
5. PGW f o r t h w i t h s h a l l f i l e w i t h t h i s 

Commission f o r i t s review and approval, a revised operating 

budget for the f i s c a l year ending June 30, 1932 consistent 

w i t h the provisions of t h i s Order. 

6. On or before A p r i l 30, 1982 PGW s h a l l 

f i l e with t h i s Commission a Supplement f o r rates to be 

e f f e c t i v e f o r the f i s c a l year commencing July 1, 1982, so 

t h a t rates for the said f i s c a l year can be adequately, 

reasonably and f a i r l y considered and timely established. 

7. The complaint of A l f r e d E. Merkiin i s 

dismissed since the cost of making heating service available 

to him whether he uses any gas or not exceeds the monthly 

minimum charge. 

8. The complaints, proposals and adjust­

ments f i l e d against the increase i n the rates authorized to 

be charged by PGW are sustained insofar as they are consis­

t e n t with t h i s Order; and are otherwise denied. 

9. PGW s h a l l submit monthly to t h i s Commis­

sion data as designated by the Commission, i n order to be 

b e t t e r able to monitor, review and oversee the operations 
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and f i n a n c i a l r e s u l t s of PGW. To t h i s end, the Commission 

hereby reta i n s continuing j u r i s d i c t i o n i n t h i s matter. 

PHILADELPHIA GAS COMMISSION 

By: 
Chairman 

Dated: 
Member 

Member 

Member 

Member 
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BEFORE THE PHILADELPHIA GAS COMMISSION 

I n the Matter of: 

A Proposed Rate Increase 

f o r 

The Philadelphia Gas Works 

F i l i n g date: June 19, 1981 

SUPPLEMENTAL OPINION AND ORDER 

I . BACKGROUND 

The Philadelphia Gas Commission has before i t f o r 

reconsideration the Opinion and Order entered November 9, 

1981. That Order provided f o r a rate increase i n the amount 

of $52.2 m i l l i o n . There was an inconsistency between t h a t 

number and the numbers discussed i n the "Opinion" preceding 

the "Order". 

In order to deal w i t h t h i s matter promptly and 

f a i r l y , on i t s own Motion, the Commission stayed the Order 

entered November 9, 1981. As yet there has been no rate 

increase a t a l l . PGW i s continuing to b i l l a t e x i s t i n g 

rates while the matter i s under reconsideration. 

PGW submitted a Notice of Compliance F i l i n g which 

included i t s revised T a r i f f and a Compliance Operating 

Budget f o r the f i s c a l year ending June 30, 1982. We took no 

act i o n regarding t h a t F i l i n g and held i t i n abeyance pending 

our reconsideration. 



CEPA, e t a l . , f i l e d a P e t i t i o n f o r a Supersedeas 

Order which was rendered moot by our Stay Order. CEPA, et 

a l . , also f i l e d a P e t i t i o n f o r Reconsideration, which P e t i ­

t i o n also was rendered moot by our determination on our own 

Motion to reconsider the matter. 

To a s s i s t us i n our reconsideration, we directed 

counsel f o r a l l the p a r t i e s to reargue the f o l l o w i n g matters 

which involve s u b s t a n t i a l amounts and an exercise of judg­

ment about which reasonable persons can disagree: 

( i ) Accounts Receivable 

( i i ) Accounts Payable 

^ ( i i i ) Cash at Year End 

( i v ) I n t e r n a l l y Generated Capital 

We granted also CEPA's request f o r s p e c i f i c con­

s i d e r a t i o n of PGW1s-claim f o r fees f o r the f o l l o w i n g : 

( i ) charge-for-service 

( i i ) meter t e s t 

( i i i ) customer requested shut-off and t u r n - o f f 

( i v ) r e s t o r a t i o n of service 

(v) emergency gas 

( v i ) unauthorized gas usage 

( v i i ) processing of returned check 

We also d i r e c t e d PGW to present an explanatory 

statement regarding i t s proposed Levelized Gas Cost Rate 

Computations f o r the i n t e r i m year 1981-82, and subsequent 

years. 
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Reargument was held on November 19, 1981 t o give 

us the opportunity t o take a fresh look at these matters, 

reconsider them and make a determination of what i s j u s t and 

reasonable under a l l the circumstances. 

Before proceeding f u r t h e r , we wish t o address 

c e r t a i n supplemental issues, which are important, but which 

should not hold up the rate case determination. These are : 

( i ) We a f f i r m t h a t conservation i s a matter of 

the highest concern and p r i o r i t y f o r a l l of us; t h i s Commis­

sion, PGW and a l l gas consumers. We intend t o review and, 

where desirable, implement the suggestions made i n the 

course of the hearings. I t may even be t h a t a supplementary 

hearing devoted t o t h i s subject alone w i l l be us e f u l . 

( i i ) Regarding PGW's sales p o l i c y , PGW has f u r ­

nished the Gas Commission wi t h proposed c r i t e r i a f o r exemp­

t i o n t o the present moratorium on new gas load additions. 

The sales p o l i c y and the proposed c r i t e r i a f o r exemption 

w i l l be the subject of a special hearing i n the near f u t u r e . 

( i i i ) PGW's c o l l e c t i o n practices are being consid­

ered and reviewed i n the pending customer service hearings. 

I t i s a n t i c i p a t e d t h a t t h i s proceeding w i l l be completed i n 

the near f u t u r e . 

I I . DISCUSSION 

We t u r n now t o the reconsideration, mindful of 

c e r t a i n applicable l e g a l and other considerations. 
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CEPA, e t a l . urge t h a t the Commission should 

recommend to the C i t y Administration and the City Council 

t h a t the City/PFMC Ordinance Agreement be amended, so t h a t 

rates are set pursuant to a determination of what l e v e l o f 

t o t a l net income i s s u f f i c i e n t to provide a reasonable 

r e t u r n on the City's investment. CEPA opposes a so-called 

"Guaranteed" f i x e d annual payment to the City. 

Public Counsel, through witness Trawicki, argue, 

t h a t while i t may be useful t o look at rate of r e t u r n on 

investment i n investor-owned u t i l i t i e s , i n the case o f a 

municipal u t i l i t y , the Gas Commission should look p r i m a r i l y 

t o debt service__cover_age. He, therefore, concludes t h a t the 

r a t e of return on investment concept i s of minimal value i n 

the i n s t a n t matter (Testimony of Donald J. Trawicki, p. 11, 

12). public Counsel, through witness Hagstrom, also main­

t a i n t h a t the annual f i x e d payment to the City i s reasonable 

as an operating expense, since i f t h i s were a p r i v a t e l y 

owned u t i l i t y , the C i t y would generate property tax revenues 

and possibly other fees (Testimony of K. A. Hagstrom, Rev. 

Req. p. 15). 

PGW argues t h a t the cash flow method i s the proper 

basis of s e t t i n g rates under the City/PFMC Agreement, which 

requires t h a t rates be set s u f f i c i e n t to cover the expenses 

of operation, depreciation, the City payment, debt service 

( i n c l u d i n g m a t u r i t i e s ) , increases i n working c a p i t a l r e -
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quirements, and so much of f i x e d c a p i t a l requirements as 

w i l l not be financed from external sources (PFMC Agreement, 

Section V I I , 1; PGW Br i e f , Vol. I I , pp. 3, 4 ) . 

In determining what rates t o approve, the standard 

to be applied by t h i s Commission i s whether the rates t o be 

charged the customers of PGW are j u s t and reasonable. A 

proper balance must be drawn, between the i n t e r e s t s of 

consumers i n receiving essential p u b l i c u t i l i t y services at 

the lowest possible rates, and the i n t e r e s t of the u t i l i t y 

i n receiving s u f f i c i e n t rates t o meet i t s reasonable expense 

and c a p i t a l needs. See 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). 

As stated i n our Opinion and Order of November 9, 

1981, t h i s Commission i s governed, i n the f i r s t instance, by 

the City/PFMC Agreement, dated December 29, 1972 as amended, 

pursuant to Ordinances of C i t y Council. We fu r t h e r con­

clude, as di d the Court i n Action A l l i a n c e of Senior C i t i ­

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

(1979) t h a t , 

" . . . the process of f i x i n g rates 
described i n Section V I I (of the C i t y / 
PFMC Agreement) - t h a t i s , by t a i l o r i n g 
them to anticipated need f o r cash, 
including the preordained $15,500,000 
(now $18,000,000) y e a r l y payment to the 
City - i s c a l l e d the cash flow method." 
(pp. 1156, 1157) (parenthetic expres­
sions supplied f o r c l a r i t y ) . 
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While the f a i r r e t u r n on f a i r value method of 

estab l i s h i n g and t e s t i n g the reasonableness of u t i l i t y rates 

i s required to be used w i t h respect t o the rates of u t i l i ­

t i e s subject to Public U t i l i t y Commission regul a t i o n , and 

also to rates of municipal u t i l i t i e s not subject t o PUC 

regulations when such rates are reviewed by Courts i n Equi­

t y , we conclude, as d i d the Court i n Action A l l i a n c e , supra 

at p. 1158 t h a t PGW i s not subject to PUC regulations, and' 

th a t there i s another consideration present with respect t o 

the PGW; 

11. . . t o w i t , t h e f a c t t h a t Philadelphia 
has Home Rule status by v i r t u e of the 
F i r s t Class C i t y Home Rule Act, Act o f 
A p r i l 21, 1949, P.L. 665, as supple­
mented and amended, 53 P.S. §13101 et 
seq. Section 17 of the Act, 53 §13131, 
provides, subject t o l i m i t a t i o n s not 
here p e r t i n e n t , t h a t a c i t y accepting 
the Act * and framing and adopting or 
amending i t s charter thereunder s h a l l 

. have and may exercise a l l powers and 
au t h o r i t y of l o c a l self-government and 
s h a l l have complete powers of l e g i s l a ­
t i o n and.administration i n r e l a t i o n t o 
i t s municipal functions . . . [and] may 
enact ordinances, rules and regulations 
necessary and proper f o r carrying i n t o 
execution the foregoing powers . . . ' 
Ordinances of the Ci t y of Philadelphia 
have the e f f e c t and force of an Act of 
Assembly. School D i s t r i c t of Philade l ­
phia v. Zoning Board of Adjustments, 417 
Pa. 277, 207 A2d 864 (1965). The o r d i ­
nance/agreement o f December 29, 1972 
therefore has s t a t u t o r y e f f e c t and 
e f f e c t i v e l y overrules the holding of 
Shirk v. Lancaster City, supra, as i t 
might otherwise have applied t o the 
rates of the Philadelphia Gas Works. 
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Section V I I establishing the cash flow 
method therefore p r e v a i l s " (emphasis 
supplied). 

Since the Court, i n Action Alliance, supra, has 

found the Ordinance/Agreement to have the e f f e c t of an Act 

of Assembly, and t h a t the cash flow method, which includes, 

i n t e r a l i a , the annual f i x e d payment to the City, p r e v a i l s , 

we now conclude t h a t the Commission i s governed and bound by 

the terms of the said Ordinance/Agreement and t h a t the cash 

flow method, comprised of a l l items contained i n Section V I I 

of said Ordinance/Agreement, i s j u s t and reasonable f o r 

rate-making purposes i n t h i s case. Accordingly, we r e j e c t 

a l l arguments to the contrary. Nevertheless, the proposals 

of complainants i n t h i s regard have been made known to the 

C i t y Administration and City Council through t h e i r respec­

t i v e representatives on t h i s Commission. 

Moreover, we f u r t h e r conclude t h a t the annual 

payment to the C i t y i s proper and reasonable and bears a 

r a t i o n a l r e l a t i o n s h i p to the gas service supplied. 

This r a t i o n a l r e l a t i o n s h i p was c l e a r l y defined by 

C i t y Witness G. Edward DeSeve, Director of Finance f o r the 

C i t y of Philadelphia i n his testimony (incorporated i n t o the 

record at Tr. 1440). Mr. DeSeve explained t h a t i f the C i t y 

equity i n PGW were invested at a long-term Treasury Bond 

rate of 14.5%, the taxpayers ( i . e . , the C i t y ) would receive 

approximately $23 m i l l i o n . A d d i t i o n a l l y , the gas consumers 
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enjoy c e r t a i n other benefits because the PGW i s a munici- ' 

p a l l y owned f a c i l i t y , and therefore i s not subject to fed­

e r a l income tax, Pennsylvania Capital Stock, State Public 

U t i l i t y Realty Tax, and State U t i l i t y Gross Receipts Tax. 

In a d d i tion, PGW, being municipally owned, receives the 

b e n e f i t of lower i n t e r e s t costs on debt issuances because 

the i n t e r e s t thereon i n the hands of the holders i s exempt 

from federal and Pennsylvania income taxes. The annual 

impact of a l l of these items r e s u l t s i n savings to the gas 

consumers of approximately $36 m i l l i o n per year. 

We accept Mr. DeSeve's r a t i o n a l e , and, as afore­

said, conclude t h a t a r a t i o n a l r e l a t i o n s h i p does e x i s t 

between the annual payment t o the City and the value t o the 

consumer of the gas service supplied by the municipally 

owned PGW. 

Further, we f i n d and accept t h a t the p r i n c i p l e of 

"normalization" of expenses and working c a p i t a l requirements 

does not v i o l a t e the Ordinance/Agreement, as PGW argues i n 

i t s main b r i e f at p. 38. 

We also f i n d and accept, as Public Counsel advo­

cate, the p r i n c i p l e t h a t rates should be based upon normal 

costs of operation. (Public Counsel B r i e f , p. 2). Thus, 

w i t h i n the framework of the Ordinance/Agreement, the l e v e l 

of costs must be "projected" f o r the f i s c a l year 1981-82, 

since no one could possibly know what the exact actual costs 
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of operation f o r PGW at the end of the year w i l l be (see, 

e.g., Tr. 953, l i n e s 12-20). 

We, therefore, accept as j u s t and reasonable, the 

fundamental and widely recognized p r i n c i p l e of u t i l i t y rate 

making, t h a t rates should be based upon reasonable projec­

t i o n s of normal costs of operation and t h a t unusual events 

(whether increasing or decreasing costs of operation) should 

be factored out. Washington U t i l i t i e s 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, 2.08 Pa. Super 

260 (1966); unless, of course, there are compelling and 

extraordinary reasons f o r consideration thereof. 

This Commission recognizes, as do a l l par t i e s to 

t h i s proceeding, t h a t reasonable minds may and w i l l d i f f e r 

i n p r o j e c t i n g expense levels and other items f o r rate making 

purposes, since there i s no standard mathematical formula 

f o r the Commission to judge the evidence and a r r i v e at a 

conclusion. 

Thus, by reason of numerous va r i a b l e f a c t o r s , 

which may be a f f e c t e d by fu t u r e economic and p o l i t i c a l 

considerations ( s t a t e of economy, i n f l a t i o n , deregulation, 

cost of f u e l , i n t e r e s t rates, f u e l assistance programs, 

c o l l e c t i o n s , etc.) together w i t h such other factors as 
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p o t e n t i a l savings to be achieved by improved management 

systems, operations and practices, " b e l t t i g h t e n i n g " , public 

perception of the PGW shut-off p o l i c y , coupled w i t h the 

u n p r e d i c t a b i l i t y of the weather, there may be areas or 

ranges of values w i t h i n which any responsible p r o j e c t i o n may 

be deemed j u s t and reasonable. This range or area i s the 

so-called "zone of reasonableness". 

The Commission, therefore, i n making i t s fi n d i n g s , 

conclusions and Order w i t h i n t h i s zone of reasonableness, 

has attempted, w i t h reasoned consistency, to balance the 

consumer i n t e r e s t i n receiving v i t a l p ublic u t i l i t y service 

at the lowest possible rates; w i t h the i n t e r e s t of the 

u t i l i t y , (a) i n receiving reasonable and s u f f i c i e n t rates to 

meet a l l of i t s reasonable costs, in c l u d i n g c a p i t a l costs, 

(b) i n maintaining i t s f i n a n c i a l i n t e g r i t y , and (c) i n 

r a i s i n g a d d i t i o n a l c a p i t a l a t reasonable cost. 

In t h i s context, i t must be noted t h a t the u l t i ­

mate t e s t of u t i l i t y rates i s t h e i r future impact. The 

United States Supreme Court has c l e a r l y stated t h a t : 

Under the s t a t u t o r y standard " j u s t and 
reasonable" i t i s the r e s u l t reached, 
not the method employed, which i s con­
t r o l l i n g , ( c i t a t i o n s omitted). I t i s 
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 e x p l i c i t l y t o r e f l e c t normal-
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ized conditions, revenues and cost trends the Company w i l l 

encounter during the time the rates we es t a b l i s h w i l l be i n 

e f f e c t . 

I l l . RECONSIDERATION 

We t u r n now to the r e s u l t s of our reconsideration 

I n the f i r s t instance, our Order entered 

November 9, 1981 i s not changed i n any respect regarding-

operating revenues and expenses. We desire, however, to 

expand the reasons f o r c e r t a i n of our conclusions reached 

t h e r e i n . 

I n p r o j e c t i n g Revenues PGW employs a two step 

process: Development of an adjustment f a c t o r and a projec­

t i o n of the number of customers. PGW f i r s t looks t o gas 

usage over the past f i v e years and then develops a monthly 

adjustment f a c t o r t o r e f l e c t s i g n i f i c a n t increases or de­

cli n e s i n the p a t t e r n of usage. I t also employs a two step 

process i n developing t h i s monthly adjustment f a c t o r . I t 

then applies the f i v e year d i s t r i b u t i o n to actual weather 

patterns occurring i n the most recent year i n which a f i n a l 

adjustment i s made, r e f i n i n g the mul t i p l e year data to 

r e f l e c t the most recent actual sales r e s u l t s (PGW b r i e f , 

Vol. I I , p. 40). U t i l i z i n g t h i s methodology, the Company 

alleges i t has experienced a steady decline i n sales over 

the past f i v e years (Tr. 2237). 
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Public counsel, through t h e i r witness Mr. Hagstrom, 

c r i t i c i z e the l a s t step of PGW's "adjusting" the adjustment 

f a c t o r to reproduce the sales of f i s c a l year 1979-1980. By 

doing t h i s , states Mr. Hagstrom, the benefits of looking at 

the f i v e years' data i s taken away (Tr. 1979). Mr. Hagstrom 

reconunends t h a t the Company u t i l i z e the r e s u l t s of the f i v e 

year analysis of data on the r e l a t i o n s h i p of degree days to 

sales, rather than on the one year they t r i e d to recreate. 

Mr. Hagstrom's p o s i t i o n , therefore, i s t h a t the Company 

should have r e l i e d on the analysis done on the f i v e years of 

data. We agree, as aforesaid, w i t h the concept of normal­

i z a t i o n and, accordingly, conclude t h a t a h i s t o r i c period 

should be used. 

With respect to p r o j e c t i o n of the number of cus­

tomers, PGW u t i l i z e d the r e s i d e n t i a l heating customers at 

the l e v e l of customers as of June 30, 1981, wi t h some con­

s i d e r a t i o n f o r the timing of hook-ups of commitments made to 

new customers (Tr. 137). I t i s to be noted t h a t the Company 

also assumed t h a t customers who were being shut o f f would 

r e t u r n before the heating season began (Tr. 138). Since 

there had been some 15,000 shutoffs at the time the t e s t i ­

mony was f i l e d (Tr. 1369), Mr. Hagstrom, i n an e f f o r t to be 

conservative, argues t h a t i t i s not reasonable to assume 

t h a t a l l 15,000 w i l l r e t u r n . PGW also agrees (Senek Rebut­

t a l Testimony, p. 6; Tr. 2183). Mr. Hagstrom projects a 
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reduction of 5,000 r e s i d e n t i a l heating customers, but agrees 

t h a t t o the extent t h a t less than 5,000 stay o f f the system 

there w i l l be more revenues available to the Company than 

u t i l i z e d i n his testimony. By reason of the aforesaid two 

fact o r s , i . e . , number of customers and adjustment f a c t o r , 

Mr. Hagstrom proposes an increase i n revenues under current 

rates of approximately $2.6 m i l l i o n — $2.7 m i l l i o n . 

I n view of our acceptance of the concept of nor­

malization and the uncertainty of the projections of number 

of customers, we f i n d and conclude t h a t i t i s reasonable to 

p r o j e c t an a d d i t i o n a l $1 m i l l i o n i n PGW t o t a l operating 

revenues f o r f i s c a l year 1981-1982. This i s w e l l w i t h i n the 

zone or range of reasonableness. 

With respect to n a t u r a l gas costs, PGW budgeted 

l o s t and unaccounted f o r gas at a 4.8% l e v e l to r e f l e c t a 

s t e a d i l y r i s i n g l e v e l of unaccounted f o r gas (PGW E x h i b i t 

21). Mr. Hagstrom recommended the use of 4%, which i s 

derived from the average of the amount experienced i n the 

past f i v e years (P.C. 8 of August 24, 1981). We accept a 

p r o j e c t i o n based upon h i s t o r i c experience, but recognize the 

s t e a d i l y r i s i n g l e v e l i n t h i s item. Accordingly, we f i n d 

and conclude t h a t i t i s reasonable to make a reduction i n 

PGW's p r o j e c t i o n by $600,000. This i s c l e a r l y w i t h i n the 

zone or range of reasonableness. 
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With respect t o labor expenses, PGW's budget 

p r o j e c t i o n r e f l e c t s abnormally high levels of overtime based 

upon f i s c a l year 1981 experience. Consistent w i t h the 

p r i n c i p l e of normalization, we agree wi t h Public Counsel 

t h a t projections based upon an abnormal period should not be 

r e l i e d on f o r p r o j e c t i o n s of the future. However, i n order 

to balance the needs of the Company and the i n t e r e s t s of the 

ratepayers, we have reduced PGW budgeted d i r e c t labor ex­

penses by $1.2 m i l l i o n , which i s w i t h i n the range or zone of 

reasonableness. Likewise, and for the same reasons, we 

reduced the $600,000 PGW projected i n d i r e c t labor expenses 

f o r pensions, p a y r o l l taxes and insurance. 

We a f f i r m our discussion and p r i o r f i n d i n g regard­

ing w r i t e - o f f of u n c o l l e c t i b l e accounts. In t h i s regard we 

found the testimony of Mr. Hagstrom to be credible and 

reduced t h i s expense by $5.1 m i l l i o n . 

The items we have addressed i n reconsideration are 

working c a p i t a l increases and provision f o r i n t e r n a l l y 

generated c a p i t a l f o r c a p i t a l improvements. 

As t o Accounts Receivable: 

PGW c i t e s the r i s i n g gas prices, l i m i t a t i o n on the 

period i n which PGW may t u r n o f f gas, the t r a n s f e r of some 

7,000 accounts from the Philadelphia Housing Au t h o r i t y and 

other negative f a c t o r s i n support of i t s p r o j e c t i o n (PGW 

Reply B r i e f , pp. 31-32). 
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We believe t h a t the e l i m i n a t i o n of the RMA clause 

and provision f o r a l e v e l i z e d monthly charge, coupled w i t h a 

clear perception of our p o l i c y regarding shut-offs, plus 

continuing vigorous c o l l e c t i o n a c t i v i t i e s by PGW should 

produce more p o s i t i v e r e s u l t s [P.C.-l, Schedules 1 (revised), 

19 (revised), 23 (revised), 25 and 2 6 ] . i 

Moreover, at the reargument, Public Counsel 

stressed the p r o p r i e t y of using a broader h i s t o r i c a l base i n 

making our judgment as to.what these numbers are l i k e l y to 

be at June 30, 1982. In doing t h a t we take i n t o account the 

r a t i o s between accounts receivable, expenses for bad debts 

and f o r sales. I n considering the evidence presented as to 

these r e l a t i o n s h i p s over the period of the l a s t three to 

f i v e years, and, as Mr. Hagstrom t e s t i f i e d , we do agree t h a t 

i t i s more reasonable to use a broader h i s t o r i c a l base. 

Doing so applies the concept of normalization, which, i s a 

widely accepted p r i n c i p l e of rate making throughout t h i s 

country. Therefore, taking a l l of t h i s i n t o consideration, 

we now conclude t h a t the PGW p r o j e c t i o n of an increase of 

$19 m i l l i o n should be reduced by $10.5 m i l l i o n , thereby 

Here we take notice of the pending State Plan f o r t h i s 
year's low income energy assistance, under which, 
because of a change i n formula, PGW w i l l be r e c e i v i n g 
higher grant level s t h i s coming year than l a s t year 
even though the o v e r a l l a l l o c a t i o n s t o the State of 
Pennsylvania are lower than l a s t year. (Reargument, 
N.T. 81-82). 
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r e s u l t i n g i n a projected increase of $8.5 m i l l i o n i n Ac­

counts Receivable at June 30, 1982. 

