5. PGW forthwith shall file with this
Commission for its review and approval, a revised operating
budget for the fiscal year ending June 30, 1982 consistent
with the provisions of this Ordef.

6. On or before April 30, 1982 PGW shall
file with this Commission a Supplement for rates to be
effective for the fiscal year commencing July 1, 1982, so
that rates for the said fiscal year can be adequately,
reasonably and fairly considered and timely established.

7. The complaint of Alfred E. Merklin is
dismissed since the cost of making heating service awvailable
to him whether he uses any gas or not exceeds the monthly
minimum charge.

8. The complaints, proposals and adjustQ
ments filed agains®t the increase in the rates authorized to
_be charged by PGW ars sustained insofar as they are consis-
tent with this Order; and are otherwise denisd.

‘ 9. PGW shall submit menthly tc this Commis-
sion data as designated by the ﬁommission, in order to ke

better zble to monitor, review and oversee the operations



and financial results of PGW. To this end, the Commission

hereby retains continuing jurisdiction in this matter.
PHILADELPHIA GAS COMMISSICN

By:

Chairman

Dated:

Member

Member

Member

Member
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BEFORE THE PHILADELPHIA GAS COMMISSION

In the Matter of:

A Proposed Rate Increase
for : Filing date: June 19, 1981

The Philadelphia Gas Works

SUPPLEMENTAL OPINION AND ORDER

I. BACKGROUND

The Philadelphia Gas Commission has before it for
reconsideration the Opinion and Order entered November 9,
1981. That Order provided for a rate increase in the amount
of $52.2 million. There was an inconsistency between that
number and the numbers discussed in the "Opinion" preceding
the "Order“.

In order to deal with this matter promptly and
fairly, on its own Motion, the Commission stayed the Order
entered November 9, 1981. As yet there has been no rate
increase at all. PGW is continuing to bill at existing
rates while the matter is under reconsideration.

PGW submitted a Notice of Compliance Filing which
included its revised Tariff and a Compliance Operating
Budget for the fiscal year ending June 30, 1982. We took no
action regarding that Filing and held it in abeyance pending

our reconsideration.



CEPA, et al., filed a Petition for a Supersedeas
Order which was rendered moot by our Stay Order. CEPA, et
al., also filed a Petition for Reconsideration, which Peti-
tion alsoc was réndered moot by our determination on our own
" Motion to reconsider the matter.

To assist us in our reconsideration, we directed
counsel for all the parties to reargue the following matters
which involve substantial amounts and an exercise of judg-
ment about which reasonable persons can disagree:

{i) Accounts Receivable

(ii) Accounts Payable
- (iii) Cash at Year End
(iv) Internally Generated Capital
We granted also CEPA's reques£ for specific con-
sideration of PGW's claim for fees for the following:

’(i) charge-for-service

(ii) meter test

(1ii1) customer requested shut-off and turn-off
{(iv) restoration of service
(v) emergency gas
(vi) unauthorized gas usage

(vii) processing of returned check

We also directed PGW to present an explanatory
statement regarding its proposed Levelized Gas Cost Rate

Computations for the interim year 1981-82, and subsequent

years.



Reargument was held on November 19, 1981 to ‘give
us the opportunity to take a fresh look at these matters,
reconsider them and make a determination of what is just and
reasonable under all the circumstances.

Before proceeding further, we wish to address
certain supplemental issues, which are important, but which
should not hold up the rate case determination. These are:

(i) We affirm that conservation is a matter of

the highest concern and pricrity for all of us; this Commis-
sion, PGW and all gas consuﬁers. We intend to review and,
where desirable, implement the suggestions made in the
course of the hearings. It may even be that a supplementary
hearing devoted to this subject alone will be useful.

(ii) Regarding PGW's sales policy, PGW has fur-

‘nished the Gas Commission with proposed criteria for exemp-
tion to the present moratorium on new gas load additions.
The sales policy and the proposed criteria for exemption
will be the subject of a special hearing in the near future.

(iii) PGW's collection practices are being consid-

ered and reviewed in the pending customer service hearings.
It is anticipated that this proceeding will be completed in
the near future.

I1. DISCUSSION

We turn now to the reconsideration, mindful of

certain applicable legal and other considerations.



CEPA, et al. urge that the Commission should

recommend to the City Administration and the City Council
that the City/PFMC Ordinance Agreement be amended, sc¢ that
rates are set pursuant to a determination of what level of

total net income is sufficient to provide a reasonable

return on the City's investment. CEPA opposes a so-called

"Guaranteed" fixed annual payment to the City.

Public Counsel, through witness Trawicki, argue,

that while it may be useful to look at rate of return on
investment in investor-owned utilities, in the case of a

municipal utility, the Gas Commission should look primarily

to debt service coverage. He, therefore, concludes that the

rate of return on investment concept is of minimal value in

the instant matter (Testimony of Donald J. Trawicki, p. 11,

12). Public Counsel, through witness Hagstrom, also main-

tain that the annual fixed payment to the City is reasonable
as an operating expense; since if this were a privately
owned utility, the City would generate property tax revenues
and possibly other fees (Testimony of K. A. Hagstrom, Rev.

Reg. p. 15).

EEE argues that the cash flow method is the proper
basis of setting rates under the City/PFMC Agfeement, which
requires that rates be set sufficient to cover the expenses
of operation, depreciation, the City payment, debt service

{including maturities), increases in working capital re-



quirements, and so much of fixed capital requirements -as
will not be financed from external sources (PFMC Agreement,
Section VII, 1; PGW Brief, Vol. II, pp. 3, 4).

In determining what rates to approve, the standard
to be applied by this Commission is whether the rates to be
charged the customers of PGW are just and reascnable. A
proper balance must be drawn, between the interests of
consumers in receiving essential public utility services at
the lowest possible rates, and the interest of the utility
in receiving sufficient rates to meet its reasonable expense

and capital needs. See F.P.C. v. Hope Natural Gas Co., 320

U.S. 591 (1%944); F.P.C. v. Natural Gas Pipeline Co., 315

U.S. 575 (1942).
As stated in our Opinion and Order of November 9,
1981, this Commission is governed, in the first instance, by
the City/PFMC Agreement, dated December 29, 1972 as amended,
pursuant to Ordinances of City Council. We further con-

clude, as did the Court in Action Alliance of Senior Citi-

zens of Greater Phila., Inc. v. PG. Comm. 406 A2d 1155

(1979) that,

", . . the process of fixing rates
descrlbed in Section VII (of the City/
PFMC Agreement) - that is, by tailoring
them to anticipated need for cash,
including the preordained $15,500,000
(now $18,000,000} yearly payment to the
City - is called the cash flow method."
(pp. 1156, 1157) (parenthetic expres-
sions supplied for clarity).



While the fair return on fair value method of
establishing and testing the reasonableness of utility rates
is required to be used with respect to the rates of utili-
ties subject to Public Utility Commission regulation, and
also to rates of municipal utilities not subject to PUC
regulations when such rates are reviewed by Courts in Equi-

ty, we conclude, as did the Court in Action Alliance, supra

at p. 1158 that PGW is not subject to PUC regqulations, and
that there is another consideration present with respect to
the PGW;

", . . to wit, thefact that Philadelphia
has Home Rule status by virtue of the
First Class City Home Rule Act, Act of
April 21, 1949, P.L. 665, as supple-
mented and amended, 53 P.S. §13101 et
seqg. Section 17 of the Act, 53 §13131,
provides, subject to limitations not
here pertinent, that a city accepting
the Act 'and framing and adopting or
amending its charter thereunder shall
. have and may exercise all powers and
authority of local self-government and
shall have complete powers of legisla-
tion and. administration in relation to
its municipal functions . . . [and] may
enact ordinances, rules and regulations
necessary and proper for carrying 1nto
execution the foregoing powers . .
Ordinances of the City of PhlladeLphla
have the effect and force of an Act of
Assembly. School District of Philadel-
phia v. Zoning Board of Adjustments, 417
Pa. 277, 207 A2d 864 (1965). The ordi-
nance/agreement of December 29, 1972
therefore has statutory effect and
effectively overrules the holding of
shirk v. Lancaster City, supra, as it
-might otherwise have applied to the
rates of the Philadelphia Gas Works.




Section VII establishing the cash flow
method therefore prevails" (emphasis
supplied).

Since the Court, in Action Alliance, supra, has

found the Ordinance/Agreement to have the effect of an Act
of Assembly, and that the cash flow method, which includes,
inter alia, the annual fixed payment to the City, prevails,
we now conclude that the Commission is governed and bound by
the terms of the said Ordinance/Agreement and that the cash
flow method, comprised of all items contained in Section VII
of said Ordinance/Agreement, is just and reascnable for
rate-making purposes in this case. Accordingly, we reject
all arguments to the contrary. Névertheless, the proposals
of complainants in this rggard have been made known to the
City Administration and City Council through their respec-
tive representatives on this Commission.

Moreover, we further conclude that the annual
payment to the City is proper and reasonable and bears a
rational relationship to the gas service supplied.

This rational relationship was clearly defined by
City Witness G. Edward DeSeve, Director of Finance for the
City of Philadelphia in his testimony (incorporated into the
record at Tr. 1440). Mr. DeSeve explained that if the City
equity'in PGW were invested at a long-term Treasury Bond
rate of 14.5%, the taxpayers (i.e., the City) would receive

approximately $23 million. Additionaliy, the gas consumers



enjoy certain other benefits because the PGW is a munici--
pally owned facility, and therefore is not subject to fed-
eral income tax, Pennsylvania Capital Stock, State Public
Utility Realty Tax, and State Utility Gross Receipts Tax.
In addition, PGW, being municipally owned, receives the
bénefit of lower interest costs on debt issuances because
the interest thereon in the hands ¢f the holders is exempt
from federal and Pennsylvania income taxes. The annual
impact of all of these items results in savings to the gas
consumers of approximately $36 million per year.

We accept Mr. DeSeve's rationale, and, as afore-
said, conclude that a rational relationship does exist
between the annual payment to the City and the value to the
consuﬁer of the gas service supplied by the municipally
owned PGW.

Further, we find and accept that the principle of
"normalization" of expenses and working capital requirements
does not violate the Ordinance/Agreement, as PGW argues in
its main brief at p. 38.

We also find and accept, as Public Counsel advo-
cate, the principle that rates should be based upon normal
costs of operation. (Public Counsel Brief, p. 2). Thus,
within the framework of the Ordinance/Agreement, the level
of costs must be "projected" for the fiscal year 1981-82,

" since no one could possibly know what the exact actual costs



of operation for PGW at the end of the year will be (see,
e.g., Tr. 953, lines 12-20).

We, therefore, accept as just and reasonable, the
fundamental and widely recognized principle of utility rate
making, that rates should be based upon reasonable projec-
tions of normal costs of operation and that unusual events
(whether increasing or decreasing costs of operation) should

be factored out. Washington Utilities and Transportation

Comm. v. Washington Natural Gas Co., 32 PUR 4th 530, 534

(1979); Re: Central Maine Power Co., 26 PUR 4th, 388,

413-414 (1978); Re: Mountain State Tel & Tel Co., 25 PUR

4th 547, 549 (1978); Pittsburgh v. Pa. PUC, 208 Pa. Super

260 (1966); unless, of course, there are compelling and
extraordinary reasons for consideration thereof.

This Commission recognizes, as do all parties to
this proceeding, that reasonable minds may and will differ
in projecting expense levels and other items for rate making
purposes, since there is no standard mathematical formula
for the Commission to judge the evidence and arrive at a
conclusion.

Thus, by reason of numerous variable factors,
which may be affected by future economic and political
considerations (state of economy, inflation, deregulation,
cost of fuel, interest rates, fuel assistance programs,

collections, etc.) together with such other factors as



potential savings to be achieved by improved management
systems, operations and practices, "belt tightening", public
perception of the PGW shut-off policy, coupled with the
unpredictability of the weather, there may be areas or
ranges of values within which any responsible projection may
be deemed just and reasonable. This range or area is the
so-called "zone of reasonableness".

The Commission, therefore, in making its findings,.
conclusions and Ordef within this zone of reasonableness,
has attempted, with reasoned consistency, to balance the
consumer interest in receiving vital public utility service
at the lowest possible rates; with the interest of the
utility, (a) in receiving reasonable and sufficient rates to
meet all of its reasonable costs, including capital costs,
(b) in maintaining its financial integrity, and (c) in
faising additional capital at reasonable cost.

In this context, it must be noted that the ulti-
mate test of utility rates is their future impact. The
United States Supreme Court has clearly stated that:

Under the statutory standard "just and

reasonable" it is the result reached,

not the method employed, which is con-

trolling. (citations omitted). It is

not theory, but the impact of the rate

order which counts. Federal Power Com-

mission v. Hope Natural Gas Co., 320
U.S. 591, 602 (1944).

Following the above reasoning, the Commission has

made appropriate adjustments explicitly to reflect normal-

- 10 -



ized conditions, revenues and cost trends the Company will
encounter during the time the rates we establish will be in

effect.

III. RECONSIDERATION

We turn now to the results of our reconsideration.

In the first instance, our Order entered
November 9, 1981 is not changed in any respect regarding -
operating revenues and expenses. We desire, however, to
expand the reasons for certain of our conclusions reached
therein.

lIn projecting Revenues PGW employs a two step
process: Development of an adjustment factor and a projec-
tion of the number of customers. PGW first looks to gas
usage over the past five years and then develops a monthly
adjustment factor to reflect significant increases or de-
clines in the pattern of usage. It also employs a two step
process in developing this monthly adjustment factor. It
then applies-the five year distribution to actual weather
patterns occurring in the most recent year in which a final
adjustment is made, refining the multiple year data to
reflect the most recent actual sales results (PGW brief,
Vol. II, p. 40). Utilizing this methodology, the Company
alleges it has experienced a steady decline in sales over

the past five years (Tr. 2237).

- 11 -



Public counsel, through their witness Mr. Hagstrom,
criticize the last step of PGW's "adjusting" the adjustment
factor to reproduce the sales of fiscal year 1979-1980. By
doing this, states Mr. Hagstrom, the benefits of looking at
the five years' data is taken away (Tr. 1979). Mr. Hagstrom
recommends that the Company utilize the results of the five
year analysis of data on thé relationship of degree days to
sales, rather than on the one year they tried to récreate.
Mr. Hagstrom's position, therefore, is that the Company
should have relied on the analysis done on the five years of
data. We agree, as aforesaid, with the concept of normal-
ization and, accordingly, conclude that a historic period
should be used.

With respect to projection of the number of cus-
tomers, PGW utilized the residential heating customers at
the level of customers as of Juné 30, 1981, with some con--
sideration for the timing of hook-ups of commitments made to
new customers (Tr. 137). It is to be noted that the Company
also assumed that customers who were being shut off would
return before the heating season began (Tr. 138). Since
there had been some 15,000 shutoffs at the time the testi-
mony was filed (Tr. 1369), Mr. Hagstrom, in an effort to be-
conservative, argueé that it is not reasonable to assume
that all 15,000 will return. PGW also agrees (Senek Rebut-

tal Testimony, p. 6; Tr. 2183). Mr. Hagstrom projects a

- 12 -



reduction of 5,000 residential heating customers, but -agrees
that to the extent that less than 5,000.stay off the system
there will be more revenues available to the Company than
utilized in his testimony. By reason of the aforesaid two
factors, i.e., number of customers and adjustment factor,
Mr. Hagstrom proposes an increase in revenues under current
rates of approximately $2.6 million -- $2.7 million.

In view of our acceptance of the concept of nor-
malization and the uncertainty of the projections of number
of customers, we find and conclude that it is reasonable to
project an additional $1 million in PGW total operating
revenues for fiscal year 1981-1982. This is well within the
zone or range of reascnableness.

With respect to natural gas costs, PGW budgeted
lost and unaccounted for gas at a 4.8% level to reflect a
steadily rising level of unaccounted for gas (PGW Exhibit
él). Mr. Hagstrom recommended the use of 47, which is
derived from the average of the amount experienced in the
past five years (P.C. 8 of August 24, 198l). We accept a
projection based upon historic expefience, but recognize the
steadily rising level in this item. Accordingly, we find
and cconclude that it is reasoﬁable to make a reduction in
PGW's projection by $600,000. 'This is clearly within the

zone or range of reasonableness.
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With respect to labor expenses, PGW's budget
projection reflects abnormally high levels of overtime based
upon fiscal year 1981 experience. Consistent with the
principle of normalization, we agree with Public Counsel
" that projections based upon an abnormal period should not be
relied on for projections of the future. However, in order
to balance the needs of the Company and the interests of the
ratepayers, we have reduced PGW budgeted direct labor ex-
penses by $1.2 million, which is within the range or zone of
reasonableness. Likewise, and for the same reasons, we
reduced the $600,000 PGW projected indirect labor expenses
for pensions, payroll taxes and insurance.

We affirm our discussion and prior finding regard-
ing write-off of uncollectible accounts. In this regard we
found the testimony of Mr. Hagstrom to be credible and
reduced this expense by $5.1 million.

The items we have addressed in reconsideration are
working capital increases and provision for internally
generated capital for capital improvements.

As to Accounts Receivable:

PGW cites the rising gas prices, limitation on the
period in which PGW may turn off gas, the transfer of some
7,000 accounté from the Philadelphia Housing Authority and
other negative factors in support of its projection-(PGw

Reply Brief, pp. 31-32).

- 14 -



We believe that the elimination of the RMA clause
and provision for a levelized monthly charge, coupled with a
clear perception of our policy regarding shut-offs, plus
continuing vigorous collection activities by PGW should
produce more positive results [P.C.-1, Schedules 1 (revised),
19 (revised), 23 (revised), 25 and 26].1

Moreover, at the reargument, Public Counsel
stressed the propriety of using a broader historical base in
making our judgment as to .what these numbers are likely to
be at June 30, 1982. 1In doing that we take into account the
ratios between accounts receivable, expenses for bad debts
and for sales. In consideriﬁg the evidence presented as to
these relationships over the period of the last three to
five years, and, as Mr. Hagstrom testified, we do agree that
it is more reasonable to use a broader historical base.
Doing so applies the concept of normalization, which, is a
widely accepted principle of rate making throughout this
country. Therefore, taking all of this into consideration,
we now conclude that the PGW projectioh of an increase of

$19 million should be reduced by $10.5 million, thereby

1. Here we take notice of the pending State Plan for this
year's low income energy assistance, under which,
because of a change in formula, PGW will be receiving
higher grant levels this coming year than last year
even though the overall allocations to the State of
Pennsylvania are lower than last year. (Reargument,
N.T. 81-82).

- 15 -



resulting in a projected increase of $8.5 million in Ac-
counts Receivable at June 30, 1982.

We believe this judgment is well within the range

'of reasonableness in this area. !
: |
As to Accounts Payable:

PGW cites the absence of major construction proj-
ects with retainages and argues that gas tax refunds are
fortuitous (Reargument, N.T. 97-98). PGW also contends that
if it does not pay its bills when due, it will incur inter-
est and lose prompt-payment discounts, which will add to the
burden on customers ultimately.

Public Counsel, on the other hand, stressed that
Mr. Hagstrom's recommendation was extremely conservative,
based on a review of historical experience over the past
three years. In this connection, it was noted that the
number projected by PGW for June 30, 1982 was $7 million
lower than the actual figure for June 30, 1%81. Moreover,
it is lower than any balance actually experienced in the
last three years. We were urged to reconsider our decision,
which we have done. Upon the reconsideration, we have
determined it is reasonable to adjust the PGW projection.
upwards by $2 million. |

We believe this judgment is well within the range

of reasonableness in this area.
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As to Cash Balance at Year End:

At the reargument, PGW contended that its pro-
jected cash balance at June 30, 1982, was reguired to meet
its July, 1982 bills. PGW offered a chart prepared by W. T.
Senek, its Vice ﬂresident of Planning, which chart showed
closing cash balances in each of the years 1977 through
1982. PGW argques from the chart that its closing cash
budget of $7.5 million is much more reasonable than anything’
proposed by Mr. Hagstrom.

Public Counsel continued to stress the absence of
any showing by PGW of reasonable business needs for a large
sum of cash on June 30, 1982, particularly when thg conse-
guence of doing so is to increase rates one dollar for every
dollar of cash projected to be on hand. Viewed in this
context, we are now inclined to agree that the equities in
this situation should weigh more heavily in favor of the
ratepayer. Accordingly, balancing the competing interests,
we now conclude that it would be reasonable to provide $2
million foxr Cash at Year End. The effect of this is to
reduce by $5.5 million the PGW projection of $7.5 million to
$2 million at June 30, 1982. _

We believe this‘judgment is well within the range.
of reasonableness in this area.

We have thus reconsidered working capital needs

for Accounts Receivable, Accounts Payable, and Cash Balance
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at Year End. We come now to a reconsideration of the matter
of Internally Generated Capital.

At the reargument, PGW reiterated the three impor-~
tant purposes served by such funds, 'to wit: the reduction
in external funding and consequent saving in interest ex-
pense, the improvement of the coverage of earnings which is
helpful to PGW's gcal of holding the A bond rating, and the
reduction of future debt expenses. ‘As we have noted in our
prior Opinion, we agree with these goals.

Public Counsel stressed the necessity for the
Commission to balance the company's interest against the
reasonable interests of rate payers. Although PGW properly
is concerned about possible adverse happenings, there are
countervailing circumstances regarding the health, welfare
and well being of PGW’'s customers that we must consider.

In our Opinion of November 9, 1981, we concluded
that earnings producing interest coverages in the range of
1.75 to 2.00 times are reasonably likely to achieve the goal
of retaining PGW's present bond rating. In that connection,
Public Counsel offered a chart from which it was argued that
a rate increase of $52 million was higher than necessary to
support that finding on coverage. Specifically, the chart
reflected a Comparison of Indicated Rate Increases on a Cash
Basis. From this it was argued that for a coverage rate of

1.75 a rate increase of $37.7 million was reasonable and
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that for a coverage of 2.00 a rate increase of $41.1 million
was reasonable. However, that chart did not take into
account our allowance to PGW of some $12 million forxr pur-'
chase of a preseason t;nker of naphtha. That decision we
made because of PGW;S vigorous argument that the purc%ase
was essential for public safety and convenience, against the
possibility of a design winter. We concluded, and reiter-
ate, that we cannot and will not lightly disregard serious
contentions by PGW that public safety and convenience would
be jeopardized.

When the subject of the purchase of the preseason
tanker of naphtha was recalled to Public Counsel at the
reaxrgument, he acknqwleged that this would make for an
indicated rate increase somewhere between $49.7 million and
$53.1 million (Reargument, N.T. 78). In this context,
Public Counsel urged that the finding with respect to cover-
ages has a logical connection with the ultimate exercise of
judgment by the Commission with regard to the overall level
that should be permitted in these areas.

In viewing the item of Internally Generated Capi-
tal, Public Counsel suggested that the proper way to do it
was to look at it as the number that comes out after looking
at all other items in the rate case. That is so, Public
Counsel argued, because on this particular issue the connec-

tion with the coverages is most direct. If for some compel-
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ling reason we have allowed greater amounts of rate payer-
supplied capital for the naphtha purchase, we then have the
greatest amount of discretion in considering Internally
Generated Capital. To the extent we have provided working
capital for purchase of naphtha, Accounts Receivable, or
Accounts Payable, we have increased coverages. 1In consider-
ing Intermnally Generated Capital we will be adding further
to the coverage and should not make it higher than what we
have found to be just and reasonable.

All the considerations regarding coverage ex-
pressed in our Opinion of November 9, 1981, remain impor-
tant. On balance, it now seems just and reasonable to us to
adjust this figure to make it accord in a general way with
our overall goals and objectives regarding coverage. That
was Mr. Hagstrom's approach in testifying during the course
of the hearing. Although he recommended a significantly
smaller number than PGW, he recognized the desirability of
providing a substantial amount of money for internaliy
generated capital.

Having carefully considered all of this, we faced
the guestion of what is just and reasonable in terms of
overall earnings. We are now convinced that a provision of
$6 million is a just and reasonable balance among all the
competing considerations. This means a reduction of $8.0

million from PGW's request for $14 million, so that in gen-
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erating funds for capital improvements, of the total of
$50.4 million provided by PGW, $6 million will be provided
by the ratepayers as internally generated capital and the
balance of $44.4 million will have to be provided by capital
improvement loans and/or other sources.

We have attached to our Supplemental Order a Cash
Flow Analysis which sets forth the PGW projections,

Mr. Hagstrom's projections, and the Commission's adjustments
as contained in the Order entered November 9, 1981 and as
modified herein. In sum, we have now provided for a rate
increase of $51.7 million.

At this point, no one can tell what this winter
will bring. By next April 30, 1982 we will know in fact the
results of the winter. Therefore, we have directed PGW to
file with this Commission by April 30, 1982, all documenta-
tion necessary to evaluate what occurred, and to begin
projecting revenue requirements'for fiscal year 1982-83.

we will have this information two months before
July 1, 1982. This will enable us to consider and timely
establish just and reasonable rates for that fiscal year, in
light of the actual experience this winter.

IV. LEVELIZED GAS COST RATE COMPUTATION

At the reargument, in accordance with our request,
PGW presented an explanatory statement regarding its pro-
posed Levelized Gas Cost Rate Computation for the interim

yYear 1981-82, and subsequent years.
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We see no need for an additional hearing in con-
nection with the computation for the interim year 1981-82.
The elements employed in that computation have already been
reviewed in this hearing. What is important to note here is
that PGW cannot make any changes in G.C.R. during the inter-
im year without our prior approval.

