmann, Maxwell &
Hippel of Philadelphia, Pennsylvania, and for the Underwriters by Astor, Weiss & Newman and
Harris and Kahn, both of Philadelphia, Pennsylvania.
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VERIFICATION OF MATHEMATICAL COMPUTATIONS

The accuracy of (a) the mathematical computations of the adequacy of the maturing principal
amounts of and interest on the investments held pursuant to the Escrow Deposit Agreement to pay (1)
interest when due on all Refunded Ninth Series Bonds from March 15, 1989 to March 15, 1995,
inciusive; (2) the principal amount and applicable redemption premium, on March 15, 1593, of the
Refunded Ninth Series Bonds maturing on March 15 of the years 1996 through 2012; (3) interest when
due on all Refunded Eighth Series Bonds from May 15, 1989 to May 15, 1995, inclusive; and (4) the
principal amount and applicable redemption premium, on May 15, 1995, of the Refunded Eighth Series
Bonds maturing on May 15, 2015, and (b) the mathematical computations supporting the conclusion
that the Eleventh Series C Bonds are not ““arbitrage bonds’ under the Internal Revenue Code of 1986,
as amended, will be verified solely as to mathematical accuracy by Leevy, Redcross and Compary,
independent certified public accountants.

NO LITIGATION CERTIFICATE -

Upon the delivery of the Eleventh Series C Bonds, the Office of the City Solicitor will furnish a
certificate 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 dis-
closed in the Official Statement, there is no litigation or other legal proceeding pending, or, to the best
of its knowledge, threatened, to restrain or enjoin the issuance or deiivery of the Eleventh Series C
Bonds or the collection or pledge of any monies provided for the payment of the Eleventh Series €
Bonds or contesting or affecting the validity of the Eleventh Series C Bonds or contesting the powers
of the City or its authority for the issuance of such Bonds.

CERTAIN REFERENCES

All summaries of the provisions of the Eleventh Series C Bonds and the security therefor, the Act,
the General Ordinance and the Eieventh Supplemental Ordinance set forth herein and in Appendix II
hereof, and all summaries and references to other materials not purported to be quoted in full are only
brief outlines of certain provisions thereof and do not constitute complete statements of such docu-
ments or provisions. Reference is made hereby to the complete documents relating to such matters for
the complete terms and provisions thereof. So far as any statements are made in this Official Statement
involving matters of opinion, whether or not expressly sc stated, they are made merely as such and not
as representations of fact.

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

CITY OF PHILADELPHIA

By:
/si W. WILSON GOOQDE
Mayor

/s/ SEYMQUR KURLAND
City Solicitor

{s/ JOHN G. SMITHYMAN
Acting City Controlier

Approved:

/s/ ELIZABETH C. REVEAL
Director of Finance
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APPENDIX I

FINANCIAL STATEMENTS
OF PGW

PHILADELPHIA GAS WORKS

YEARS ENDED AUGUST 31, 1988 AND 1987



(THIS PAGE INTENTIONALLY LEFT BLANK)



certified public accountants

Coopers
&Lyprand

REPORT OF INDEPENDENT ACCQUNTANTS

To the Controller of the
City of Philadelphia and the
Chairman and Members of the
Philadelphia Gas Commission
Philadelphia, Pennsylvania

We have audited the accompanying balance sheets of the
Philadelphia Gas Works as of August 31, 1988 and 1987, and the
related statements of income, changes in City equity and changes
in financial position for the years 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.

We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and
perform the audit to 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 evaluating
the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinien, the financial statements referred to above
present fairly, in all material respects, the financial position
of the Philadelphia Gas Works as of August 31, 1988 and 1987, and
the results of its operations and changes in its financial
position for the years then ended in conformity with generally

accepted accounting principles.
!
Q7a24«4«€
f

2400 Eleven Penn Center
Philadelphia, Pennsylvania
October 28, 1988
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ASSETS
Utility plant, at original cost:
In service
Under construction
Total
Less accumulated depreciation

Utility plant, net

Sinking fund, revenue beonds
Capital improvement funds

Current assets:

Cash
Temporary investments

Accounts receivable:
Customers
Others
Accrued gas revenues
hccumulated provisions for
uncollectible accounts
Accounts receivable, net
Materials and supplies
Other current assets
Total current assets
Unamortized bond issuance costs
Unamortized losses on reacquired debt

Other assets

Total assets

PHILADELPHIA GAS WORKS
BALANCE SHEETS
AUGUST 31, 1988 and 1987

(thousands of dollars)

1988 1987 EQUITY AND LIABILITIES
$765,785 $688,710 City equity
21,816 31,796
787,601 720,506
Long-term debt
220,978 202,805
566,623 517,701 Current liabilities:
Notes payable
67,148 68,672
12,230 85,270 Current portion of long-term debt
Accounts payable
598 4,116
39,457 81,432 Customers' deposits
40,055 85,548 Other current liabilities and
deferred credits
83,734 94,441 Accrued accounts:
1,929 1,683 Interest, taxes and wages
6,750 7,600
Distribution to the City
(40,851) {41,639)
51,562 62,085
Total current liabilities
47,419 43,094
12,048 8,936
other liabilities
151,084 199,663
4,999 5,695 Commitments and contingencies
{Note 9) ’
8,249 9,318
5,671 3,206
$836,004 $889,525 Total eqguity and liabilities

See notes to financial statements.

1988 1987
$200,856 5197, 335
517,275 537,153
14,375 82,900
19,878 16,129
24,334 23,466
3,331 2,905
11,582 7,800
14,518 14,015
3,000 3,000
111,018 150,215
6,855 4,822
5836,004 $889,525




STATEMENTS OF EINCOME

for the years ended August 31, 1988 and 1987

{thousands of dollars)

Operating revenues:
Nonheating
Heating
Unbilled gas adjustment

Total gas revenues
Other operating revenues
Total operating revenues

Operating expenses:
Matural gas
Qther raw material
Gas processing
Customer service
Distribution
Ceollection
Meter reading
appropriation for uncollectible

reserve

Customer relations
Customer accounting
Marketing
administrative and general
Pensions
Taxes

Total excepkt depreciation
Depreciation
Less depreciation distributed
through clearing accounts
Total

Toktal operating expenses

Cperating lncome
Other income

Income before interest
interest:
Long-term debt
Other '
Allowance for funds used during
construction
Total interest

Net income

Distribution to City of Philadelphia

Transferred to City equity

See notes to financial statements.
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1988

$ 93,115
372,007

{850)

464,272

5,285

469,567

229,284
549
24,062
20,786
16,562
8,277
6,025

20,698
8,677
3,168
4,331

28,413

17,016

6,398

394,256

23,615

2,460

21,155

415,411

54,156

15,940

70,096

42,474
7,291

(L,1390)

48,375

21,521

18,000

$ 3.5

1987

—e

$ 87,461
363,057
300

450,818
5,625

456,443

221,119
1,814
18,899
20,858
14,350
8,316
5,662

22,237
B,191
3,231
3,812

26,112

16,763

5,808

377,472
21,707
2,245
19,462
396,634

59,809
_ 12,295

72,104
37,911
6,874
(660)
44,125
27,979
18,000

$_9,979




STATEMENTS OF CHANGES 1w CITY EQUITY

for the years ended August 31, 1988 and 1987

{thousands of dollars)

1988
Balance, beginning $157,335
Transferred from statement of income 3,521
Balance, ending $200,856

See notes to financial statements.

1987

$187,356

9,979

§L97,335



STATEMENTS OF CHAWGES IN FINANCIAL POSITION

for the years ended August 31, 1988 and 1987

{thousands of dollars)

Source of funds:

Net income

Depreciation and amortization

appropriation to reserve for injuries
and damages

Allowance for funds used éu:ing construction

Working capital provided by operations

Proceeds from sale of eguipment

Increase in long-term debt

Costs of long-term debt issuances and
losses on reacquired debt

Sinking fund withdrawals

Capital improvement funds withdrawals

Contributions in aid of construction

Decrease in working capital

Applications of funds:

Construction expenditures

Cost of removal of plant in sarvice
Reduction of long-term debt

payment of injuries and damages claims
Distribution to City of Philadelphia
Sinking fund deposits

Capital improvement fund deposits
Payment of waste removal coses

Summary of net changes in working capital:

Increase (decrease) in current assetis:
Cash and temporary investments
Accounts receivable
Materials and supplies
Other current assets

Increase (decrease) in current liabilities:
Notes payable
Current portion of long-term debt
Accounts payable
Customers' deposits
Other current liabilities and deferrced

credits

Accrued interest, taxes and wages

1988 1987

$ 21,521 $ 27,979
28,405 25,125
3,640 1,766
(1,625) (1,034)
51,941 " 53,836
82 69

- 226,845

170 (13,231)
1,524 -
53,040 -
5,213 2,382
9,382  __ 4,798
§121,352  $274,699
73,388 58,054
2,819 1,469
20,840 129,615
3,143 2,723
18,000 13,000

- 9,359

- 51,943

3,162 _ 3,336
$121,352  $274,699
(45,493) 3,170
{10,523) 430
4,325 (2,489)
3,112 1,331
(48,579) 2,442
(48,525) -
3,749 450
868 2,410

426 351
3,782 3,799
503 230
$(39,197) §__ 7,240
s (9,382) $_(4,798)

See notes to financial statements.
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PHILADELPHIA GAS WORKS
NOTES TO FINANCIAL STATEMENTS

For the Years Ended August 31, 1988 and 1987

SUMMARY OF SIGNIFICANT ACCOUNTING PCLICIES:

The accounting methods employed by the Philadelphia Gas Works (Company)
are prescribed by the City of Philadelphia (City), and in all material
respects are in accordance with generally accepted accounting principles.
The principal accounting policies within this framework are described as
follows:

Utility Plant

Utility plant is stated at original cost. Utility plant in service
includes a Synthetic Natural Gas Plant (SNG), portions of which are in
use, the remaining portions are available for use. The SNG plant is being
maintained primarily in a reserve status. At August 31, 1988 and 1987,
the net book value of the SNG plant was $53,239,000 and $56,928,000,
respectively.

Allowance for Funds Used During Construction

Allowance for funds used during construction (AFUDC)is an estimate of the
cost of funds used for construction purposes. The AFUDC as calculated on
borrowed funds reduces interest expense, and that derived from internally
generated funds is reported as other income. The AFUDC rate applied to
construction work in progress in 1988 was 7.56% and 7.85% in 1987.

Property Additions, Retirements, Sales, and Maintenance

The cost of additions, replacements and betterments are capitalized and
included in the utility plant accounts. Costs of depreciable units of
property sold or retired are eliminated from the utility plant accounts
and charged to accumulated depreciation. Gains and losses on sales of
utility plant are included in other income. Normal repairs, maintenance,
and the cost of minor property items are charged to operating expenses.

Depreciation

Depreciation is provided on a straight-line method using rates applied to
each asset category. A depreciation study undertaken in 1987 and

. implemented during the year ended August 31, 1987 established rates

depreciating utility plant over its revised remaining useful life ard
includes a net salvage component.
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NOTES TO FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Cont'd)

Accrued Gas Revenues

Estimated revenues from gas distributed and unbilled at the close of the
accounting period are accrued and included in income,

Gas Cost Rate (GCR)

The GCR is designed to provide a mechanism to recover, on an annualized
and level basis, the estimated difference between actual purchased gas and
raw material cost and the amount of cost included in base rates. This
results in an underbilling or overbilling.of costs at the end of a fiscal
pericd. Overbillings are liabilities at the end of the fiscal year in
which they occur. Underbillings are revenues when billed. The GCR is
adjusted in the subsequent fiscal year to reflect the underbillings or
overbillings. <Changes in the GCR rate offset the amounts of gas revenues
and natural gas operating expenses but do not affect operating income or
net income.

In August, 1987 the Company presented a proposal to the Philadelphia Gas
Commission (PGC) to change the GCR rate from a negative $.2443/Mcf ko a
negative $.4419/Mcf. This rate was adopted on MNovember 10, 1987 and
became effective as of December 1, 1987.

In August, 1988 the PGC authorized changing the GCR rate from a negative
$.,4419/Mcf to a negative $.0655/Mcf. This rate was approved on August 15,
1988 with an effective date of September 1, 1988.

Materials and Supplies

Materials and supplies, consisting prhnariiy of fuel stock, gases stored
to meet peak demand requirements and spare parts, are stated at the lower
of average cost or market.

Debt Discount and Expense

Discount and expenses arising from the issuance of revenue bonds are
amortized in direct propertion to the reduction of the outstanding
balances over the term of the particular bond.,

Loss on Reacquired Debt

Losses on reacquired debt are deferred and amortized to interest expense
over the life of the refunding issue as permitted by the PGC.
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NOTES TO FINANCIAL STATEMENTS {Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING PQLICIES: (Cont'd)
Pensions

The Company has a noncontributory pension plan covering substantially all
employees and providing for retirement payments at age sixty-five or
earlier under various options. In accordance with resolutions of the PCC,
ordinance of City Council, and as prescribed by the City's Director of
Finance, the plan is being funded with contributions by the Company to the
Sinking Fund Commission of the City. In addition, current payments to
retired employees and other beneficiaries are being made directly by the
Company rather than fram the assets of the pension fund and are included
as part of pension expense.

Reserve for Injuries and Damages

The Company is principally insured through insurance carriers; however, a
reserve is maintained by periodic charges to income to cover estimated
losses for known occurrences which are excluded under the deductible
provisions of such insurance policies and for incidents that may have
occurred but have not been reported under claims-made insurance policies.
Charges against the reserve are made as claims are settled.

CWNERSHIP AND MANAGEMENT:

The Company is owned by the City. As of January 1, 1973, under terms of a
two-year agreement agtomatically extended for successive two-year pericds
unless cancelled upon 90 days notice by the City, the Company is being
managed by the Philadelphia Facilities Management Corporation (PEMC). The
agreement, as amended, provides for reimbursement to PFMC of actual costs
incurred in managing the Company, not to exceed $300,000 annually. The
agreement requires the Company to make annual payments of $18,000,000 to
the City.

The Company engages in various other transactions with the City. The
Company provides gas service to the City. Operating revenues include
$6,306,000 in 1988 and $5,717,000 in 1987 relating to sales to the City.
Water and sewer services and licenses are purchased from the City. Such
purchases totaled 5$334,000 in 1988 and $243,000 in 1987.

Certain activities of the Philadelphia Gas Commission are paid for by the
Company. Such payments totaled $605,000 in 1988 and $699,000 in 1987.



NOTES TO FINANCIAL STATEMENTS (Continued)

2. OWNERSHIP AND MANAGEMENT: (Cont'd)
Company employees are subject to payroll withholding taxes imposed by the
City. Withholding taxes paid to the City totaled $4,620,000 in 1988 and
$4,401,000 in 1987.

3. CASH aND INVESTMENTS:

A. Cash

The aggregated carrying amount of bank balances at August 31, 1988 and
1987 were $312,000 and $3,803,000, respectively. All of the deposited
funds are in depositories insured by a federal agency in addition to
being collateralized in accordance with City and State statutes,
Federal depository insurance on these balances at August 31, 1988 and
1987 was $134,000 and $310,000, respectively.

B. Investments

Statutes authorize the Company to invest in obligations of the U.S.
reasury, U.S. Agencies ard instrumentalities, ard repurchase
agreements.

The Company's investments are categorized below to give an indication
of the level of risk assumed at year-end. Category 1l includes
investments that are insured or registered or for which the securities
are held by the Company or its agent in the Company's name. <Category
2 includes uninsured and unregistered investments for which the
securities are held by the counterparty's trust department or agent in
the Company's name. Category 3 includes uninsured and unregistered
investments for which the securities are held by the counterparty or
by its trust department or agent, but not in the Company's name.

There were no Category 3 investments at August 31, 1988 and 1987.

REPURCHASE AGREEMENTS

Category Carrying Market

1 2 Amount Value
aAugust 31, 1928 $36,457,000 $ 3,000,000 $39,457,000 839,457,000
August 31, 1987 $76,432,000 $ 5,000,000 81,432,000 $81,432,000

The Company’s Sinking Fund and Capital Improvement Fund deposits are
maintained by the City and are considered Category 1 investments.
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NOTES TO FINANCIAL STATEMENTS (Continued)

DEFERRED WASTE REMOVAL COSTS:

In compliance with the rate order issued by the PGC on March 3, 1987, the
Company has deferred recognition of the expense involved in removing
residual waste material from the gas production plants. These costs are
being amortized to expense over a three year period beginning in fiscal
1987. The unamortized remaining amount included in other assets as of
august 31, 1988 and 1987 was $3,286,000 and $2,357,000, respectively.

NCTES PAYABLE:

Pursuant to the provisions of certain Ordinances and Resolutions of the
City, the Company may sell short-term nctes in a principal amount which,
together with interest, may not exceed $85,000,000 outstanding at any one
time. These notes are intended to provide additionmal working capital.
They are supported by an irrevecable letter of credit and are
collateralized by a subordinated security interest in the Company's
revenues,

The notes cutstanding at August 31, 1988 and 1987 have an average weighted
interest rate of approximately 5.5% and 4.4%, respectively, and an average
term to maturity of 18 days and 12 days, respectively. During the year
ended August 31, 1988, the Company repaid $48,525,000 in commercial paper.
Principal amounts ouvtstanding at August 31, 1988 and 1987 were $34,375,000
and $82,900,000, respectively.

OTHER CURRENT LIABILITIES:

During the years ended August 31, 1988 and 1987, the Company's billed
revenues exceeded its operating costs under the GCR Tariff by $1,528,080
and 54,425,000, respectively. BAccordingly, the Company deferred this
excess which is included in other current liabilities and deferred
credits. The GCR Tariff mechanism amortizes the liability through a
reduction in rates during the subsequent fiscal year.
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NOTES TO FINANCIAL STATEMENTS (Continued)

7. LONG-TERM DEBT:

The following summary of long-term debt consists primarily of term and
serial bonds issued by the City under agreements whereby the Company must
reimburse the City for the principal and interest payments required by the
bornd ordinances:

agust 31, 19688 Aanust 31, 1967
Qmrett Lorng-tamm Qurext Loryy-tesm
Fortion Fortion Toal- Rortion Portion Total

(Thousands o £ Dollarsg)

EE«’G[I.E m-na--olnl--.- s 20,840 S%:]’m * $549;5g) $ 17’]-45 $549,5% ' $566,735
Unanoxtized Debt Discout. (962} (11,473) (12,437} {1,016} {12,437) {13,453}
TORAL srvvrvosonsisonsae . $ 19,8/ $517,275 $537,153 S 16,19 $537,153 $053,282

principal maturities during the next five years are $20,840,000 in 1989;
$22,430,000 in 1990; $23,915,000 in 1991; $25,460,000 in 1992;
$27,110,000 in 1993.

Iinterest expense related to principal revenue bonds outstanding during the
next five years is $62,446,000 in 1989; $62,670,000 in 1990; $62,645,000
in 1991; $62,656,000 in 1992; $62,634,000 in 1993; and $809,840,000
thereafter,

Revenue Bonds

Under _the authority of the General Gas Works Revenue Bond Ordinance of
1975, the City has issued eleven series of Gas Works Revenue Bords
consisting of serial and term bonds. Proceeds of all series of Revenue
Bonds were applied to reduce capital improvement loans fram the City which
had been previously approved by the voters, but for which bonds had not
been issued, to fund future capital improvements, or to refund bonds
previously issued. The serial bonds are not subject to redemption prior
to maturity while the term bonds are subject to redemption at the option
of the City after a designated date, either in whole or in part at varying
redemption prices. In addition, the temm bonds are subject to mandatory
redemption after a designated date prior to maturity at a redemption price
of 100% of principal amount and accrued interest. Furds deposited in a
sinking fund may be used for this purpose.



NOTES TO FINANCIAL STATEMENTS (Continued)

LONG-TERM DEBT: (Cont'c)

Also provided by the General Ordinance is the establistment of a sinking
fund into which deposits are made sufficient to meet all principal and
interest requirements of the bonds as they become due. The General
Ordinance also provides that sinking fund reserves be maintained as part
of the Sinking Fund, which reserves have heretofore initially been funded
fran the proceeds of each series of bornds in an amount equal to the
maximan annual debt service requirement on the Bonds of each such series
in any fiscal year. Monies in the Sinking Fund Reserve are to be applied
to the payment of debt service if for any reason other monies in the
Sinking Fund should be insufficient,

Capital improvement funds are revenue bond proceeds to be utilized for
construction expenditures.

The revenue bords are and will be equally and ratabiy collateralized by a
security interest in all of the Company's project revenues and monies in
the Sinking Fund and Sinking Fund Reserve,

On October 8, 1986 the Company issued the Tenth Series Revenue Bords in
the amount of $88,090,000 for the purpose of providing funds, at more
favorable interest rates, for the partial advanced refunding of
$75,490,000 Sixth Series Revenue Bonds. As a result, $13,960,000 of the
Sixth Series issued August 15, 1980 and maturing through 1990, remain
outstanding following the refunding. The difference between the
reacquisition price and the net carrying amount of the extinguished
portion of the Sixth Series resulted in a2 loss of $8,802,000. This
advanced refunding will reduce the Company's future debt service costs by
$5,087,000.

On July 14, 1987 the Company issued the Eleventh Series Revenue Bonds in
the amount of $142,440,000. Series "A" Bonds totaling $100,000,000 were
issued for the purpose of providing funds for capital expenditures with
the proceeds being deposited into the capital improvement fund. Series
"B" Bords totaling $42,440,000 were issued for the purpose of providing
funds, at more favorable interest rates, for the advance refunding of
$40,665,000 First and Second Series Revenue Bonds outstanding as of July
31, 1987. The difference between the reacquisition price and the net
carrying amount ¢f the reacquired debt resulted in a loss of $§1,327,000.
The Company is amortizing this loss over the life of the Eleventh Series
Revenue Bonds. This advanced refunding will reduce the Company's future
debt service costs by $1,526,000.
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NOTES TO FINANCIAL STATEMENTS (Continued)

7. [L[ONG-TERM DEBT: (Cont'd)

The following is a summary of the revenue bonds:

Apust 31, 1988 Amust 31, 1987

Year of Origiral Qurent Long-Term Qurent Eorg-Term Interest Year of
Series Isse Aront  Bortion  Portjon  Forgion Portion Rates  Mabrity
(Thousands of Dollars)
Third: Tem..... 197%6 $33,865 $ 2,585 §$ 28,870 $ 2,410 $ 31,455 7.375% 1997
Mourth:  Serial,.. 1978 23,145 - - 3,215 - 5.4% 1983
TEM.yu., 1978 46,855 3,420 43,435 © - 46,855 6.8-6.875% 1998
70,000 3,40 43,435 3,215 46,855
Fifth:  Serial... 1979 16,680 2,315 - 2,175 2,315 6.20-6.3% 1989
Ter..... 1979 33,30 - 33,30 - 33,30 6.5-6.8% 199
50,000 2,315 33,30 2,15 35,635
Sixth: Serial..., 190 24,510 3,605 3,8% 3,345 7,50 8.0-8.2%% 1990
Seventh: Tem,.,.. 1982 10,675 - 10,675 - 10,6 6.00% 2013
Eighth: Serial... 1985 19,455 1,015 17,480 %0  18,4% 6.00-8.60% 2000
Temm. ... 185 70,830 - 70,830 - 70,830 8.70-8.75% 215
. 90,288 1,015 83,310 90 89,35
Ninth:  Serial.., 1985 37,750 1,430 29,00 1,35% 30,520 6.10-9.10% 2001
"TEM. ... 1985 70,780 - 70,780 - 70,780 | 9.00-9.12% 2012
108,530 1,430 95,870 1,335 101,30
Terth:  Serial..., 1986 88,090 1,045 87,045 - 88,090 5.25-7. 3% 2001
Eleventh: Serial,.. 1987 62,520 5,425 53,410 3,685 58,835 5.00-7.40%8 2000
TEN. v s 1987 79,90 79,920 - 79,90 71.70-7.8/% 2017

142,440 5,425 133,330 3,685 138,755

TOIAL § 20,840 $528,750 § 17,145 $549,5%0
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NOTES TO FINANCIAL STATEMENTS (Continued)

LONG-TERM DEBT: (Cont'd)

From respective dates of issue, the serial bonds mature over a period of
ten years to thirteen years while the temm bonds mature within thirty

years,

ACCOUNTING FOR PENSION COSTS:

A. Plan Description

The Company sponsors a public employee retirement system (PERS) to
provide pension benefits for employees of the employer.

At September 1, 1986, the date of the last actuarial valuation, the
Company's Pension Plan membership consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to benefits but not

yet receiving them: 1,550
Current employees:
Vested 1,465
Nonvested 1,204
Total Current 2,669
Total Membership 4,219

The Pension Plan provides retirement benefits as well as death and
disability benefits. Retirement benefits vest after 10 years of credited
service, HEmployees who retire at or after age 65 are entitled to receive
an annuval retirement benefit, payable monthly, in an amount equal to the
greater of: )

{i) 1.25% of the first $6,600 of Final Average Earnings plus
1.75% of the excess of Final Average Earnings over $6,600, times
Credited Service, with a maximum of 60% of the highest annual
earnings during the last 10 years of Credited Service, applicable

to all participants.

(ii) 2% of total earnings received during the period of Credited Service
plus 22.5% of the first $100 of such amount, applicable only to
participants who were employees on or prior to March 24, 1967.
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NOTES TO FINANCIAL STATEMENTS (Continued)

ACCOUNTING FOR PENSION COSTS: (Cont'd}

Final-average earnings is the employee's average pay, over the highest 5

of the last 10 years of credited service. Employees with 15 years of
credited service may retire at or after age 55 and receive a reduced
retirement benefit.

Covered employees are not recquired to contribute to the Pension Plan.
Company is required by statute to contribute the amounts necessary to

The

finance the Plan. Benefit and contribution provisions are established by
Pennsylvania law and may be amended only as allowed by Pennsylvania law.

B.

Surmary of Significant Accounting Policies and Plan Asset Matters

Basis of Accounting Pension Plan financial statements are prepared
using the accrual basis of accounting. HEuployer contributions are
recognized as revenues in the period in which employee services are
performed.

Method Used to Value Investments Pension Plan equity securities are
reported at cost. Fixed-income securities are reperted at par value;
investment income is recognized as earned. Gains and losses on sales
ard exchanges of fixed-incame securities are recognized on the
transaction date.

Funding Status and Progress

The amount shown below as "pension benefit cbligation" is a
standardized disclosure measure of the present value of pension
benefits, adjusted for the effects of projected salary increases,
estimated to be payable in the future as a result of employee service
to date. The measure is the actuarial present value of credited
projected benefits amnd is intended to help users assess the Pension
Plan's funding status on a going-concern basis, assess progress made
in accumulating sufficient assets to pay benefits when due, and make
compar isons among PERS.



NOTES TO FINANCIAL STATEMENTS (Continued)

8. ACCOUNTING FOR PENSION COSTS: {Cont'd)

The pension benefit obligation was determined as part of an actuarial
valuation at September 1, 1986, certain information of which was
updated at September 1, 1987. Significant actuarial assumptions used
include (a) a rate of return on the investment of present and future
assets of 7 percent per year compounded annually, (b) projected salary
increases of 5 percent per year compounded annually, and (c) 62 as the
assumed retirement age. : :

At September 1, 1987, the unfunded pension benefit obligation was
588,097,000, as follows:

pension benefit obligation:
Retirees and beneficiaries currently

receiving benefits and terminated

employees not yet receiving benefits $114,785,000
Current employees -

Accunulated employee contributions including

allocated investment income None
Vested ' 99,013,000
Nenvested 61,716,000
Total pension benefit ohligation $275,514,000
Net assets available for benefits, at market value 187,417,000
Unfunded pension berefit obligation S 88,097,000

D. Contributions Required and Contributions Made

The Pension Plan funding policy provides for periodic employer
contributions at actuarially determined rates that, expressed as
percentages of annual covered payroll, are sufficient to accumulate
sufficient assets to pay benefits when due. Level percentage of
payroll employer contribution rates are determined using the Projected
Unit Credit actuarial funding method.

Contributions totaling $17,016,000 were made in accordance with
actuarial contribution requirements determined through an actuarial
valuation performed at September 1, 1986. These contributlons
consisted of (a) $7,617,000 normal cost and {(b) $9,399,000
amortization of the unfunded actuarial accrued liability.
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NOTES TO FINANCIAL STATEMENTS (Continued)

8. ACCOUNTING FOR PENSION COSTS: (Cont'd)

Significant actuarial assumptions used to compute contribution
requirements are the same as those used to compute the standardized
measure of the pension obligation discussed above.

Post Retirement Benefit Information

In addition to providing pension benefits, the Company also provides
health care ard life insurance benefits to plan beneficiaries and
their dependents. The Company recognizes the cost of providing these
benefits, by charging the annual insurance premiums to expense. The
cost of providing benefits for 1,524 beneficiaries and their
deperdents for the 1988 and 1987 fiscal years is not separable fram
the cost of providing benefits for approximately 2,700 active
enployees amd their dependents. Total premiums incurred amcunted to
$12,300,000 and $10,400,000 for 1988 and 1987, respectively.

Ten-Year Historical Trernd Information (unaudited)

Ten-year historical trend information designed to provide information
about the Pension Plan's progress made in accumulating sufficient
assets to pay benefits when due is presented below:
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NOTES TO FINANCIAL STATEMENTS (Continued)

8. ACCOUNTING FOR PENSION COSTS: (Cont'd)

F. Ten-Year Historical Trend Information {(unaudited)

Tne-year historical trend information designed to provide information about the Pension Plan's progress made in
accumulating sufficient assets to pay benefits when due is presented below:

ANALYSIS QF FUNDING PROGRESS
(Thousands of Dollatrs)

{unaudited)
(4) (6)
Unfunded Contri- Unfunded Pension
(1) (2) (3) Pension {5) bution Benefit Obligation
Net Assets Pension Percentage  Benefit Annual as a % of as a Percentage
Available Benefit Funded Obligation Annual Covered Covered of Covered Payroll
Year for Benefits Obligation (1} /(2) {2) - (1) Contributicn Payroll Payroll {4)/(5)
1978 $ 37,131 5 N/A 5 N/A 5 8,441 546,237 18.3%
1979 46,308 N/A N/A 9,928 - 49,969 19.9
1980 57,857 139,132 41.06% 81,275 11,851 57,087 20.8 142.4%
1981 72,371 163,654 44 .2 91,283 13,840 61,137 22.6 149.3
1982 91,115 190,323 47.9 99,208 15,181 67,474 22.5 147.0
1983 111,012 N/A N/& 16,276 70,418 23.1
1984 129,803 N/A N/A 16,710 75,330 22.2
1985 145,845 232,714 62.7 86,869 16,936 80,017 21.2 108.6
1986 169,936 262,394 64.8 92,458 17,571 85,537 20.5 108.1
1987 187,417 275,514 68.0 88,087 16,763 90,139 18.6 97.7

N/A - Information not available for these periods,

Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation, and unfunded pension
benefit obligation in isolatien can be misleading. Expressing the net assets available for benefits as a percentaye of
the pension benefit obligation provides an indication of the Pension Plan's funding status on a going-concern basis.
hnalysis of this percentage over time indicates whether the system is becoming financially stronger or weaker.
Generally, the greater this percentage, the stronger the Pension Plan. Trends in unfunded pension benefit obligation as
a percentage of annual covered payroll approximately adjusts for the effects of inflation and aids analysis of the
Pension Plan's progress made in accumulating sufficient assets to pay benefits when due. Generally, the smaller this
percentage, the stronger the Pension Plan, )



NOTES TO FINANCIAL STATEMENTS . (Continued)

COMMITMENTS AND CONTINGENCIES:

Commitments for major construction and maintenance contracts were
approximately $6,752,000 and $18,582, 000 as of August 31, 1988 and 1987,
respectively.

The Company is committed under various noncancellable operating lease
agreements to pay minimum annual rentals as follows:

Year Ended

august 31,
1989 _ 51,569,000
1990 1,134,000
1991 837,000
1992 462,000
1993 60,000

$4,162,000

Rent expense for the years ended August 31, 1988 and 1987 amounted to
$2,107,000 and $2,263,000, respectively.

The Company has substantial purchase commitments for its supply of
natural gas with two major interstate pipeline companies. The applicable
rates are subject to pericdic approval of the Federal Energy Regulatory
Commission. As a result of these commitments, the Company was billed
$4,964,000 by one of its suppliers for failure to take the minimum
natural gas deliveries during the periods ended October 31, 1983, 1984

- and 1985. On Deceamber 16, 1986, the supplier initiated action in Federal
court seeking retovery of the amounts. In August, 1987, the Company
agreed to pay the supplier $450,000 in settlement of this matter, In
addition, the parties mutually agreed to seek dismissal of the above
mentioned court action and waive and release the Company fram the claimed
miniman bill liability. Settlement costs related to this matter were
accrued ard included in natural gas expense for the year ended august 31,
1987.

I-19



NOTES TO FINANCIAL STATEMENTS (Centinued)

COMMITMENTS AND CONTINGENCIES: (Cont'd)

On October 31, 1986, the PGC granted the Company a rate increase to
increase annual revenues $36,000,000. Appeals processed through the
legal system overturned the PGC's original rate order. On March 3, 1987,
the PGC revised iits original order and approved a $28,650,000 rate
increase for the Company retroactive to January 1, 1987.

The Company's proposed operating budget for the fiscal year ending August
31, 1988 assumed that the increase in the bhase rates approved by the BGC
would remain in effect. For the full fiscal year, the increase was
projected to produce additional revenue of approximately $45,000,000. In
connection with the PGC's review of the operating budget, Community Legal
Services filed a petition to have the $28,650,000 rate increase applied to
the entire year. On September 16, 1987, the PGC, in effect, granted this
petition by ordering a 4% reduction in the Company's base rate, which had
the effect of reducing the Company's revenues for the 1988 fiscal year by
an estimated $17,000,000. The Company's petition with the Court of Common
Pleas seeking to vacate the PGC's order was denied on October 14, 1987.

On June 3, 1988 the Company filed with the PGC its fiscal year 1989
operating budget ard a request to increase annual base revenues
$49,000,000. Also, on July 26, 1988 the Company filed with the PGC its
annual request to reset the GCR billing rate to a negatlve $.0337/Mcf for
the fiscal year commencing September 1, 1988.