We believe t h i s judgment i s well w i t h i n the range 

of reasonableness i n t h i s area.-' 
i 

As t o Accounts Payable: 

PGW c i t e s the absence of major construction p r o j ­

ects with retainages and argues t h a t gas tax refunds are 

f o r t u i t o u s (Reargument, N.T. 97-98). PGW also contends t h a t 

i f i t does not pay i t s b i l l s when due, i t w i l l incur i n t e r ­

est and lose prompt-payment discounts, which w i l l add t o the 

burden on customers u l t i m a t e l y . 

p-ublic Counsel, on the other hand, stressed t h a t 

Mr. Hagstrom's recommendation was extremely conservative, 

based on a review of h i s t o r i c a l experience over the past 

three years. In t h i s connection, i t was noted t h a t the 

number projected by PGW f o r June 30, 1982 was $7 m i l l i o n 

lower than the actual f i g u r e f o r June 30, 1981. Moreover, 

i t i s lower than any balance a c t u a l l y experienced i n the 

l a s t three years. We were urged t o reconsider our decision, 

which we have done. Upon the reconsideration, we have 

determined i t i s reasonable to adjust the PGW p r o j e c t i o n , 

upwards by $2 m i l l i o n . 

We believe t h i s judgment i s we l l w i t h i n the range 

of reasonableness i n t h i s area. 
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As t o Cash Balance at Year End: 

At the reargument, PGW contended t h a t i t s pro­

jected cash balance at June 30, 1982, was required t o meet 

i t s July, 1982 b i l l s . PGW offered a chart prepared by W. T. 

Senek, i t s Vice President of Planning, which chart showed 

closing cash balances i n each of the years 1977 through 

1982. PGW argues from the chart t h a t i t s c l osing cash 

budget of $7.5 m i l l i o n i s much more reasonable than anything 

proposed by Mr. Hagstrom. 

Public Counsel continued t o stress the absence of 

any showing by PGW of reasonable business needs f o r a large 

sum of cash on June 30, 1982, p a r t i c u l a r l y when the conse­

quence of doing so i s to increase rates one d o l l a r f o r every 

d o l l a r of cash projected to be on hand. Viewed i n t h i s 

context, we are now i n c l i n e d to agree t h a t the equities i n 

t h i s s i t u a t i o n should weigh more heavily i n favor of the 

ratepayer. Accordingly, balancing the competing i n t e r e s t s , 

we now conclude t h a t i t would be reasonable to provide $2 

m i l l i o n f o r Cash a t Year End. The e f f e c t of t h i s i s to 

reduce by $5.5 m i l l i o n the PGW p r o j e c t i o n of $7.5 m i l l i o n .to 

$2 m i l l i o n at June 30, 1982. 

We believe t h i s judgment i s w e l l w i t h i n the range, 

of reasonableness i n t h i s area. 

We have thus reconsidered working c a p i t a l needs 

fo r Accounts Receivable, Accounts Payable, and Cash Balance 
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at Year End. We come now t o a reconsideration of the matter 

of I n t e r n a l l y Generated Capital. 

At the reargument, PGW r e i t e r a t e d the three impor­

t a n t purposes served by such funds,' ?to w i t : the reduction 

i n external funding and consequent saving i n i n t e r e s t ex­

pense, the improvement of the coverage of earnings which i s 

h e l p f u l to PGW's goal of holding the A bond r a t i n g , and the 

reduction of f u t u r e debt expenses. As we have noted i n our 

p r i o r Opinion, we agree w i t h these goals. 

Public Counsel stressed the necessity f o r the 

Commission to balance the company's i n t e r e s t against the 

reasonable i n t e r e s t s of rate payers. Although PGW properly 

i s concerned about possible adverse happenings, there are 

countervailing circumstances regarding the health, welfare 

and w e l l being of PGW's customers that we must consider. 

I n our Opinion of November 9, 1981, we concluded 

t h a t earnings producing i n t e r e s t coverages i n the range of 

1.75 to 2.00 times are reasonably l i k e l y to achieve the goal 

of r e t a i n i n g PGW's present bond r a t i n g . I n t h a t connection. 

Public Counsel o f f e r e d a chart from which i t was argued t h a t 

a rate increase of $52 m i l l i o n was higher than necessary to 

support t h a t f i n d i n g on coverage. S p e c i f i c a l l y , the chart 

r e f l e c t e d a Comparison of Indicated Rate Increases on a Cash 

Basis. From t h i s i t was argued t h a t f o r a coverage r a t e of 

1.75 a rate increase of $37.7 m i l l i o n was reasonable"and 
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t h a t f o r a coverage of 2.00 a rate increase of $41.1 m i l l i o n 

was reasonable. However, t h a t chart did not take i n t o 

account our allowance to PGW of some $12 m i l l i o n f o r pur-
l 

chase of a preseason tanker of naphtha. That decision we 

made because of PGW's vigorous argument t h a t the purchase 

was essential f o r pu b l i c safety and convenience, against the 

p o s s i b i l i t y of a design winter. We concluded, and r e i t e r ­

ate, t h a t we cannot and w i l l not l i g h t l y disregard serious 

contentions by PGW t h a t p u b l i c safety and convenience would 

be jeopardized. 

When the subject of the purchase of the preseason 

tanker of naphtha was rec a l l e d to Public Counsel at the 

reargument, he acknowleged t h a t t h i s would make f o r an 

indicated rate increase somewhere between $49.7 m i l l i o n and 

$53.1 m i l l i o n (Reargument, N.T. 78). In t h i s context, 

Public Counsel urged t h a t the f i n d i n g with respect to cover­

ages has a l o g i c a l connection wi t h the ultimate exercise of 

judgment by the Commission wit h regard to the o v e r a l l l e v e l 

t h a t should be permitted i n these areas. 

In viewing the item of I n t e r n a l l y Generated Capi­

t a l , Public Counsel suggested t h a t the proper way to do i t 

was t o look at i t as the number t h a t comes out a f t e r looking 

at a l l other items i n the rate case. That i s so. Public 

Counsel argued, because on t h i s p a r t i c u l a r issue the connec­

t i o n w i t h the coverages i s most d i r e c t . I f f o r some compel-
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l i n g reason we have allowed greater amounts of rate payer-

supplied c a p i t a l f o r the naphtha purchase, we then have the 

greatest amount of d i s c r e t i o n i n considering I n t e r n a l l y 

Generated Capital. To the extent we have provided working 

c a p i t a l f o r purchase of naphtha, Accounts Receivable, or 

Accounts Payable, we have increased coverages. I n consider­

ing i n t e r n a l l y Generated Capital we w i l l be adding f u r t h e r 

to the coverage and should not make i t higher than what we 

have found to be j u s t and reasonable. 

A l l the considerations regarding coverage ex­

pressed i n our Opinion of November 9, 1981, remain impor­

t a n t . On balance, i t now seems j u s t and reasonable to us to 

adjust t h i s f i g u r e to make i t accord i n a general way w i t h 

our o v e r a l l goals and objectives regarding coverage. That 

was Mr. Hagstrom's approach i n t e s t i f y i n g during the course 

of the hearing. Although he recommended a s i g n i f i c a n t l y 

smaller number than PGW, he recognized the d e s i r a b i l i t y of 

providing a substa n t i a l amount of money f o r i n t e r n a l l y 

generated c a p i t a l . 

Having c a r e f u l l y considered a l l of t h i s , we faced 

the question of what i s j u s t and reasonable i n terms of 

o v e r a l l earnings. We are now convinced t h a t a provision of 

$6 m i l l i o n i s a j u s t and reasonable balance among a l l the 

competing considerations. This means a reduction of $8.0 

m i l l i o n from PGW's request f o r $14 m i l l i o n , so t h a t i n ge'n-
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e r a t i n g funds f o r c a p i t a l improvements, of the t o t a l of 

$50.4 m i l l i o n provided by PGW, $6 m i l l i o n w i l l be provided 

by the ratepayers as i n t e r n a l l y generated c a p i t a l and the 

balance of $44.4 m i l l i o n w i l l have to be provided by c a p i t a l 

improvement loans and/or other sources. 

We have attached to our Supplemental Order a Cash 

Flow Analysis which sets f o r t h the PGW pro j e c t i o n s , 

Mr. Hagstrom's projections, and the Commission's adjustments 

as contained i n the Order entered November 9, 1981 and as 

modified herein. In sum, we have now provided f o r a rate 

increase of $51.7 m i l l i o n . 

At t h i s p oint, no one can t e l l what t h i s winter 

w i l l b r i n g . By next A p r i l 30, 1982 we w i l l know i n f a c t the 

r e s u l t s of the winter. Therefore, we have directed PGW to 

f i l e w i t h t h i s Commission by A p r i l 30, 1982, a l l documenta­

t i o n necessary to evaluate what occurred, and to begin 

p r o j e c t i n g revenue requirements f o r f i s c a l year 1982-83. 

We w i l l have t h i s information two months before 

July l , 1982. This w i l l enable us t o consider and timely 

e s t a b l i s h j u s t and reasonable rates f o r t h a t f i s c a l year, i n 

l i g h t of the actual experience t h i s winter. 

IV. LEVELIZED GAS COST RATE COMPUTATION 

At the reargument, i n accordance w i t h our request, 

PGW presented an explanatory statement regarding i t s pro­

posed Levelized Gas Cost Rate Computation f o r the i n t e r i m 

year 1981-82, and subsequent years. 
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We see no need f o r an addi t i o n a l hearing i n "con­

nection with the computation f o r the in t e r i m year 1981-82. 

The elements employed i n t h a t computation have already been 

reviewed i n t h i s hearing. What i s important to note here i s 

t h a t PGW cannot make any changes i n G.C.R. during the i n t e r ­

im year without our p r i o r approval. 

For subsequent years we w i l l have adequate oppor­

t u n i t y when PGW submits i t s proposed computations, t o ques­

t i o n them, withhold our approval and stay the effectiveness 

thereof, i f appropriate. We believe t h i s procedure i s 

consistent w i t h Public U t i l i t y Commission procedure and w i l l 

enable us to supervise and control the manner i n which the 

computations are made i n subsequent years. 

V. PGW'S CLAIM FOR FEES 

CEPA, et a l . have raised questions regarding PGW's 

claim for-fees. Before dealing w i t h these s p e c i f i c a l l y , we 

note t h a t i n PGW's Summary of Present and Revised T a r i f f , 

the f o l l o w i n g i s proposed: 

"The customer w i l l be responsible f o r 
co n t r i b u t i n g 25% of the t o t a l estimated 
cost of f a c i l i t i e s t o b r i n g gas service 
to the premises." 

Under the present Rule, the percentage of the 

t o t a l cost paid f o r by the customer decreases as the quan­

t i t y of gas to be taken increases. PGW c i t e d the Stone & 

Webster recommendation t h a t t h i s Rule be modified t o avoid 
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penalizing builders who add conservation devices to t h e i r 

structures. Based on considerations of p r a c t i c a l i t y , PGW 

proposes t h a t customers pay a f i x e d 25% of the cost of 

extending service. 

CEPA witness Proul objected to t h i s r e v i s i o n , but 

offered no s p e c i f i c s as to how her proposal should be imple­

mented or what e f f e c t , i f any, i t would have upon cost. Nor 

did she address the su b s t a n t i a l administrative d i f f i c u l t y 

and expense i n c a r r y i n g out her proposal. We agree w i t h PGW 

t h a t the record does not contain s u f f i c i e n t evidence f o r us 

to adopt Ms. Proul's suggestion. Therefore, we approve t h i s 

proposed r e v i s i o n by PGW. 

Now, we deal w i t h CEPA's questions s e r i a t i m : 

1. Charge-for-Service 

PGW has proposed a revised p o l i c y on customer 

service c a l l s . E f f e c t i v e January 4, 1982 customers request­

ing service on t h e i r p i p i n g or equipment would be charged $5 

per service c a l l . PGW would exempt from t h i s service charge 

p o l i c y c a l l s on leaks, other odor complaints, meter problems 

or other circumstances determined to be the company's r e ­

s p o n s i b i l i t y . We believe t h i s language c l e a r l y manifests 

PGW's i n t e n t i o n not to charge f o r any service i f the cause . 

i s a t t r i b u t a b l e t o PGW and not to the customer. 

I n reviewing t h i s proposal, the Commission i s very 

much concerned t h a t no one should under any circumstances 
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r e f r a i n from contacting PGW i f a leak or other danger 'is 

suspected. The proposed r e v i s i o n seeks to deal w i t h t h i s by 

exempting such c a l l s from the service charge. However, i n 

order to be c e r t a i n , and on an experimental basis only, we 

are d i r e c t i n g PGW to provide up to three free c a l l s per year 

f o r t h i s category, and to so provide i n i t s Compliance 

T a r i f f . We w i l l review t h i s matter again promptly a f t e r 

A p r i l 30, 1982 and take whatever f u r t h e r action, i f any, may 

then seem appropriate. 

2. Meter Tests 

PGW proposed to charge $25 f o r meter t e s t s . This 

charge i s not opposed by CEPA ( l e t t e r dated November 23, 

1981 from CEPA's counsel). We f i n d i t to be reasonable. 

However, the fee should be returned to the customer i f the 

t e s t establishes t h a t the meter i s f a s t or slow beyond the 

e x i s t i n g allowed tolerance. 

I t has been suggested t h a t t h i s area may be one 

f o r f u r t h e r consideration i n evaluating the p o s s i b i l i t y of 

j o i n t meter readings f o r PGW and the City Water Department. 

This remains f o r f u t u r e consideration. 

3. Customer Requested Shut-Off and Turn-On 

This deals w i t h temporary discontinuance of gas 

service at the customer's request. Here we approve PGW's 

proposed r e v i s i o n from a present charge of $20 to a revised 

charge of $55. Where possible, PGW should seek t o inform 
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customers regarding safety and cost savings i n having ser­

vice s h u t - o f f and tumed-on, so t h a t customers may determine 

i f the savings r e a l i z e d would exceed the charge-

4 * Turn-On Charge 

PGW has proposed an increase over the present 

charge from $10 to $30, fo r r e s t o r a t i o n of service t o a 

customer a f t e r a shut-off f o r nonpayment and a repayment 

agreement or some other agreement has been reached w i t h the 

customer. . I n order to make i t possible f o r customers i n 

such s i t u a t i o n s t o comply wi t h t h e i r agreements, we f i n d 
2 

t h a t t h i s increase should be l i m i t e d to $20. 

5. Processing of Returned-Check-Fee 

PGW proposed t o charge $5 f o r a returned check t o 

reimburse PGW f o r the cost of handling and administration. 

We believe t h i s to be reasonable and so f i n d . 

V I . LBS-L RATE 

Several of PGW's int e r r u p t a b l e customers are able 

to burn e i t h e r gas or f u e l o i l to meet t h e i r energy needs. 

For these customers, PGW's T a r i f f contains a special r a t e 

which prices the gas supplied to these customers based on a 

ce r t a i n maximum discount ( c u r r e n t l y 20%), r e l a t e d t o the 

At t h i s p o i n t we c l a r i f y our reference t o t u r n - o f f s and 
"applicable state law". State law does not mandate the 
conditions under which PGW does or does not t u r n - o f f , 
except f o r Tenants Act problems. PGW i s governed by 
the e x i s t i n g regulations regarding t u r n - o f f s . (Reargu­
ment, N.T. 115-116). 
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posted price of No. 6 f u e l o i l . PGW states t h a t t h i s f l e x ­

i b l e p r i c i n g approach allows i t to compete w i t h o i l sup­

p l i e r s for these important sales. By keeping these cus­

tomers, PGW increases i t s revenue and thereby reduces the 

need f o r rate r e l i e f from other customers. 

CEPA witness, Dr. Schwartz, objected to t h i s 

discount but did not analyze PGW's p a r t i c u l a r s i t u a t i o n . We 

believe the j u s t i f i c a t i o n s f o r t h i s discount are reasonable, 

and we approve i t . (PGW I n i t . B r i e f , Vol. I I , pp. 91-93). 

V I I . SUPPLEMENTAL ORDER 

AND NOW, t h i s day of November, 1981, upon a 

ca r e f u l reconsideration of the record, i n c l u d i n g the matters 

argued by counsel on November 19, 1981, IT IS ORDERED t h a t : 

1. Philadelphia Gas Works i s hereby authorized 

and directed t o increase i t s rates, consistent w i t h t h i s 

Supplemental Opinion and Order to produce $51.7 m i l l i o n i n 

ad d i t i o n a l revenue during f i s c a l 1981-82. This increase 

s h a l l be allocated on a volumetric basis, and s h a l l become 

e f f e c t i v e upon the f i l i n g by PGW with t h i s Commission of a 

revised T a r i f f complying i n a l l respects w i t h t h i s Supple­

mental Opinion and Order. 

2. The rates authorized by t h i s Order s h a l l 

remain i n e f f e c t u n t i l f u r t h e r Order of t h i s Commission. 

3. PGW f o r t h w i t h s h a l l f i l e w i t h t h i s Commission 

f o r i t s review and approval a revised T a r i f f complying i n 

a l l respects w i t h t h i s Supplemental Opinion and Order. 
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4. PGW f o r t h w i t h s h a l l f i l e with t h i s Commission 

for i t s review and approval, a T a r i f f and Proof of Revenue 

complying i n a l l respects wi t h t h i s Supplemental Opinion and 

Order, establishing a Gas Cost Rate (GCR) to replace the present 

Raw Material Adjustment charge. The GCR f o r the balance of 

f i s c a l year 1982 s h a l l become e f f e c t i v e upon the f i l i n g by 

PGW with t h i s Commission of such T a r i f f . 

5. PGW f o r t h w i t h s h a l l f i l e w i t h t h i s Commission 

for i t s review and approval, a revised operating budget f o r 

the f i s c a l year ending June 30, 1982 consistent w i t h the 

provisions of t h i s Supplemental Opinion and Order. 

6. PGW i s hereby authorized and d i r e c t e d t o f i l e 

a T a r i f f f o r Fees f o r Services consistent w i t h the p r o v i ­

sions of t h i s Supplemental Opinion and Order. 

7. The complaints, proposals and adjustments 

f i l e d against the increase i n the rates authorized t o be 

charged by PGW are sustained insofar as they are consistent 

with t h i s Supplemental Opinion and Order; and are otherwise 

denied. 

8. Except as modified herein, our Order entered 
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November 9, 1981 remains i n f u l l force and e f f e c t . 

PHILADELPHIA GAS COMMISSION 

By: 
Chairman 

Member 

Member 

Member 

Member 
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Philadelphia Gas Works Rate Increase Request 
Cash Flow Analysis 

(Amounts i n m i l l i o n s o f do l la r s ) 

REVENUES 
Current Rates 
Proposed Rate Increase 

^ Total Revenues 

EXPENSES 
Natural Gas 
Raw Materials 
Labor 

9 Pensions 
Other 

Total Expenses 

MET FUNDS 

jgHER SOURCES OF FUNDS 
Capital Improvement Loans 
Working Capital Loans 
Other Income 
Beginning Working Cash 

Total Funds Available 

P.G.tf. 
Request 

CD 
$ -

470.2 
86.2 

556.4 

304.5 
19.6 
56.2 
15.5 
49.0 

444.8 

111.6 

36.4 
20.0 
21.8 

189.9 

APPLIED 
c a p i t a l Improvements . . . . 50.4 
Debt Service 37.5 
Working Capital Loans . . . 48.4 
Inventory Requirements . . 8.6 
Other Working Capital Require-

• ments 18.8 
Payment to City • 18 . 7 

Total Funds Applied .. 182.4 

ENDING WORKING CASH 7.5 

Consultant 
Recommendation 

(2) 
$ 
472.8 
26.0 
498.8 

503.3 
18.0 
53.8 
15.0 
45.1 
433.2 

65.6 

45.3 

19.8 

150.7 

50.4 
44.1'' 
22.5d 

C3.4)d 

U.3) d 

18.0 
150.3 

Commissiori 
Adjustments 

C3) 
S 
1.0 

C54.5) 
(33.5) 

(0.6) 

CI-2) 
(0.3) 
(5.4)a 

(7.5) 

(26.0) 

8.0 

(18.0) 

.4' 

(12-5) 

C12TT) 

mo 

Commission 
Allowance 
CI - 5) 

(4) 
$ 
471.2 
51.7 
522.9 

303.9 
19.6 
55.0 
15.2 
45.6 
457.5 

85.6 

44.4 
20.0 
21.8 

171..9 

50.4 
37.5 
48.4 
8.6 

6.3 
18.7 
169.9 

2.0 

Source: Column 1 - I n i t i a l Brief of P.G.W., Volume I I , page i i i 
Column 2 - Exhibit PC-1 Schedule 1 Revised. Note: Funds Applied Section restated 

to conform to P.G.W. format 

Adjustment consists of $5.1 for appropriation for uncollectible accounts and SO.5 for 
0 indirect labor expense 

^Adjustment consists of $10.5 Accounts Receivable balance decrease and $2.0 Accounts 
Payable increase 

Consultant allowed: Interest expense $31.6 
Funded debt reduction 12.5 

$44.1 
ft ̂ Consultant allowed $18.2 million for a l l 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) 

Ending Working Cash -4 
$18.2 



BEFORE THE 
PHILADELPHIA GAS COMMISSION 

I n the Matter o f : 

A Proposed Rate Increase 
f o r the Phi l a d e l p h i a Gas 
Works 

F i l i n g Date: May 4, 1982 

ADJUDICATION AND ORDER 

I . HISTORY OF THE PROCEEDINGS 

On May 4, 1982 the Philadelphia Gas Works ("PGW") 

f i l e d a request w i t h the Philadelphia Gas Commission ("Com­

mission") f o r a gas base r a t e increase to become e f f e c t i v e 

September 1, 1982. This increase was designed by PGW to 

produce $58 m i l l i o n o f a d d i t i o n a l revenue i n base ra t e s f o r 
> 

f i s c a l year 1982-83 ("FY-83"). 

In accordance w i t h the Agreement between the C i t y 

of Philadelphia and the Philadelphia F a c i l i t i e s Management 

Corporation, dated December 29, 1972, as amended pursuant t o 

Ordinances of C i t y Council and i n accordance w i t h Commission 

Regulation No. 1, the Commission i n s t i t u t e d an i n v e s t i g a t i o n 

and scheduled hearings. To ensure that the i n t e r e s t s of 

PGW's customers were properly represented, the Commission 

engaged p u b l i c counsel ("Public Counsel" or "PC") and expe­

rienced consultants t o advocate the public i n t e r e s t a t the 



hearings. I n a d d i t i o n , three c i t i z e n s ' organizations; 

Consumer Education and Protective Association, Association 

of Community Organizations f o r Reform Now and Action A l l i ­

ance of Senior Citizens appeared and were represented by 

counsel. 

The Commission, pursuant to due p u b l i c n o t i c e , 

scheduled a pre-hearing conference on May 19, 1982 which was 

attended by a l l p a r t i e s . Provision was made f o r pre-hearing 

discovery. Thereafter, a t o t a l of 15 days of hearings were 

held i n Philadelphia, i n c l u d i n g a public session on July 15, 

1982, at which PGW's ratepayers and other i n t e r e s t e d members 

of the p u b l i c presented t h e i r views and comments on the 

proposed increase. 

During the course of the proceeding, PGW i n t r o ­

duced the w r i t t e n and o r a l testimony of eight witnesses and 

submitted 68 e x h i b i t s . Opposing parties presented four w i t ­

nesses, 69 e x h i b i t s and various schedules. I n a d d i t i o n . 

C i t y of Philadelphia Finance Director Rodney L. Johnson, 

appeared on July 23, 1982 as a Commission witness. The 

record was o f f i c i a l l y closed on July 28, 1982, and B r i e f s 

and Reply B r i e f s were f i l e d by the p a r t i e s . 

Oral Argument before the Commission en banc was 

held on August 23, 1982, and, i n addition, a PGW witness 

presented f u r t h e r testimony as to PGW's Gas Cost Rate sub­

mission. The complete record, now before the Commission, 

consists of 2654 pages of t r a n s c r i p t . 
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After hearing oral argument for almost a f u l l day, 

and analyzing and considering t h i s voluminous transcript of 

testimony, the exhibits and b r i e f s , the Commission i s now 

confronted with a most d i f f i c u l t and onerous task. We must 

f a i r l y resolve the very serious and complex issues raised by 

the parties, i n order to determine j u s t and reasonable 

rates. 