For subsequent years we will have adequate oppor-
tunity when PGW submits its proposed computations, to gques-
tion them, withhold our approval and stay the effectiveness
thereof, if appropriate. We believe this procedure is
consistent with Public Utility Commission procedure and will
enable us to supervise and control the manner in which the
computations are made iﬁ subsequent years.

V. PGW's CLAIM FOR FEES

CEPA, et al. have raised questions regarding PGW's
claim for ‘fees. Before dealing with these specifically, we
note that in PGW's Summary of Present and Revised Tariff,
the following is proposed:

"The customer will be responsible for

contributing 25% of the total estimated

cost of facilities to bring gas service

to the premises."”

Under the present Rule, the percentage of the
total cost paid for by the customer decreases as the quan-

tity of gas to be taken increases. PGW cited the Stone &

Webster recommendation that this Rule be modified to avoid
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L_

penalizing builders who add conservation devices to their
structures. Based on considerations of practicality, PGW
proposes that customers pay a fixed 25% of the cost of
extending service.

CEPA witness Proul objected to this revision, but
offered no specifics as to how her proposal should be imple-
mented or what effect, if any, it would have upon cost. Nor
did she address the substantial administrative difficulty
and expense in carrying out her proposal. We agree with PGW
that the record does not contain sufficient evidence for us
to adopt Ms. Proul's suggestion. Therefore, we approve this
proposed revision by PGW.

Now, we deal with CEPA's questiqns seriatim:

1. Charge~for-service

PGW has proposed a revised policy on customer
service calls. Effective January 4, 1982 customers request-
ing service on their piping or equipment would be charged $5
per service call. PGW would exempt from this service charge
policy calls on leaks, other odor complaints, meter problems
or other circumstances determined to be the company's re-
sponsibility. We believe this language clearly manifests
PGW's intention hot to charge for any service if the cause
is attributable tc PGW and not to the customer.

In reviewing this proposal, the Commission is very

much concerned that no one should under any circumstances
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refrain from contacting PGW if a leak or other danger ‘is
suspected. The proposed revision seeks to deal with this by
exempting such calls from the service charge. However, in
order to be certéin, and on an experimental basis only, we
are directing PGW to provide up to three free calls per year
for this category, and to so provide in its Compliance
Tariff. We will review this matter again promptly after
April 30, 1982 and take whatever further action, if any, may
then seem appropriate.

2. Meter Tests

PGW proposed to charge $25 for meter tests. This
charge is not opposed by CEPA (letter dated November 23,
1981 from CEPA's counsel). We find it to be reasonable.
However, the fee should be returned to the customer if the
test establishes that the meter is fast or slow beyond the
existing allowed tolerance.

It has been suggested that this area may be one
for further consideration in evaluating the possibility of
joint meter readings for PGW and the City Water Department.
This remains for future consideration.

3. Customer Requested Shut-0ff and Turn-On

This deals with temporary discontinuance of gas
service at the customer's request. Here we approve PGW's
proposed revision from a present charge of $20 to a revised

charge of $55. Where possible, PGW should seek to inform
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customers regarding safety and cost savings in having ‘ser-
vice shut-off and turned-on, so that customers may determine
if the savings realized would exceed the charge.

4. Turn-On Charge

PGW has proposed an increase over the present
charge from $10 to $30, for restoration of service to a
customer after a shut-off for nonpayment and a repayment
agreement or some other agreement has been reached with the
customer. . In order to make it possible for customers in
such situations to comply with their agreements, we fin§
that this increase should be limited to $20.2

5. Processing of Returned-Check-Fee

PGW proposed to charge $5 for a returned check to
reimburse PGW for the cost of handling and administration.
We believe this to be reasonable and so find.

VI. LBS-L RATE

Several of PGW's interruptable customers are able
to burn either gas or fuel oil to meet their energy needs.
For these customers, PGW's Tariff contains a special rate
which prices the gas supplied to these customers based on a

certain maximum discount (currently 20%), related to the

2. At this point we clarify our reference to turn~offs and
"applicable state law". State law does not mandate the
conditions under which PGW does or does not turn-off,
except for Tenants Act problems. PGW 1is governed by
the existing regulations regarding turn-offs. (Reargu-
ment, N.T. 115~116}).
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posted price of No. 6 fuel oil. PGW states that this flex-
ible pricing approach allows it to compete with oil sup-
pliers for these important sales. By keeping these cus-
tomers, PGW increases its revenue and thereby reduces the
need for rate relief from other customers.

CEPA witness, Dr. Schwartz, objected to this
discount but did not analyze PGW's particular situation. We
believe the justifications for this discount are reasonable,
and we approve it. (PGW Init. Brief, Vol. II, pp. 91-93).

VII. SUPPLEMENTAL ORDER

AND NOW, this  day of November, 1981, upon a
careful reconsideration of the record, including the matters
argued by c¢ounsel on November 19, 1981, IT IS ORDERED that:

1. Philadelphia Gas Works is hereby authorized
and directed to increase its rates, consistent with this
Supplemental Opinion and Order to produce $51.7 million in
additional revenue during fiscal 1981-82. This increase
shall be allocated on a volumetric basis, and shall become
effective upon the filing by PGW with this Commission of a
revised Tariff complying in all respects with this Supple-
mental Opinion and Order.

2. The rates authorized by this Order shall
remain in effect until further Order of this Commission.

3. PGW forthwith shall file with this Commissicn
for its review and approval a revised Tariff complying in

all respects with this Supplemental Opinion and Order.
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4. PGW forthwith shall file with this Commission
for its review and approval, a Tariff and Proof of Revénue
complying in all respects with this Supplemental Opinion and
Order, establishing a Gas Cost Rate (GCR) to replace the present
Raw Material Adjustment charge. The GCR for the balance of
fiscal year 1982 shall become effective upon the filing by

PGW with this Commissien of such Tariff.

5. PGW forthwith shall file with this Commission
for its review and approval, a revised operating budget for
the fiscal year ending June 30, 1982 consistent with the
provisions of this Supplemental Opinion and Order.

6. PGW is hereby authorized and directed to file
a Tariff for Fees for Services consistent with the provi-
sions of this Supplemental Opinion and Order.

7. The complaints, proposals and adjustments
filed against the increase in the rates authorized to be
charged by PGW are sustained insofar as they are consistent
with this Supplemental Opinion and Order; and are otherwise
denied.

8. Except as modified herein, our Order entered
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November 9, 1981 remains in full force and effect.

PHILADELPHIA GAS COMMISSION

By:

Chairman

Member

Member

Member

Member
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Philadelphia Gas Works Rate Increase Request
Cash Flow Analysis
(Amounts in millions of dollars)

. Commission
® P.G.W. Consultant Commission’ Allowance
Request Recommendation Adjustments (1 - 3)
(1} (2} (3} (4]
‘EVENUES § . 3 $ $
Current Rates ........... 470.2 472.8 1.0 471.2
Proposed Rate Increase ... 86.2 26.0 (34.5) 51.7
Total Revenues ....... 556.4 498 .8 (33.5) 522.9
:XPENSES
Natural Gas ............. 304.5 303.3 (0.6) 303.9
Raw Materials ........... 19.6 18.0 - 19.6
Labor .............. P 56.2 53.8 (1.2 55.0
® Pensions ................ 15.5 15.0 (0.3 15.2
Cther ............c....... 49.0 43.1 (5.4)a 436
Total Expenses ....... 4448 433.2 7.5} 437.3
NET FUNDS .. .. i, 111.6 65.6 (26.0) 85.6
iiHER SOQURCES OF FUNDS
Capital Improvement Loans . 36.4 45.3 8.0 44 .
Working Capital Loans ... 20.0 - - 20.0
Other Income ............ 21.8 15.8 - 21.8
Beginning Working Cash .. .1 - - .1
Total Funds Available . 189.9 . 130.7 {18.0) 171.9
®  APPLIED
capital Improvements . 50.4 5G.4 - 50.4
Debt Service ............ 37.5 44 1% - 37.5
Working Capital Loans . 48.4 22.54 - 438.4
Inventory Requirements .. 8.6 (3.4)4 - 8.6
® ther Working Capital Require- b
B T 18.8 (1.5)4 (12.5) 6.3
Payment to City ......... : 18.7 18.0 - 18.7
Total Funds Applied . 182.4 130.3 (12.5) 165.9
ENDING WORKING CASH  ........ 7.5 a4 £5.58) 2.0
.—-

Scurce: Column 1 - Initial Brief of P.G.W., Volume II, page iii
Column 2 - Exhibit PC-~1 Schedule 1 Revised. Note: Funds Applied Section restated
to conform to P.G.W. format

dadjustment consists of $5.1 for appropriation for uncollectible accounts and $0.35 for
® indirect labor expense
bAdjustment consists of $10.5 Accounts Receivable balance decrease and $2.0 Accounts
Payable increase ‘
CConsultant allowed: Interest expense $31.6
Funded debt reduction 12.5

$44.1
P dConsultant allowed $18.2 million for all working capital increases. Based on P.G.W.
format, this would be as follows: Working Capital Loans $22.5
Inventory decrease (3.4

Other Working Capital Requirements:

.- Accounts Receivable increase $2.2

Other working capital charges(3.5) (1.3)

4 Ending Working Cash .4
£18.2
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BEFORE THE
PHILADELPHIA GAS COMMISSION

In the Matter of: :
A Proposed Rate Increase 3 Filing.Date: May 4, 1982
for the Philadelphiz Gas :
Works :

ADJUDICATION AND ORDER

I. HISTORY QF THE PROCEEDINGS

On May 4, 1982 the Philadelphia Gas Works (“PGWY)
filed a request with the Philadelphia Gas cOmmiésion ("Con-
mission") for a gas base rate increase to become effective
September 1, 1982. This increase was designed by PGW to
produce 558 million qf additional revenue in base rates for
fiscal year 1982-83 ("FY-83").

In accordance with the Agreement between the City
of Philadelphia and the Philadelphia Facilities Management
Corporation, dated December 29, 1972, as amended pursuant to
Ordinances of City Council and in accordance with Commission
Regqulation No. 1, the Commission instituted an investigation
and scheduled hearings. To ensure that the interests of
PGW's customers were properly represented, the Commission
engaged public counsel ("Public Counsel" or "PC") and expe-

rienced consultants to advocate the public interest at the



hearings. In addition, three citizens' organizations;
Consumer Education and Protective Association, Association
of Community Organizations for Reform Now and Action Alli-
ance of Senior Citizens appeared and were represented by
counsel.

The Commission, pursuant to due public notice,
scheduled a pre-hearing conference on May 19, 1982 which was
attended by all parties. Provision was made for pre-hearing
discovery. Thereafter, a total of 15 days of hearings were
held in Philadelphia, including a public session on July 15,
1982, at which PGW's ratepayers and other interested members
of the public presented their views and comments on the
proposed increase.

During the course of the proceeding, PGW intro-
duced the written and oral testimony of eight witnesses and
submitted 68 exhibits. Opposing parties presented four wit-
nesses, 69 exhibits and various schedules. In addition,
City of Philadelphia Finance Director Rodney L. Johnson,
appeared on July 23, 1982 as a Commission witness. The
record was officially closed on July 28, 1982, and Briefs
and Reply Briefs were filed by ;he parties.

Oral Argument before the Commission en banc was
held on August 23, 1982, and, in addition, a PGW witness
presented further testimony as to PGW's Gas Cost Rate sub-
mission. The complete record, now befcre the Commission,

consists of 2654 pages of transcript.



After hearing oral argumenf for almost a full day,
and analyzing and considering this voluminous transcript of
testimony, the exhibits and briefs, the Commission 1s now
confronted with a most difficult and onerous task. We must
fairly resolve the very serious and complex issues raised by
the parties, in order to determine just and reasonable
rates. .

Over a number of days, this Commission has spent
many hours considering, and, indeed, agonizing over the
logic of stubborn facts and the emotional but sincere pre-
sentations made at the Hearings by ratepayers, associations
and other interested parties who appeared and presented
their views. Although their prime concern was the proposed
rate increase, a number of witnesses also stressed the need
for energy conservation.l We were truly impressed with the
plight of these witnesses. However, in exercising our duty,
both the Commission and public are confronted with the
inescapable fact that gas bills are reflecting the huge
increase in the cost of natural gas in recent years under
the process of deregulation initiated in 1978. Indeed, the

cost of natural gas represents ﬁore than 60 percent of

1. The Commission has made clear its view that energy
conservation is a matter of the highest priority for
everyone. Anticipating that this Rate Case would be
completed early in September 1982, the Commission has
already scheduled public hearings on the subject of
conservation for September 13 and 14, 1982.



PGW's expenses. We reiterate that neither the Commission,
ner the Mayor, nor the City Council has any direct control
over the price of natural gas. Gas consumers and their
representatives should be expressing their concern to the
President and Congress in Washington, D.C. who do have the
power and authority to control the price of natural gas.

We do, however, have the power and the duty to
require PGW to tighten its belt, adopt cost-cutting mea-
sures, freeze manpower expense levels, improve collection of
delinquent account§ receivables, operate on a more efficient
basis, set achievable operating goals, manage its funds more
prudently; while at the same time providing adequate, safe,
reliable service to the public at the lowest possible cost;
and, in addition, to allow the Company to achieve sufficient
earnings to meet its obligations, attract capital and pro-
vide sufficient and adegquate debt service coverage to main-
tain its bond rating.

In adopting this approach, the Commission specifi-
cally recognizes that there are many customers who honestly
desire to pay their gas bills, but, who, by reason of legit-
imate economic reasons, are unagle to do so. The majority
of ratepayers who conscientiously pay their bills, should
not be saddled with excessive rates to cover the delinguen-

cies of those who can not or will not.



Appropriate remedial social assistance must be
afforded for those who truly are unable to pay. At the same
time, appropriate remedial action by way of strengthened
customer service regulations must be adopted to deal with
those who are able, but unwilling to pay for their gas
usage.

This Commission further recognizes that while
there is a need to keep gas rates from unjust and unreason-
able escalation, the financial integrity of PGW must be
maintained. This is essential in order to preserve the "A"
ratings of PGW bonds by providing for sufficient earnings,
by taking effective steps to increase collections, by set~
ting management goals and objectives, and by prudent and
efficient money management; all designed to satisfy the
rating agencies that the interests of bondholders are being
adequately protected.

II. STANDARD TO BE APPLIED IN SETTING RATES

PGW maintains that the method by which rates are
to be set is established in Section VII of the PFMC/City
Agreement, and is the so-called "cash flow" method. PGW
cites the prior Commission Ordé} dated November 27, 1981,

pp. 7-8; and Action Alliance of Senior Citizens v. Philadel-

phia Gas Commission, 45 Pa. Cmlth. 234, 390 A.2d 1155 (1979),

to support its position.



Section VII, paragraph 1 of the Agreement re-
quires, inter alia, that the Commission fix and regulate
rates and charges for supplying gas to customers which will
in each fiscal year produce revenues, at a minimum:

(1) Sufficient to pay all of the opera-
tion and maintenance costs and
expenses of conducting the Gas
wWorks Enterprise and to pay the
interest and amortization becoming
due in each fiscal year on debt
incurred for the Gas Works.

(2) Sufficient also to make base pay-
ments to the City.

{(3) To provide appropriations for
prepayment of debt and for capital
additions which have been deter-
mined by the Gas Commission to be
reasonable and which have been ap-
proved by City Council; and

(4) To provide cash, or equivalent for
working capital in such reasonable
amounts as may be determined by
Company to be necessary and as
shall be approved by the Gas Com-
mission.

Public Counsel concedes that the Management Agree-
ment reguires that PGW revenues be sufficient to cover the
aforesaid items, and acknowledges that a serious cash flow
problem exists (PC Brief, p. 8). BHowever, Public Counsel
suggests that an alternative approach to the cash flow

method of accounting be utilized (PC Brief, Sections II, III

and IV}).



Thus, there is no dispute betweeﬁ PGW and Public
Counsel as to the existence of a cash flow problem (PC
Brief, p. 8). However, there is a substantial dispute about
how to resolve it.

PGW insists on a literal cash-flow methodology to
establish a revenue requirement, while Public Counsel main-
tains that it is more appropriate to e;tablish rates bg the
accrual method. Public Counsel suggests that an appropriate
level of earnings be established for PGW which should,

under normal conditions provide sufficient cash flow to meet

PGW's needs, and the requirements of the Management Agree-
ment (PC Brief, p. 25).

Pﬁblic Counsel argues that PGW's method provides
excessive coverages and earnings to solve the problem and is
the least equitable sclution, and that a more balanced
approach 1s possible which will moderate the rate increase
but which will be just as effective in resolving the cash
flow problem (PC Brief, p. 14).

PGW argues that Public Counsel Witness' methodol-
ogy is complicated, confusing (PGW Initial Brief, p. 3) and
indeed contravenes the Managemeﬁt Agreement (PGW Initial
Brief, p. 2; and 'PGW Reply Brief, pp. 12-14).

In the final analysis, PGW sets its rates by
determining its revenue requirement on the cash-flow method.

It-then tests the projected revenues to determine whether



they provide adequate debt service coverage (Katz, Schedule
XXII). Public Counsel witnesses, on the other hand, set
rates by determining PGW's revenue requirement based on a
debt service coverage recommendation (Belmont, Schedule 1)
and, then, tests whether those earnings provide adegquate
cash-flow to PGW, to cover all requirementé of the Manage-
ment Agreemént (Bagstrom, Schedule 2) (PC Brief, pp. 26,
27), utilizing an accrual method of accounting (PC Brief,
pp. 27-30).

This Commission, in determining what rates to
approve, both in the past and in the present case, has ap-
plied and continues to apply the standard that the rates to
be charged the customers of PGW must be just and reasonable.
This Commission will not be deterred in its duty by the
application of labels. In this context, we find it unneces-
sary to be strictly bound by technical accounting terminol-
ogy. We have examined each and every projected item of
expenditure-to deﬁermine its prudence, and whether such
projection falls within the so-called zone of reasonable-
ness, which hereinafter we discuss more fully. Just and
reasonable rates require the egfablishment by this Commis-~
sion of a proper balance between the interests of the con-
sumers in receiving essential public utility gas service at
the lowest possible rates, and the interest of the utility

in receiving sufficient rates to meet its reasonable ex-



penses and capital needs. F.P.C. v. Hope Natural Gas Co.,

320 U.S. 591 (1944); F.P.C. v. Natural Gas Pipeline Co., 315

U.s. 575 (1942).

We recognize that we are governed by the require-
ments of the Management Agreement that the rates we estab-
lish must be sufficient to produce revenues to cover all of
ﬁhe items containgd in Section VII thereof reasonably pro-
jected and, indeed, the revenue level herein established is
reasonably designed to do so.

Further, we reiterate our acceptance of the prin-
ciple of "normalization" and find that this does not wviolate
the Management Agreement. Thus, the level of costs must be
estimated for the fiscal year 1982-83, since no one can know
now exactly what the actual costs of PGW's operation will be
at the end of the year.

wWe, therefore, accept as just and reasonable, the
fundamental and widely recognized principle of utility rate
making, that rates should be based upon reasonable projec-
tions of normal costs of operation and that unusual events
(whether increasing or decreasing costs of operation) should

be factored out. Washington Utilities and Transportation

Comm. v. Washington Natural Gas Co., 32 PUR 4th 530, 534

(1979); Re: Central Maine Power Co., 26 PUR 4th 547, 549

(1978); Pittsburgh v. Pa. PUC, 208 Pa. Super 260 (1966);

unless, of course, there are compelling and extraordinary

reasons for consideratiocn thereof.



This Commission recognizes, as do all parties to
this proceeding, that reasonable minds may and will differ
in projecting expense levels and other items for rate making
purposes. There is no precise mathematical formula for the
Commission to employ in judging the evidence and arriving at
a reasonable conclusion.

Thus, by reason ¢of numerous variable factors,
which may be affected by future econcmic and pblitical
considerations {state of economy, inflation, deregulation,
cost of fuel, interest rates, fuel assistance programs,
improved collections, etc.) together with such other factors
as potential savings to be achieved by improved management
systems,‘operations and practices, "belt tightening," public
perception of the proposed strengthening of Customer Service
Regulations to reduce delinquencies and accounts receivable,
coupled with the unpredictability of the weather, there may
be ranges of values within which responsible projections may
be made and deemed just and reasonable. This range is the
so-called "zone of reasonableness".

The Commission, therefore, in making its findings,
conclusions and Order within this zone of reasonableness,
has attempted, with reasoned consistency, to balance the
consumer interest in receiving vital public utility service
at the lowest possible rates, with the interest of the

utility, (a) in receiving reasconable and sufficient rates to
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meet all of its reasonable costs, including capital costs,
(b) in maintaining its financial integrity, (c) in raising
additional capital at reasonable cost, and (d) in maintain-

ing its bond rating. Federal Power Comm. v. Hope Natural

Gas, 320 U.S. 591, 602 (1944).

In this context, it must be noted that the ulti-
mate test of utility rates is their future impact. The
United States Supreme Court ﬁas clearly stated that:

Under the statutory standard "“just and
reasonable" it is the result reached,

not the method employed, which is con-
trolling. (citiations omitted). It is
not theory, but the impact of the rate
order which counts. Federal Power Com-
mission v. Hope Natural Gas Co., supra.

Feollowing the above reasoning, the Commission has
mandated and made appropriate adjustments to reflect more
prudent money management, a labor expense freeze, normalized
costs of operations, revenues and cost trends and projected
improved collections of delinquent accounts receivables.
These adjustments involve essentially discrete items which
we will consider seriatim.

ITI. OPERATING EXPENSES

A. Labor and Fringe Costs

PGW has projected Labor and Fringe Costs for
fiscal 1983 at $94.4 million deollars which includes pension
expenses, payroll taxes, insurance expenses and the esti-

mated effects of an assumed 8% wage increase as a result of
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labor contract negotiations scheduled for Spring 1983.
These PGW projections are based upon an estimated average
labor force of 2828 employees in fiscal 1983 which repre-
sents an increase over the average of 2693 employees during
fiscal 1982 (PGW Initial Brief, pp. 45-53, and PGW Exhibits
C-3, C-4, C-5 and Knight Testimony, p. 12).

PGW asserts that this increase is necessary to (1)
expénd the Company's energy conservation program, (2) more
effectively collect accounts receivable, (3) reduce the
theft of gas, and (4) provide expanded information to the
Gas Commission and PGW's customers (PGW Exh. JMD-6, p.l and
PGW Initial Brief, p. 46). PGW introduced various detailed
exhibits to explain and justify its need (PGW Exhibits
JMD-2a to JMD-2(i)).

Public counsel argues that such a manpower in-
crease 1s entirely inconsistent with PGW's historical level
of manpower over the last several years (Eagstrom, Schedule
21), and disregards the economic realities facing PGW and
its customers (PC Brief, p. 57). Public Counsel further
maintains that increases in labor expenses cannot be justi-
fied in a period where PGW is fécing cash flow problems due
in part to dramatic increases in the price of gas at the
source, which are relected in increased collection problems,
and a lower trend in sales and customer growth (PC-13, 14

and Tr. 121 et seq.; PC Main Brief 58-59). Accordingly,
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Public Counsel urges this Commission to require that PGW
budget labor expense in fiscal 1982-1983 at a level equal to
the historical actual, average of 2693 employees experienced
during the 1981-1982 fiscal year period. (Hagstrom, Sch.
21; Test. V-9, 10). To this end, Public Counsel reccmmends
an adjustment of $4.522 million dollars to the labor ex-
pense, togetper with related reductions of $1.067 million
dollars in pension expense, $237,000 in payroll taxes, and
$411,000 in insurance expenses; aggregating a total reduc-
tion of $6.237 million dollars in projected Labor and Fringe
Cost expenses.

In our Order of November 10, 1981, pp. 18-19, we
articulated "a commitment by this Commission and the manage-
ment of PGW to do all that is required - including 'belt
tightening' and even austerity measures where appropriate -
to achieve the desired level of earnings on a consistent
basis in the future without putting an undue burden on
ratepayers."

A review of the testimony and exhibits leads us to
the inescapable conclusion and finding that although pro-
ductivity in certain department% may be improwving (TR 267-68;
274), the measure utilized by the Public Counsel witness
indicates that gross productivity is not. (PC-13).

wWe conclude and find that there is a present

compelling need to impose austerity and belt tightening
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measures in this area of expense. PGW must recognize eco-
nomic realities. Costs of operation must be controlled. A
cap must be placed upon manpower expenditures. General wage
increases of the magnitude suggested by PGW are inconsistent
with the current economic climate and the recent ¢ity labor
contracts. Overtime expenses must be closely monitored,
tightly controlled, and eliminated where possible. The
significance of this approach is dramatically evident when
we see that this Commission's interim Order freezing man-
power at an average level of 2725 emplbyees during the July
and August 1982 period, already has saved $442,000, which
PGW acknowledges. Additional annual savings are now mandated.

Public Counsel has recommended reduction of $6.2
million dollars in labor and related expenses. We have
concluded that a reduction of $5.5 million dollars is appro-
priate. We have spared from the proposed cut $700,000
because we want PGW to collect its accounts receivable more
vigorously and effectively, and we want PGW to expand its
energy conservation program. Therefore, we direc£ that this
$700,000 sum is authorized to be expended for those two
activities only. :

In practical effect, we have frozen PGW's Labor
and Fringe Cost expense at the 1981-82 average payroll cost
per employee, but allowed $700,000 for collection and con-

servation efforts.