On August 15, 1988, the PGC issued a rate order eliminating the Company's
projection of gas cost increases and established a GCR billing rate at a
negative 5.0655/Mcf to be effective September 1, 1988, This increasing of
the GCR credit by the PGC is expected to reduce revenue S$1,900,000 in the
1989 fiscal year. However, any revenue shortfall which may result from
the elimination of projected natural gas cost increases is recoverable in
future GCR filings through the normal over/under cost recovery of the GCR
tariff.

On October 13, 1988, the BGC rejected the Company's June 3, 1988 request
for a $45,000,000 base rate increase and established rates reflecting a
$2,000,000 decrease in base rate. On October 28, 1988, the Company filed
a petition for reconsideration with the PGC for the review of certain
aspects of its decision. The outcome of this petition of reconsideration
is unknown. The PGC actions did not have a significant impact on the
financial statements at August 31, 1988.
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APPENDIX II

SUMMARIES OF LEGISLATION
AUTHORIZING THE ISSUANCE
OF GAS WORKS REVENUE BONDS

The following are summaries of certain provisions of
The First Class City Revenue Bond Act (the "Act") and the
General Gas Works Revenue Bond Ordinance of 1975, as amended
(the "General Ordinance"), which authorize the issuance of Gas
Works Revenue Bonds generally, and the Eleventh Supplemental
Gas Works Bond Ordinance (the "Eleventh Supplemental
Ordinance"}, which authorizes the issuance of the Eleventh
Series Bonds, including the Eleventh Series C Bonds. The
summaries are not and should not be regarded as complete
statements of the provisions of this legislation or of the
portions thereof summarized. Reference is made to the Act,
the General Ordinance and the Eleventh Supplemental Ordinance,
copies of which are available from the Office of the Director
of Finance, Room 1420, Municipal Services Building,
Philadelphia, Pennsylvania 19107, for the complete terms and
provisions thereof. Certain terms used in this summary are
defined below. Other terms used herein are defined in the
Act, the General Ordinance and the Eleventh 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. §§15901-15924)

General Authorization Definitions: Bonds to be Special
Obligations

The Act is intended to provide a comprehen51ve
authorlzatlon to the City of Philadelphia (the "City") and any
other Pennsylvania city of the first class to issue revenue
bonds ("Bonds"} to finance various types of projects and to
issue Bonds to refund previously issued Bonds.

"Project" is defined to include, inter alia, any
building, structure, facility or improvement of a public
nature, the related land and rights or leasehold estates
therein and the related furnishings, machinery, 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, acqguisition or
extraordinary maintenance or repair thereof; the City’s share
of the cost of any of the foregoing undertaken jointly with
others; and any combination of the foregoing or any undivided
portion of the cost of 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, tclls or charges imposed or charged for the use
or product of or services generated from the project to the
ultimate users or customers thereof, all payments under bulk
contracts with municipalities, government instrumentalities or
other bulk users, all subsidies or payments payable by
Federal, state or local governments or governmental agencies
on account of the cost of operation of the project, or the
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 to be payable
solely from Project Revenues and to 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 City, to
create a debt or charge against the tax or general revenues of
the City, or to create a lien against any City property other
than the Project Revenues pledged therefor and the reserve
funds established in respect of the Bonds. The amount of the
Bonds does not constitute a debt of the City and is excluded
from the calculation of the City’s debt-incurring capacity
under the Pennsylvania Constitution.

Estimate of Future Revenues

In order to establish that Project Revenues will be
sufficient to amortize 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 ‘to pay any prior parity charges on such pledged
Project Revenues and the principal of and interest on the
Bonds. This finding is to 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 report 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 to
compile relevant data.

For the purpose of estimating future Project
Revenues, the Act provides that only the following shall be
included: (i) those rents, rates, tolls or charges to the
general public which, under existing authorizations, are or
will be in effect and will be reasonably collectible during
the Fiscal Year under the rate schedule which is or will be in
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effect during such Fiscal Year, Oor which may be imposed by
administrative action without future legislation; (ii}) those
bulk payments 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
(iii) those governmental subsidies or payments which, under
existing legislation, are subject to reasonably precise
calculation and, unless stated in such legislation or
authorization to be of an annual or more frequently recurring
nature, are payable in such year.

Details of Bonds and City Covenants

The Act provides that the ordinance authorizing the
issuance of the Bonds shall fix the aggregate amount of Bonds
to be issued and determine, or designate officers of the City
to determine, the form and details of the Bonds. Subject tc
applicable constitutional provisions, the City may include in
its bond ordinance various covenants with bondholders,
including covenants governing the imposition, collection and
disbursement of Project Revenues, project operation and
maintenance, the establishment, segregation, maintenance,
custody, investment and disbursement of sinking funds and
reserves, the issuance of additional priority or parity Bonds,
the redemption of Bonds and such other provisions as the City
deems necessary or desirable in the interests or for the
protection of the City or of such bondholders. 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 maintenance of a sinking
fund or shall designate a previously established fund for the
payment of the principal of and interest on the Bonds.

Payment into such sinking fund shall be made in annual or more
frequent ‘installments and shall be sufficient. to pay or
accumulate for payment all principal of and interest on the
Bonds for which the sinking fund is established as and when
the same shall become due and payable. The sinking fund shall
be managed by the chief fiscal officer of the City and moneys
therein to the extent not currently required shall be
invested, subject to limitations established by the bond
ordinance and the Act. Interest and profits from investment
of moneys in the sinking fund shall be added to such fund and
may be applied in reduction of or to complete required
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deposits to the sinking fund. Excess moneys in the sinking
fund shall be repaid to the City for its general purposes or
as otherwise provided in the bond ordinance. All moneys
depoesited in the sinking fund, including the Sinking Fund
Reserve established by the General Ordinance, are subject to a
perfected security interest for the Bonds for which the fund
is established until properly disbursed.

Refunding

Bonds from time to time ocutstanding under the Act or
other bonds issued for purposes for which Bonds are issuable
under the Act, whether issued before or after the effective
date of the Act, may be refunded by Bonds issued under the Act
and are subject to the same protections and provisions
required for the issuvance of an original issue of Bonds.

Bonds will no longer be deemed to be outstanding obligations
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 deposits, certificates
of deposit {insured or secured as public funds) or specified
obligations of the United States or of the Commonwealth of
Fernsylvania, the principal and interest of which are
sufficient to effect, and which are irrevocably pledged to,
the redemption or payment of such Bonds and, in the case of
redemption, notice of such redemption or irrevocable
instructions to give such notice shall have been duly given.

validity of Proceedings; Suits and Limitations Thereon

Prior to the delivery of any Bonds, the City must
file with the court of common pleas a transcript of the
proceedings authorizing the issuance of the Bonds. 1If no
action asserting the invalidity of such proceedings or of the
Bonds, is brought on or before the twentieth day following the
date of recording of the transcript, the validity of the
proceedings, the City's right to issue the Bonds, the lawful
nature of the purpose for which the Bonds are issued, and the
validity and enforceability of the Bonds in accordance with
their terms may not thereafter be inquired into judicially, in
equity, at law, or by civil or criminal proceedings, or
otherwise, either directly or collaterally, except where a
constitutional question is involved.

Exemption From State Taxation

The Commonwealth pledges with the holders from time
to time of Bonds issued under the Act that such Bonds, their
transfer and the income therefrom, including any gains made on
the sale thereof (other than underwriting profits in a
distribution thereof), shall at all times be free from
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taxation within and by the Commonwealth of Pennsylvania, but
this exemption does not extend to underwriting profits or to
gift, 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 pay the principal of or
interest on any Bond when the same shall be due and payable,
the remedy provisions of the Act permit the holder of such
Bond, subject to the limitations described below, to recover
the amount due in an action in Philadelphia Common Pleas
Court; however, a judgment rendered in favor of the bondholder
in such an action is collectible only from Project Revenues.
The holders of 25% in aggregate principal amount of Bonds
which are in default, whether because of failure of timely
payment which is not cured within 30 days or failure of the
City to comply with any other provisions of the Bonds or any
bond ordinance, may appoint a trustee to represent them. ©On
being appointed, the trustee shall be the exclusive
representative for the affected bondholders. The trustee may,
and upon written request of the holders of 25% in aggregate
principal amount and on being furnished with indemnity
satisfactory to it, shall, take one or more of the following
actions, which, if taken, shall preclude similar action,
whether previously or subseguently initiated, by individual
holders of Bonds: enforce, by proceedings at law or in equity,
all rights of the holders of the Bonds; bring suit on the
Bonds; bring suit in equity te require the City to make an
accounting for all pledged Project Revenues received and to
enjoin unlawful action or action in violation of the holders’
rights; and, after 30 days’ written notice to the City,
declare the unpaid principal of the Bonds to be immediately
due and payable, together with interest thereon at the rates
stated in the Bonds until final payment, and upon the curing
of all defaults, to annul such declaration. In any suit,
action or proceeding by or on behalf of holders of defaulted
Bonds, trustee fees and expenses, including operating costs of
a project and reasonable counsel fees, and all such costs and
disbursements allowed by the Court, shall be deemed additional
principal due on the Bonds and shall be paid in full from any
recovery prior to any distribution to the holders of the
Bonds. The General Ordinance limits any such recovery to
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 City’s chief fiscal officer
that Project Revenues pledged for the payment cf Bonds have
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become insufficient to meet the requirements of the ordinance
or ordinances under which the Bonds were issued, the City
Council is empowered, but not reguired, subject to applicable
Pennsylvania constitutional debt limitation, to authorize the
issuance and sale of general obligation refunding bonds of the
City, without limitation as to rate of interest, in such
principal amount (subject to the aforesaid limitations on
indebtedness} as may be required, together with other
available funds, to pay and redeem such Bonds, together with
interest to the redemption date and redemption premium, if
any.

THE GENERAL ORDINANCE.

(Ordinance of City Council approved May 30, 1975 -
Bill Mo. 1871, as amended by Ordinance of the City Council
approved July 26, 1979 - Bill No. 2068,
Ordinance of the City Council
approved July 31, 1980 - Bill No. 274,
Ordinance of the City Council approved September 22, 1982 -
Bill No. 1316 and Ordinance of the City Ccuncil approved
May 17, 1985 - Bill No. 534)

Pursuant to the authorization contained in the Act,
the City has adopted the General Ordinance. The City has made
a pledge of, and has granted a security interest in, all
Project Revenues and all accounts, contract rights and general
intangibles representing Project Revenues for the security and
payment of all Bends issued under the General Crdinance.

Definitions

"City Charges" are defined to be 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 computaticn of Operating Expenses of the
Gas Works, including, without limitation, the expenses of the
Gas Commission and the base payments to the City contained in
the agreement between the City and the manager of the Gas
Works and all other payments made to the City from Project
Revenues,.

"Fiscal Year" is defined as the fiscal year for the
Gas Works as provided in any ordinance of the City from time
to time enacted and, if no other fiscal year is established by
ordinance, it shall mean the fiscal year of the City.

"Net Operating Expenses" are defined to be Operating
Expenses exclusive of City Charges.
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"Operating Expenses" are defined to be 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 including, without limitation, the manager’s
fee, salaries and wages, purchases of services 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
years, 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. .

"Project Revenues" are defined to include 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
Project Revenues (as such term is defined in the Act} derived
from the Gas Works, and all accounts, contract rights and
general intangibles representing the Project Revenues.

Additional Bonds

Bonds may be issued in one or more series as the City
may from time to time determine by supplemental ordinance (a
"Supplemental Ordinance”). The General Ordinance provides for
the method of setting the details and terms of the Bonds
authorized by such Supplemental Ordinance. The General
Ordinance sets forth the manner of making payment of
principal, interest and premium, the requirements governing
such payment, the rules regarding registration, transfer and
exchange of Bonds, and general provisions governing redemption
and the effect thereof. The General Ordinance authorizes the
issuance of definitive and temporary Bonds, provides for the
execution of the Bonds and provides for the issuance of Bonds
to replace mutilated, destroyed, lost or stolen Bonds.

Purposes For Which Bonds May Be Issued, Conditions of Issuance
- Engineering Report -

Bonds may be issued to (1) pay the cost of projects
related to the Gas Works, (2) reimburse any City fund from
which such costs shall have been paid or advanced, (3)
fund any such cost for which the City shall have outstanding
bond anticipation notes or other obligations, (4) refund any
Bonds of the City issued for the foregoing purposes under the
Act, or (5) refund any general obligation bonds of the City
issued for the foregoing purposes. However, the City also
covenants that it will not refund by the issuance of Bonds
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general obligation bonds or notes issued prior to January 1,
1974.

The City covenants that so long as any Bonds shall
remain outstanding, no Bonds will .be issued unless the
financial report of the City’s chief fiscal officer reguired
by the Act to be filed with the City Ceuncil 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 systems of the magnitude and scope
of the Gas Works and a favorable reputation for competence in
such field., The report 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.
Also, prior to the issuance of the Bonds, a transcript of the
proceedings authorizing the issuance of the Bonds shall also
be filed with the Fiscal Agent, together with a copy of the
engineering report.

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, namely: (1) a brief
description of the project or projects for which the Bonds are
to be issued; (2) a statement identifying the sources from
which the pledged Project Revenues are to 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, yield pledged Project
Revenues over the amortization period of such Bonds sufficient
to meet the payment or deposit requirements of operating
expenses, reserve requirements, debt service of all Bonds
outstanding for which Project Revenues are pledged and surplus
requirements fixed by the General Ordinance, or the
Supplemental Ordinance authorizing the issuance of any series
of 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 General Ordinance also
requires that the engineering report state that the pledged
Project Revenues are currently and will be sufficient to
comply with the Rate Covenant and that the Gas Works are in
good operating condition or that adequate steps are being
taken to make them so.

Security

The Bonds are and will be equally and ratably secured
by 2 pledge of and a security interest in all Project Revenues
and the Sinking Fund, including the Sinking Fund Reserve.
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Priority in Application of Project Revenues

Prior to default, the General Ordinance establishes
the following priorities in the application of Project
Revenues during each Fiscal Year:

First, to Net Operating Expenses;

Second, to required payments into the Sinking
Fund to pay the principal of and interest on all Bonds issued
under the General Ordinance and te accumulate, or to restore
any deficiency in, the Sinking Fund Reserve;

Third, to the payment of general obligation
bonds which have been adjudged to be self-liquidating on the
basis of expected revenues from the Gas Works.

Fourth, to the payment of interest and sinking
fund charges of other general obligation debt incurred for the

Gas Works; and
Fifth, to the payment of City Charges.

The balance of the Project Revenues in any Fiscal
Year may be, upon the approval of the Gas Commission, paid to
the City, provided that in a given Fiscal Year the balance so
paid does not exceed the amount of earnings on the Sinking
Fund Reserve transferred and paid to PGW’s operating funds
during the same Fiscal Year. The General Ordinance does not
require the segregation of revenues upon their collection
prior to default. An ordinance adopted by the City in
September of 1983 allows the issuance cf Gas Works Revenue
Notes secured by Project Revenues, payment of which Notes
shall be subordinated to the payments listed in clauses First
through Fourth above.

Rate Covenant

The City covenants that it has authorized the
imposition of rates and charges by the Gas Commission
sufficient to comply with the Rate Covenant in the General
Ordinance, and that it will 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 shall, together with all other Project Revenues
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 required to pay Sinking
Fund requirements for the principal of and
interest on all Bonds issued and outstanding
under the General Ordinance which will become
due and payable during such Fiscal Year; and

(iii) the amecunt, if any, reguired to be paid
into the Sinking Fund Reserve during such Fiscal
Year; or

B. The sum of:

(i) all Net Operating Expenses payables during
such Fiscal Year; and .

(ii) all Sinking Fund deposits required during
such Fiscal Year in respect of all ocutstanding
Bonds and in respect of all outstanding 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.

Additional Covenants

The City further covenants: that it will pay or
cause to be paid from the Project Revenues the principal of,
premium, if any, and interest on all Bonds as the same shall
become due and payable; that it will continucusly maintain in
good condition and operate the Gas Works; and that it 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 it shall satisfy all Sinking
Fund requirements on Bonds cgutstanding under the General
Ordinance for such Fiscal Year.

Report Requirements

The City 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 Rate Covenant and
accompanied by a certificate of the manager of the Gas Works
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that the Gas Works are in good operating condition and a
certificate of the Director of Finance that as of the date of
such report the City has complied with all covenants and
requirements of the General Ordinance and Supplemental
Ordinances. Copies of such report will be available to
bondholders and may be inspected and copied at all reasonable
times by bondholders or their representatives.

General Obligation Bonds — Junior Lien Revenue Bonds

The City reserves the right to finance Gas Works
projects by issuing general obligation bonds or revenue bonds
under authorization other than the Supplemental Ordinances,
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 Sinking Fund
requirements of all Bonds issued under the General Ordinance.

Sinking Fund and Sinking Fund Reserve

A Gas Works Revenue Bond Sinking Fund is established
for the benefit of all Bonds issued under the General
Ordinance, which shall be held in an account separate and
apart from all other accounts of the City. On or before each
interest and principal payment date for the Bonds, the
Director of Finance shall deposit in the Sinking Fund from
Project Revenues the amount sufficient, together with interest
and profits on investments held therein, to pay the principal
of and interest on the Bonds. The General Ordinance
authorizes the appointment, in accordance with legal
procedures, of one or more banks to act as Fiscal Agent and/or
paying agent for all Bonds or for any series of Bonds issued
thereunder and reserves to the City the right 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 moneys in the Sinking Fund
are reguired to be secured and invested and reinvested under
the management of the Director of Finance.

The Sinking Fund Reserve is established as a separate
account in the Sinking Fund and is to be held by the Sinking
Fund Depositary. The Sinking Fund Reserve shall be funded
from the proceeds of each series of Bonds in an amount equal
to the maximum amount required in any Fiscal Year to pay the
debt service on the Bonds of such series becoming due and
payable in such Fiscal Year.

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 Bonds issued and
outstanding under the General Ordinance; provided, however,
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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 of not more than six
Fiscal Years after the issuance and delivery of such Bonds,.

If at any time the moneys in the Sinking Fund, other than in
the Sinking Fund Reserve, are insufficient to pay when due the
principal of (and premium, if any) 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. 1If by reason of such withdrawal or for any
other reason there shall be a deficiency in the Sinking Fund
Reserve, the City covenants to restore such deficiency by
daily deposits -of at least 50% of Project Revenues.

Transfer of Income on Sinking Fund Reserve

The General Ordinance provides that all interest and
income earned on moneys held in the Sinking Fund Reserve may,
to the extent not required to comply with the requirements of
the General Ordinance relating to the Sinking Fund Reserve, be
transferred to the operating funds of the Gas Works to 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 cf the Gas Commission, may be paid to the City,
provided that in a given Fiscal Year such balance deces not
exceed the amount of Sinking Fund Reserve Earnings transferred
to 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, including the Sinking Fund Reserve, in the
amounts and at the times required by the General Ordinance or
if for any reason moneys in the Sinking Fund shall be
insufficient to pay debt service on any 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
General Ordinance provides that all remedies are enforceable
only against pledged Project Revenues and investments thereof,
and that no decree or judgment against the City on an action
brought under the provisions of the General Ordinance shall
crder, or be construed to permit, the occupation, attachment,
seizure or sale upon execution of any other property of the
City.
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Amendments

The General Ordinance and any Supplemental Ordinance
may be amended without the consent of any bondholders to cure
ambiguities, formal defects or omissions, or to grant to
bondholders or any trustee therefor additional rights,
remedies, powers or security, to comply with mandatory
provisions of state or Federal law or with permissive
provisions of such law which do not substantially impair the
security or right to payment of bondholders. The General
Ordinance may be amended in such other respects as may be
authorized by 67% in principal amount of the holders of Bonds
outstanding and affected, but no alteration of the amount,
rate or time of payment, respectively, of the principal
thereof or the interest thereon or of the redemption '
provisions may be made without the consent of the holders of
all Bonds outstanding and affected.

Amendments Not Affecting Outstanding‘Bonds

The General Ordinance or any part 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 provisions,
terms, covenants or agreements contained in a Supplemental
Ordinance, other than those permitted by and adopted pursuant
to Section 8.01 of the General Ordinance governing amendments
generally, which shall be inconsistent with, or would impair a
prior covenant in, the General Ordinance as at the time
amended or supplemented, shall become effective until all
Bonds the holders of which are entitled to the protection of,
or to enforce compliance with, such prior provisions or
covenants, shall cease to be ocutstanding.

THE ELEVEINTH SUPPLEMENTAL ORDINANCE

(Ordinance of City Council approved May 26, 1987
Bill No. 1248}

The Eleventh Supplemental Ordinance authorizes the
Mayor, City Controller and City Solicitor (the "Bond
Committee”), or a majority of them, to sell, in one or more
series, Gas Works Revenue Bonds in the maximum principal
amount of $275,000,000, provided that such maximum principal
amount may be increased to reflect sales of such Bonds at
discounts which are in lieu of periodic interest, and
authorizes a majority of the Bond Committee to establish the
terms and provisions of such Bonds.
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The Eleventh Supplemental Ordinance states that the
Bonds issued thereunder are to be issued for any or all c¢f the
following purposes: (i) acquiring and constructing the
capital improvements included in the capital program of PGW as
from time to time included in the capital budgets of PGW, as
approved by City Council; (ii) the refunding of the City’'s Gas
Works Revenue Bonds, First Series, the Clty's Gas Work Revenue
Bonds, Second Series and certain maturities of the City’'s Gas
Work Revenue Bonds, Ninth Series or such other series as shall
be designated by the Director ¢f Finance; (iii) paying the
costs of issuing the Bonds, and making any required deposit to
the Sinking Fund Reserve; and (iv) paying any other Project
costs (as defined in the Act).

Based on the report of the Director of Finance filed
with City Council pursuant to the Act, the Eleventh
Supplemental Ordinance determines that Project Revenues will
be sufficient to comply with the Rate Covenant centained in
the General Ordinance and alsoc te pay other costs, expenses
and payments required to be paid therefrom in their order of
priority as set forth in the General Ordinance.

The City covenants in the Eleventh Supplemental
Ordinance that the proceeds of the sale of the Bonds issued
thereunder for refunding of prior Bonds shall be deposited in
an escrow ©r similar account with the Fiscal Agent, separate
and apart from any other account of the City or the Gas Works
and further covenants that the proceeds of such Bonds
available for payment of costs of capital improvements shall
be deposited and 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 any other account of the City not held exclusively
for Gas Works purposes.

The City covenants in the Eleventh Supplemental
Ordinance that, so long as any Bonds issued thereunder remain
unpaid, it shall make payments or cause payments to be made
out of the Sinking Fund at such times and in such amounts as
shall be sufficient to pay interest on and principal of any
Bonds when due.

It authorizes the Director of Finance and any member
of the Bond Committee to make such covenants as may be
necessary or advisable to assure that the Bonds issued
thereunder will not be "arbitrage bonds" as defined in the
Tnternal Revenue Code of 1986, as amended.

The Eleventh Supplemental Ordinance authorizes the
City to accumulate from Project Revenues over a period of not
more than six Fiscal Years from the date or dates of issuance
and delivery of the Bonds issued thereunder the amount
required to be deposited in the Sinking Fund Reserve in
respect thereof.

IT - 14



APPENDIX II1

CITY OF PHILADELPHIA
GENERAL INFORMATION



(THIS PAGE INTENTIONALLY LEFT BLANK)



CITY OF PHILADELPHIA
GENERAL INFORMATION

General

The Eleventh Series C Bonds are revenue bonds payable solely from monies derived, directly or
indirectly, from the Project Revenues of PGW. The Eleventh Series C Bonds do not pledge the credit
or the taxing power of the City of Philadelphia or create any debt or charge against its tax or general
rEvEnues or create any lien against any City property other than the Project Revenues of PGW as is
more fully described in the Official Statement. The information below regarding the City is provided in
summary form for general informational purposes. More complete information regarding the City and
its finances can be obtained by writing the City of Philadeiphia, Office of the Director of Finance, 1420
Municipal Services Building, Philadelphia, PA 19102,

The City

The City of Philadelphia was founded in 1682. In 1854, the City and County of Philadelphia were
merged. Today the boundaries of the City include an area of approximately 129 square miles with a
resident population of approximately 1.6 million people. The City is governed largely under the 1951
Philadelphia Home Rule Charter, which provides for the election, organizaiion, powers and duties of
the legislative branch (the ““Council’’); the powers and duties of the executive and administrative
branch; and fiscal and budgetary matters, coniracts, procurement, property and records.

Elected and Appointed Officials

The Mayor is elected for a term of four years and is eligible to succeed himself for one consecu-
tive term. Each of the seventeen members of the Council is also elected for a four-year term which
runs concurrently with that of the Mayor. There is no limitation as to the number of terms which may
be served by members of the Council. Of the seventeen members of the Council, ten are elected from
districts and seven at large, with a minimum of two of the seven representing other than the majority
party. Also elected at the same time are the Clerk of Quarter Sessions, the Sheriff, and the members of
the Board of Elections. Efected at the mid-point of the term of these officials are the District Attorney
and the City Controller. In the performance of his Home Rule Charter-mandated pre-audit functions,
the City Controller, who has a staff of approximately 150 persons, reviews each transaction involving
a dishursement of City moneys. The City Controller also reviews competitive bidding, which is re-
quired for all City purchases in excess of 32,000 except in the purchase of unique articles or articles
which for any other reason cannot be obtained in the open market.

The principal officers of the City’s government appointed by the Mayor are the Managing Direc-
tor, the Director of Finance who is the chief financial and budget officer and is selected from threc
names submitted to the Mayor by a Finance Panel, the City Solicitor who is head of the Law Depart-
ment, the City Representative and the Director of Commerce. These officials and the Housing Director
currently constitute the Mayor’s Cabinet which together with the Mayor constitutes the major policy
making group i the City’s government. The Office of the Managing Director of the City is responsible
for supervising the departments and agencies of the City which render the various municipal services
provided by the City. The City Representative is charged with giving wide publicity to any items
reflecting the activities and accomplishments of the City, its inhabitants, commerce and industry, and
the Director of Commerce is charged with promoting and developing commerce and industry. The City
Solicitor’s Office acts as legal advisor to the Mayor, the Council, and all the agencies of the City
government. It is responsible for all of the City’s civil litigation, the preparation and the approval as to
form of all of the City’s contracts and bonds, and assisting Council, the Mayor and City agencies in the
preparation of ordinances for introduction into Council. The Director of Housing is responsible for
developing an overall City housing plan and for supervising the housing programs operated by the City
or by delegated agencies funded by and under contract with the City.

Under the Home Rule Charter, the great majority of the financial functions of the City are placed
"under the Office of the Director of Finance. The Director of Finance is responsible for development of
financial policy, development of the annual operating budget, assistance in the development of the
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capital budget and the capital program, supervision of the execution of the operating budget and the
financial aspects of the capital budget, development and administration of the accounting system,
collection of revenues through the Department of Revenue, supervision of purchasing and some as-
pects of property management through the Procurement Department, oversight of pension administra-
tion as Chairman of the Board of Pensions and Retirement, development and execution of the City’s
program of temporary and long-term borrowing, direction of the treasury functions handled by the
Ciry Treasurer appointed by him and general coordination of other financial maiters.

The Board of Revision of Taxes, which administers the assessment of real and personal property
taxes, is appointed by the Board of Judges of the Court of Common Pleas,

Governmental Services

Municipal services provided by the City include pelice and fire protection; health care; construe-
tion and maintenance of streets, highways and bridges; trash collection and disposal; provision for
recreational programs and facilities; water and sewer systems; acquisition and maintenance of City
real and personal property, including vehicles; maintenance of building codes and regulation of li-
censes and permits; maintenance of records; collection of taxes and revenues; purchase of supplies
and equipment; construction and maintenance of airport facilities; and maintenance of a prison sys-
tem. Funding for most public assistance benefits or payments is provided by the Commonwealth of
Pennsylvania (““‘Commonwealth”) and of Dependent and Neglected Children Program and the Mental
Heaith Program.

The Philadelphia Gas Works (hereinafter “PGW?’ or ““Gas Works™) supplies approximately
530,000 residential, commercial and industrial customers in the City, and is the sole gas distribution
utility within a service area which is coextensive with the geographical limits of the City. The Gas
Works is owned by the City and is operated by Philadelphia Facilities Management Corporation
(*PFMC”), a nonprofit corporation specifically organized to manage and operate the Gas Works for
the benefit of the City. Rates and charges of the Gas Works are fixed by the Philadelphia Gas Com-
mission and not by the Public Utility Commission of the Commonwealth. The revenues of the Gas
Works are segregated from other funds of the City.

Local Government Agencies

There are a number of significant governmental authorities and quasi-governmental nonprofit cor-
porations which provide services within the City.

The Southeastern Pennsylvania Transportation Authority (“SEPTA™), which is supported by
transit revenues and Federal, Commonwealth and local funds, is responsible for developing and oper-
ating a comprehensive and coordinated public transportation system in the Southeastern Pennsylvania
region. As of January 1, 1983, SEPTA’s Regional High Speed Line Division assumed direct operations
of the commuter rail system formerly operated under contract by Conrail.

LITIGATION AND OTHER MATTERS

The following discussion concerning litigation, prepared by the Law Department of the City,
relates to the City and does not include information concerning litigation of the Gas Works, which is
operated independently of the City by the Philadelphia Facilities Management Corporation, or of the
School District, which is a separate governmental entity.

The City is represented in its litigation by the City Solicitor and his staff which comprise the Law
Department. The Law Department does not represent the Gas Works or the School District; however,
the Law Department acts on behalf of the City and the School District in respect of matters arising
from the selection of subjects of taxation and rates of taxation by City Council and coitection of taxes
by the City for the School District.

Generally, claims against the City are payable out of the General Fund, although claims against
the City’s Water Department are paid out of the Water Fund and only secondarily out of the General
Fund. Unless specifically noted otherwise, all claims hereinafter discussed are payable out of the
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General Fund or the Water Fund. The Act of October 5, 1980, P.L. 693, No. 142, known as the
“‘Political Subdivision Tort Claims Act,” establishes a $500,000 aggregate limitation on damages aris-
ing from the same cause of action or transaction or occurrence or series of causes of action, transac-
tions or occurrences with respect to governmental units in the Commonwealth such as the City. The
constitutionality of that aggregate limitation was recently upheld by the United States Supreme Court.

Various claims have been asserted against the City from time to time, and in some cases suits
thereon have been instituted, for which the City may be liable if these claims are reduced to judgment
or otherwise settled in @ manner requiring paymenis by the City. As of January 1989, the estimate of
the aggregate loss which would result from [awsuits in which some amount of loss is deemed to be
probable was approximately $34,000,000. The City believes that these claims will not have a material
adverse effect on the financial position of the City. Included among these claims are several actions
involving catastrophic injuries. The potential exposure in many of these cases is well in excess of
5300,000, and in certain of these cases the City may be liable in such amounts, notwithstanding the
$500,000 limitation on cases brought under the Political Subdivision Tort Claims Act mentioned above.

Not included in the above discussed claims are the following matters:

On December 1, 1988, the Supreme Court of Pennsylvania ordered the City to spend an additional
$54 million to fund the operations of the Philadelphia court system during fiscal year 1989. The order
was entered in an Action in Mandamus against the City initiated in June 1988 by the Court of Common
Pleas of Philadelphia County, other local judicial agencies, and the sheriff, encaptioned Bradley, et al.
v. Goode, et al.,, June Term 1988, No. 5132. The same plaintiffs had also filed an action in Mandamus
against the Commonweaith of Pennsylvania in the Commonwealth Court, encaptioned Bradley et al.,
v. Casey, et al,, No. 1573, C.D. 1988, seeking to enforce compliance with a December 1987 decision of
the Pennsyivania Supreme Court (County of Allegheny v. Commonwealth, Pa. , 534 A.2d 760}
requiring that the Commonwealth fully fund local judicial systems. On consolidated hearing of both
Actions in Mandamus, the Commonwealth Court held that the Commonwealth is not responsible to
provide funding for the Philadelphia judicial system for this current fiscal year, determined the “‘rea-
sonable and necessary” funding for that system, and barred the City from presenting evidence of its
overall financial situation as a factor in determining ‘‘reasonable and necessary” funding. The Su-
preme Court’s Order of December 1, 1988 was entered on the City’s and Common Pleas Court’s
appeals from the Commonwealth Court’s decisions.

As a part of the City’s budget adoption process for the 1989 fiscal year beginning July 1, 1988, the
Ciry Council enacted an ordinance increasing the City realty transfer tax by 1.57% of the value of the
property. The increase is calculated to yield an additional $33 million per year in realty transfer tax
revenues. On June 24, 1988, a taxpaver and a consumer activist organization filed suit in the Court of
Common Pleas of Philadelphia County {June Term 1988, No. 3639), alleging that the tax increase
ordinance was improperly enacted. On June 30, 1988, the Court granted a preliminary injunction
restraining implementation of the tax increase pending full hearing of the case. The injunction was
upheld on appeal by the Commonwealth Court on November 15, 1988. The City filed an immediate
petition with the Pennsylvania Supreme Court for permission to appeal to that Court. Both the original
plaintiffs and the Philadelphia Board of Realtors, who have joined as plaintiffs in the suit, filed briefs in
opposition. The Realtors are also seeking to have the Supreme Court rule that in the interim no stay is
in effect and that the City may not continue to collect the tax. The City has filed an answer opposing
the Board of Reazltors on the stay issue and expects to prevail and to be able to continue collecting the
tax until a final ruling is issued by the Supreme Court. It is probable that the Supreme Court wilf
decide the subsiantive issue of whether the tax ordinance is valid and that further proceedings in the
Court of Common Pleas will not be necessary. The City will vigorously defend the validity of the tax
increase ordinance and believes that its position is supported by persuasive legal precedent. In the
event the ordinance is eventually held invalid, the City may be required to reduce fiscal year 1989
spending to compensate for any lost revenues not made up from other revenue sources and may be
required to rebate all or a portion of such amounis collected.