Over a number of days, t h i s Commission has spent 

many hours considering, and, indeed, agonizing over the 

log i c 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 

t h e i r views. Although t h e i r prime concern was the proposed 

rate increase, a number of witnesses also stressed the need 

for energy conservation."^ We were t r u l y impressed with the 

p l i g h t of these witnesses. However, i n exercising our duty, 

both the Commission and public are confronted with the 

inescapable fact that gas b i l l s are r e f l e c t i n g the huge 

increase i n the cost of natural gas i n recent years under 

the process of deregulation i n i t i a t e d i n 1978. Indeed, the 

cost of natural gas represents more than 60 percent of 

1. The Commission has made clear i t s view that energy 
conservation i s a matter of the highest p r i o r i t y for 
everyone. Anticipating that t h i s Rate Case would be 
completed early i n September 1982, the Commission has 
already scheduled public hearings on the subject of 
conservation f o r September 13 and 14, 1982. 
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PGW's expenses. We r e i t e r a t e t h a t neither the Commission, 

nor the Mayor, nor the C i t y Council has any d i r e c t c o n t r o l 

over the p r i c e of n a t u r a l gas. Gas consumers and t h e i r 

representatives should be expressing t h e i r concern to the 

President and Congress i n Washington, D.C. who do have the 

power and a u t h o r i t y t o c o n t r o l the p r i c e of natural gas. 

We do, however, have the power and the duty to 

r e q u i r e PGW to t i g h t e n i t s b e l t , adopt c o s t - c u t t i n g mea­

sures, freeze manpower expense l e v e l s , improve c o l l e c t i o n of 

delinquent accounts receivables, operate on a more e f f i c i e n t 

basis, set achievable operating goals, manage i t s funds more 

prudently; while at the same time providing adequate, safe, 

r e l i a b l e service to the p u b l i c at the lowest possible cost; 

and, i n a d d i t i o n , t o allow the Company t o achieve s u f f i c i e n t 

earnings to meet i t s o b l i g a t i o n s , a t t r a c t c a p i t a l and pro­

vide s u f f i c i e n t and adequate debt service coverage to main­

t a i n i t s bond r a t i n g . 

I n adopting t h i s approach, the Commission s p e c i f i ­

c a l l y recognizes t h a t there are many customers who honestly 

desire to pay t h e i r gas b i l l s , but, who, by reason of l e g i t ­

imate economic reasons, are unable to do so. The m a j o r i t y 

of ratepayers who conscientiously pay t h e i r b i l l s , should 

not be saddled w i t h excessive rates to cover the delinquen­

cies o f those who can not or w i l l not. 
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Appropriate remedial s o c i a l assistance must be 

afforded f o r those who t r u l y are unable t o pay. At the same 

time, appropriate remedial action by way of strengthened 

customer service r e g u l a t i o n s must be adopted t o deal w i t h 

those who are able, but u n w i l l i n g to pay f o r t h e i r gas 

usage. 

This Commission f u r t h e r recognizes t h a t while 

there i s a need to keep gas rates from unjust and unreason­

able escalation, the f i n a n c i a l i n t e g r i t y o f PGW must be 

maintained. This i s e s s e n t i a l i n order t o preserve the "A" 

ra t i n g s of PGW bonds by p r o v i d i n g f o r s u f f i c i e n t earnings, 

by t a k i n g e f f e c t i v e steps t o increase c o l l e c t i o n s , by set­

t i n g management goals and objectives, and by prudent and 

e f f i c i e n t money management; a l l designed to s a t i s f y the 

r a t i n g agencies t h a t the i n t e r e s t s of bondholders are being 

adequately protected. 

I I . STANDARD TO BE APPLIED IN SETTING RATES 

PGW maintains t h a t the method by which rates are 

to be set i s established i n Section V I I of the PFMC/City 

Agreement, and i s the so-called "cash flow" method. PGW 

c i t e s the p r i o r Commission Order dated November 27, 1981, 

pp. 7-8; and Action A l l i a n c e of Senior Citizens v. P h i l a d e l ­

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

to support i t s p o s i t i o n . 
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Section V I I , paragraph 1 of the Agreement r e ­

quires, i n t e r a l i a , t h a t the Commission f i x and regulate 

rates and charges f o r supplying gas to customers -which w i l l 

i n each f i s c a l year produce revenues, at a minimum: 

(1) S u f f i c i e n t t o pay a l l o f the opera­
t i o n and maintenance costs and 
expenses of conducting the Gas 
Worics Enterprise and to pay the 
i n t e r e s t and amortization becoming 
due i n each f i s c a l year on debt 
incurred f o r the Gas Works. 

(2) S u f f i c i e n t also to make base pay­
ments t o the Cit y . 

(3) To provide appropriations f o r 
prepayment of debt and f o r c a p i t a l 
additions which have been deter­
mined by the Gas Commission t o be 
reasonable and which have been ap­
proved by Ci t y Council; and 

(4) To provide cash, or equivalent f o r 
working c a p i t a l i n such reasonable 
amounts as may be determined by 
Company to be necessary and as 
s h a l l be approved by the Gas Com­
mission. 

Public Counsel concedes t h a t the Management Agree­

ment requires t h a t PGW revenues be s u f f i c i e n t to cover the 

aforesaid items, and acknowledges t h a t a serious cash flow 

problem e x i s t s (PC B r i e f , p. 8)-- However, Public Counsel 

suggests t h a t an a l t e r n a t i v e approach to the cash flow 

method of accounting be u t i l i z e d (PC B r i e f , Sections I I , I I I 

and I V ) . 
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Thus, there i s no dispute between PGW and Public 

Counsel as t o the existence of a cash flow problem (PC 

B r i e f , p. 8 ) . However, there i s a substanti a l dispute about 

how t o resolve i t . 

PGW i n s i s t s on a l i t e r a l cash-flow methodology to 

e s t a b l i s h a revenue requirement, while Public Counsel main­

t a i n s t h a t i t i s more appropriate to e s t a b l i s h rates by the 

accrual method. Public Counsel suggests t h a t an appropriate 

l e v e l o f earnings be established f o r PGW which should, 

under normal conditions provide s u f f i c i e n t cash flow to meet 

PGW's needs, and the requirements of the Management Agree­

ment (PC B r i e f , p. 25). 

Public Counsel argues t h a t PGW's method provides 

excessive coverages and earnings to solve the problem and i s 

the l e a s t equitable s o l u t i o n , and t h a t a more balanced 

approach i s possible which w i l l moderate the rate increase 

but which w i l l be j u s t as e f f e c t i v e i n resolving the cash 

flow problem (PC B r i e f , p. 14). 

PGW argues t h a t Public Counsel Witness' methodol­

ogy i s complicated, confusing (PGW I n i t i a l B r i e f , p. 3) and 

indeed contravenes the Management Agreement (PGW I n i t i a l 

B r i e f , p. 2; and "PGW Reply B r i e f , pp. 12-14). 

In the f i n a l analysis, PGW sets i t s rates by 

determining i t s revenue requirement on the cash-flow method. 

I t - t h e n t e s t s the p r o j e c t e d revenues to determine whether 
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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 adequate 

cash-flow to PGW, to cover a l l requirements of the Manage­

ment Agreement (Hagstrom, Schedule 2) (PC Brief, pp. 26, 

27), u t i l i z i n g an accrual method of accounting (PC Brief, 

pp. 27-30). 

This Commission, i n determining what rates to 

approve, both i n the past and i n the present case, has ap­

p l i e d and continues to apply the standard that the rates to 

be charged the customers of PGW must be jus t and reasonable, 

This Commission w i l l not be deterred i n i t s duty by the 

application of labels. In t h i s context, we find i t unneces­

sary to be s t r i c t l y bound by technical accounting terminol­

ogy. We have examined each and every projected item of 

expenditure to determine i t s prudence, and whether such 

projection f a l l s w ithin the so-called zone of reasonable­

ness, which hereinafter we discuss more f u l l y . Just and 

reasonable rates require the establishment by t h i s Commis­

sion of a proper balance between the interests of the con­

sumers i n receiving essential public u t i l i t y gas service at 

the lowest possible rates, and the interest of the u t i l i t y 

i n receiving s u f f i c i e n t rates to meet i t s reasonable ex-
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penses and c a p i t a l 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 t h a t we are governed by the req u i r e ­

ments o f the Management Agreement t h a t the rates we estab­

l i s h must be s u f f i c i e n t to produce revenues t o cover a l l o f 

the items contained i n Section V I I thereof reasonably pro­

j e c t e d and, indeed, the revenue l e v e l herein established i s 

reasonably designed to do so. 

Further, we r e i t e r a t e our acceptance o f the p r i n ­

c i p l e o f "normalization" and f i n d t h a t t h i s does not v i o l a t e 

the Management Agreement. Thus, the l e v e l of costs must be 

estimated f o r the f i s c a l year 1982-83, since no one can know 

now e x a c t l y what the actual costs o f PGW's operation w i l l be 

at the end of the year. 

We, therefore, accept as j u s t and reasonable, the 

fundamental and widely recognized p r i n c i p l e of u t i l i t y r a t e 

making, t h a t rates should be based upon reasonable projec­

t i o n s o f normal costs of operation and t h a t unusual events 

(whether increasing or decreasing costs of operation) should 

be f a c t o r e d out. Washington U t i l i t i e s 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); P i t t s b u r g h v. Pa. PUC, 208 Pa. Super 260 (1966); 

unless, of course, there are compelling and extraordinary 

reasons f o r consideration thereof. 
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This Commission recognizes, as do a l l p a r t i e s t o 

t h i s proceeding, t h a t reasonable minds may and w i l l d i f f e r 

i n p r o j e c t i n g expense l e v e l s and other items f o r r a t e making 

purposes. There i s no precise mathematical formula f o r the 

Commission t o employ i n judging the evidence and a r r i v i n g at 

a reasonable conclusion. 

Thus, by reason of numerous va r i a b l e f a c t o r s , 

which may be a f f e c t e d by fu t u r e economic and p o l i t i c a l 

considerations ( s t a t e of economy, i n f l a t i o n , deregulation, 

cost o f f u e l , i n t e r e s t rates, f u e l assistance programs, 

improved c o l l e c t i o n s , etc.) together w i t h such other factors 

as p o t e n t i a l savings t o be achieved by improved management 

systems, operations and practices, " b e l t t i g h t e n i n g , " p u b l i c 

perception of the proposed strengthening of Customer Service 

Regulations to reduce delinquencies and accounts receivable, 

coupled w i t h the u n p r e d i c t a b i l i t y of the weather, there may 

be ranges of values w i t h i n which responsible p r o j e c t i o n s may 

be made and deemed j u s t and reasonable. This range i s the 

so-called "zone of reasonableness". 

The Commission, therefore, i n making i t s f i n d i n g s , 

conclusions and Order w i t h i n t h i s zone of reasonableness, 

has attempted, w i t h reasoned consistency, to balance the 

consumer i n t e r e s t i n r e c e i v i n g v i t a l public u t i l i t y service 

at the lowest possible rates, w i t h the i n t e r e s t of the 

u t i l i t y , (a) i n r e c e i v i n g reasonable and s u f f i c i e n t rates t o 
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meet a l l of i t s reasonable costs, including c a p i t a l costs, 

(b) i n maintaining i t s f i n a n c i a l i n t e g r i t y , (c) i n r a i s i n g 

a d d i t i o n a l c a p i t a l a t reasonable cost, and (d) i n maintain­

in g i t s bond r a t i n g . Federal Power Comm. v. Hope Natural 

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

I n t h i s context, i t must be noted t h a t the u l t i ­

mate t e s t of u t i l i t y rates i s t h e i r future impact. The 

United States Supreme Court has c l e a r l y stated t h a t : 

Under the s t a t u t o r y standard " j u s t and 
reasonable" i t i s the r e s u l t reached, 
not the method employed, which i s con­
t r o l l i n g , ( c i t i a t i o n s omitted). I t i s 
not theory, but the impact of the r a t e 
order which counts. Federal Power Com­
mission v. Hope Natural Gas Co., supra. 

Following the above reasoning, the Commission has 

mandated and made appropriate adjustments t o r e f l e c t more 

prudent money management, a labor expense freeze, normalized 

costs o f operations, revenues and cost trends and projected 

improved c o l l e c t i o n s o f delinquent accounts receivables. 

These adjustments inv o l v e e s s e n t i a l l y discrete items which 

we w i l l consider s e r i a t i m . 

I l l . OPERATING EXPENSES 

A. Labor and Fringe Costs 

PGW has project e d Labor and Fringe Costs f o r 

f i s c a l 1983 at $94.4 m i l l i o n d o l l a r s which includes pension 

expenses, p a y r o l l taxes, insurance expenses and the e s t i ­

mated e f f e c t s of an assumed 8% wage increase as a r e s u l t of 
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labor contract negotiations scheduled f o r Spring 1983. 

These PGW pr o j e c t i o n s are based upon an estimated average 

labor force o f 2828 employees i n f i s c a l 1983 which repre­

sents an increase over the average of 2693 employees during 

f i s c a l 1982 (PGW I n i t i a l B r i e f , pp. 45-53, and PGW Exhi b i t s 

C-3, C-4, C-5 and Knight Testimony, p. 12). 

PGW asserts t h a t - t h i s increase i s necessary t o (1) 

expand the Company's energy conservation program, (2) more 

e f f e c t i v e l y c o l l e c t accounts receivable, (3) reduce the 

t h e f t o f gas, and (4) provide expanded information t o the 

Gas Commission and PGW's customers (PGW Exh. JMD-6, p . l and 

PGW I n i t i a l B r i e f , p. 46). PGW introduced various d e t a i l e d 

e x h i b i t s t o explain and j u s t i f y i t s need (PGW Exhi b i t s 

JMD-2a to JMD-2(i)). 

Public counsel argues t h a t such a manpower i n ­

crease i s e n t i r e l y inconsistent w i t h PGW's h i s t o r i c a l l e v e l 

of manpower over the l a s t several years (Hagstrom, Schedule 

21), and disregards the economic r e a l i t i e s facing PGW and 

i t s customers (PC B r i e f , p. 57). Public Counsel f u r t h e r 

maintains t h a t increases i n labor expenses cannot be j u s t i ­

f i e d i n a period where PGW i s facing cash flow problems due 

i n p a r t to dramatic increases i n the price of gas a t the 

source, which are r e l e c t e d i n increased c o l l e c t i o n problems, 

and a lower trend i n sales and customer growth (PC-13, 14 

and Tr. 121 e t seq.; PC Main B r i e f 58-59). Accordingly, 
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Public Counsel urges t h i s Conunission to require t h a t PGW 

budget labor expense i n f i s c a l 1982-1983 at a l e v e l equal to 

the h i s t o r i c a l a c t u a l , average of 2693 employees experienced 

during the 1981-1982 f i s c a l year period. (Hagstrom, Sch. 

21; Test. V-9, 10). To t h i s end. Public Counsel recommends 

an adjustment of $4,522 m i l l i o n d o l l a r s to the labor ex­

pense, together w i t h r e l a t e d reductions of $1,067 m i l l i o n 

d o l l a r s i n pension expense, $237,000 i n p a y r o l l taxes, and 

$411,000 i n insurance expenses; aggregating a t o t a l reduc­

t i o n of $6,237 m i l l i o n d o l l a r s i n projected Labor and Fringe 

Cost expenses. 

In our Order of November 10, 1981, pp. 18-19, we 

a r t i c u l a t e d "a commitment by t h i s Commission and the manage­

ment of PGW to do a l l t h a t i s required - i n c l u d i n g ' b e l t 

t i g h t e n i n g ' and even a u s t e r i t y measures where appropriate -

to achieve the desired l e v e l of earnings on a consistent 

basis i n the f u t u r e w i t h o u t p u t t i n g an undue burden on 

ratepayers." 

A review o f the testimony and e x h i b i t s leads us t o 

the inescapable conclusion and f i n d i n g t h a t although pro­

d u c t i v i t y i n c e r t a i n departments may be improving (TR 267-68; 

274), the measure u t i l i z e d by the Public Counsel witness 

indicates t h a t gross p r o d u c t i v i t y i s not. (PC-13). 

We conclude and f i n d t h a t there i s a present 

compelling need to impose a u s t e r i t y and b e l t t i g h t e n i n g 
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measures i n t h i s area of expense. PGW must recognize eco­

nomic r e a l i t i e s . Costs of operation must be c o n t r o l l e d . A 

cap must be placed upon manpower expenditures. General wage 

increases o f the magnitude suggested by PGW are i n c o n s i s t e n t 

w i t h the current economic climate and the recent c i t y labor 

contracts. Overtime expenses must be closely monitored, 

t i g h t l y c o n t r o l l e d , and eliminated where possible. The 

s i g n i f i c a n c e of t h i s approach i s dramatically evident when 

we see t h a t t h i s Commission's i n t e r i m Order freezing man­

power a t an average l e v e l o f 2725 employees during the July 

and August 1982 period, already has saved $442,000, which 

PGW acknowledges. A d d i t i o n a l annual savings are now mandated. 

Public Counsel has recommended reduction o f $6.2 

m i l l i o n d o l l a r s i n labor and r e l a t e d expenses. We have 

concluded t h a t a reduction o f $5.5 m i l l i o n d o l l a r s i s appro­

p r i a t e . We have spared from the proposed cut $700,000 

because we want PGW t o c o l l e c t i t s accounts receivable more 

vig o r o u s l y and e f f e c t i v e l y , and we want PGW to expand i t s 

energy conservation program. Therefore, we d i r e c t t h a t t h i s 

$700,000 sum i s authorized t o be expended f o r those two 

a c t i v i t i e s only. 

I n p r a c t i c a l e f f e c t , we have frozen PGW's Labor 

and Fringe Cost expense at the 1981-82 average p a y r o l l cost 

per employee, but allowed $700,000 f o r c o l l e c t i o n and con­

s e r v a t i o n e f f o r t s . 
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I t i s our considered judgment t h a t t h i s adjustment 

w i l l provide PGW w i t h the a b i l i t y t o f u r n i s h adequate ser­

v i c e t o i t s customers, to continue w i t h e x i s t i n g as w e l l as 

implementing new conservation programs; and vigorously t o 

improve c o l l e c t i o n s of delinquent accounts receivable. We 

r e i t e r a t e , however, PGW, l i k e i t s customers, must l i v e 

w i t h i n i t s authorized budget. 

B. Appropriations f o r U n c o l l e c t i b l e Accounts 

Although t h i s i s am operating expense, we defer 

discussion of t h i s item t o our consideration of Working 

C a p i t a l requirements, h e r e i n a f t e r more f u l l y set f o r t h . 

C. General Materials Expense 

PGW has budgeted General Materials Expense of 

$8,452,000 f o r f i s c a l year 1983, which i s an 0.5% increase 

over f i s c a l 1982 (PGW Exh. C-5). This p r o j e c t i o n i s based 

upon the l e v e l of expense incurred f o r the 12 months ending 

June 30, 1982, adjusted f o r i n f l a t i o n at an annual r a t e o f 

9.86 percent f o r the fourteen month period ending August 31, 

1983, less a $900,000 adjustment t o r e f l e c t a change i n 

accounting procedure. PGW explained t h a t due to the change 

of f i s c a l year, i n f l a t i o n adjustments must r e f l e c t the 14 

months period from June 30, 1982 to August 31, 1983. PGW 

t h e r e f o r e used an 11.5 percent f a c t o r f o r the 14 month 

period, which PGW alleges r e f l e c t s an annual i n f l a t i o n r a t e 

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 i n f l a t i o n factor employed 

by PGW i s too high. Public Counsel pointed out that t h i s 

i n f l a t i o n factor i s greater than actually experienced i n 

1981-1982 and i s much too high to r e f l e c t the current lower 

i n f l a t i o n a r y expectations (Hagstrom Test. V-ll-13). Accord­

ingly, he recommended a reduction of $673,000 i n t h i s ex­

pense based upon an i n f l a t i o n factor of 50 percent of the 

1982 actual i n f l a t i o n experience. (Hagstrom-Schedule 18). 

PGW responds that the maximum adjustment supported 

by Public Counsel's assumptions i s only $277,280. 

This Commission concludes that a reduction i n 

General Materials Expense i n the amount of $350,000 i s 

reasonable because of the reduced rate of i n f l a t i o n , general 

economic conditions and the Commission's mandate to PGW that 

expenditures i n a l l areas of operations must be t i g h t l y 

controlled. 

IV. OTHER SOURCES OF FUNDS 

A. Other Income 

1. Interest Income on Capital Improvement Fund 

PGW projected interest income from i t s c a p i t a l 

improvement fund"in the amount of $3.7 m i l l i o n d o l l a r s . 

Public Counsel i n i t i a l l y increased this projected i n t e r e s t 

income by $525,000 to r e f l e c t the additional i n t e r e s t income 

to be received by PGW as a result of i t s decision not to 
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withdraw some $22.5 m i l l i o n d o l l a r s from the fund. 

(Hagstrom-Schedule. 6 ) . 

I n a d d i t i o n , the Public Counsel also proposed an 

a d d i t i o n a l $103,000 increase i n i n t e r e s t income from t h i s 

fund t o r e f l e c t the assumption t h a t a l l available i n t e r e s t 

income on the fund i s withdrawn. PGW has not opposed t h i s 

l a t t e r adjustment (PGW I n i t i a l B r i e f , p. 56). However, PGW 

continues t o press i t s o b j e c t i o n t o the i n i t i a l adjustment 

of $525,000, claiming t h a t i f the $22.5 m i l l i o n d o l l a r s i s 

not withdrawn from the fund, PGW must obtain i t s funds from 

another source, which w i l l r equire i t to incur a d d i t i o n a l 

i n t e r e s t expense. I n t h i s regard, however, PGW presented no 

convincing evidence on the projected cost of t h i s alleged 

a d d i t i o n a l i n t e r e s t expense. Nevertheless, the Commission 

i n a conservative approach and c e r t a i n l y w i t h i n the zone of 

reasonableness, f i n d s t h a t i n the aggregate an adjustment of 

$300,000 i s reasonable. 

2. I n t e r e s t on Temporary Investments 

I n i t i a l l y , Public Counsel recommended a reduction 

i n i n t e r e s t income on temporary investments by $500,000, to 

r e f l e c t the d i f f e r e n t i a l between PGW's rate increase reqnest 

of $58 m i l l i o n d o l l a r s and the witness Hagstrom's recommen- . 

dation o f $15 m i l l i o n d o l l a r s (Hagstrom Direct,- p. V-12) . 

When Hagstrom increased his rate recommendation t o 

$23.9 m i l l i o n d o l l a r s , he eliminated e n t i r e l y any reduction. 

PGW claims t h i s was erroneous (PGW I n i t i a l B r i e f , pp. 56-57) 
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The Commission accepts Public Counsel's contention 

t h a t the a d d i t i o n a l revenues provided f o r i n Hagstrom's 

f i n a l r a t e recommendation, i f invested at the assumed i n t e r ­

est r a t e and time, w i l l y i e l d earnings to approximately 

o f f s e t the o r i g i n a l downward adjustment (PC Reply B r i e f , p. 

12; Tr. p. 2185). PGW presented no convincing evidence t o 

the contrary. 

Accordingly, the Commission makes no adjustment i n 

t h i s item. 

3. Sinking Fund Withdrawal 

PGW budgeted withdrawals of earnings on Revenue 

Bond Sinking Fund Reserve during f i s c a l year ending August 31 

1983 at $6.9 m i l l i o n d o l l a r s (PGW Exh. D-3). This does not 

represent a l l earnings projected f o r t h i s f i s c a l period. 

Public Counsel proposes an upward adjustment of 

$1.2 m i l l i o n d o l l a r s representing the a d d i t i o n a l draw down 

of a l l earnings on the Fund (Hagstrom-Schedule 7; and 

Hagstrom D i r e c t p. V-13). 

PGW contends t h a t the recommended adjustment f a i l s 

to recognize the f a c t t h a t the l e v e l of funds required i n 

the s i n k i n g fuiid reserve varies w i t h the present market 

value of the bonds i n the fund. Thus, PGW argues t h a t i f 

i n t e r e s t rates r i s e , the market value of the bonds w i l l 

f a l l , and c e r t a i n earnings w i l l have to remain i n the fund 

(PGW I n i t i a l B r i e f , p. 57). 
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This Commission, as w e l l as a l l p a r t i e s t o t h i s 

proceeding, have recognized t h a t these matters, e s p e c i a l l y 

r e l a t i n g to p r e d i c t i o n s of i n t e r e s t rates, are l a r g e l y 

judgmental i n nature; and, i f i n t e r e s t rates may r i s e (as 

PGW contends), so may they f a l l . Indeed, administrative 

n o t i c e may be taken o f t h a t very phenomenon at t h i s time. 

The Commission concludes t h a t i n the i n t e r e s t o f 

the ratepayer, as much as can be prudently withdrawn, and we 

emphasize the word "prudently", from the earnings on t h i s 

fund, should be withdrawn, recognizing at the same time, 

t h a t some reasonable p r o v i s i o n should be made f o r market 

f l u c t a t i o n s i n i n t e r e s t and bond values. 

Accordingly, we adjust upwards the sinking fund 

withdrawals by $600,000, thereby reducing the need f o r r a t e 

r e l i e f by t h i s amount. We f i n d t h i s adjustment t o be c l e a r l y 

w i t h i n the zone of reasonableness. 