It is our considered judgment that this adjustment
will provide PGW with the ability to furnish adequate ser-
vice to its customers, to continue with existing as well as
implementing new conservation programs; and vigorously to
improve collections of delinguent accounts receivable. We
reiterate, however, PGW, like its customers, must live
within its authorized budget.

B. Appropriations for Uncollectible Accounts

Although this is an operating expense, we defer
discussion of this item to our consideration of Working
Capital requirements, hereinafter more fully set forth.

c. General Materials Expense

PGW has budgeted General Materials Expense of
'$8,452,000 for fiscal year 1983, which is an 0.5% increase
over fiscal 1982 (PGW Exh. C-5). This projection is based
upon the level of expense incurred for the 12 months ending
June 30, 1982, adjusted for inflation at an annual rate of
9.86 percent for the fourteen month period ending August 31,
1983, less a $900,000 adjustment to reflect a change in
accounting procedure. PGW explained that due to the change
of fiscal year, inflation adjus%ments must reflect the 14
months period from June 30, 1982 to August 31, 1983. PGW
therefore used an 11.5 percent factor for the 14 month
period, which PGW alleges reflects an annual inflation rate

of 9.86 percent (PGW Knight Test. pp. 9-10).
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Public Counsel recommended that these expenses be
reduced because the 11.5 percent inflation factor employed
by PGW is too high. Public Counsel pointed out that this
inflation factor is greater than actually experienced in
1981-1982 and is much too high to reflect the current lower
inflationary expectations (Hagstrom Test. V-11-13). Accord-
ingly, he recommended a reduction of $673,000 in this ex-
pense based upon an inflation factor of 50 percent of the
1982 actual inflation experience. (Hagstrom-Schedule 18}).

PGW responds that the maximum adjustment supported
by Public Counsel's assumptions is only $277,280.

This Commission concludes that a reduction in
General Materials Expense in the amount of $350,000 is
reasonable because of the reduced rate of inflation, general
economic conditions and the Commission's mandate to PGW that
expenditures in all areas of operations must be tightly
controlled.

IV. OQOTHER SOURCES OF FUNDS

A. Other Income

1. Interest Income on Capital Improvement Fund

PGW projected interest income from its capital
improvement fund’' in the amount of $3.7 million dollars.
Public Counsel initially increased this projected interest
income by $525,000 to reflect the additional interest income

to be received by PGW as a result of its decision not to

- 16 -



withdraw some $22.5 million dollars from the fund.
(Eagstrom-Schedule. 6).

In addition, the Public Counsel also proposed an
additional $103,000 increase in interest income from this
fund to reflect the assumption that all available interest
income on the fund is withdrawn. PGW has not opposed this
latter adjustment (PGW Initial Brief, p. 56). However, PGW
continues to press its objection to the initial adjustment
of $525,000, claiming that if the $22.5 million dollars is
not withdrawn from the fund, PGW must obtain its funds from
another source, which will require it to incur additional
interest expense. In this regard, however, PGW presented no
convincing evidence on the projected cost of this alleged
additional interest expense. Nevertheless, the Commission
in a conservative approach and certainly within the zone of
reasonableness, finds that in the aggregate an adjustment of
$300,000 is reasonable.

2. Interest on Temporary Investments

Initially, Public Counsel recommended a reductiocn
in interest income on temporary investments by $500,000, to
reflect the differential betweéh PGW's rate increase request
of $58 million dollars and the witness Hagstrom's recommen-
dation of $15 million dollars (Hagstrom Direct, p. V-12).

wWhen Haéstrom increased his rate recommendation to
$23.9 million dollars, he eliminated entirely any reduction.

PGW claims this was erroneous (PGW Initial Brief, pp. 56-57}.

- 17 =



The Commission accepts Public Counsel's contention
that the additional revenues provided for in Hagstrom's
final rate recommendation, if invested at the assumed inter-
est rate and time, will yield earnings to approximately
offset the original downward adjustment (PC Reply Brief, p.
12; Tr. p. 2185). PGW presented no convincing evidence to
the contrary.

Accordingly, the Commission makes no adjustment in
this item.

3. Sinking Fund Withdrawal

PGW budgeted withdrawals of earnings on Revenue
Bond Sinking Fund Reserve during fiscal year ending August 31,
1983 at $6.9 million dollars (PGW Exh. D-3). This does not
represent all earnings projected for this fiscal period.

Public Counsel proposes an upward adjustment of
$1.2 millicn dollars representing the additional draw down
of all earnings on the Fund (Eagstrom-Schedule 7; and
Hagstrom Direct p. V=-13).

PGW contends that the recommended adjustment fails
to recognize the fact that the level of funds reguired in
the sinking fund reserve wvaries ;ith the present market
value of the bonds in the fund. Thus, PGW argues that if
interest rates rise, the market value of the bonds will
fall, and certain earnings will have to remain in the fund

(PGW¥ Initial Brief, p. 57).
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This Commission, as well as all parties to this
proceeding, have recognized that these matters, especially
relating to predictions of interest rates, are largely
judgmental in nature; and, if interest rates may rise (as
PGW contends), so may they fall. 1Indeed, administrative
notice may be taken of that very phenomenon at this time.

The Commission concludes that in the interest of
the ratepayer, as much as can be prudently withdrawn, and we
emphasize the word "prudently", from the earnings on this
fund, should be withdrawn, recognizing at the same time,
that some reasonable provision should be made for market
fluctations in interest and bond values.

Accordingly, we adjust upwards the sinking fund .
withdrawals by $600,000, thereby reducing the need for rate
relief by this amount. We find this adjustment to be clearly
within the zone of reasonableness.

4. Beginning Working Cash

when PGW filed its rate request on May 4, 1982, it
projected Beginning Working Cash for its new fiscal fear
commencing September 1, 1982 at $3.1 million dollars.

During the stub perid& of July and August 1982,
created by the change in PGW's fiscal year which previously
ended June 30, 1982, PGW proposed to hire some 103 new

employees.
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To emphasize the need for.a tighter control on
expenditures, this Commission entered an Interim Order on
June 1982, freezing employment at an average level of 2725
employees during the stub period, and pending -the final
decision in this case. This freeze order has already re-
sulted in savings to PGW of $400,000 (Hagstrom-Schedule 9)
which all parties recognize.

Accordingly, we hereby adjust upward by $400,000
the Beginning Working Cash of PGW from $3.1 million dollars
to $3.5 million dollars, thereby reducing the need for rate
relief by that amount.

v. WORKING CAPITAL

This aspect of the rate case involves the two
largest items in dispute; namely, Inventory Requirements and
Accounts Receivable. We shall consider each separately.

A. Inventory Requirements

PGW obtains natural gas under long-term flowing
gas contracts with Transcontinental Pipeline Company (Transco)
and Texas Eastern Transmission Coﬁpany (Tetco). These
long-term contracts, according to PGW, constitute its least
expensive source of firm supply, and the contract amounts
are available each day of the year. Under the contracts,
PGW must pay a penalty for takes in excess of the daily
contract amount, and must pay a minimum charge if a desig-

nated percentage of the gas available is not taken, in some
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cases monthly and in others over the course of the contract
year. To gain the full benefit of this relatively low cost
supply, PGW has entered intc gas storage contracts, whereby
pipeline gas which is available under the supply contracts,
but which is not needed during the summer months, is inject-
ed into storage and withdrawn in the winter to meet the
heating load more economically. This permits PGW to depend
less on more costly supplemental gases, such as SNG and LPG
during the winter. PGW contends that in order to keep rates
as low as possible, it attempts to fill all available stor-
age prior to the beginning of the winter heating season (PGW
Initial Brief, pp. 17, 18; Senek Direct, p. 10; PGW Exh.
WTS=9).

PGW further explained that pipeline gas is avail-
able to PGW for storage only when it is not required to meet
current supply needs. When the weather becomes colder in
the fall, less is available for storage since more is re-
quired for the then current demand. Thus, in order to
ensure that starage injections are not hampered or prevented
by abnormally cold weather, they must begin as early as
possible in the off-peak seasonj and be limited only by the
maximum contractual allowances, or current sendout regquire-
ments (PGW Exh. WIS-9). PGW contends that this is prudent
and responsible planning and results in maximum economic

benefit.
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Payment for the bulk of the storage gas is made by
PGW at the time of injection, but payment from customers is
not received by PGW until after the gas is withdrawn and
consumed. Therefore, PGW requires working capital to fi-
nance these inventory additions.

PGW contends that the increase in inventories and
working capital requirements from year to year must be
funded from rates so that PGW can balance its budget in
accordance with PFMC Ordinance Agreement (PGW Initial Brief,
pp. 18-19; PGW Exh. A, line 20; Exh. E-2).

For fiscal 1983, PGW projects a growth in this
inventory/working capital requirement in the amount of
$11.260 million dollars which includes natural gas inven-
tories and other raw materials (PGW Exh. E-2). PGW attrib-
utes the magnitude of the increase largely to price escala-
tions for pipeline gas, which are beyond its control (PGW
Initial Brief, p. 19).

Public Counsel recommends a two-fold modificaticn
to PGW's gas inventory management, which is designed to
reduce inventory working capital requirements and have a
cash flow impact of $17.4 milli;n in fiscal 1982-83
(Hagstrom Direct, pp. V-2 to V-7 and Sch. 11). 1In addition, .
this is calculated to produce in savings to ratepayers of
$6.297 million dollars in natural gas expense (Hagstrom Sch.

1, line 1 and Schedule 20.
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First, Public Counsel suggests that PGW delay
injections into storage in order to conserve cash, as was
done by PGW in the current fiscal year (Tr. 37, 1173, 1662
and Hagstrom Direct p. V-=2). This recommendation, according
to Public Counsel will reduce and defer costs, while still
protecting the needs of PGW's customers (P.C. Brief, p.
73b}.

Second, Public Counsel suggests that PGW utilize
its WSS storage gas, which was paid for in prior years.
Public Counsel points out that PGW's present plan, under
normal and design winters (PC-23) assumes almost no usage. of
this WSS gas, while it makes current purchases of gas to
serve customers. If PGW would utilize this WSS gas, it
would be able to avoid purchasing equivalept amounts of CD-3
gas at continuing escalating costs, and save almost $5 per
mdt for every mdt not purchased in the current year. 1In
addition, since the accrued expense charged for the WSS
storage gas 1s at a lower average inventory value than the
costs that would be incurred by purchasing new gas, there is
a2 significant expense reduction as well. (PC Brief, p.
73b). The aggregate natural gag expense reduction would be
$6,297 million dollars. This would lower the GCR for fiscal
1983. We will discuss the GCR in greater detail in the GCR-

section of this Adjudication.
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PGW urges this Commission to reject the delayed
injection and WSS gas utilization propesal. PGW contends
that the proposal will be much more costly for ratepayers in
fiscal 1984, since any delaved injections in fiscal 1983
would require PGW to purchase higher priced gas in fiscal
1984 at an additional cost of approximately $1 million
dollars. 1In addition, it would result in a loss of an
estimated $1.3 million dollars of LBS sales because PGW
would be required to run its LNG plant later in the Fall
(PGW Initial Brief 21-23; PGW Exh. JMD-8; Tr. 1541-42). It
would also hinder the transfer of personnel from the LNG to
the SNG plant and prevent the proper training of SNG per-
sonnel (Tr. 1540-41).

Public¢ Counsel responds that PGW has done no
in-depth study, projection, plan or model to determine
fiscal 1984 gas needs. All that is known, argues Public
Counsel, is that demand will drop as a result of increasing
prices, while gas availability appears to be increasing (PC
Brief, p.73f and Reply Brief, pp. 13-14). In any event,
PGW's projected increased costs after September, 1983 con-
stitutes an improper out of pef&od adjustment. With regard
to the LNG plant operation, Public Counsel contends that PGW
offers no operational reason not to delay LNG liquefaction
as long as possible, but only that it will require more
careful planning and personnel management (PC Brief, pp.

73e-73f).

- 24 -



PGW next argues that the delayed injection pro-
posal directly conflicts with and violates Transco's gas
supply tariff, with respect to injection rates (PGW Initial
Brief, p. 22; TR 1542-3); and withdrawal constraints (PGW
Initial Brief, p. 24); and in addition, that Transco pro-
jects supply curtailments for the period November 1983 to
October 1984, so that PGW's ability to fill its storage for
the 1983-1984 winter would be jeopardized (PGW Initial Brief
pp. 22-23; Tr. 1542-43).

Public Counsel replies that his proﬁosal assumes
an injection rate at least as low as PGW's plah or model.
(TR. 2206), and thus, there will be no viclation of permis-
sible tariff injection rates. Moreover, there will be no
tariff violation on withdrawals if the gas is withdrawn over
85.6 days instead of the 70 originally assumed in Public
Counsel's proposal. That is, PGW could merely begin with-
drawals earlier and continue longer, and achieve the same
savings and cash flow impact. (PC Reply Brief pp. 16017).
With respect to alleged Transco supply curtailments (WIS-8)
Public Counsel argues that PGW predictions concerning Transco
1983-~1984 curtailments are not firm, and that a forecast for
planning purposes will not come until next winter. (PC
Reply Brief, p. 15; Tr. 1670 Senek).

PGW avers that by not fully replacing the drawn

down WSS storage gas, the risk of inadequate storage supply
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for the 1983-84 winter is intensified (PGW Initial Brief 23;
Hagstrom Direct, pp. V-4 to V-6 and Senek Tr. 1548). Public
Counsel replies that PGW itself would only use 65 percent of
WSS capacity, and would refill WSS to over 40 percent, and
that the immediate expense savings and cash flow advantages
clearly outweigh the small risk to gas supply two years from
now. (PC Reply Brief 15-16).

PGW next offers objections based on weather condi-
tions, which, it avers, may hamper the ability to reinject
gas into storage during the fall of 1983. (PGW Exh. WIS-5
and WTS-6).

Public Counsel responds that the record indicates
that virtually all September injections can take place (TR.
1683); and that for October and November, the likelihood of
full injection is 78 percent and 44 percent respectively
(Tr. 1684, 1685); thereby allowing PGW to fill storage to
high levels. 1In addition, argues Public Counsel, this type
of speculation about 1983-84 ignores the likelihood of lower
demand, higher availability and additional contracts such as
the existing one with Consolidated Natural Gas. (PC Reply
Brief p. 17). d

Finally, PGW asserts that Public Counsel's pro-
posal is a "one time thing" and conflicts with the principle
of "normalized" ratemaking. (PGW Initial Brief, p. 25).

Public Counsel responds that "In this cash-flow arena, the
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delay of purchases has an immediate positive impact on the
rates of customers which is not lost in the future", and
". . . by again delaying injection in subseguent years, the
process will be repeated." (PC Reply Brief, p. 18).

The issues and differences in position are clear
and this Commission is now called upon to direct PGW's
course of action with respect to inventory additions and
working capital requirements which substantially affect the
rate request in this case.

All parties concede that the amount of the pro-
jected reduction in inventory working capital requirements
and natural gas expense savings is clearly within the Com-
mission's judgment and discretion to adjust. For fiscal
1982-1983, no gas supply or safety considerations are in-
volved, but certain issues regarding gas supply curtailments
and injection capability have been raised concerning fiscal
1983-1984.

We have previously discussed our belief that such
adjustments are largely judgmental in nature, and must fall
within the zone of reasonableness. The balancing of inter-
ests must be fairly and equitasiy accomplished. It is this
Commission's finding and mandate that PGW should more pru-
dently manage its inventory additions and working capital
requirements. While we may be faced with increased costs in

fiscal 1984, even PGW cannot accurately and definitively
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project those increases for gas in fiscal 1983 as evidenced
by PGW's substantial downward revision in its current GCR
computation. In any event, this Commission and the rate-
payers would always be faced with the PGW argqument concern-
ing the use of WSS gas at any time its utilization was
called for in the future.

wWe conclude that the PGW projections regarding gas
supply curtailments, injection capabilities and possible
weather limitations cannot be accepted in toto. They must
be viewed, among other things, in light of declining usage,
conservation efforts, the high cost of gas, the projected
percentage of WSS refill storage, and the availability of
supplemental gas contracts such as the one with Consolidated
Natural Gas. It is the Commission's reasoned judgment that
the interest of the ratepayers in keeﬁing rates as low as
possible must be given recognition.

we further conclude that PGW has offered no wvalid
operational reason not to delay LNG liquefaction for a
period of time, and further that PGW can and should more
carefully plan its personnel training to attempt to achieve
in some measure, the proposal'shobjectives of cash flow
benefits and natﬁral gas cost savings.

we also conclude that the fiscal adjustment for
delayed injections in the revised amount as hereinafter

adopted, will not violate Transco's gas supply tariff,
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injection rates and/or withdrawal constraints since the
proposal's injection rate is at least as low as PGW's plan;
and the withdrawals can be accomplished over a longer period
of time.

We further perceive no conflict between this rate
order, insofar as it recognizes a cash flow benefit in
modified amount, and the principle of normalization previ-
ously enunciated since prudent inventory management planning
can achieve such benefits in the future.

Accordingly, balancing the interests of the rate-
payers in kéeping rates and rate increases as low as possi-
ble, against the concerns of the Company in having adegquate
and sufficient gas supplies and storage to meet consumer
demand, we conclude that a reduction in working capital
inventory requirements in fiscal 1583 in the amount of $8
million dollars is well within PGW's capabilities, just and
reasonable and within the zone of reasonableness.

In order to determine how reductions should be
allocated, the Commission convened a conference with all
counsel on August 31, 1982. PGW's counsel informed the
Commission of the reductive eff;cts of various inventory
reductions.

To confirm this information, a letter dated
August 31, 1982 was submitted by PGW's counsel and a letter

dated September 1, 1982 was submitted by Public Counsel's
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witness, Hagstrom. These letters have been filed by the
Commission with the transcript of the conference held on
August 31, 1982 and thereby incorporated into the record.

Based on the foregoing information, the Commission
has allocated the inventory reduction of $8 million dollars
by reducing working capital in the amount of $2.4 million
dollars, GCR costs in the amount of §5.6 million dollars and
by increasing Accounts Payable by $300,000. We have incor-
porated these allocations in our adjustments.

B. Accounts Receivable

This is the largest single issue in this proceed-
ing. PGW has projected its net accounts receivable balance
at the end of fiscal 1983 at $83,177,000 (PGW Exhibit E-3).
This projection represents an increase of $11,601,000 in net
accounts receivables over the net accounts receivable of
$71,576,000 at the end of fiscal 1982. The projected in-
crease of $11,601,000 was reduced by PGW to $11,453,000 when
PGW lowered its GCR request.

PGW contends (PGW Initial Brief, pp. 28-31) that
its projections are reliable because

(1) they are based uﬁon an historical
analysis;

(2) they were independently reviewed
and tested (Cappalonga - Direct,
25,27);

(3) the projected 15¥% increase in
receivables is a proper effect of
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the current case, and the higher
gas costs due to phased deregulation;

(4) PGW's methodology used in the
current projection is the same as
utilized in last year's rate case,
and the actual results were within
2% of PGW's last year's estimates;
(5) PGW has assumed payment by PHA of
its present $13 million dollars
arrearage, and therefore its pro-
jection is optimistic;
(6) the February 1982 new Customer
Service Regulations were too liber-
al and hampered PGW's ability
to reduce Accounts Receivable;
(7) PGW's most recent data demonstrates
that the collection problem con-
tinues to grow (PGW Exh. AJE-2);
(8) economic conditions are not improving.
Public Counsel witness Bagstrom proposed a
$§22,871,000 reduction to PGW's projection (Hagstrom-Sch. 19
(7/28 revision). This projection was based on the recommen-
dations of Public Counsel witness LelLash (Exh. PC-43).
LeLash proposed a reduction of $15 to $20 million dollars in
Accounts Recelvable (Tr. 2114) by reason of collection
improvements in place ($3 million dollars); improved eco-
nomic conditions ($2 million dollars); the impact of recom-
mended changes in customer service requlations in Fall 1982
(referred to as Phase I Regulations (52 million dollars);

the impact of recommended changes in customer service regu-

lations in Summer 1983 (referred to as Phase II regulation)
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($7 million dollars); and PHA Scattered Site Collections ($1
million dollars).

PGW asserts that the proposed $22,871,000 adjust-

ment is incorrect because

(1) it assumes a 27%-30% improvement in
payment patterns (PGW Initial
Brief, pp. 31, 32);

(2) adjustment for non-gas accounts re-
ceivables in the sum of 3,725,000
must be made since these receiva-
bles will not be affected by changes
in customer service regulations,
and August 31, 1983 billings of
$22,832,000 which are not delin-
guent cannot reasonably be col-
lected in fiscal 1983. (PGW Ini-
tial Brief p. 32).

PGW further asserts that the basis of the
$22,871,000 proposed adjustment outlined above (LeLash, Exh.
PC 43) 1is overstated in that:

(1) the effects of collection improve-
ments in place, estimated at $3
million dollars, has already been
considered by PGW in its projec-
tions (TR. 874; Knight Direct p.
34; PGW Initial Brief pp. 33-34);

(2) the additional $2 million dollar
- adjustment from more favorable eco-

nomic conditions is based on na-
tional forecasts.(Exh. PC 35 and
36) and do not accurately portray
economic conditions in Philadelphia
which reflect a 12% unemployment
rate and many plant closings (PGW
Initial Brief, p. 35);

(3) HUD has not agreed to pay PHA an

increased utility allowance and the
51 million dollar adjustment attrib-
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utable to scattered site collec-
tions is unrealistic (PGW Initial
Brief, p. 35);

(4) the effects of the proposed Fall
1982 and Summer 1983 Regulation
changes, projected to increase
collections by $9 million dollars
(Fall, 1982 $2 million dollars and
Summer, 1983 = $7 million dollars)
will not significantly impact until
the 1983-1984 heating season. (PGW
Initial Brief, pp. 35-40).

(5) the proposed customer service regu-
lation changes have not yet been
adopted, and by assuming their
adoption, the Commission would be
prejudging the outcome of the
customer service regulation pro-
ceeding constituting a denial of
due process (PGW Initial Brief, p.
41);

(6) any reduction in projected accounts
receivable based on speculative
adjustments would be viewed unfav-
orably by bond rating agencies and
would threaten PGW's split A/A-bond
rating (PGW Initial Brief, p. 41,
42);

(7) Jjudicial decisions have held that
ratemaking adjustments must be
based upon known charges - not
speculation on future possibilities
(PGW Initial Brief p. 42).

Public Counsel replies that PGW's position 1is
inconsistent, i.e., the collection problem is improving but
the present reguiations are hindering collections; the
Commission should change the regulations but make ne adjust-

ments based thereon even though the customer service regula-

tion proceeding is in process. Moreover, Public Counsel
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points out that PGQ itself, is therefore, assuming that no
new regulations tightening collection procedures at least in
some measure, will be adopted; a continued failing economy;
and collection business-as-usual (PC Reply Brief, p. 20).

This Commission will not tolerate "business as
usual”. The customer service requlations will be strength-
ened and PGW mandated to implegent them with full wvigor.

The Commission guickly recognized in the course of the rate
case that such new strengthened requlations are necessary.
Accordingly, without waiting for the conclusion of the rate
case, the Commission directed PGW to file tariffs in two
phases to initiate customer service hearings on the proposed
amendments.

On August 31, 1982, the Commission held a prehear-
ing conference on Phase I. Eearings will begin on that
Phase on September 23, 1982. PGW has been directed to file
the Phase II Tariff on September 20, 1982 and a prehearing
conference is scheduled for October 6, 1982.

While obviously the Commission has not prejudged
the proposed modifications, our avowed purpose is to strengthen
the customer service regulation; dealing with PGW's collec-
tion practices. :MoreOVer, we have announced this publicly
and directed PGW to inform its customers by inserts in the
gas bills. We mean to do what we have to do, to wit, to

give PGW all the tools it needs to achieve improved collec-
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tions as soon as possible. This purpose has been widely
proclaimed and should be known to all.

In this context, we reiterate the statement of the
Chairman cited in CEPA's Brief at p. 13:

. . . we don't in any way minimize the

enormous social problem that exists,

even if there's no rate increase, that

is going to be intensified if there is

any rate increase, but this is going to

focus the effort where it ought to be

focused, that some agency of City gov-

ernment must face up to the social

problem. But you cannot cure a social

problem on a rate base. No one can

argue that. (TR. 1903-04.)

Having taken the foregeing actions, we conclude
that it is reasonable to make some accounts receivable
adjustment because of this announced program.

We will give PGW all the tools it needs to effect
improved collections in fiscal 1983, and we find it reason-
able to give some measure of effect thereto. We will hold
management accountable if it does not achieve satisfactory
results.

Thus, in a conservative approach, this Commission
expects to see a reasonable improvement in collections of
accounts receivable due to ceollection improvements already
in place, improved economic conditions, the impact of Phase .-
I and Phase 1I Customer Service Regqulation changes, and

improved PHA Scattered Site collections. Accordingly, we

conclude that it is just and reasonable to adjust downward
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PGW's projected accounts receivable at the end of fiscal
1983 by $11,000,000. This adjustment is well within the
zone of reasonableness.

c. Appropriation for Uncollectibles

By reason of our adjustment downward of PGW's
fiscal 1983 year end projected level of accounts receivable
by $11,000,000, it becomes necessary to consider the appro-
priation for uncollectibles. This appropfiation constitutes
the best estimate of what portion of those year end receiva-
bles will be uncollectible during the following year. Since
the Company makes write-offs against its reserve for uncol-
lectibles, an appropriation to it must be made to cover
those estimated uncollectibles.