The largest City employees’ union, District Council #33, American Federation of State, County
and Municipal Employees, AFL-CIO (“District Council #33”), and the Trustees of that union’s Healt‘h
and Weifare Fund, instituted three suits against the City in the Court of Common Pleas of Philadelphia
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County alleging underpayment by the City in its contributions to the District Council #33 Health and
Welfare Fund. The first suit (C.P. January Term 1983, No. 3304), relating to payments due under the
collective bargaining agreement in force between July 1, 1982 and Jure 30, 1984, was litigated through
the appellate courts and uitimately resulted in court-ordered payments by the City totaling $27.2 mil-
fion, including $3.9 million being withheld pernding resolution of a dispute over proper allocation of
attorneys’ fees. Still being litigated are the second suit {C.P. May Term 1983, No. 4134), concerning an
agreement in force between July 1, 1984 and June 30, 1986, in which District Council #33 seeks
damages described in the Complaint as in excess of $17 million, and the third suit (C.P. June Term
1986, No. 5932), concerning an agreement in force between July 1, 1975 and December 31, 1982, in
which District Council #33 seeks damages described in the Complaint as in excess of $20 million. The
City is vigorously defending the suits still in litigation which, though involving legal issues similar to
those decided in the first suit,sinvolve substantial issues of proof as to Health and Welfare Fund
expenditures during the subject periods.

On December 26, 1985, the City was served with a complaint alleging sex discrimination in its
emplovment practices. The suit was filed in the U.S. District Court for the Eastern District of Penn-
svivania {C. A. No. 85-7418) by District Council #33 and'ten individuza! City employees. The Com-
piaint was not accompanied by any request for preliminary relief. On August 14, 1936, the Ciry’s
metion to dismiss the complaint was denied. On January 20, 1988, a class was certified and discovery
has begun.

On May 13, 1985, when City Police were attempting to serve warrants on members of the radical
organization known as “MOVE”, a fire occurred which destroved approximately 60 homes and caused
damage to numerous others. The City has rebuilt the destroyed homes, repaired the damaged homes
and resolved most of the property damage claims. To date, 37 lawsuits have been filed arising cut of
the fire, 17 of which have been settled, withdrawn or dismissed. Of the 20 active cases, 12 are pending
in federal district court (exclusive of 4 cases dismissed in December 1988 and as to which dismissal the
period for taking an appeal has not yet expired) and § in state court. The federal court cases involve
two class actions, filed on behalf of all persons (except MOVE members) whao lived in the sixty homes
and sustained damage as a result of the fire and have not yet reachad settiement with the City; 2 cases
involving persons who have opted out of the class; 6 suits filed on behalf of persons who died in the
fire; and a suit by each of the two surviving residents of the MOVE house. All federal court actions
seek compensatory and punitive damages in an unspecified amount in excess of 575,000 in addition to
attorneys’ fees and costs, for claimed violations of federal constitutional law and state law. In the state
court, 6 of the 8 actions were commenced by summons only and were brought on behalf of persons
who died in the fire. The seventh action, brought by the child of a deceased MOVE member and the
child’s father, sceks compensatory damages in an unspecified amount in excess of 320,000 in addition
io attorneys’ fees and costs, for claimed violations of state taw, and it duplicates an action brought in
federal court. The eighth action seeks a sum less than $20,000 and was filed by the owner of a house
that was only damaged by the fire. Since more than three yecars have now passed from the date of the
incident, the City does not expect any more suits to be filed. While participating fully in relief efforts,
the City also intends to defend vigorously all claims asserted in the described suits. On the basis of
information currently available, the City does not expect any litigation or other claims arising from this
incident to have a material adverse effect on the financial condition of the City.

The Ciry is currently engaged in litigation arising from the rebuilding of 61 homes on Osage
Avenue after the fire of May 13, 1985, (City v. G & V General Contractors, Inc., Case No. 14-110-003
87 B/I, before the American Arbitration Association.) The City is seeking to recover approximately
32.5 million representing costs incurred and/or paid by the City as a result of: delays in construction, a
contingent completion fund made available to assist the contractor in completing construction, the
contractor’s failure to' correct defects which arose in the first year after construction, significant re-
building of the roofs, failure to build in accordance with plans and specifications, and other breaches of
contract. G & V General Contractors, Ine. (‘G & V) has asserted a counterclaim against the City for
approximately $4,000,000, alleging that the City promised to pay whatever it cost G & V to build the
project, no matter whether the costs were properly incurred or within the limits of the contract. The
City has also filed suit against G & V’s bonding company, Fidelity and Deposit Company of Maryland.
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That aciion is currently pending in the U.S. District Court for the Eastern District of Pennsylvania.
(C.A. No. §7-2101.) The bonding company has filed a counter claim alleging that the bond was pro-
cured by fravd and misrepresentation.

In April 1986, 2 class action was filed against the City in the U.S. District Court for the Eastern
District of Pennsvlvania {Savior et al. v. City, C.A. No. 856-1493) on behalf of ail retarded citizens
placed in licensed privately-owned faciiities and for whom the City acts as representaiive payee with
respect to their federally funded, state disbursed, Supplemental Security Income (*‘SSI”") payments.
Plaintiffs allege that the City wrongfully withheld certain monies from SSI payments in violation of
state and federal regulations. The plaintiffs and the City have agreed to a settlement of the matter
whereby the City will pay approximately $1.2 million, over a period of eight years, in compensation to
all members of the plaintiff class.

In July, 1986, an action was instituted against the Ciry in the U.S. District Court for the Eastern
District of Pennsyivania, Walton v. City et al. (C.A. No. 86-3934), asserting liability on the part of the
City in excess of $3 million in connection with a particular case of child abuse involving permanent
brain injury. The asserted Ciry liability is premised upon alleged negligence and violation of the child’s
civil rights by failing to protect the child from parental abuse. The City denies any Hability in this
matter. Proceedings in Walton v. City have been suspended by the District Court pending a decision
by the United States Supreme Court in a related case. The City expects the suspension to continue
untif at least the summer of 1989.

On November 17, 1988, in the matter of Philadelphia Police and Firefighters Assoc. v. City of
Philadelphia, C.A. No. 83-3303, the U.S. District Court for the Eastern District of Pennsylvania en-
tered a permanent injunction ordering the City to continue providing and the Commonwealth of Penn-
sylvania to continue funding certain ‘“‘community services’ 1o retarded persons living in their own
homes. The City had begun to reduce and/for terminate those services in July 1988 after the Common-
wealth failed to appropriate the funds necessary for their continuation. Thereafter, representatives of
the class of services recipients brought the subject lawsuit. As of January 1989, the Commonwealth is
refusing to provide additional funding for the City-provided services, with the possibie result that the
Ciry will have to spend an additional $6.8 million of City revenues to provide the court-ordered retar-
dation services.

The foliowing water and sewer refated matters are currently being [itigated:

Consumer Education and Protective Association v. Philadelphia Water Department is an appeal
by ratepayers from the Water Commissioner’s 1985 rate determination, which challenges the constitu-
tional validity of the administrative rate determination procedure as well as the appropriateness of the
rates. The Court of Common Pleas dismissed the appeal on August 3, 1983. The Censumer Education
and Protective Agsociation has appeaied this ruling.

United States of America v. City of Philadelphia, C.A. No., 88-6791 is a federal civil enforcement
action in which EPA seeks penalties for the discharge of pollutants into the Defaware River from the
City’s Southwest Water Pollution Control Plant in amounts alleged to be in excess of those allowable.
The City answered the complaint on October 21, 1983.

In Stella Contracting Inc. v. City of Philadelphia, the contractor has sued the City in the U.S.
District Court for the Eastern District of Pennsylvania (C.A. Nos. 88-0195, 88-5889) for a total of 52.1
miliion for various breaches of sludge processing contracts.

Contractor Curtis T. Bedwell and Sons Inc. has initiated four actions in the Court of Common
Pleas against the City for $7 million in contract disputes over four major construction projects at
wastewater plants. Bedwell alleges, among other things, that the City wrongfully withheld liquidated
damages to compensate for Bedwell’s delay. The City denies liability and will counterclaim in these
actions.

The City is the defendant in litigation instituted by certain private parties in the U.S. District
Court for the Eastern District of Pennsylvania docketed as C.A. No. §5-14, concerning odors‘ai[eged.
o be emitted from the Water Department’s Northeast Philadelphia water pollution control plant. The
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plaintiffs are nearby residents. By order dated July 25, 1986, the District Court enjoired maintenance
or operation of the plant in any manner which causes odor emission violative of state or city pollution
control laws and ordered the City to proceed with ““debugging’’ of pollution control equipment incor-
porated into the plant. Following hearing concerning aileged odor incidents subsequent to the July
1936 order, the court held the City to be in contempt of the order and directed, by order dated January
23, 1987, that with respect to odor incidents occurring thereafter, any issuance of three pollution law
violation notices within a thirty day period shall be deemed a violation of the injunction for which the
City shall pay a 310,000 penalty. The January 28, 1987 order also directs the City to contract for an
independent study of the plant and odor problem. On Margh 31, 1988, the United States Court of
Appeals for the Third Circuit denied the City’s appeal from the District Court’s January 28, 1987 order
and in September 1988, the City’s petition for writ of certiorari was denied by the U.S. Supreme
Court.

The City is involved as a defendant or potential defendant in matters involving certain sites al-
leged to be polluted. All of the enforcement and litigation matters mentioned below are still in various
early stages.

Claims of City responsibility in connection with the Gems Landfill, located in Gloucester County,
New Jersey, arise primarily out of the action of a subcontractor of one of the City’s contractors in
placing on the site as a closure material residue from dismantled City Water Department “‘Imhoff”’
tanks, a substance approved for such use by the New Jersey Department of Eavironmental Protection.
Accordingly, the City strenuously denies that the material in question is a ‘““hazardous substance” and
denies any responsibility for necessary site clean-up or site-related alleged injury to private parties.
The City is named as an additiona! insured under policies of insurance obtained by the City’s contrac-
tor providing coverage of approximately §11 million, and applicable in the City’s opinion to the claims
now made. The contractor is also contractually obligated to indemnify the City for any loss suffered as
a consequence of such claims and in conrnection with award of the subject contract, filed a perfor-
mance bond in the amount of $28.9 million payable to the City. With respect to the Gems Landfill, the
City is currently a defendant in site ¢clean-up proceedings instituted by the New Jersey Department of
Envirpnmental Protection wherein claims relating to the City’s use of the site for trash and incinerator
residue disposal for three months during 1980 have also been raised, a named defendant in at least
seven private suits for damages in the federal trial courts, and 2 named defendant in at least nine
private actions for damages in the New Jersey state courts including two class actions.

With respect io a site known as the Paoli Yard, located in Chester County, Pennsylvania, Amtrak
has been granted leave of the Court to file an amended third-party complaint naming the City as a
third-party defendant in a suit instituted in the U.S. District Court for the Eastern District of Pennsyl-
vania (C.A. 86-1094) by EPA against Amtrak, Conrail and SEPTA, for clean-up of the Paoli, Pennsyl-
vania railroad yard. While EPA has not announced any estimated PCB clean-up cost, SEPTA has
estimated the cost to be approximately 330 million. The City denies any responsibility for the Paoli
Yard pollution. In addition, the City has been named as a defendant or third-party defendant in at least
sixty-three private suits for damages and equitable relief, based upon the same alleged site pollution,
also pending in the U.S. District Court and in one such private suit pending in the Court of Common
Pleas of Philadelphia County. The City denies any liability in these private suits.

With respect to the Clearview site, a landfill located in Delaware County, Pennsylvania, the City
has bezn named as a defendant in two suits for damages in the Court of Common Pleas of Philadelphia
County. The suits, brought in April 1985 and January 1986, respectively, name approximately one
hundred nearby residents as plaintiffs. The site has not been declared as a hazardous site by either
federal or state agencies and the suits are still in their earliest stages. The City believes that it has very
strong defenses, including immunity under state law against certain types of claims which characterize
the suits,

With respect to the Global Landfill site, located in Old Bridge, fNew Jersey, the City has been
named as a defendant in 2 private action instituted in the New Jersey Superior Court. The complaint
alleges injury resulting from the disposal of sewage sludge containing “‘PCBs’’ at the site. The City has
never disposed of any sewage sludge at the site and expects to be successful on its pending motion to

be dismissed from the case.
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The City was recently named a third-party defendant in federal ““Superfund” litigation involving
the Buzby Brothers Landfill in Voorhees, New Jersey. The complaint does not specify any basis for
City liability and the City is not aware of any possible basis for such liability. The City denies any
liability in this matter.

A putative class action against the City was filed in the Court of Common Pleas of Philadelphia
County, encaptioned James J. Passalacqua v. City of Philadelphia. The Action has been removed to
federal coust and relates to the Northwest Incinerator. Plaintiff seeks to certify a class of ““all persons
residing in zip codes 19127 or 19128 who have sustained cancer or brain tumors or who have died
therefrom.”” Damages have been alleged to be in excess of $20,000. The City has denied all liability.

In October 1988, the United States Environmental Protection Agency (*‘EPA‘‘) served upon the
City three complaints conceming violation of the Toxic Substance and Control Act. The complaints
arise out of a December 1987 inspection of transformers in City Hall, City Hall Annex and Municipal
Services Building. Most of the violations cited pertain to reporting and labelling requirements under
PCB regulations. The proposed penaities for the three facilities are $80,000; $58,000; and $76,000,
respectively. -

In June, 1987, the Southeastern Pennsylvania Transportation Authority instituted an action against
the City and against Urban Engineers, a private engineering firm, asserting that one or both of the
defendants are responsible for the removal of loose asbestos alleged to be presented as insulation on
pipes located in certain tunnels beneath Suburban Station railroad station. The suit brought in the
Court of Common Pleas of Philadelphia County (June Term 1987, No. 5781) alleges that the subject
tunnels were incorporated into the ventilation system for an underground rail link, known as the
Center City Commuter Tunnel, constructed by the City. Because of the presence of the asbestos, the
ventilation system has not been put into operation. The cost of asbestos removal is alleged by SEPTA

to be in excess of 33 million. The City denies any liability in the matter and disputes the alleged cost of
removal.

The City and School District receive significant financial assistance from numerous federal, state
and local governmental agencies in the form of grants and federal revenue sharing entitlements. The
disbursement of funds received under these programs generally requires compliance with terms and
conditions specified in the grant agreements and is subject to audit. Any disallowed claims resulting
from such audits and relating to the City could become a liability of the Gereral Fund or other appli-
cable funds. In the apinion of City officials the only significant contingent liabilities related to matters
of compliance are the costs questioned in The Single Audit of Federal Financial Assistance for the
fiscal year ended June 30, 1987, which for all open program years amounted to $31.7 million.
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SOCIQECONOMIC INFORMATION

Introduction

The City of Philadelphia (““City”’) includes within its boundaries an area of approximately 129
square miles and a resident population of over 1.6 million people. The City is in the heart of an
eight-county metropolitan area with approximately 4.8 million residents. Air, rail, highway and water
routes provide ¢asy access to the City.

Philadelphia is strategically located on the East coast with easy access to markets, resources,
government centers, and transportation. The Philadelphia metropolitan area is the 4th largest market
in the United States. More than one-half of the population of the United States lives within an over-
night drive.

Quality of Life

In a recent survey (Places Rated Almanac) to determine the nation’s most liveable places, con-
ducted by Rand McNally, the Philadelphia region ranked among the top five. According to government
statistics, Philadelphia is among the safest cities tn the country. Of the 10 largest cities in America,
Philadelphia has the lowest crime rate.

The City is rich in history, art, architecture and entertainment. Cultural and historic attractions
include the Philadelphia Orchestra, Rodin Museum, Academy of Music, Pennsylvania Ballet, Pennsyl-
vania Academy of Fine Arts, Philadelphia Museum of Art, Mann Music Center, and Opera Company
of Philadelphia. The South Philadelphia Sports Complex, consisting of Veterans Stadium, the Spec-
trum, and JFK Stadium, is home to the Philadelphia Phillies, 76ers, Flyers, and Eagles. Philadelphia
also offers its residents the Independence National Historical Area, which includes Independence Hall
and the Liberty Bell, and one of the fargest urban park systems in the world, the 8,000 acre Fairmount
Park, containing the country’s first zoo.

Philadelphia is a center for health, education, and science facilities. Its fifty-two hospitals, six
medical schools, and two dental schools make it one of the largest health care centers in the world.

The city has thirty-one institutions of higher education with a total enrollment of over 110,000
students. Included among these institutions are the University of Pennsylvania, Temple University,
Drexel University, St. Joseph’s University, and LaSalle College. Within a short drive from the City
are such schools as Villanova University, Bryn Mawr College, Haverford College, Swarthmore Col-
lege and the Camden Campus of Rutgers University. The undergraduate and graduate programs at
these institutions help provide highly educated and trained employees to the Philadelphia Community.-

The Citv also has major research facilities, including those located at its universities, the teaching
medical scheols, the Franklin Research Center, and the University City Science Center. The Science
Center is the first urban high technology center in the United States, consisting of offices and research
buildings located between the University of Pennsylvania and Drexel University. An advanced Tech-
nology Center has been established at the Science Center with funding from the state-sponsored
Benjamin Franklin Partnership, a series of programs that link private sector and educational resources
to promote new business development, The Center provides research and development opportunities
in new technology areas such as biomedical research, advanced computer software development, and
data processing. The goal of the ceater is to incubate new businesses and to spin off development
using the thirty-one universities and colleges in the area as resources.

Demographics

During the ten year period between 1970 and 1980, the average age of the City’s population
increased. This trend toward an older population is consistent with the population patterns in the U.S.
as a whole,
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TABLE A-1
Population, City, PMSA & Nation

1983 1984 1985 1986 1937
Phifadelphia ............... 1,638,300 1,650,339 1,647,600 1,646,840 1,642,900
Philadelphia (PMSAX1) .... 4,751,000 4,768,400 4,784,260 4,825,700 4,825,800
United States (Thousands) .. 234,300 236,478 239,283 241,596 244,680

Source: Wharton Econometrics and U.S. Dept. of Commerce, Bureau of the Census

(1) PMSA: Primary Metropolitan Statistical Area is, by definition of the Bureau of the Census, a large
urbanized county, or cluster of counties, with very strong internal economic and social links. A
PMSA must have a combined total population of one million or-more. In addition, a PMSA must
2lso be comprised of counties that conform to: (a) a total population of at least 100,000; (b) a
population that is at least 60% urban; and (c) a population where less than 50% of the resident
workers commute to jobs outside of the county. The Philadelphia, Pa.-N.J. PMSA includes the
counties of Bucks, Chester, Delaware, Montgomery and Philadelphia in Pennsylvania and the
counties of Burlington, Camden and Gioucester in New Jersey. )

TABLE A-2
_Population Age Distribution, U.S. and City of Philadelphia
: U.S. Fo Phila. 9o
Age 1984 of Tatal 1934 of Total

T 91,917 38.87% 633,899 38.41%
A 71,777 30.35% 435,458 26.39%
A36d e 44,811 18.95% 340,744 20.65%
B3-3d . 25,34 10.72% 239,272 13.29%
S 2,624 1.11% 20,966 1.27%
ALL AGES.......o...o ol 236,478 1,650,339

U.S. Figures in Thousands, Phila. Figures actual

Source: U.S. Depi. of Commerce, Bureau of the Census

The Econoemy

The Philadeiphia economy is composed of a diversity of industries. Virtually all classes of indus-
trial and commercial business arc represented. Philadelphia is a major business and personal service
center with strengths in insurance, law, finance, heaith, and education. When the Industrial Revolution
transformed America, Philadelphia earned the title of *““Workshop of the World””. Now the service
industry is changing the way America works and, once again, Philadelphia is responding with substan-
tial growth in the service sector.

The cost of living in Philadelphiz is relatively moderate compared to other major metropolitan
areas. Along with a relatively low cost of living, Philadelphia alsc offers a generally lower cost for
business operations. Philadelphia is one of the country’s education capitals and as such offers the
business community a large, diverse aad industrious labor pool. Office occupancy rates are among the
best in the country at 88.5 percent, and the average cost per square foot for office space also compares
favarably.
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TABLE A-3
Average Cost Per Square Foot of Office Space
in Selected Cities, Spring/Summer 1987

Existing Buildings Under Construction
Rental Operating Rental
Phitadelphia.............. ... .. ... 23.50 8.00 33.00
Chicago ....oviiiiiii e 25.86 8.20 31.34
Boston ... it 31.00 7.70 40.00
Washington................ . ... 32.00 8.20 33.00
LosAngeles ...oooiiiiinenit, 28.00 8.00 30.00
San Francisco.......ooovviiian... 23.34 10.00 dae
New York
(Manhattan)................... 40.15 13.00 49.10

*** Rental figure not available

Source: International Office Market Report, the Office Network Spring/Summer 1987

Employment

Philadelphia’s 1986 non-farm payroll employment represented approximately 36 percent of the
metropolitan area’s (Philadelphia PMSA) total employment. The employment changes with the City
principally have been due to declines in the manufacturing sector and the relatively stronger perfor-
mance of the service industries. Overall employment in Philadelphia has increased each year since

1983,

TABLE A-4
Labor Force Data
1980 1982 1984 1586
Philadelphia (000) **
Labor Force ... ..o 694.7 692.9 700.6 728.6
Employment ...... .. oo, 634.5 622.1 636.5 678.6
Unemployment ............... ... ... 60.3 . 70.8 64.0 50.0
Unemployment Rate (%) ............... 8.7 10.2 | 9.1 : 6.9
Philadelphia, PA - NJ PMSA (000) ** -
LaborForce ... ... ... ... . o, 2,173.5 2,207.4 2,253.9 2,364.9
Employment ... oo, 2,025.9 2,018.3 2,101.1 2,241.8
Unemployment ............... ... ... 147.6 189.2 152.7 123.2
Unemployment Rate (%) ............... 6.8 8.6 6.8 5.2
United States (000,000)
Labor Force .........oiiiiiiiinn., 107.0 110.3 113.5 117.8
Employment ...............oiiiiia... 89.3 100.4 105.0 109.6
Unemployment ..., 7.7 8.3 8.5 8.2
Unemployment Rate (%) ............... 7.2 7.6 7.5 7.0

** Re-benchmarked Figures

Source: Commonwealth of Pennsylvania Department of Labor and Industry, Office of Employment
Security (Research and Statistics) and Whartor Econometrics
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TABLE A-5

City of Philadelphia-Non-Farm Payroll Employment in Thousands

1383 1384

Total Employment ..... e 743.1 7324
Manufacturing ......... . ..., 109.2 109.2
Non-Manufacturing .................. 633.9 643.8
Construction ........vviiiniiinnnn. 17.0 i7.2
Transportation/Public Facilities ..... 45.6 46.4
Trade ...t 142.5  145.0
Finance/Insurance/Real Estate ...... 64.7 66.4
Services .. e 225.0 2285
Government ...... ...l 138.1 1403

Source: Commonwealth of Pennsylvania Department of Labor and fndustry, Office of Employment

Security (Research and Statistics)
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* As of December 31, 1985

Source: Commonwealth of Pennsyivania, Department of Labor and Industry, Office of Employment

Security

Income

The following table shows comparable data relating to personal and disposable income for the

TABLE A-6

1985
755.5
103.2
652.3

17.5

45.2
145.7

66.6
235.9
141.5

1986

762.6
100.0
662.6
18.5
44.8
148.3
69.4
242.3

“139.2

Top 15 Non-Governmental Employers in the
City of Philadelphia as of December 31, 1986

Firm name

Trustees of the University of Pennsylvania

SEPTA

Temple University

Bell Atlantic Corporation
Thomas Jefferson University
Consolidated Rail Corporation
Philadelphia Electric Company
CIGNA

Hahnemann University
Strawbridge and Clothier

Albert Einstein Medical Center
Smithkline Beckman Corporation
Corestates Financial Corporation
Mellon Bank Corporation

Sears Roebuck and Company

City, the Philadelphia PMSA, and the United States.
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1987 1988 Final

774.7
96.0
678.7
17.7
45.0
148.6
73.3
250.8
143.3

Number of

Employees
12,753
9,263
8,235
7,556
7,000
£,000*
5,252
4,500
4,033
4,000"
3,725
3,700
3,541
3,498
3,086"

775.3
94.7
680.6
17.8
45.4
152.2
73.8
248.7
142.7



TABLE A-7
Income Statistics

1984

Personal Income (Billions$)

Philadelphia .......c.ovoiiaoi L, 18.6

Philadelphia PMSA...... ... .. ... ... 63.5

United States...covrrvnreeeinennrnennens 3,012.1
Per Capita Personal Income (§)

Phitadelphia ......oovvevviiiiiia it 11,247.3

Philadelphia PMSA.............. o 13,736.3

United States. . ..o cvv i einieeiecennn s 12,683.0
Disposable Personal Income Billions$)

Phifadelphia ...t 15.5

Philadelphia PMSA. ... ... ... ... . 56.5

United States - vvievnri e 2,576.8
Disposable Personal Income Per Capita (8)

Philadelphia ... ....... ..ot 9,407.7

Philadelphia PMSA............... ... ..., 11,848.8

United States. o oovviiniieeeiiiiineneas 10,850.0

Source: Wharton Econometrics

Retail Sales

1985

19.6
70.1
3,314.5

11,928.9
14,652.4
13,582.0

16.4
60.3
2,828.0

9,974.3
12,604.0
11,818.0

1986

20.5
74.5
3,485.7

12,473.1
15,438.2
14,381.3

17.4
64.2
2,971.6

10,556.7
13,151.4
12,307.3

The foliowing tabie compares retail sales activity between the City, the City’s PMSA, and the

Uinited States.

TABLE A-8
Retail Sales
1983
Philadelphia (Billions)
Durable Goods +.ovviviie i 1.3
Non-Durable Goods ... ... ... ... 5.0
Total e 6.3
Total Per Capita (S) ......oovoviiviia 3,799.1
Philadelphia PMSA (Biilions) '
Durable Goods - ..ot 7.1
Non-Durable Goods . ... ..o, 14.8
Total o 21.9
Total Per Capita ($) ...t 4,619.0
United States PMSA (Rillions)
Durable Goods «ovvee o 395.8
Non-Durable Goods ... ..o vviiii it 775.6
Total .. e 1,171.4
Total Per Capita (§) ..................... 4,997.0

Source: Wharton Economeirics

Infrastructure

1984

1.4
5.1

6.5 .

3,938.6

8.4
16.0
24.4

5,125.0

463.0
830.9
1,293.9
5,448.0

1986

I.1
51
6.2
3,770.9

11.9
18.0
30.1
6,246.5

562.8
882.7
1,445.5
5,983.1

The residents of the City and surrounding counties are served by a commuter system operated by
the Southeastern Transportation Authority (““SEPTA”’). This system includes two subway lines, 2
network of buses and trolleys, and a commuter rail network joining Center City to the surrounding
counties and other areas of the City. A direct high speed train iine runs from southern New Jersey to
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Center City and is operated by the Delaware River Port Authority (*“DRPA’’). An important addition
to the area’s transportation System was the opening of the airport high speed line between Center City
and the Philadeiphia International Airport in 1985, which places the airport less than 25 minutes from
the Center City business district and connects directly with the commuter rail network and the site of
the planned Convention Center. More than 100 truck lines serve the Philadelphia area. One major line
has added eight terminals in less than seven years.

The opening of the commuter rail tunnel in 1984 provided a unified city transportation system
linking the commuter rail system, the SEPTA bus, trolley, and subway lines and the high speed line to
New Jersey and the airport high speed line.

Amtrak, SEPTA, Conrail and CSX provide inter-city, commuter, and freight rail services con-
necting Philadelphia to the other major cities and markets in the United States.

The City owns the Philadelphia International Airport located eight miles southwest of Center City
and a smaller airport in Northeast Philadelphia. The International Airport is accessible by major high-
ways within the City and from surrounding communities. The International Airport annually provides
its 15 million passengers with service from 11 domestic air carriers, 14 commuter airlines, 5 foreign
flagcarriers, 5 charter airlines, and 9 all cargo carriers. US Air has hub operations in Philadelphia and
a terminal with 11 new gates for both international and domestic operations is currently under con-

struction.

The City’s port is the world’s largest freshwater port and one of its highest tonnage ports. It is one
of the distribution centers for Northeastern United States imports and is utilized for the cruise busi-
ness as well, Port facilities can be purchased or leased in the foreign trade zone for international
business. General cargo facilities, including two modern container terminals, are publicly owned and
privately operated. A recently completed auto import/export terminal further contributes 10 the port’s
econumic diversity. Plans to update and modernize existing facilities are now being implemented.

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 relatively smaller quantity of water to the Bucks County Water and Sewer Authority. The City
obtains approximately 60 percent of its water from the Delaware River and the balance from the
Schuylkill River, The System serves over 500,000 households through 3,300 miles of mains and pro-
vides fire protection through more than 26,700 fire hydrants.

The wastewater system services a total of 279 square miles of which 130 square miles are within
the City and 149 square miles are in suburban areas. The total popuiation served i5 approximately
2,354,900 according to the 1980 Census. The wastewater System contains three water pollution control
plants, 16 pumping stations and approximatety 2,920 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 Ceatrol Act Amendments of 1972,

The City is responsible for collecting solid wastes from sources other than industrial or commer-
cial. Approximately 3,200 tons per day of solid waste is collected by the City. Municipal solid waste is
disposed of at various landfills operated outside City limits. The City has entered into an agreement for
up to six years with a major private contractor for landfill space.

Each year the City adopts a capitai program which provides for the construction and rehabilitation
of various projects. The Capital Improvement Program for Fiscal Year 1989 ~ 1994 calls for an overall
commitment of $2.119 billion over the six-year period. Of this total amount, $238 million will be raised

from tax-supported city loans.

Some elements of the City’s capital plant are aged and in need of repair, maintenance and/or
reconstruction. The City Planning Commission’s recommended capital improvement program for 1989-
94 addresses this need. The City’s capital improvement requirements are dictated by the need to
provide services and maintain the existing infrastructure. Rebuilding the City’s infrastructure is the
first priority. New projects have been recommended only if they enhance the City’s economy, protect
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public health and safety, improve the City’s neighborhoods, make government more efficient, leverage
other government and private funds or preserve unique resources. Under the first priority are projects
such as the construction of a new International Terminal at the Philadelphia International Airport, the
improvements at the Port, upgrading pelice and fire facilities, improvement of housing services, librar-
ies, health facilities, the transit system, and numerous projects to enhance the City’s industrial and
commercial development. Also included in the capital budget are the City’s museums, recreation
facilities, and parklands.

Housing

Philadelphia 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
Philadelphia. An impressive 61 percent of the city’s housing units are owner-occupied.

Housing costs are relatively lower than in other metropolitan areas, with the City offering a wide
spectrum of residential possibilities. The major factor in Philadelphia’s low Consumer Price Index
{(*“CPI") is the comparatively inexpensive housing in the City.

TABLE A-%
Housing Affordability in Major Cities
City Percentage (1)

San Diego ........ S 33.3%
New York City Area.................. e e e i 331
23 € I o =< SO G 32.9
L 08 ANgEles ATCa ... it ittt ettt as et e e 31.7
San FrancisCo Bay Al€a. ... ueuteeneeetertaiinniraaaiaaiiiiiireeranesnnns 28.2
g oY o 28.2
LR T N ) - 28.0
B 1 4164 T=4 e R 27.5
-4 57 11 27.3
5217 4T o - P 27.1
Dallas-Ft. Worth .o i i e i e 27.0
HoOUS 0N AEa Lttt e i e e e, 25.3
Philadelphia Area ... ..o iiiiiiiiiiiiiirieraranaiciriarirneananannnacass ceeee 251
0] ¥ T~ T P S 24.8
Detroit-Ann Arbor. ... ... i T 23.4 .
"Kansas City......o...... e 22.9
Miami-Ft. Lauderdale . ... .o oo i s 22.1
Cleveland ArCa. ... i ittt ittt it iart et 20.2
oY TR 7 T -2 D 18.2

Source : U.S. Housing Markets/The Lomas & Nettleton Co.

(1) Represents the percent of average income in each market needed for payments on an average
conventionally financed house bought in 1987.
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Real Estate

While the City’s housing market has remained fairly stable, there has been significant develop-
ment in the commercial area. The tables below summarize certain information concerning real estate

assessments and construction activity.

TABLE A-10

Ten Highest Certified Market and Assessment Values

For Tax Year 1987 of Fully Taxable Properties

Laocation

1500-12 Market Street .................
1414-38 8. Penn Square . ................
1700-40 Market Street . ... ... ... . .....
1801-21 Market Street ...
1601-23 Market Strest .. ... .iein.-.
10 Independence Mall ..................
2000-24 Market Street .......cviniinnn.s
1824.50 Market Streat ... ... il
200N, 16th Street. oo ooev i ineenn e
123-51 S. Broad Street..................

Source : City of Philadelphia, Board of Revision of Taxes

TABLE A-11

Market
Value

$184,935,700
95,067,850 .

74,300,000
70,000,000
68,961,800
63,711,990
63,000,000
62,601,700
61,764,700
60,000,000

Ten Highest Certified Market and Assessment Values
For Tax Year 1987 of Real Estate Tax Abated Properties

Location

1600-22 Market Street ..o o i
1835 Market Street. .. i e
130 N, 18th Street .ot ie i ieieaaeans
1101-11 Market Street ... ir it i s
160129 LE K. Blvd .. e e
124-48 8. Bth St oottt anenaemaans
2001-51 Market Street .. ... it
1624-44 Market Street ... .. i
819-41 Chesinut Street............ e
144 N, 18th Street ... et i i ecinnns

Source: City of Philadelphia, Board of Revision of Taxes
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Market
Value

$115,000,000

75,000,000
70,000,000
70,000,000
51,766,440
50,000,000
50,000,000
44,716,203
35,000,000
32,045,800

Taxable
Assessment
Value

$1,920,593
1,948,502
1,161,129
1,397,900
7,787,000
8,500,000
6,984,705
4,127,076
5,000,000
2,387,861

Assessment
Value

$58,538,974
27,125,004
23,415,876
23,800,000
21,197,716
20,858,288
19,288,865
18,455,827
21,000,000
18,413,004

Exempt
Assessment
VYalue

$26,652,198
23,551,498
19,772,888
22,402,100
9,813,590
8,500,000
10,015,295
11,076,432
3,178,660
8,307,711



TABLE A-12
Construction Authorized by Building Permit

Declared Valuation New Housing
{Millions of Dollars) Units
Residential Commercial Industrial Qther(a) Total Authorized

1977 oo S 68.3 §$353 $11.0 5756 $180.4 2,439
1978 .. .l 57.0 99.8 20.6 164.9 342.3 2,970
1979 56.9 122.1 9.6 138.4 327.0 2,190
1980 . .. il 116.2 128.2 18.8 372.2(b) 635.4 2,704
1881 ..o 99.1 160.9 16.0 151.9 427.9 2,060
1982 . ..oviiial. 88.0 111.4 11.3 166.9 3776 1,768
1983 ... ...t 56.6 124.2 16.0 125.8 322.6 1,152
1984 . ... ..l o, 66.7 197.0 44.2 233.7 541.7 1,498
1985 . ... il 147.7 317.7 32.0 - 948 592.2 3,027
1986 . ...l 113.6 197.7 37.8 281 4 630.8 2,592

{a) Includes construction by government, medical and educational units.