4. Beginning Working Cash 

When PGW f i l e d i t s r a t e request on May 4, 1982, i t 

pr o j e c t e d Beginning Working Cash f o r i t s new f i s c a l year 

commencing September 1, 1982 at $3.1 m i l l i o n d o l l a r s . 

During the stub period of July and August 1982, 

created by the change i n PGW's f i s c a l year which p r e v i o u s l y 

ended June 30, 1982, PGW proposed t o h i r e some 103 new 

employees. 
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To emphasize the need"for-..a t i g h t e r control on 

expenditures, t h i s Commission entered an Interim Order on 

June 1982, freezing employment at an average level of 2725 

employees during the stub period, and pending the f i n a l 

decision i n t h i s case. This freeze order has already re­

sulted i n savings to PGW of $400,000 (Hagstrom-Schedule 9) 

which a l l parties recognize. 

Accordingly, we hereby adjust upward by $400,000 

the Beginning Working Cash of PGW from $3.1 mi l l i o n dollars 

to $3.5 m i l l i o n dollars, thereby reducing the need for rate 

r e l i e f by that amount. 

V. WORKING CAPITAL 

This aspect of the rate case involves the two 

largest items i n 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 Company (Tetco). These 

long-term contracts, according to PGW, constitute i t s 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 i n excess of the dai l y 

contract amount, and must pay a minimum charge i f a desig­

nated percentage of the gas available i s not taken, i n some 
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cases monthly and i n others over the course of the contract 

year. To gain the f u l l b e n e f i t of t h i s r e l a t i v e l y low cost 

supply, PGW has entered i n t o gas storage contracts, whereby 

p i p e l i n e gas which i s available under the supply contracts, 

but which i s not needed during the summer months, i s i n j e c t ­

ed i n t o storage and withdrawn i n the winter to meet the 

heating load more economically. This permits PGW to depend 

less on more c o s t l y supplemental gases, such as SNG and LPG 

during the winter. PGW contends t h a t i n order to keep rates 

as low as possible, i t attempts to f i l l a l l a v a i l a b l e s t o r ­

age p r i o r t o the beginning of the winter heating season (PGW 

I n i t i a l B r i e f , pp. 17, 18; Senek Direct, p. 10; PGW Exh. 

WTS-9). 

PGW f u r t h e r explained t h a t p i p e l i n e gas i s a v a i l ­

able t o PGW f o r storage only when i t i s not required to meet 

cu r r e n t supply needs. When the weather becomes colder i n 

the f a l l , less i s a v a i l a b l e f o r storage since more i s r e ­

quired f o r the then current demand. Thus, i n order to 

ensure t h a t storage i n j e c t i o n s are not hampered or prevented 

by abnormally cold weather, they must begin as e a r l y as 

possible i n the off-peak season", and be l i m i t e d only by the 

maximum con t r a c t u a l allowances, or current sendout r e q u i r e ­

ments (PGW Exh. WTS-9). PGW contends t h a t t h i s i s prudent 

and responsible planning and r e s u l t s i n maximum economic 

b e n e f i t . 
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Payment f o r the bulk of the storage gas i s made by 

PGW at the time of i n j e c t i o n , but payment from customers i s 

not received by PGW u n t i l a f t e r the gas i s withdrawn and 

consumed. Therefore, PGW requires working c a p i t a l t o f i ­

nance these inventory additions. 

PGW contends t h a t the increase i n inventories and 

working c a p i t a l requirements from year to year must be 

funded from rates so t h a t PGW can balance i t s budget i n 

accordance w i t h PFMC Ordinance Agreement (PGW I n i t i a l B r i e f , 

pp. 18-19; PGW Exh. A, l i n e 20; Exh. E-2). 

For f i s c a l 1983, PGW projects a growth i n t h i s 

inventory/working c a p i t a l requirement i n the amount o f 

$11,260 m i l l i o n d o l l a r s which includes n a t u r a l gas inven­

t o r i e s and other raw materials (PGW Exh. E-2). PGW a t t r i b ­

utes the magnitude of the increase l a r g e l y t o p r i c e escala­

t i o n s f o r p i p e l i n e gas, which are beyond i t s c o n t r o l (PGW 

I n i t i a l B r i e f , p. 19). 

Public Counsel recommends a two-fold m o d i f i c a t i o n 

to PGW's gas inventory management, which i s designed to 

reduce inventory working c a p i t a l requirements and have a 

cash flow impact of $17.4 m i l l i o n i n f i s c a l 1982-83 

(Hagstrom Direct", pp. V-2 to V-7 and Sch. 11). I n a d d i t i o n , 

t h i s i s c a l c u l a t e d t o produce i n savings to ratepayers of 

$6,297 m i l l i o n d o l l a r s i n natural gas expense (Hagstrom Sch. 

1, l i n e 1 and Schedule 20. 
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F i r s t , Public Counsel suggests t h a t PGW delay-

i n j e c t i o n s i n t o storage i n order t o conserve cash, as was 

done by PGW i n the current f i s c a l year (Tr. 37, 1173, 1662 

and Hagstrom D i r e c t p. V-2). This recommendation, according 

to Public Counsel w i l l reduce and defer costs, while s t i l l 

p r o t e c t i n g the needs of PGW's customers (P.C. B r i e f , p. 

73b). 

Second, Public Counsel suggests t h a t PGW u t i l i z e 

i t s WSS storage gas, which was paid f o r i n p r i o r years. 

Public Counsel points out t h a t PGW's present plan, under 

normal and design winters (PC-23) assumes almost no usage o f 

t h i s WSS gas, while i t makes current purchases of gas to 

serve customers. I f PGW would u t i l i z e t h i s WSS gas, i t 

would be able to avoid purchasing equivalent amounts of CD-3 

gas at continuing escalating costs, and save almost $5 per 

mdt f o r every mdt not purchased i n the current year. I n 

ad d i t i o n , since the accrued expense charged f o r the WSS 

storage gas i s at a lower average inventory value than the 

costs t h a t would be incurred by purchasing new gas, there i s 

a s i g n i f i c a n t expense reduction as w e l l . (PC B r i e f , p. 

73b). The aggregate n a t u r a l gas expense reduction would be 

56,297 m i l l i o n d o l l a r s . This would lower the GCR f o r f i s c a l 

1983. We w i l l discuss the GCR i n greater d e t a i l i n the GCR 

section of t h i s Adjudication. 
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PGW urges t h i s Commission to r e j e c t the delayed 

i n j e c t i o n and WSS gas u t i l i z a t i o n proposal. PGW contends 

t h a t the proposal w i l l be much more c o s t l y f o r ratepayers i n 

f i s c a l 1984, since any delayed i n j e c t i o n s i n f i s c a l 1983 

would req u i r e PGW t o purchase higher p r i c e d gas i n f i s c a l 

1984 a t an a d d i t i o n a l cost of approximately $1 m i l l i o n 

d o l l a r s . I n a d d i t i o n , i t would r e s u l t i n a loss of an 

estimated $1.3 m i l l i o n d o l l a r s of LBS sales because PGW 

would be required t o run i t s LNG p l a n t l a t e r i n the F a l l 

(PGW I n i t i a l B r i e f 21-23; PGW Exh. JMD-8; Tr. 1541-42). I t 

would also hinder the t r a n s f e r of personnel from the LNG t o 

the SNG p l a n t and prevent the proper t r a i n i n g of SNG per­

sonnel (Tr. 1540-41). 

Public Counsel responds t h a t PGW has done no 

in-depth study, p r o j e c t i o n , plan or model to determine 

f i s c a l 1984 gas needs. A l l t h a t i s known, argues Public 

Counsel, i s t h a t demand w i l l drop as a r e s u l t of increasing 

p r i c e s , while gas a v a i l a b i l i t y appears to be increasing (PC 

B r i e f , p.73f and Reply B r i e f , pp. 13-14). In any event, 

PGW's project e d increased costs a f t e r September, 1983 con­

s t i t u t e s an improper out of period adjustment. With regard 

to the LNG plant" operation. Public Counsel contends t h a t PGW 

o f f e r s no operational reason not to delay LNG l i q u e f a c t i o n 

as long as possible, but only t h a t i t w i l l require more 

c a r e f u l planning and personnel management (PC B r i e f , pp. 

73e-73f). 
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PGW next argues t h a t the delayed i n j e c t i o n pro­

posal d i r e c t l y c o n f l i c t s w i t h and v i o l a t e s Transco's gas 

supply t a r i f f , w i t h respect to i n j e c t i o n rates (PGW I n i t i a l 

B r i e f , p. 22; TR 1542-3); and withdrawal constraints (PGW 

I n i t i a l B r i e f , p. 24); and i n a d d i t i o n , t h a t Transco pro­

j e c t s supply curtailments f o r the period November 1983 t o 

October 1984, so t h a t PGW's a b i l i t y t o f i l l i t s storage f o r 

the 1983-1984 w i n t e r would be jeopardized (PGW I n i t i a l B r i e f 

pp. 22-23; Tr. 1542-43). 

Public Counsel r e p l i e s t h a t his proposal assumes 

an i n j e c t i o n r a t e a t Xeast as low as PGW's plan or model. 

(TR. 2206), and thus, there w i l l be no v i o l a t i o n of permis­

s i b l e t a r i f f - i n j e c t i o n rates. Moreover, there w i l l be no 

t a r i f f v i o l a t i o n on withdrawals i f the gas i s withdrawn over 

85.6 days instead of the 70 o r i g i n a l l y assumed i n Public 

Counsel's proposal. That i s , PGW could merely begin w i t h ­

drawals e a r l i e r and continue longer, and achieve the same 

savings and cash flow impact. (PC Reply B r i e f pp. 16017). 

With respect to alleged Transco supply curtailments (WTS-8) 

Public Counsel argues t h a t PGW pre d i c t i o n s concerning Transco 

1983-1984 curtailments are not f i r m , and t h a t a forecast f o r 

planning purposes w i l l not come u n t i l next winter. (PC 

Reply B r i e f , p. 15; Tr. 1670 Senek). 

PGW avers t h a t by not f u l l y replacing the drawn 

down WSS storage gas, the r i s k of inadequate storage supply 

- 25 -



for the 1983-84 winter i s in t e n s i f i e d (PGW I n i t i a l Brief 23; 

Hagstrom Direct, pp. V-4 to V-6 and Senek Tr. 1548). Public 

Counsel replies that PGW i t s e l f would only use 65 percent of 

WSS capacity, and would r e f i l l WSS to over 40 percent, and 

that the immediate expense savings and cash flow advantages 

clearly outweigh the small r i s k to gas supply two years from 

now. (PC Reply Brief 15-16). 

PGW next offers objections based on weather condi­

tions, which, i t avers, may hamper the a b i l i t y to r e i n j e c t 

gas i n t o storage during the f a l l of 1983. (PGW Exh. WTS-5 

and WTS-6). 

Public Counsel responds that the record indicates 

that v i r t u a l l y a l l September injections can take place (TR. 

1683); and that for October and November, the l i k e l i h o o d of 

f u l l i n j e c t i o n i s 78 percent and 44 percent respectively 

(Tr. 1684, 1685); thereby allowing PGW to f i l l storage to 

high levels. In addition, argues Public Counsel, t h i s type 

of speculation about 1983-84 ignores the likelihood of lower 

demand, higher a v a i l a b i l i t y and additional contracts such as 

the existing one with Consolidated Natural Gas. (PC Reply 

Brief p. 17). 

Finally, PGW asserts that Public Counsel's pro­

posal i s a "one time thing" and conflicts with the p r i n c i p l e 

of "normalized" ratemaking. (PGW I n i t i a l Brief, p. 25). 

Public Counsel responds that "In this cash-flow arena, the 
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delay o f purchases has an immediate p o s i t i v e impact on the 

rates o f customers which i s not l o s t i n the f u t u r e " , and 

". . - by again delaying i n j e c t i o n i n subsequent years, the 

process w i l l be repeated." (PC Reply B r i e f , p. 18). 

The issues and differences i n p o s i t i o n are clear 

and t h i s Commission i s now called upon to d i r e c t PGW's 

course of a c t i o n w i t h respect to inventory additions and 

working c a p i t a l requirements which s u b s t a n t i a l l y a f f e c t the 

r a t e request i n t h i s case. 

A l l p a r t i e s concede t h a t the amount of the pro­

j e c t e d r eduction i n inventory working c a p i t a l requirements 

and n a t u r a l gas expense savings i s c l e a r l y w i t h i n the Com­

mission's judgment and d i s c r e t i o n t o adjust. For f i s c a l 

1982- 1983, no gas supply or safety considerations are i n ­

volved, but c e r t a i n issues regarding gas supply curtailments 

and i n j e c t i o n c a p a b i l i t y have been raised concerning f i s c a l 

1983- 1984. 

We have previously discussed our b e l i e f t h a t such 

adjustments are l a r g e l y judgmental i n nature, and must f a l l 

w i t h i n the zone of reasonableness. The balancing of i n t e r ­

ests must be f a i r l y and equitably accomplished. I t i s t h i s 

Commission's f i n d i n g and mandate t h a t PGW should more pru­

dently manage i t s inventory additions and working c a p i t a l 

requirements. While we may be faced w i t h increased costs i n 

f i s c a l 1984, even PGW cannot accurately and d e f i n i t i v e l y 
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p r o j e c t those increases f o r gas i n f i s c a l 1983 as evidenced 

by PGW's s u b s t a n t i a l downward r e v i s i o n i n i t s current GCR 

computation. I n any event, t h i s Commission and the r a t e ­

payers would always be faced w i t h the PGW argument concern­

i n g the use of WSS gas a t any time i t s u t i l i z a t i o n was 

c a l l e d f o r i n the f u t u r e . 

We conclude t h a t the PGW projections regarding gas 

supply curtailments, i n j e c t i o n c a p a b i l i t i e s and possible 

weather l i m i t a t i o n s cannot be accepted i n t o t o . They must 

be viewed, among other t h i n g s , i n l i g h t of d e c l i n i n g usage, 

conservation e f f o r t s , the high cost of gas, the p r o j e c t e d 

percentage of WSS r e f i l l storage, and the a v a i l a b i l i t y o f 

supplemental gas contracts such as the one w i t h Consolidated 

Natural Gas. I t i s the Commission's reasoned judgment t h a t 

the i n t e r e s t of the ratepayers i n keeping rates as low as 

possible must be given recognition. 

We f u r t h e r conclude t h a t PGW has offered no v a l i d 

operational reason not t o delay LNG l i q u e f a c t i o n f o r a 

period of time, and f u r t h e r t h a t PGW can and should more 

c a r e f u l l y plan i t s personnel t r a i n i n g to attempt t o achieve 

i n some measure, the proposal's objectives of cash flow 

b e n e f i t s and n a t u r a l gas cost savings. 

we also conclude t h a t the f i s c a l adjustment f o r 

delayed i n j e c t i o n s i n the revised amount as h e r e i n a f t e r 

adopted, w i l l not v i o l a t e Transco !s gas supply t a r i f f . 
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i n j e c t i o n rates and/or withdrawal constraints since the 

proposal's i n j e c t i o n r a t e i s at l e a s t as low as PGW's plan; 

and the withdrawals can be accomplished over a longer period 

of time. 

We f u r t h e r perceive no c o n f l i c t between t h i s r a t e 

order, i n s o f a r as i t recognizes a cash flow b e n e f i t i n 

modified amount, and the p r i n c i p l e of normalization p r e v i ­

ously enunciated since prudent inventory management planning 

can achieve such b e n e f i t s i n the f u t u r e . 

Accordingly, balancing the i n t e r e s t s of the r a t e ­

payers i n keeping rates and rate increases as low as pos s i ­

ble, against the concerns of the Company i n having adequate 

and s u f f i c i e n t gas supplies and storage to meet consumer 

demand, we conclude t h a t a reduction i n working c a p i t a l 

inventory requirements i n f i s c a l 1983 i n the amount of $8 

m i l l i o n d o l l a r s i s w e l l w i t h i n PGW's c a p a b i l i t i e s , j u s t and 

reasonable and w i t h i n the zone of reasonableness. 

I n order t o determine how reductions should be 

alloca t e d , the Commission convened a conference w i t h a l l 

counsel on August 31, 1982. PGW's counsel informed the 

Commission o f the reductive e f f e c t s of various inventory 

reductions. 

To confirm t h i s information, a l e t t e r dated 

August 31, 1982 was submitted by PGW's counsel and a l e t t e r 

dated September 1, 1982 was submitted by Public Counsel's 
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witness, Hagstrom. These l e t t e r s have been f i l e d by the 

Commission w i t h the t r a n s c r i p t of the conference held on 

August 31, 1982 and thereby incorporated i n t o the record. 

Based on the foregoing information, the Commission 

has allocated the inventory reduction of $8 m i l l i o n d o l l a r s 

by reducing working c a p i t a l i n the amount of $2.4 m i l l i o n 

d o l l a r s , GCR costs i n the amount of $5.6 m i l l i o n d o l l a r s and 

by increasing Accounts Payable by $300,000. We have i n c o r ­

porated these a l l o c a t i o n s i n our adjustments. 

B. Accounts Receivable 

This i s the l a r g e s t single issue i n t h i s proceed­

i n g . PGW has p r o j e c t e d i t s net accounts receivable balance 

a t the end of f i s c a l 1983 at $83,177,000 (PGW E x h i b i t E-3) . 

This p r o j e c t i o n represents an increase of $11,601,000 i n net 

accounts receivables over the net accounts receivable o f 

$71,576,000 at the end of f i s c a l 1982. The projected i n ­

crease of $11,601,000 was reduced by PGW to $11,453,000 when 

PGW lowered i t s GCR request. 

PGW contends (PGW I n i t i a l B r i e f , pp. 28-31) t h a t 

i t s p r o j e c t i o n s are r e l i a b l e because 

(1) they are based upon an h i s t o r i c a l 
a n alysis; 

(2) they were independently reviewed 
and t e s t e d (Cappalonga - Direct, 
25,27); 

(3) the proje c t e d 15% increase i n 
receivables i s a proper e f f e c t of 
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the current case, and the higher 
gas costs due to phased deregulation; 

(4) PGW's methodology used i n the 
current p r o j e c t i o n i s the same as 
u t i l i z e d i n l a s t year's rate case, 
and the actual r e s u l t s were w i t h i n 
2% o f PGW's l a s t year's estimates; 

(5) PGW has assumed payment by PHA of 
i t s present $13 m i l l i o n d o l l a r s 
arrearage, and therefore i t s pro­
j e c t i o n i s o p t i m i s t i c ; 

(6) the February 1982 new Customer 
Service Regulations were too l i b e r ­
a l and hampered PGW's a b i l i t y 
t o reduce Accounts Receivable; 

(7) PGW's most recent data demonstrates 
t h a t the c o l l e c t i o n problem con­
tinues t o grow (PGW Exh. AJE-2); 

(8) economic conditions are not improving. 

Public Counsel witness Hagstrom proposed a 

$22,871,000 reduction t o PGW's p r o j e c t i o n (Hagstrom-Sch. 19 

(7/28 r e v i s i o n ) . This p r o j e c t i o n was based on the recommen­

dations o f Public Counsel witness LeLash (Exh. PC-43). 

LeLash proposed a reduction of $15 to $20 m i l l i o n d o l l a r s i n 

Accounts Receivable (Tr. 2114) by reason of c o l l e c t i o n 

improvements i n place ($3 m i l l i o n d o l l a r s ) ; improved eco­

nomic conditions ($2 m i l l i o n d o l l a r s ) ; the impact o f recom­

mended changes i n customer service regulations i n F a l l 1982 

( r e f e r r e d t o as Phase I Regulations ($2 m i l l i o n d o l l a r s ) ; 

the impact of recommended changes i n customer service regu­

l a t i o n s i n Summer 1983 ( r e f e r r e d to as Phase I I r e g u l a t i o n ) 
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($7 m i l l i o n d o l l a r s ) ; and PHA Scattered Site Collections ($1 

m i l l i o n d o l l a r s ) . 

PGW asserts t h a t the proposed $22,871,000 adjust­

ment i s i n c o r r e c t because 

^ (1) i t assumes a 27%-30% improvement i n 
payment patterns (PGW I n i t i a l 
B r i e f , pp. 31, 32); 

(2) adjustment f o r non-gas accounts r e ­
ceivables i n the sum of 3,725,000 

^ must be made since these receiva­
bles w i l l not be affected by changes 
i n customer service regulations, 
and August 31, 1983 b i l l i n g s of 
$22,832,000 which are not d e l i n ­
quent cannot reasonably be c o l -

• l e c t e d i n f i s c a l 1983. (PGW I n i ­
t i a l B r i e f p. 32). 

PGW f u r t h e r asserts t h a t the basis o f the 

^ $22,871,000 proposed adjustment o u t l i n e d above (LeLash, Exh. w 
PC 43) i s overstated i n t h a t : 

(1) the e f f e c t s o f c o l l e c t i o n improve­
ments i n place, estimated at $3 

0 m i l l i o n d o l l a r s , has already been 
considered by PGW i n i t s projec­
t i o n s (TR. 874; Knight D i r e c t p. 
34; PGW I n i t i a l B r i e f pp. 33-34); 

(2) the a d d i t i o n a l $2 m i l l i o n d o l l a r 
• adjustment from more favorable eco­

nomic conditions i s based on na­
t i o n a l forecasts .,(Exh. PC 35 and 
36) and do not accurately portray 
economic conditions i n Philadelphia 

^ which r e f l e c t a 12% unemployment 
rate and many plant closings (PGW 
I n i t i a l B r i e f , p. 35); 

(3) HUD has not agreed to pay PHA an 
increased u t i l i t y allowance and the 

0 $1 m i l l i o n d o l l a r adjustment a t t r i b -
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utable t o scattered s i t e c o l l e c ­
t i o n s i s u n r e a l i s t i c (PGW I n i t i a l 
B r i e f , p. 35); 

(4) the e f f e c t s of the proposed F a l l 
1982 and Summer 1983 Regulation 
changes, proje c t e d t o increase 
c o l l e c t i o n s by $9 m i l l i o n d o l l a r s 
( F a l l , 1982 $2 m i l l i o n d o l l a r s and 
Summer, 1983 - $7 m i l l i o n d o l l a r s ) 
w i l l not' s i g n i f i c a n t l y impact u n t i l 
the 1983-1984 heating season. (PGW 
I n i t i a l B r i e f , pp. 35-40). 

(5) the proposed customer service regu­
l a t i o n changes have not yet been 
adopted, and by assuming t h e i r 
adoption, the Commission would be 
prejudging the outcome of the 
customer service r e g u l a t i o n pro­
ceeding c o n s t i t u t i n g a denial of 
due process (PGW I n i t i a l B r i e f , p. 
41) ; 

(6) any reduction i n projected accounts 
receivable based on speculative 
adjustments would be viewed unfav­
orably by bond r a t i n g agencies and 
would threaten PGW's s p l i t A/A-bond 
r a t i n g (PGW I n i t i a l B r i e f , p. 41, 
42) ; 

(7) j u d i c i a l decisions have held t h a t 
ratemaking adjustments must be 
based upon known charges - not 
speculation on fu t u r e p o s s i b i l i t i e s 
(PGW I n i t i a l B r i e f p. 42). 

Public Counsel r e p l i e s t h a t PGW's p o s i t i o n i s 

inco n s i s t e n t , i . e . , the c o l l e c t i o n problem i s improving but 

the present regulations are hindering c o l l e c t i o n s ; the 

Commission should change the regulations but make no adjust­

ments based thereon even though the customer service regula­

t i o n proceeding i s i n process. Moreover, Public Counsel 
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points out t h a t PGW i t s e l f , i s therefore, assuming t h a t no 

new regulations t i g h t e n i n g c o l l e c t i o n procedures at l e a s t i n 

some measure, w i l l be adopted; a continued f a i l i n g economy; 

and c o l l e c t i o n business-as-usual (PC Reply B r i e f , p. 20). 

This Commission w i l l not t o l e r a t e "business as 

usual". The customer service regulations w i l l be streng t h ­

ened and PGW mandated t o implement them w i t h f u l l v i g o r . 

The Commission q u i c k l y recognized i n the course o f the r a t e 

case t h a t such new strengthened regulations are necessary. 

Accordingly, without w a i t i n g f o r the conclusion of the r a t e 

case, the Commission d i r e c t e d PGW t o f i l e t a r i f f s i n two 

phases t o i n i t i a t e customer service hearings on the proposed 

amendments. 

On August 31, 1982, the Commission held a prehear­

i n g conference on Phase I . Hearings w i l l begin on t h a t 

Phase on September 23, 1982. PGW has been di r e c t e d t o f i l e 

the Phase I I T a r i f f on September 20, 1982 and a prehearing 

conference i s scheduled f o r October 6, 1982. 