In our conference with counsel on August 31, 1982,
the Commission asked also about the approximate impact of
various accounts receivable reductions on PGW's revenue
requirements. From the information supplied by Public
Counsel witness, Hagstrom, we have calculated that our
accounts receivable reduction in the amount of $11 million
dollaré calls for a corresponding appropriation of $2.8
million dollars for uncollectibles, and we so find.

D. Accounts Pavable

As we mentioned earlier, in the information re-
ceived from PGW's counsel, we have calculated that our

inventory adjustment downward of $8 million dollars produces
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a corresponding increase in accounts payable of $300,000,
and we so find.

VIi. CHARGE FOR SERVICES

The Commission had before it a PGW proposal for a
$5.00 charge for service calls unrelated to safety. This
proposal was not opposed by Public Counsel, but was opposed '
by CEPA. However, it has become unnecessary for the Commis-
sion to consider.this further because PGW has withdrawn the
proposal. The letter confirming the withdrawal will be
filed as part of the record.

VII. DEBT SERVICE COVERAGE

This Commission emphasizes and reiterates 1its
avowed policy to require prudent, efficient management and
to provide PGW with all the tools needed to earn sufficient
revenues so that it will have reasonable access to the
capital markets.

Implicit in our policy, are the essential goals of
the retention of PGW's present bond rating.

This policy further represents the continued
commitment of the Commission to“do all that is necessary and
required to achieve those goals, without putting an undue
burden on ratepa&ers. No party to the proceeding has chal- |
lenged these goals.

PGW produced several experienced and qualified

witnesses to present their opinions as to the debt service
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coverage requirements of the financial community, particu-
larly as it relates to bond ratings and the bond rating
process.

This bond rating process is important because it
ranks public debt issues, setting the terms and pricing for
borrowers (PGW Initial Brief, p. 63). Bond investors use
ratings to determine Wwhat they will buy. For example,
municipal bond funds are wirtually all prohibited from
investing in securities with a rating of BBB or lower (PGW -
Margolies Direct, p. 11). Thus, an issuer that drops below
an A-minus rating simply loses access to this portion of the
bond market. (PGW Initial Brief, p. 63). It is axiomatic
that lower bond ratings lead to higher interest costs for
the borrower, which ultimately must be borne by the rate
payers. The rating agencies, therefore, are said to be
carefully watching the outcome of this case to determine,
inter alia, whether PGW's cash flow position will cover its
current expenses and service its debt properly. (PGW -
Margolies Direct pp. 5=9). To those agencies, we emphati-
cally reassert that there should be no doubt that this
Commission has provided PGW with sufficient revenues to
conduct operatioﬁs and to repay its debts. We have made
provision for repayment of cash borrowings from the City;
new short term borrowings in fiscal 1983 are proposed to be

paid during that fiscal period and are not assumed to in-



crease; we have instituted a companion proceeding and noti-
fied the public of our intention to strengthen customer
service regulations to achieve increased collections, and we
have granted sufficient and adequate rate relief in the
instant procéeding. We are confident that these actions
will afford both cash-flow sufficiency and rate stability,
thus providing PGW with a strong capacity to pay interest
an@ repay principal.

PGW witnesses recommended that the combined cov-
erage of debt service payments on revenue and general obli-
gation bonds should be set in the rate of 2.25 to 2.50 times
in order to demonstrate the reasonableness of retaining
PGW's current bond ratings. (Katz, Direct pp..29-30).

City Finance Director Rodney Johnson also testi-
fied forcefully that the Gas Works should have a coverage
ratio "in the neighborhood of 2 1/2 . . . on Revenue and the
outstanding General Obligation debt . . . [I]f you combine
all debt . ... something in the neighborhocod of two, I
think, or a little better would be an acceptable number (Tr.
2030). These coverage ratios, argues PGW, will enable it
also to issue tax exempt commer;ial paper ("TXCP") at an
interest cost of:approximately 1/2 the prime rate, resulting
in savings and arbitrage income. 1If PGW's credit rating
drops, the TXCP program cannot be expected to succeed (Tr.
1514-15; Tr. 1479-80) and higher interest costs to PGW will

surely ensue (Katz Direct 16-18).
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Public Counsel's witness, Dr. Belmont, also with
impressive qualifications, testified that in his opinion,
earnings producing coverages in the range of 1.75 to 2.00
times will achieve the cash flow requirements of PGW, and
will enable it to maintain its current bond rating, and that
excessive coverages will exacerbate the problems confronting
PGW, i.e., increase arrearages and uncollectible problems
and impact on load growth.

As explained hereinbéfore, the Commission has
exercised its best judgment in resolving the many difficult
issues. We desire to avoid a further downgrade in PGW's
bond rate, yet we do not want to burden the ratepayers
unduly. Attached hereto is a schedule which summarizes the
PGW Requests, the Commission's Revisions, and the Commis-
sion's Allowances. The adjustments we have made, based on
the evidence of record, provide debt service coverage of
2.37 times. When this is coupled with our prbvisions for
adequate cash flow, and our stated determination to strengthen
the regulations, improve collections and reduce accounts
receivable, it is our considere§ judgment that our overall
actions in this proceeding are in the public interest and
will serve to maintain the bond rating.

It is our strongly held opinion that any lesser
provisions either in cash flow or coverage, will seriously

risk a further downgrading cf PGW bonds. This would trigger
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enormous harm and would result in additional expense to the
ratepayers. What we have done here, is intended to, and in
our judgment will, avoid those consequences.

VIII. RATE DESIGN

PGW proposes, with two exceptions, to allocate the
base rate increase on a volumetric basis. Rate ﬁPS (Boiler
and Power Plant Service) is:- to be -priced at the projected
cost of No. 2 fuel oil, less a discounﬁ, initially set at 7
percent. Rate LVI (Large Volume Industrial) is to receive a
10 percent increase. This rate design will assist PGW in
retaining industrial sales to the ultimate benefit of all
customers. PGW's proposed rate design is uncontested by the
parties and is reasonable and non-discriminatory. It is
therefore approved.

IX. GAS COST RATE

The Gas Cost Rate contemplates a separate proceed-
ing and accounting for fuel costs which represent over 60
percent of PGW's total costs charged to customers through
rates. It provides a running tally of over and under col-
lections, picks up refunds from“suppliers, and assures a
periodic audit to verify that charges to customers are in
line with costs (Senek Rebuttal - Tr. 1551-54).

Public Counsel argues that the GCR should be
merged with base rates since they are set at the same time

under cash flow ratemaking, and that such merger would
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afford greater opportunity to fully explore the GCR projec-
tions.

PGW supports retention of the GCR as a separate
proceeding for the reasons cutlined above. 1In addition, PGW
argues that when base rates are in balance with costs of
service, adjustments in the GCR either by way of refunds or
increases, can be made without the necessity of a full blown
rate case. Moreover, PGW asserts that the financial com-
munity views the GCR in a favorable light (PGW Exh. SPK-6).

The GCR was adopted in 1981, on our initiative, to
replace the much resented RMA. .As a result, customer com-
plaints concerning the monthly RMA fluctuating charges have
been eliminated.

We therefore conclude that the GCR should be
retained and continued in effect, but we will continue to
monitor what occurs.

Finally, PGW has projected the GCR at $53,489 for
fiscal 1983. Public Counsel, through its witness, has
recommended a downward adjustment of $7.9 million deollars in
GCR attributable to lower gas and raw material expense, a
normalized level of interest onmnatural gas refunds and the
savings from the Consolidated Gas contract. (Hagstrom
Schedule 1 and Schedule 6).

We have referred previously to the information

submitted by counsel in connection with our conference on
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August 31, 1982. Using the Inventory Adjustment Table
supplied by PGW's counsel, our inventory reduction of $8
million dollars produces a corresponding reduction of $5.6
million dollars in natural gas and raw material costs, which
are reflected in the GCR revision.

At the same time, we reviewed the issue of Inter-
est on Natural Gas Refunds, for which PGW made no provision,
but Public Counsel provided $1.6 million dollars. This is
another area in which a wide range exists for judgment. We
conclude it is sound judgment to provide $800,000 as the
Projection for such interest. This p;ovision is reflected
in Other Sources of Funds, as well as in the GCR.

X. RESERVATION OF JURISDICTION

We firmly believe that with the adjustments we
have made herein, PGW will have adequate cash flow in fiscal
1983. There is a paramount need to increase collections and
reduce accounts receivable. We believe that with the tools
we intend to give it, PGW will be able to achieve these

goals. We will monitor developments closely. To this end,
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the Commission hereby retains continuing jurisdiction in

this matter.

PHILADELPHIA GAS COMMISSION

Qr”}

By:

Chairman

///J et

Member

/

_//J;f /ém/éi&

mber
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N Meqper

Dated: September iﬁi 1982

Member



Now, this _Eél day of September, 1982, the Phila-
delphia Gas Commission orders as follows:

1. PGW is granted a base rate increase designed
to produce $44 million dollars of additional revenue during
the fiscal year beginning September 1, 1982 énd ending
August 31, 1983. Said increase shall be allocated on a
volumetric basis, except for Rates BPS and LVI. Rate BPS
shall be set at 7 percent below the projected cost of No. 2
fuel o0il. Rate LVI shall receive a 10 percent increase.

The effective date of this increase shall be September 15,
1s82.

2. PGW is granted a Gas Cost Rate designed to
produce $47.089 million dollars for the fiscal year September 1,
1982 to August 31, 1983. The effective date of this in-
crease shall be September 15, 1982.

3. PGW forthwith shall file with this Commission
for its review and approval a revised Tariff cémplying in
all respects with this Order.

4. PGW forthwith sﬁéll file with this Commission
for its review and approval, a revised operating budget for
the fiscal year ending August 31, 1983, consistent with the

provisions of this Order.

(1)



5. All complaints, proposals and adjustments
filed which are consistent with our Adjudication and this
Order, are sustained; all other complaints, propesals and
adjustments filed are denied.

6. PGW shall report to this Commission on March 1,
1983 with respect to (a) the progress of its collection
efforts and the status of accounts receivable, and (b) any
over cellections or under collections in the GCR for adjust-
ment, if necessary, for the remainder of the fiscal year.

7. The Commission hereby retains continuing

jurisdiction in this matter.

PHILADELPHI\A GAS COMMISSION

=

%ﬁ//ﬂ’m&%
R AN UW Y| \ \ \\ %\\.\,\\‘3\

Member

o i
Dated: September Ti, 1982
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Leevi1sed tin)

HEVYISI1CAS

REVENLES (2 Tousands)
1 Current Rate $496,432
2 Proposed GCR (See Line 5 for
adjustments) £3,439
3 Proposed Base Rate Increase (Net
of Lines 6 to 30 for any adjustments) 58,000
4 Total Revenue 607,921
EXPENSES
5 Natural Gas & Raw Matarial (include
any adjustment on Line 2) 377,279
Laber and Fringe Costs 94,408
Appropriations for Uncollectible
Accounts {include any adjustment gn
Line 25) il 20,289
8 General Material 8,452
9 Qther 19,287
10 Total Expensas 518,713
11 NET FUNDS 88,208
OQTHER SOURCES {OF FUNDS
12 Other Income:
13 Capital Improvement Withdrawal 3,734
14 Sinking Fund Withdrawal 5,891
15 Intarest on Natural Gds Refunds -
16 -Other 16,238
17 Beginning workiﬁg Cash 3,100
18 Total Funds Available 2 121,177
FUNDS APPLIED
19 Capita] Improvements Net 6,198
20 Debt Service _ 45,974
Working Capital Loans Net:
21 City Loan 22,500 )
22 Interest & Qther - 9,350}
23 Inventory Requirements 11,260
Other Working Capital Requirements:
24 Accounts Recaivable 11,452
25 Reserve of Uncollectible Accounts
(See Line 7 for adjustments - Change
.. sign) - 2,075(-)
2 Accounts Payable - ) ,756(-)
27 Qther 484
28 Payment ta City 18,883
29 Total Funds Applied 117,071
30

£nding Working Cash $_4.,100

HllTQOWwenLe

$496,432
- 6,400 47,089
-14,000 44,000
-20,400 587,521
- 5,600 371,679
- 5,500 88,906
- 2,800 . 17,489
- 350 8,102
19,287
-14,250 505,463
- 6,150 82,058
+ 300 4,034
+ 600 7,451
+ 800 800
19,238
+ 400 3,500
- 4,050 117,121
6,198
45,574
+12,450 44,300
-~ 8,000 3,260
-11,000 453
+ 2,800 725
- 300 - =7,056
484
18,683
- 4,050 113,021
4,190




C I T Y o T P HI L A DZEUZLDTHIA

QFFICE CF THE CONTROLLER THOMAS A LEONARD
1230 MumicipaL SERVICES BuiLbing CITY CONTROLLER
PHILADELPHIA, PENNSYLVANIA 19107
MU 6-6580

- DISSENT

I respectfully decline to join the majority opinion in the
matter of the proposed rate increase for the Philadelphia Gas
Works.

The rate increase of $44 million is, in my judgment, too
steep, and imposes too great a burden upon the ratepayers.

A rate increase of $39 million is more than adequate to
meet all the reasonable needs of the Philadelphia Gas Works and
5till protect its bond rating. It would also encourage the
management at Philadelphia Gas Works to tighten its belt, adopt
cost-cutting measures, freeze manpower expense levels, improve
collection of delingquent accounts receivables, operate on a
more efficient basis, and manage its funds more prudently.

éespectfully submitted,

t‘;ﬁéw (i Fmen

THOMAS A. LEONARD

September 3, 1982

.



March 19, 1992

TO ALL PARTICIPATING PARTIES:

RE: PHILADELPHIA GAS WORKS'
PROPOSED BASE RATE INCREASE
FOR FISCAL YEAR 19%91-1992

Dear Participating Parties:

Attached please find a copy of the Memorandum Opinion and
Order of the Philadelphia Gas Commission relating to the
above-mentioned rate case, which was properly signed and
exacuted as of this date.

Very truly yours,.

)

T ) /: 4 ; -
. .-
A ' ékgﬁé&acd ¢
AT AL

Attachments :Bernice Moshinski
Administrative Assistant

cc: All Philadelphia Gas Commissioners
Philadelphia Gas Commission Staff
Thurman R. Bullock, Deputy City Controller
Attached Service List
Josephine Hayes, Coordinator-Requlatory Affairs-PGW

GAS COMMISSION



BEFORE THE

PHILADELPHIA GAS COMMISSION

In the Matter of a Proposed : Filing Dates by PGW:
Base Rate Increase by the : July 16, 1991

Philadelphia Gas Works for : August 9, 12, 1991
Fiscal Year 1991-1992 :

MEMORANDUM QPINION
AND ORDER

I. PROCEDURAL HISTORY.

On July 16, 1591, the Philédelphia Gas Works ("PGW") filed
with the Philadelphia Gas Commission (the "Commission") a
Proposed Base Rate Increase ("PRI") for Fiscal Year 1991-19%92.
The increase was designed to produce $ 31 million dollars in
additional revenue for PGW.

On August 5, 1991, the Commission commenced formal proceedings
on the proposed base rate increase with a Pre-hearing conference.
The Commission adopted a series of pre-hearing orders (collectively
"Order") directing certain adjustments to PGW's base rate filing.
The Order prohibited PGW from calling witnesses until such time as
PGW had complied with the Order and filed with the Commission the
information requested.

Attached hereto and made a part hereof as Exhibit A is the
Order issued by the Commission which details the composition of the
hearing éommitteg, the hearing schedule and discovery procedures.

On August 9, 1991, PGW filed an amendment to its PRI which
reduced the PRI to $28 million dollars. This change was primarily

due to a change in PGW's fuel cost estimate.



In response to the Commission's Order, PGW filed a series of
Schedules to place it in compliance with existing Commission
orders.

The PRI filing document Volume I, included: (a) Statement
of Reasons for Rate Increase; (b) Exhibits numbered A-I through
JHC-II; (c) written direct testimony and exhibits of three
employees and one consultant to PGW. Volumes II through V
included supporting documentation for the 1991-1992 Operating
Budget. Revised Volumes I through V were filed on August 9, 1991.

Notice of the Proposed Base Rate Increase for Fiscal Year
1991- 1992 was advertised pursuant to Philadelphia Gas Commission
Regulation Number 1.

Community Legal Services, Inc. served as the Public Advocate
("Advocate”") to represent the residential gas customers in the
rate hearings. Active participants included PGW, the Advocate,
the City of Philadelphia ("City") and the Philadelphian Owners’
Association (the "Association™) which is an asscociation of the
owners of the 776 condominium units housed in the Philadelphian.
The Association was permitted to participate for the limited
purpose of considering their request for a special tariff based on
No. 4 fuel oil.

For discovery purposes, thehCommission adopted the same
discovery procedures that were used in the Philadelphia Gas
Works' Proposed Base Rate Increase for Fiscal Year 1990-1991.

Discovery generally followed the procedures of the Pennsylvania



Public Utility Commission and the Philadelphia Court of Common
Pleas.

The Commission sitting as a Committee of the Who;e commenced
formal hearings on September 16, 1991 and ended the hearings on
November 6, 1991. These hearings were held over 13 days and
produced over 2350 pages of transcript, 82 exhibits and 6 prepared

E]

statements. A list of the exhibits and stateients presented is

attached hereto as Exhibit B. g

+

The Commission also held eight communityéinput sessions in
various locations throughout the City of Philédelphia between
November 14, 1991 and November 25, 1991. These sessions produced
an additional 318 pages of transcript.

Main briefs and reply briefs were filed by PGW, the
Public Advocate, and the City. A letter in lieu of a brief was
also submitted by the Association. The main and reply briefs of
the parties are incorporated herein by reference.

On December 4, 1991, by agreement, the parties waived the
necessity for a Recommended Decision of the Committee of the Whole
and also waived their rights to file exceptions to a Recommended
Decision.

On December 19, 1991 at 10:00 a.m., the Commission, pursuant
to appropriate legal notice, helé a Special Commission Meeting
for the purpose ¢0f rendering a final decision on the PRI request
of PGW. The meeting was attended by Chairman Laurence W. Reavés,
Vice Chairman Jonathan A. Saidel, Commissioners Ann J. Land and

David M. Boonin. The vote on the final decision to increase base



rates was three in favor and one opposed.l
In summary, the Commission decided that:
consumer base rates be increased by $15,032,000; and
debt service coverage of approximately 1.80x is
reasonable for budgetary purposes; and |
the customer charge be increased for each class of
customers who had a customer charge.
The Commission further ordered PGW to file a number of
documents, reports and a new tariff schedule which
reflected the new rates {"Rate Order”). The Commission stated its
intention to issue a complete detailed Memorandum Opinion further
explaining the Commission's December 19, 1991 decision. The Raté
Order adopted by the Commission is attached hereto as Exhibit C.
Specific detail of the Commission's decision is articulated in
Section III herein.

II. LEGAL STANDARDS FOR THE SETTING OF UTILITY RATES.

Two legal standards apply to the setting of gas rates by the
Commission, one statutcry and the other common law. The relevant
statutory provision is found in the Philadelphia Facilities
Management Corporation Agreement ("Agreement”) between the City
of Philadelphia and the Philadelphia Facilities Management
Corporation ("PFMC"), which was édopted by an ordinance passed by
the Philadelphia -City Council on December 29, 1972. The

ordinance has statutory effect. School District of Philadelphia

'Vice Chairman Saidel opposed the increase.
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v. Zoning Board of Adjustment, 417 Pa. 277, 207 A.2d 864 (1965).

While the state Public Utility Code (66 Pa.C.S. Sections 101
3312), which governs the setting of utility rates by state
regulators, is inapplicable to municipally-owned utilities such
as PGW, the courts of this Commonwealth have held that the
establishment of such rates must be "just and reasonable."

Action Alliance v. Philadelphia Gas Commission, 45 Pa. Commw.

234,406 A.2d 1155 (1979); Pennsylvania Electric Company v.

Penngylvania Public Utility Commission, 509 Pa. 324, 502 A.2d

130 (1985).

The Commission satisfied this "just and reasonable"
requirement through the careful and deliberate exercise of its
discretion, the rgview of all evidence properly presented and the
utilization of its expertise in applying the standards for rate
setting as set forth in Section VII of the Agreement.

Paragraph 1 of Section VII requires, inter alia, that the
"Commission fix and regqulate rates and charges for supplying gas
to customers ... which... will in each fiscal year, produce
revenues" that are:

1. Sufficient to pay operation and maintenance costs and
expenses of conducting PGW and to pay the interest and
amortization due in each fiscal year on the debt incurred for
PGW. Such costs. and expenses include:

a) charges for depreciation;
b) charges for employees' retirement Costs;

c) the payment of a management fee to PFMC equal to



the actual costs to PFMC of managing PGW, but not
to exceed $300,000 annually;

d) expenses of the Commission; and

e) expenses associated with the issuance by PGW of
Revenue Bonds inclﬁding sinking fund payments and
debt service coverage.

2. Sufficient to make base payments to the City of
Philadelphia in the amount of $18,000,000.

3. Appropriate for prepayment of debt and for capital
additions which have been determined by the Commission to be
reasonable and which have been approved by City Council.

4. To provide cash or equivalent for working capital in
such reasonable amounts as determined by PFMC to be necessary and
as shall be approved by the Commission.

In its determination of rate schedules for gas, the
Commission "must establish and apply non-discriminatory rates
based on suitable and reasonable classification of the services
provided, taking into consideratiocn the preparation of such
schedules, the nature and purpose of the use, the quantity used,
the time of year when used, the available supply of gas and other
competing fuels, the maximum demand, and such other factors,
including state, and federal laﬁé, regqulations or guidelines, as
may be appropriate to the economics of the purchase, manufacture,
distribution and sale of gas and consistent with the intent and
purpose of this ordinance and/or Agreement."” Section VII,

paragraph 5 of the Agreement.



III. RATE DECISION

This Memorandum Opinion and Order, as well as the attached
Findings of Fact, will address the issues raised in the PRI
proceeding and give a detailed explanation of the Commission's
decision for its Order adopted on December 19, 19%1. Any reqguest
not specifically addressed in this Opinion is épecifically denied
by the Commission.

This Memorandum Opinion and Order is based on a careful
review of all petitions, filings, testimony, statements,
transcripts, exhibits, briefs and reply briefs. The rates set
and adjustments made are "just and reasonable" and are more than
sufficient to satisfy the revenue requirements of the Agreement.

A. Base Rate Adjustments

1.  Labor

PGW budgeted an increase in labor and fringe costs
including an increase in the number of employees from 2458, the
number authorized by the Commission, to 2477. In this
Fiscal Year as in the last, PGW has not demonstrated a need for
additional personnel.

A second labor issue was raised by the budgeting by PGW
of salaries for the vacant positions of Chief Executive Officer
("CEO") and Chief Operating Offiéér ("C00") of the company. These
positions have béen vacant for some time and the functions that
would be served by persons in those positions are being met‘by
existing staff.

The final issue which impacted on labor was the



discussion of.the automation of the management accounting process
rand savings associated therewith covered by MAAP 33.
Based upon the above discussion, the Commission orders

reduction in PGW's labor expenses by $1,037,000 whichAincludes: a
$669,000 savingé on salaries, fringe benefits and wages for a
reduction in staff to 2458; a $248,000 savingsgrelated to budgeted
costs of salaries for the positions of CEO a&% CO0; and $120,000
of savings related to MAAP #33.

2. Pensions

e vianiab btk Bt {1

The evidence presented during the bése rate proceeding
showed that other utilities maintain a Pension Fund Investment
Earnings Rate (PFIER) within the range of 8.0%. In addition, the
evidence indicated that for the past three years, PGW's.PFIER has
been 9.866%.

While the Commission recognizes the fact that the
determination ¢of the PFIER is made by the Sinking Fund Commission,
the record in this rate proceeding reflects the fact that PGW does
impact on the Sinking Fund Commission's decision-making process.
(See Transcript, pp. 272, 279-280).

In 1light of the findings, the Commission orders a
reduction in PGW expenses of $2,600,000 to reflect the changes in
the PFIER to 8.0%. The Commission will also recommend to the
Sinking Fund Commission that it review its fund managers.

3. Insurance

PGW' s original budget included $2,375,000 for $500,000



of Self insurance coverage. In its brief, however, PGW budgeted
a $1,000,000 self retention at a cost of $2,074,000. A savings
of $301,000 would be realized by the change in retention levels.
The Commission found PGW's analysis of the retention
issue inconclusive in this case. The Commission had recommended
& $2,000,000 self retention level in the 1990-1991 base rate case.
During this vyear's proceeding the City advocated for the
continuation of liability coverage while the Advocate questioned
the necessity of such coverage. The fact that PGW's status for

purposes of the Political Subdivision Tort Claims Act is unclear

and the fact that there are risks associated with potential
environmental claims, leads the Commission to order a reduction iﬂ
expenses of $420,000 which reflects the maintenance of a minimum
of $2,000,000 in coverage,

4. Legal Expenses

While PGW has increased its internal legal staff by two
persons, it budgeted an increase in outside counsel fees of
$262,000. PGW has not justified this increase. Therefore the
Commission orders a reduction in PGW expenses of $262,000.

5. Injuries and Damages

PGW is attempting to recover $653,000 from its
insurance carrier for damages reéulting from an environmental
claim. (Total damages were $1,353,000. With a $500,000 self
retention level and the insurer's offer to pay $200,000, the
disputed amount is $653,0000). The insurance carrier has agreed

to pay a portion of the claim and PGW has not demonstrated why the



carrier will not cover its insured. Therefore, PGW has not
presented any reasons why consumers should pay this cost while
negotiations continue. Accordingly, the Commission orders the
reduction of PGW expenses by $653,000.