. (b) Major projects were undertaken by the Water Department, the Community College, the City
(Commuter Tunnet) and various hospitals.

Source: City of Philadelphia, Department of Licenses and Inspections

Development

Since the establishment of the Center City Master Plan in the early 1960°s, the Central Business
District of Philadelphia has benefited from commercial and residential revitalization, The City’s attrac-
tiveness 1o business recently has been highlighted by the decisions of CIGNA and Reading Corpora-
tion to locate their headquarters in Center City.

The City, with the cooperation of the Federal Government and the private sector, has successfully
redeveloped the area adjacent to Independence Mall. This area has profited from the development of a
national historic park and the construction of buildings for the U.S. Mint and the Federal Reserve
Bank of Philadelphia. A Federal Courthouse, an office building complex, and the headquarters for the
Rohm and Haas Corporation, as well as numerous smailer office and commercial projects, have fol-
lowed.

In the Franklintown area of Center City a2 392.5 million project consisting of an office and hotel
complex has been completed. The office building houses the headquarters of the Smithkline Corpora-
tion. The 800 room hotel is known as the Wyndham Franklin Plaza. The Four Seasons Hotel on
adjacent Logan Circle is a major international luxury hotel recently completed.

In recent years, the largest retail development has been Gallery II by the Rouse Corporation. Its
opening in 1984 added a department store and new retail shops to the existing Gallery I shopping mall.
Gallery T opened in 1977 and has had one of the highest average annuai sales figures in the country.
The Gallery is part of the larger Market Street East Development which includes the new transporta-
tion center and the newly opened ARA Tower office building. The Market East Plan also calls for the
development of two more office towers and a new Convention Center and hotel complex connected to
the reheabilitated train shed of the old Reading Railroad.

The concentration of office buildings along the West Market Street corridor will be supplemented
by two substantial projects now under construction: (1) Rouse & Associates’ Liberty Towers, which
will consist of two buildings, a 60 story office tower which has been completed and a luxury hotel and
retail space, and {2) the %300 million Commerce Square at 20th and Market Streets, containing 1
million square feet in each of two buildings, the first of which, with IBM as the prime tenant, has been
completed. 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.
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The Ciry is moving ahead with plans to transform the Penn’s Landing waterfront development
area into a state-of-the-art retail, hotel, office and residential complex. Capita! funds already have been
used to construct the Great Plaza and to provide road connections and utility service.

Complementing downtown commercial growth is the substantial residential reinvestment taking
place in the Society Hill, Old City, Franklintown, Washingtorn 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, while Old City has seen the conversion of many warehouses and
commercial structures to residential units. Downtown revitalization also has encouraged residential
growth in several neighborhoods adjoining Center City

Three enterprise zone areas have been named in Philadelphia’s inner-city neighborhoods under
the Commonwealth’s enterprise zone program: American Street, West Parkside, and Hunting Park
West. 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 recently have been completed or are currently under-
way. Theses projects include the replacement of substantially all of the patient care rooms at Temple
University Hospital, a new facility for Children’s Seashore Hospital, and the construction of new
buildings at Methodist Hospital, Children’s Hospital of Philadeiphia, Nazareth Hospital and Frankford
Hospital.

Philadelphia’s efforts to retain and attract industry are directed by the Philadelphia Industrial
Development Corporation (“PIDC”’). Established in 1938, PIDC is a non-prefit partnership between
the City of Philadelphia and the Greater Philadelphia Chamber of Commerce. Among the many ser-
vices provided by PIDC are the administration of (1) a tax-exempt financing program that provides low
interest mortgage or bond financing for real and personal property, (2) local applications for assistance
under the Pennsylvania Industrial Development Authority Program, (3) the Federally funded inner-city
Land Development Program, and (4} the City Wide Land Development Program, which offers 700
acres of industrial {and at below appraised market values.
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TABLE A-13
Recently Completed Projects

Project Estimate Cost
Liberty Place, Phase [, Sec 17th & Market Sts......coiini i eenn, 210,000,000
Cormnmerce Square, Phase I, 20th & Market Sts ... ...l 130,000,000
Two Logan Square, NWC 18th and Arch Sts ... ... ... oot 130,000,000
Mellon Independence Center, 6th & Market Sts. ... il 20,000,000
Adrport High Speed Line .....ov i e 90,000,000
Temple University Hospital.......oooi i, 79,000,000
Curiis Center, NWC 6th & Walnut StS .. ..o i e e 75,000,000
11 Penn Center, NEC 19th & Market StS. ..o oottt i, 70,000,000
Benjamin Franklin House, 822 Chestnut Sts .................. o iiiiinnn.. 45,000,000
Edison High School, Front and Luzerne Sts. .. ... . ... o e R 45,000,000
Society Hill Sheraton Hotel, 2nd & Dock Sts.................. e 41,000,000
Abbott’s Square, Phase I 2nd & South Sts. ... i, s 32,000,000
Graham Building (One West Penn Square) 15th & Ranstead Sts............... 30,000,000
Pier 3, Delaware Waterfront ... .o i i i 30,000,000
Philadeiphia Newspapers ..........ccoooiiiiiiin.,. e 28,000,000
Museum Towers, 18th & Spring Garden Sts ... ... .. ittt iiiinennn 28,000,000
Embassy Suites Hotel, Philadelphia International Airport .............. . ... 26,000,000
Bell of PA Corporate Computer Center, 12th & Montgomery Ave............. 25,000,000
One and Olney Plaza, Front & Olney Sts. ..o e 25,000,000
Independence Place, Phase II Condominiums ........ ... ... oo, 23,000,000
1880 J. F K, BIvd Lo e 25,000,000
Wharton Executive Education Center, University of PA ............ e 22,500,000
Suburban Station at One Penn Center, 16th & JFK Blvd ... ... ... . ... .1, 22,000,000
Locust Point, 25th & LocuSt SIS, .ttt ot e i i 20,000,000
Philadelphia Marine Center, Delaware Ave, & Callowhill St.................. 20,000,000
Arsenal Business Center, Bridge and Tacony Sts. ..., s, 20,000,000
L T T Y & -] SO A 18,194,000
Frankford Hospital, Frankford and Wakeling Sts. ........................... 18,000,000
Wibur Chocolate Factory, 23147 N, 3rd St. ... ... o 15,000,000
Boulevard Plaza Shopping Center, 11000 Roosevelt Blvd.................. ... 15,000,000
Market East Improvements, City Hall to Independence Mall ................. 15,060,000
I 30 B ot T 4 - G 13,000,000
Penn’s Landing (Great Plaza and Viaduct Link) ... ... ... ... oo et 12,600,000
The Drake Hotel, 1516 Spruce Street ... ...t iinnan. 12,000,000
Day’s Inn, Philadelphia International Airport .. ... . et iiiiienennn. 12,000,000
1515 Market Street. ..o i i e e e e 12,000,000
Quality Inn, ChinatowWn. i et e e e 12,000,000
5 Penn Center, NWC 16th & Market St5 ..ottt it eneaneens 12,000,000
2130 Arch Streer. ..o . i e e 10,000,000
Atlantic Building, NWC Broad & Spruce Sts ... ittt 10,000,000
The Colonnade, 1601 Spring Garden St.... ... i i 10,000,000
Sheridan Buillding . . ..ot i i e 10,000,000
The Loits at Logan View, 1666 Callowhill St ....... ... ... ... ... ..., 10,000,000
U.S. Coast Guard Operations Center, Delaware River at Washington Ave...... 10,000,000
Comiort Inn, DelaWare AVe. ittt ettt et et ts et et re e enneanns 10,000,000
3550 Market ShrBet . e e e 9,100,000
Parkway Corporation, SWC Broad & Race Sts. ... .. s 9,000,000
Jefferson University Medical Qffice Building, 1100 Walnut St...........c.eu.s 8,500,000

Source; Philadelphia City Planning Commission
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TABLE A-14
Projects in Progress

Project Estimated Cost
Two Liberty Place, 17th and Chestnut Streets. ..o ettt ii e $310,000,000
Beil Atlantic Tower, 18th and Arch Streets ... .ol 200,000,000
Mellon Bank Center, 17th and Market Streets....ooiv i iinnnenans 200,000,000
John Wanamaker Departiment StOTe. .. e ettt iirireenaneinraanas 185,000,000
Vine Street Exprassway, 17th St to -85 .. . oo 155,000,600
Blue Cross/Linpro Tower, Phase I, NWC 19th & Market Sts. ................ 150,000,000
Center City Criminal Justice Center. . o.v i rnirir s iereiieiiie i ieaeaaaan 142,000,000
Hospital of the University of Pennsylvania ................ e 100,000,000
International Terminal, Phila. International Airport............... e 80,000,000
Walnut Towers, SEC 9th & Walnut StS.. oot in e s ieararccnrcnrinrennnens 70,000,000
Hotel Rittenhouse, 210 W. Rittenhouse Square. ........ ..o, 70,000,000
Bellevue Stratford ...ttt i e e e, 40,000,000
One Franklintown Blvd., Callowhill St. & Franklintown Blvd................. 33,000,000
Pier 5, Delaware Waterfront ... ..o ittt ittt i 30,000,000
Omni Hotel, 4th & Chestnut Streets ................ et 25,000,000
Reading Headhouse, NEC 12th & Market Streets ........ ..ot viin, 23,000,000
American College of Physicians, 6th & Race Streets........ ... ool L 17,000,000
City Hall Tower ........... e e e e e e e 15,000,000
Schuylkill RIVET Park. .. oot i s er e as e anaaans 14,800,000
Jefferson Hospital Radiation Therapy Center....... ...t 12,000,000
Greenshire, 28th Street & Pennsylvania Ave. ..o 7,000,000
Veterans Nursing Home, University Ave. & Civic Center Blvd. .............. 6,300,000

Source: Philadelphia City Planning Cormnmission
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APPENDIX IV

MUNICIPAL BOND INSURANCE POLICY



MUNICIPAL BOND INSURANCE POLICY
Payment Pursuant to Municipal Bond Insurance Policy

AMBAC Indemnity Corporation (*“AMBAC Indemnity’’) has made a commitment to issue a mu-
nicipal bond insurance policy relating to the Eleventh Series C Bonds (the ““Municipal Bond Insurance
Policy”’) effective as of the date of issuance of the Eleventh Series C Bonds. Under the terms of the
Muricipal Bond Insurance Policy, AMBAC Indemnity will pay to the United States Trust Company of
New York, in New York, New York or any successor thereto (the “‘Insurance Trustee’’) that portion
of the principal of and interest on the Eleventh Series C Bonds which shall become Due for Payment
but shall be unpaid by reason of Nonpayment by the Issuer (as such terms are defined in the Municipal
Bond Insurance Policy). AMBAC Indemnity will make such payments to the Insurance Trustee on the
later of the date on which such principal and interest becomes Due for Payment or the fifth (5th)
business day next following the date on which AMBAC Indemnity shall have received notice of Non-
payment from the Fiscal Year. The Municipal Bond Insurance Policy will extend for the term of the
Eleventh Series C Bonds and, once issued, cannot be cancelled by AMBAC Indemnity.

The Municipal Bond Insurance Policy will insure payment only on stated maturity dates and
sinking fund installment dates, in the case of principal, and on stated dates for payment, in the case of
interest. It will not insure payment on acceleration, as a result of a call for redemption (other than
sinking fund redemption) or as a result of any other advancement of maturity, nor will it insure the
payment of any redemption, prepayment or acceleration premium or any risk other than Nonpayment.
In the event of any acceleration of the principal of the Eleventh Series C Bonds, the payments insured
will be made at such times and in such amounts as would have been made had there not been an
acceleration.

The Municipal Bond Insurance Policy will not insure against nonpayment of principal or interest
caused by the insolvency or negligence of any Trustee or Paying Agent, if any, or the Insurance
Trustee. If the Eleventh Series C Bonds become subject to mandatory redemption and insufficient
funds are available for redemption of all outstanding Eleventh Series C Bonds, AMBAC Indemnity
will remain obligated to pay principal of and interest on outstznding Eleventh Series C Bonds on the
originally scheduled interest and principal payment dates including mandatory sinking fund redemption
dates. In the event the Trustee has notice that any payment of principal of or interest on an Eleventh
Series C Bond which has become Due for Payment and which is made to a Bondholder by or on behalf
of the Issuer has been deemed a preferential transfer and theretofore recovered from its registered
owner pursuant to the United States Bankruptcy Code in accordance with a final, nonappealable order
of a court of competent jurisdiction, such registered owner will be entitled to payment from AMBAC
Indemnity to the extent of such recovery if sufficient funds are not otherwise available.

If it becomes necessary to call upon the Municipal Bond Insurarce Policy, payment of principal
requires surrender of Fleventh Series C Bonds to the Insurance Trustee together with an appropriate
instrument of assignment so as to permit ownership of such Bonds to be registered in the name of
AMBAC Indemnity. Payment of interest pursuant to the Municipal Bond Insurance policy requires
proof of Bondholder entitlement to interest payments and an appropriate assignment of the Bondholder’s
right to payment to AMBAC Indemnity.

Upon payment of the insurance benefits, AMBAC Indemaity will become the owner of the Elev-
eath Series C Bond, appurtenant coupon, if any, or right to payment of principal or interest on such
Eleventh Series C Bond and will be fully subrogated to the surrendering Bondholder’s rights to pay-

ment.

AMBAC Indemnity Corperation

AMBAC Indemnity is a Wisconsin-domiciled stock insurance company, regulated by the Insur-
ance Department of the State of Wisconsin, and licensed to do business in various states, with admit-
ted assets (unaudited) of approximately $1,065,000,000 and statutory capital (unaudited) of
approximately $670,000,000 as of September 30, 1988. Statutory capital consists of AMBAC Indemnity’s
statutory contingency reserve and policyholders’ surplus. AMBAC Indemnity is a wholly-owned sub-
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sidiary of AMBAC Inc., a financial holding company which is owned by Citibank, N.A., the employ-
ees of AMBAC Indemnity, Xerox Financial Services, Inc. and Stephens Inc. Neither AMBAC Inc.
nor its shareholders are obligated to pay the debts of or claims against AMBAC Indemnity. Standard
& Poor’s Corporation and Moody's Investors Service, Inc. have assigned their ratings of “AAA’ and
“Aaa’’, respectively, to the claims paying ability of AMBAC Indemnity. Copies of AMBAC Indemnity’s
financial statements prepared in accordance with statutory accounting standards are available from
AMBAC Indemnity. The address of AMBAC Indemnity’s administrative offices and its telephone
number are One State Street Plaza, 17th Floor, New York, New York, 10004 and (212) 663-0340.

AMBAC Indemnity has entered into quota share reinsurance agreements under which a percent-
age of the insurance or reinsurance underwritten pursuant to certain municipal bond insurance pro-
grams of AMBAC Indemnity has been and will be assumed by such reinsurers.

AMBAC Indemnity has obtained a ruling from the Internal Revenue Service to the effect that the
insuring of an obligation by AMBAC Indemnity will not affect the treatment for federal income tax
purposes of interest on such obligation and that insurance proceeds representing maturing interest paid
by AMBAC Indemnity under policy provisions substantially identical to those contained in its munic-
ipal bond insurance policy shall be treated for federal income tax purposes in the same manner as if
such payments were made by the issuer of the Bonds.

AMBAC Indemnity makes no representation regarding the Eleventh Series C Bonds or the advis-
ability of investing in the Eleventh Series C Bonds and makes no representation regarding, nor has it
participated in the preparation of, the Official Statement other than the information supplied by
AMBAC Indemnity and presented herein and under the heading “MUNICIPAL BOND

INSURANCE".
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AMBAL Indemnity Corporation
¢/o CT Corporagon Systoms

Municipal Bond Insurance Policy 222 W Washingion Ave, Madison, W §3703
Administrative Office:
One State Sreet Plaza, New Yok, NY 16004
Issuer: Palicy Number:
Bends: Fremium:

AMRAC Indemnity Corporation (AMBAC) A Wisconsin Stock Insurance Company

in consideration of the prymeni of the premium and subjea e the terms of this Policy. hereby agrees 1o pav to the United
Swues Trust Cornpany of New York, as wrusiee, or its successor (the “Insurance Trustee”), for thg benefit of Bondholders, that
pordon of the principal of and interest on the above-described debr obligations (the “Bagd€ )y Which shall become Due for
Payment but shall be unpaid by reason of Nonpayment by the Issuer

AMBAC will make such payments to the Insurance Trustee within § days followiggpuRcatior®g ANBAC of Nonpayment,
Upon 2 Bondholders presentation and surrender to the Insurance Trustee okg AQPUNenant cCupons.
unicanceled and in bearer form and free of any adverse claim, the [nsuragee TAsted) (0 i Bondholder the face
amount of principal and interest which is then Due for Payment but isgfnpad. Og Wou s B MBAC shall become
the owner of the surrendered Bonds and coupons and shall be ftNY el (8 . Bondide®:s rights o payment.

the Insurance Trustee shall disburse pnncnpal to 2 Bondigflddy as\foresal! SRy 0y epaion and surrender o the
insurance Trusiee of the unpaid Bond. uncanceled 23 N Ry clafl. (OgetPith an instrument of assignment.
in form saLISfactor} to the Insurance Trusiee. dulpxe h Bondholder's duly authorized

: §:We of AMBAC r is.nomines. in cases
grisiered Bondholders or their assigns. the
pon prcsemation 1o the insurance Trustee of

. shall be subrogaled to all of the Bondholders' rights 1o
ance disbursements s¢ made.

neins a% person other than the Issuer who, at the ime of Nonpayment, is the gwner
B a Bond "Due for Payment', when referring 1o the principal of Bonds, is when the

sudted maruricy date o " Rglemption date for the 2pplication of a required sinking fund inswmliment has been
reached and does nok rofe \ y fariter due on which payment is due by reason of call for redemption (other than.by
application of required shgki d installments), acceleraton or other advancement of manurity: and, when referring to

interest on the Bonds, is whaerthe stted date for payment of interest has been reached. “Nonpayment” meansthe failure

of the Issuer © have provided sufficient funds o the paving agent for payment in full of all principal of and inerest on the
Bonds which are Due for Payment.

This Policy is noncancelable. The premium on chis Policy is not refundable for any reason. including payment of the Bonds
prior to maturiry. This Policy does not insure against toss of any redemption, prepayment or acceleraton premium which at
any dme may become due in respect of any Bond, noc agains risk other than Nonpayment.

In witness whereof, AMBAL has caused this Policy to be affixed with a facsimile of its corporate seal and 1o be signed by its
quly authorized officers in facsimile o become effective as its original seal and signarures and binding upon AMBAC by virmue
of the counter-signarure of its duly authorized representative.

“u ) ety Al y \
e éa*'“-"r';---‘-:?.‘t. ,44\ W m
- ——r " Ta .
T
1 H
Presiden ¢ i
'Y — H Secretary
[ 3K [
.\ wFriconits - ‘
el g
Effective Dase: “~ LN . ) .
Authorized chresg-ntanve

UNTTED STATES TRUST COMPANY OF NEW YORK acknosedges thaz it

4 G
has agreed (© perform the duties of Insurance Trustee under this Policy. W %447

Form # 56-0003 (1 1/87} Authorzed Officer
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, 1989

City of Philadelphia
1420 Municipal Services Building
Philadelphia, PA 19102

Re: $132,520,000 City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds, Eleventh Series C

Gentlemen:

We have acted as co-bond counsel in connection with
the authorization, issuance and sale of $132,520,000 in princ-
ipal amount of City of Philadelphia, Pennsylvania Gas Works
Revenue Bonds, Eleventh Series C (the "Eleventh Series C
Bonds") under and pursuant toc 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’s General Gas Works Revenue Bond Ordinance of
1975, as amended, (the "General Ordinance”) and the Eleventh
Supplemental Ordinance thereto approved May 26, 1987 (the
"Eleventh Supplemental Ordinance”). The Eleventh Series C
Bonds have been issued for the purpose of providing funds to
advance refund certain of the City of Philadelphia Gas Works
Revenue Bonds, Eighth and Ninth Series, to make a deposit to
the sinking fund reserve created under the General Ordinance
and to pay a portion of the costs of issuance of the Eleventh
Series C Bonds,

Eleven series of Gas Works Revenue Bonds have hereto-
fore been issued pursuant to the General Ordinance and approx-
imately $549,590,000 in aggregate principal amount of such
bonds are presently cutstanding. .The Eleventh Series C Bonds
are equally and ratably secured with all such priocr bonds and
will be equally and ratably secured with all bonds issued in
-the future under the General Ordinance (all such prior bonds,
the Eleventh Series C Bonds and all bonds to be issued under
the General Ordinance in the future, collectively, the
"Bonds").

The City of Philadelphia (the "City”) has made a
pledge of, and granted a security interest in, 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. Prior to
default, the General Ordinance establishes the following
priorities in application of the Project Revenues: (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 deficierncy in, the
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sinking fund reserve in respect thereof; (3) payment of gener-
al obligation bonds which have been adjudged to be self-
liguidating on the basis of expected revenues from the
Philadelphia Gas Works ("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. 1In the Eleventh
Supplemental Ordinance, the City has covenanted that, so long
as any of the Eleventh Series C 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.

We have examined (a) such constitutional provisions,
statutes and regulations as we deemed necessary, including the
Act, the General Ordinance and the Eleventh Supplemental
Ordinance, (b) the proceedings authorizing the issuance and
sale of the Eleventh Series C Bonds, and (c) such certi-
ficates, opinions, receipts and other documents as we have
considered relevant, including a non-arbitrage certificate of
the City. We have also examined an executed Eleventh Series C
Bond authenticated by the Fiscal Agent and assume that all
other Eleventh Series C Bonds have been similarly executed and
authenticated. We have assumed the genuineness of all signat-
ures and documents examined by us.

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 Eleventh Supplemental
Ordinance and the Eleventh Series C Bonds and is auvthor-
ized to issue the Eleventh Series C Bonds.

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

3. The Eleventh Series C Bonds constitute wvalid,
legal and binding obligations of the City, enforceable in
accordance with their terms (subject to any applicable
bankruptcy, insolvency, moratorium cor other laws or equit-
able principles affecting the enforcement of creditors’
rights generally).

4. Under existing law as presently enacted and
construed, interest on the Eleventh Series C Bonds (inclu-
ding any original issue discount properly allocable to the
owners thereof), is excluded from gross income for Federal
income tax purposes and is not a preference item for
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purposes of determining the Federal alternative minimum
tax imposed on corporations and individuals; however,
interest on the Eleventh Series C Bonds may be subject to
the application of the alternative minimum tax and the
environmental tax when held by certain corporations and
the application of the foreign branch profits tax when
held by foreign corporations. In rendering this opinion,
we have assumed continuing compliance by the City with tax
covenants contained in the Bond Authorization relating to
the Eleventh Series C Bonds.

5. Under the laws of the Commonwealth of Pennsyl-
vania as presently enacted and construed, the Eleventh
Series C Bonds are exempt from personal property taxes in
Pennsylvania and the interest on the Eleventh Series C
Bonds and the gain from the sale thereof are exempt from
Pennsylvania personal income tax and Pennsylvania corp-
orate net income tax.

We draw your attention to the fact that the Eleventh
Series C 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, inclu-
ding the sinking fund reserve, created under the Act and
the General Ordinance. The Eleventh Series C Bonds do not
pledge the credit or taxing power of the City or create any
debt or charge against property of the City other than the
Project Revenues and amounts in such sinking fund, including
the sinking fund reserve.

Very truly yours,
DRINKER BIDDLE & REATH

HWANG & ASSOCIATES, A
Professional Coarporation
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In the opinion of Co-Bond Counsel, interesr on the Twelfth Series A Bonds is not includable in gross income for purposes of

federal income taxation under existing statutes, requlations, rulings and court decirions, subject to the conditions described
in “TAX MATTERS" herein, and interest on the Twelfth Series A Bonds is not treated as an item of tax preference under
Section 57 of the Internal Revenue Code of 1986, as amended (the “Code”), for purposes of the individual and
corporate alternative minimum inoxes. However, under the Code, such incerest may be subject to certain other
taxes affecting corporate holders of the Twelfth Series A Bonds. Under the laws of the Commonwealth of
Pennsylvania, the Twelfth Scries A Bonds, their transfer and the income therefrom (including any
prafits made on the sale thereof) are exempt from personal property taxes in Pennsylvania, the
Pennsylvania personal income tax and the Penn‘?vlmnia corporate net income tax. For a
more complete discussion, see “TAX MATTERS" herein

$50,420,551.45
City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds, Twelfth Series A

Curreat nterest Boads dated March 1, 1990 Due: May 15, as shown below
Capital Appreciation Bonds dated date of delivery

The Twelfth Series A Bonds consist of Current Interest Bonds and Capital Appreciacdon Bonds. The Current Interest Bonds shall
be Issuable as fully registered bands maturing In the aggregate principal amounts and bearing interest at the rates set forth below in
the denomination of #5.000 principal amount or any whole multiple thereof {the ‘Current Interest Bonds"). The Capital
Appreciation Bonds shall be issugble in fully registered form In the denomination of $5,000 Maturity Amount or any whole multiple
thereof payable on the dates and in the amounts set forth below (the “Capital Appreciation Bonds"). The principal or redemption
price of the Twelfth Series A Bonds is payable at the principal corporate trust office of The Philadelphla Nauonal Bank, Philadeiphia,
Pennsylvania, Fiscal Agent, Sinking Fund Depository and Escrow Agent. Interest on the Current Interest Bonds Is payable initially
on May 15, 1990 and thereafter sgemiannually on each May 15 and November 15 by check mailed by the Fiscal Agent to the persons
in whose names the Current lnteresc Bonds are registered on the 15th day preceding each interest payment dace. Registered owners
of at least $1,000,000 principal amount of Current Interest Bonds may elect to receive Interest payments by wire ransfer,

Payment of the principal of and interest on the Twelfth Series A Bonds when due will be insured by a2 municipal bond insurance
policy to be issued by % simultaneously with the delivery of the Twelfth Series A Bonds.

The Current Interest Bonds are subject to redemption prior to maturity as described herein under the heading *'DESCRIPTION
OF THE TWELFTH SERIES A BONDS.”

THE TWELFTH SERIES A BONDS DO NOT PLEDGE THE CREDIT OR TAXING POWER OF THE CITY OF _
PHILADELPHIA OR CREATE ANY DEBT OR CHARGE AGAINST THE TAX OR GENERAL REVENUES OF THE CITY OR
CREATE ANY LIEN AGAINST ANY CITY PROPERTY OTHER THAN CERTAIN REVENUES AND FUNDS OF THE
PHILADELPHIA GAS WORKS REFERRED TO HEREIN.

£42,025,000 CURRENT INTEREST BONDS

Interest Price or loterest Price or
Mnturig Amount Rate Yield Maturity Amount Rate Yield
1991 £ 940,000 5.90% 100 1996 £1.265,000 6.40% 100
1992 1,000,000 6 100 1997 1.345,000 6.55 100
1993 1,055,000 6.10 100 1998 1,435,000 6.70 100
1994 1,120,000 6.20 100 1999 1,530,000 6% 100
1995 1,190,000 6.30 100 2000 1,635,000, 6.80 100

£29.510.000 6% Term Bonds due 2012 Price 86.50
(plus gccrued intarest)

£8,395.551.45 CAPITAL APPRECIATION BONDS

Initial Maturity

Maturity Principal Amount Yield Amount
2001 £ B24,687.00 6.85% £1,745,000
2002 766,471.80 6.90 1,745,000
2003 1,900,487.80 6.95 4,660,000
2004 1,761,031.05 7 4,655,000
2008 1,631,949.90 7.05 4,655,000
2006 1,510,919.90 7.10 4,655,000

(interest sccretes from date of delivery)

The Twelfth Series A Bonds are offered when, as and If issued and received by the Underwriters and subject to the approval of

the legality of the issuance of Lthe Twelfth Series A Bonds by Diiworth, Paxson, Kalish & Kauffman and Hope C. Lefeber, Esquire, Co-
nd Counsel, both of Philadelphis, Pennsylvania. Certaln legal matters will be passed upon for the Underwriters by Fineman &
gnCh. P.C. and Evans & Willlams, both of Philadelphia, Pennsylvania. Certain legal matters wili be passed upon for the City by the
Pﬂ"lce of the City Solicitor and for the Philadelphia Gas Works by Obermayer, Rebmann, Maxwell & Hippel Philadelphia.
M':‘:Tcl;‘ylz\";rl.;;.qlé 15 anticipated that the Twelith Series A Bonds will be avallable for delivery tn New York, New York on or about

The First Boston Corporation
Grigsby Brandford Powell Inc.
Wheat, First Securities, Inc¢.

Commonwealth Securities And Investments, Inc. PaineWebber Incorporated
Prescott, Ball & Turben, Inc. A.H. Williams & Co.

: INCORPORATED
—_— Dean Witter Reynolds Inc.

The date of this Official Seatemenz is March 15, 1990
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OFFICIAL STATEMENT

of the
CITY OF PHILADELPHIA, PENNSYLVANIA

respecting its

$50,420,551.45 Gas Works Revenue Bonds, Twelfth Series A

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 “City") of
i1s $50,420,551.45 Gas Works Revenue Bonds, Twelfth Series A (the “Twelfth Series A Bonds™)
consisting of $42,025,000 aggregate principal amount of Current Interest Bonds dated March 1, 1990
and $8,395,551.45 injtial principal amount of Capital Appreciation Bonds dated date of delivery. THE
PRINCIPAL OF, PREMIUM, IF ANY, AND INTEREST ON THE TWELFTH SERIES A BONDS
ARE PAYABLE SOLELY FROM MONIES DERIVED FROM THE REVENUES OF THE
PHILADELPHIA GAS WORKS. NEITHER THE GENERAL CREDIT NOR THE TAXING
POWER OF THE CITY OF PHILADELPHIA (S PLEDGED TO ANY SUCH PAYMENT.
PERSONS CONSIDERING A PURCHASE OF TWELFTH SERIES A BONDS SHOULD READ
THIS OFFICIAL STATEMENT IN ITS ENTIRETY.

The Twelfth Series A Bonds are being issued to advance refund certain of the City’s Gas Works
Revenue Bonds, Eighth Series (the “Eighth Series Bonds™), The Twelfth Series A Bonds are being
issued pursuant to The First Class City Revenue Bond Act of the Commonwealth of Pennsylvania (the
“Act”), the General Gas Works Revenue Bond Ordinance of 1975, as amended (the “General
Ordinance”), and the Twelfth Supplemental Gas Works Revenue Bonds Ordinance (the “Twélfth
Supplemental Ordinance™). Bonds of all series issued or to be issued under the General Ordinance are
parity bonds (herein referred to as the “Bonds™ or as “Gas Works Revenue Bonds™). Eleven series of
Gas Works Revenue Bonds have been issued under the General Ordinance and appropriate
supplemental ordinances. As of December 31, 1989, $547,475,000 aggregate principal amount of Gas
Works Revenue Bonds of such series were outstanding.

Any quotations from and summaries and explanations of the constitution and laws of the
Commonwealth of Pennsylvania (the “Commonwealth” or the “State™) and ordinances of the City
contained herein do not purport to be complete and are qualified in their entirety by reference to the
official compilations thereof, and all references to the Twelfth Series A Bonds are qualified in their
entirety by reference to the definitive forms of the Twelfth Series A Bonds. All capitalized terms
used herein shall have the meanings ascribed to them in the Act and the General Ordinance (see
Appendix B). Copies of the Act, the General Ordinance and the Twelfth Supplemental Ordinance are
available from the Office of the Director of Finance, Room 1420, Municipal Services Building,
Philadelphia, Pennsylvania 19102,
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Philadelphia Gas Works

The Philadelphia Gas Works (“PGW™) consists of all real and personal property owned by the
City and used for the acquisition, manufacture, storage, processing and distribution of gas within the
City and all property, books and records employed and maintained in connection with the operation,
maintenance and administration thereof

PGW serves the entire 129 square mile area contained within the boundaries of tl_1e City and.is the
sole supplier of gas in the City. Outside the City limits, PGW has no distribution mains and serves no
customers. As of December 31, 1989, PGW served approximately 528,000 customers.

The Philadelphia Home Rule Charter provides for a2 Gas Commission to be so constituted and
appointed and to exercise such power and perform such duties as may from time to time be provided
in contracts between the City and the operator of PGW, or, in the absence of a contract, 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.™)

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 City Council (the
“Management Agreement”).

Rates, including the Gas Cost Rate. and charges of PGW are fixed by the Gas Commission and
not by the Public Utility Commission of the Commonwealth (see “MANAGEMENT'S DISCUSSION
AND ANALYSIS OF THE SUMMARY STATEMENTS OF INCOME — Gas Cost Rate™). The
Court of Common Pleas of Philadelphia County has ruled that decisions of the Gas Commission
regarding PGW rate increases are subject to court review, For a discussion of recent rate actions by the
Gas Commission see “‘PGW RATES AND CHARGES.”

The Financial Statements of PGW for the years ended August 31, 1989 and 1988 are presented in
Appendix A.

The offices of PGW are located at 300 W. Montgomery Avenue, Philadelphia, Pennsylvania
19122, The telephone number is (215) 236-0500.

Outstanding Indebtedness

The outstanding Gas Works Revenue Bonds and all Gas Works Revenue Bonds which may be
issued in the future under the Act and the General Ordinance are parity bonds payable, directly or
indirectly, solely from Project Revenues (as defined in the General Ordinance). The City expects to
issue $75,000,000 of Gas Works Revenue Bonds, Twelfth Series B Bonds (the “Twelfth Series B
Bonds™) to be used for PGW’s ongoing capital program during fiscal year 1990 and it is expected that
the capital improvements program of PGW will require the issuance of additional Bonds in subsequent
fiscal years.