While obviously the Commission has not prejudged 

the proposed modifications, our avowed purpose i s to strengthen 

the customer service regulations dealing w i t h PGW's c o l l e c ­

t i o n p r a c t i c e s . Moreover, we have announced t h i s p u b l i c l y 

and d i r e c t e d PGW t o inform i t s customers by i n s e r t s i n the 

gas b i l l s . We mean to do what we have to do, to w i t , to 

give PGW a l l the t o o l s i t needs to achieve improved c o l l e c -
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t i o n s as soon as possible. This purpose has been widely 

proclaimed and should be known to a l l . 

I n t h i s context, we r e i t e r a t e the statement of the 

Chairman c i t e d i n CEPA's B r i e f a t p. 13: 

. . . we don't i n any way minimize the 
enormous.social problem t h a t e x i s t s , 
even i f there's no rate increase, t h a t 
i s going t o be i n t e n s i f i e d i f there i s 
any ra t e increase, hut t h i s i s going t o 
focus the e f f o r t where i t ought t o be 
focused, t h a t some agency of C i t y gov­
ernment must face up to the so c i a l 
problem. But you cannot cure a s o c i a l 
problem on a r a t e base. No one can 
argue t h a t . (TR. 1903-04.) 

Having taken the foregoing actions, we conclude 

t h a t i t i s reasonable t o make some accounts receivable 

adjustment because of t h i s announced program. 

We w i l l give PGW a l l the to o l s i t needs t o e f f e c t 

improved c o l l e c t i o n s i n f i s c a l 1983, and we f i n d i t reason­

able t o give some measure of e f f e c t thereto. We w i l l hold 

management accountable i f i t does not achieve s a t i s f a c t o r y 

r e s u l t s . 

Thus, i n a conservative approach, t h i s Conunission 

expects to see a reasonable improvement i n c o l l e c t i o n s of 

accounts receivable due to c o l l e c t i o n improvements already 

i n place, improved economic conditions, the impact o f Phase . 

I and Phase I I Customer Service Regulation changes, and 

improved PHA Scattered Si t e c o l l e c t i o n s . Accordingly, we 

conclude t h a t i t i s j u s t and reasonable to adjust downward 
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PGW's projected accounts receivable at the end of f i s c a l 

1983 by $11,000,000. This adjustment is well within the 

zone of reasonableness. 

C. Appropriation f o r Pncollectibles 

By reason of our adjustment downward of PGW's 

f i s c a l 1983 year end projected level of accounts receivable 

by $11,000,000, i t becomes necessary to consider the appro­

p r i a t i o n for uncollectibles. This appropriation constitutes 

the best estimate of what portion of those year end receiva­

bles w i l l be uncollectible during the following year. Since 

the Company makes wr i t e - o f f s against i t s reserve f o r uncol­

l e c t i b l e s , an appropriation to i t 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 i n the amount of $11 m i l l i o n 

dollars calls f o r a corresponding appropriation of $2.8 

m i l l i o n dollars for uncollectibles, and we so fin d . 

D. Accounts Payable 

As we mentioned e a r l i e r , i n the information re­

ceived from PGW's counsel, we have calculated that our 

inventory adjustment downward of $8 m i l l i o n dollars produces 
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a corresponding increase i n accounts payable of $300,000, 

and we so f i n d . 

V I . CHARGE FOR SERVICES 

The Commission had before i t a PGW proposal f o r a 

$5.00 charge f o r service c a l l s unrelated to safety. This 

proposal was not opposed by Public Counsel, but was opposed 

by CEPA. However, i t has become unnecessary f o r the Commis­

sion t o consider t h i s f u r t h e r because PGW has withdrawn the 

proposal. The l e t t e r confirming the withdrawal w i l l be 

f i l e d as p a r t of the record. 

V I I . DEBT SERVICE COVERAGE 

This Commission emphasizes and r e i t e r a t e s i t s 

avowed p o l i c y t o require prudent, e f f i c i e n t management and 

to provide PGW w i t h a l l the t o o l s needed to earn s u f f i c i e n t 

revenues so t h a t i t w i l l have reasonable access t o the 

c a p i t a l markets. 

I m p l i c i t i n our p o l i c y , are the essential goals o f 

the r e t e n t i o n of PGW's present bond r a t i n g . 

This p o l i c y f u r t h e r represents the continued 

commitment of the Commission to do a l l t h a t i s necessary and 

required to achieve those goals, without p u t t i n g an undue 

burden on ratepayers. No p a r t y t o the proceeding has c h a l ­

lenged these goals. 

PGW produced several experienced and q u a l i f i e d 

witnesses to present t h e i r opinions as to the debt service 
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coverage requirements of the. f i n a n c i a l community, p a r t i c u ­

l a r l y as i t r e l a t e s t o bond r a t i n g s and the bond r a t i n g 

process. 

This bond r a t i n g process i s important because i t 

ranks pu b l i c debt issues, s e t t i n g the terms and p r i c i n g f o r 

borrowers (PGW I n i t i a l B r i e f , p. 63). Bond investors use 

r a t i n g s to determine What they w i l l buy. For example, 

municipal bond funds are v i r t u a l l y a l l p r o h i b i t e d from 

i n v e s t i n g i n s e c u r i t i e s w i t h a r a t i n g of BBB or lower (PGW -

Margolies D i r e c t , p. 11). Thus, an issuer t h a t drops below 

an A-minus r a t i n g simply loses access to t h i s p o r t i o n of the 

bond market. (PGW I n i t i a l B r i e f , p. 63). I t i s axiomatic 

t h a t lower bond r a t i n g s lead t o higher i n t e r e s t costs f o r 

the borrower, which u l t i m a t e l y must be borne by the r a t e 

payers. The r a t i n g agencies, therefore, are said t o be 

c a r e f u l l y watching the outcome of t h i s case to determine, 

i n t e r a l i a , whether PGW's cash flow p o s i t i o n w i l l cover i t s 

c u r r e n t expenses and service i t s debt properly. (PGW -

Margolies D i r e c t pp. 5-9). To those agencies, we emphati­

c a l l y reassert t h a t there should be no doubt t h a t t h i s 

Commission has provided PGW w i t h s u f f i c i e n t revenues t o 

conduct operations and to repay i t s debts. We have made 

p r o v i s i o n f o r repayment of cash borrowings from the C i t y ; 

new short term borrowings i n f i s c a l 1983 are proposed to be 

paid during t h a t f i s c a l p e riod and are not assumed t o i n -
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crease; we have i n s t i t u t e d a companion proceeding and n o t i ­

f i e d the public of our i n t e n t i o n t o strengthen customer 

service regulations t o achieve increased c o l l e c t i o n s , and we 

have granted s u f f i c i e n t and adequate rate r e l i e f i n the 

i n s t a n t proceeding. We are confident t h a t these actions 

w i l l a f f o r d both cash-flow s u f f i c i e n c y and rat e s t a b i l i t y , 

thus pr o v i d i n g PGW w i t h a strong capacity to pay i n t e r e s t 

and repay p r i n c i p a l . 

PGW witnesses recommended t h a t the combined cov­

erage of debt service payments on revenue and general o b l i ­

g a t ion bonds should be set i n the r a t e of 2.25 to 2.50 times 

i n order to demonstrate the reasonableness of r e t a i n i n g 

PGW's current bond r a t i n g s . (Katz, D i r e c t pp..29-30). 

Cit y Finance Director'Rodney Johnson also t e s t i ­

f i e d f o r c e f u l l y t h a t the Gas Works should have a coverage 

r a t i o " i n the neighborhood o f 2 1/2 . . . on Revenue and the 

outstanding General O b l i g a t i o n debt . . . [ I ] f you combine 

a l l debt . ... something i n the neighborhood of two, I 

th i n k , or a l i t t l e b e t t e r would be an acceptable number (Tr. 

2030). These coverage r a t i o s , argues PGW, w i l l enable i t 

also t o issue tax exempt commercial paper ("TXCP") a t an 

i n t e r e s t cost o f approximately 1/2 the prime r a t e , r e s u l t i n g 

i n savings and arbitrage income. I f PGW's c r e d i t r a t i n g 

drops, the TXCP program cannot be expected to succeed (Tr. 

1514-15; Tr. 1479-80) and higher i n t e r e s t costs to PGW w i l l 

s u r e l y ensue (Katz D i r e c t 16-18). 
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Public Counsel's witness, Dr. Belmont, also w i t h 

impressive q u a l i f i c a t i o n s , t e s t i f i e d t h a t i n h i s opinion, 

earnings producing coverages i n the range of 1.75 t o 2.00 

times w i l l achieve the cash flow requirements of PGW, and 

w i l l enable i t t o maintain i t s current bond r a t i n g , and t h a t 

excessive coverages w i l l exacerbate the problems c o n f r o n t i n g 

PGW, i . e . , increase arrearages and u n c o l l e c t i b l e problems 

and impact on load growth. 

As explained hereinbefore, the Commission has 

exercised i t s best judgment i n resolving the many d i f f i c u l t 

issues. We desire t o avoid a f u r t h e r downgrade i n PGW's 

bond r a t e , y e t we do not want t o burden the ratepayers 

unduly. Attached hereto i s 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 o f record, provide debt service coverage o f 

2.37 times. When t h i s i s coupled w i t h our provisions f o r 

adequate cash flow, and our stated determination t o strengthen 

the r e g u l a t i o n s , improve c o l l e c t i o n s and reduce accounts 

receivable, i t i s our considered judgment t h a t our o v e r a l l 

actions i n t h i s proceeding are i n the public i n t e r e s t and 

w i l l serve t o maintain the bond r a t i n g . 

I t i s our s t r o n g l y held opinion t h a t any lesser 

provisions e i t h e r i n cash flow or coverage, w i l l s e r i o u s l y 

r i s k a f u r t h e r downgrading of PGW bonds. This would t r i g g e r 

- 40 -



enormous harm and would r e s u l t i n ad d i t i o n a l expense t o the 

ratepayers. What we have done here, i s intended t o , and i n 

our judgment w i l l , avoid those consequences. 

V I I I . RATE DESIGN 

PGW proposes, w i t h two exceptions, t o a l l o c a t e the 

base ra t e increase on a volumetric basis. Rate BPS ( B o i l e r 

and Power Plant Service) i s - t o be-priced at the p r o j e c t e d 

cost o f No. 2 f u e l o i l , less a discount, i n i t i a l l y set a t 7 

percent. Rate LVI (Large Volume I n d u s t r i a l ) i s t o receive a 

10 percent increase. This r a t e design w i l l a s s i s t PGW i n 

r e t a i n i n g i n d u s t r i a l sales t o the ultimate b e n e f i t o f a l l 

customers. PGW's proposed r a t e design i s uncontested by the 

p a r t i e s and i s reasonable and non-discriminatory. I t i s 

therefore approved. 

IX. GAS COST RATE 

The Gas Cost Rate contemplates a separate proceed­

in g and accounting f o r f u e l costs which represent over 60 

percent of PGW's t o t a l costs charged t o customers through 

r a t e s . I t provides a running t a l l y of over and under c o l ­

l e c t i o n s , picks up refunds from suppliers, and assures a 

per i o d i c a u d i t t o v e r i f y t h a t charges to customers are i n 

l i n e w i t h costs (Senek Rebuttal - Tr. 1551-54). 

Public Counsel argues t h a t the GCR should be 

merged w i t h base rates since they are set a t the same time 

under cash flow ratemaking, and t h a t such merger would 
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a f f o r d greater opportunity t o f u l l y explore the GCR projec­

t i o n s . 

PGW supports r e t e n t i o n of the GCR as a separate 

proceeding f o r .the reasons o u t l i n e d above. I n a d d i t i o n , PGW 

argues t h a t when base rates are i n balance w i t h costs of 

service, adjustments i n the GCR e i t h e r by way of refunds or 

increases, can be made without the necessity o f a f u l l blown 

r a t e case. Moreover, PGW asserts t h a t the f i n a n c i a l com-

munity views the GCR i n a favorable l i g h t (PGW Exh. SPK-6). 

The GCR was adopted i n 1981, on our i n i t i a t i v e , t o 

replace the much resented RMA. As a r e s u l t , customer com­

p l a i n t s concerning the monthly RMA f l u c t u a t i n g charges have 

been eliminated. 

We therefore conclude t h a t the GCR should be 

r e t a i n e d and continued i n e f f e c t , but we w i l l continue t o 

monitor what occurs. 

F i n a l l y , PGW has projected the GCR at $53,489 f o r 

f i s c a l 1983. . Public Counsel, through i t s witness, has 

recommended a downward adjustment of $7.9 m i l l i o n d o l l a r s i n 

GCR a t t r i b u t a b l e to lower gas and raw material expense, a 

normalized l e v e l o f i n t e r e s t on n a t u r a l gas refunds and the 

savings from the Consolidated Gas contract. (Hagstrom 

Schedule 1 and Schedule 6 ) . 

We have r e f e r r e d previously to the in f o r m a t i o n 

submitted by counsel i n connection w i t h our conference on 
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August 31, 1982. Using the Inventory Adjustment Table 

supplied by PGW's counsel, our inventory reduction o f $8 

m i l l i o n d o l l a r s produces a corresponding reduction o f $5.6 

m i l l i o n d o l l a r s i n n a t u r a l gas and raw material costs, which 

are r e f l e c t e d i n the GCR r e v i s i o n . 

At the same time, we reviewed the issue o f I n t e r ­

est on Natural Gas Refunds, f o r which PGW made no p r o v i s i o n , 

but Public Counsel provided $1.6 m i l l i o n d o l l a r s . This i s 

another area i n which a wide range exists f o r judgment. We 

conclude i t i s sound judgment t o provide $800,000 as the 

p r o j e c t i o n f o r such i n t e r e s t . This provision i s r e f l e c t e d 

i n Other Sources of Funds, as w e l l as i n the GCR. 

X. RESERVATION OF JURISDICTION 

We f i r m l y believe t h a t w i t h the adjustments we 

have made herein, PGW w i l l have adequate cash flow i n f i s c a l 

1983. There i s a paramount need to increase c o l l e c t i o n s and 

reduce accounts receivable. We believe t h a t w i t h the t o o l s 

we int e n d t o give i t , PGW w i l l be able to achieve these 

goals. We w i l l monitor developments closely. To t h i s end, 
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the Commission hereby r e t a i n s continuing j u r i s d i c t i o n i n 

t h i s matter. 

Dated: September tH, 1982 

PHILADELPHIA GAS COMMISSION 

By: 
Chairman 

Meiij^er 

Member 
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O R D E R 

NOW, t h i s "̂A day of September, 1982, the P h i l a ­

delphia Gas Commission orders as follows: 

1. PGW i s granted a base rate increase designed 

to produce $44 m i l l i o n d o l l a r s of a d d i t i o n a l revenue during 

the f i s c a l year beginning September 1, 1982 and ending 

August 31, 1983. Said increase s h a l l be allocated on a 

volumetric basis, except f o r Rates BPS and LVI. Rate BPS 

s h a l l be set at 7 percent below the projected cost of No. 2 

f u e l o i l . Rate LVI s h a l l receive a 10 percent increase. 

The e f f e c t i v e date of t h i s increase s h a l l be September 15, 

1982. 

2. PGW i s granted a Gas Cost Rate designed to 

produce $47,089 m i l l i o n d o l l a r s f o r the f i s c a l year September 1, 

1982 t o August 31, 1983. The e f f e c t i v e date of t h i s i n ­

crease s h a l l be September 15, 1982. 

3. PGW f o r t h w i t h s h a l l f i l e w i t h t h i s Commission 

f o r i t s review and approval a revised T a r i f f complying i n 

a l l respects w i t h t h i s Order. 

4. PGW f o r t h w i t h s h a l l f i l e w i t h t h i s Commission 

f o r i t s review and approval, a revised operating budget f o r 

the f i s c a l year ending August 31, 1983, consistent w i t h the 

provisions of t h i s Order. 

( i ) 



5. A l l complaints, proposals and adjustments 

f i l e d which are consistent with our Adjudication and thi s 

Order, are sustained; a l l other complaints, proposals and 

adjustments f i l e d are denied. 

6. PGW shall report to th i s Commission on March 1, 

1983 with respect to (a) the progress of i t s c o l l e c t i o n 

e f f o r t s and the status of accounts receivable, and (b) any-

over collections or under collections i n the GCP for adjust­

ment, i f necessary, f o r the remainder of the f i s c a l year. 

7. The Commission hereby retains continuing 

j u r i s d i c t i o n i n t h i s matter. 

Dated: September yi. 1982 

PHILADELPHIA GAS COMMISSION 

By: 
Chairman 

Member 

( i i ) 



REVENUES 

1 Current Rate 

2 Proposed GCR (See Line 5 f o r 
adjustments) 

3 Proposed Base Rate Increase (Net 
o f Lines 6 to 30 f o r any adjustments) 

4 Total Revenue 

EXPENSES 

{ R g y u e q b i a j 

( In dcusands) 

$496,432 

53,489 

58,000 

Kevisicns 

5 Natural Gas & Raw Mater ia l ( inc lude 
any adjustment on Line 2) 

6 Labor and Fringe Costs 

7 Appropr iat ions f o r Unco l lec t ib le 
Accounts ( inc lude any adjustment on 
Line 25) 

8 General Mater ia l 

9 Other 

10 Total Expenses 

11 NET FUNDS 

OTOER SOURCES OF FUNDS 

12 Other Income: 

13 Capital Improvement Withdrawal 

14 Sinking Fund Withdrawal 

15 In te res t on Natural Gas Refunds 

16 Other 

17 Beginning Working Cash 

18 Total Funds Available i 

FUNDS APPLIED 

19 Capital Improvements Net 

20 Debt Service 

Working Capital Loans Net: 

21 Ci ty Loan 

22 Interest & Other 

23 Inventory Requirements 

Other Working Capital Requirements: 

24 Accounts Receivable 

25 Reserve of Uncollectible Accounts 
(See Line 7 for adjustments - Change 

... sign) 
«. 

26 Accounts Payable 

27 Other 

28 Payment to Ci ty 

29 Total Funds Appl ied 

30 Ending Working Cash 

607,921 

377,279 

94,406 

20,289 

8,452 

19,287 

519,713 

88,208 

3,734 

6,891 

19,238 

3,100 

121,171 

6,198 

45,974 

22,500 ) 

9.350 

11,260 

11 ,453 

Z,075(-) 

*6,756(.) 

484 

18,583 

117,071 

S 4,100 

- 6,400 

•14,000 

-20,400 

5,600 

5,500 

2,800 

350 

-14,250 

- 6,150 

+ 300 

+ 600 

+ 800 

+ 400 

- 4 , 0 5 0 

+12,450 

- 8,000 

-11,000 

+ 2,800 

- 300 

Al ipwance 

$496,432 

47,089 

44,000 

587,521 

371,679 

88,906 

17,489 

8,102 

19,287 

505,463 

82,058 

- 4,050 

4,034 

7,491 

800 

19,238 

3,500 

117,121 

6,198 

45,974 

44,300 

3,260 

453 

725 

-7,056 

484 

18,633 

113,021 

4,100 



C I T Y O F 

OFFICE OF THE CONTROLLER 
1 2 3 0 M U N I C I P A L S E R V I C E S B U I L D I N G 

P H I L A D E L P H I A , P E N N S Y L V A N I A 1 9 1 0 7 

M U 6 - 6 0 8 0 

T H O M A S A . L E O N A R D 

C I T Y C O N T R O L L E R 

DISSENT 

I r e s p e c t f u l l y decline to j o i n the majority opinion i n the 
matter of the proposed rate increase f o r the Philadelphia Gas 
Works. 

The rate increase of $44 m i l l i o n i s , i n my judgment, too 
steep, and imposes too great a burden upon the ratepayers. 

A rate increase of $39 m i l l i o n i s more than adequate to 
meet a l l the reasonable needs of the Philadelphia Gas Works and 
s t i l l protect i t s bond r a t i n g . I t would also encourage the 
management at Philadelphia Gas Works to tighten i t s b e l t , adopt 
c o s t - c u t t i n g measures, freeze manpower expense lev e l s , improve 
c o l l e c t i o n of delinquent accounts receivables, operate on a 
more e f f i c i e n t basis, and manage i t s funds more prudently. 

espectfully submitted, 

THOMAS A. LEONARD 

September 3, 1982 



PHILADELPHIA GAS COMMISSION 
^ j 1 4 0 l ARCH STREET. PHILADELPHIA. PENNSYLVANIA 19102 -(215) 563-6928 

March 19, 1992 

TO ALL PARTICIPATING PARTIES: 

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

Dear P a r t i c i p a t i n g Parties: 

Attached please f i n d a copy of the Memorandum Opinion and 
Order of the Philadelphia Gas Commission r e l a t i n g to the 
above-mentioned rate case, which was properly signed and 
executed as of t h i s date. 

Very t r u l y yours,. 

Attachments .-Bernice Moshinski 
Administrative Assistant 

cc: A l l Philadelphia Gas Commissioners 
Philadelphia Gas Commission Staff 
Thurman R. Bullock, Deputy City Controller 
Attached Service L i s t 
Josephine Hayes, Coordinator-Regulatory Affairs-PGW 

GAS 
COMMISSION 



BEFORE THE 

PHILADELPHIA GAS COMMISSION 

In the Matter of a Proposed 
Base Rate Increase by the 
Philadelphia Gas Works for 
Fiscal Year 1991-1992 

F i l i n g Dates by PGW 
July 16, 1991 
August 9, 12, 1991 

MEMORANDUM OPINION 
AND ORDER 

I . PROCEDURAL HISTORY. 

On July 16, 1991, the Philadelphia Gas Works ("PGW") f i l e d 

w ith the Philadelphia Gas Commission (the "Commission1*) a 

Proposed Base Rate Increase ("PRI") for Fiscal Year 1991-1992. 

The increase was designed to produce $ 31 m i l l i o n dollars i n 

addit i o n a l revenue f o r 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 ( c o l l e c t i v e l y 

"Order") d i r e c t i n g certain adjustments to PGW's base rate f i l i n g . 

The Order prohibited PGW from c a l l i n g witnesses u n t i l such time as 

PGW had complied with the Order and f i l e d with the Commission the 

information requested. 

Attached hereto and made a part hereof as Exhibit A i s the 

Order issued by the Commission which details the composition of the 

hearing committee, the hearing schedule and discovery procedures. 

On August 9, 1991, PGW f i l e d an amendment to i t s PRI which 

reduced the PRI to $28 m i l l i o n d o l l a r s . This change was primarily 

due to a change i n PGW's fuel cost estimate. 



In response to the Commission's Order, PGW f i l e d a series of 

schedules to place i t i n compliance with existing Commission 

orders. 

The PRI f i l i n g document Volume I , included: (a) Statement 

of Reasons for Rate Increase; (b) Exhibits numbered A-I through 

JHC-II; (c) w r i t t e n d i r e c t testimony and exhibits of three 

employees and one consultant to PGW. Volumes I I through V 

included supporting documentation for the 1991-1992 Operating 

Budget. Revised Volumes I through V were f i l e d 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 resi d e n t i a l gas customers i n the 

rate hearings. Active participants included PGW, the Advocate, 

the City of Philadelphia ("City") and the Philadelphian Owners' 

Association (the "Association") which i s an association of the 

owners of the 776 condominium units housed i n the Philadelphian. 

The Association was permitted to participate for the l i m i t e d 

purpose of considering t h e i r request for a special t a r i f f based on 

No. 4 fuel o i l . 

For discovery purposes, the Commission adopted the same 

discovery procedures that were used i n the Philadelphia Gas 

Works' Proposed Base Rate Increase for Fiscal Year 1990-1991. 

Discovery generally followed the procedures of the Pennsylvania 



Public U t i l i t y Commission and the Philadelphia Court of Common 

Pleas. 

The Commission s i t t i n g as a Committee of the Whole 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 tr a n s c r i p t , 82 exhibits and 6 prepared 
i 

statements. A l i s t of the exhibits and statements presented i s 

attached hereto as Exhibit B. ! 

The Commission also held eight community $ input sessions i n 

various locations throughout the City of Philadelphia between 

November 14, 1991 and November 25, 1991. These sessions produced 

an additional 318 pages of tr a n s c r i p t . 

Main b r i e f s and reply b r i e f s were f i l e d by PGW, the 

Public Advocate, and the City. A l e t t e r i n l i e u of a b r i e f was 

also submitted by the Association. The main and reply br i e f s 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 t h e i r r i g h t s to f i l e exceptions to a Recommended 

Decision. 