5. Other Income

PGW made a calculation error in determining interest
income associated with the Capital Improvement Fﬁnd. PGW has
since adjusted its revised budget in the area of other income.
The Commission orders an increase of $791,000.

7. Conservation Expenses

Last year, this Commission approved a PGW base rate
budget which included conservation expenses of $1,000,000 and
allowed PGW to spend up to an additional $600,000 of low-income
conservation expenses which if spent would be recovered through
the GCR. Last year, PGW only managed to spend $900,000 in this
area, but PGW has entered into contracts to spend an additional
$600,000.

This yeaf PGW has included the %600,000 from last year's
contracted but not spent dollars in its base rate budget while
inserting another $1,600,000 in its GCR filing.

The Advocate contends that PGW has not demonstrated the
ability to spend $2.2 million on“conservation expenses this year
and that the $600,000 in base rates be eliminated subject to
future recovery through the GCR if PGW actually expends dollaré

in excess of the $1,600,000 currently in the GCR.

10



It should be noted that even if PGW had spent the
$600,000 last year, recovery would have been limited to $500,000
as PGW only spent $900,000 of the $1,000,000 budgeted in base
rates.

The Commission should encourage PGW to spénd the entire
$2,200,000 providing for current recovery through the GCR of the
first $1,600,000 and deferring any other recovery until it is
shown that the dollars will be spent. The Commission recognizes
that there may be a small carrying cost associated with this
approach of about $6,000.

It is ordered that base rates be reduced by $600,000 and
that these dollars be eligible for recovery through the GCR if
actually spent. It is also ordered that Other Operating Income be
reduced by $6,000.

8. $18,000,000 Payment to the City of Philadelphia.

As discussed in Section II, herein, the Agreement
requires that the Commission fix and regulate rates and charges for
supplying gas which will produce enocugh revenues to make base
payments to the City of Philadelphia in an amount of $18,000,000.

The Advocate has once again argqued that this payment is
illegal as a payment in lieu of taxes. The City argued that the
payment represents a distributioh of equity -- a recovery by the
City of the value associated with employing City assets in a risky
business. (See City brief, page 11). Legal counsel has revieﬁed
the legality of this payment under the provisions of the Agreement

and the Commission concludes that the payment is proper and is
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required by law. Accordingly, the Commission accepts the position
that the $18 million payment is legal until such time as the issue
has been judicially determined to the contrary.

9. Appropriation for Unceollectible Expense.

The issue of uncollectible expenses was extensively
discussed during the 1991-1992 base rate proceedings. PGW
budgeted $36.7 million for this item in its original budget.

At the time of the filings, PGW estimated its appropriation for
Fiscal Year 1990-1%91 to be $24,091,000 {(consistent with Fiscal
Year 1989-1990 of $24,137,000 and the 1990-1991 compliance budget
of $22,323,000).

a. Change in the Accounts Receivable Factor

The Advocate asserts that an adjustment needs toc be made
to the appropriation expense based upon PGW's use of a 20.75%
accounts receivable factor rather than the 20% which has been
consistently used in the past. The proposed adjustment for this
item is $1,600,000.

PGW has failed to demonstrate why.this factor should be
increased.

PGW' s poor track record in estimating its receivables
‘is also demonstrated by its tendency to over estimate this account
as shown on Transcript Request-BS.

This Commission also questions the reliability of PGW's
study as it possibly over counts the impact that 5&2 customers

have on receivables through PGW's current accounting practices.
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It is ordered that the appropriation set forth in PGW's
original budget be reduced by $1,600,000.

b. Retrospective Study

The Public Advocate asserts that PGW should eliminate its
“roll-forward" of collectibility factors and utilize instead the

collectibility factors included in PGW's own céllectibility study.
3

This adjusts PGW's uncollectible expense estiméte by approximately

GILT T

$600,000. While the Public Advocate does not jaccept the accuracy

IR

of the retrospective study, at least this metéod is the result of
PGW's own study. In contrast, the "rdal-forward" method
superimposes a result which has no factual support on the record.
The Commission adopts the Public Advocate's position and therefore

orders a reduction of $600,000.

cC. Enerqgy Assurance Program (EAP)

PGW has stated that the rise in the appropriation
expense has been due in part to the EAP Program (Transcript
Request-37). Accordiﬂg to PGW, of the $12.8 million increase in
appropriation presented by PGW during the hearings between this
year and last year, $4.9 million was attributable to the EAP
program. This was supdivided into two parts: a) $1l.4 million
dealing with current bill discounts and b) $3.5 million dealing
with the uncollectibility of all ;rrears in excess of the $144 per
participant.

Regarding the first issue, PGW currently records the
revenues anticipated from EAP customers at the same rate as it does
for non-EAP customers, although it actually charges EAP customers

a discounted rate. To complete its record keeping, PGW then
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establishes a reserve expense in the amount of the discount.
Although this has no impact on the bottom line, it inflates PGW's
uncollectibles which PGW asserts has a negative impact on rating
agencies and bond investors. It is recommended that the current
bill discounts be entered as a rate discount rather than as an
appropriation for uncollectibles. This revised accounting method
is consistent with the way PGW currently enters discounts for
senior citizens and interruptible customers.

The second portion (arrears) was calculated by startiﬁg
with the total arrearage of EAP customers when they entered the
program, subtracting from it the applicable grants and the §144
per participant (based upon 36 months at $4 per month). This
residual of $3.5 million was then included as a current
appropriation for uncollectibles.

This method places the entire burden of this arrearage
forgiveness in this budget year rather than over the three years
it could in reality be earned. This calculated expense is
therefore being front loaded into this budget year.

It is ordered that two-thirds of PGW's claim be rejected,
a reduction to the appropriation expense of $2,333,000. This
allows only the forgiveness that could be earned in a year to be
included in rates. This should-hot be considered a normalization
expense but rather a rejection of an expense that even under PGW's

assumptions will not be earned until the subsequent years have

lapsed.
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Further,-the Commission recognizes that PGW has assumed many
Ccosts and few savings associated with EAP and that the question of
EAP's cost-effectiveness and appropriateness remains an outstanding
issue. (See Transcript Request No. 42).

10. Strategic Options Study.

In its 1990-1991 budget, the Commission budgeted for PGW
to perform a Strategic Options Study. The estimated cost of
$400,000 was to be spread over three years, an average of
$133,000 per year. The study has not been performed to date.

Last vyear, there was some confusion as to the
responsibility for the study. To alleviate this problem, the
Commission has started to develop a request for proposals for the
study and the .Commission will conduct the study under its
direction.

The Advocate argued that since the money for the study
was budgeted last year, no additional dollars should be budgeted
for this year. However, only a portion of the funds were actually
budgeted last year and there is no evidence that PGW's 1991-1992
budget contains an amount for this purpose. Therefore, the
Commission orders that the budget be increased by $133,000 to
provide funds to conduct this study.

11. Uncollectible Study.

The presentation on this topic during the rate
proceedings showed that very little is clear. There is doubt as
to the accuracy with which PGW projects accounts receivable and the

method chosen to treat EAP arrearages and discounts. The Public
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Advocate added nothing more than a recommendation that further
study be performed.

The Commission therefore orders that a study of
accounting practice be performed and that PGW expenses be increased
by $50,000 to accommodate the cost of the study.

12. Lease v. Purchase Study.

No evidence was presented during the rate proceedings to
indicate that PGW was not making reasonable lease-purchase
decisions. The Advocate's recommendation that PGW be required to
submit to the Commission and all parties "a formal cost-benefit
analysis for each proposed major vehicle or equipment purchase
during Fiscal Year 1992" is denied. This Commission would expect
to see a more rigorous analysis of this issue before ordering
studies or making unspecified adjustments.

13, Liquified Natural Gas Capacity and Marketing Study.

PGW has shown that it has made some attempts to market
its LNG capacity through both wholesale and retail arrangements.
Insufficient evidence was presented by the Advocate to warrant
the Commission to order a study on this issue at this time. This
is an issue which may more appropriately be considered in the
Strategic Options Study.

Except as it may be considered in the St-ategic Options
Study, the Adveocate's position is denied.

14. Customer Charge

The Advocate recommended that the Commission leave the

customer charge at its present level. The current charge for
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residential customers is $2.50 per month. PGW and the City
recommend raising this charge to $4.00 per month for residential
customers. Similar increases were proposed for other classes of
customers who have customer charges.

PGW's residential customer charge has been shown to be
low as compared to other regional utilities. The Advocate has
offered no expert testimony on this issue in the rate proceeding.
It has relied on its belief that although a cost of service study
may support PGW's proposal that it would cause widespread consumer
misunderstanding and opposition.

Although the Commission is sensitive to these issues,
there 1is also aA concern about non-heating customers being
subsidized by heating customers. The Advocate should expend
additional efforts in the area of consumer education to help
explain the customer charge to its clients.

An increase in this charge will raise $9.3 million in
revenues for PGW which are not weather sensitive. (See PGW Exhibit
B-5). It will also place a small portion of the rate increase on
interruptible customers. The $9.3 million would be part of the
total recommended rate increase which would otherwise be
collected through the commodity charge loans.

It is ordered that thehcustomer charge be increased for
each of the listed tariffs. See Exhibit D for a list of all tariff

increases.
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15. BPS Pricing.

The Philadelphian Owners' Association requested two
separate changes to PGW's BPS tariff. The first would have PGW
base its BPS rate on daily or weekly oil prices rather ﬁhan monthly
and the second would offer a pricing option based on #4 oil for
customers whose alternate fuel is #4 oil. 3

It is ordered that this request §be denied without
prejudice and that PGW submit an analysis to tge Commission within
60 days on the #4 oil potential of its BPS cuséomers and its plans
to provide metering to interruptible customers ahich will allow PGW
to have a better understanding of customer behavior and to have

better access to rates on a more time sensitive basis.

16. Miscellaneous Adjustments.

It is ordered that a reduction of approximately $987,000
be made to Appropriation for Uncollectible Expenses to reflect the
overall decrease in rates contained in the Rate Order. It is also
ordered that Other Operating Income and Unbilled Gas be decreased
by approximately $54,000 and $232,000 respectively to reflect the
overall reduction in rates contained in the Rate Order.

17. Management Audit Action Plans (MAAPs).

The argument on MAAPs is two fold. The first issue is
of the appropriateness of any adjustment regarding MAAPs and the
second is of whether the specific adjustments which are made are
reasonable and accurate.

Regarding the first issue, PGW claims that the MAAP

calculations are "only projections or predictions of potential
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savings, if manipulated as suggested by the Public Advocate,
become 'phantom income’'..." (See PGW Brief, 37). The Advocate
contends that PGW has failed to comply with Commission orders
regarding the MAAPs and has therefore failed to achieve the
savings anticipated by the implementation of the findings of the
Management Audit.

In the Commission's Memorandum and Opinion dated April
25, 1991, it is stated that "unless specifically stated to the
contrary, PGW will be held accountable for the approved MAAPs".
(See Memorandum, 13). As of December 1991, all fifty-seven MAAPs
have been approved by this Commission. Since the April, 1591
Memorandum was adopted, nothing has occurred which releases PGW
from its responsibilities to implement the cost saving measures
identified in the Management Audit and adopted by this
Commission. The Commission will therefore continue to consider
adjustments based upon this premise.

The savings referred to in the MAAPs are recurring in
nature and should be accounted for . K annually. Further, PGW
erronecusly -assumes that the Commission accepted the Advocate's
position in last year's rate case which dealt with a normalization

approach.

The Advocate has identified several MAAPs which, in their
view, require expense or revenue adjustments. These are MAAPs 2
and 8 (considered jointly), MAAP 7, MAAP 21, MAAP 24 , and MAA?
33. PGW claims that even if MAAP adjustments are to be made, the

Advocate's proposed adjustments are inaccurate. In its reply
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brief, PGW raises the issue of MAAP 34. A detailed review of the
MAAPs adjustments is provided below.

a) MAAPS 2 and 8

MAAP 2 deals with an organizational study, while MAAP 8
focuses on work force managemenﬁ. The Advocate accurately
represents that PGW has failed to include in its budget the §1l
million in anticipated savings set forth in these MAAPs. (See
Transcript Request 20 and approved MAAPs).

PGW ¢laims that inclusion of this adjustment is
inappropriate as it double counts the labor savings and double
counts savings that were made last year.

The double eounting issues can best be resolved by
looking at the sudgeted number of employees when the Management
Audit was performed and the number of employees'currently being
requested in this budget. PGW claims that by making both MAAP and
labor adjustments, double counting occurs. As shown in the
transcript at pages 2076-2077, the budgeted number of employees
when Schumaker developed its recommendations was 2454 (the
Commission allowed the addition of 4 employees in last year's rate
case to be consistent with MAAP implementation). The budgeted
number of employees included in this case is 2477. Since
Schumaker's starting point for"making its assessment was at a
budgeted employment level less than the proposed level it would not
be inappropriate to include an adjustment to bring employmént_
levels to the original level and then to make adjustments as

recommended by the audit. (This holds true for all related MAAP
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adjustments).

PGW had not included any savings related to MAAPs 2 and
8 in its proposed operatihg budget.

For all the above reasons, the Commission accepts the
Advocate's position and a reduction of $1,000,000 ié ordered to
be made to PGW's miscellaneous expenses (the adjustments for MAAP
compliance are being made to miscellaneous expenses for ease of
tracking).

b) MAAP 7

This MAAP deals with work force management at the LNG
plants. The Advocate is correct in that the Commission approved
MAAPs call for savings of $420,000 from this MAAP which have not
been included in PGW's proposed budget.

The argument set forth by PGW was that this MAAP was not
to be completed until December 31, 1991, therefore only a partial
year's savings could be anticipated. Review of the Commission
approved MAAP supports this completion date. It is therefore
appropriate to eliminate one-third of the proposed adjustment.

It is ordered that PGW' s miscellaneous expenses be
reduced by $280,000.

c) MAAP 21

This MAAP addresses ghe issue of marketing. The
$680,000 adjustment proposed by the Advocate does not appear to be
based upon the latest approved MAAP. Further, PGW claims that it
has included "ineremental revenues” from its marketing efforts in

this year's budget.
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The Advocate bases its claim that further savings should
be included in the budget based on the fact that PGW has not moved
forward with its own self-generation project.

It is ordered that PGW accelerate the implementation of
self-generation but that no adjustment to revenues be made.

d)  MAAP 25

This MAAP deals with the reorganization of the
transportation department. The Advocate correctly identifies
$300,000 in savings which were set forth in the Commission approved
MAAPs but are not included in PGW' s budget. PGW' s assumption
that these savings were partially included in last year's rate case
is inaccurate.

The Advocate's position is adopted and the Commission
orders a $300,000 reduction to miscellaneous expenses be made.

e) MAAP 33

This MAAP deals with automation of the accounting
process. The benefits in the Commission approved MAAPs are not
quantified, but Transcript Request 16 does- quantify the targeted
benefit. The adjustment is discussed in the labor section herein.

f) MAAP 34

This MAAP deals with the potential savings from the
implementation of a financial automation system. PGW is correct
when it asserts in its reply brief that this MAAP includes a cost
of $300,000. It is also stated in that MAAP that the savings are
uncertain. It can only be assumed that if PGW 1is now

recommending that the cost for this project be included in its
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budget that it must have determined that the benefits exceed the
cost. .These savings would also need to be budgeted, but no such
offsetting adjustment has been proposed. .

The Commission orders PGW to actively pursue MAAP 34 
Costs and savings are to be viewed as offsetting and no adjustment
should be made.

g) MAAP SUMMARY.

It is ordered that an adjustmeny to miscellaneous

m&w-h Fitut

expenses totaling $1,580,000 be made to PGW's ?roposed budget.
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IV. CONCLUSION

The Commission hereby incorporates by reference the Rate Order
issued December 19, 1991 in its entirety including but not limited
to any and all requirements that PGW submit additional
documentation, information tariffs, and Rule and Regulation
modifications to this Commission.

This rate decision continues the mandate established by this
Commission to provide stability in costs to PGW rate-payers. This
stability is provided to consumers while at the same time allowing
PGW to cover any necessary increase in expenses and to budget
revenues which will allow it to maintain its operations in a safe;
responsible and fiscally sound manner.

PGW requested a $28 million base rate increase. Over the
course of the Commission's inquiry and hearings, PGW evidenced a
need for additional revenues. While this Commission will continue
to require PGW to pare excess from its budget, it cannot ignore

PGW's need for revenue with which to maintain safe and adequate

-

service.
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FINDINGS QF FACT

Based on all the evidence submitted on the record, the
testimony of the witnesses, the statements made at the community
input sessions, the exhibits admitted into evidence, the briefs
and reply briefs, arguments of the participants, the existing
law, and for the reasons set forth in the Memorandum Opinion,
good cause has been shown for the Philadelphia Gas Commission to
issue the following Findings of Fact.

1. The rates for the Philadelphia Gas Works for Fiscal Year
1991-92 are increased by $15,032,000 million.

2. For ratemaking purposes, the recommended targeted debt
coverage for PGW in Fiscal Year 1991-92 shall be 1.80x, an
immaterial variance due to accounting interactions shali be
acceptable.

3. The specific adjustments to PGW's revenues as set forth
in the Memorandum Opinion are just and reasonable.

4. Any issue, proposed adjustment or recommendation not
specifically covered by the Memorandum Opinion is specifically
denied,

5. The revised operating budget for Fiscal Year 1991-92
increases revenues and reduces expenses from the operating budget
proposed on August 9, 1991 by approximately $12,968,000, and
therefore base rates for Fiscal Year 1991-92 are increased by

approximately $15,032,000 million.



ORDER

For the reasons set forth in this Memoranduﬁ}Opinion, the
Philadelphia Gas Commission enters the following Order:

1. The Rate Order of December 19, 1991 of the Philadelphia
Gas Commission is hereby reaffirmed and iﬁcorporated as the order
of the Commission in this rate proceeding (See Exhibit C).

2. There shall be an increase in the base rate to consumers
for Fiscal Year 1991-1992. The changes in the customer and
commodity charges are set forth at Exhibit D.

3. The debt service coverage for Fiscal Year 1991-92 shall
be consistent with this Memorandum Opinion.

4. Notice was submitted to the Philadelphia City Council on
January 7, 1992 of the Commission's actions of December 19, 1991.

5. All issues, proposed adjustments, and recommendations not
particularly addressed in this Memorandum Opinion are hereby
specifically denied.

The Philadelphia Gas Commission hereby retains jurisdiction
over this matter.

Phi[adelphia Gas Commission
.
. lv-'
A A
T R W A R
Laurence W. Reaves, Chairman

Date Issued: March/{, 1992
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I HEREBY CERTIFY THAT SERVICE OF THE FORE-GOING DNOCUMENTS

WAS MADE BY FIRST CLASS, U.S. MAIL, TO ALL PARTICIPANTS

AT THEIR ADDRESSES LISTED ON THE ATTACHED SERVICE LIST.
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SERVICE LIST

ACTIVE PARTICIPANTS

LANCE S. HAVER, EXECUTIVE DIRECTOR

6048 OGONTZ AVENUE

PHILADELPHIA, PENNSYLVANIA 19141
424144

REPRESENTING CEPA

GUILLERMO L. BOSCH, ESQUIRE

801 ARCH STREET, 6TH FLOOR
PHILADELPHIA, PENNSYLVANIA 19107
928-0859

REPRESENTING CITY OF PHILADELPHIA

ANDRE DASENT, ESQUIRE.

900 THE BOURSE BUILDING
PHILADELPHIA, PENNSYLVANIA 19106
625-0555

REPRESENTING CITY OF PHILADELPHIA

PETER MEADOWS ADELS, ESQUIRE
COMMUNITY LEGAL SERVICES, INC.
1324 LOCUST STREET

PHILADELPHIA, PENNSYLVANIA 13107
893-5372

PUBLIC ADVOCATE

Y BROWN, ESQUIRE

ITY LEGAL SERVICES, INC.
ST STREET

PHIA, PENNSYLVANTIA 19107

CATE

STEVEN P. HERSHEY, ESQUIRE
COMMUNITY LEGAL SERVICES, INC.-
1324 LOCUST STREET

PHILADELPHIA, PENNSYLVANIA 139107
893-5377

PUBLIC ADVOCATE
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7. STEVEN L. FRIEDMAN, ESQUIRE
DILWORTH, PAXSON, KALISH & KAUFFMAN
2600 THE FIDELITY BUILDING
123 SOUTH BROAD STREET
PHILADELPHIA, PENNSYLVANIA 19109-1094
875-7140
REPRESENTING - THE PHILADELPHIA GAS WORKS

8. OLIVER M. JOHNSON, II, ESQUIRE
DILWORTH, PAXSON, RALISH & KAUFFMAN
2600 THE FIDELITY BUILDING
123 SOUTH BROAD STREET
PHILADELPHTA, PENNSYLVANIA 19109-1094
875-7064
REPRESENTING THE PHILADELPHIA GAS WORKS

9. MARC BRESLOW, ECONOMIC ANALYST
TELLUS INSTITUTE
89 BROAD STREET
BOSTON, MA 02110
617-426-5844

10. HYDIE MILLER, ECONOMIC ANALYST
ROOM 564-CITY HALL
PHILADELPHIA, PENNSYLVANTIA 19107
686-2286

1. SYDNEY M. AVENT, ESQUIRE-SR. V.P. & GENERAIL COUNSEL
800 WEST MONTGOMERY AVENUE
PHILADELPHIA, PENNSYLVANIA 197122
PHILADELPHTIA GAS WORKS

12. LAURETO A. FARINAS, ESQUIRE
800 WEST MONTGOMERY AVENUE
684-6982
PHILADELPHIA GAS WORKS

13. KATHLEEN C. JACKSON, ESQUIRE-ASSISTANT GENERAL COUNSEL
800 WEST MONTGOMERY AVENUE
PHILADELPHYA, PENNSYLVANIA 19122
684-6630
PHILADELPHIA GAS WORKS
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14.

15.

16.

VALORIA I,. CHEEK, ESQUIRE

SINGLEY & ASSOCIATES

SECOND FLOOR-230 SOUTH BROAD STREET
PHILADELPHIA, PENNSYLVANIA 19102
875-0609

L. G. SPIELVOGEL

203 HUGHES ROAD

KING OF PRUSSIA, PENNSYLVANIA 19406
687-5900

LOUIS J. CARTER, ESQUIRE
7300 CITY LINE AVENUE
PHILADELPHIA, PENNSYLVANIA 19151
879-8665

REVISED 1/92



PHILADYLPHTA GAS COMMISSION
NOTICE

THIS NOTICE IS TO INFORM THE PUBLIC THAT THE PHILADELPHTA GAS
COMMISSION, AT ITS PUBLIC MEETING HELD ON DECEMRER 19, 1991, HAS
AUTHORTZED AN INCREASE IN THE BASE RATES, AND THE GAS COST RATE
(GCR} OF THE PHILADELPHIA GAS WORKS. THE NEW BASE RATES,
DETATTL.ED BELOW, WILL BE APPLICAELE TO ALL GAS CONSUMED ON/OR
AFTER SEPTEMBER 1, 1991%, THE NEW GCR HAS HBEEN ADTHORIZED AT
A LEVEL OF 3.565 CENTS PRER ONE HUNDRED CUBIC FEET, AND BECAME
EFFECTIVE DECEMBER 19, 1991.

NEW BASE RATES:
{GS) GENERAL SERVICE RATE
Commodity Charge . . v o o = o o =« « o «71.20¢ per 100 c.f.
Plus
Customer Charge: $ 4.00 per month for Residential
$ 10.00 per month for Commercial
$ 20.00 per morth for Industrial

(MS) MUNICIPAL SERVICE RATE . . . . . . . . 64.13¢'per 100 c.f£.
(City Council Approval Required)

(PHA) PHILADELPHTA BOUSING
AUTHORITY SERVICE RATE . . « - -« « « » 71.26¢ per 100 c.f.

(BPS) BOILER & POWER PLANT SERVICE RATE:
Commodity Charge: Same as Existing Tariff.,
Plus
Cuastomer Chirge: Customer's
Annual Consumption
(1 Mcf£=1000 c.f.)
$ 35 per month. . . . Below 10,000 Mcf
$ 75 per month., . . . Between 10,000 Mcf
: and 100,000 Mcft
$150 per month. . . . Over 100,000 Mcf

(LBS-L) LOAD BALANCING. SERVICE-LARGE RATE:
Commodity Charge: Same as Existing Tariff.
Plus .
Customer Charge: $175 per month.

(LBS-S) LOAD BALANCING SERVICE-SMALL RATE:
Commodity Charge: Same as Existing Tariff.
Plus
Customer Charge: $100 per month.

*TO REFLECT THE APPLICATION OF THE NEW BASE RATES TO CUSTOMER'S
OSAGE ON/OR APTER SEPTEMBER 1, 1991, ADJUSTMENTS WILL BE MADE
TO CUSTOoMER'S BITIS IN FOUR EQUAL MONTHLY INSTALLMENTS
BEGINNING IN APRTL 1992, SUBJECT TO FINAL COMMISSION REVIEW
AND APPROVAL AT ITS NEXT REGULARLY SCHEDULED MEETING.