The City also had outstanding as of December 31, 1989, $81,300,000 aggregate principal amount
of tax-exempt notes (the “Gas Works Notes') which are payable out of Project Revenues. The Gas
Works Notes are issued pursuant to The City of Philadelphia Municipal Utility Inventory and
Receivables Financing Act of the Commonwealth of Pennsylvania (the “Inventory and Receivables
Financing Act”) and the General Inventory and Receivables Gas Works Revenue Note Ordinance of
1983, Bill No. 1746, approved September 26, 1983 (the “Note Ordinance’). The Notes are junior in
priority of payment to the Twelfth Series A Bonds (see “SECURITY — Subordinated Short-Term
Borrowings — Gas Works Notes™).

The City had outstanding as of December 31, 1989, $25,000,000 aggregate principal amount of
debt obligations pursuant to a lease entered into in connection with the issuance of the Philadelphia
Gas Works Lease Revenue Bonds, Series of 1989 issued by The Philadelphia Municipal Authority (see
“SECURITY - Subordinated Long-Term Debt — Lease Revenue Bonds™). These rental obligations
are payable out of Project Revenues and are junior in priority of payment to the Twelfth Series A
Bonds and the Notes.

~J



Segregation of Accounts

The City has covenanted that so long as any Twelfth Series A Bonds remain outstanding, all
Project Revenues shall be deposited and held in and disbursed from one or more unsegregated
accounts of PGW which.shall be separate from and not commingled with monies or accounts of the
City not held exclusively for PGW purposes.

Certain Information Relating to the City

Additional information regarding the City is presented in Appendix C — City of Philadelphia —
General Information. The City Controller has not participated in the preparation of any of the financial
data contained in this Official Statement.

SECURITY

The Twelfth Series A Bonds are secured solely by monies derived. directly or indirectly, from
PGW’s Project Revenues as provided in the Act, the General Ordinance and the Twelfth Supplemental
Ordinance. Such Project Revenues include principally the rents, rates and charges imposed or charged
by the City on the users of gas distributed by PGW. Reference is made to Appendix B for summaries of
the Act, the General Ordinance and the Twelfth Supplemental Ordinance, including definitions of
certain terms used herein.

Pledge of Revennes and Funds

In the General Ordinance, the City has pledged and granted a security interest in all Project
Revenues and all accounts, contract rights and general intangibles representing Project Revenues and,
in each case, the proceeds of the foregoing, for the security and payment of all Bonds issued under the
General Ordinance.

The General Ordinance subjects all monies deposited in the Sinking Fund, including the Sinking
Fund Reserve, 1o a security interest for the Bonds until such moneys are properly disbursed and
provides that no bonds issued under the Act shall pledge the credit or taxing power of the City or create
any debt or charge against the tax or general revenues of the City or create any lien against any property
of the City other than Project Revenues and monies deposited in the Sinking Fund.

Priority in Application of Project Revenues

The General Ordinance creates a lien on and pledge of all Project Revenues of PGW for the
benefit of the holders of Gas Works Revenue Bonds and together with the Note Ordinance creates a
priority in application of Project Revenues in each fiscal year as follows:

First, to Net Operating Expenses of PGW;

Second, to required payments into the Sinking Fund to pay the principal of and interest then due
on all Bonds issued and outstanding under the General Ordinance and to accumulate, or to restore, any
deficiency in the Sinking Fund Reserve;

Third, to the payment of general obligation bonds which have been adjudged to be self-liquidating
on the basis of expected revenues from PGW;*

~ Fourth, to the payment of interest and sinking fund charges of other general obligation debt
incurred for PGW;*

* The last general obligation debt of the City related to PGW was paid in full in fiscal year 1987. No
general obligation debt of the City described in items Third and Fourth above is currently outstanding.
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Fifth, to the payment of the principal of and interest on the Gas Works Notes and any amounts
owed to the issuer of the credit facility established with respect to the Gas Works Notes; and

Sixth, to the payment of the City Charges, including the Base Payment (currently $18,000,000)
and the payment of rentals under the hereinafter defined Lease on a parity basis after the payments
listed in items First through Fifth above.

City Charges include charges for services performed for PGW by various City departments
including the expenses of the Gas Commission. During PGW’s fiscal years 1986-1989, City Charges
exclusive of the $18,000,000 Base Payment and of rate hearing charges have averaged approximaiely
$844.000 per vear. The cost of the rate hearings conducted by the Gas Commission are included in
City Charges. The rate hearings conducted in 1988 resulted in additional City Charges of
approximately $275 000.

The General Ordinance provides that all interest and income eamed on moneys held in the
Sinking Fund Reserve may, to the extent not required to comply with the requirements of the General
Ordinance relating to the Sinking Fund Reserve, be transferred to the operating funds of the Gas
Works to 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 given fiscal year such
balance does not exceed the amount of Sinking Fund Reserve Earnings transferred to the operating
funds of PGW during the same fiscal year. The City requested and received a transfer of excess Project
Revenues in the amount of $6,500,000 in fiscal year 1986 but no additional transfers have been
requested by or made to the City since then. The City has not requested, during the 1990 fiscal year to
date, that any excess Project Revenues be transferred to it.

Subordinated Short-Term Borrowings — Gas Works Notes

The City is authorized by the Inventory and Receivables Financing Act and the Note Ordinance to
issue tax-exempt notes from time to lime in amounts, as approved by the Gas Commission, not to
exceed $100,000,000 aggregate principal amount at any one time outstanding in order to finance
inventory and accounts receivable. The Gas Commission has approved a maximum amount at any
time outstanding for such notes of $85,000,000. The City had outstanding as of December 31, 1989,
$81,300,000 aggregate principal amount of tax-exempt notes (the “Gas Works Notes™) which are
pavable out of Project Revenues, (For a further discussion of the issuance of tax-exempt notes, see
“MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE SUMMARY STATEMENTS OF
INCOME.™)

The Note Ordinance establishes a sinking fund for the benefit and security of the holders of the
Gas Works Notes. The City covenants to deposit in the sinking fund for the Gas Works Notes from
PGW's revenues such amounts as will, together with interest and profits eamed and to be eamed on
investments held therein, be sufficient to pay, on or before each payment date of the Gas Works Notes,
the amounts required, after taking into account any other available amounts, to pay the Gas Works
Notes then becoming due and payable.

Subordinated Long-Term Borrowings — Lease Revenue Bonds

The Philadelphia Gas Works Lease Revenue Bonds, Series of 1989 (the **Lease Revenue Bonds™)
were issued in August 1989 by The Philadelphia Municipal Authority (the “Authority™). The proceeds
of the Lease Revenue Bonds were used by the Authority to acquire the headquarters and
administrative office building of PGW (the “Facility’) at 800 West Monigomery Avenue,
Philadelphia, Pennsylvania, from the City. The amount received from the Authority has been used in
PGW's ongoing capital program. The Authority and the City entered into a Lease dated as of August 1,
1989 (the “Lease™) whereby the City leased the Facility back from the Authority and agreed to
maintain the Facility and pay out of Project Revenues of PGW rentals sufficient to pay all debt service



on the Lease Revenue Bonds and other obligations of the Authority incurred in connection with the
issuance of the Lease Revenue Bonds, the Lease and the transactions contemplated therein.

Rental payments by the City under the Lease are made solely from Project Revenues, to the extent
such Project Revenues are available. The payment of rentals by the City under the Lease out of the
Project Revenues is subject and subordinate to payment of the Gas Works Revenue Bonds and the Gas
works Notes issued by the City and certain other debt obligations relating to PGW. The City has
covenanted in the Lease that it will not in any fiscal year of PGW, if and for so long as a default exists
under the Lease, pay out of Project Revenues any portion of the Base Payment unless and until ail
rentals due under the Lease for such fiscal year shall have been paid.

Rate Covenant and Rate Requirements

The General Ordinance includes a rate covenant (the “Rate Covenant’™) which requires that, so
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f fong as Gas Works Revenue Bonds are outstanding, the City impose, charge and collect in each fiscal
B year such gas rates.and charges as shall, together with ali other Project Revenues to be received in such
u fiscal year, be sufficient to provide, after meeting any Sinking Fund Reserve requirements, the greater
dzj: of (a) the sum of all Net Operating Expenses payable during such fiscal year plus 150% of the debt
3, service requirements for suchryear on all outstanding Gas Works Revenue Bonds or (b) the sum of all
2 Net Operating Expenses payable during such fiscal year plus the debt service requirements for such
‘3 vear on all outstanding Gas Works Revenue Bonds and all outstanding City general obligation bonds
g issued for improvements to PGW, (For a further discussion of the Rate Covenant and other rate
Lﬁ; requirements applicable to PGW, see “PGW RATES AND CHARGES.™)

?‘iﬁ

G2 Covenant Against Commingling with Other City Funds

The City has covenanted that so long as any of the Twelfth Series A Bonds remain outstanding all
Project Revenues shall be deposited, held and disbursed in and from one or more unsegregated
accounts of PGW which shall be separate from and not commingled with monies or accounts of the
City not held exclusively for PGW purposes. '

Additional Parity Bonds

The General Ordinance permits the issuance of additional Bonds which shall be parity bonds,
provided, among other requirements, that an independent engineer determines that estimated Project
Revenues will be sufficient to meet the Rate Covenant. See the material under the caption “The
General Ordinance™ in Appendix B for a discussion of the provisions relating to the issuance of
additionai Bonds. The Twelfth Supplemental Ordinance authorizes the issuance of up to $135,000,000
million aggregate principal amount, or in the case of Capital Appreciation Bonds initial principal
amount of Bonds, in one or more series, to fund capital improvements and to advance refund certain
outstanding Bonds. (See Appendix B.) In accordance with the Twelfth Supplemental Ordinance the
Twelfth Series A Bonds are being issued to advance refund certain Eighth Series Bonds: It is
anticipated that $75,000,000 of Twelfth Series B Bonds shall be issued to fund capital improvements
Dy the end of fiscal year 1990,

Sinking Fund

Pursuant to the Act, the General Ordinance establishes a Sinking Fund for the benefit and security
of the holders of ail Bonds to be held separate and apart 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 earned and to be earned on investmnents heid therein, be
i Sufficient (o accumulate, on or before each interest and principal payment date of the Bonds, the
aMmounts required to pay the principal of and interest on the Bonds then coming due and payable. [t is
the current practice of the City to make deposits in the Sinking Fund on or immediately prior to the



date on which debt service payments are due. To the extent monies are on deposit in the Sinking Fund
which are not currently required for the payment of debt service, such monies shall be invested at the
direction and under the management of the Director of Finance. Interest and profit from any such
investment shall be added to the Sinking Fund and credited in reduction of or to satisfy required
deposits into the Sinking Fund.

Sinking Fund Reserve

The General Ordinance establishes a Sinking Fund Reserve as part of the Sinking Fund. The City
is required to deposit in the Sinking Fund Reserve from the proceeds of sale of each series of Bonds
issued under the General Ordinance an amount equal to the maximum amount required in any fiscai
year to pay the principal of and interest on the Bonds of such series coming due and payable in that
fiscal year unless the Sypplemental Ordinance authorizing the series of Bonds authorizes the
accumulation from Project Revenues of a reserve of such amount over a period of not more than six
fiscal years after the issuance and delivery of the Bonds. Although the Twelfth Supplemental
Ordinance has authorized an accumulation from Project Revenues, the Sinking Fund Reserve
requirement will be fully funded by proceeds from the Tweifth Series A Bonds. The money and
investments (valued at market) in the Sinking Fund Reserve must at all times be held and maintained
in an amount equal to the maximum of the principal and interest requirements of all cutstanding
Bonds in any subsequent fiscal year. As of December 31, 1989, the value of the funds and investments
on deposit in the Sinking Fund Reserve was required to be at least $62,474,350 and the amount in the
Sinking Fund Reserve met this requirement. If, at any time, the monies in the Sinking Fund (other
than the Sinking Fund Reserve) are insufficient to pay, as and when due, debt service on any Bond or
Bonds, the Sinking Fund Depositary is required to pay over to the Fiscal Agent from the Sinking Fund
Reserve the amount of the deficiency. The Sinking Fund and Sinking Fund Reserve are managed by,
and invested and reinvested under the direction of, the Director of Finance of the City. The General
Ordinance provides that interest and income earned on monies held in the Sinking Fund Reserve may
be transferred and paid by the Director of Finance to the operating funds of PGW and applied as
Project Revenues in the manner described under “SECURITY — Priority in Application of Project
Revenues.”

Required Deposit to Sinking Fund From Project Revenues

The City has covenanted in the General Ordinance that, if the City shall fail o make required
deposits into the Sinking Fund, including the Sinking Fund Reserve, or if, for any reason, there shall be
a deficiency in the Sinking Fund Reserve, it will immediately upon such failure or deficiency and
without notice thereof from any Bondholder, fiscal agent, paying agent or sinking fund depositary, and
s0 long as such failure or deficiency shall continue, deposit in the Sinking Fund, including the Sinking
Fund Reserve, on a daily basis, 50% of all Project Revenues or such greater percentage thereof as the
Director of Finance shall determine. This obligation is specifically enforceable by the trustee for
bondholders appointed in accordance with the Act or, if none is appointed, by any bondholder (see
“REMEDIES OF BONDHOLDERS").




MUNICIPAL BOND INSURANCE

The City has received a commitment from the AMBAC Indemnity Corporation (“AMBAC") for
2 municipal bond insurance policy (the “Municipal Bond Insurance Policy™) relating to the Tweifth
Series A Bonds, effective as of the date of issuance of the Twelfth Series A Bouds.

Under the terms of the Municipal Bond Insurance Policy, AMBAC will pay to the United States
Trust Company of New York, in New York, New York or any successor thereto (the “‘Insurance
Trustee'™) that portion of the principal of and interest on the Twelfth Series A Bonds which shall
become Due for Payment but shall be unpaid by reason of Nonpayment by the Issuer {as such terms
are defined in the Municipal Bond Insurance Policy). AMBAC will make such payments to the
Insurance Trustee on the later of the date on which such principal and interest becomes Due for
Payment or the fifth (5th) day next following the date on which AMBAC shall have received notice of
Nonpayment from the Trustee. The insurance will extend for the term of the Twelfth Series A Bonds
and, once issued, cannot be cancelled by AMBAC.

The Municipal Bond Insurance Policy will insure payment only on stated maturity dates and
sinking fund installment dates, in the case of principal, and. on stated dates for payment, in the case of
interest. It will not insure payment on acceleration, as a result of a call for redemption (other than
sinking fund redemption) or as a result of any other advancement of maturity, nor will it insure the
payment of any redemption, prepayment or acceleration premium or any risk other than Nonpayment.
In the event of any acceleration of the principal of the Twelfth Series A Bonds, the payments insured
will be made at such times and in such amounts as would have been made had there not been an
acceleration,

The Municipal Bond Insurance Policy will not insure against nonpayment of principal or interest
caused by the insolvency or negligence of any Fiscal Agent, if any. If the Twelfth Series A Bonds
become subject to mandatory redemption and insufficient funds are available for redemption of all
outstanding Twelfth Series A Bonds, AMBAC will remain obligated to pay principal of and interest on
outstanding Twelfth Series A Bonds on the originally scheduled interest and principal payment dates
including mandatory sinking fund redemption dates. [n the event the Fiscal Agent has notice that any
payment of principal of or interest on a Twelifth Series A Bond which has become Due for Payment
and which is made to a Bondholder by or on behalf of the Issuer has been deemed a preferential
transfer and theretofore recovered from its registered owner pursuant to the United States Bankruptcy
Code in accordance with a final, nonappealable order of a court of competent jurisdiction, such
registered owner will be entitled to payment from AMBAC to the extent of such recovery if sufficient
funds are not otherwise available,

[f it becomes necessary to call upon the Municipai Bond [asurance Policy, payment of principal
requires surrender of Twelfth Series A Bonds to the Insurance Trustee together with an appropriate
instrument of assignment so as to permit ownership of such Twelfth Series A Bonds 1o be registered in
the name of AMBAC. Payment of interest pursuant to the Municipal Bond Insurance Policy requires
proof of Bondholder entillement to interest payments and an appropriate assignment of the
Bondholder’s right to payment to AMBAC.

Upon payment of the insurance benefits, AMBAC will become the owner of the Twelfth Series A
Bond and will be fully subrogated to the swrendering Bondholder's rights to payment.

AMBAC Indemnity Corporation

AMBAC is a Wisconsin-domiciled stock insurance company, regulated by the Insurance
Department of the State of Wisconsin, and licensed to do business in various states, with admitted
assets (unaudited) of approximately $1,203,000,000 and statutory capital (unaudited) of
approximately $732,600,000 as of December 31, 1989. Statutory capital consists of AMBAC's
statutory contingency reserve and policyholders’ surplus. AMBAC is a wholly-owned subsidiary of
AMBAC Inc., a financial holding company which is wholly-owned by Citibank, N.A. Neither AMBAC



Inc. nor its shareholders are obligated to pay the debts of or claims against AMBAC. Standard &
pPoor’s Corporation and Moody's Investors Service, Inc. have assigned their ratings of “AAA™ and
“Aaa’, respectively, to the claims paying ability of AMBAC. Citicorp, the parent company of
Citibank, N.A,, issued a press release on March 5, 1990 stating that as part of Citicorp’s effort to
strengthen i1s capital base, it is considering the possible sale of AMBAC. Both Moody's Investors
Service Inc. and Standard & Poor’s Corporation have publicly stated that the possible sale of AMBAC
will not impact AMBAC's claims-paying ratings of Aaa and AAA, respectively. Any sale of AMBAC
would be subject to the prior approval of the Wisconsin Insurance Department. Furthermore, Citicorp
has stated that “AMBAC . .. will not be sold uniess an attractive proposal is made by a high quality,
well-capitalized institution with a long-term perspective on its investment in AMBAC.” Copies of
AMBAC's financial statements prepared in accordance with statutory accounting standards are
available from AMBAC, The address of AMBAC's administrative offices and its telephone number are
One State Sireet Plaza, 1 7th Floor, New York, New York, 10004 and (212) 668-0340.

AMBAC has entered into quota share reinsurance agreements under which a percentage of the
insurance underwritten pursuant to certain municipal bond insurance programs of AMBAC has been
and will be assumed by a number of foreign and domestic unaffiliated reinsurers.

AMBAUC has obtained.a ruling from the Internal Revenue Service to the effect that the insuring of
an obligation by AMBAC will not affect the treatment for federal income tax purposes of interest on
such obligation and that insurance proceeds representing maturing interest paid by AMBAC under
policy provisions substantially identical to those contained in its municipal bond insurance policy shall
be treated for federal income tax purposes in the same manner as if such payments were made by the
issuer of the Twelfih Series A Bonds.

AMBAC makes no representation regarding the Twelfth Series A Bonds or the advisability of
investing in the Twelfth Series A Bonds and makes no representation regarding, nor has it participated
in the preparation of, the Official Statement other than the information supplied by AMBAC presented
in this section.

Appendix D contains a copy of the text of the Municipal Bond Insurance Policy and a summary of
the rights of holders of the Twelfth Series A Bonds with respect to the Municipal Bond {nsurance
Policy. A Statement of Insurance containing a summary of the Municipal Bond Insurance Policy will
be printed on the Twelfth Series A Bonds. The City has not made any independent investigation of
AMBAC or of its financial condition,

DESCRIPTION OF THE TWELFTH SERIES A BONDS

The Twelith Series A Bonds are being issued pursuant to the Act, the General Ordinance and the
Twelfth Supplemental Ordinance. The Twelfth Series A Bonds are being issued for the purpose of
providing funds to advance refund certain of the City’s Gas Works Revenue Bonds, Eighth Series. The
Act authorizes the City to issue revenue bonds to finance revenue producing projects and to refund
bonds issued for such purpose, but such bonds must be payable, directly or indirectly, solely from
Project Revenues (as defined in the Act). The General Ordinance is the governing ordinance under
which all Gas Works Revenue Bonds are issued.

The Current Interest Bonds

The Current Interest Bonds will be dated March 1, 1990 and will bear interest from such date,
payable on May 15, 1990 and on each May 15 and November 15 thereafter. The Current Interest
Bonds will be issued as fully registered bonds in the aggregate principal amount set forth on the cover
page hereofin the denomination of $5,000 principal amount each or any integral multiple thereof. The
principal of, and premium, if any, on the Current Interest Bonds will be payable at the principal
corporate trust office of The Philadelphia National Bank in Philadelphia, Pennsylvania. Interest on the
Current Interest Bonds, when due, will be paid by check, mailed by the Fiscal Agent to the persons in
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whose names the Current Interest Bonds are registered on the 15th day preceding each interest
payment date, except that if any such interest payment date is not a business day, then such interest
check shall be mailed on the next succeeding business day. Business Day shall mean any day other than
a Saturday, Sunday or a day on which the Fiscal Agent is authorized by law to remain closed.
Registered owners of at least $1,000,000 principal amount of the Current Interest Bonds may elect to
receive interest payments by wire transfer.

Optional Redemption

The Current Interest Bonds maturing on or before May 15, 2000 are not subject to redemption
prior to maturity. The Current Interest Bonds maturing on May 15, 2012 will be subject to redemption
on or after May 15, 2000 at the option of the City in whole or in part by lot at any time, in
denominations of $5.000 or integral multiples thereof, at the redemption prices, expressed as
percentages of the principal amount of Current Interest Bonds to be redeemed, set forth below, ptus
accrued interest to the redemption date:

Redempdon Period Redempton
(both dates inclusive) ‘ Price

"May 15, 2000 through May 14, 2001 102%
May 15, 2001 through May 14, 2002 101
May 1§, 2002 and thereafter 100

Mandatory Redemption

The Current Interest Bonds maturing on May 13, 2012 are subject to mandatory redemption, in
part, by lot, at the times and in the amounts set forth below at a price equal to 100% of the principal
amount of such Current Interest Bonds being redeemed, plus accrued interest to the date of
redemption:

Date Principal
(May 15) __Amouat
2007 $4,660,000
2008 4,940,000
2009 5,235,000
2010 5,545,000
2011 5,880,000
2012 3,250,000

Notice of Redemption of Current Interest Bonds

Notice of redemption of Current [nterest Bonds shall be made not less than thirty nor more than
sixty days before the date fixed for redemption, by first class mail, postage prepaid, to the registered
owners, appearing on the bond register, of the Current Interest Bonds to be redeemed. Failure to mail
such notice, or any defect therein, shall not affect the validity of the proceedings for redemption of
Current Interest Bonds for which such notice has been properly given. 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 the Current Interest Bonds called for redemption accruing after the
date fixed for redemption shall cease, and the registered owners of the Current Interest Bonds called for
redemption shall have no security, benefit or lien under the General Ordinance or any rights
thereunder, except to receive payment of the redemption price.



The Capital Appreciation Bonds

The Capital Appreciation Bonds are payable at maturity in an amount (the “Maturity Amount™)
equal to the principal amount of such Capital Appreciation Bonds at delivery (the “Initial Principal
Amount”), plus interest from the date of delivery of such Capital Appreciation Bonds compounded on
May 15 and November 15 of each year. The Capital Appreciation Bonds are issuable as fully registered
bonds in the denomination of $5,000 Maturity Amount or any integral multiple thereof. The Capital
Appreciation Bonds are payable on the dates and in the amounts set forth below at the principal
corporate trust office of The Philadelphia National Bank in Philadelphia, Pennsylvania.

Due Initial Marturity Approximate

May 15 Principal Amount __Amount Yield to Maturity
2001 $ 824,687.00 31,745,000 6.85%
2002 766,473.80 1,745,000 6.90
2003 1,900,487.80 4,660,000 6.95
2004 1,761,033.05 4,655,000 1.00
20035 1,631,949.90 4,655,000 7.05
2006 1,510,919.90 4,655,000 7.10

The Capital Appreciziﬁon Bonds are not subject to redemption prior to matﬁrity.

Transfer of Twelfth Series A Bonds

The Twelfth Series A Bonds are transferable and exchangeable by the registered owners thereof at
the principal corporate trust office of the Fiscal Agent in Philadelphia, Pennsylvania in the manner and
subject to the limitations contained in the General Ordinance. The City and the Fiscal Agent shail not
be required to issue or to register the transfer of or exchange any Twelfth Series A Bond during 2 period
beginning at the close of business on the seventh (7th) day next preceding any date of selection of
Twelfth Series A Bonds to be redeemed and ending at the close of business on the date on which the
applicable notice of redemption is given, or to register the transfer of or to exchange any Twelfth
Series A Bond, or portion of any Twelfth Series A Bond, selected for redemption in whole or in part
until after the redemption date.
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Accreted Value

The Accreted Value per $5,000 Maturity Amount of each Capital Appreciation Bond on the date
of original issuance and on each May 15 and November 15 is as set forth on the table below, The
Accreted Value of Capital Appreciation Bonds on any other date will be calculated based on an
assumption that such Accreted Value increases in equal daily amounts on the basis of 2 360 day year
consisting of tweive 30 day months.

City of Philadelphia, Pennsylvania
Gas Works Revenve Bonds, Twelfth Series A
Accreted Value Per $5,000 Maturity Amount of
Capital Appreciation Bonds

Accreted Value

Bonds Bonds Bonds Bonds Bonds Bonds

Due in Due ia Due in Due in Due in Due in
Date 2001 2002 2003 2004 2008 2006
March 29, 1990 236300 2,196.20 2,039.15  1,891.55 175290  1,622.90
May 15, 1990 . T 2,383.45 221530 2,057.05 1,908.25 1,768.50 1,637.40
November 15, 1990 2,465.05 229175  2,128.55 197505  1,830.85  [,695.55
May 15, 1991 2,549.50  2,370.80  2,202.50 2,044.15 1,89540  1,753.75
November 15, 1991 2,636.80 2,452.60  2,279.05 2,115.70 1,962.20  [,818.05
May 15, 1992 2,727.15  2,537.20  2,358.25  2,189.75  2,031.35  1,882.60
November 15, 1992 2.820.55 2,624.75  2.440.20 2266.40 2,102.95 1,949.45
May 15, 1993 2,917.15 271530 2,524.95 234575 2,177.10  2,018.65
November 15, 1993 3,017.05 2,808.95 2,612.70 242785 2,253.85  2,090.30
May 15, 1994 3,12040 2,905.90  2,703.50 2,512.80 2,333.30 2,164.50
November 15, 1994 3,227.25  3,006.15  2,797.45 2600.75 241555 2,241.35
May 15, 19935 3,337.80  3,109.85  2,894.65 2691.80 2,500.70  2,320.95
November 15, 1995 3,452.10  3,217.15  2,995.25 2,786.00 2,588.85  2,403.35
May 15, 1996 3,570.35  3,328.15  3,099.35 2,883.50 2,680.10 2,488.65
November 15, 1996 3,692.65 3,442.95  3,207.05 298445 .2,774.60 2,577.00
May 15, 1997 3,819.10  3,561.75  3,318.50 308890 2,87240  2,668.50
November 15, 1997 3,949.90 368460 3,433.80 3,i97.00 2,973.65 2,763.20
May 15, 1998 408520 3,811.75 3,553.15 3,308.90 307845 2861.30
November 15, 1998 422515  3,943.25 367660 342470 318695  2,962.90
May 15, 1999 4,369.85 4,079.30  3,804.40  3,544.55  3299.30  3,068.05
November 15, 1999 4,519.50 4,220.00 3,936.60 3,668.65 341560 3,177.00
May 15, 2000 4,674.30 436560 407340 3,797.05 3,536.00 3,289.75
November 15, 2000 4,834.40 4,516.25 421495 392995  3,660.65  3,406.55
May 15, 2001 5,000.00 4,672.05 436140 4,067.50 3,789.70  3,527.50
November 15, 2001 483325 451295 420985 392330 3,652.70
May 15, 2002 5,000.00 4,669.80 4,357.20 4,061.60 3,782.40
November 15, 2002 4,832.05 4,509.70 4,204.75  3,916.65
May 15, 2003 5,000.00 4,667.55 4,353.00 4,055.70
November 15, 2003 483090 4,506.40 4,199.70
May 15, 2004 5000.00 4,665.25  4,348.80
November 15, 2004 4,829.75  4,503.15
May 15, 2005 5.000.00 4,663.00
November 15, 2005 4,828.55

May 15, 2006 5,000.00
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Sources and Uses of Pruceeds
5 The sources and uses of proceeds of the Twelfth Series A Bonds are estimated to be as follows:

v
Sources of Proceeds

8 Bond ProCEEAS .. oooro $50,420,551.45
Xy Less Original Issue Discount on Current Interest Bonds ......................... (3,983,850.00)
Sinking Fund Reserve from the Eighth Serles Bonds . ........................... 6.468.022.11

%5 Eighth Series ESCTOW ACCOUNE ... .uuiiiiviii $45,226,626.11
3 ginking Fund Reserve Deposit (1) ... 6,431,000.00
B35 Costs OF ISSUANCE (2) -+ttt ettt 605,748.04
¥ Underwriters’ Discount ... 641.349.41

o Total Uses 0f FURAS ..o ve e e e e e e $52.904.723.56

(1) The deposit to the Sinking Fund Reserve from the proceeds of the Twelfth Series A Bonds is equal
to the maximum annual debt service requirement on the Twelfth Series A Bonds. See

“SECURITY — Sinking Fund Reserve.”

- Pursuant to an Escrow Deposit Agreement to be dated as of March 1, 1990 certain proceeds of the
welfth Series A Bonds, together with certain funds transferred from.the Sinking Fund Reserve for the
JEighth Series Bonds, will be deposited with The Philadelphia National Bank (the “‘Escrow Agent’) and
ginvested in government obligations, or other permitted investments, the principal of and interest on

siawhich will be sufficient to: (a) pay the interest due on all refunded Eighth Series Bonds from May 15,
£21990 to May 15, 1995, inclusive; and (b) pay the refunded Eighth Series Bonds called for redemption

e

s REMEDIES OF BONDHOLDERS

1,1 Remedies under the Act and the General Ordinance available to Bondholders, including the
Ofdgrs of the Twelfth Series A Bonds, and to any trustee for Bondholders appointed by the holders of
3% in principal amount of any series of Bonds in default are described in the summaries contained in
X ﬂqlx B hereof. Also, Bondholders or a trustee therefor are entitled to the remedies of secured
arties in respect of the Project Revenues and the funds on deposit in the Sinking Fund, including the
lﬂlfms Fund Reserve,

. The rights and remedies of Bondholders are subject to various provisions of Chapter 9 of the
. ‘e_d_States Bankruptcy Code (the *“Bankruptcy Code™), which permits, under certain circumstances,
Political S}lbdiVision or public agency or instrumentality of a state to file 2 voluntary petition in

AIUPICY in the nature of a plan for adjustment in the repayment of debts, if it is insolvent or unable
eet its debts as they mature. Such a petition may be filed by a political subdivision only if the state
e Bture has generally authorized the entity to be a debtor under Chapter 9 of the Bankruptcy Code

® §0vernmental officer or organization empowered by state law to give such authorization has done
1th respect to the City, the Financially Distressed Municipalities Act, Act No. 1987-47 of the
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Commonwealth of Pennsylvania, approved July 10, 1987 (the “Distressed Municipalities Act™),
empowers the Department of Community Affairs of the Commonwealth to declare certain
municipalities financially distressed upon the occurrence of certain events and the making of certain
determinations by such Department. The Distressed Municipalities Act also provides, among other
things, the method by which municipalities are permitied to apply for refief under the Federal
Bankruptcy Code (the *Bankruptcy Code’). No authorization to be a debtor under Chapter 9 of the
Bankruptcy Code has ever been sought or granted with regard to the City. Should the City ever file
under Chapter 9 of the Bankruptey Code, the rights and remedies of the Bondholders may be adversely

affected. '

The enforceability of the rights and remedies of Bondhoiders may also be limited by bankruptcy,
insolvency or other laws now or hereafter in effect affecting the rights and remedies of creditors
generally, or be subject to principles of equity, if equitable remedies are sought.

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 all property, books and
records employed and maintained in connection with the operation, maintenance and administration
thereof. Included in such assets, in addition to an extensive distribution system, are facilities for the
production of gas to suppiement the natural gas supply from pipeline transmission companies and
facilities for storage. Such facilities include a liquified natural gas (“LNG™) plant, a substitute natural
gas ("SNG") plant and a liquid propane gas (“LPG™) plant. The possibility of selling PGW has been
examined by the City and PFMC, including, most recently, by City Council in a committee hearing.
However, no plans or discussions regarding a sale or other disposition of PGW are presently under
consideration by the City or PFMC and the City anticipates no change in its ownership or operation of
PGW, ’

Of total gas revenues for the twelve month period ended August 31, 1989, 72% was derived from
residential customers, 23% was derived from commercial and industrial customers and 5% was
derived from City agencies.

Recent operating results for PGW and debt service coverages are shown below under the heading
“HISTORICAL REVENUES AND DEBT SERVICE COVERAGE.” For further explanation of
revenues and expenses, see “MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE
SUMMARY STATEMENTS QOF INCOME."” See also the table entitled “‘Debt Service Requirements™
below for a forecast of future projected debt service payments.

PGW Service Ares

PGW, the nation’s largest municipally-owned gas utility, purchases, sells and distributes gas
within the limits of the City of Philadelphia. The City’s boundaries enclose a predominantly urbanized
area of 129 square miles in southeastern Pennsylvania 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 City's central business district and the surrounding neighborhoods have experienced
substantial revitalization in recent years, including the construction of new office buildings and hotels
and the renovation of existing structures. PGW anticipates that it will benefit from the growth in
commercial and office space but it does not foresee any substantial change in sales to residential
customers. The mix of residential and commercial customers during the last five years is shown in the
following 1able:
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Percent of Gas Sales
Years Ended August 31

1985 1986 1987 1988 1989

Residential ............ e 66.0 66.1 674 65.6 67.2
[ndustrial and commercial..................... 292 28.9 27.1 29.5 28.1
City Agencies. ........ ... .ciiiiiiii it 4.3 5.0 4.9 4.9 4.7
Total o e e 100.0 100.0 100.0 100.0 100.0

For discussion of PGW's sales, see “MANAGEMENT'S DISCUSSION AND ANALYSIS OF
THE SUMMARY STATEMENTS OF INCOME” and “PGW BUDGET AND RATE
INCREASES —Sales”.