On December 19, 1991 at 10:00 a.m., the Commission, pursuant 

to appropriate legal notice, held a Special Commission Meeting 

for the purpose of rendering a f i n a l decision on the PRI request 

of PGW. The meeting was attended by Chairman Laurence W. Reaves, 

Vice Chairman Jonathan A. Saidel, Commissioners Ann J. Land and 

David M. Boonin. The vote on the f i n a l decision to increase base 



rates was three i n favor and one opposed.1 

In summary, the Commission decided that: 

consumer base rates be increased by $15,032,000; and 

debt service coverage of approximately 1.80x i s 

reasonable f o r budgetary purposes; and 

the customer charge be increased for each class of 

customers who had a customer charge. 

The Commission further ordered PGW to f i l e a number of 

documents, reports and a new t a r i f f schedule which 

r e f l e c t e d the new rates ("Rate Order"). The Commission stated i t s 

i n t e n t i o n to issue a complete detailed Memorandum Opinion f u r t h e r 

explaining the Commission's December 19, 1991 decision. The Rate 

Order adopted by the Commission i s attached hereto as Exhibit C. 

Specific d e t a i l of the Commission's decision i s a r t i c u l a t e d i n 

Section I I I herein. 

I I . LEGAL STANDARDS FOR THE SETTING OF UTILITY RATES. 

Two legal standards apply to the se t t i n g of gas rates by the 

Commission, one statutory and the other common law. The relevant 

sta t u t o r y provision i s found i n the Philadelphia F a c i l i t i e s 

Management Corporation Agreement ("Agreement") between the City 

of Philadelphia and the Philadelphia F a c i l i t i e s Management 

Corporation ("PFMC"), which was adopted by an ordinance passed by 

the Philadelphia City Council on December 29, 1972. The 

ordinance has statutory e f f e c t . School D i s t r i c t of Philadelphia 

Vice Chairman Saidel opposed the increase 



v. Zoning Board of Adjustment, 417 Pa. 277, 207 A.2d 864 (1965). 

While the state Public U t i l i t y Code (66 Pa.C.S. Sections 101 

3312), which governs the setting of u t i l i t y rates by state 

regulators, i s inapplicable to municipally-owned u t i l i t i e s such 

as PGW, the courts of t h i s 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 Elect r i c Company v. 

Pennsylvania Public U t i l i t y Commission, 509 Pa. 324, 502 A.2d 

130 (1985). 

The Commission s a t i s f i e d t h i s " j u s t and reasonable" 

requirement through the careful and deliberate exercise of i t s 

d i s c r e t i o n , the review of a l l evidence properly presented and the 

u t i l i z a t i o n of i t s expertise i n applying the standards for rate 

s e t t i n g as set f o r t h i n Section V I I of the Agreement. 

Paragraph 1 of Section V I I requires, i n t e r a l i a , that the 

"Commission f i x and regulate rates and charges for supplying gas 

to customers ... which... w i l l i n each f i s c a l year, produce 

revenues" that are: 

1. S u f f i c i e n t to pay operation and maintenance costs and 

expenses of conducting PGW and to pay the interest and 

amortization due i n each f i s c a l 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 including sinking fund payments and 

debt service coverage. 

2. S u f f i c i e n t to make base payments to the City of 

Philadelphia i n the amount of $18,000,000. 

3. - Appropriate for prepayment of debt and f o r c a p i t a l 

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 c a p i t a l i n 

such reasonable amounts as determined by PFMC to be necessary and 

as s h a l l be approved by the Commission. 

In i t s determination of rate schedules for gas, the 

Commission "must establish and apply non-discriminatory rates 

based on suitable and reasonable c l a s s i f i c a t i o n of the services 

provided, taking i n t o consideration 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 fu e l s , the maximum demand, and such other factors, 

including state, and federal laws, regulations or guidelines, as 

may be appropriate to the economics of the purchase, manufacture, 

d i s t r i b u t i o n and sale of gas and consistent with the intent and 

purpose of t h i s ordinance and/or Agreement." Section V I I , 

paragraph 5 of the Agreement. 



I I I . RATE DECISION 

This Memorandum Opinion and Order, as well as the attached 

Findings of Fact, w i l l address the issues raised i n the PRI 

proceeding and give a detailed explanation of the Commission's 

decision for i t s Order adopted on December 19, 1991. Any request 

not s p e c i f i c a l l y addressed i n t h i s Opinion i s s p e c i f i c a l l y denied 

by the Commission. 

This Memorandum Opinion and Order i s based on a careful 

review of a l l p e t i t i o n s , f i l i n g s , testimony, statements, 

t r a n s c r i p t s , e x h i b i t s , b r i e f s and reply b r i e f s . The rates set 

and adjustments made are " j u s t and reasonable" and are more than 

s u f f i c i e n t to s a t i s f y the revenue requirements of the Agreement. 

A. Base Rate Adjustments 

1. Labor 

PGW budgeted an increase i n labor and fringe costs 

including an increase i n the number of employees from 2458, the 

number authorized by the Commission, to 2477. In t h i s 

Fiscal Year as i n the l a s t , 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 Officer ("COO") of the company. These 

positions have been vacant for some time and the functions that 

would be served by persons i n those positions are being met by 

ex i s t i n g s t a f f . 

The f i n a l issue which impacted on labor was the 



d i s c u s s i o n of the automation of the management accounting process 

and savings associated t h e r e w i t h covered by MAAP 33. 

Based upon the above discussion, the Commission orders 

r e d u c t i o n i n PGW's labor expenses by $1,037,000 which includes: a 

$669,000 savings on s a l a r i e s , f r i n g e b e n e f i t s and wages f o r a 

red u c t i o n i n s t a f f t o 2458; a $248,000 savingsijrelated t o budgeted 

costs of s a l a r i e s f o r the p o s i t i o n s of CEO aned COO; and $120,000 

of savings r e l a t e d t o MAAP #33. J 

2. Pensions T-j 

The evidence presented d u r i n g the base r a t e proceeding 

showed t h a t other u t i l i t i e s maintain a Pension Fund Investment 

Earnings Rate (PFIER) w i t h i n the range of 8.0%. I n a d d i t i o n , the 

evidence i n d i c a t e d t h a t f o r the past three years, PGW's PFIER has 

been 9.866%. 

While the Commission recognizes the f a c t t h a t the 

determination of the PFIER i s made by the Sinking Fund Commission, 

the record i n t h i s r a t e proceeding r e f l e c t s the f a c t t h a t PGW does 

impact on the Sinking Fund Commission's decision-making process. 

(See T r a n s c r i p t , pp. 272, 279-280). 

I n l i g h t of the f i n d i n g s , the Commission orders a 

re d u c t i o n i n PGW expenses of $2,600,000 to r e f l e c t the changes i n 

the PFIER t o 8.0%. The Commission w i l l also recommend t o the 

Sinki n g Fund Commission t h a t i t review i t s fund managers. 

3. Insurance 

PGW s o r i g i n a l budget included $2,375,000 f o r $500,000 



of Self insurance coverage. In i t s b r i e f , however, PGW budgeted 

a $1,000,000 s e l f retention at a cost of $2,074,000. A savings 

of $301,000 would be realized by the change i n retention levels. 

The Commission found PGW's analysis of the retention 

issue inconclusive i n t h i s case. The Commission had recommended 

a $2,000,000 s e l f retention level i n the 1990-1991 base rate case. 

During t h i s year's proceeding the City advocated for the 

continuation of l i a b i l i t y coverage while the Advocate questioned 

the necessity of such coverage. The fact that PGW's status f o r 

purposes of the P o l i t i c a l Subdivision Tort Claims Act i s unclear 

and the fact that there are risks associated with p o t e n t i a l 

environmental claims, leads the Commission to order a reduction i n 

expenses of $420,000 which r e f l e c t s the maintenance of a minimum 

of $2,000,000 i n coverage. 

4. Legal Expenses 

While PGW has increased i t s internal legal s t a f f by two 

persons, i t budgeted an increase i n outside counsel fees of 

$262,000. PGW has not j u s t i f i e d t h i s increase. Therefore the 

Commission orders a reduction i n PGW expenses of $262,000. 

5. I n j u r i e s and Damages 

PGW i s attempting to recover $653,000 from i t s 

insurance c a r r i e r f o r damages resu l t i n g from an environmental 

claim. (Total damages were $1,353,000. With a $500,000 self 

retention l e v e l and the insurer's o f f e r to pay $200,000, the 

disputed amount i s $653,0000). The insurance c a r r i e r has agreed 

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



c a r r i e r w i l l not cover i t s insured. Therefore, PGW has not 

presented any reasons why consumers should pay t h i s cost while 

negotiations continue. Accordingly, the Commission orders the 

reduction of PGW expenses by $653,000. 

6. Other Income 

PGW made a calculation error i n determining i n t e r e s t 

income associated with the Capital Improvement Fund. PGW has 

since adjusted i t s revised budget i n the area of other income. 

The Commission orders an increase of $791,000. 

7. Conservation Expenses 

Last year, t h i s 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 i f spent would be recovered through 

the GCR. Last year, PGW only managed to spend $900,000 i n t h i s 

area, but PGW has entered i n t o contracts to spend an additional 

$600,000. 

This year PGW has included the $600,000 from l a s t year's 

contracted but not spent dollars i n i t s base rate budget while 

i n s e r t i n g another $1,600,000 i n i t s GCR f i l i n g . 

The Advocate contends that PGW has not demonstrated the 

a b i l i t y to spend $2.2 m i l l i o n on conservation expenses t h i s year 

and that the $600,000 i n base rates be eliminated subject to 

future recovery through the GCR i f PGW actually expends dollars 

i n excess of the $1,600,000 currently i n the GCR. 

10 



I t should be noted that even i f PGW had spent the 

$600,000 l a s t year, recovery would have been lim i t e d to $500,000 

as PGW only spent $900,000 of the $1,000,000 budgeted i n base 

rates. 

The Commission should encourage PGW to spend the en t i r e 

$2,200,000 providing for current recovery through the GCR of the 

f i r s t $1,600,000 and deferring any other recovery u n t i l i t i s 

shown that the dollars w i l l be spent. The Commission recognizes 

that there may be a small carrying cost associated with t h i s 

approach of about $6,000. 

I t i s ordered that base rates be reduced by $600,000 and 

that these dollars be e l i g i b l e for recovery through the GCR i f 

a c t u a l l y spent. I t i s also ordered that Other Operating Income be 

reduced by $6,000. 

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

As discussed i n Section I I , herein, the Agreement 

requires that the Commission f i x and regulate rates and charges f o r 

supplying gas which w i l l produce enough revenues to make base 

payments to the City of Philadelphia i n an amount of $18,000,000. 

The Advocate has once again argued that t h i s payment i s 

i l l e g a l as a payment i n l i e u of taxes. The City argued that the 

payment represents a d i s t r i b u t i o n of equity -- a recovery by the 

City of the value" associated with employing City assets i n a r i s k y 

business. (See City b r i e f , page 11). Legal counsel has reviewed 

the l e g a l i t y of t h i s payment under the provisions of the Agreement 

and the Commission concludes that the payment is proper and i s 

11 



required by law. Accordingly, the Commission accepts the position 

that the $18 m i l l i o n payment is legal u n t i l such time as the issue 

has been j u d i c i a l l y determined to the contrary. 

9. Appropriation for Uncollectible Expense. 

The issue of uncollectible expenses was extensively 

discussed during the 1991-1992 base rate proceedings. PGW 

budgeted $36.7 m i l l i o n for t h i s item i n i t s o r i g i n a l budget. 

At the time of the f i l i n g s , PGW estimated i t s appropriation for 

Fiscal Year 1990-1991 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 i n the Accounts Receivable Factor 

The Advocate asserts that an adjustment needs to 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 i n the past. The proposed adjustment for t h i s 

item i s $1,600,000. 

PGW has f a i l e d to demonstrate why. t h i s factor should be 

increased. 

PGW' s poor track record i n estimating i t s receivables 

i s also demonstrated by i t s tendency to over estimate t h i s account 

as shown on Transcript Request-35. 

This Commission also questions the r e l i a b i l i t y of PGW's 

study as i t possibly over counts the impact that 5&2 customers 

have on receivables through PGW's current accounting practices. 

12 



I t i s ordered t h a t the appropriation.set f o r t h i n PGW's 

o r i g i n a l budget be reduced by $1,600,000. 

b. Retrospective Study 

The Public Advocate asserts t h a t PGW should e l i m i n a t e i t s 

" r o l l - f o r w a r d " of c o l l e c t i b i l i t y f a c t o r s and u t i l i z e instead the 

c o l l e c t i b i l i t y f a c t o r s included i n PGW's own c o l l e c t i b i l i t y study. 

I 
This adjusts PGW's u n c o l l e c t i b l e expense estimate by approximately 

$600,000. While the Public Advocate does notjaccept the accuracy 

of the r e t r o s p e c t i v e study, a t l e a s t t h i s methbd i s the r e s u l t of 

PGW's own study. I n c o n t r a s t , the " r o i l - f o r w a r d " method 

superimposes a r e s u l t which has no f a c t u a l support on the record. 

The Commission adopts the Public Advocate's p o s i t i o n and t h e r e f o r e 

orders a red u c t i o n of $600,000. 

c. Energy Assurance Program (EAP) 

PGW has s t a t e d t h a t the r i s e i n the a p p r o p r i a t i o n 

expense has been due i n pa r t to the EAP Program ( T r a n s c r i p t 

Request-37). According t o PGW, of the $12.8 m i l l i o n increase i n 

a p p r o p r i a t i o n presented by PGW during the hearings between t h i s 

year and l a s t year, $4.9 m i l l i o n was a t t r i b u t a b l e t o the EAP 

program. This was subdivided i n t o two p a r t s : a) $1.4 m i l l i o n 

d e a l i n g w i t h c u r r e n t b i l l discounts and b) $3.5 m i l l i o n d e a l i n g 

w i t h the u n c o l l e c t i b i l i t y of a l l arrears i n excess of the $144 per 

p a r t i c i p a n t . 

Regarding the f i r s t issue, PGW c u r r e n t l y records the 

revenues a n t i c i p a t e d from EAP customers at the same r a t e as i t does 

f o r non-EAP customers, although i t a c t u a l l y charges EAP customers 

a discounted r a t e . To complete i t s record keeping, PGW then 
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establishes a reserve expense i n the amount of the discount. 

Although t h i s has no impact on the bottom l i n e , i t i n f l a t e s PGW's 

uncollectibles which PGW asserts has a negative impact on ra t i n g 

agencies and bond investors. I t i s recommended that the current 

b i l l discounts be entered as a rate discount rather than as an 

appropriation f o r uncollectibles. This revised accounting method 

i s consistent with the way PGW currently enters discounts for 

senior c i t i z e n s and i n t e r r u p t i b l e customers. 

The second portion (arrears) was calculated by s t a r t i n g 

with the t o t a l arrearage of EAP customers when they entered the 

program, subtracting from i t the applicable grants and the $144 

per p a r t i c i p a n t (based upon 36 months at $4 per month). This 

residual of $3.5 m i l l i o n was then included as a current 

appropriation f o r uncollectibles. 

This method places the entire burden of t h i s arrearage 

forgiveness i n t h i s budget year rather than over the three years 

i t could i n r e a l i t y be earned. This calculated expense i s 

therefore being f r o n t loaded into t h i s budget year. 

I t i s 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 i n a year to be 

included i n rates. This should not be considered a normalization 

expense but rather a r e j e c t i o n of an expense that even under PGW's 

assumptions w i l l not be earned u n t i l the subsequent years have 

lapsed. 
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Further, the Commission recognizes that PGW has assumed many-

costs 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 i t s 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 year, there was some confusion as to the 

r e s p o n s i b i l i t y for the study. To a l l e v i a t e t h i s problem, the 

Commission has started to develop a request f o r proposals for the 

study and the Commission w i l l conduct the study under i t s 

d i r e c t i o n . 

The Advocate argued that since the money for the study 

was budgeted l a s t year, no additional dollars should be budgeted 

for t h i s year. However, only a portion of the funds were actually 

budgeted l a s t year and there i s no evidence that PGW's 1991-1992 

budget contains an amount for t h i s purpose. Therefore, the 

Commission orders that the budget be increased by $133,000 to 

provide funds to conduct t h i s study. 

11. Uncollectible Study. 

The presentation on t h i s topic during the rate 

proceedings showed that very l i t t l e i s clear. There i s doubt as 

to the accuracy with which PGW projects accounts receivable and the 

method chosen to t r e a t 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 a l l parties "a formal cost-benefit 

analysis for each proposed major vehicle or equipment purchase 

during Fiscal Year 1992" i s denied. This Commission would expect 

to see a more rigorous analysis of th i s issue before ordering 

studies or making unspecified adjustments. 

13. L i q u i f i e d Natural Gas Capacity and Marketing Study. 

PGW has shown that i t has made some attempts to market 

i t s LNG capacity through both wholesale and r e t a i l arrangements. 

I n s u f f i c i e n t evidence was presented by the Advocate to warrant 

the Commission to order a study on th i s issue at t h i s time. This 

is an issue which may more appropriately be considered i n the 

Strategic Options Study. 

Except as i t may be considered i n the Strategic Options 

Study, the Advocate's position is denied. 

14. Customer Charge 

The Advocate recommended that the Commission leave the 

customer charge at i t s present l e v e l . The current charge f o r 
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r e s i d e n t i a l customers i s $2.50 per month. PGW and the City 

recommend raising t h i s charge to $4.00 per month for r e s i d e n t i a l 

customers. Similar increases were proposed for other classes of 

customers who have customer charges. 

PGW's re s i d e n t i a l customer charge has been shown to be 

low as compared to other regional u t i l i t i e s . The Advocate has 

offered no expert testimony on t h i s issue i n the rate proceeding. 

I t has r e l i e d on i t s b e l i e f that although a cost of service study 

may support PGW's proposal that i t would cause widespread consumer 

misunderstanding and opposition. 

Although the Commission i s sensitive to these issues, 

there i s also a concern about non-heating customers being 

subsidized by heating customers. The Advocate should expend 

additional e f f o r t s i n the area of consumer education to help 

explain the customer charge to i t s c l i e n t s . 

An increase i n t h i s charge w i l l raise $9.3 m i l l i o n i n 

revenues for PGW which are not weather sensitive. (See PGW Exhibit 

B-5). I t w i l l also place a small portion of the rate increase on 

i n t e r r u p t i b l e customers. The $9.3 m i l l i o n would be part of the 

t o t a l recommended rate increase which would otherwise be 

collected through the commodity charge loans. 

I t i s ordered that the customer charge be increased for 

each of the l i s t e d t a r i f f s . See Exhibit D for a l i s t of a l l t a r i f f 

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 than monthly 

and the second would offer a pricing option based on #4 oil for 

customers whose alternate fuel is #4 oil. 1 

I t i s ordered that t h i s request |be denied without 

prejudice and that PGW submit an analysis to tl^e Commission w i t h i n 

60 days on the #4 o i l p o t e n t i a l of i t s BPS customers and i t s plans 
j 

to provide metering to i n t e r r u p t i b l e customers Which w i l l 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. 

I t i s ordered that a reduction of approximately $987,000 

be made to Appropriation for Uncollectible Expenses to r e f l e c t the 

ov e r a l l decrease i n rates contained i n the Rate Order. I t i s also 

ordered that Other Operating Income and Unbilled Gas be decreased 

by approximately $54,000 and $232,000 respectively to r e f l e c t the 

ov e r a l l reduction i n rates contained i n the Rate Order. 

17. Management Audit Action Plans (MAAPs). 

The argument on MAAPs i s two f o l d . The f i r s t issue i s 

of the appropriateness of any adjustment regarding MAAPs and the 

second i s of whether the specific adjustments which are made are 

reasonable and accurate. 

Regarding the f i r s t issue, PGW claims that the MAAP 

calculations are "only projections or predictions of potential 
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savings, i f manipulated as suggested by the Public Advocate, 

become 'phantom income*..." (See PGW Brief, 37). The Advocate 

contends that PGW has f a i l e d to comply with Commission orders 

regarding the MAAPs and has therefore f a i l e d to achieve the 

savings anticipated by the implementation of the findings of the 

Management Audit. 

In the Commission's Memorandum and Opinion dated A p r i l 

25, 1991, i t i s stated that "unless s p e c i f i c a l l y stated t o the 

contrary, PGW w i l l be held accountable for the approved MAAPs". 

(See Memorandum, 13). As of December 1991, a l l fifty-seven MAAPs 

have been approved by t h i s Commission. Since the A p r i l , 1991 

Memorandum was adopted, nothing has occurred which releases PGW 

from i t s r e s p o n s i b i l i t i e s to implement the cost saving measures 

i d e n t i f i e d i n the Management Audit and adopted by th i s 

Commission. The Commission w i l l therefore continue to consider 

adjustments based upon t h i s premise. 

The savings referred to i n the MAAPs are recurring i n 

nature and should be accounted for . annually. Further, PGW 

erroneously assumes that the Commission accepted the Advocate *s 

p o s i t i o n i n l a s t year's rate case which dealt with a normalization 

approach. 

The Advocate has i d e n t i f i e d several MAAPs which, i n t h e i r 

view, require expense or revenue adjustments. These are MAAPs 2 

and 8 (considered j o i n t l y ) , MAAP 7, MAAP 21, MAAP 24 , and MAAP 

33. PGW claims that even i f MAAP adjustments are to be made, the 

Advocate's proposed adjustments are inaccurate. In i t s reply 
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b r i e f , PGW raises the issue of MAAP 34. A detailed review of the 

MAAPs adjustments i s provided below, 

a) MAAPS 2 and 8 

MAAP 2 deals with an organizational study., while MAAP 8 

focuses on work force management. The Advocate accurately 

represents that PGW has f a i l e d to include i n i t s budget the $1 

m i l l i o n i n anticipated savings set f o r t h i n these MAAPs. (See 

Transcript Request 20 and approved MAAPs). 

PGW claims that inclusion of t h i s adjustment is 

inappropriate as i t double counts the labor savings and double 

counts savings that were made la s t year. 

The double counting issues can best be resolved by 

looking at the budgeted number of employees when the Management 

Audit was performed and the number of employees currently being 

requested i n t h i s budget. PGW claims that by making both MAAP and 

labor adjustments, double counting occurs. As shown i n the 

tr a n s c r i p t at pages 2076-2077, the budgeted number of employees 

when Schumaker developed i t s recommendations was 2454 (the 

Commission allowed the addition of 4 employees i n l a s t year's rate 

case to be consistent with MAAP implementation). The budgeted 

number of employees included i n this case i s 2477. Since 

Schumaker's s t a r t i n g point for making i t s assessment was at a 

budgeted employment level less than the proposed level i t would not 

be inappropriate to include an adjustment to bring employment 

levels to the o r i g i n a l l e v e l and then to make adjustments as 

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

PGW had not included any savings related to MAAPs 2 and 

8 i n i t s proposed operating budget. 

For a l l the above reasons, the Commission accepts the 

Advocate's position and a reduction of $1,000,000 i s ordered to 

be made to PGW's miscellaneous expenses (the adjustments f o r MAAP 

compliance are being made to miscellaneous expenses f o r ease of 

tracking). 

b) MAAP 7 

This MAAP deals with work force management at the LNG 

plants. The Advocate i s correct i n that the Commission approved 

MAAPs c a l l f o r savings of $420,000 from this MAAP which have not 

been included i n PGW's proposed budget. 

The argument set f o r t h by PGW was that t h i s MAAP was not 

to be completed u n t i l December 31, 1991, therefore only a p a r t i a l 

year's savings could be anticipated. Review of the Commission 

approved MAAP supports t h i s completion date. I t i s therefore 

appropriate to eliminate one-third of the proposed adjustment. 

I t i s ordered that PGW' s miscellaneous expenses be 

reduced by $280,000. 

c) MAAP 21 

This MAAP addresses the issue of marketing. The 

$680,000 adjustment proposed by the Advocate does not appear to be 

based upon the l a t e s t approved MAAP. Further, PGW claims that i t 

has included "incremental revenues" from i t s marketing e f f o r t s i n 

t h i s year's budget. 
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The Advocate bases i t s claim that further savings should 

be included i n the budget based on the fact that PGW has not moved 

forward with i t s own self-generation project. 

I t i s 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 i d e n t i f i e s 

$300,000 i n savings which were set f o r t h i n the Commission approved 

MAAPs but are not included i n PGW* s budget. PGW• s assumption 

that these savings were p a r t i a l l y included i n l a s t year's rate case 

is inaccurate. 

The Advocate's position i s adopted and the Commission 

orders a $300,000 reduction t o miscellaneous expenses be made. 

e) MAAP 33 

This MAAP deals with automation of the accounting 

process. The benefits i n the Commission approved MAAPs are not 

quan t i f i e d , but Transcript Request 16 does•quantify the. targeted 

benefit. The adjustment i s discussed i n the labor section herein. 

f ) MAAP 34 

This MAAP deals with the potential savings from the 

implementation of a fin a n c i a l automation system. PGW is correct 

when i t asserts i n i t s reply b r i e f that t h i s MAAP includes a cost 

of $300,000. I t i s also stated i n that MAAP that the savings are 

uncertain. I t can only be assumed that i f PGW is now 

recommending that the cost for t h i s project be included i n i t s 
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budget that i t must have determined that the benefits exceed the 

cost. These savings would also need to be budgeted, but no such 

o f f s e t t i n g adjustment has been proposed. 