LAURENCE W. REAVES, CHAIRMAN
PEILADELPHTA GAS COMMISSION

EXHIBIT "DV



RE: PHILADELPHIA GAS WORKS® PROPQSED BASE
RATE INCREASE FOR FISCAL YEAR 1991-1992

EXHIBIT
NUMBER

CoP-1
CoP-2
COP-3
COP-4

CaP-5

CcoP-6

STATEMENT
#1

CITY OF PHILADELPHIA -_EXHIBiTS & STATEMENTS

TRANS.,

REF.
PG. #

171
355
355
355

357

544

DESCRIPTION:
RESPONSE TO RR-48, OFFICE AGGREGATION;

PFMC AGREEMENT;
PGW'S 1990 ANNUAL REPORT:

13TH SERIES PROSPECTUS FOR GAS WORKS
REVENUE BONDS:

OFFICE AGGREGATION STUDY-CUSTOMER
RELATIONS DEPARTMENT;

RESPONSE TO TR-13, DOWNGRADE BY MOODY
ON THE INTEREST EXPENSE FOR MOST RECENT
BOND I[SSUE.

DIRECT TESTIMONY OF DAVID W. BRENNER,
FINANCE DIRECTOR DATED OCTOBER 15, 1991,

EXHIBIT ''8"



RE: PHILADELPHIA GAS WORKS™ PROPOSED BASE RATE
INCREASE FOR FISCAL YEAR 1991-1992

PHILADEL PHIA GAS COMMISSION - EXHIBITS & STATEMENTS

TRANS.

EXHIBIT REF.

NUMBER PG. # DESCRIPTION:

PGC-1 7 PGW'S RATE FILING-VOLUMES IgTHROUGH v,
DATED 7/16/91 & 8/9 AND 8/12/91, IN-
CLUDING REVISED VOLUMES; ¢

PGC-2 7 PRE-HEARING CONFERENCE ORDEh‘

PGC-3 1 PHILADELPHIAN OWNERS® ASSOGIATION REQUEST
FOR _SPECIAL TARIFF BASED ON #4 FUEL OIL,
DATED JULY 10, 1991;

PGC-4 990 GOALS OF EAP PILOT PROGRAM (FEBRUARY 1990
FINAL PARTICIPANT SELECTION EAP REPORT-
D. CARROLL).

PGC-5 1079 1991 EAP REPORT 1ST AND 2ND QUARTERS;

PGC-6 1165 PGW'S RESPONSE-H.A.CONNELLY'S LETTER DATED

9/26/91 RE: PHILADELPHIAN OWNERS® ASSO-
CIATION'S REQUEST;

PGC-7 2343 EXHIBITS WHICH START WITH COMMISSION ENDORSED
FILING. (ALSO TRANSCRIPT REQUEST #51, AND
PGW EXHIBITS 16 AND 16A. REVISED A-i
A-2 AND A-3 AND STATEMENT OF INCOME
ADJUSTMENTS).



RE: PHILADELPHIA GAS WORKS®' PROPOSED BASE
RATE INCREASE FOR FISCAL YEAR 1991-1992

PHILADELPHIA GAS WORKS - EXHIBITS & STATEMENTS

TRANS.

EXHIBIT REF .

NUMBER PG. # DESCRIPTION:

PGW-1 8 A.P.DEGEN'S RESPONSES TO COMMISSION
INQUIRIES OF 974791 RE: PUBLIC
LIABILITY INSURANCE RETENTION LEVELS:

PGW-2 124 A.P.DEGEN'S LETTER DATED 8/21/91 RE
WYATT ANALYSIS:

PGW-3 445 RESPONSE TO RR-8, QUANTIFY AND IDENTIFY

. BY ACCOUNT THE EXPENDITURES DEFERRED FROM

FY 91 TO BUDGET '91-°92:

PGW-4 H.A.CONNELLY'S LETTER DATED 9/26/91 RE:
PHILADELPHIAN OWNERS® ASSOCIATION:

PGW-5 1211 ENTIRE TRANSCRIPT OF 10/22/91-CROSS-
EXAMINATION OF LELASH'S TESTIMONY-
GCR PROCEEDING, INCLUDING EXHIBITS:

PGW-6 1212 A.P.DEGEN'S LETTER DATED 9/23/91 RE:
BELL BEVERAGE;

PGW-6A OCTOBER 1, 1991 TRANSCRIPT RE: BELL
BEVERAGE :

PCW-7 1227 PGC MAAP #21 (MARKETING ACTION PLAN):

PGW-8 1229 EXCERPT FROM REVISED FILING OF 8/9/91,

| EXHIBITS B-1-2, B-1-3;

PGW-9 1259 PGC MAAP #9 .WORK FORCE MANAGEMENT
PROGRAM) :

PGW-10 1260 RESPONSE TO“TR-27 (BUDGETED COSTS
RELATED TO EXECUTIVE LEVEL POSITIONS):

PGW-11 1647  HISTORY OF P.0.A.'S CONSUMPTION UNDER
RATE BPS, 1984 - 1988:

PGW-12 1655 P.O.A.'S CONSUMPTION WHEN RATE BPS WAS
HIGHER THAN NO. 4 OIL:

PGW-13 1740 POTENTIAL PEAK WINTER SUPPORT REMAINING

-DEKATHERMS;
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RE: PHILADELPHIA GAS WORKS®' PROPOSED BASE
RATE INCREASE FOR FISCAL YEAR 1991-1992

PHILADELPHIA GAS WORKS - EXHIBITS & STATEMENTS

TRANS.

EXHIBIT REF.

NUMBER PG. # DESCRIPTION.

PGH-14 1740 SUPPLY/DEMAND BALANCES-DEKATHERMS;

PGW-15 1961 PGW MANAGEMENT AUDIT ACTION PLANS
SAYINGS (JRB R-1);

PGH-16 1967 PGW STATEMENT OF INCOME (DOLLARS IN
THOUSANDS} 1991-1992 (JRB R-2);

PGW-16A 1968 STATEMENT OF INCOME ADJUSTMENTS (JRB R-3);

PGW-17 2095 CALLAN REPORT (TR 13-A);

PGW-18 2113° RESPONSE TO TR 29 (PARK PLAZA PROPOSED
SALES VOLUME);

PGW-19 2114 RESPONSE TO TR-7 (PROVIDE MODIFIED A"
EXHIBITS);

PGW-20 2150 PGW RATE BPS CLASS DATA.



RE: PHILADELPHIA GAS WORKS' PROPOSED BASE
RATE INCREASE FOR FISCAL YEAR 1991-1992

PHIL ADELPHIAN OWNERS' ASSOCIATION - EXHIBITS & STATEMENTS

TRANS.
EXHIBIT REF.
NUMBER PG. # DESCRIPTION:
POA-1 1647 RATE BPS INTERRUPTIBLE HISTORY;
POA-2 1655 MONTHLY BPS RATE CALCULATIONS;
POA-3 1740 PGW STUDY OF POTENTIAL #4 OIL CONVERSION;
POA-4 1740 LARGEST 20 RATE BPS CUSTOMERS;
POA-5 2304 COGENERATION PARTNERS' AGREEMENT
(REFERENCE APPENDIX WAS NOT SUBMITTED).
STATEMENT #1 DIRECT TESTIMONY OF MARVIN B. LEVY

DATED OCTOBER 15, 1991,



RE: PHILADELPHIA GAS WORKS®' PROPOSED BASE
RATE INCREASE FOR FISCAL YEAR 1991-1992

PA-3

PA-4

PA-5

PA-6

PA-7

PA-8
PA-9

PA-10
PA-11
PA-12

PA-13

PA-14

PA-15

PUBLIC _ADVOCATE - EXHIBITS & STATEMENTS

TRANS.
REF.
PG, #

87

87

88

110

159

229

231

240
255

261
297
299

387

397

403

DESCRIPTION:

A,P. DEGEN'S LETTER DATED 9/9/91 RE:
MAAPS #2, #8, #20, #41 AND #42;

SCHUMAKER MAAPS (#34 OF 1990-1991 RATE
CASE) DATED 1/26/90;

PHILADELPHIA GAS WORKS' MAAPS (#35 OF
1990-1991 RATE CASE DATED 6/21/90);

RESPONSE TO RR-32, MAAP #24, GOVERNMENT
IMMUNITIES ACT;

RESPONSE TO G-9; STREET PAVING AND BONDS'
INSURANCE COVERAGE;

RESPONSE TO RR-1(g)(i1), LEGAL EXPENSES
BY FIRM AND CATEGORY OF WORK;

RESPONSE TO RR-53, MAAP #27, LEGAL
REORGANIZATION; ‘

$28M FILING--NORMALIZED EXPENSES;

RESPONSE TO RR-73 REGARDING RR-53,
PENSION INVESTMENT PORTFOLIO;

RESPONSE TO RR-1(i), PENSION EXPENSE;
RESPONSE TO RR-1(f), RENTAL/LEASE EXPENSE;

RESPONSE TO RR-31, DEPT. GOALS FOR
CORPORATE PLANNING:

REVISED PGC 'SCHEDULES & EXHIBITS DATED
9/5/91; '

RESPONSE TO RR-1A, SUBSTANTIATION FOR
EXPENSE ENTRIES [N VOLUME V OF FILING;

RESPONSE TO RR-38, INVENTORY DOLLAR VALUE:
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RE: PHILADELPHIA GAS WORKS' PROPOSED BASE
RATE INCREASE FOR FISCAL YEAR 1991-1992

PA-17

PA-18
PA-19

PA-20

PA-21
PA-22
PA-23
PA-24

PA-25
PA-26
PA-27
PA-28

PA-29
PA-30

PUBLIC ADVOCATE - EXHIBITS & STATEMENTS

TRANS.
REF.
PG. #

404

405

410
414

415

434
434
434
434

434
435
435
435

435
437

DESCRIPTION:

RESPONSE TQ RR-9, SCHEDULE SHOWING
EXPENDITURES FOR REVIEWS AND
RECOMMENDATIONS BY CONSULTING FIRMS
FOR 1990-1992 AND 1991-19?2:

RESPONSE TO RR-58, INCREASED AUTOMATION
IN THE MANAGERIAL ACCOUNTING AREA;

RESPONSE TO RR-51, PURCHASING FUNCTION:
RESPONSE TO RR-1(c), HEALTH CARE COST
CONTAINMENT COMMITTEE, RISK MANAGEMENT
AND LIABILITY RETENTION LEVEL:

RESPONSE TO RR-76, ALTERNATIVE METHODS
OF HEALTH COVERAGE FOR NON-UNION EMPLOYEES;

RESPONSE TO RR-83, TORT CLAIMS ACT;
RESPONSE TO RR-84, TORT CLAIMS ACT;
RESPONSE TO RR-88, QUTSIDE LEGAL COUNSEL;

RESPONSE TO RR-90, ANALYSIS OF LEASE/
PURCHASE QUESTIONS;

RESPONSE TO TR-14, OUTSIDE LEGAL COUNSEL;
RESPONSE TO RR-92, PENSION EARNINGS RATE:
RESPONSE TO TR-8, LEGAL REORGANIZATION;

RESPONSE TO TR-3, LIABILITY INSURANCE
PREMIUMS;

RESPONSE TO TR-4, LIABILITY INSURANCE;

RESPONSE TO TR-16, RE: MAAP #33 AND
MAAP £58;
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RE: PHILADELPHIA GAS WORKS' PROPOSED BASE
RATE INCREASE FOR FISCAL YEAR 1991-1992

PUBLIC ADVOCATE - EXHIBITS & STATEMENTS

TRANS.

EXHIBIT REF. .

NUMBER PG. # DESCRIPTION:

PA-31 533 RESPONSE TO TR-1, STRATEGIC OPTIONS STUDY;

PA-32 533 RESPONSE TO TR-11, PENSION EARNINGS RATE;

PA-33 533 RESPONSE TO TR-15, ANNUAL BUDGET COST FOR
CEQ & COO; :

PA-34 533 RESPONSE TO TR-17, HEALTH CARE INSURANCE
FOR MANAGEMENT EMPLOYEES;

PA-35 576 MARKETING PLAN FOR FY 1991-1992;

PA-36 794 RESPONSES TO A-1 AND A-16, STATEMENT OF
PGW'S WRITE-OFF POLICIES;

PA-37 815 RESPONSES T0 A-23 AND A-24, BREAKDOWN OF
REACTIVATED ACCOUNTS;

PA-38 841 RESPONSE TO A-13, "T™ ACCOUNT ANALYSIS
OF AN INDIVIDUAL 5 & 2 CUSTOMER;

PA-39 875 REVISED (PGW) SCHEDULES FILED 8/23/91
EXHIBIT A

PA-40 891 RESPONSE TO A-28, CHANGES IN ACCOUNTS
RECEIVABLE; _

PA-41 1053 RESPONSE TO PGC-70 & TR-84 FROM 1990-1991
RATE CASE -- WHAT AN EAP CUSTOMER MUST
PAY IN ORDER TO COVER THE VARIABLE COST
OF PROVIDING SERVICE;

PA-42A 1551 PHASE T OF D&T ORGANIZATIONAL STUDY;

PA-428 1551 - PHASE [[ OF D&T ORGANIZATIONAL STUDY;

PA-42C 1616 PHASE [11 OF D&T ORGANIZATIONAL STUDY;

PA-43 1569 RFP FOR D&T ORGANIZATIONAL STUDY (ALSO

TR-51};
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RE: PHILADELPHIA GAS WORKS®' PROPOSED BASE
RATE INCREASE FOR FISCAL YEAR 1991-1992

PUBLIC ADVOCATE - EXHIBITS & STATEMENTS

TRANS.

EXHIBIT REF.

NUMBER PG, # DESCRIPTION:

PA-44 1569 D&T RESPONSE TO RFP-ORGANIZATIONAL STUDY;

STATEMENT

NUMBER :

1 1193 DIRECT TESTIMONY OF THOMAS E. KNUDSEN
DATED 10/15/91;

1A 1193 SUPPLEMENTAL DIRECT TESTIMONY OF
THOMAS E. KNUDSEN DATED 10/15/91;

2 1450 DIRECT TESTIMONY OF RICHARD GIBSON, CPA,
DATED 10/15/91;

3 2130 SUR-REBUTTAL TESTIMONY OF RICHARD GIBSON
DATED 11/5/91;

4 2134 SUR-REBUTTAL TESTIMONY OF THOMAS E.

KNUDSEN DATED 11/5/91.



ENO /}mn éﬁquﬁﬁne.ﬂ%ycs

Phrone: (215] 084-0400

3/20/92

To: Members of the Management
Committee

Re: Memorandum Opinion and Order
PGW's Proposed Base Rate
Increase for FY 1991-92

FYI. The subject document was
signed and properly executed on
March 19, 1992.
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Attachment
cc: J.R. Bogdonavage
A.' Dean

L.A. Farinas
K.C. Jackson



BEFPORE THE
PHILADELPHTA GAS COMMISSION

PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992

ORDER AND RESOLUTION

On July 16, 1991, the Philadelphia Gas Works ("PGW")
filed with the Philadelphia Gas Commission (™Commission”) a
request for a $31 million Base Pate Increase for Fiscal

Year 1991-1992.

On August 5, 1991, the Commission commenced formal
proceedings on the Proposed Base Rate Increase wiéh a Pre-
Hearing Conference. The Commission adopted a Pre-Hearing Order
directing PGW to make certain adjustments to their filing and
prohibiting PGW from calling witnesses until the information
ordered by the Commission had been filed. The Pre-Hearing Order

also set out the schedule for the hearings.

On August 9, 1991, PGW filed an amendment to their
Proposed Operating Budget and Base Rate Increase which reduced
the proposed requested Base Rate Increase to $28 million. This
change was primarily as a result of a change in PGW's fuel

cost estimate.

In response to the Commission's Pre-Hearing Order, PGW
filed a series of budgets to place it in compliance with

existi.g Commission Orders.

FXHiRIT """
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PUBLIC MEETIRG HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS,K WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992

The Commission also consolidated in this rate case a
Petition dealing with the BPS Rate proposed by the Philadelphian

Owpners' Association.

Formal hearings began on September 1?,;1991 and ended on
November 12, 1991. The Commission also heli eight community
input sessions in various locations throughéut the City of
Philadelphia between November 14, 1991 and ;ovember 25, 1991.

Written Briefs and Reply Briefs were filed with the
Commission by the Philadelphia Gas Works, the Public Advocate
and the City of Philadelphia. In addition, a lawyer for the
Philadelphian Owners' Association submitted a letter in lieu
of 3 brief on Rovember 14, 1991.

On December 4, 1991, by agreement, the parties waived
the necessity for a Recommended Decision of the Committee

of the Whole and also waived their rights to file Exceptions

to a Recommended Decision.

On December 19, 1991 at 10:00 A.M., the Commission,
after giving legal notice, held a Special Commission Meeting
for the purpose of rendering a decision on PGW's Proposed
Base Rate Increase and Gas Cost Rate {"GCR") Adjustments

request.
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PURLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992

Present at the Special Meeting were:
Chairman Laurence Reaves, Vice Chairman Jomathan Saidel,

Commissioner Ann Land and Commigssiomer David Boonin.!

WHEREFORE, upon reviewing all of the testimony,
statements, transcripts, exhibits, Briefs and Reply Briefs,
the Commission now renders its decision on PGW's Proposed

$28 million Base Rate Increase for Fiscal Year 1991-1992.2

A Memorandum & Opinion will be issued shortly by the
Commission further explaining the Commission's ﬁecemher 19, 1991
Decision.

It is hereby ordered that the following adjustments
be made to PGW's Proposed Operating Budget for Piscal

Year 1991-1992:

1.) Accept the Public Advocate's position regarding MAAPs 2

and 8 and reduce expenses by $1,000,000.

! The vote taken on the motion concerning the rate
increase was as follows: Yea's : 3 Nay's: 1

Vice Chairman Saidel dissented.
2 when a change is proposed to PGW's budget,

reference is being made to PGW's August 9, 1991
filing, as amended by the GCR Stipulation.
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PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED

BASE RATE INCREASE FOR FY 1991-1992
2.) Accept the Public Advocate's position reqarding MAAP 7
adjusted for the 12/31/91 completion date set forth in the

approved MAAP and reduce expenses by $280,000.

3.) Reject the Public Advocate's adjustment regarding
MAAP 21 but order PGW to accelerate the implementation of

its self-generation project.

4.) Reject the Public Advocate's adjustment regarding

MAAP 24 as not being included on the record.

5.) Accept the Public Advocate's position regarding MAAP 25

and reduce expenses by $300,000.

6.) In regard to MAAP 34, acknowledge the additional cost
cited by PGW but also acknowledge that proceeding with this
project should mean that there are offsetting savings. No

budgetary adjustment is ordered for this MAAP, but PGW is

ordered to comply with MAAP 34.

7.) Accept the Public Advocate's position regarding the
Pension FPund Investment EBarnings Rate and rednce expenses
by $2,600,000. Accept the Public Advocate's position that
this Commission should recommend to the Sinking Pund

Commission that it review its fund managers.
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PUBLIC MEETING HELD: DECEMBER 19,

IN RE: PHILADELPHIA GAS WORKS' PROPOSED

BASE RATE INCREASE FOR FY 1991-1992
8.) Continue the Commission's current positiom regarding
insurance and risk retention at a minimum of $2,000,000 and

reduce expenses by $420,000.

9.) Accept the Public Advocate's position of reducing the
budgeted number of employees by 19 and reduce expenses by
$669,000.

1991

10.) Accept the Public Advocate's position and reduce expenses

by $248,000 related to the budgeted cost of a CEO and a COO.

11.) Accept the Public Advocate's recommendation regarding

MAAP 33 as quantified at Transcript Request #16 and reduce

expenses by $120,000.

.12.) Accept the Public Advocate's recommendation concerning

Other Income and increase budgeted income by $791,000.

13.) Accept the Public Advocate's position on legal expenses

and reduce expenses by $262,000.

14.) Accept the Public Advocate's position regarding Injuries

and Damages appropriation and reduce expenses by $653,000.

15.) Accept the Public Advocate's adjustment regarding
conservation expenses and reduce the base rates by $600,000

but allow for recovery through the GCR if these dollars are
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PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED

BASE RATE INCREASE FOR FY 1991-1992
actually spent. This adjustment could cause a minor cash flow
issue and thus an additional $6,000 in interest expense is
budgeted. The Commission shall take all steps possible to
encourage PGW to spend these dollars on meaningful projects

this fiscal year.

16.) Reject the Public Advocate's position regarding the $18
million dollar payment to the City and accept the City's and

PGW's position.

17.) Accept the Public Advocate's position on the Accounts

Receivable Factor and reduce expenses by $1,600,000.

18.) Accept the Public Advocate's position on the Retrospective

Study and reduce expenses by $600,000.

19.) Reduce the Appropriation for Uncollectibles by $2,333,000
to reflect the front lﬁading of expenses by PGW in its -
calculation ‘of appropriations related to the Energy Assurance
Program (EAP). This represents one year's arrearage forgiveness

versus the three year's claimed by PGW.

20.) Direct PGW to change its accounting method for the dollars
not collected from EAP customers when they meet their personai
current obligations under the plan such that it appears as a

decrease in revenues rather than an increase in uncollectibles.
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PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992

21.) Reduce expenses for Appropriations for Uncollectibles by
approximately $987,000 to reflect the overall decrease in rates

ordered herein.

22.) Decrease Other Operating Income and Uﬁbilled Gas by
approximately $54,000 and $232,000 respectively to reflect the
overall reduction in rates included herein.g

23.) Increase expenses by $183,000 to fund the studies
recommended by the Public Advocate and discussed below.

24.) Reject all adjustments proposed by any party made after the

close of the formal hearing process as being inadmissibie

evidence.

25.) Accept the Public Advocate's position that a Strategic
Options Study should be conducted by this Caommission, but include

$133,000 in this budget as a partial funding of this project.

26.) Accept the Public Advocate's recommendation on an
Uncollectible Study and include $50,000 in the budget per the

Public Advocate's recommendation.

27.) Reject the Public Advocate's recommendation comcerming

lease versus purchases due to insufficient evidence.



PUBLIC MEETING HELD: DECEMBER 19, 1991
IN RE: PHILADELPHTA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992
28.) Reject the Public Advocate's position that the LNG Capacity
and Marketing Study be performed, except as it may be an issue in

the Strategic Options Study.
29.) Accept PGW's request to change the customer charge.

30.) ' Reject without prejudice the two proposals of the
Philadelphian Owners' Assaciation, but order PGW to reéort to
this Commission within 60 days: a) it's plans to provide
metering to interruptible customers which will allow PGW to have
a better understanding of customer behavior and customers to have
a better access to rates on a more time sensitive basis and b) an

analysis of the #4 oil potential of its BPS customers.

31.) Accept an effective date for the base rate changes of

9/1/91 and order PGW to submit a plan for the collection of these

revenues in its compliance filing.

32.) Reject $12,968,000 of PGW's proposed $28,000,000 rate

increase request and grant an increase of $15,032,000.

IT IF FURTHER ORDERED THAT:

33.) City Council be notified of this change in base rates and
in the Gas Cost Rate and that these changes be recommended to

City Council for its approval for the Municipal Service Rate.



PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPUSED
BASE RATE INCREASE FOR FY 1991-1992

34.) All necessary orders and advertisements reflecting the
Commission's decision be prepared.

ELPHTA GAS COMMISSION

By: AN OW%\!\\\

LAURENCE W. REAVES, CHAIRMAN

ORDER ADOPTED: DECEMBER 19, 1991

ORDER ENTERED: JANUARY 7, 1992
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January 7, 1992

Community Legal Services, Inc. :
1324 Locust Street, Suite 201 L
Philadelphia, Pennsylvania 19107 -

Attention: Steven P. Hershey, Esquire
Dilworth, Paxson, Kalish & Kauffman

2600 The Fidelity Building

123 South Broad Street

Philadelphia, Pennsylvania 19109-1094
Attention: Oliver M. Johnson, II, Esquire

RE: PHILADELPHIA GAS WORKS' PROPOSED BASE RATE
INCREASE FOR FISCAL YEAR 1991-1992

Dear Counsel:

Attached please find a copy of the Order and Resolution, properly
signed and executed, which was adopted at the December 19, 1991
Commission Meeting, pertaining to the above-captioned matter.

Very truly yours,.
.o /
weed

BERNICE T. MOSHINSKI
ADMINISTRATIVE ASSISTANT

Attachment

cc: All Philadelphia Gas Commissioners
Alfred P. Degen, Executive Vice President
Joseph G. Horan, Senior Vice President
Harry A. Connelly, Vice President, Rates & Regulatory Affairs
Sydney M. Avent, Senior V.P. & General Counsel
Kathleen C. Jackson, Assistant General Counsel
Laureto A, Farinas, Esquire
Terri M. Maloney, Vice President, Customer Activities
Josephine Hayes, Coordinator, Regulatory Affairs
Hydie Miller, Economic Analyst
Julio J. Lastra, Esquire °~ °
David M. Boonin, Executive Director
Oscar G. Turner, Staff Director
See attached service list.



BEFORE THE
PHILADELPHIA GAS COMMISSION

PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992

ORDER AND RESOLUTION

On July 16, 1991, the Philadelphia Gas Works ("PGW")
filed with the Philadelphia Gas Commission ("Commission™) a
request for a $31 million Base Rate Increase for Fiscal
Year 1991-1992.