Nanagement Agreement

PEMC has operated PGW pursuant to the Management Agreement since January 1, 1973, Under
the Management Agreement, various aspects of PFMC’s management of PGW are subject 1o review
and approval by the Gas Commission and, where authorization of City Council is required,
recommendation of the_City’s Director of Finance or the Gas Commission or, as appropriate, both.
The Gas Commission has varicus responsibilities for the oversight of the operations of PGW; the
Director of Finance oversees certain financial practices of PGW and the operations of its pension plan;
and the City's Law Department is designated as the legal advisor to the Gas Commission and PGW,
See “The GAS COMMISSION™ and “PGW RATES AND CHARGES"” for a discussion of the Gas.
Commission and rate proceedings.

The term of the Management Agreement commenced on January 1, 1973 for a pericd of two
years. In the absence of notice of canceliation the term is automatically extended for additional two
year periods. The term is subject to 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 unless and until approved by
resolution or ordinance of City Council.

Management

PFMC is responsible for providing executive management of PGW under the Management
Agreement. The Management Agreement states that PFMC shall provide a chief executive officer,
chief operating officer and chief financial officer and other personnel as deemed appropriate by PEMC.
All PEMC personnel are subject to the approval of the Gas Commission. PFMC’s officers also serve as
officers of PGW.,

The position of President and Chief Executive Officer has been vacant since July 14, 1989 and a
search is being conducted.

The following brief resumes provide pertinent information on the major management
qualifications of the senior officers of PFMC and PGW:

Alfred P. Degen, Executive Vice President

Mr. Degen joined PGW in 1968 and has held management positions in the Finance, Customer
Activities and Administrative areas of PGW, including the positions of Assistant Vice President—
Customer Activities, Vice President—Administration and Senior Vice President and Chief Financial
Officer, He is a member of the Managing Committee of American Gas Association’s Finance and
Administrative Section, and The Society of Gas Lighting.

Sydney M. Avent, Senior Vice President and General Counsel

Ms. Avent joined PGW in January 1984 as Staff Attorney, was named Senior Attorney in
December 1984, Corporate Counsel in October 1985, and Senior Vice President and General Counsel
In January 1988. Ms. Avent is the past president of the Women Lawyers Division of the National Bar
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Association; a trustee of the Philadelphia Bar Foundation; and a member of the American,
Pennsylvania and Philadelphia Bar Associations, and the Barristers Association of Philadelphia. She
also is a member of the American Association of Blacks in Energy.

Thomas F. Bonner, Senior Vice President and Chief Operating Officer

Mr. Bonner joined PGW in 1970 as an engineering assistant in the Customer Service Department,
and rose through the ranks to become: Vice President—Operations and Engineering in 1982; Vice
President—Customer Activities and Administration in 1984; Senior Vice President— Operations and
Engineering in 1985; and Senior Vice President and Chief Operating Officer in January 19838, He is a
member of the Managing Committee of the Operating Section of the American Gas Association, the
American Public Works Association, and the Society of Gas Operators.

Joseph G. Horan, Senior Vice President

Mr. Horan joined PGW in 1956 and has held management positions in the Operations, Customer
Activities and the Corporate Planning and Development areas, including the positions of Vice
President— Operations and Vice President--Customer Activities. He was named Senior Vice
President—Corporate Planning & Development on Mareh 1, 1986 and Senior Vice President in
January 1988, He is a member of the American Gas Association and the Society of Gas Operators and
serves an the Executive Committee of the Associated Gas Distributors.

Edward H. Morris, Jr., Vice President and Chief Financial Officer

Mr. Morris joined PGW as Assistant Vice President of Finance in 1984, was named Vice
President of Finance in 1986 and became Vice President and Chief Financial Officer in January 1988.
He has overall responsibility for PGW’s Operating Budget, He 15 a member of the American Gas
Association and the Government Finance Officers Association.

Employee Relations

At December 31, 1989, PGW emploved 2,447 people. Presently, approximately 74% of PGW'’s
employees are represented by the Gas Workers Employees’ Union Local 686, approximately 2% are
represented by the United Plant Guard Workers of America, Local 506 and 24% are unaffiliated
management. ;

Following the second work stoppage in PGW’s history on Apnil 15, 1989, agreement was reached
with the Gas Worker's Empltoyees” Union Local 686 bargaining committee and accepted by the
membership on May 15, 1989 resulting in a four-year agreement which is one year longer than any
previous agreement.

Facilities

Production Facilities

The principal PGW natural gas facilities include eight city gate stations and two major gas
production plants, Richmond and Passyunk. Located at these plants are two liquefied natural gas
(LNG) plants, a gas control center, a propane/air plant, a decommissioned substitute natural gas (SNG)
plant and two gas holders.

Natural gas is received through eight city gate stations from two pipeline transmission
companies— Texas Eastern Transmission Corporation (TETCO) and Transcontinental Gas Pipe Line
Corporation ({TRANSCO). The facilities at each of the city gate stations perform two basic functions,
metering the Row of gas and controlling the pressure delivered 1o PGW’s distribution system.

The gas control dispatchers, located at the Richmond Plant, monitor and control gas flow and
Pressure from the eight city gate stations to the high pressure distribution system. The gas control
dispatchers also provide direction to the production plant operators concerning startup, shutdown and
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gas flow output from the LNG and propane/air plants. QOperations are facilitated through the use of a
computer systern which includes a backup unit and an auxiliary power supply.

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 3,060,000 galloas (i.e., the equivalent of 253,000 million cubic feet (mcf) of natural gas}
and three LNG vaporizers, each having a capacity of 45,000 mcf per day.

The Richmond LNG plant has facilities for liquefaction in addition to storage and vaporization.
During the non-heating season, PGW uses the Richmond LNG plant to liquefy and store natural gas
from the pipeline. The plant has the capacity to liquefy and store approximately 25,000 mcf per day
and the two storage tanks have a combined capacity of 48,970,000 gallons of LNG (4,046,000 mcf).
Regasification of the liquid is accomplished with six 100,000 mcf per day vaporizers.

The Passyunk propane/air plant has the 2ir compression and propane vaporization capacity to
produce 60,000 dekatherms (Dth) of propane/air mix per day and has a liquid propane storage
capacity of approximately 660,000 gallons.

The Passyunk plant SNG facility is inoperative. However, many components of the plant
mcludmg a water demineralization unit, boilers, and air compressors are being retained and are
utilized in the day-to-day operations of other portions of the Passyunk plant.

Both the Richmond and Passyunk plants have a low pressure gas holder. Holders are used for
keeping daily pipeline purchases within contract limitations and for hourly peak shaving requirements.
These holders have operating capacities of 3.000 mcf and 6,000 mcf for the Richmond and Passyunk
plants, respectively. The holders were installed in the manufactured gas era and are in good working
order.

Distribution Facilities

The principal gas distribution facilities consist of approximately 3,029 miles of main, 504,275
service pipes, 205 regulator stations, 521,233 meters, miscellaneous valves, instruments and other
appurtenances. There are five different operating pressure Systems; each system is connected to the
others by control regulators. The high pressure systems operate at approximately 100, 60, and 35
pounds per square inch of gas {psig); the intermnediate pressure system operates at 5 psig; the low

pressure system operates between 6 and 9 inches of water column (approximately .25 psig). The
majority of customers are served from the low pressure system.

Approximately 64 percent of the gas mains are cast iron pipe, 31 percent steel pipe and 5 percent
ductile iron pipe. Approximately 70 percent of the service laterals are steel and 30 percent plastic. That
part of the system subject to cotrosion is cathodically protected.

Other Facilities

PGW’s executive and operating offices are located at 800 W. Montgomery Avenue which is a new
150,000 square foot office building completed in 1988. The old office building houses distribution and
customer service dispatch centers, service stations, and warehouses, as well as management
information systems and a metal fabrication shop. Additional facilities inciude eight district offices and
four operating stations for customer service and distribution crews, In addition, there are a meter
repair shop, two warehousing facilities and an automotive maintenance and repair facility. The
aulomotive maintenance and repair facility is responsible for the upkeep of PGW's fleet of
approximately [,068 vehicles and equipment. PGW also maintains minor automotive repair facilities
at three of its operating stations.
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SUMMARY STATEMENTS OF INCOME

The summary statements of income set forth below should be read in conjunction with the
audited financial statements and notes included in Appendix A hereto.

(Doliar Amounts in Thousands) 3 Months Ended

Fiscal Years Ended August 31, November 30,(3)

1985 1986 1987 1988 1989 1988 1989
Operating revenues .................. $495,286 3477.127 3456,443 $469.567 $472,706 $91,937 §55.7%3%
Natural gas ... ..o 289,383 266,029 221,119 2292384 238,087 47,574 49434
Other raw materials ............... 748 1,003 1,814 549 (1533 (75 1
Gas processing ..o, 16,356 18,726 18,899 24,062 24,563 6,124 4,475
CuStomer SErVICE .o vv e eneir s 19,455 20,306 20,858 20,786 20,382 5,998 5,786
Distribution. ... ..o 13,048 13411 14,350 16,562 16,244 3,842 4,512
Customer activities ................ 49,491 47,309 51,449 51,186 46,652 10.646 14,262
Administrative and general ......... 19,647 25,068 26,112 28,413 27,185 4,759 6.178
PenSIOnS . oo 16,936 17,571 16,763 17016 21,497 4,116 4773
Taxes, other than income .......... 5,037 5,430 5,808 6,398 5,831 1,635 1.5317
Depreciation ...l 14,490 14,533 19,462 21,155 19.015 6.024 6,392
Total operating expenses ...... T 444,591 429 406 196,634 415411 419,303 90,643 97.334
QOperating income (loss) .............. 50,695 47,121 59,809 54,156 53,403 1,294 (1.545)
Other income . .......ooivirienrinns. 15,906 15,643 12.295 15.940 12,853 3.627 3,493
Income before interest expense........ 66,601 63,364 72,104 70,096 66,261 4,921 1.950
Interest eXpense .. ....ooviiivnnnnnn.. 40.766 44 244 44,125 48,575 47.736 11,999 11,814
Income (loss) before extraordinary loss 25,835 19,120 27,979 21,521 18,525 (7,078) (9,§64)
Loss on extinguishment of debt (2) . ... §.438 0 G g 0 G 0
Net income (loss) (1), ................ $ 17,347 $ 16,120 % 27979 % 21,521 % 18,525 S$(7.078) 3(9.364)

(1) Net Income (loss) is before payment of Base Payment portion of City Charges.

(2) In fiscal year (985, PGW recorded an extraordinary charge against earnings of $8,488,000, which
recognized the increase in the debt outstanding net of related issuance and discount costs between
the Ninth Series Bonds and the defeased maturities of the Seventh Series Bonds. Due to the
reduced interest costs, debt service payments over the life of the Ninth Series Bonds compared 10
the defeased maturities of the Seventh Series Bonds were lowered by approximately $6.6 million.

In fiscal year 1987, PGW received approval from the Gas Commission 10 permit the amortization
of (a) the loss incurred in the issuance of the Tenth Series Bonds over the life of the Tenth Series
Bonds and (b) the loss incurred in the issuance of the Eleventh Series B Bonds over the life of the
Eleventh Series B Bonds. Due to the reduced interest rates achieved by the refundings, debt service
payments over the life of the Tenth Series Bonds compared to the defeased maturities of the Sixth
Series Bonds were lowered by approximately $4.4 million and debt service payments over the life
of the Eleventh Series B Bonds compared to the defeased maturities of the First and Second Series
Bonds were lowered by approximately $1.5 million.

In fiscal year 1989, the City issued Eleventh Series C Bonds on behalf of PGW for the purpose of
refunding certain of the Ninth Series and certain of the Eighth Seres Gas Works Revenue Boads.
The Gas Commission authorized the amortization of the loss incurred in the issuance of the
Eleventh Series C Bonds over the life of the Eleventh Series C Bonds in conjunction with the
approval of the 1990 operating budget. Due to the reduced interest rates achieved by this
refunding, debt service payments over the life of the Eleventh Series C Bonds compared to the
defeased maturities of the Eighth and Ninth Series Bonds were lowered by approximatety 311.1
million.

(3) Interim results are not necessarily indicative of results for a fiscal year as revenues and expenses are
seasonal.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF THE SUMMARY STATEMENTS OF INCOME

General Considerations

During the five fiscal years ended August 31, 1989 (presented in the foregoing Summary
Statements of lncome), PGW expenenced fluctuating natural gas sales caused, in part, by changing
winter weather conditions, conservation efforts on the part of PGW’s customers and a reduction in the
number of customers PGW serves. PGW’s annual sales of natural gas varied from a high of
75.4 billion cubic feet (bef) in 1988 1o a low 0f69.9 befin 1985, Sales for the 1989 fiscal period totaled
72.5 bef. PGW successfully adapted its rate structure and marketing program to meet the ever changing
supply of and demand for natural gas. Despite fluctuations in gas sales over the past 5 years, PGW has
been zble to maintain profitability and rate stability through Gas Cost Rate adjustments and control of
operating expenses (see “Gas Cost Rate” below). To increase gas sales and profit margins, PGW has
directed its marketing efforts towards attracting new, large volume commercial and industrial
customers and retaining current customers.

Other major factors which influenced natural gas sales and overall financial results during this
period include: (i) volatility of natural gas costs 10 PGW; and (i) concurrent decreases in the cost of
alternative fuels such as oil which resuited in reduced demand and profit margins for interruptible sales
(see “Five Year Summary of Gas Sales” below).

The beginning of the 1980's was marked by financial transition during which efforts were
undertaken to address working capital shortfalls, which were the result of an unprecedented rise in
unpaid customer accounts and of costlier supplemental fuel supplies. To fund this deficiency in
working capital, PGW borrowed $45.0 million from the City and repaid this amount in the 1983 fiscal
year.

To provide a more permanent, low cost funding mechanism with which to stabilize its working
capital needs, PGW established a tax-exempt commercial paper program in fiscal year 1984, which
PGW continues to use. The authorized level of the tax-exempt commercial paper program is $85.0
million (see “Tax-Exempt Commercial Paper” below).

Five Year Summary of Gas Sales

Total gas sales for PGW can be described as sales to firm or interruptible customers. Firm
customers receive gas service under various schedules which anticipate no interruptions in delivery of
natural gas. Firm service is sold to residential, commercial and industrial customers depending on the
type of service required and represented 85% of total gas sales as of the end of fiscal year 1989,
_Interruptib[e service is offered to customners, 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% of total gas sales for the fiscal year
1989. (See “‘Certain Financial Data™ below for a five year summary of gas sales.)

In fiscal year 1985, total gas sales were 69.9 bef, down 8.4 bef from the previous year. Milder than
normal temperatures® during the 1985 heating season were primarily responsible for this decrease.
Flm sales decreased by 7.3 bef while firm revenues in 1985 totaled $433.2 million, down $28.0
million or 6.1% from fiscal year 1984. Interruptibie sales declined in 1985 by 1.1 bef, reducing
Interruptible revenues by $7.8 million.

For fiscal year 1986, total gas sales were 71.9 bef, an increase of 2.0 bef over the previous year.
Temperatures during the 1986 heating season were slightly cooler than the prior heating season. Sales

——————

- "A “normal” year has 4,600 degree days.
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to firm customers, representing 84% of gas sold, totaled 60.4 befl This higher level of sales reflected
primarily a return 10 a more normal heating season. Revenues from gas sales in 1986 totaled $471.5
million, 3.6% less than the prior year, as a result of a decline in the GCR. Firm revenues decreased by
$7.8 million as the impact of additional sales of 2.0 bcf were more than offset by the downward
adjustment in the GCR. Gas sales to interruptible customers were 11.5 bef, virtually unchanged from
the previous year, while revenues declined by $10.4 million from the 1985 level due to competitive oil
prices which declined sharply over the year thereby reducing profit margins.

Fiscal year 1987 resulted in total gas sales of 71.3 bef] a decrease of .6 bef from the previous year.
Temperatures during the 1987 heating season were slightly warmer than the 1986 heating season, and
20p warmer than a normal heating season. Sales to firm customers, representing 85% of gas sold,
totaled 61.0 bef in 1987, This higher level of firm sales was principally due to additional residential
sales. The demand for gas service by interruptible customers declined by 1.1 bef from the prior year, to
a level of 10.3 bef. Total revenues from gas sales in fiscal year 1987 amounted to $450.8 million, 4.4%
less than the preceding year. Firm revenues declined by $9.2 million as downward adjustments in the
fuel component of the base rate and the GCR more than offset additional sales and the approved
$28.65 million rate increase. Interruptible revenues declined by $11.5 miliion from the 1986 level due

to competitive oil prices. __

For the 1988 fiscal year, gas sales totaled 75.4 bef, 4.1 bef higher than the 1987 fiscal vear. Slightly
cooler than normal temperatures during the heating season produced 4,676 degree days, an increase of
76 degree days or 2% greater than normal, and 178 degree days or 4% greater than experienced in the
prior year, Sales to firn customers of 62.8 bef were 1.9 bef higher than experienced in 1987 due to
increased heating demand, Interruptible gas sales increased 21% to 12.6 bef. Associated interruptibie
revenues increased 18.5% as movement of alternate fuel prices reduced profit margins.

(Gas sales in 1989 totaled 72.5 bef, 2 decrease of 2.9 bef from the prior year. Temperatures during
the 1989 heating season were slightly warmer than normal resulting in 4,579 degree days, a decline of
2] from normal and 97 degree days or 2% less than experienced in 1988, Sales to firm customers of
62.0 bef were .8 bef below the 1988 level reflecting a decrease in heating demand. Interruptible gas
sales declined by 2.0 bef to 10.5 bef. Associated interruptible revenues decreased by 10.7% to $36.1
million as competition from competitive fuels lowered demand for gas service.

Gas Cost Rate

Revenues in each fiscal year reflect the recovery of natural gas and raw material costs through the
operation of the GCR.

~ The GCR is designed to routinely change customer rates to allow for the recovery of lower or
higher fue] costs through the application of a levelized rate established on an annual basis, beginning

September 1st of each year.
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Since January I, 1984, the GCR's have been as follows:

£/thousand cubic
feet (mef)!

Effective Date

January 1, 108 e e
April 1, 1984 ... S
September L, 1984 . ...
January 1, L1088 L. e
AP L, L98S
September 1, 1085 .. e
February 1, 1986 ..o i e
September 1, LOB6 ... . e
December 1, 1987 ... ... . e e
September 1, 1988 ... e e e

1. Parentheses ( ) denote a negative GCR, which is a credit on the customer’s bill.

2. As of September |, 1986, tﬁe fuel component of the base rate was reduced from $4.2401 per mefto

23,6000 per mef.

3. In August 1989, and at Quarterly Review In January 1990, the Gas Commission authorized the

GCR to remain unchanged at a negative 6.55 cents per mcf.

Natural Gas

In fiscal year 1985, the downward trend in natural gas costs continued, due to the impact of
deregulation, with expenses for natural gas totaling 3289.4 million compared to $305.8 million in
1984. Also contributing to this decrease in natura] gas expenditures were reduced sendout
requirements stemming from a warmer heating season, and an increase in refunds received from

pipeline suppliers,

Natural gas expenses were further decreased by $23.0 million or 8% in fiscal 1984 as the result of
lower pipeline prices and purchases on the spot market, These savings were offset, in part, by deferred
pipeline charges of $11.5 million as approved by the Federal Energy Regulatory Commission, and

increased sendout.

In fiscal year 1987, natural gas expenses decreased by $44.9 million or 17% from the 1986 fiscal
vear level. This was again a result of lower pipeline prices and purchases on the spot market combined
with reduced sendout. Also, the paymen! of deferred pipeline charges approved by the Federal Energy

Regulatory Commission was $11.3 million lower in fiscal year 1987.

In fiscal year 1988, natural gas prices increased $8.2 million over the [987 level due to the cost of
meeting the increased sendout requirement and the initiation of deferred fuel accounting. The deferral
of the application of $6.7 million of refunds received from pipeline suppliers into the 1989 fiscal year
coupled with the increased sendout more than offset savings resuiting from lower natural gas prices and

€conomies of spot gas market purchases.

In fiscal year 1989, natural gas expenses rose by $8.8 million or 4% from the previous year’s leve{
primarily due to higher pipeline supplier prices. These higher costs were offset, in part, by lower

(0.8948)
(0.391%)
0.3825
0.1188
(0.0590)
(0.0850)
(0.2542)
(0.2443)?
(0.4419)
(0.0655)

sendout requirements and the application of refunds deferred from the 1988 fiscal year.




Accounts Receivable

Beginning in 1982, several programs were developed by PGW, in concert with the Gas
Commission, to provide for better collection policies and stabilization of accounts receivable growth.
Among these programs were the following:

— PGW worked closely with the City in the establishment and promotion of energy
assistance programs such as the federally funded Low Income Home Energy Assistance
Program, the Philadelphia Emergency Crisis Program and the Utility Emergency Services
Fund. These programs collectively provided a total of $12.8 million of assistance to
customers during fiscal year 1989.

— Accelerated collection activities were instituted to keep outstanding customer balances
from reaching excessively high levels. Limitation of customer balances contributes
favorably to their collectibility.

— Additional meter readers were employed during the heating season to eliminate the need
for estimated billings, and collection activities were augmented in off peak periods.

— In October, 1984, PGW initiated the Limited Service Program, which offered heating
service to customers who had been shut-off for nonpayment.

— To improve PGW’s efforts to collect accounts receivable, the 3%-2% Repayment
Agreement Plan was instituted in February, 1985, This plan permitted customers 1o enter
into an agreement requiring an initial payment of 5% of the past-due amount, payment of
2% of the past-due amount each month and payment of current usage on a monthly
budget plan.

Although the 5%-2% Repayment Agreement Plan was created to increase collections, revisions to
this plan made in September, 1985 incorporating an income eligibility test and allowing for a
maxirum forgiveness of 50% (the “Forgiveness Repayment Agreements”) limited its effectiveness.
The revisions enabled the remaining customers, not meeting the income eligibility test, to make a 20%
initial payment of the past-due amount with the remaining amount to be paid over a maximum of 24
months (the “20% Repayment Agreements™),

The large number of both Forgiveness Repayment Agreements and 20% Repayment Agreements
resulted in the reactivation of previously terminated accounts during 1985, 1986 and to a lesser extent
1587, 1988 and 1989. This reactivation is the principal reason for the increase in Accounts Receivable
and the growth in the annual average number of delinquent accounts.

During the period May through Augnst, 1987, PGW retroactively billed customers the $28.65
million resulting from the rate increase approved for the 1987 fiscal year. The impact of this delayed
billing inflated the customer accounts receivable at August, 1987 and contributed to the 1%
improvement recorded in August, 1988. Through August, 1989, delinquent customers entered into
31,202 Forgiveness Repayment Agreements, of which 15,230 are currently active with a balance of
$13.6 million. Delinquent customers also entered into 101,066 20% Repayment Agreements, 36,680
of which are currently active with a balance of $16.2 million. The total amount of active outstanding
accounts under these two repayment plans is 34% of total Gas Accounts Receivable and starting in
1985, PGW has increased the reserve for uncollectible accounts to provide for these account
reinstatements under the two repayment plans.




The status of Accounts Receivable during the 1985 to 1989 period is reflected in the following

table:

.ACCOUNTS RECEIVABLE, ACCUMULATED
PROVISIONS FOR UNCOLLECTIBLE ACCOUNTS,
WRITE-OFF EXPENSES, DELINQUENT CUSTOMERS,
AND REVENUE STATISTICS

(Dollar Amounts in Thousands)
Fiscal Years Ended Angust 31,

1988 1986 1987 1988 1989

Reported revenues during the vear..... 3489,419 $471,192 $450,518 $465,122 3467281
Accounts receivable at August 31 ...... 3 B1,902 $ 92,061 $ 94441 §$ 83,734 § 87,994
Accumulated provisions for uncollectible .

accounts.at August 31............... 33419 § 39,358 § 41,639 § 40,851 § 39,181
Net accounts receivable at August 31 $ 48483 % 52,703 § 52,802 § 42,883 § 48,813
Accumulated provisions for uncollectible :

accounts as a percentage of accounts

receivable (%) ................ .. ..., 40.8 428 44.1 48.8 44.5
Write-offs during the year* ... ......... $ 14424 § 13,159 3§ 20496 § 20,874 § 20,920
Receivables as a percentage of reported

revenues during the year (%) ........ 16.73 19.54 20.96 18.00 18.83
Delinquent customers (annual average) 141,521 153,086 156,387 148,588 141,095
Delinquent customers at August 31 .... 125,851 135,394 148,670 124,543 121,462

* Net write-off.

Write-off of Uncollectible Accounts

In fiscal years 19835, 1986, 1987 and 1988, in recognition of the substantial number of reactivated
gas accounts resulting from the two repayment plans, the reserve was increased to $33.4 million, §39.4
million and 3$41.6 million and decreased slightly 10 $40.9 million, respectively, while the amount
written off, net of reactivations, was $14.4 million in 1985, $13.2 million in 1986, $20.5 million in
1987 and $20.9 million in 1988. In fiscal year 1989, net customer accounts receivable of $20.9 million
were written off while the reserve balance decreased slightly to $39.2 million.
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The following iable presents information regarding the aging of Gas Accounts Receivable of PGW
at August, 1989 and August, 1988:

AGING ANALYSIS OF GAS ACCOUNTS RECEIVABLE

{Dollar Amounts in Thousands)
August 31, 1989

Total Gas
90 Days Accountants Delinquent
Customer Receivables Current 30 Days 60 Days & Orver Receivable Accounts
Residential and small commercial ... $20,313 § 3,333 §3429 $33,029 $60,104 339,791
Industrial and large commercial .. ... 35 1,361 591 2,095 7,579 4,047
Final biling (). .............en... 4,083 6.181 4,692 3,770 18,726 14,643
Total .t et e e 527928 $10,875 $8,712 338,894 $86,409(b) £58.481(b)
August 31, 1988
Total Gas
90 Days Accountznts Detinguent
Customer Receivables . Current 30 Days 60 Days & Qver Receivable Accounts
Residential and small commercial... § 5,832 § 5419 §4,443 342,702 $58,416 $52,564
Industrial and large commercial .. ... 5.869 766 285 1,029 7,949 2,080
Final billing (@).................... 2,493 3,117 3,994 5,606 15.210 12,717
Total. . $14214 § 9302 $8,722  §49,337 $81.575(b) £67.361(b)

(a) Gas service on these accounts has been terminated. Amounts include voluntary and involuntary
termination.

(b) This amount represents Gas Accounts Receivable and does not include other misceilaneous
Accounts Receivable which would be included in the Accounts Receivable figures on the preceding
chart. ’

Capital Improvement Program

PGW's capital improvement program (the “Capital Improvement Program’) generally is funded
by the sale of revenue bonds and internally generated funds (“1GF"). Revenue bond sales generally are
made in advance of actual expenditures, with the proceeds being placed in restricted accounts and
expended solely for PGW capital purposes.

For further discussion of the Capital I[mprovement Program, see “PGW RATES AND CHARGES
~— The Capital Improvement Program,™




The following table presents information regarding Net Capital Expenditures for fiscal years 1985-

1989:
FISCAL YEAR
NET CAPITAL EXPENDITURES™
(Dollar Amounts in Thousands)
1985 1986 1987 1988 1989

Gassupply oo $ 4599 § 2839 §$ 3,294 3 6,124 § 6,320
i Distribution .. ... e 26,362 29,654 35,621 41,846 39419

CusStOMmEr SEIVICE .. ... ...t reiarrenns 3,657 3,856 4,546 4,426 3,004
_ (011123 S 7,184 10,838 14,645 20,141 8.380
TOtlS . oo ev et $41,802 $47.187 $58.106 $72.537 $57.123
i
L Internally Generated Funds 1o fund Capital
i ImMprovements. ..........c..oovvieineinrans $12.400 § 6,200 $21.100 §$19.400 % 8200
it

(1) Net of reimbursements, contributions and salvage.

Internally Generated Funds

Since fiscal year 1982, PGW has provided for a portion of capital costs 1o be funded through the
use of IGF. IGF consists of funds generated by PGW net revenues. In fiscal year ended August 31,
1989, PGW generated $8.2 million of IGF, which funded approximately 14% of the Capital
Improvement Program for that year.
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Tax-Exempt Commercial Paper

In 1984, PGW's ability to meet its short-term financing needs was enhanced by the institution of a
tax-exempt commercial paper program (see “SECURITY — Subordinated Short-Term Borrowing —
Gas Works Notes™). The resulting rate structure stability and financing flexibility have enabled PGW
to meet its current operating needs. The authorized level of the tax-exempt commercial paper program
was increased by the Gas Commission during the 1985 fiscal year to $85 million from the $75 million
initially authorized.

At August 31, 1989, the amount outstanding was $82 million as compared to $34.4 million
outstanding at August 31, 1988. This lower amount was due 10 timing constraints on the sale of notes.
The amount outstanding at August 31, 1987, August 31, 1986, and August 31, 1985 was constant at
$83 million. At December 31, 1989, the amount outstanding was $81.3 million.




Certain Financial Data

— Financial Statements of PGW.”

DEGREEDAYS ... i,
% of normal (4,600 degree days).....
MAXIMUM 24-HOUR SENDOUT
mef). o
Avg, peak-day temperature (degrees)
GAS REVENUES & SALES BY
CUSTOMER CLASSIFICATION
Gas operating revenués {3 000 omitted)
Residential:
Heating................. ... ... ...
Non-heating......................
Industrial and commaercial:

Interruptible. . ................. ...
QOther gas revenues {municipal,

Phila. Housing Authority {(“PHA™)

saies for resale and unbilled

TEVEIULS) .. erineinrarnenns

Total gas revenues................
Other operating revenues..............

Total operating revenues ............
Otherincome. ......ovoeeiivnnnnn..

Total revenues and other income .. ..

SELECTED OPERATING DATA

{Dollar Amounts in Thousands)
Years Ended August 31

The following data are based upon the records of PGW., For further information, see “Appendix A

1985 1986 1987 1988 1989
4,428 4,536 4,498 4,676 4,579
96 99 98 102 99
719,133 571,751 600,858 596,889 576,771
4 20 14 14 17
$311,011 $306,824 3$301,984 $306,008 $313,722
31,272 30,090 28,021 26,614 25,836
66,582 66,370 64,725 65,028 70,134
56,052 45,628 34,100 40,410 36,077
24,352 22,630 21,988 26.212 21.211
$489,269 $471,542 §450,818 $464,272 466,980
6.017 5,585 5,625 5,295 5,726
$495,286 $477,127 $456,443 $469,567 3472706
15,906 15,643 12,295 15.940 12858
$511,192 3492770 $468.738 $485.507 $435,564



(Dollar Amounts in Thousands)
Years Ended August 31

1985 1986 1987 1988 1989

SUMMARY OF CUSTOMERS AT
END QF PERIOD
Residential ......................... 500,378 499,608 496,836 497 227 497 596
Industrial and Commercial:

Firm....oooveii it 18,482 18,840 19,015 19,513 20.242

Interruptible...................... 135 164 193 259 302
Municipal and PHA ................ 2 2 2 2 2

Total Customers.................. 518997 518614 516,046  517.001 518,142

GAS SALES BY CLASSIFICATION
(mmcf)

Residential:

Heating .......covoivii .. 42,157 43,525 44,268 45,838 45,376

Non-heating...................... 3,947 . 3,956 3,790 3,667 3,354
Industrial and commercial:

Firm. ..o 8,943 9,347 9,398 5,670 9,805

[nterruptible. ..................... 11,437 11,453 10,362 12,584 10,550
Other ..o e e 3,367 3,576 3,520 3.667 3,448

Totalgassales.................... 69.851 71,857 71.338 75,426 72.533

SUPPLY AND DISPOSITION OF GAS
{(mmcf)

Natural gas purchased................. 69,998 75,383 73,944 78,178 73,769
Liquid petroleum ................... 8i 141 89 110 29
Liquefied naturaltgas................ 2,331 2,596 1.760 2.620 1.626

Total supply. .....oooiiien ... 72.410 78,120 75.793 80.908 75.424

Deduct:

Additions to (withdrawals from)

BAS STOMARE .o vvt it (1,088) 967 75° 2,502 (1,435)
PGW'suse and other ............... 3.647 5.296 4,180 2.980 4,326
Totalgassales...................... 69,851 71,857 71.338 75.426 72,533

AVERAGE MONTHLY USAGE OF
RESIDENTIAL CUSTOMERS (mcf)

Heating ..., 9.1 9.2 9.2 9.5 9.5
Non-heating..........ovvvvuvvnnnn.. 2.8 2.9 2.9 29 2.7

AVERAGE MONTHLY BILL OF
RESIDENTIAL CUSTOMERS
Heating .........cooovveiiiiiiitt $ 6975 § 6772 § 6677 § 66,10 § 6826
Non-heating........................ $§ 2305 % 2308 § 2239 § 2076 § 2101
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Three NMonths Fiscal Period Ended November 30, 1989 Compared
to Three Months Fiscal Period Ended November 30, 1988.

Gas sales for the three months ended November 30, 1989 were 11.4 bef, 4 bef less than in the
similar period in 1988, Sales to non-heating customers increased .4 bef principally as the result of
increased demand by interruptible customers. Sales to heating customers were .8 bef less than in the
1988 period. This decrease reflects degree days of 822 for the period which were 6.6% less than
experienced for the same period in 1988,

Operating Revenues for the 1989 period were $95.8 million, $3.9 million higher than those of the
prior year. Non-heating revenues increased by $3.0 million principally due to higher interruptibie
sales. Heating revenues declined by $5.2 miilion mainly reflecting slightly warmer ternperatures and a
lag in cycle billings. The unbilled gas adjustment rose by $5.9 million partially compensating for the lag
in cycle billings.

Operating expenses for the three months ended November 30, 1989 were $97.3 million, 36.7
million or 7% higher than the 1988 period. Natural gas expenses were $1.9 miilion higher than the
1988 level due chiefly to increased prices from pipeline suppliers. The appropriation to the reserve for
uncollectible accounts, included in customer activities, rose by $4.4 million as the result of a more
recent evaluation of accounts receivable collectibility, Also, administrative and general expenses
increased by $1.4 million due to higher appropriations to the injuries and damages reserve in order to
maintain the required balance for outstanding suits and claims, All other operating expenses decreased
by $1.0 million reflecting reduced personnel levels, non-recurring maintenance activities in the 1988
period and the effect of management initiated cost control measures. (See “Summary Statements of
Income’ herein.)