The Commission orders PGW to act i v e l y pursue MAAP 34. 

Costs and savings are to be viewed as o f f s e t t i n g and no adjustment 

should be made. | 

g) MAAP SUMMARY. 1 

I t i s ordered that an adjustment to miscellaneous 

expenses t o t a l i n g $1,580,000 be made to PGW's proposed budget. 
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IV. CONCLUSION 

The Commission hereby incorporates by reference the Rate Order 

issued December 19, 1991 i n i t s e n t i r e t y including but not l i m i t e d 

to any and a l l requirements that PGW submit additional 

documentation, information t a r i f f s , and Rule and Regulation 

modifications to t h i s Commission. 

This rate decision continues the mandate established by t h i s 

Commission to provide s t a b i l i t y i n costs to PGW rate-payers. This 

s t a b i l i t y i s provided to consumers while at the same time allowing 

PGW to cover any necessary increase i n expenses and to budget 

revenues which w i l l allow i t to maintain i t s operations i n a safe, 

responsible and f i s c a l l y sound manner. 

PGW requested a $28 m i l l i o n base rate increase. Over the 

course of the Commission's inquiry and hearings, PGW evidenced a 

need fo r additional revenues. While this Commission w i l l continue 

to require PGW to pare excess from i t s budget, i t cannot ignore 

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

service. 
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FINDINGS OF FACT 

Based on a l l 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 b r i e f s 

and reply b r i e f s , arguments of the participants, the e x i s t i n g 

law, and for the reasons set f o r t h i n the Memorandum Opinion, 

good cause has been shown for the Philadelphia Gas Commission to 

issue the following Findings of Fact. 

1. The rates f o r the Philadelphia Gas Works for Fiscal Year 

1991-92 are increased by $15,032,000 m i l l i o n . 

2. For ratemaking purposes, the recommended targeted debt 

coverage for PGW i n Fiscal Year 1991-92 shall be 1.80x, an 

immaterial variance due to accounting interactions s h a l l be 

acceptable. 

3. The specific adjustments to PGW's revenues as set f o r t h 

i n the Memorandum Opinion are just and reasonable. 

4. Any issue, proposed adjustment or recommendation not 

s p e c i f i c a l l y covered by the Memorandum Opinion is s p e c i f i c a l l y 

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 f o r Fiscal Year 1991-92 are increased by 

approximately $15,032,000 m i l l i o n . 



ORDER 

For the reasons set f o r t h i n t h i s Memorandum Opinion, the 

Philadelphia Gas Commission enters the following Order: 

1. The Rate Order of December 19, 1991 of the Philadelphia 

Gas Commission i s hereby reaffirmed and incorporated as the order 

of the Commission i n t h i s rate proceeding (See Exhibit C). 

2. There s h a l l be an increase i n the base rate to consumers 

for Fiscal Year 1991-1992. The changes i n the customer and 

commodity charges are set f o r t h at Exhibit D. 

3. The debt service coverage for Fiscal Year 1991-92 shall 

be consistent with t h i s 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. A l l issues, proposed adjustments, and recommendations not 

p a r t i c u l a r l y addressed i n t h i s Memorandum Opinion are hereby 

s p e c i f i c a l l y denied. 

The Philadelphia Gas Commission hereby retains j u r i s d i c t i o n 

over t h i s matter. 

Philadelphia Gas Commission 

By VTAA-v 
v 
n 

Date Issued: March/f , 1992 
Laurence W. Reaves, Chairman 
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PHILADELPHIA GAS COMMISSION 
N O T I C E 

THIS NOTICE IS TO HZFORM THE PUBLIC THAT THE PHILADELPHIA GAS 
COMMISSION, AT ITS PUBLIC MEETING HELD ON DECEMBER 19, 1991, HAS 
AUTHORIZED AN INCREASE IN THE BASE RATES, AND THE GAS COST RATE 
(GCR) OF THE PHILADELPHIA GAS WORKS. THE NEW BASE SATES, 
DETAILED BELOW, WILL BE APPLICABLE TO ALL GAS CONSUMED ON/OR 
AFTER SEPTEMBER 1, 1991*. THE NEW GCR HAS BEEN AUTHORIZED AT 
A LEVEL OF 3.565 CENTS PER ONE HUNDRED CUBIC FEET, AND BECAME 
EFFECTIVE DECEMBER 19, 1991. 

NEW BASE RATES: 
(GS) GENERAL SERVICE RATE 

Commodity Charge 71-20 c per 100 c.f. 
Plus 
Customer Charge: $ 4.00 per month for Residential 

$ 10.00 per month for Commercial 
$ 20.00 per month for Industrial 

(MS) MUNICIPAL SERVICE BATE ._ 64.13 C per 100 c.f. 
(C i t y Council Approval Required) 

(PHA) PWTT.anwT.PiTTa HOUSING 
AUTHORITr SERVICE RATE 71.26 C per 100 C.f. 

(BPS) BOILER & POWER PLANT SERVICE RATE: 
Commodity Charge: Same as Existing T a r i f f . 
Plus 
Customer Charge: 

$ 35 per month. 
$ 75 per month. 

$150 per month. 

Customer's 
Annnal Consumption 
(1 Mcf=1000 c.f.) 

. Below 10,000 Mcf 
» Between 10,000 Mcf 

and 100,000 Mcf 
» Over 100,000 Mcf 

(LBS-L) LOAD BALANCING SERVICE-LARGE RATE: 
Commodity Charge: Same as Existing T a r i f f . 
Plus 
Customer Charge: $175 per month. 

(LBS-S) LOAD BALANCING SERVICE-SHALL RATE: 
Commodity Charge: Same as Existing T a r i f f . 
Plus 
Customer Charge: $100 per month. 

*T0 REFLECT THE APPLICATION OF THE NEW BASE RATES TO CUSTOMER'S 
USAGE ON/OR AFTER SEPTEMBER 1, 1991, ADJUSTMENTS WILL BE MADE 
TO OTSTCMER'S BILLS IN FOUR EQUAL MONTHLY INSTALLMENTS 
BEGINNING IN APRIL 1992, SUBJECT TO FINAL COMMISSION REVIEW 
AND APPROVAL AT ITS NEXT REGULARLY SCHEDULED MEETING. 

LAURENCE W. REAVES, CHAIRMAN 
PHILADELPHIA GAS COMMISSION 

EXHIBiT "u' 



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

CITY OF PHILADELPHIA - EXHIBITS & STATEMENTS 

EXHIBIT 
NUMBER 

COP-1 

COP-2 

COP-3 

COP-4 

COP-5 

COP-6 

TRANS, 
REF. 
PG. t 
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 ISSUE. 

STATEMENT 

#1 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 

PHILADELPHIA GAS COM I SSI ON - EXHIBITS & STATEMENTS 

TRANS. 
EXHIBIT REF. 
NUMBER PG. # DESCRIPTION: 

PGC-1 7 PGW'S RATE FILING-VOLUMES 8 THROUGH V, 
DATED 7/16/91 & 8/9 AND 8/t2/91, IN­
CLUDING REVISED VOLUMES; | 

PGC-2 7 PRE-HEARING CONFERENCE ORDER; 

PGC-3 11 PHILADELPHIAN OWNERS' ASSOCIATION REQUEST 
FOR SPECIAL TARIFF BASED ON U 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-1F 

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 9/4/91 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 LEUSH'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; 

PGW-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.O.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 

EXHIBIT 
NUMBER 

PGW-14 

PGW-15 

PGW-16 

PGW-16A 

PGW-17 

PGW-18 

PGW-19 

PGW-20 

TRANS. 
REF. 
PG. f 

1740 

1961 

1967 

1968 

2095 

2113 

2114 

2150 

DESCRIPTION: 

SUPPLY/DEMAND BALANCES-DEKATHERMS; 

PGW MANAGEMENT AUDIT ACTION PLANS 
SAVINGS (JRB R-1); 

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

STATEMENT OF INCOME ADJUSTMENTS (JRB R-3); 

CALLAN REPORT (TR 13-A); 

RESPONSE TO TR 29 (PARK PLAZA PROPOSED 
SALES VOLUME); 

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

PGW RATE BPS CLASS DATA. 



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

PHILADELPHIAN OWNERS1 ASSOCIATION - EXHIBITS & STATEMENTS 

TRANS. 
EXHIBIT REF. 
NUMBER PG. # DESCRIPTION: 

POA-1 

POA-2 

POA-3 

POA-4 

POA-5 

1647 RATE BPS INTERRUPTIBLE HISTORY; 

1655 MONTHLY BPS RATE CALCULATIONS; 

1740 PGW STUDY OF POTENTIAL #4 OIL CONVERSION; 

1740 LARGEST 20 RATE BPS CUSTOMERS; 

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 

PUBLIC ADVOCATE - EXHIBITS & STATEMENTS 

TRANS. 
EXHIBIT REF. 
NUMBER PG. # DESCRIPTION: 

PA-1 87 A.P. DEGEN'S LETTER DATED 9/9/91 RE: 
MAAPS #2, #8, #20, #41 AND #42; 

PA-2 87 SCHUMAKER MAAPS (#34 OF 1990-1991 RATE 
CASE) DATED 1/26/90; 

PA-3 88 PHILADELPHIA GAS WORKS' MAAPS (#35 OF 
1990-1991 RATE CASE DATED 6/21/90); 

PA-4 110 RESPONSE TO RR-32f MAAP #24, GOVERNMENT 
IMMUNITIES ACT; 

PA-5 159 RESPONSE TO G-9: STREET PAVING AND BONDS' 
INSURANCE COVERAGE; 

PA-6 229 RESPONSE TO RR-1(g)(11), LEGAL EXPENSES 
BY FIRM AND CATEGORY OF WORK; 

PA-7 231 RESPONSE TO RR-53, MAAP #27, LEGAL 

REORGANIZATION; 

PA-8 240 $28M FILING-NORMALIZED EXPENSES; 

PA-9 255 RESPONSE TO RR-73 REGARDING RR-53, 

PENSION INVESTMENT PORTFOLIO; 

PA-10 261 RESPONSE TO RR-1(1), PENSION EXPENSE; 

PA-11 297 RESPONSE TO RR-1(f), RENTAL/LEASE EXPENSE; 

PA-12 299 RESPONSE TO RR-31, DEPT. GOALS FOR 
CORPORATE PLANNING; 

PA-13 387 REVISED PGC "SCHEDULES & EXHIBITS DATED 
9/5/91; 

PA-14 397 RESPONSE TO RR-1A# SUBSTANTIATION FOR 
EXPENSE ENTRIES IN VOLUME V OF FILING; 

PA-15 403 RESPONSE TO RR-38, INVENTORY DOLLAR VALUE: 
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R E : P H I L A D E L P H I A G A S WORKS' P R O P O S E D B A S E 

RATE INCREASE FOR FISCAL YEAR 1991-1992 

PUBLIC ADVOCATE - EXHIBITS & STATEMENTS 
TRANS. 

EXHIBIT REF. 
NUMBER PG. # DESCRIPTION: 

• 

PA­-16 404 RESPONSE TO RR-9, SCHEDULE SHOWING 
EXPENDITURES FOR REVIEWS AND 
RECOMMENDATIONS BY CONSULTING FIRMS 
FOR 1990-1992 AND 1991-1992; 

• PA-•17 405 RESPONSE TO RR-58, INCREASED AUTOMATION 
IN THE MANAGERIAL ACCOUNTING AREA; 

PA-•18 410 RESPONSE TO RR-51, PURCHASING FUNCTION; 

• 
PA­•19 414 RESPONSE TO RR-1(C), HEALTH CARE COST 

CONTAINMENT COMMITTEE. RISK MANAGEMENT 
AND LIABILITY RETENTION LEVELS-

PA-•20 415 RESPONSE TO RR-76, ALTERNATIVE METHODS 
OF HEALTH COVERAGE FOR NON-UNION EMPLOYEES; 

• PA-•21 434 RESPONSE TO RR-83, TORT CLAIMS ACT; 

PA-•22 434 RESPONSE TO RR-84, TORT CLAIMS ACT; 

PA-•23 434 RESPONSE TO RR-88, OUTSIDE LEGAL COUNSEL; 
• PA-•24 434 RESPONSE TO RR-90, ANALYSIS OF LEASE/ 

PURCHASE QUESTIONS; 

PA-•25 434 RESPONSE TO TR-14, OUTSIDE LEGAL COUNSEL; 

• PA-•26 435 RESPONSE TO RR-92, PENSION EARNINGS RATE; 

PA-•27 435 RESPONSE TO TR-8, LEGAL REORGANIZATION; 

PA-•28 435 RESPONSE TO TR-3, LIABILITY INSURANCE 
PREMIUMS; 

• 
PA-•29 435 RESPONSE TO TR-4, LIABILITY INSURANCE; 

PA-•30 437 RESPONSE TO TR-16, RE: MAAP #33 AND 
MAAP £58; 
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RE: PHILADELPHIA GAS WORKS1 PROPOSED BASE 
RATE INCREASE FOR FISCAL YEAR 1991-1992 

PUBLIC ADVOCATE - EXHIBITS & STATEMENTS 

• 

EXHIBIT 
NUMBER 

TRANS. 
REF. 
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 

CEO & 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-TO 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 9/23/91 
EXHIBIT A-1; 

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 I OF D&T ORGANIZATIONAL STUDY; 

• PA-423 1551 - PHASE II OF DST ORGANIZATIONAL STUDY; 

PA-42C 1616 PHASE 11 I OF O&T ORGANIZATIONAL STUDY; 

PA-43 1569 RFP FOR D&T ORGANIZATIONAL STUDY (ALSO 
TR-51); 
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RE: PHILADELPHIA'GAS WORKS1 PROPOSED BASE 
RATE INCREASE FOR FISCAL YEAR 1991-1992 

PUBLIC ADVOCATE - EXHIBITS & STATEMENTS 

EXHIBIT 
NUMBER 

PA-44 

TRANS. 
REF. 
PG. # 

1569 

DESCRIPTION: 

D&T RESPONSE TO RFP-ORGANIZATIONAL STUDY; 

STATEMENT 
NUMBER: 

1 

1A 

2 

3 

4 

1193 

1193 

1450 

2130 

2134 

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

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

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

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

SUR-REBUTTAL TESTIMONY OF THOMAS E. 
KNUDSEN DATED 11/5/91. 



MCMO from <?o*oF 

Phono: (20) 684-0400 

3/20/92 

To: Members of the Management 
Committee 

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

FYI. The subject document was 
signed and pro p e r l y executed on 
March 19, 1992. /" 

J ^ e p ^ i n e 
Attachment / 
cc: J.R. Bogdofiavage 

A.1 Dean 
L.A. Farinas 
K.C. Jackson 



BEFORE THE 
PHILADELPHIA GAS COMMISSION 

PUBLIC MEETING HELD? DECEMBER 19, 1997 

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

ORDER AND RESOLOTION 

On July 16, 1991, the Philadelphia Gas Works ("PGW") 

f i l e d with the Philadelphia Gas Commis a ion ("Commission") a 

request for a $31 million Base Rate Increase for F i s c a l 

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 f i l i n g and 

prohibiting PGW from c a l l i n g witnesses nntl 1 the information 

ordered by the Commission had been f i l e d . The Pre-Hearing Order 

also set out the schedule for the hearings. 

On August 9, 1991, PGW f i l e d 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 

f i l e d a series of budgets to place i t in compliance with 

existing Commission Orders. 

FYH i RIT "C '' 
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PUBLIC MEETING HELD: DECEMBER 19r 1991 

IN RE: PHILADELPHIA GAS. WORKS* PROPOSED 
BASE RATE INCREASE FOR F7 1991-1992 

The Commission also consolidated i n 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 
3 

November 12, 1991. The Commission also held eight community 

input sessions in various locations throughout the City of 
•i s 

Philadelphia between November 14, 1991 and November 25, 1991. 

Written Briefs and Reply Briefs were f i l e d 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 l e t t e r i n li e u 

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 f i l e 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. 



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 ffra-iTman Jonathan Saidel, 

Commissioner Ann Land and Commissioner David Boonin.1 

WHEREFORE, upon reviewing a l l of the testimony, 

statements, transcripts, exhibits. Briefs and Reply Briefs, 

the Commission now renders i t s decision on PGW's Proposed 

$28 million Base Rate Increase for F i s c a l Year 1991-1992.2 

A Memorandum & Opinion w i l l be issued shortly by the 

Commission further explaining the Commission's December 19, 1991 

Decision. 

I t I s hereby ordered that the following adjustments 

be made to PGW's Proposed Operating Budget for F i s c a l 

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 i s proposed to PGW's budget, 
reference is being made to PGW's August 9, 1991 
f i l i n g , as amended by the GCR St i p u l a t i o n . 
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IN RE: PHILADELPHIA GAS WORKS' PROPOSED 
BASE RATE INCREASE FOR FT 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 

i t s 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 i s ordered for this MAAP, but PGW i s 

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 should recommend to the Sinking Fund 

Commission that i t review i t s fund managers. 
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PUBLIC MEETING HELD: DECEMBER 19f 1991 

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

8. ) Continue the Commission's current position regarding 

Insurance and r i s k retention at a nt-inimnm 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 i f these dollars are 



PUBLIC MEETING HELD: DECEMBER 19, 1991 

IN RE: PHILADELPHIA GAS WORKS1 PROPOSED 
BASE RATE INCREASE FOR FT 1991-1992 

actually spent. This adjustment could cause a minor cash flow 

issue and thus an additional $6,000 in interest expense i s 

budgeted. The Commission shall take a l l steps possible to 

encourage PGW to spend these dollars on meaningful projects 

this f i s c a l 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 r e f l e c t the front loading of expenses by PGW in i t s 

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 i t s accounting method for the dollars 

not collected from EAP customers when they meet their personal 

current obligations under the plan such that i t 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 refl e c t 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 i n rates included herein. J 

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

recommended by the Public Advocate and discussed below. 

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

close of the formal hearing process as being Inadmissible 

evidence. 

25. ) Accept the Public Advocate1 s position that a Strategic 

Options Study should be conducted by this Commission, but include 

$133,000 in this budget as a part i a l funding of this project. 

26. ) Accept the Public Advocate's recommendation on an 

Uncollectible Study and include $50,000 i n 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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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 i t 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) i t ' s plans to provide 

metering to interruptible customers which w i l l 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 o i l potential of i t s 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 i t s compliance f i l i n g . 

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

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

IT I F 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 i t s approval for the Municipal Service Rate. 
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34 . ) A l l necessary orders and advertisements r e f l e c t i n g the 

Commission's dec i s ion be prepared. 

ELPHXA GAS COMMISSION 

By: Ĵ TWM) PNO W UMK>^K 
LAURENCE tf. REAVES, CHAIRMAN 

ORDER ADOPTED: DECEMBER 19, 1991 

ORDER ENTERED: JANUARY 7, 1992 



PHILADELPHIA GAS COMMISSION 
1401 ARCH STREET. PHILADELPHIA. PENNSYLVANIA 19102 (215) S63-6928 

J 

January 7, 1992 

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

Attention: Steven P. Hershey, Esquire 

Dilworth, Paxson, Kalish & Kauffman 
2600 The F i d e l i t y Building 
123 South Broad Street 
Philadelphia, Pennsylvania 19109-1094 

Attention: Oliver M. Johnson, I I , Esquire 

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

Dear Counsel: 

Attached please f i n d 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 t r u l y yours,. 

BERNICE T. MOSHINSKI 
ADMINISTRATIVE ASSISTANT 

Attachment 

cc: A l l Philadelphia Gas Commissioners 
Al f r e d P. Degen, Executive Vice President 
Joseph G. Horan, Senior Vice President 
Harry A. Connelly, Vice President, Rates & Regulatory A f f a i r s 
Sydney M. Avent, Senior V.P. & General Counsel 
Kathleen C. Jackson, Assistant General Counsel 
Laureto A. Farinas, Esquire 
T e r r i M. Maloney, Vice President, Customer A c t i v i t i e s 
Josephine Hayes, Coordinator, Regulatory A f f a i r s 
Hydie M i l l e r , Economic Analyst 
J u l i o J. Lastra, Esquire" 
David M. Boonin, Executive Director 
Oscar G. Turner, Staff Director 
See attached service l i s t . 



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") 

fi l e d with the Philadelphia Gas Commission ("Commission") a 

request for a $31 million Base Rate Increase for F i s c a l 

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 f i l i n g and 

prohibiting PGW from calling witnesses until the information 

ordered by the Commission had been f i l e d . 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 

fi l e d a series of budgets to place i t in compliance with 

existing Commission Orders. 
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IN RE: PHILADELPHIA GAS WORKS* PROPOSED 
BASE RATE INCREASE FOR FT 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 eight community 

input sessions in various locations throughout the City of 

Philadelphia between November 14, 1991 and November 25, 1991. 

Written Briefs and Reply Briefs were f i l e d with the 

Commission by the Philadelphia Gas Works, the Public Advocate 

and the City of Philadelphia. In addition, a lawyer for the 

Philadelphian Owners1 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 f i l e 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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PDBLIC 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 Jonathan Saidel, 

Commissioner Ann Land and Commissioner David Boonin.1 

WHEREFORE, upon reviewing a l l of the testimony, 

statements, transcripts, exhibits. Briefs and Reply Briefs, 

the Commission now renders i t s decision on PGW's Proposed 

$28 million Base Rate Increase for F i s c a l Year 1991-1992.2 

A Memorandum & Opinion w i l l be issued shortly by the 

Commission further explaining the Commission's December 19, 1991 

Decision, 

I t i s hereby ordered that the following adjustments 

be made to PGW's Proposed Operating Budget for F i s c a l 

Year 1991-1992: 

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

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

1 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 i s proposed to PGW's budget, 
reference i s being made to PGW's August 9, 1991 
f i l i n g , as amended by the GCR Stip u l a t i o n . 
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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 

i t s 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 i s ordered for this MAAP, but PGW i s 

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 should recommend to the Sinking Fund 

Commission that i t review i t s fund managers. 
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8. ) Continue the Commission's current position regarding 

insurance and r i s k 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 1s recommendation concerning 

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

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

and reduce expenses by $262,000. 

14. ) Accept the Public Advocate's position regarding I n j u r i e s 

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 i f these d o l l a r s are 
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IN RE: PHILADELPHIA GAS WORKS' PROPOSED 
BASE RATE INCREASE FOR FY 1991-1992 

a c t u a l l y spent. This adjustment could cause a minor cash flow 

issue and thus an additional $6,000 i n i n t e r e s t expense i s 

budgeted. The Commission s h a l l take a l l steps possible to 

encourage PGW to spend these dollars on meaningful projects 

t h i s f i s c a l year. 

16. ) Reject the Public Advocate's position regarding the $18 

mi l l i o n d o l l a r 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 r e f l e c t the front loading of expenses by PGW i n i t s 

c a l c u l a t i o n 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 i t s accounting method for the dollars 

not collected from EAP customers when they meet t h e i r personal 

current obligations under the plan such that i t appears as a 

decrease i n revenues rather than an increase i n u n c o l l e c t i b l e s . 
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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 
.3 

overall reduction in rates included herein. I 

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

recommended by the Public Advocate and discussed below. 

24. ) Reject a l l 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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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 i t may be an issue i n 

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) i t ' s plans to provide 

metering to interruptible customers which w i l l 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 o i l potential of i t s 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 i t s compliance f i l i n g . 

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

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

IT I F 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 i t s approval for the Municipal Service Rate. 
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IN RE: PHILADELPHIA GAS WORKS1 PROPOSED 
BASE RATE INCREASE FOR FY 1991-1992 

34.) A l l necessary orders and advertisements reflecting the 

Commission's decision be prepared. 

ILADELPHIA GAS COMMISSION 

By: ^-MSJ^PM/n W \ \}' v y ^ ^ ^ N 
IAURENCE W. REAVES, (^AIRMAS 

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 
Original Agreement DaSed December 29, 1972 

Includes Amer.d.x.enis Through Dece:nbe: 31, 1995 



Original Agreement berv/een the City of Philadelphia and the Philadelphia Faclities 
Management Corporation was executed on December 29,1972, for the management and 
oaeration of the Philadelphia Gas Worts, pursuant to an Ordirur.ce of City Council, approved 
December 29, 1972 (Bill $455), and to Resolutions of the Board of Directors of the Corporation 
adopted at a meeting held on December 13, 1972. 

Agreement amended, pursuant to an Ordb.ar.ce of City Coundl, approved December 14,1973 
(Bill £1021), relating to gâ  rate discount fc: Senior Citizens. 