On August 5, 1991, the Commission commenced formal
proceedings on the Proposed Base Rate Increase with a Pre-
Hearing Conference. The Commission adopted a Pre-Hearing Order
directing PGW to make certain adjustments to their filing and
prohibiting PGW from calling witnesses until the information
ordered by the Commission had been filed. The Pre-Hearing Order

also set out the schedule for the hearings.

On Augqust 9, 1991, PGW filed an amendment to their
Proposed Operating Budget and Base Rate Increase which reduced
the proposed requested Base Rate Increase to $28 million. This
change was primarily as a result“of a change in PGW's fuel

cost estimate.

In response to the Commission's Pre-~Hearing Order, PGW
filed a series of budgets to place it in compliance with

existing Commission Orders.
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PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992

The Commission also consolidated in this rate case a
Petition dealing with the BPS Rate proposed by the Philadelphian

Owners' Association.

Formal hearings began on September 17,;1991 and ended on
November 12, 1991. The Commission also ‘held ;ight community
input sessions in various locations throughoui the City of
Philadelphia between November 14, 1991 and No;ember 25, 1991.

Written Briefs and Reply Briefs were filed with the
Commission by the Philadelphia Gas Works, the Public Advocate
and the City of Philadelphia. In additiomn, a lawyer'for the
Philadelphian Owners®' Association submitted a letter in lieu

of a brief on November 14, 1991,

On December 4, 1991, by agreement, the parties waived
the necessity for a Recommended Decision of the Committee
of the Whole and also waived their rights to file Exceptions

to a Recommended Decision.

On December 19, 1991 at 19:00 A.M_., the Commission,
after giving legal notice, held a Special Commission Meeting
for the purpose 6f rendering a decision on PGW's Proposed
Base Rate Increase and Gas Cost Rate ("GCR") Adjustments

request.



Page Three
PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS®' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992

Present at the Special Meeting were:
Chairman Laurence Reaves, Vice Chairman Jomathan Saidel,

Commissioner Ann Land and Commissioner David Boonin.l

WHEREFORE, upon reviewing all of the testimony,
statements, transcripts, exhibits, Briefs and Reply Briefs,
the Commission now renders its decision on PGW's Proposed

$28 million Base Rate Increase for Fiscal Year 1991-199é.2

A Memorandum & Opinion will be issued shortly by the
Commission further explaining the Commission's December 19, 1991
Decision,

It is hereby ordered that the following adjustments
be made to PGW's Proposed Operating Budget for Fiscal

Yeaxr 1991-1992:

1.) Accept the Public Advocate's position regarding MAAPs 2

and 8 and reduce expenses by $1,000,000.

' The vote taken on the motion concerning the rate
increase was as follows: Yea's : 3 Nay's: 1

Vice Chairman Saidel dissented.
2 When a change is proposed to PGW's budget,

reference is being made to PGW's August 9, 1991
filing, as amended by the GCR Stipulation.
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PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED

BASE RATE INCREASE FOR FY 1991--1992
2.) Accept the Public Advocate's position regarding MAAP 7
adjusted for the 12/31/91 completion date set forth in the

approved MAAP and reduce expenses by $280,000.

3.) Reject the Public Advocate's adjustment regarding
MAAP 21 but order PGW to accelerate the implementation of

its self-generation project.

4.) Reject the Public Advocate's adjustment regarding

MAAP 24 as not being included on the record.

5.) Accept the Public Advocate's position regarding MAAP 25

and reduce expenses by $300,000.

6.) In regard to MAAP 34, acknowledge the additional cost
cited by PGW but also acknowledge that proceeding with this
project should mean that there are offsetting savings. No
budgetary adjustment is ordered for this MAAP, but PGW is

ordered to comply with MAAP 34.

7.) Accept the Public Advocate's position regarding the
Pension Fund Investment Earnings Rate and reduce expenses
by $2,600,000. Accept the Public Advocate's position that
this Commission éhould recommend to the Sinking Fund

Commission that it review its fund managers.
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PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992

8.) Continve the Commission's current position regarding
insurance and risk retention at a minimum of $2,000,000 and

reduce expenses by $420,000.

9.) Accept the Public Advocate's position of reducing the
budgeted number of employees by 19 and reduce expenses by
$669,000.

10.) Accept the Public Advocate's position and reduce expenses

by $248,000 related to the budgeted cost of a CEO and a COO.

11.) Accept the Public Advocate's recommendation regarding
MAAP 33 as quantified at Transcript Request #16 and reduce

expenses by $120,000.

12.) Accept the Public Advocate's recommendation concerning

Other Income and increase budgeted income by $791,000.

13.) Accept the Public Advocate's position on legal expenses

and reduce expenses by $262,000.

14.) Accept the Public Advocate’s position regarding Injuries

and Damages appropriation and reduce expenses by $653,000.

15.) Accept the Public Advocate's adjustment regarding
conservation expenses and reduce the base rates by $600,000

but allow for recovery through the GCR if these dollars are
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PUBLIC MEETING HELD: DECEMBER 19, 1991

IN RE: PHILADELPHIA GAS WORKS' PROPOSED

BASE RATE INCREASE FOR FY 1991-1992
actually spent. This adjustment could cause a minor cash flow
issue and thus an additional $6,000 in interest expense is
budgeted. The Commission shall take all steps possible to
encourage PGW to spend these dollars on meaningful projects

this fiscal year.

16.) Reject the Public Advocate's position regarding the $18
million dollar payment to the City and accept the City's and

PGW's position.

17.) Accept the Public Advocate's position on the Accounts

Receivable FPactor and reduce expenses by $1,600,000.

18.) Accept the Public Advocate's position on the Retrospective

Study and reduce expenses by $600,000,

19.) Reduce the Appropriation for Uncollectibles by $2,333,000
to reflect the front loading of expenses by PGW in its
calculation of appropriations related to the Energy Assurance
Program (EAP). This represents one year's arrearage forgiveness

versus the three year's claimed by PGW.

20.) Direct PGW to change its accounting method for the dollars
not collected from EAP customers when they meet their personall
current obligations under the plan such that it appears as a

decrease in revenues rather than an increase in uncollectibles.
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' POUBLIC MEETING HELD: DECEMBER 19, 1991
IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992
21.) Reduce expenses for Appropriations for Uncollectibles by
approximately $987,000 to reflect the overall decrease in rates

ordered herein.

22,) Decrease Other Operating Income and Unbilled Gas by

approximately $54,000 and $232,000 respectively to reflect the
overall reduction in rates included herein. i

0 s A2

23.) Increase expenses by $183,000 to fund the studies

recommended by the Public Advocate and discussed below.

24.) Reject all adjustments proposed by any party made after the
close of the formal hearing process as being inadmissible

evidence.

25.) Accept the Public Advocate's position that a Strategic
Options Study should be conducted by this Commission, but include

$133,000 in this budget as a partial funding of this project.

26.) Accept the Public Advocate's recommendation on an
Uncollectible Study and include $50,000 in the budget per'the

Public Advocate's recommendation:

27.) Reject the-Public Advocate's recommendation concerning

lease versus purchases due to insufficient evidence.
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PUBLIC MEETING HELD: DECEMBER 19, 1991
IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992
28.) Reject the Public Advocate's position that the LNG Capacity
and Marketing Study be performed, except as it may be an issue in

the Strategic Options Study.
29.) " Accept PGW's request to change the customer charge.

30.) Reject without prejudice the two proposals of the .
Philadelphian Owners' Association, but order PGW to report to
this Commission within 60 days: a) it's plans to provide
metering to interruptible customers which will allow PGW to have '
a better understanding of customer behavior and customers to have
a better access to rates on a more time sensitive basis and b) an

analysis of the #4 oil potential of its BPS customers.

31.) Accept an effective date for the base rate changes of
9/1/91 and order PGW to submit a plan for the collection of these

revenues in its compliance filing.

32.) Reject $12,968,000 of PGW's proposed $28,000,000 rate

increase request and grant an increase of $15,032,000.
IT IF¥ FURTHER ORDERED THAT:

33.) City Council be notified of this change in base rates and
in the Gas Cost Rate and that these changes be recommended to

City Council for its approval for the Municipal Service Rate.



Page Nine
PUBLIC MEETING HELD: DECEMBER 19, 1991
IN RE: PHILADELPHIA GAS WORKS' PROPOSED
BASE RATE INCREASE FOR FY 1991-1992
34.) All necessary orders and advertisements reflecting the

Commission's decision be prepared.

E:;mwu\\fﬁ

LAURENCE W. REAVES,

ORDER ADOPTED: DECEMBER 19, 1991

ORDER ENTERED: JANUARY 7, 1992




AGREEMENT
Between
THE CITY OF PHILADELPHIA
AND

THE PHILADELPHIA FACILITIES
MANAGEMENT CORPORATION

FOR THE MANAGEMENT AND OPERATION
OF THE PHILADELPHIA GAS WORKS

PRINTING DATE: January, 1996
Onrginal Agreement Dated December 25, 1972
Inctudes Amendmeants Through Decamber 31, 1993



Origiral Agreement between the City of Philadelphia and the Philadelphia Facilities
Management Corpocation was executed on December 29, 1972, for the management anc
operation of the Philadelphia Gas Warks, pursuant to an Ordinarce of City Coundl, approved
December 25, 1972 (Bill #433), and to Resolutions of the Board of Directors of the Corperazon
adogted at a meeting held on December 13, 1972.

Agreemant azmended, pursuant to an Ordinance of City Coundil, acproved Decemter 14, 1973
Sill #1021), relating to gas rate discount for Semior Citizens.

Agreement amended, pussuant to an Ordinance of City Council, agprovad Maxv 38, 1675 (Bill
#1870), relating to Gas Works Revenue Eonds.

Agreement amended, pussuant o an Ordinance of City Council, a2
{3ul 43%3), rela<ng o Company’s management fez.
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reement amanded, pursuant to an Ordinance of City Councl, agproved June 22, 19778 (2il
#1110}, reladng to Temporary firardng.

0y

Agresment amended, pursuant o an Ordinance of City Coundl, approved Agrsil 10, 1679 (Sill
#1874}, relating to Company’s management fes.

Agresment amenced, pursu

to an Ordinance of City Council, approved june 11
. .

#1338), relazing to Managamant perserne! provided by comeany; sroductic
czlivery of gas; paving requiraments: natural gas standards; heating value s
auandance ai maenngs; cdassification of servicz; definifons and indemnifica
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ent amerndad, pursuant to an Ozdinance of City Council, 2zzroved
(Bil 2319), relazng to Cempany’'s management {ee.

Agreameant amended, pursean? o an Ordirance of Ciry Coundlt, aoproved Sapamber 3, 1580
{Bill £320), ralating to Comzany’s manageman: {ae,

gresment amended, pursuant to an Ordinance of City Council, aporoved Sepramber 5, 1930
(3l #321), relating ta Gas Waorks Temporary Loan Notas.

Agreamert amenced, purscan: 1o an Ordinance of City Couwncil, 2zovowad Juna 25, 1381 (3ild
#730), raiasing 1 Temporary Fmangiag.

Agresment amended, pursuanito an Ordinancs of Ciry Councih, approved Seoramzer 22, 1582
(3u1 #1313), relating to changa2 {n fiscal year basis.

\greemen: amended, pursuant to 2 Ordinance of City Counc!, aszroved Decarmber 3, 1582
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(it #1514), relating ta Temperary Financng.
: amendad, pursuant to ar Ordirance of City Coundl approved Al 11, 1850 (Bit
Sng o cempensaticn. -



AGREEMENT made this 29th day of December, 1972,
by and between the CITY OF PHILADELPHIA (hereinafter
called “City”), and PHILADELPHIA FACILITIES
MANAGEMENT CORPORATION, a ccrporation organized
and existing under the laws of the Stal2 of Pennsylvania
{Rersinafter called “Company”).

WITNESSETH

WHEREAS, the City is the owner of a group of r2a!
and pecsanal assets k:\O'Nx\ as the Philadelphia Gas Weiks
("Gas Works™); and

WHEREAS, the City desires to previda quality z2s
services to IS cifizens at reascnable rates; and

WHEREAS, the Company is a non-profit corperaticn
organized for the specific purposa of ozeraiing the
Philade] phia Cas Works.

NOW, THEREFORE, ne parties o this
iniending to be ega.l.; bound, agvez as follows:

-
Agraement,

SZCTION I
Gererei

1. Trne City ferety autherizes Company cn the
terms and condisions herain sat forth to manags and
oo2raiz all tae properly, re2l 2ad personeal, co[lectwe'.;'
known 2s the Gas Works, for the sole and exclusive banefit
of City; provided, howeave:, City may retzizve from the Gas
Works any property or ecuipment whizi City determines to
be unnecessary to the efiicient and economic operation of
the Gzs Works.

Darties and dates

City mzy rzirievs
surplus progeriy cr

i P =
egue ‘,'T"‘, v



2. City, to the extent that it has or sRall have the
authority o7 power s0 to do, authorizes and empewers
Cor:'.pary to maintain, change, alter, replace, repair and
operate the Gas Works and appurtenances aloag and
beneath the surfaces cf the nighways, streats, avenues, lanes,
alleys, ways 2nd public places in City, for the supply and
disitibution of gas, sutject to provisions hersinafier set
forth. For these purposas Company may enter upon, o<cupy
anc open all said rug‘l'ways streels, avenues, lanes, alleys,
ways and public places, and supply and distridute gas
through cipes laid tharsin

3. During the term of this Agreement, Company
will maintain the Gas Works for the sole and exclusive
oenefit of the City, including all additions, extansiors,
baiterments, and improvements made therate, in good
crder and efficient cparaiing condition. Upon terminati

cf this Agreement by expiration of the tarm or by 20y ather

maars, Cm, irs agants, servants, or employess snai* b2
entizied without further payment to Com:a. y to use all
processes esuashsl ed 2t the Gas Works for the manufacture
or d!s\.:aut'on of g2s of any type or kind. To the extent tha*
use of any such process is authorized by a contract with a
third pariy, City may at its option eitner continue the use of
sk process n acc :::'a:-:e with the tarms of suzh contract
C: may discontinue use of such process.

. y snall not assign or subconiract this
Agrzement o any Tighis hereundsr to any person or
iegatz any duties Rereunder,

3. Cempany’s orimary obligation shali 2e ko apply

the highest standards of managzamant practic2 and diligencs
to the operation of the Cas Works.

*"llzcomimendations” in the Codinancs,

o

Car'-a-. {0

Woarks

Highes!
manzgzaent
standards -~




6. Compary shall provide the following
personnel for the operation of the Gas Works:

(a) a chief executive ofiicer;

(o} a chief cperating officer;

(c) a chief fnancial officer; and

(<} such other personnel as deermed
appropriate by Company.

All such personnel shali be subject to the approval of the

Gas Commission, which approval shall not be unreasonably

withheld, In the even! the Gas Commission fails to
apcrove any such persornel they shall be replaced by
aporoved persaanel forthwith.

7. Company shall fiie semi-annual reporis with
the Gas Commission seiting forth all salzries f:inge
banefizs, expenses and costs incurrad by Company in

carrying cut its duties and rasponsibilities v
and conditicns of this Agraement

d er the terms

SzCTION O

Preduction, Purchase end Delivery of Gas
1. Tne Company shall taka ail raasonatle steps te
insure thar tne capasity of thz Gas Warks to meanufaciure,
orovide and distridute gas is at all timas sufficieat for the
estimated maximum requitements ¢f gas userss in the Civ

r
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2. Company may purchase natural gas or other
gas from other parties pursuant to contracts and agreements
for such purchases which are first submitied to the Gas
Commission for its recommendations and approved by City
Council; except that in temporary or emergeacy situaticns,
Company may purchase natural or otfier gas from cther
partes and then seek the approval for such purchasa or
purchases from the Gas Commission and City Council
within 30 days after the initiation of such purchase. In the
event such temporary purchase shall be disapproved such
supply if continuing shall imumediately terminate.
Comzany shall have the right to contract with cthers fer the
districution and/or transmission of such gas to the Gas
Works or its facilities which are ancillary, attendant oc

related in any manner to purchase of gas after such contracts

are first submitted to the Gas Cemmission for its
racommendaticns and azproved by City council.

-~

3. Company, to the exiznl permitted by the
laswfully constnuted authorites, may enla*m or extend the
facilizies for ths distribution of gas to an az:eed-upon
customer metar location as may be necassary to meset tha
cemand for gas. In any sizuation where such enlargemen:
or extansion of the Gas Works' fazilities will place an
ungr2asonabdie financial turden ugon the than existing
cusiomars, in view of the an -cx,,aned revenues o be
expeciad from such enla:ge::e:: or exiension Company
snatl maka rezsonable cnarges for tne same 25 defined from
time o time in Cempaay H_Ja"o s wiich ara 2pprovad
bj th2 Gas COF’\..:.::.O\..

4. The intenzion of this Agraement is that all
C’t=""=s additions, exsensions, beliarments, 1mprovements,
zlteraticrs and replace ats in the Gas Works and in the

Taing, pipes anc a:a\_::enawces therzof, 2nd in the property
needed to mes2t the demands for gas as herein provided,

snall b2 made in such 2 way and manner as shall maintain
the Gas Werks in good crdar and condition win the bes:
z2nd most econamical processes in use thal are customary in
tne best regulated gas works, to the extani permitiad by
funds awveilable for said purposes.

,l -'rg"'af af
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5. All openings, excavations and repaving shall
be made subject to such general rules, regulations,

srecificatiors, ordinances and such Acts of Assembly as may

apply as from time to time shall be in force concerning tha
opening, excavation and repaving cf streets and the
prataction of travel along the same, and the trenches shall
be refilled and repaved with the same material and
character of paving as befors they werz opered, unless
otherwise ordered by the Streets Commissioner. Rafilling
and making opening safe for traffic shall be completed by
Company within five (5) days after the pipe, servicas, cr

mains have been laid, and said repaving shall be complered

weazher permitting, within sixty (60) days thereafter.

€. All ordinances, rules and regulations of City

L=

= 1ildings shall be binding upon Company.

- regulating the safety of the pining and fixturss of houses or

N

=CTION [T

Stardards of Gas

—

Genzra!

Comoa'ly may supoly straight natural gas i

1 the ska.ﬂda ds provida d For in the Can :a'z
‘ttons of the su
eral tnergy Re gu tory Commission and
incorporated by rafersnce in the Agreements for the
purchasa of natus al cas, to which the Company, City and
Suoplisr companies ar2 partizs. Also for supolemental
p'.:.--:o es, the Compa'w may, &5 necassary, sh:oif otner
g2s2s3 intarchang2able and compatible with natural gas.

i1 D,
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2. Testing--Faciiities and [nspection

Adequate facilities for testing the heating value
ard purity of the gas shall be provided at the Gas Works'
expense and equipped witx ca‘or'met°:s for con‘muous!y
catermining the ha2adn g value of the gas, apparatus for
detarmining presence of sulphureted hydrogen in the gas,
apparatus for determining totzl sulphur content, apparatus
for determining total ammenia content, apparatus for
datermmining ssecific g'avntv of the gas an d such other
agparatus customary and necessasy for such purpases, or
which will be fourd to improve the r2pidity and accusacy of
such testing.

The location of testing facilities shall be
saiected by Company, and approved by Gas Commissien.

The design and.accuracy of all testing apparatus
when desired by City, Gas Commission or Compzny shall b2
cartified by the United States Bureau of Standazds.

Standazds and tests specified hersin may te
changed and alterad from tima to time as r2commended by
Company and approved by Gas Commission.

City and Gas Comemissicn shall have the righ
at all timas by its proper officers, during the term of this

Agreemaent, to test the quality and pressurz of gas. Full
facilities for thase pt_*-*osa; snall te aF'“-c‘.e: oy Company.
Atl such tests st hall be made in tue presance of a

reoresentative of Company. Accurate it:en r2cords of
such test shall be maintained by Company.
k) Heating Valuz--Reguirzments And
Determination

The monthiy average tor2! neating value of the
235, when determined as providad below, shali not be'less
n 930 British Therma! Units per cubic foo!, measured at a
temperature of 60° Fahraneit and a prassurz of 30 inches of
mercury.

.- n'l
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The daily average total heating value shall not differ from
the monthly average total heating value to such extent as to
intarfere with the satisfactory functioning of consume:
appliances.

The total heating value of the gas shall be
centinucusly recorded daily unless preventad by
circumnstances beyond tha Company's control.

The morthly average total heating value of the

gas shall be the average of the daily averages of the total
hezating value for that menth.

Tre daily average total healing value shall be
tna average of 24¢-hourly readings.

4. Purity--Reguirsments and Dezizratination
Sulphureted Hydrogen--The gas shall centain

no: more than 2 trace of sulphureied hydrogen. Thne 525
S'!a“ be considerad to contain not mor2 than a trag
sulohurated hydrogen if a strin of white filter pazer
raistaned with 2 solution cor:aining five per cant by
weight of lead acetate is not distincily darker than a secend
pagear freshly moistanad in the same solution afier the firs?
pazer has been exposa< to the gas for ong and one-half
minutes in an apparatus of approved form through which

the gas is flowing a* the rate of approximately 5 cubic feat per
hour, the g25 not impinging directly ftom 2 jet upen the tast

c23er

Teta! sulzhur--The gas shall contain in each
1C0 cubic feet not more than 30 grains of total sulphue,

Ammerniz--Toe gas shall contain 0 each 100
cubic {eet not mora thaa 3 grains of ammonia.

Deily rezording

Sulphureted
a'_.':':gf"
Sulghur



3. Pressure Regu{ations

Company shall maintain pressures throughou! Das pressure
the City within limits compatible with the satisfactory reguirements
utilization of gas and as more fully defined in the Rules ard
Regulations® of the Company’s Tariff and as approved fror
time to time by the Gas Commission.

Companv shall take pressure readings
continuously in represe-k-at.ve locations throughout the Presiure rezdings
City, which readings shall be available to representatives of
City and the Gas Com:*nssmn upon request for a period of
ore year prios to the date of such request, or in compliance
with the rules issued from time to time by the Cas
Cemnmission.

Gas Commissicn may order Company by Afjustmeans of
written notice to adjust pressures to accestadle limits foc Fresiures
satisfactory utilization of g2s, and due diligence shall be
e"-"slovod by Company to adjust prassures at such points to

witnin such acceptabple limits. [f compliance with the ordes
of the Gas Commission shall require the installation of new
2pparatus or mains, Ccr-_pa"v shall be allowed six (&) Delzy in
montas, afer the necessary financing has been secured to fam
ctrain permits for opening of sireets “and for the laying of
the mains and the installation of the n2cassary apparatus.

SECTION IV
ACCO"""':"" l\gf;‘,‘-gﬁ"- o—:-_f:_ﬁ‘-'pg B -Hg:‘ gn FOT’C-'-'S"
Capite ur'g-'* gnd Feracast; Tam mperary rmc..,mg ansd
-r-::.':cz".f Statemen!s
1. Accourting Meinods
(2) [n Genercl
The accounts and reporting shall be on “C,_‘_g n:__l:had

the accrual methods i which the accounting for
dapraciation shali be as described in subsaction 1(t) herein.



The Gas Works revenues and expenses shall te operated
and accounted for an extended period tasis from July 1, 1981
to August 31, 1981, and or. a fiscal year dasis commencing

Septermber 1, 1982 and terminating Augus: 31, 1583 and Fisazl year
from September 1 to August 31 from year to year thereafter. Seiemver 1 i
Accou.ntmg shall be emp‘oyef* to show separately the Asgast -

operating accounts and tre capital accounts. Operating and
capital accounts shall follow generally the classifications
specified by the Public Utility Comemnissicn of Pen:\syham
expanded or altered, as required by the Director of Finance to
poriray the special charges and special accounsing orescrived
I this agreement.

Acszcunting te fellzw

FUC

(b} Depreciztion

Thera stall be estaclished and
maintained a reserve for depreciation reisonably estimated Dep-
to be acdequate to care for the retirermen® {dua to exhaustion, eriging
wear and tear and obscleszence) of property atoriginal cost.
Tne amount necassasy to te credited to the raserve each year
far such purposes snall be cha-ged to operatons.

(<) Empzieyes Retirzment Cosis
There shall be crovided for and
chargad to operations amnually raticement cost for retired
e.-n;[o re2s and employess s:ill in service on the following
basis:

roT ratired e‘*'ﬁ‘oi‘:as the Rerire? emzlovess
amount racessar y to mes! current paymenis to them under
neir ratirement scnedulas.

An additicnal amount, as

atermined by the Director of Finance, shall be placed in a Pensize funmd_
retirement fund to be held and invested by the Sinking
Fund Commission. Such additional amount shall be
cetermined by the Director of Finance aiter taking into
censideration the cucrent payrolls, the retizement scnedules
then in effect applicable to various classes of employees and
the extent to wiich it appears desirable and raasonabla to
build up such fund in current and future years.



To this end, the Director of Finance at appropriate Hmes
shall obtain competent actuarsial advice and shall have
available at all times a rezort made within the immediately
preceding five (5) years by a competent actuary tased -upon
an actuarial investigation cf the pertinent factors with the
coss to be paid by the Gas Works. Payment out of such
funds snall be subject to the approval of the Director of
Fnance as to amoun's and W"‘er\ and how payable.

Ay proposed change in the
retirement plan, schedula or system recommended by Retirement plaz
Cempany first shall ke transmitted to the Directer of changes
Finance for his approval and then transmitted to City
Council for its approval, for which purpose there shall ke
made available to the City Council an agpropriate actuarial
report prepared under the diraction of the Director of
Financs.