Subsequent Financial Results

Total operating revenues for the two month period ending January 31, 1990 were $160.4 million
or $19.8 million higher than the prior period due to the colder than normal weather experienced during
the period.

Total operating expenses for the two month period ending January 31, 1990 were $118.6 million
or $9.4 miilion higher than the prior period. Natural gas expenses were $4.5 million higher due to the
increased sendout requirements related to the colder weather. Also, gas processing and distribution
expenses were $3.7 million higher due to the colder weather experienced during the period. All other
operating expenses increased $1.2 million from the prior period.

For the month of February 1990, degree days were below the forecasted level due to the slightly
warmer than normal weather experienced during the month. The decline in degree days is expected to
result in lower operating revenues and lower net income than the forecasted levels.

Interim results are not necessarily indicative of results for a fiscal year as revenues and expenses
are seasonal. (See “PGW RATES AND CHARGES — 1990 Operating Budget.”)



6
‘: HISTORICAL REVENUES AND DEBT SERVICE COVERAGE
“ The financial operations for the years ended August 31, 1985 through 1989 and the revenues
N available for debt service are shown in the following table:
‘ (Dollar Amounts in Thousands)
. Years Ended August 31
1985 1986 1987 1988 1989
- Operating revenues ................... $495286 $477,127 $456,443 $469,567 3472,706
% OtherinCome. . ......oovitivnnrenanns. 15,906 15,643 12,295 15.940 12,858
§ Total revenues ................. 511,192 492770 468,738 485,507 485,564
= Adjustments. ......... ... e 227 2,124 527 1,837 1,581
f\ Project revenues................ 511,419 494894 469,265 487,344 487,145
ft‘» Operating expenses ...... e 444,591 429,406 396,634 415,411 419,303
& Less: depreciation .................... 16,390 16,634 21,707 23,615 21,887
¥ other adjustments............... 72 276 (563) (497) 1,662
g Net operating expense................. 428.129 412496  375.490 392,293 395,754
3 Net FEVENUES ... ......tmeresenn..s 83290 82398 93,775 _ 95051 91,391
Debt service requirements:
Revenue bonds ..................... 47,502 51,597 50,193 59,473 57,326
General obligation bond issued for
PGW®* 3,440 2,549 1,729 - -
Commercial paper notes ............ 5.268 4018 3.645 5,204 4,668
" Total Debt Service.................. 36,210 58,164 55,567 64,677 61.994
Net project revenues available for other
DUIPOSES .\ ovrvireeienneieernnenns $ 27080 § 24234 § 38.208 § 30,374 § 29.397
Debt service coverage: ' .
Revenue bonds ..................... 1.75x 1.60x 1.87x 1.60x 1.59x
Revenue bonds and general obligation
bonds........ ... .. i 1.63x 1.52x 1.81x . 1.60x 1.59x

* General obligation bonds matured in 1987 fiscal year.
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Projected Debt Service

The following table presents year-by-year debt service requirements of the previously issued Gas
works Revenue Bonds (First through Eleventh Series A, B & C), excluding the refunded portion of the
Seventh Series Bonds, the refunded portion of the Sixth Series Bonds, the refunded First Series Bonds,
the refunded Second Series Bonds, and the refunded portion of the Eighth Series Bonds, including the

s Eighth Series Bonds to be refunded with a portion of proceeds of the Twelfth Series A Bonds, and the

4, ,’L refunded Ninth Series Bonds. The table excludes the debt service on the Gas Works Notes and on the
g Lease Revenue Bonds.

Fiscal

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

Year Ending
{Aug. 1)

DEBT SERVICE REQUIREMENTS
GAS WORKS REVENUE BONDS

Existing
Debt Service
Gas Works
Revenue Bonds

$62,342,756.25
58,916,357.00

58,919,171.50
58,891,699.50
58,877,692.50
58,854,270.00
56,147,260.50
52,020,230.50
47,310,013.75
40,618,659.00
36,158,021.44
36,166,329.00
24,770,561.00
21,857,199.00
21,851,601.00
21,595,488.00
21,579,681.75
21,554,782.25
21,526,906.75
21,510,981.00
21,485,918.25
21,857,764.31
24,843,943.50
28,308,163.00
16,979,330.75
16,960,912.50

8,681,019.00

8,678,544.00

Debt Service
oa Twelfth

Series A Bonds

$ -529,199.18
3,514,482.50
3,519,022.50
3,514,022,50
3,514,667.50
3.515,227.50
3,515,257.50
3,514,297.50
3,516,200.00
3,515,055.00
3,516,780.00
3,515,600.00
3,515,600.00
6,430,600.00
6,425,600.00
6,425,600.00
6,425,600.00
6,430,600.00
6,431,000.00
6,429,600.00
6,425,500.00
6,427,800.00
3,445,000.00

Total
Debt
Service

$62,871,955.43

62,430,839.50
62,438.194.00
62,405,722.00
62,392,360.00
62.369,497.50
59,662,518.00
55,534,528.00
50,826,213.75
44,133,714.00
39,674,301.44
39,681,929.00
28,286,161.00
28,287,799.00
28,277,201.00
28,021.088.00
28,005.281.75
27,985,382.25
27,957,906.75
27,940,581.00
27,911,418.25
28,285,564.31
28,288,943.50
28,308,163.00
16,979,330.75
16,960,912.50

8,681,019.00

8,678,544.00



THE GAS COMMISSION

The Management Agreement provides for a five member Gas Commission consisting of the City
Controller, two members appointed by City 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
Management Agreement grants to the Gas Commission certain specified powers and duties and all
other powers not specifically granted to PFMC. The powers and duties granted to the Gas Commission
include fixing of PGW rates and charges, approval of personnel provided by PFMC, review of gas
supply contracts for approval by City Council, approval of changes in tests and standards of gas quality
and pressure, approval of the annual operating budget, review of the capital budget and
recommendations thereon to City Council, approval of certain [oans, access to and review of all books,
records and accounts of PGW, 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 approval of City Council.

PGW RATES AND CHARGES

Rate and tariff changes are proposed by PGW based on anticipated revenues and expenses,
required debt service coverage and need for funds for capttal expenditures, among other factors, PGW
submits an operating budget and capital budget for each fiscal year of PGW to the Gas Commission for
review, revision and approval. The operating and capital budgets are used to help establish required
rate increases.

The Gas Commission holds public hearings on proposed rate increases at which PGW and other
interested parties are permitted to present evidence supporting their position with respect to the rates.
Community Legal Services, [nc. 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 its findings. These orders may direct PGW to reduce expenses in certain areas or increase
spending on certain items or to undertake specific projects. The Gas Commission considers all of these
factors before determining whether to accept, modify or reject the rate increases proposed by PGW.
The Gas Commission orders regarding rates may be appealed to the Court of Common Pleas of
Philadelphia County.

The rates fixed by the Gas Commission, to be charged by PGW for providing gas and related
services, are subject to various statutory provisions. The General Ordinance and the Management
Agreement, the complete text of which was authorized by ordinance, each contains a rate covenant. In
addition, the Philadefphia Home Rule Charter contains a rate covenant which, in the absence of any
other applicabie rate covenant, would govern PGW’s rates. See Appendix B for details of the General
Ordinance.

The Management Agreement directs the Gas Commission, without further authorization of City
Council, to fix rates and charges (other than charges to the City and the Philadelphia Board of
Education, which are subject to approval of City Council) which, together with other Project Revenues,
will in each fiscal year produce revenues sufficient, at a minimum:

(a) to pay all the operation and maintenance costs and expenses of PGW, including, but not
limited to, depreciation, employee retirement costs and a management fee to PFMC not exceeding
$300,000 annually, and to pay interest and amortization becoming due in such fiscal year on debt
incurred for PGW:

(b) to make annual payments to the City in the aggregate principal amount of $18 million;
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(¢) to provide appropriations for debt reduction and capital additions not otherwise provided
which are determined by the Gas Commission to be reascnable and which are approved by City
Council; and

(d) to provide reasonable additions 10 working capital as may be determined by PFMC and
approved by the Gas Commission.

The Management Agreement provides that, for purposes of complying with such rate
requirement, the amount of operating expenses which do not represent an actual outflow of funds
(e.g., depreciation) may be included in revenues in determining whether revenues are sufficient 10 meet
other costs, expenses and requirements.

The Management Agreement also requires the rate schedules to be non-discriminatory and based
on a suitable and reasonable classification of the services provided, taking into consideration the
nature and purpose of the use, the quantity used, the tirne when used, the available supply of gas and
other competing fuels, the maximum demand, the State and Federal laws, regulations and guidelines.
The Gas Commission has granted a 20% discount to persons 65 years of age and over for residential
use. - : )

Rate Proceedings

On May 29, 1986, PGW filed a request for a base rate increase with the Gas Commission designed
to produce net additional base revenues in the fiscal year commencing September !, 1986 of
$£59 million. On March 3, 1987, the Gas Commission granted a base rate increase, which became
effective May 7, 1987, designed to produce net additional base revenues for the period January I,
1987, through August 31, 1987, the fiscal year end, of $28.65 million. On September 16, 1987, the Gas
Commission ordered that the base rate be annualized to produce the same level of base revenues for
the fiscal year ending August 31, 1988. On June 3, 1988, PGW filed a rate request for a base rate
increase with the Gas Commission designed to produce additional base revenues in the fiscal year
commencing September 1, 1988 of $49 million. On October 13, 1988, the Gas Commission rejected
this request and established base rates reflecting a $2 million reduction in base revenues, effective as of
September [, [988.

In connection with its rate decision of Qctober 13, 1988, the Gas Commuission suggested certain
expense reductions to allow PGW 1o meet its financial obligations and achieve a debt service coverage
level estimated at 1.79. In response to this rate decision, PGW developed an operational plan for fiscal
year 1989 which included extensive reductions in operating expenses. Personnel levels were reduced by
PGW through attrition and the impiementation of an early retirement program, which together were
expected to result in staffing levels at fiscal year end being approximately 10% below previousty
budgeted levels. Actual results for fiscal year 1989 showed a decrease for personnel costs of 11.9%
compared to the original budget for 1989. All other operzting expenses were reviewed and selective
reductions were implemented. Other reductions in operating expenses (excluding weather related raw
materials) for such items as advertising, promotion, company dues and subscriptions and purchased
services produced a 1.7% decrease in operating expenses from the original budget numbers. Although
PGW did not achieve the debt service coverage level estimated by the Gas Commission on October
}‘38 é 988, the foregoing initiatives and other measures did produce debt service coverage for fiscal year

of 1.59.

[y

PGW Budget and Rate Increases

The Management Agreement requires PGW to prepare an annual operating budget and an
operating forecast for four years comprising the ensuing year and the three years following the budget
Year. The operating budget and forecast are subject to the approval of the Gas Commission. PGW also
Prepares annually a proposed capital budget and a forecast for six years comprising the budget year and
the five years following the budget year. The capital budget and forecast are reviewed by the Director
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of Finance of the City and the Gas Commission and are foerwarded to City Council for approval. These
forecasts are estimates and are frequently amended lo accommodate changing events and the passage
of time,

In August 1989, while preparing for the issuance of the Lease Revenue Bonds, PGW proposed an
operating budget for fiscal year 1990 that included a base rate increase in fiscal year 1990 designed to
produce additional revenues in such fiscal year of $15,000,000. After discussion with Gas Commission
representatives, PGW determined that a combination of further manpower expenditure reductions and
institution of charges for customer services would enable PGW to design an operating budget requiring
no base rate increase that would nevertheless satisfy the debt service coverage requirements imposed
by the Rate Covenant and meet the operating nee: of PGW. The budget reflected extensive operating
and administrative adjustments made during the Z2ceding two fiscal years, during which no base rate
increases were implemented.

In November 1989 PGW received a management audit of its operations performed at the request
of the Gas Commission by Schumaker & Company, a management consulting firm based in Ann
Arbor, Michigan. The management audit included 149 recommendations to improve PGW's
operations and financial results, which were accepted by the Gas Commission. The Gas Commission
in November 1989 voted to implement immediately ten of those recommendations and o review the
remaining recommendations for possible future implementation. The Gas Commission also appointed
a task force to oversee implementation of the recommendations. Action plans have been developed by
the task force for implementation of 64 recommendations contained in the Audit Report. Additional
action plans will be developed by PGW for the remaining recommendations.

1990 Operating Budget

PGW revised its operating budget for fiscal year 1990 in early January 1990 to reflect the
anticipated changes in income and expenses expected 10 occur during the remainder of fiscal year 1990
as a result of implementation of certain of the management audit recommendations, including the
establishment of desktop publishing, acceleration of billing for reimbursable capital projects and
reduction of time between meter reading and billing. The revised budget prepared by PGW was
approved by the Gas Commission on January 9, 1990. PGW presently estimates that its financial
results will be approximately equivalent to last year's performance and estimates that it will achieve
debt service coverage in excess of that required by the General Ordinance, although there can be no
assurance that such coverage ratio will in fact be achieved.

The approved budget assumes the issuance by the City of $75,000,000 Gas Works Revenue
Bonds, Twelfth Series B during fiscal year 1990 and reflects the partial refunding of the Eighth Series
Bonds with the proceeds of the Twelfth Series A Bonds.

Operating Forecast and Rate Increases

Included in the operating forecast prepared in connection with the operating budget for fiscal year
1990 are proposed base rate increases of $31,000,000 during fiscal year 1991 (representing an increase
of 6.4% over fiscal year 1990 revenues) and of $27,000,000 during fiscal year 1993 (representing an
increase of 4.9% over fiscal year 1992 revenues). These base rate increases are estimated to be required
to produce additional revenues sufficient to meet the anticipated requirements of PGW's capital
improvement program, operating expenses and Rate Covenant requirements. The operating forecast
does not take into account additional possible savings from implementation of the remaining
recommendations of the management audit. Since the fiscal year 1990 operating budget and the fiscal
year 1991-1993 operating budget forecasts are merely estimates which are subject to significant
changes over time there can be no assurance that the estimated rate increases will not be subject to
revision or elimination or that any rate increases proposed by PGW will be approved by the Gas
Commission or implemented so as to produce the projected base rate revenue increases.
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Sales

PGW’s operating budget for fiscal 1990 anticipates total operating revenues from the sale of gas of
$487,102,000. The forecast of sales is based on an analysis of historical usage patterns and utilizes a
normal (average) weather pattern containing 4,600 degree days. Factors considered include the actual
growth or decline in number of customers, changes in rates of consumption by customers in each rate
classification, the existing and anticipated price advantage of natural gas over alternative fuels, the
availability of natural gas, and the likelihood of PGW’s participation in new construction and
rehabilitation projects. The operating budget also includes anticipated Load Balancing Service (LBS)
sales which are interruptible sales to industrial and commercial users. LBS sales are 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 sales are expected to increase by 2.9 bef in fiscal year 1990 or 4.1 percent from fiscal year
1989. Steamn system conversicag are partially responsible for this projected growth. Annual firm sales
for fiscal 1990 are budgeted at 62.7 bef, an increase of .7 bef over fiscal 1989. Interruptible sales are
expected 1o reach 12.8 bef in fiscal 1990, representing a growth of 21.3 percent over 1989.

PGW anticipates that there will not be a significant increase in customers in the near future. The
residential customer base will remain relatively stable despite the lack of growth in the Ciry's
population. Commercial and light industnal customer growth is expected to be stronger resulting from
new construction, rehabilitation, conversion to gas from other sources and the introduction of new gas
technologies such as air conditioning and, possibly, cogeneration. Included in PGW’s sales forecast are
the conversion of primarily commercial customers from the Philadelphia center city steam loop.
PGW's Marketing Department estimates that approximately 50% of the steam loop will be converted
to gas by 1994. To enhance this effort, PGW has recently begun to market gas-fired chiller/heaters
rather than straight boiler conversions to this group of customers which would provide even greater
savings to these customers relative to their current energy costs. Increases in interruptible sales are
difficult to predict since they are partly opportunistic and depend on many factors outside of PGW's
control including the price of oil and the number of experienced heating degree days. Total PGW
interruptible sales have fluctuated between 10.4 and 12.6 bef/yr. since 1984 compared to a high water
mark of 21 bef in 1980. For discussion of PGW’s sales in prior years, see “MANAGEMENT'S
DISCUSSION AND ANALYSIS OF THE SUMMARY STATEMENT QF INCOME.”

Capital Improvement Program

The operating budget and forecast also incorporates assumptions about anticipated expenditures
for the Capital Improvement Program over the next six fiscal years. 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 1o maintain its
plant and equipment in a safe, adequate and reliable manner. The capital budget and forecast includes
the automated meter reading program which is planned to take Il years 10 complete and which the
management audit also recommended. Other major investments included in the Capital Improvement
Program over the next six fiscal years are for additions and replacements to the distribution system and
replacement of liquefaction facilities at the 25 year old Richmond LING plant. Other major proposed
Richmond plant expenditures are construction of an iron and pipe shop building and an LNG vapor
bypass of the north yard facilities which will provide the operational flexibility needed to meet
distribution system flow requirements.

PGW plans to spend approximately $14.8 million for the initiation of the automatic meter reading
(AMR) program. Under the proposed implementation plan 50,000 customers per year over the next 11
years would be converted to AMR. If implemented as proposed, PGW will be among the first utilities
In the United States to convert to AMR on a large scale. Additional amounts are expected to be spent
on new and replacement meters, regulators, and shop equipment. Distribution items account for 62.9
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percent of the Capital Improvement Program budget, customer service for 12.7 percent, gas supply for
14.2 percent, transportation for 4.7 percent and other itemns for 5.5 percent.

In fiscal year 1990, the City on behalf of PGW expects to issue approximately $75 million Gas
warks Revenue Bonds, Twelfth Series B to pay for various capital expenditures. PGW’s financial
forecast for fiscal years 1990-1994 anticipates the issuance of Thirteenth Series Gas Works Revenue
Bonds in 1991, Fourteenth Series Gas Works Revenue Bonds in 1992 and Fifteenth Series Gas Works
Revenue Bonds in 1994, each in the aggregate principal amount of approximately $75,000,000.

GAS SUPPLY AND REGULATION OF FEEDSTOCKS

PGW has contracts for natural gas with two major interstate pipeline companies which account for
virtually all of PGW's gas supplies. In addition, it relies on pipeline storage gas deliveries under storage
contracts with the same pipeline companies, [t also owns and operates supplemental LNG, SNG and
propane-air facilities to meet incremental demand in excess of pipeline and storage supplies. Portions
of its SNG facility are not presently in use for the production of gas. A preliminary decision has been
made to discontinue maintenance on the unused portion of the plant. A decision on the most effective
disposition/disposal of the unused portions of the plant will be made in the future. PGW’s supplies of
natural gas, LNG and propane-air are adequate to meet its projected demand under either normal or
design (colder-than-normal) conditions through 1992, The price and supply of interstate natural gas
and certain feedstocks for PGW gas manufacturing facilities are regulated by the Federal Energy
Regulatory Commission. Pursuant to legislation included in the National Gas Policy Act, regulation of
the price of interstate natural gas was phased out gradually and terminated on January 1, 1985.

INSURANCE

PGW is principally insured through insurance carriers. PGW's property is insured against the risk
of loss or damage, without aggregate limits, in the amount of $250 million per occurrence with a
$100,000 deductible; subject, however, to an annual aggregate limit of $100 million for earthquake and
an annual aggregate limit of $50 million for flood, generally, and to lower flood limits as to the
Richmond Plant. In addition, PGW maintains boiler and machinery, blanket crime, and other forms
of property insurance. With respect to incidents arising on or after October 1, 1986, PGW has
maintained policies of liability insurance insuring against the risk of damage or injury to the public for
$25 million in excess of $500,000 for any one incident, generally without aggregate limits, and for
incidents exceeding the foregoing coverage, there is aggregate coverage of $175 million. PGW also
maintains $25 million of workers' compensation insurance in excess of $500,000 per incident for on-
duty injuries to employees. A reserve is also maintained by periodic charges to income (0 cover current
estimated iosses which are excluded from coverage under the deductible provisions of the liability
insurance policies. Charges against the reserve are made as claims are settled.

LITIGATION

A gas explosion in fiscal year 1979 resulted in personal injury, deaths and substantial property
damage. Claims related to this incident have been made against PGW. Certain of the claims are for
Punitive damages, which may be outside the scope of PGW liability insurance coverage, which has a
3500,000 deductible. Although discovery has not been compieted, PGW is not presently aware of any
facts which would give rise to awards for punitive damages.

PGW is a defendant in three additional cases arising from explosions in which damages claimed
exceed the $500,000 deductible portion of its insurance coverage. PGW’s liability would be limited in
each case to its $500,000 deductible. In one case, settlement is expected for much less than $500,000.
The other cases are in the discovery stage, and their outcome cannot be determined at this time.

34




SRS

Wt

L L)
forle?

e

55
T

..?_“

hd
"

SV e

-

(i
FET

Lt
*d

Four explosions occurred in 1988, as a result of which claims for property damage and personal
injury for two occurrences are expected to exceed $500,000; claims for property damage and personal
injury for the two remaining occurrences are expected to aggregate $500,000. PGW liability in each
occurrence is limited to its $500,000 deductible.

One explosion in 19‘89 and one in 1990 are each expected to generate claims exceeding PGW’s
insurance deductible limit of $500,000. Another explosion in 1990 is expected to generate claims
below the $500,000 deductible limit.

UNDERWRITING

The Underwriters have jointly and severally agreed, subject to certain terms and conditions, to
purchase the Twelfth Series A Bonds from the City at a purchase price of $45,795,352.04 (including an
original issue discount of $3,983,850.00),.plus accrued interest. The Underwriters’ obligations are
subject 1o certain conditions precedent, and they will be obligated to purchase all of the Twelfth Series
A Bonds if any are purchased. The Twelfth Series A Bonds may be offered and sold to certain dealers
and others at yields or prices lower than the offering price stated on the cover page hereof, and such
public offering price may be.changed, {rom time to time, by the Underwriters without prior notice.

RATINGS ‘

Moody’s Investors Service and Standard & Poor’s Corporation have given the Twelfth Series A
Bonds ratings of “Aaa” and “AAA", respectively, based upon the issuance of the Municipal Bond
Insurance Policy by AMBAC. Any explanation concerning the significance of such ratings must be
obtained from the rating agencies. Certain information and materials concerning the Twelfth Series A
Bonds and AMBAC were furnished to the rating agencies by PGW, the City, AMBAC and others. If, in
their judgment, circumstances so warrant, the rating agencies may lower or withdraw their respective
ratings. Should a downward change or withdrawal of either rating occur, it could have an adverse effect
on the liquidity and the price of the Twelfth Series A Bonds in the secondary market.

TAX MATTERS

Tax Exemption-Opinion of Co-Bond Counsel

The Internal Revenue Code of 1986, as amended (the “Code™) contains provisions relating to the
tax-exempt status of interest on obligations issued by governmental entities which apply 1o the Twelfth
Series A Bonds. These provisions include, but are not limited to, requirements relating to the use and
investment of the proceeds of the Twelfth Series A Bonds and the rebate of certain investment earmnings
derived from such proceeds to the United States Treasury Department on a periodic basis. These and
other requirements of the Code must be met by the City subsequent to the issuance and delivery of the
Twelfth Series A Bonds in order for interest thereon to be and remain excludable from gross income
for purposes of federal income taxation. The City has covenanted to comply with such requirements.

In the opinion of Co-Bond Counsel, interest on the Twelfth Series A Bonds is not includable in
gross income for purposes of federal income taxation under existing statutes, regulations, rulings and
court decisions. The opinion of Co-Bond Counsel is subject to the condition that the City comply with
all applicable federal income tax law requirements that must be satisfied subsequent to the issuance of
the Twelfth Series A Bonds in order that interest thereon continues to be excluded from gross income.
Failure to comply with certain of such requirements could cause the interest on the Twelfth Series A
Bonds 1o be so includable in gross income retroactive to the date of issuance of the Twelfth Series A
Bonds. The City has covenanted to comply with all such requirements. Interest on the Twelfth Series A
Bonds is not treated as an item of tax preference under Section 57 of the Code for purposes of the
individual and corporate alternative minimum taxes; however, under the Code, to the extent that
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interest on the Twelfth Series A Bonds is a component of a corporate holder’s “adjusted net book
income” (or “‘adjusted current earnings™ for taxable years beginning after December 31, 1989), a
portion of that interest may be subject to the corporate alternative minimum tax. Co-Bond Counsel
express no opinion regarding certain collateral federal tax consequences relating to the Twelfth Series A
Bonds or the receipt of interest thereon. See Co-Bond Counsel's discussion of “Collateral Federal Tax
Consequences” below.

In the opinion of Co-Bond Counsel, under the laws of the Commonwealth of Pennsylvania as
enacted and construed on the date hereof, the Tweifth Series A Bonds, their transfer and the income
therefrom (including any profits made on the sale thereof) are free from taxation for state and local
purpases within the Commonwealth of Pennsylvania, but such exemption does not extend to gift,
estate, succession or inheritance taxes or any other taxes not levied or assessed directly on the Twelfth
Series A Bonds, their transfer, the income therefrom or profits made on the sale thereof. Specifically,
the Twelfth Series A Bonds, their transfer, and the income therefrom (inciuding any profits made on
the sale thereof), are exempt from personal property taxes in Pennsylvania, the Peansylvania personal
income tax and the Pennsylvania corporate net income tax.

Tax Treatment of Origi;al Issue Discount Bonds

The initial public offering prices of the Capital Appreciation Bonds and those Current Interest
Bonds scheduled to mature on May 15, 2012 (the “Discount Bonds™) are less than the amount payable
on such Twelfth Series A Bonds at stated maturity. The difference, in each case, between the initial
public offering price of the Capital Appreciation Bonds and Discount Bonds and the principal amount
payable thereon at maturity constitutes interest. A portion of such interest (the **Original Issue
Discount™), depending on the holding period of any Capital Appreciation Bond or Discount Bond by
each owner, will, upon the disposition of such Capital Appreciation Bond or Discount Bond by each
owner (including redemption or payment at maturity), be treated as interest excludable from gross
income for Federal income tax purposes. Such interest on a Discount Bond is considered to be accreted
actuarially in accordance with the constant interest method over the life of the Discount Bond, taking
into account the semiannual compounding of accrued interest, at the yield.to maturity on such
Discount Bond. Such interest is treated as accruing on the Capital Appreciation Bonds in an amount
equivalent to the increase in the Accreted Values of the Capital Appreciation Bonds during the
semiannual accrual periods on May 15 and November 15 of each year, commencing May 15, 1990.
The table of Accreted Values contained under the caption “DESCRIPTION OF THE TWELFTH
SERIES A BONDS™ herein can be used to determine the amount of semiannual accrual for purposes
of determining the amount of such accreted interest. Between the semiannual accrual periods of the
Capital Appreciation Bonds, a ratable portion of the increase in the Accreted Values between such
semniannual accrual periods shall be taken into account as the accreted interest. Such interest will be
subject to certain collateral federal tax consequences as described below. For the purpose of
determining the adjusted basis of a Capital Appreciation Bond or Discount Bond, the holder thereof
will increase his adjusted basis of the Capital Appreciation Bond or Discount Bond by the amount of
Original Issue Discount which shall have economically accrued under the constant interest method as
tax-exempt interest income during the period such Capital Appreciation Bond or Discount Bond was
held by the holder. The adjusted basis will be used to determine taxable gain or loss upon disposition
(including redemption or payment at maturity).

Owners of any of the Capital Appreciation Bonds or Discount Bonds should cqnsplt with their
own tax advisors with respect to the consequences of owning such Capital Appreciation Bonds or
Discount Bonds, including the effect of such ownership under applicable state and local law.
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Collateral Federal Tax Consequences

Alternative Minimum Tax and Environmental Tax. The Code includes, for purposes of the
corporate alternative minimum tax, a preference item consisting of, generally, one-half of the excess of
a corporation’s “‘adjusted net book income” (i.e., the net income or loss of the taxpayer set forth on the
taxpayer's applicable financial statement with certain adjustments) over its ‘“‘alternative minimum
taxable income™ (computed without regard to this particular preference item and the alternative tax
net operating loss deduction). For taxable years beginning after December 31, 1989, in lieu of the
above, alternative minimum taxable income is increased by seventy-five percent of the amount by
which “adjusted current earnings” exceeds alternative minimum taxable income, Thus, to the extent
that tax-exempt interest (including interest on the Twelfth Series A Bonds) is a component of a
corporate holder’s *adjusted net book income"” (or “‘adjusted current earnings™ for taxable years
beginning after December 31, 1989), a portion of that interest may be subject to an alternative
minimum tax,

In addition, Section 59A of the Code imposes a tax on corporations equal to 0.12 percent of the
excess of “modified alternative minimum taxable income™ over $2,000,000 (the Environmental Tax).
Modified alternative minimum taxable income is defined generally in the same manner as “alternative
minimum taxable incomée.” The Environmental Tax is imposed whether or not the taxpayer is subject
to the corporate alternative minimum tax and is deductible from gross income. To the extent that tax-
exempt interest (including interest on the Twelfth Series A Bonds) is a component of a corporate
holder’s “‘adjusted net book income™ (or “*adjusted current earnings™ for taxable years beginning after
December 31, 1989) and thus a component of a corporate holder’s “modified alternative minimum
taxable income,” a portion of that interest may be subject to the Environmental Tax.

Branch Profits Tax. Under the Code, foreign corporations engaged in a trade or business in the
United States will be subject to a **branch profits tax” equal to thirty percent (30%) of the corporation’s
“dividend equivalent amount” for the taxable year. The term “‘dividend eqmvalent amount” includes
interest on tax-exempt obligations.

S Corporations with Passive Investment Income. Section 1375 of the Code imposes a tax on the
income of certain small business corporations for which an S Corporation election is in effect and that
have “‘passive investment income.” For purposes of Section 1375 of the Code, the term “passive
investment income” includes interest on the Twelfth Series A Bonds. This tax applies to an
S Corporation for a taxabie year if the S Corporation has Subchapter C earnings and profits at the close
of the taxable year and has gross receipts, more than twenty-five percent (25%) of which are *‘passive
investment income.” Thus, interest on the Twelfth Series A Bonds may be subject to federal income
taxation under Section 1375 of the Code if the requirements of that provision are met.

Social Security and Railroad Retirement Benefits. Under Section 86 of the Code, certain Social
Security and Railroad Retirement benefits (the “benefits”) may be includable in gross income. A
portion of the benefits is includable in gross income if the sum of (i) the “modified adjusted gross
income™ of the taxpayer for the taxable year, plus one-half of the benefits received during the taxable
year, exceeds (i) the “base amount” (i.e., $25,000; $32,000 in the case of a taxpayer filing a joint
return; and zero in the case of a married individual who does not file a joint return and does not live
apart from his spouse at all times during the taxable year). The term “modified adjusted gross income”
ts generally defined as ““adjusted gross income" increased by the amount of interest received or accrued
by the taxpayer during the taxable year which is exempt from tax (including interest on the Twelfth
Series A Bonds).

Deduction for Interest Paid by Financial Institutions to Purchase or Carry Tax-Exempt
Obligations. The Code, subject to limited exceptions, denies the interest deduction for indebtedness
incurred by banks, thrift institutions and other financial institutions to purchase or carry tax-exempt
obligations, such as the Twelfth Series A Bonds. The denial to such institutions is one hundred percent
(100%) of the deduction for interest paid on funds allocable to tax-exempt obligations.
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Property or Casualty Insurance Company. The Code provides that a property or casualty
insurance company may also incur a reduction, by a specified portion of its tax-exempt interest
income, of its deduction for losses incurred.

No assurance can be given that legislation will not be proposed and enacted into law in the future
which would cause the interest on tax-exempt obligations to be subject directly or indirectly to federal
incomne taxation or adversely affect the market price of tax-exempt obligations, or otherwise prevent
the holders of tax-exempt obligations from realizing the full current benefit of the status of the interest

thereon.

CERTAIN LEGAL MATTERS

Al legal matters incident to the authorization, issuance and sale of the Twelfih Series A Bonds are
subject to the approval of the legality of the issuance of the Twelfth Series A Bonds by Dilworth,
Paxson, Kalish & Kauffman and Hope C. Lefeber, Esquire, both of Philadelphia, Pennsylvania, Co-
Bond Counsel. The proposed form of such opinion is inciuded herein as Appendix E Certain legal
matters will be passed upon for the Underwriters by Fineman & Bach, P.C. and Evans & Williams,
both of Philadelphia, Pennsylvania. Certain legal matters will be passed upon for the City by the Office
of the City Solicitor and for PGW by Obermayer, Rebmann, Maxwell & Hippel, of Philadelphia,
* Pennsylvania. Dilworth, Paxson, Kalish & Kauffiman has represented PGW in various matters,
including matters before the Federal Energy Regulatory Commission and the Philadelphia Gas
Commission, and certain other matters unrelated to this financing.

EXPERTS

The financial statements of PGW as of August 31, 1989 and for the year then ended have been
audited by Deloitte Haskins & Sells, independent certified public accountants, as set forth in their
report in Appendix A. Such audited financial statements of PGW have been included in this Official
Statement in reliance upon the report of Deloitte Haskins & Sells and upon their authority as experts in
accounting and auditing. The financial statements of PGW as of August 31, 1988 and the year then
ended have been audited by Coopers & Lybrand, independent certified public accountants, as set forth
in their report in Appendix A.

NO LITIGATION CERTIFICATE

There is no controversy or litigation of any nature now pending or threatened restraining or
enjoining the issuance, sale, execution or delivery of the Twelfth Series A Bonds, or in any way
contesting or affecting the validity of the Twelfth Series A Bonds or any proceedings of the City taken
with respect to the issuance or sale thereof, or the pledge or application of any monies or security
provided for the payment of the Twelfth Series A Bonds or the existence or powers of the City.