(9]
w

mpleyee of Company sha z
entirizd to be paid a retirzme ent ot sepa"‘-cn a’lowam:o ¢fig!
unless and until he can establish his direct and {mmediate 4
anc exclusive connaction as such emplovas ‘mtb the Gas
VWarks whether under the prasent operaior or former
coerator.

All such retirement and
separation allowances which are patd dursing ¢ Ctiigatior of City
CO.".C’.!“.L.&!‘.CD of tais agree.-“\ﬂq* anc the terms of whfc'w, as so fo continug lC pay
acorovad, regulre their centinued payment after its e
ter r"n:ta icn, shall te thereafter paid bv City, or Clty saali
czuse ine same o be paid by any person succeading to the
operaticr of the Gas Works.

2. Budge!s -
(2) Ogzrating Budget and Forecas
There shall be preparad annually Operating budge!
an operating budget for the ensuing year and an operating

forecast for four (4) years comprising the ensuing year and
tha thres (3) years nex! following.

10



Such budget ard forecas: shall be prepared oy Company with
nie aid of the Director of Finance; shall te consistent with
the accounting methods prascrived in Section IV (1); and in
general shall be in form and extent satisfactory to the
Director of Finance and Gas Commissien. The operating
budge! and forecast shall te subject to the approval of the
Gas Commission.

Forzeast

Tners shall be preparad annually a
propesad caoital budge: fer the ensuing year and a foracas
for six (8) years comprising the ensuing year and the five (3) -
years next following. Such budget and forecast shall be
prapared by Company; shall be consistent with the
azcounting methods grescribed in Sectien IV (1); and in
<‘:=1=-a‘ be in form and =:<'..:1t saii ':actor}' to the Dicector of

The proposed budge! and forecast first
stall be transmitted to =2 Director of Finance and the Gas
C"-“"—rsm n f or thelr rezommandations therzorn. The
Diracior of ':ma:@ and Gas Commission shall transmit
such budgzet and forecast togetnar with their
-2zcmmendations theseon 1o Cit tv Courcil for its appreval
Th2 submission of the preposac budget and ferecast to the
D'-a“m of Finance and Cas Commissica oy Company shali
52 macge in sufficien: tima for thelr raeview and for thz
Direcior of Fmapce and Cz2s Commission in turn to submit
tm2 sz2id budget and forzcast together wiil their
rn"o‘*mn'*c!»"o-\s therzon ‘o C"u Council no lzter than the
middis of the fourth mon:x praceding the beginning of the
Cazs Works' fiscal year, s2 tha: Ciny Council may acton it at
t22s: thizwy (30) days prio: to the next ensuing fiscal year.

:dget and forecast shall

f the proposed capua&
ounts needed therelor

oe supoited as baiwesn--

C
E.—.-:aa;dv: z showing of the natur
aZdinpns and re.;le zme
a:\’i fow the funds re equirad are t

Oru
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{iy  Funds generated within the
business through charges to custemers or otherwise; and

(it)  funds to be otizined through
capital loans.

At any time during the fiscal y2ar, or before the budgst
aczounts are closed for the year, the division betwesn (i) and
(ii} above may, if conditions so warrant, be changad or the
total thereof increased upon recommendaion of the
Director of Finance and tihe Gas Cormumission and upon
approval by City Council.

In the event tha! capttal loans are
requirad in any yea2r.under (n) ahove, pi=ns therefor shall be
submitted to the Director of Finance for approveal of the
armount of loan and the mathod of effecting it, and thex
transmitted to City Courncil for its aporoval.

+

{(c) Expenditurzs Pursuzn! to Budesis

All expendituze and commitments
therefor shall be mada curs;a-t to such approved budgsts
and subject to rules and ragulations, if any, pror:u-‘za.tad by
the Cas Commissior. in connzction therewith,

I

3, EMpOTLrY Firancin

Doy

Sacrt-term loans not exceeding twenty miliion

collars in amount or tweive monihs in deration may se

negoiated in ar l..opahon of revanuss, except that short-
te.": loans exceeding twenty millicn dollars but not
exceeding forty-five “mitlion doilars in amount may be
nege otiated in an‘icipation of revenues for Fiscal Yea:r 1982 of
he Gas Works and may be ouistanding during the period
]'u‘v' 1, 1581 through June 30, 1932, i such leans are
required, plans therefor snail be submitted to the Gas
Cemmission and the Director of Finance [or approval of
amount of loan. The amount of any such loa-x shall 2lso be

subjact to the approval by resolution or by ordinance of City
Council.

12



- Tne Gas Woriks may also receive temporary
advances from the City in anticipation of revenues which
are anticipated o be receivad by the Gas Works provided
thal such advances do not excead twenty million dollars in
amount or twenty-four meonths in duration; provided
further, however, that during the period Jure 30, 1981
through Jure 30, 1983, such advances may exceed twenty
million dollars but shall not exceed forty-five million
dollars in amount. The amounrt of each such advance shall
be sukject to the prior approval of the Dizector of Finance
and the Gas Commission and to the approval by resoluton
o7 by ordinance of City Council.

In addition to the foregoing authorized
Borrowings, loans not exceeding one hundred million
dollars in aggregate principal amount at any time
outsianding may be incurred for financing accounts
receivable and the purchase of inventory foL the Gas Works,
as autharized by applicabla law. If such leans are required,
pians therafor shall be suomiited to the CG2s Conunission
and the Director of Finance feor aDD'eva! o the 2ggregate
crincinal amount of such loans which mzy be outstandin
arany single time. Suzh 2ggregats prmc':)al amoun! shall
aiso be sub;ec‘ to approval by rasalution or by ordinance of

U‘D

City Council
£, Firarncig! Statements
Company snall witain a rezsonadle Hme z&a: _ Furmisking ¢f
Fr . il

tte close of the Gas Works' fiscal vezr fusnish to the Mayor, frrancia. ;
‘ H IZlgmeaniy oY
the Gas Commission, tre City Con:roiier, the City Salititor, ‘Cg C o
k . moanRy
tze Diractor of Finance 2a City Council 2 financial o
statzment of such year in form and exient satisiaciory to the
Director of Finance ané Gas Commission. Such financial CPA to audit
staterment shall be audited by 2 ceriified public accountant in financiel staidnien:

azcordance with generally accapted accounting principles.

Seoks, recards and
All books, reca d aac accounts af the Gas sogxs, recarzs @

' . crconunts of PGV 12
YWorks shail be kept sepzrate and apart from ali othes books, be kool sagerats

_ . ¢ keot seperale
reccids and accounts of Company. The City Controller and
the Direcior of Finance and Gas Commission may examine

Or cause to be examined the books, records and accounts of -
Cas Works for the purpose of auditing and reperting upon

13



such financial statement to the Mayor, the Gas Commissien,
tre City Coundl, the City Solicitor and the Director of
Finance; and the Director of Financs, Gas Commission and
tre City Controller shall at all times hersafter, for such
purpese or for the purpose of ascamaining any facts in
reiation to the operation of the Gas Works and the
performance of the obligations of Company, have full and
free access at all reasonakie hours to the related books,
ecords and accounts of Gas Works.

Coampany shall fumish the Mayar, the Gas
Camemission, the City Coatroller, the City Solicitor, the
Director of Finance and City Council with copies of regulaz
interim financial or operating reports, prepared for periods
within the fiscal year, which any such parties may
reasonably request.

Company saz!l insure against loss the
ings, machinery, and ecuipment and other property of
s Works and cther cisks to the Gas Works, all of

wiieh shall be insured to the extant thal such property and

sks of gzs compeaniss arz usually insured except that the
Gas Cemmission may provice Qtharwise in its discratior.,
2. Eminznt Domain

In the event that Company shall be lawfully

reguired to remove oc racensiruct any portion of the Gas
Works, or to acquire additional land ot preperty therefor, in
corszguence of the taking of any of the land or property of
the said Gas Works by the Unitad States, the State of
Pennsylvania or the City of Philadzlphiz, in the exescise of
the right of eminent domain, or for any Gther reasqn
whatsgever, the cost and expense thereoi shall be accorded
agpropriate accounting treatment.

Ciby conteoller,
Dirzztar ¢f Finange
and Ges Commission
may azZil beoks

Firniskings of
regular {nterim

regorts &y Company




=CTION VI
Ges Commission

1. Tre Gas Commission as it is presently
constituted shall be retained.

2. The Gas Cormmumnission shall consist of the City
Controller, two members appoiated oy City Council and two
mermpers appointed by the Mayor.

3. Tne members of the Gas Commission
appointed by the Mayor shall be designated for four year
terms to hold office until their successors are appointed and
qualified. The City Controller shall hold office during his
incumbency and untl his successor has been elecied and
qualified. Tne members cf the Gas Commission aspeinzed
ty Ciry Council shall be designated for four year terms, to
hold office untl their successors are 2ppointad and
qualified. The terrs of 2ll members of the Gas Commission
shall terminate if this agreement is terminated by aither
party prior to the expiration of their r2soaciive tetms.

4. Members ¢f the Gas Commissicon shall raceive
compensation as fixed by City Council from time to Hma.
5. The Cas Commission shall have the sower

ad authority to ogtain such professional services and to

emplov experts, consultants and such other perscanel as in
1's judgment shall be deemad necessary, thair compensation
and expenses to be considered an operating expensz of the
Gas Works.

oY}

1T}
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€. A statement of the expenses of the Gas
Commission shall be filed annually by the Gas Commission
with the City Controller and copies thereof transmitted to
the Mayor, the City Solicitor, the Director of Finaace and
City Council.

7. Company snall keep the Gas Commission fuily
informed of its plans for operation, improvement,
extension and beterment of the Gas Works.

8. Tne Gas Commissicn shall hold regular
meetings and shall coaduct all Commission business
therzat. The City Solicitor and the Direcior of Finance or
their designates or deputies shall and the Chief Executive
Qfficer of the Gas Works or his designates may attend all
such meetings of the Gas Commussion,

g. The Gas Commission shall have the
rescorsidility for the oversesing of the operatior of the Cas

Yorks by the Company. All pawer net specifically granted
to :he Company shall raside in the Gas Commission.

SECTION VI
Cas Raizs

1. Tre Gas Commission shall fix and ragulatz
rates and charges for suoplying g2s to customers, other than
the City and the Boa:d of Education, without further
gutnorization of City Council, which (tcgather with
revenues for gas supplied to the City and to the Beazd of
Education and other revenues of the Cas Works qualifyin
2s "project revenues” as such term is cefined in Section 2
The First Ciass City Revenue Bond Act) will, in each fiscal
vear praduce revenues, al a inimucy

o
(=}
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(a) Sufiicient to pay all of the cperation and
maintenance costs and expenses of conducting the Gas
Wasrks enterprise and to pay the interest and amorszaticn
becoming due in such fiscal year on det! incurred for the
Gas Works, including, but not Lmited to:

(1) Crarges for depreciation as prescriced
in Section IV 1. (b);

(i) Chazges for emoicyees’ retirement
cos:s as prescriped in Section [V 1. (¢);

(i) A managemernt fee to Company
equal to the actual cost to Company of managing the Gas
Warks tut not to exceed the sum of:

{A) Tne amount neeced to pay o
crovide for the paymen: of base salaries for the Chiaf
Exacutive Qificar, chiel Cperating Officer and Chief financial
Oilicer and tc pay the other expenses of the Company, net to
exzzeZ the following amounts for tha specified fiscal years:

rY169¢ S706,8C0
FY19¢7 . $7235,000

FY1665 $730,CCG

FY1999 S773,000
FY20C0 $50¢,0C0

FY'2001 and thereai:zer The prior fiscal yea's

maximum amount adjusted to reflect the percentage change

in tne Consumer Price Index for All Urban Consumer (CPI-
U} Ali Irems Index, Philadelphia, Pennsylvania, Unijted
Statzs Deparwment of Labor, Burzau of Laber Statistics, as
mes: recently published and available to the Director of
Finance on March 1 of each such fiscal year; and

y—t
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(B) Incentive compensation, if
anv, awarded to Company management at the discretion of
Company’s Board of Dizactors, in total amount not to exceed
$130,CC0 per a~num and in an amount per employes not to
exceed 575,000 per annum. Incentive compensation shall be
payatble only pursuant tc performance standards estzblished,
and performance measured against such standards, by the
Board of Directors cf the Company. Tha performance
standards shall include standards which the Board of
Directors determines, from time to time, to be important for
the improved operations of the Gas Works such as the
achievement of the Gas Works’ firancial plan, customer
service, billing and collection efficiencies and development
of new ravenues (other than from general rate increases).

Tne Gas Works shall reimburse Company against vouchers
on the first day of each calendar month for monies
excended for the operation of the Cas Works in tha
previous calendar month.

(iv) Expenses of the Gas Commission; and

(v) All sinking fund charges payable in raspect of
princinal and interest en ali obiigations of the City issued fo:
cc with respac: to the Gas Works and, with resoact to Gas
Works Revenue Bonds issued pursuant to Tne First Class
City Revanue Bond Act, such additional amount as may be
reguired to comply with any ratz covenan: and sinking fund
reserve requirement azproved by ordinance of City Council
In connection with the authorization or issuance of Cas
Waorks Rewvenus Bonds.

(o) Sufficient also {together with the excass on a
cumuiative basis of intemally generated funds available for
tha-purpeses set forth below in this subparagraph (b) of prior
years beginning after June 30, 1974, to the extent that such
excess shall not have deen appliec to such purposas and
shall be available for the paymen! of general expensas of
such fiscal year and, subject and subordinate to the payment
o: provision for paymen: of all operation and maintanance
cos:s and all sinking fund and sinking tund reserve
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recuirements as set forth in subparagraph (a) of this
subsaction 1, together with the excess funds provided by
revenues of such fiscal year not required for such purposes):

(i) To make base payments to the City in the
aggregate annual principal amount of $13,000,000 payzble in Paymenis to Ci :.-(
the amount of 34,500,000 on each February 1, Mazch 1, Apsil

and May 1, provided that the Gas Werks may defer this
payment to any time berween said due cate and June 30 of
ezch year in which event it shall be assessed interest on the
principal amount of prevailing rates, to be datermined bty
the Director of Finance and the Gas Works, from the said
due date of the date of payment oc such different amounts at
such different times, not greater In annual aggregate
principal amount, as City Council snall prescribe;

(ii) To provide aop@priations to the extent not
ctherwise provided, for prapayment of cabt and for capital
acdizions which have been datermined oy the Gas
Commission to be reasonadlz and which have been
apsroved by City Council; and

(iii) To crovide cash , or equivalent, for
worzing capital in such reesonaslz amounts as may ke
Cetermined by Company to de necassary and as shall be

ed
aporoved by the Gas Commission.

(¢} Anyihing ic the conirary harain contained Neon-gasi expensts
no:w.msrandm- Co; sany may continua to b,dgcf nd included in )
r2oort revenues and expensas {n the form and by the estimates c: e

methods heretafore used and the Gas Works shall continue reguirements

to pay cut of irs revenues all of the expenses se! fortx in this
stbsection 1, and all other expenses necassary and proper to
the operation of the Gas Wo;-:;. excepting only the

Cam panu ‘s owT . per sannel and adminisirative costs which
are payztls qu of the manageman! fe2.
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For the purposes of clauses (a) and (&) of this subsection 1, to
the extent that operating expenses do not represent an actual
outflow of funds (e.g., depreciation) such amount may be
included in ascertairing whether revenuses are sufficient to
rmest other costs, expenses and requirements of said clauses
(2) and (b). Cempany shall at all times to the extent of its
authority observe and comply with all terms. covenants and
provisions of all ordinances enacted by City Council relating
to the Cas Works including without limitation, ordinances
enactec pursuant to The First Class City Revenue Bend Act
autnorizing Gas Works Revenue Bonds.

2. Upon any change in the rates fcr gas, the Cas
Comrmission, at least thirty (30) days prior to the efiective
date thareof, shall notify City Council and give public notica
by advertisement once in one or more daily newspapers
having a circulation of at least 10,000 published in the City
cf Philadelphia, of the rates for gas te be charged.

3. Company shall furnish to the City and the Boazd of
ducazion, delivered in their various public buildings along
a2 lines cf its mains, such amounts of g2s as may be
2quired oy tha Cicy or the said Board. Rates for gas fer such
puuolc purposes shall be estalished from time to fime by the
Cas Cemmission upon the recommiendztions of Company
and subject to aoproval by City Council.

vy ATt

-~

<. In connection with any gas ratz study or matter
related thereto, Company shall fumish the Gas Commissien

al
such data as may reasonadbly be requirad therefor.

5. [n the detarmination of rate schedules for gas, the
Gas Commission shall establish and azply non-
ciscriminatory rates basad on suitzble and reasaradle
cizssification of the servicas provided, taking into
considaration the pregaration of such schedules, the nature
and purpos2 of the use, the quantity” used, the time of year
when used, the available supply of gas and other competing
fuzis, tha maximum demand, and such other factors,
inciuding s:ate, and federal lasws, regulations or guide lines,

"qualiiy” in the Ordinance
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as rmay be appropriate to the economics of the purchase,
manufacture, distribution and sale of gas and consistent
with the intent and purcese of this ordinance and/o¢
Agreement. Such rates may provide for sufficient revenue
to stabilize them over 2 r2asonable number of years.

é. If conditiors warrant, the Company shall pay to the 1’-455"5"";"’ city
Ciry, but orly &om any excess descriced in clause (B) of paymenis
subhsection 1. of this Section VII, such amounts, i addition
ts those set forth in clause (B) (i) of subsacticn 1. of this

Section VII, as may be <at2rmined and agreed upon by the
Cas Comumdssion and City Council.

7. Tne Gas Commission is authorized to establish e
rates for gas users authorizing a reduction in gas rates, in the Serior Citizen rare
amount of 20% of charges for non-heating ard heating
purposes to his residencs, for any indivicual €5 years of age

c-older, residing in the City of Philadeliphia, who diracti
makss paymen: to the gperalor of the Gas Works for gas
secvices at his residenca. In order to qualify for any rais
raduciion a person must first apoly to the Philadelghia Gas
Works for 2 rats reduction at least thirty days befara the next
schedulsed meter reading. The reducticn shall then take
eifect al the start of the succeﬂf"w biiling periad.

§. Notwithstanding any provisicns to the centrary

containzd herein, no payments will be mads to the Ciy
ungar S'vb_,a.ragra" (':' of Paragrazn i or under Paragraph €
of this Sacsion VI unrii the S20,000,000 Cas Works Temporary Lain
Temzcram Loan Noe, Senes of 1380, ¢f tn2 City has teen Nobes
p2id in full with interes:.
SECTION VIII -

Purchzases end Salzs of Nern-Gas [tems

i Ex:ept in the purchase of unigue articles or
a-tizles which for any other reason cannot be obtained in the
open market, competitive bids shall be sacured, purstant o0
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procurement standards adopted and promulgated by the Gas
Commission, before any purchase, by contract or otherwise,
is made or tefare any contract is awarded for matertal and
supplies, construction, alterations, repairs or maintenancs
¢r for rendering any services to Company other than
professional services or for the purchase of any other item,
thing or service, and the purchase shall be made from or the
contract shall be awardad o the lowest responsible bidder.

2. All residuzis and by-products frem operations,
unsecviceablz oroperty o1 equipment shall be sold to the
righest responsible bidder pursuant to standards adepted

and p-c—u.lcraked by the Gas Commission in 2 manaer
similar to that required fcr awards of contracts for the
purchase of goods and services.

3. All acgquisingns, sales and leases of real astate
proposed by or for the Gas Works by Company shall be
suomit -ed ro the Gas Comumnission for s action and
2oprowval, and shall be sumined o City Councl for its
asprovai b ordinance.

SECTION IX

Lzgal Servicss
Tne Law Deoartment of the City of Philadelphia shall
L

ezal adviscr for the Gas Commission aad the Czs

s snall sunervise, direct, and condrel 2t of the law
're Gas Comma sicn and the Gas Works including,
bur ot lim o, litigation or other legzl representaticn,
Lnvestigztion, a"ld d-a" ng of documents including
coniraces, bonds and ali other legal insiruments for the Gas
Comnmission ané the Gas Works.

Tre City Sclicitor shall determine whether legal
sarvices for the Gas Works shall be performed by other
cournsel, and in such event he shall designate such counse!l
and the compensation therefor in his sole discretion.
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All legal services rendered, by the Law Depactment
and by other special legal counsel, to the Gas Commission
and to the Gas Works shall be billed to the Gas Works and
snall be payable out of gas revenues.

SECTION X
Company’s Obligations During Disputes
No disputes between City and Company conceming
any of the terms or provisicns of this Agreement shall

release Company from its obligatiens to manufacture,

provide and supply gas in accordance with the terms and
vrovisians hereof during the existence of this Agreement

SECTION X1

Dzfinitions

Tre following terms ar2 defined far pucrposas of this
greemeant 2s sat forth below:

1. Directer ¢f Finance - Tne Director of Finance of
the City of Philadelphia.

2. City Selicitor - Tne City Solicitor of the City cf
=

3. City Cortralizr - The Cizy Ceatroller of the City
of Philadelphia.

q. Mayar - Tne Mayor: of the City of Philadelphia.
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5. City Cauncil - The City Council of the City of
Philadelphia.

6. Strests Commissioner - Tne Commissiorer of
the Depariment of Streets of the City of Philadelphia.

7. Gas Warks - All of the preperty, both personal
and real, including mairs and pipes, which togsther
constitute the plant and equipment of the Philadelphia Gas
Works.

8. Non-Gas [tzms - Non-gas items iaclude but aze
not limired to every tangikle or intangible article, item or
thing except natural gas and substitute natural gas.

SECTION XII
Term

The tarm of this Agreement shall be for 2 period of
two (2) years commencing January 1, 1573. Said term shall
be subjec: to cancellation by City at any time, or upon tae
expiration of said two (2) years, upon rinety (SC) days naotice.
No such cancellation shall be effective unless and until such
cancellation shall have besn appreved by resolution or
crdinance of City Council. In the absance of such natics, tre
term shall be extended for further two (2) year periods upon
the terms and conditions herein.

SECTION X1
Other Agrzzmenis

1. Unless approved by the Gas Commission, no
contract or agreement with a thicd party, including without
limitation any union contract covering Gas Works
persenel, entered into by Company ©r at its directien on
behalf of the Gas Works during the term of this Agreement
shall provide by its terms that it shall terminate or expire in
the event that this Agreement between City and Company
shall tarminate ot expire.
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2. The City agrees and hereby does, indemnify indemnificatian
and hold harmless the Dirdctocs, the officers and the Baard by City
employees of Company, individually and collectively, while
acting within the scope of their employment, against and
from any and all personal Liability, actions, causes of action,
arnd any and all claims made against them whatever in their
capacities as Directors, Officers or employees of Company
with regard to this Agreement.

SECTION IV
Counterparts

This Agreement may be executed in counterparts. all
cf which taken togather stall constitute one document.

SECTION XV

Zjfactiveness

This Agreement shall not be effective or binding
upcn the parties unless it has been approved by an effective
ordinance of City Council and has been ratified by the Board
of Diractors of Company.




IN WITNESS WHEREOF, the parties hereto have duly executed this
Agrzeertent, the corporate seal of the City of Philadelphia has been duly affixed by
the Mayoc of said City, and the corporate seal of the Philadeiphia Facilities
Management Corporaticn has been duly affixed by an authorized officer thereof, the
cday and year first above writtan.

CITY OF PHILADELPHIA
Attest:(s) Pace Raich By: (s} Frank L. Rizzo
Deputy to the City Solicitor Mayeor

By: {s) William A. Costello
Commissioner of Puklic Property

PHILADELPHIA FACILITIES MANAGEMENT CORPORATION

Actest (s) Stephen S. Gardner By (s) F. Eugene Dixen, Jr.

Sacratary residant

Approved for the City of Philadaiphia
as to correctmess and ferm:

{s; Mariin Weinberg
City Selicitor



QRTIFICATE OF SERVICE .

I hereby certify that T have this day served a true copy of the foregoing document upon

the participants listed below in accordance with the requirements of § 1.54 (relating to service by

a participant).

VIA HAND DELIVERY, FEDERAL EXPRESS AND/OR E-MAIL

Tanya McCloskey, Esq.

Steve Keene, Esq.

Office of Consumer Advocate
5th Floor, Forum Place Bldg.
555 Walnut Street
Harrisburg, PA 17101-1921

Angela Jones, Esq.

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North 2nd Street

Harrisburg, PA 17101

Jackie Sparkman, Esquire
School District of Philadelphia
Office of General Counsel
2130 Arch Street, 5th Floor
Philadelphia, PA 19103

Johnnie Simms, Esq.

Office of Trial Staff

PA Public Utility Commission
901 N. 7th Street, Rear

P.O. Box 3265

Harrisburg, PA 17105-3265

Charis M. Burak, Esquire
McNEES, WALLACE, NURICK
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166

Dated; QOctober 13, 2000

DSH:23484.1

Lance Haver
6048 Ogontz Avenue
Philadelphia, PA 19141

SHERS

1
-

Philip Bertocci, Esq.
Community Legal Services
1424 Chestnut Street
Philadelphia, PA 19102

0N
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AVIYNG S.AEVL

Richard Lelash

Financial and Regulatory Consultant
18 Seventy Acre Road

Redding, CT 06896

Craig A. Doll, Esq.
25 North Front St., 2nd Floor
Harrisburg, PA 17101-1606

Brian Kalcic

Excel Consulting

Suite 720-T

225 S. Meramec Avenue
St. Louts, MO 63105

| anet QQ&J&_\

Daniel Clearfield, Esq.
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