Upon the delivery of the Twelfth Series A Bonds, the Office of the City Solicitor will furnish a
certificate 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
disciosed in the Official Statement, no litigation or other fegal proceedings are pending, or, to the best
of its knowledge, threatened, to restrain or enjoin the issuance or delivery of the Twelfth Series A
Bonds or the collection or pledge of any monies provided for the payment of the Twelfth Series A
Bonds or contesting or affecting the validity of the Twelfth Series A Bonds or contesting the powers of
the City or its authority for the issuance of such Bonds.
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VERIFICATION OF MATHEMATICAL COMPUTATIONS

The accuracy of (a) the mathematical computations of the adequacy of the maturing principal
amounts of and interest on the investments held pursuant to the Escrow Deposit Agreement to pay
(1) interest when due on all refunded Eighth Series Bonds from May 15, 1990 to May 135, 1995,
inclusive: and (2) on Mdy 15, 1995 the principal amount and applicable redemption premium of
£9,520,000 principal amount of the outstanding Eighth Series Bonds maturing on May 15, 2005, and
$31,165.000 principal amount of the outstanding Eighth Series Bonds maturing on May 135, 2015, and
(b) the mathematical computations supporting the conclusion that the Twelfth Series A Bonds are not
“arbitrage bonds’ under the Internat Revenue Code of 1986, as amended, will be verified solely as to
mathematical accuracy by DOBBS, RAM & Co. of Atlanta, Georgia.

NEGOTIABLE INSTRUMENTS

The Act provides 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.

CERTAIN REFERENCES

All summaries of the provisions of the Twelfth Series A Bonds and the security therefor, the Act,
the General Ordinance and the Twel{th Supplemental Ordinance set forth herein and in Appendix B
hereof. and all summaries and references to other materials not purported to be quoted in full are only
brief outlines of certain provisions thereof and do not constitute complete statements of such
documents or provisions. Reference is made hereby to the complete documents relating 10 such
matters for the complete terms and provisions thereof. So far as any statements are made in this
Official Statement involving matters of opinion, whether or not expressly so stated, they are made
merely as such and not as representations of fact.

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

CITY OF PHILADELPHIA

" W%/M/

Mayor -

(\J’\O\(\AAQM ‘

City Solicit

City Copipoller
Approved:

\d.%QA M C//{Q/U\C/qﬁ
DIFE(@_ of Finance
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PHILADELPHIA GAS WORKS
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Contreoller of the
City of Philadelphia and the
Chairman and Members of the
Philadelphia Gas Commission
Philadelphia, Pennsylvania

We have audited the accompanying balance  sheet of the
Philadelphia Gas Works as of August 31, 1988 and the related
statements of income, changes in City equity and changes in
financial position for the year then ended. These financial
statements are thé responsibility of the Company’s management.
our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform the audit to 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 evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our
opinion. 3

In our opinion, the financial statements referred to
above present fairly, in all material respects, the financial
position of the Philadelphia Gas Works as of August 31, 1988 and
the results of its operations and changes in its financial
position for the year then ended in conformity with generally

accepted accounting principles.
<
J

2400 Eleven Penn Center
Philadelphia, Pennsylvania
October 28, 1988
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PHILADELPHIA GAS WORKS

Financial Statements for the Years
Ended August 31, 1989 and 1988,
Required Pension Supplementary
Information and Independent
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PHILADELPHIA GAS WORKS

BALANCE SHEETS

August 31, 1989 AND 1988
{thousands of dollars) (thousands of dollars)
ASSETS Hotes 1989 19818 EQUITY AND LIMBILITIES Hotes 1989 1988
votiljty plant, at original cost:. - 1
In service $816,951 $765,18% City equity 2 $201, 181 5200, 856
Undetr consttuction 23,241 21,816 - Y
Total 840, 248 787,601 -
Long-term debt: 7
Less accumulated depreclatlon 238,472 220,978 Revenue bonds 513,913 517,275
Subordinate lease obligation 24,170 -
Total long-term debt 538,103 517,275
Utlllty plant, net 601,776 566,623 = -restes
Current liabilities:
Haotes payable 5 82,000 34,1758
Sinking fund, revenue bonds 31,7 70,229 £7,1448
Capital ilmpcovement funda 3,7 4,646 32,2130 Current portion of long-~
term debr: 7
Currfent Aasets: 3 Revenue bonds 21,414 19,878
Cagh 57 598 Subordinate lease obligatian 361 -
Temporacry lnveatments 87,1740 19,457
[ Accountsd payahle 24,620 24,334
$\ 87,191 40,055
Customer3’ deposits 3,685 3,331
Accounts receivable;
Customers 87,994 83,734 Other current liabilities and
Othacs 4,132 1,929 deferred credits 1,6,10 18,166 11,582
Accrued gas revenues 1 6,450 6,150
Accumulated provision for Accrued accounts:
uncallectible accounts (39,181 {40,851} Interest, taxes and wages 13,8138 14,518
Accounts receivable, net 5%,1395 51,562 Ciscribution to the City 2 3,000 3,000
Materials and supplles 1 42,345 17,419
Other current aasets and Total current liabilities 167,282 111,418
deferred debitcs 10 6,043 3,778
Tota)l current assets 195,581 L42,814
Other }iabilities and
Unamoctized bond Issuance costa 1 5,687 4,999 deferred credita 10 L5,158 6,855%
Unamortized losses on reacquired
debt 1,7 20,538 8,249 Comnitments and contingencies 10 - -
Other assets and deferced
~debitsa 4,10 23,467 13,941
e st s
Total assets $921,924 §836,004 Total equity and liabilities $921,924

;

§836, 004
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PHILADELPHIA GAS WORKS

STATEMENTS OF INCOME
for the years ended August 31, 1989 and 1988

{thousands of dollars)

botes 1989 1988
Operating revenues: 1,6,7
Non-heating 5 87,607 5 93,115
Heazing 179,673 372,007
Unbilled gas adjustment {3001 (850]
Total gas revenues 466,980 464,272
Qther operating revenues 5,726 5,29%
Total operating revenues 472,706 469,567
Operating expenses:
Natural gas 1,6 218,087 229,284
Other raw material {155} 549
Gas processing 24,565 24,062
Customer secrvice 20,382 20,786
Distribution . - 16,244 16,562
Collection 7,132 8,277
. Meter reading 5,954 6,035
Appropriaticn for uncollectible
reserve : 19,297 20,698
Customer relations 8,306 B,677
Customer accounting 2,984 3,168
Marketing 2,979 4,331
. Administrative and general 27,185 28,413
- Penstions 1,9 21,497 17,016
L Taxes 5,831 6,398
i Tota! except depreciation 400,288 194,256
Deoreciation 1 21,887 23,615
Less depreciation distributed
through clearing accounts 1 2,872 2,460
Total . 19,015 ° 21,155
Total operating expenses 419,303 415,411
Operazing income 53,403 54,156
Intezrest and other income I 12,858 15,5840
Income before interest 66,261 70,096
Interest:
iLong-term debt 40,815 42,474
Othert 8,104 7,291
Allowance for funds used during 1
construction (1,183) {1,190}
Total intetest 47,736 48,575
Net income 18,525 21,521
Discribytion to City of Philadelphia 2 18,000 18,000
Transferred to City equity $ 525 5 3,521

See notes to financial statements.




PHILADELPHIA GAS WORKS

STATEMENTS OF CHANGES IN CITY EQUITY
for the years ended pugust 31, 1989 and 1988

{thousands of dollars)

1989 1988
Balance, beginning $200,856 $197,335
pransferred from statement of income 525 3,521
Balance, ending $201,381 $200,856

See notes to financial statements.
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PHILADELPHIA GAS WORKS

STATEMENTS OF CHANGES IN FINANCIAL POSITION
for the years ended hugust 31, 1989 and 1988

{thousands of dollars)

1989 1988
source of working capital:
Operations:
Net income $ 18,525 § 21,521
Jtems not requiring (providing) working
capital:
pepreciation and amortization 27,814 28,405
Appropriation to reserve for injuries
and damages 545 2,605
allowance for funds used during construction 11,380) (1,625}
Working capital provided by operatians 45,504 50,9086
proceeds from sale of equipment L75 82
Proceeds from issuance of long-term debt 157,520 -
Costs of long-term debt issuances and
losses on reacquired debt {16,032} 170
Sinking fund withdrawals (net} - 1,524
Capital improvemént fund withdrawals 27,584 53,040
Contributions in aid of construction 2,233 5,213
Total sources of working capital 216,983 110,935
Applications of working capital:
Construction expenditutes 55,826 73,388
Cost of removal of plant in service 2,242 2,819
rReduction of long-term debt 136,692 20,840
Payment of injuries and damages claims 1,534 2,108
Distribution to City of Philadelphia 18,000 18,000
Sinking fund deposits (net) 1,081 -
Payment of waste removal COSts 1,915 3,162
Capital/reimbursable expenditures (net) 1,199 1,842
Total applications of working capital 220,480 122,159
(Decrease) in working capital 13,497} (11,224}
Summaty of net changes in working capi;al:
Increase (decrease} in current assets:
Cash and temporary investments 47,742 {45,492
Aczounts receivable (net) 7,833 (10,523)
Haterials and supplies (5,073) 4,323
Cther cutrent assets and deferred debits 2,265 1,270
Increase (decrease) in current assets 52,767 {50,421)
Increase (decrease) in current liabilities:
Notes payable 47,625 (48,525)
Current poction of long-term debt 1,897 3,749
Accounts payable 286 868
Customers' deposits 3154 426
Other current liabilities and deferred
credits 6,784 3,782
Accrued interest, taxes and wagyes (682) 503
Increase {(decrease) inm current liabilities 56,264 {39,197}
(Decrease) in working capital L 3,497) §{11,224)

See notes to financial statements.
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ES TO FINANCIAL STATZMENTS

o
the Years Ended Augusc 31, 1989 and 1988

SUMARY OF SIGMITICANT ACCCWRITING POLICIZS:

tirg methods emploved by the Philadeiphiz Gas wor
ibed by the Cicy of Philadelphia (Cic ]
rz in accerdance with generally accepted accounting ori

= ¢ &I2 |9} S el
The principal zccounzing policies within this framework ars descrimed as

Regularicn
The Comzany 15 subjsc: o the rules and rzgulations of the Fhiladelpnia
1zs accounts in accoréance

Ges Comission (PGC) and generzlly maintains
with the orescribed Unif Svst=m oI Accounts.

On Junme 2, 1988 the Campany filed witch o
o} ting budcet and & reguest to increa

54%,000,000. Cn Oczopar 13, 1988, the PGC rejected the Company's June 3,
1988 request :Igr a 545,000,000 base rzte incrzase and escablished rates
reflecting & 32,000,000 decrease in base rates,

tilicyv Planc

Utility plapt is szated at original cost, Ucilicy plant in service
includes a Synthetic Natuzzl Gas Plant (SNG) that is Seinc meinrained
primarily in a resazve status. At August 31, 1589 and 1988, rthe ne:t book
value ¢f the SNG plant was 530,113,000 and $33,23%,000, s@spectively,

Allowancs £or Tunds Usad During Construction

alleowance for funds used cduring construccion (AFUDC) is an estim
cost of funds used for consoruction purposes.,  The AFUDC as ca
borrowed funds reduces interest expense, and thar derived fram
generazac furds is reportad as other incame. The AFUDC tata

construction work in progress in 1989 was 7.53% and 7.%6% in 198

Property Aaditions, Retirsments, Sales, and Maintsnance

The cost of additions, replacanents and bettacments ar
included in the wusility plant accounts, Costs o

vroperty s0ld or recired are eliminated fram che util:
and charged td accumulatsd depreciation.  Gains and losses on
vzilizy plant are included in other incane. Nomal raga
anc the cost of minor property ita@mns are charged to operzating expenses.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Cont'd)

Depreciation
—— e e ———

Depreciation is provided on a straight-line method using rates applied to
sach asset category. A depreciation study undertaken in 1987 ard utilized
during the vyear ended August 31, 1988 established rates depreciating
gtility plant over its revised reamaining useful life ard included a net
salvage component.

as part of its rate decision of October 13, 1988 the PGC disallowed the
accruzl of the net salvage component In depreciatiom. Conseguently,
beginning with the year ended August 31, 1989, depreciation rates were
modified to remove this component and the cost of removal net of salvage
is now being rscognized as an expense as incurred. The effect of this
change was a decrease in depreciation expense of approximately $3.9
million for the vear ended August 31, 1989.

Accrued Gas Revenues

Estimated revenues from gas distributed and unbilled are accrued and
included in income.

Gas Cost Raze (GCR)

The GCR is designed to provide a mechanism to recover, on an annualized
and level basis, the estimated difference between actual purchased gas and
raw material cost and the amount of cost included in base rates. This
Cifference results in an underbilling or overbilling of cosits at the end
cf a fiscal period. Owverbillings are liabilitles at the end of the fiscal
year in which they occur while underbillings are deferred debicts until
billed. The W R is adjusted in the subsequent fiscal year to reflect the
urderbillings or overbillings. Changes in the GCR rate offset the amounts
of gas revenues and natural gas operating expenses but do not affect
operating incamne or net incame. (aAlso, see Note 6).

On July 26, 1988 the Company filed with the PGC its annual request to
reset the GCR billing rate to a negative $.0337/Mcf for the fiscal vyear
comencing September 1, 1988.

In Aaugust, 1988 the PGC authorized changing the GCR rate from a negative
$.4419/Mcf to a negative $.0655/Mcf. This rate was approved on August 15,
1988 with an effective date of September 1, 1988.

On Oczober 3, 1989 the PGC authorized a continuance of the GCR rate at a
negative $.0655/Mcf.

Materials and Supplies

Materials and supplies, consisting primarily of fuel stock, gases stored
L0 meet peak demand requirements and spare parts, are stated at the lower
cf average cost or market.



SUMMARY OF SI@IIFICANT ACCQUNTING POLICIES: (Cont'd)

Debt Discount and Expense

Discount and expenses arising f£rom the issuance of revenue bonds are
amortized in direct proportion to the reduction of the outstarding
balances over the term of the particular bond.

Loss on Reacguired Dedbt

Losses on reacquired debt are deferred and amortized to interest expense
over the life of the refunding issue as pemmitted by the PGC.

Pensions

The Company has a noncontributory pension plan covering substantially all
employees and providing for retirement payments at age sixty-five or
earlier urder varicus options. In accordance with Resolutions of the BGC,
Ordinances of City Council, and as prescribed by the City's Director of
Finance, the plan is being funded with contributions by the Company to the
Sinking Fund Commission of the City. In addition, current payments to
retired employees and other beneficiaries are being made directly by the
Company, rather than fram the assets of the pension furd, and are included
as part of pension expense.

In December 1988, the Company, on the basis of an ordinance approved by
City Council, offered an Early Retirement Incentive Program to employees
aged 55 or older with a minimun 15 years of credited service. The
incentives offered to induce participation included no actuarial early
retirement penalties and a 2-year increase in credited service. The
increased pension benefit offered was available as either an increase in
the monthly benefit or a lump-sum distribution of the present value of
the actuarially determined benefit increase. (Also, see Note 9).

Reserve for Injuries and Damages

The Company is principally insured through insurance carriers; however, a
reserve is maintained by periodic charges to incame to cover estimated
losses for known occurrences which are excluded under the deductible
provisions of such insurance policies ard for significant incidents that
may have occurred but not been reported under claims-made insurance
policies, Charges against the reserve are made as claims areas settled.

Presentation

Certain 1988 amounts have been reclassified to conform with present year
presentation.
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COWNERSHIP AND MANAGEMENT:

The Company is owned by the City. As of January 1, 1973, under terms of a
two-year agreement autamatically exterded for successive two-year pericds
unless cancelled uwon 90 days notice by the City, the Company 1s being
managed by the Philadelphia Facilities Management Corporation (PEMC). The
agreement, as amended, provides for reimbursement to PFMC of actual costs
incurred in managing the Campany, not to exceed §$300,000 annually. The
agreement requires the Company to make annual payments of $18,000,000 to
the City.

The Company engages in various other transactions with the City. The
Company provides gas service to the City. Operating revenues include
56,114,000 in 1989 and $6,306,000 in 1988 relating to sales to the City.
Water and sewer services amd licenses are purchased fram the City. Such
purchases totaled $374,000 in 1989 and $334,000 in 1988.

Certain activities of the Philadelphia Gas Commission are paid for by the
Campany. Such payments totaled $961,000 in 1989 and $605,000 in 1988.

Campany enployees are subject to payroll wage taxes imposed by the City.
Wage taxes paid to the City totaled 54,341,000 in 1989 and $4,620,000 in
1988,

CASH AND INVESTMENTS:

A. Cash

The aggregated carrying amount of bank balances at August 31, 1989 and
1988 were $4,3502,000 and $312,000, respectively. All of the deposited
funds are in depositories insured by a federal agency in addition to
being collateralized in accordance with City and State statutes.
Federal depository insurance on these balances at August 31, 1989 and
1988 was $568,000 and $134,000, respectively. The ‘camposition of the
Company's deposits throughout the year ended August 31, 1989 was not
significantly different fram that at year-end.

B. Investments
Statutes authorize the Company to invest in obligations of the U.S.
Treasury, U.S. Agencies amd instrumentalities, amnd repurchase

agreements,

For the year ended august 31, 1989, the Company operated in all
material respects within the Statutes set forth above.
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3. CASH AND INVESTMENTS: (Cont'd)

The Company's investments are categorized below to give an indication
of the level of credit risk assumed at year-end. Category 1l includes
investments that are insured or registered or for which the securities
are neld by the Company or its agent in the Company's name. Category
2 includes uninsured and unregistered investments for which the
securities are held by the counterparty's trust deparmment Or agent in
the Company's name. tegory 3 includes uninsured and unregistered
investnents for which the securities are held by the counterparty or
by its trust department or agent, but not in the Conpany's name.
There were no Category 2 investments at Auvgust 31, 1989 and 1983,
Category 3 investments were repurchase agreements entered into on
August 30 and 2% of each year which matured within the following 10

days.
REFURCRSE ASEEMENTS
Carspory Carryirg Market
L 2 3 ATouTt Value
Anust 31, 1989 $69,440,000 § - $18,300,000 87,740,000 87,740,000
Amust 31, 1988 $36,457,000 S - $ 3,000,000 $39,457,000 $39,457,000

The Company'’'s Sinking fund deposits are maintained by the City and are
considered Category 1 investments. For year ended August 31, 1988
Capital Improvement Fund deposits were maintained by the City and were
considered Category 1 investments. For year ended August 31, 1989,
such deposits are maintained in the Trust Department of a bank and oot
in the Campany's name ard are classified as Category 3 investments.
The amount of the Company's investments in the various categories of
credit risk cduring the year ended August 31, 1983 was not
significantly cdifferent from the categorizaticn at the balance sheet
date.

4. DEFIRRED WASTE REMOVAL COSTS:

In compliance with the rate order issued by the PGC on March 3, 1987, the
Campany has deferred recognition of the expense involved in removing
residval waste material from its gas production plants. These costs are
being amortized to expense over a three year period beginning in fiscal
1987. The unamortized remaining amount included in other assets as of
August 31, 1989 and 1988 was $2,331,000 and S$3,286,000, respectively.
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5.

NOTES PAYABLE:

pursuant to the provisions of certazin Ordinances and Resoluticns of the
City, the Company may sell shorg-term notes in a principal amount which,
together with interest, may not exceed $85,000,000 ocutstanding at any one
time. These notes are intended to provide additional working capital.
They are supported by an irrevocable letter of credit and are
collateralized by a subordinated security interest in the Campany's

revenues.

The notes outstanding at August 31, 1989 and 1988 have an average weighted
interest rate of approximately 6.4% and 5.5%, respectively, and an average
term to maturity of 174 days and-18 days, respectively. Principal amounts
outstanding at Auvgust 31, 1989 and 1988 were S$B82,000,000 and $34,37%,000,

raspectively,

OTHER CURRENT LIABILITIES AND DEFERRED CREDITS:

During the years ended August 31, 1989 and 1988, the Company's billed gas
costs under the GCR Tariff exceeded its actual gas costs by $3,817,000
and 51,528,000, respectively. Accordingly, the Company deferred this
axcess which is inclided in other current liabilities and deferred
credits. The GIR Tariff mechanisw amortizes the liability through a
reducticn in rates during the subsequent fiscal year.

LONG-TERM DEBT:

Revenue Bords

The following summary of reveruae bond debt consists primarily of term and
serial bonds issued by the City ucder agreements whereby the Campany must
reimburse the City for the principal and interest payments required by the
bord ordinances:

Amgust 3L, 1989 Axoust 31, 1988

Qruramn Lorg-tem Qorer Lorg-texm

Fortion Rorgion Total fortion Frtion Total

(Thousands of Dollars

RevenE B, seeececaess § 22,430 $325,045 $47,45 § 20,840 $528, 750 $349,590

Uemortizgd Debt Discout. (1,016) (1L,112) (12,128) (962) (11,475)

s - | S 21,414 $313,9313 $535,347 S 19,68 $al7,2%

(12,437)

$337,153




IONG-TERM DEBT: (Cont'd)

Principal maturities during the next five years are 522,430,000 in 1990;
$26,260,000 in 1991; $27,945,000 in 1992; $29,750,000 in 1993;
531,735,000 in 1994.

Interest expense related to revenue bords outstanding during the next five
years is 540,759,000 in 1990; $£36,212,000 in 1991; $34,32%,000 in 1992;
$32,697,000 in 1993; $30,698,000 in 1994; and $332,092,000 thereafter.

Under the authority of the General Gas Works Revenue Bond Ordinance of
1975, the City has issued eleven series of Gas Works Revenue Bonds
consisting of serial ard term bonds. Proceeds of all series of Revenue
Bords were applied to rsduce capital improvement loans from the City which
had been previously approved by the voters, but for which bends had not
been issued, to fund future capital improvements, or to refund bords
Drevmusly issued, The serial bonds are not subject to redempticn prior
to maturity while the term bonds are subject to redemption at the optien
of the City after a designated date, either in whole or 1n part at varyirg
redemption prices. In addition, the term bonds are subject to mandatory
redamption after a designated date prior to maturity at a redemption p:lce
of 100% of principal amount and accrued interest, Funds deposited in a

sinking fund may be used for this purpese.

Also provided by the General Ordinance is the establishment of a Sinking
Furd into which deposits are made sufficient to meet all principal and
interest reguirements of the bords as they become due. The General
Ordinance also provides that sinking fund reserves be maintained as part
of the Sinking Fund, which reserves have heretofore initially been funded
fran the proceeds of each series of bonds in an amount equal to the
max imun annual debt service requirement on the Bornds of each such series
in any fiscal year. Monies in the Sinking Fund Reserve are to be applied
to the payment of debt service if for any reason other monies in the
Sinking Fund should be insufficient.

Capital improvement funds are revenue bord procesds to be utilized for
construction experditures.

The revenue bords are, and will be, egually and ratably collateralized by
a security interest in all of the Company's project revenues and monies in
the Sinking Fund and Sinking Fund Reserve.

Cn February 14, 1989 the Company issued Series C of the Eleventh Series
Revenue Bords in the amount of $132,520,000, for the purpose of providing
furds, at more favorable interest rates, for the partial advanced
refunding of $25,000,000 and $88,795,000 respectively of the Eighth and
Ninth Series Revenue Bond issues. As a result, $64,325,000 of the Eighth
Series issued May 15, 1985 and maturing through 2012, remained outstanding
following the refumding and $12,505,000 of the Ninth Series issued Aaugust
1, 1985 and maturing through 1995, remained outstandmg following the
refunding. The difference between the teacqulsltlon price ard the net
carrying amount of the reacgquired debt resulted in a loss of $13,863, 000
which is being amortized over the life of the Eleventh Series C Revenueé
Bonds. This advanced refunding reduced the Company's future debt service
costs by $5,594,000 and, because of a deferral of prircipal payments,

resulted in a net economic gain of $7,617,000.
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7. LONG-TERM DEBT: {(Cont'd)

LA L

The following is a summary of the revenue bonds:

Aogust 31, 1989 Aamust 31, 1988
Year of (rigimal Qoret Log-Tem Qrret L[oog-Temn Interest Yesxr of

Series Isse  Araum  Fortion Rortion  Borfion  Fortian Rates Mnrity
(Thousands of Dollars)
Third:  TeM..... 976 $33,865 § 2,755 $26,065 $ 2,585 $ 28,80 7.35% 1997

Porth:  Serial... 1978 23,145 6.4% 198

Texm, ... 1978 46,855 3,65 39,780 3,40 43,435  6.8-6.875% 198

0,00 3,65 39,70 3,40 _ 43,4%
Fifch: Srial... 1979 16,690 - - 2,35 - 6.20-6.3% 1989
Team. . ... 1997 33,320 2,455 30,865 - 33,30 6.5-6.85 199

0,00 2,45 0,85 A5 13,30
Sixth:  Serial... 190 24,30  3,8% — 3,65 3,85 8.0-8.25% 190
Sventh: Tem..... 1982 10,675 - 10,65 -~ 10,675 6.003 2013
Eghth: Seial... 1985 19,455 1,085 16,35 1,015 17,480  6.00-8.60% 2000
Team..... 1985 70,80 - 45,830 - 70,80 8.708.7% 2015

0,85 ~ Lo® 62,25 _ 1,005 88,30
Ninth:  Serial... 1985 37,750 1,530 9,55 1,430 29,00  6.10-9.10% 2001
Texm..... 1986 70,790 - - -~ 70,780 9.00-9.12%% 2012

18,530  L530  §,%5 1,430 _ 9%,800 .
Terth:  Serial... 1% 88,00 L, X0 8,75 1,045 87,045  5.257.20% 2001
Hleenth: Srial... 1987 62,520 5715 47,655 5,425 53,410  5.00-7.40% 2000
Texm. . ... 197 79,90 - 79,90 -~ 79,920  7.M-7.87% 2017

12,40 5,715 177,655 5,45 133,30

Eleverth "™

Serial... 1989 46,183 - 46,18 - - 6.10-7.15% 2004
Texm. ... 1989 86,337 - 86,377 - - 6.T57.2% 2015

132,520 - 132,520 - -

TOTL $ 22,430 S25,045 $ 20,840 $528,70




LONG-TERM DEBT: ({Cont'd)

From respective dates of issue, the serial bonds mature over a pericd of
ten years to thirteen years while the tem bonds mature within thirty

years.

Subordinate Lease Obligations

On August 1, 1989 the Company refinanced the net book value, wnich
approximated the fair market value, of its Headquarters and cffice complex
at 800 W. Montgomery Avenue. This was accomplished through the sale of
the facility to the Philadelphia Municipal Authority (PMA) and its
leaseback to the Company under a lease which expires June 1, 2014. &s
part of the indenture, the Company has guaranteed lease payments in an
amount equal to the scheduled debt service on the bonds issued by PMA to
finance the facility purchase. This lease obligation is subordinate to
the Gas Works Revenue Bornds, other general cobligation debt and Gas Works
Notes. Proceeds fram the refinancing of the building will be utilized in
the Company's capital program. The total amount financed was $25,000,000.

The following is a sumnary of the amounts outstanding at August 31, 1989:

Current Long~term
Portion Portion Total

(Thousards of Dollars)

Subordinate Lease Obligations § 390 $24,610 $25,000
Unamortized Debt Discount {29) (440} (469)
Total S 36l 524,170 §24,531

Future minkmum rentals including interest on the lease are as follows:

Thousards of Dollars

1990 - $ 1,782
1991 2,245
1992 2,243
1993 2,244
1934 2,242
Thereafter 44,898

Total 555,654
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8.

DEFEASED DEBT

Defeased debt of the Company (bords issued by the Company now payvable as
to principal ard interest thereon fram the proceeds of irrevocably pledged
assets) at August 31, 1989 and 1988 was as follows:

Revenue Bond Issue Thousamds of Dollars
and Scheduled Amount
Final Maturity Interest Rate 1989 1988
6th May 15, 1990 9-1/8 -~ 9-5/8% $75,490 $75,490
7th March 15, 1995 8-3/4 - 10-7/8% 89,380 30,365
8th May 15, 1995 8-3/4% 25,000 -
9th March 15, 1995 8.7 - 9-1/8% 88,795 -

The assets pledged are primarily noncallable-U.S. Goverrment investments
armd the interest to be earned thereon., The investments had a carrying
value of $298,705,820 at August 31, 1989 bearing interest on face value at
0% to 11-3/8%. The investments had a carrying value of $177,433,936 at
August 31, 1988-~»earing interest on face value at 0% to 11-3/8%. The
investments are held by the Trustee and maturities and interest payments
are scheduled to coincide with trustee cash requirements for debt service,

The defeased bonds described above and the investments pledged for their
redanprion are not recognized on the Company's balance sheets in
accordance with the terms of the Indenture of Defeasance.

ACCOUNTING FOR PENSION COSTS:

A. Plan Description

The Company sponsors a public eanployee retirement system (PERS) to
provide pension benefits for its employees.

At September 1, 1988, the date of the last actuarial wvaluation,
adjusted for the impact of the Early Retirement Incentive Program (see
Note 1), the Company's Pension Plan mambership consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to benefits but not

yet receiving them: 1,930
Current employees:
Vested 1,148
Non-vested 1,288
Total Current 2,437
Total Manbership 4,367
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9.

ACCCUNTING FOR PENSION COSTS (Cont'd)

The Pension Plan provides retirement benefits as well as death ang
disability benefits. Retirement benefits vest after 10 years of
credited service. Employees who retire at or after age 65 are
entitled to receive an annual retirement benefit, payable monthly, in
an amount equal to the greater of:

(i) 1.25% of the first $6,600 of Final Average EBarnings plus 1.75% of
the excess of Final Average Earnings over $6,600, times Credited
Service, with a maximum of 60% of the highest annual earnings
during the last 10 years of Credited Service, applicable to all
participants.

{i1) 2% of total earnings received during the period of Credited
Service plus 22.5% of the first 5100 of such amount, applicable
only to participants who were anployees on or prior to March 24,
1967.

Final-average earnings are the employee’s average pay, over the
highest 5 of the last 10 years of credited service. Hmployees with 15
years of credited service may retire at or after age 55 and receive a
reduced retirement benefit.

Covered amployees are not required to contribute to the Pension Plan.,
The Campany is required by statute to contribute the amounts necessary
to finance the Plan, Benefit and contribution provisions are
established by City ordinance and may be amernded only as allcwed by
City ordinance.

Sxmary of Significant Accounting Policies and Plan Asset Matters

Basis of Accounting Pension Plan financial statements are prepared

using the accrual basis of accounting. Employer contributions are
recognized as revenues in the period in which employee services are
per formed, .

Method Used to Value Investments Pension Plan equity securities are

reported at cost. Fixed-incane securities are reported at par valuej
investment income is recognized as earned. Gains and losses on sales
ard exchanges of fixed-incamwe securities are recognized on the
transaction date,
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9.

MCCOUNTING FOR PENSION CCSTS: (Cont'd)

C.

Furding Status and Progress

The amount shown below as ‘“pension benefit obligation” 1is a
stamdardized disclosure measure of the present value of pension
benefits, adjusted for the effects of projected salary increases,
estimated to be payable in the future as a result of employee service
to date. The measure 1S the actuarial present value of credited
projected benefits amd is intemded to help users assess the Pension
Plan's funding status on & going-concern basis, assess progress made
in accumulating sufficient assets to pay benefits when due, ard make
compar isons among PERS,

The pension benefit obligation was determined as part of an actuarial
valuation at September 1, 1988 adjusted to reflect the impact of the
Early Retirement Incentive Program (see Note 1). Significant
actuarial assumptions used include: (a) a rate of return on the
investment of present and future assets of 7 percent per year
compourded annually, {b) projected salary increases of 5 percent per
year compounded annually, and (c) 62 as the assuned retirement age.

At September 1, 1988, the unfunded pension benefit obligation adjusted
to reflect the impact of the Early Retirement Incentive Program (see
Note 1) was $99,721,000, as follows:

Pension benefit obligation:
Retirees amd beneficiaries currently

receiving benefits and terminated

employees not vet receiving benefits $187,173,000
Current employees -

accumulated employee contributions including

allocated investment incame : None
Vested 48,362,000
Non-vested ' " 59,004,000
Total pension benefit obligation $294,539,000
Net assets avallable for benefits, at cost 194,818,000

(Market value S$187,456,000)

Unfurded pension benefit obligation $ 99,721,000

Contributions Required and Contributions Made

The Pension Plan funding policy provides for periodic employer
contributions at actuarially determined rates that, expressed as
percentages of annual covered payroll, are sufficient to accunulate
sufficient assets  to pay benefits when due. Level percentages of
payroll employer contribution rates are determined using the Projected
Unit Credit actuarial funding method.



9, ACCOUNTING FOR PENSION COSTS: (Cent'd)

Contributions totaling approximately $21,500,000 were made in 198g,
These contributicns consisted of approximately: {a} 56,840,000 normal
cost and (b) 514,660,000 amortization of the unfunded actuarial
accrued liability. Fiscal 1989 contributions represented contributions
in the amount of approximately $17,600,000 in accordance with the
actuarial recommended contribution throuwgh the actuarial study
performed in September, 1986 (latest valuation available when such
contribution requirements were determined) and an additional
contribution of approximately $3,900,000 principally representing the
impact of the Early Retirement Incentive Program (see Note l).

Significant actuarial assumptions used to canpute contribution
requirements are the same as those used to compute the standardized
measure of the pension obligaticn discussed above.

Post Retirement Benefit Informaticn

in addition to providing pension benefits, the Company alsc provides
health care amd life insurance benefits to plan beneficlaries ard
their dependents., The Company recognizes™ the cost of providing these
oenefits, by charging the annual insurance premiums to expense. The
cost of providing benefits for the 1,930 and 1,524 beneficiaries and
their deperdents for the 1989 and 1988 fiscal years, respectively, is
not separable from the cost of providing benefits for approximately
2,500 active employees ard their dependents. Total premiums incurred
amounted to 512,900,000 and 512,300,000 for 1989 and 1388,

respectively.

Trerd Information

Trend information gives an indication of the progress made in
accumulating sufficient assets to pay benefits when due. Certain
historical trend information for the Company's PERS is presented below

for the last three years.

For the Years Erded

August 31

1588 1987 1986
Net assets available for benefits {at
cost) as a percentage of the pension
benefit obligation: 66.1% 68.0% 64.8%
Unfunded actuarial accrued liability as
a percentage of the annual covered
payroll: 103.0% 97.7%  108.1%
Campany contributions to the PERS as a
percentage of the annual covered payroll:

17.6% 18.6% 20.5%

Contributions were made in accordance with actuarially determined
contribution requirements except as disclosed at Note 9 D.
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