Agreement amended, pursuant to an Ordinance of City Council, approved Way 3G, 1975 (Bill 
£1870), relating to Gas Works Revenue Bonds. 

Agreement amended, pursuant to an Ordinance of City Council, acccoved November 1.1976 
(Bull #395), relating to Company's management fee. 

Agreement amended, pursuant to an Orair.ance cf City Cour.cii, approved June 22. 1975 (Bill 
?1410), relating to Temporary nx.ar.dng-

Agreement amended, pursuant to an Ordinance of City CoundL approved April 10, 1979 (Bill 
#1374}, relating to Company's management fee. 

Agreement amended, pursuant to an Ordinance of City Council, a so roved June 11, 1979 (Bill 
#1945). relating to Management personnel provided by company; producticr. purchase and 
deliver/ o: gas; paving recuirements: narural gis standards; heating value standards; 
attendance a; meetings; dassification of ser/ice; definitions and indemniticatic-s. 

Agreement amended, oursuant to an Ordinance of City Council, acorcved Seotembet 5, 19SQ 
(BUI ^319), reladng to Company's management fee. 

Agreement amended, pursuant :o an Ordinance o; City Council, ac2roved Seotember 5, 1950 
(Bill #320}, -relating to Company's management fee. 

Agreement amended, pursuant to an Ordinance of City Council, acoroved September 5, 1950 
(Bill *32l), reiaring to Gas vVcrks Temoorary Loan. Notes. 

Agreement amended, pursuir.: to an Ordinance cf Citv Council, ac^roved June 23, 1931 (Bill 
"75C), reianng to Temporary rLnancing-

Agreement amended, pursuan: to an Ordinance cf Cir/ Council, approved Secrember 22, 1932 
(3:11 3 13:5), relating to change Ln fiscai year basis. 

Agree men: amended, pursuant to an Ordinance cf City Counc:, acocoved December 3, 193 2 
(3iii fFl3U), relating to Temporary rLnandng. 

Agreement amended, pursuant to an Ordinance of City Coundi approved April 11, 1990 (Bil: 
*737), reiatins: to ccmpensat-.cn. 

Agreement amended, pur sum t to an. Ordinance of City Council approved December 23, 1995 
(Bill £1250), relating to Company's management fee. 

Mj.'Tir.j:'. r.ctiS cr; r.ct pzri cf U:; agfeszi'r.:. bu! sr; provided for ccr.Ji-iir.c? cf us:. 



AGREEMENT made this 29th day of December, 1972, ?arties and dues 
by and between the CITY OF PHILADELPHIA (hereinafter 
called "City"), and PHILADELPHIA FACILmES 
MAiMAGEMEMT CORPOR-ATTON, a corporation organized 
and existing under the laws of the State of Pennsylvania 
(hereinafter called "Company"). 

WITNESSETH: 

WHEREAS, the City is the ov/ne: of a group of real 
and pecsonal assets known, as the Philadelphia Gas Works 
("Gas Works"); and 

WHEREAS, the City'desires to provide quality gas 
services to its citizens at reasonable rates; and 

WHEREAS, the Company is a non-profit corpcratic; 
organized for the specific purpose of operating the 
Philadelphia Gas Works. 

N'OW, THEREFOR;:, the parties to this Agreement, 
intending to be legally bound, agree as fellows: 

SECTION' r 

Gcnerci 

1. The City hereby authorizes Company cn the Au::-.;r:>.y is 
terms and conditions herein set forth to manage and tr^ngi cpsrsu 
operate all the property, real and personal, ccllecttve'.v Frc?-r:? 
kno'.vn as the Gas Works, for the sole and exclusive benefit 
of City; provided, however, City may retrieve from, the Gas ~-v rr.r.g-j: 
Works any property or ecuipmen; which City determines to m^ptus prspen-j cr 
be unnecessary to the efficient and economic operation or equiprr.snt ~ 
the Gas Works. 



2. City, to the extent that it has or shall have the 
authority o: power so to do, authorizes and empowers 
Company to maintain, change, alter, replace, repair and 
operate the Gas Works and appurtenances along and 
beneath the surfaces cf the highways, streets, avenues, lanes, 
alleys, ways and public places in City, tor the supply and 
distribution of gas, subject to provisions hereinafter set 
forth. For these purposes Company may enter upon, occupy '-a 

and open all said highways, streets, avenues, lanes, alleys, kign^sys 
ways and public places, and supply and distribute gas 
through pipes laid therein. 

3. During the term of this Agreement, Company Ccr-.par.y io 
wil l maintain the Gas Works for the sole and exclusive n:=:r.:s:r. Gas 
benefit of the City, including alt additions, extensions, 
betterments, and improvements made thereto, in good 
order and efficient operating condition. Upon termination 
of this Agreement by expire tion of the term or by anv other 
means. City, its agents, servants, cr employees shall be 
entitled without further payment to Company to use all 
processes established at the Gas Works for the manufacture 
or distribution of gas of any type cr kind. To the extent that 
use of any such process is authorized by a contract with a 
third party. City may at its oo-tion either continue the use of 
such process Ln accordance with the terms of such contract 
cr mav discontLnue use cf such process. 

p-'ZasiiS :ipc 
l-rr.ir.zlior. 

4. Company shall not assign o: subcontract this 
A.greement or any rights hereunder to any person or 
ccr-oration, nor delegate anv duties hereunder. 

5. Company's primary obligation shall be to asply nighssi 
the highest standards of management practice and diligence .T.-r.-^.-iicnf 
to the operation cf the Gas Works. stsnditdi -

'nscomjnencarions" in the Ordinaries. 



6. Company shall provide the following Msnagement 
personnel for the operation of the Gas Worlds: ptnonnel provided 

by Corr.par.y 

(a) a chief executive officer; 
(b) a chief operating officer; 
(c) a chief financial officer; and 
(d) such other personnel as deemed 
appropriate by Company. 

All such, personnel shall be subject to the approval of the 
Gas Commission, which approval shall not be unreasonably P£rscr.r.gl subjia to 
withheld. Ln the event the Gas Commission fails to C c s Ccn-.r-.-.ss'.cr. 
approve any such personnel they shall be replaced by eppravs-. 
approved personnel forthwith. 

7. Company shall file semi-annual reports with 
the Gas Commission setting forth all salaries, fringe Ccr-.pcr.y ta f.U 
benefits, expenses and costs incurred by Comoany in ss.-ri-ar.r.-jst npans 
carrying cut its duties and responsibilities under the terms 
and conditions of this Agreement. 

ScCTTOiVG 

PrcductiQn, Purchase cr.d Delivery of Gcs 

1. The Company shall take ali reasonable steps to C-r-r.-'.'v shall 
insure tha: the capacity of the Gas Works to manufacture, ir.t:>. nz^.r^er.is 
provide and distribute gas is at al! times sufficient cor the 
estimated maximum reauirements of £as users in the Citv 
of Phi I ad eio hia. 



2. Company may purchase natural gas or other Approval of 
gas from other parties pursuant to contracts and agreements purchase cf gis 
for such purchases which are first submitted to the Gas 
Commission for its recommendations and approved by City 
Council; except that in temporary or emergency situations. 
Company may purchase natural or other gas from ether 
parties and then seek the approval for such purchase 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 
supoly if continuing shall immediately terminate. 
Company snail have the right to contract with others for the 
distribution and/or transmission of such gas to the Gas Appro.zi of nzr^.-zi 
Works or its facilities which are ancillary, attendant or gss^delivsry 
related in any manner to purchase o: gas after such contracts /SC.I-.J-.CS 
are first submitted to the Gas Commission for its 
recommendations and approved by City council. 

3. Company, to the extent permitted by the Cinrgcs i ; 
lawfully constintted authorities, may enlarge or extend the iMs.'s.̂ rrs fzr 
facilities for the distribution of gas to an agreed-upon :z:£r.s:cr.> 
customer meter location as may be necessary to meet the 
demand for gas. Ln any situation where such enlargement 
or extension of the Gas Works' faciii'ties will place an 
unreasonable financial burden upon the then existing 
customers, in view of the anticipated revenues to be 
expected from such enlargement cr extension Comoany 
shall make reasonable charges for the same as defined from 
time to time Ln Company regulations which are approved 
by the Gas Commission. 

4. The intention of this Agreement is that all 
changes, additions, extensions, betterments, improvements, 
alterations and replacements in the Gas Works and in the Cmnpar.y shall 
mains, pipes and appurtenances thereof, and in the property r—v.Mtr. Gcs_ 
needed to meet the demands for gas as herein provided, Korcs :r. gec* or-tr 
shall be made Ln such a way and manner as shall maintaLn 
the Gas Works in good order and condition with the best 
and most economical processes in use that are customary Ln 
the best regulated gas works, to the extent permitted by 
funds available for said purposes. 



5. All openings, excavations and repaving shall 
be made subject to such general rules, regulations, F--:-^ r^iremer.a 
speciricacions, ordinances and such Acts of Assembly as may-
apply, as from time to time shall be in force concerning the 
opening, excavation and repaving of streets and the 
protection of travel along the same, and the trenches shall 
be refilled and repaved with the same material and 
character of paving as before they were opened, unless 
otherwise ordered by the Streets Commissioner. Refilling 
and making opening safe for traffic shall be completed by-
Company within five (5) days after the pipe, services, or 
mains have been laid, and said repaving shall be completed, 
weather permitting, within sixty (60) days thereafter. 

6. AU ordinances, rules and regulations of City -V-y n^.zihns 
regulating the safety of the pising and fixtures of houses or 
buildings shall be bunding upon Company. 

SECTION7 EH 

Sl.2r.dards of Gss 

1. General 

Company may supply straight natural gas in .v.-.-u.-r.' gzs 
accordance with the standards provided for Ln the General stzr.d-zrds 
ierms and Conditions of the suoolier Comoany's Tariffs on 
Hie with the Federal Energy Regulator/ Commission and 
incorporated by reference in the A.greements for the 
purchase of natural gas, to which the Company, City and 
Supplier companies are parties. Also for supolemental [r.nrdisr.gtzbU 
purposes, the Company may, as necessary, suooly other s:tppie<r.s.-.iz: gz 
gases interchangeable and compatible with natural gas. 



2. Testing—Faciiiiiss and Inspection 

Adequate facilities for testing the heating value t'sting 
a_nd purity of the gas shall be provided at the Gas Works' fzzUHies 
expense and equipped with calorimeters for continuously 
determining the heating value of the gas, apparatus for 
determining presence of sulphureted hydrogen in the gas, 
apparatus for determiring total sulphur content, apparatus 
for determining total ammonia content, apparatus for 
determiring specific gravity of the gas and such other 
apparatus customary and necessary for such purposes, or 
which wi l l be found to improve the rapidity and accuracy c: 
such testing. 

The location of testing facilities shall be icczt-an of ustir.g 
selected by Company, and approved by Gas Commissicn. f:ciii:i^ 

Tne design, and-accuracy cf all testing apparatus C:rt:fk::ion o; a: 
when desired by City, Gas Commission or Company shall be eẑ ip.-r.;.-: 
cectified by the United States Bureau of Standards. 

Standards and tests specified herein mav be Chs.-.g* i :n 
stzxdzrzs sr.z frs.'i changed and altered from time to time as recommended by 

Company and approved by Gas Commission. 

Citv and Gas Commission shall have the right C i : i ' ' r ' " G 5 5 

at al! times bv its prcoer officers, during the term of this Co^^o* h^> 
Agreement, to test tne quality and pressure of gas. Full 
facilities for these purposes shall be afforded by Company. 
All such tests shall be made in the presence or a 
representative of Company. Accurate written records of 
suen test shall be maintained by Comcany. 

3. Heating Vain;--Requirements And 
Determir.a! ion ' 

The monthiv average total heatins; value of the Hsatitig zzl-.a 
gas, wnen cetermined as provided below, shall not be less S.J/T-̂ .-CS 

than 950 British Thermal Units per cubic foot, measured at a 
temperature of 60° Fahrenheit and a pressure of 30 inches of 
mercury. 



The daily average .total heating value shall not differ from 
the monthly average total heating value to such extent as to 
Interfere with the satisfactory functioning of consumer 
appliances. 

Tne total heating value of the gas shall be Ddly rizordir.g 
continuously recorded .daily unJess prevented by 
circumstances beyond the Company's control. 

The monthly average total heating value of the /U'r.'-f; n-.c.-.thiy 
gas shall be the average of the daily averages of the total viluc 
heating value for that month. 

Tne daily average total heating value shall be Avtrz^s dzily . 
the average of 24-hourly readings. uslue 

4. Puriiu—Ri^uiriTr.snls end Diiirnzinatiar. 

SulphurtUi rJ*ydro£?"-Tne gas shall contain Suipkvrcitd 
no: more than a trace o: sulph'ureted hydrogen. Tne gas k-jd.-z îr. 
shall be considered to contain not more than a trace of 
sulohurated hvdro^en if a strio o: white filter oaoer 
moistened with a solution containing five per cent by 
w-eisiht of lead acetate is not distinctly darker than a second 
paoer freshly moistened in the same solution after the first 
paper has been exposed to the gas for one and one-half 
minutes in an apparatus of approved form through which, 
the gas is flowing at the rate of approximately 5 cubic feet per 
hour, the gas not impinging directly from a jet upon the test 
paper. 

Total sniphu.-'-Tns gas shall contain in each Sulphur 
ICO cubic feet not more than 30 grains of total sulphur. 

Awrrtorrfj-The gas shall contain in each 100 Amrr.or.ia 
cubic feet not more than 5 grains of ammonia. 



5. Pressure Rzgulaiions 

Company shall maintain pressures throughout Ccs pnssurs 
rcamrsrr.cr.ls 

Pnssitre rezd:r;g. 

the City within limits compatible with the satisfactory 
utilization of gas and as more fully defined in the Rules and 
Regulations* of the Company's Tariff and as approved from 
time to time by the Gas Commission. 

Company shall take pressure readings 
continuously in representative locations throughout the 
City, which readings shall be available to representatives of 
City and the Gas Commission upon request for a period of 
one year prior to the date of such request, cr in compliance 
with the rules issued from dme to time by the Gas 
Commission. 

Gas Commission may order Company by Ad-ust^r.ts of 
written notice to adjust pressures to acceptable limits for pr;s:ur;s 
satisfactory utilization of gas, and due diligence shall be 
employed by Company to adjust pressures at such points to 
within such acceptable limits. If compliance with the order 
of the Gas Commission shall require the installation of new 
apparatus or mains. Company shall be allowed six (6) DiUw in 
months, after the necessary financing has been secured to ccmp'.-.s.-.c* 
obtain permits for opening of streets and for the laying of 
the mains and the Installation of the necessary apparatus. 

SECTION rv 

~.ccc'.;ntir.? Mftkodi; OptrrMng Budget and Forecast; 
Cap:id Budget end Fcrzczsi; Tenpcrnry Financing and 
Fir.zxcic! Statements 

1. Accounting Meihods 

(a) In General 

A::our.i:.-.g ic bi cn 
Tne accounts and reporting shall be on ccc-^-f nailiad 

the accrual methods Ln which the accounting for 
depreciation shall be as described Ln subsection 1(b) herein. 



The Gas Works revenues and expenses shall be operated 
and accounted for an extended period basis from July 1,1981 
to August 31, 1981, and on a fiscal year basis commencing 
September 1, 1982 and terminating August 31, 1983 and rise:'. y«r 
from September 1 to August 31 from year to year thereafter. Stptrr.zer ± to 
Accounting shall be employed to show separately the ^-r- 5 , 

operating accounts and the capital accounts. Operating and 
capital accounts shall follow generally the classifications 
specified by the Public Utility Commissicn of Pennsylvania, A ^ 'Gn—> 
expanded or altered, as required by the Director of Finance to pJJ^ r's C 

portray the special charges and special accounting oresenbed 
in this agreement, 

(b) Depreciation 

Tne re shall be established and 
maintained a reserve for depreciation reasonably estimated D;p.-t:iz::ar. cn 
to be adequate to care for the retirement (due tc exhaustion, cr:$:-;: c=s! 
wear and tear and obsolescence) of property at original cost. 
Tne amount necessary tc be credited to the reserve each year 
for such purposes shall be charged to operations. 

(c) Emp'Q'jei Retirement Costs 

Tnere shall be provided for and 
charged to operations annually retirement cost for retired 
employees and employees still In service on the following 
basis: 

ro: retired employees, the RtH.-ei tr.plcyea 
amount necessary to meet current payments to them under 
their retirement schedules. 

An additional amount, as 
determined by the Director of Finance, shall be placed in a 
retirement fund to be held and Invested by the Sinking 
Fund Commission. Such additional amount shall be 
cetermined by the Director of Finance after taking into 
consideration the current payrolls, the retirement schedules 
then in effect applicable to various classes of employees and 
the extent to which it appears desirable and reasonable to 
build uo such fund in current and future years. 



To this end, the Director of Finance at appropriate times 
shall obtain competent actuarial advice and shall have 
available at all times a report made within the immediately 
preceding five (5) years by a competent actuary based upon 
an. actuarial investigation cf the pertinent factors with the 
costs to be paid by the Gas Works. Payment out of such 
funds shall be subject to the approval of the Director of 
Finance as to amounts and when and how payable. 

Any proposed change in the 
retirement plan, schedule or system recommended by Rsiirsner.: p!. 
Company first shall be transmitted to the Director of chsr.gss 
Finance for his approval and then transmitted to City 
Council for its approval, for which purpose there shall be 
made available to the City Council an appropriate actuarial 
report prepared under the direction of the Director of 
tr;* mance. 

2. Budgets 

No employee of Company shall be zr-.picys: 
entitled to be paid a retirement o: separaticn allowance tiigibikiy 
unless and until he can establish his direct and immediate ^-S.-S-TS 

and exclusive connection as such employee with the Gas 
W'arks whether under the present operator or former 
operator. 

All such retirement and 
separation allowances which are paid during the Cbi-gd-jr. of d-.y 
continuance of this agreement and the terms of which, as so ! o ^• ' • ' "^ i c 

approved, require their continued payment after its pir.%;z..> 
termination, shall be thereafter paid by City, or City shall 
cause the same io be paid by any person succeeding to the 
operation of the Gas Works. 

(a) Ope-ziing 5ndgsi end Forecast 

There shall be prepared annually Optrztiig budgsi 
an operating budget for the ensuing year and an operating 
forecast for four (4) years comprising the ensuing year and 
the three (3) years next following. 

10 



Such budget ar.d forecast shall be prepared by Company with 
the aid of the Director of Finance; shall be consistent with 
the accounting methods prescribed in Section IV (1); and in 
general shall be in form and extent satisfactory to the 
Director of Finance and Gas Commissicn. Tne operating Apprzuz! cf 
budget and forecast shall be subject to the aporoval of the opsnxng fc-.'-j?: sy 
Gas Commission. ' C J S Z"*™"** 

fo) Capital Budget ar.d Forecast 

Tnere shall be prepared annually a Cm':^/ 
proposed capital budget fcr the ensuing year and a forecast 
for six (6) years comprising the ensuing year and the five (5) * 
years next following. Such budget and forecast shall be 
prepared by Company; shall be consistent with the 
accounting methods prescribed Ln Section IV (1); and in 
general be in form and extent satisfactory to the Director of 
Finance and the Gas Commission. 

The proocsed budge": and forecast first 
shall be transmitted to the Director of Finance and the Gas Appro-::', cf c-pi-.d 
Commission for their recommendations thereon. The s-2»s: u:iy 
Director of Finance and Gas Commission shall transmit Csunz:: 
such budget and forecast together with their 
recommendations thereon to City Council for its aoprcval. 
Tne submission of the proposed budget and forecast to the 
Director of Finance and Gas Commission by Company shall 
be made in sufficient time fcr their review and for the 
Director of Finance and Gas Commission in turn to submit 
the said'budget and forecast together with their 
recommendations thereon to City Council no later than the 
middie cf the fourth mcr.:h preceding the beginning of the 
Gas Works' fiscal year, so tha: City Council may act on it at 
teas; thirty (30) days prior to the next ensuing fiscal year. 

The caoital budget and forecast shall 
include a showing of the nature of the proposed capital Kziurz cf cz?::z'. 
additions and replacements, the amounts needed therefor nvns 
and how the funds required are to be supplied as between— 

11 



(i) funds generated within the 
business through charges to customers or otherwise; and 

(ii) funds to be obtained through €:?::='• loc.-.s 
capital loans. 

cr.zng'S 

At any time during the fiscal year, or before the budget 
accounts are closed for the year, the division between (i) and 
(ii) above may, if conditions so warrant, be changed or the 
total thereof increased upon recommendation of the 
Director of Finance and the Gas Commission and upon 
approval by City Council. 

In the event that capital loans are ^ _ r _ f c f (.._. 
required in any year.under (it) above, plans therefor shall be tctins" ' ' 
submitted to the Director of Finance for approval cf the 
amount of loan and the method of effecting it, and then 
transmitted to City Council for its approval. 

(c) Expenditures Purs-sr.i Jo Budgets 

All expenditure and commitments c^ ^"~~'-iJ^n 

therefor shall be made pursuant to such approved budgets "'l"-" 
and subject to rules and regulations, if any, promulgated by " r 

the Gas Commission in correction therewith. 

3. TsTr.porcry rir.ar.cing 

Short-term leans not exceeding twenty mi-lion •^/t'c'-'-s' 
dollars in amount or fweive months in duration may be 
negotiated in anticipation of revenues, except that short-
term loans exceeding twenty million doiiars but not 
exceeding forty-rive million dollars in amount may be 
negotiated in anticipation of revenues for Fiscal Year 19S2 o: 
the Gas Works and may be outstanding during the period 
July 1, 1931 through June 30, 1952. If such loans are • 
required, plans therefor shall be submitted to the Gas 
Commission and the Director of Finance for approval of 
amount of loan. The amount of any such loan shall also be 
subject to the approval by resolution cr by ordinance of City 
Council. 

12 



Tne Gas Works may also receive temporary 
advances from the City in anticipation of revenues which 
are anticipated to be received by the Gas Works provided 
that such advances do not exceed twenty million dollars Ln 
amount or twenty-four months in duration; provided 
further, however, that during the period June 30, 1981 
through June 30, 1983/such advances may exceed twenty 
million dollars but shall not exceed forty-five million 
dollars in amount. The amount of each such advance shall 
be subject to the prior approval of the Director of Finance 
and the Gas Commission and to the approval by resolution 
or 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 
outstanding may be incurred for hnancing accounts 
receivable and the purchase of inventory for the Gas Works, 
as authorized by applicable law. If such leans are required, 
plans therefor shall be submitted to the Gas Commission 
and the Director of Finance fcr approval c: the aggregate 
crincioal amount of such loans which mav be outstanding 
at any single time. Such, aggregate principal amount shall 
also be subject to approval by resolution or by ordinance of 
City Council. 

4. Finzr.cicl St-zUmr.iS 

Company shall within a reasonable time after . r-rr.isr.i.-.g cf 
the close of the Gas Works' fiscal year furnish to the Mayor, fmanazi 
the Gas Commission, the City Controtier, the City Solicitor. ^^'ll'.' h' 
the Director of Finance and City Council a financial '•^u"-' 
statement o: such year in form and extent satisfactory to the 
Director of Finance and Gas Commission. Such financial ciV. to audit 
statement shall be audited by a certified public accountant in finsxcisl stsisftur.i 
accordance with generally accepted accounting principles. 

All books, records and accounts of the Gas ^ - r " ^ ?CW to 
Works shall be kept'separate and apart from ali other books, I'^kc-t sWrciV 
records and accounts o: Company. The City Controller and 
the D-rector of Finance and Gas Commissicn may examine 
or cause to be examined the books, records and accounts of • 
Gas Works for the purpose of auditing and reporting upon 
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such financial statement to the Mayor, the Gas Commission, 
the City Council, the City Solicitor and the Director of O'ly cont.-otur. 
Finance; and the Director of Finance, Gas Commission and D-.rictar cf Fir.zr.c: 
the City Controller shall at all times hereafter, for such 
purpose or for the purpose of ascertaining any facts Ln 
relation to the operation of the Gas Works and the 
performance of the obligations of Company, have full and 
free access at all reasonable hours to the related books, 
records and accounts of Gas Works. 

sr.d Gcs Ccm.-r.-Siicr. 
rrsy ludi: bcoks 

.-ur.-wsfl.v^s or 

Company shall furnish the Mayor, the Gas 
Commission, the City Controller, the City Solicitor, the 
Director of Finance and City Council with copies of regular 
in re rim financial or operating reports, prepared for periods 
within the fiscal year, which any such parties may 
reasonably request. 

SECTION V 

Insurzr.cz; Err.iner.1. Dcrr.zin 

1. insurance 

Company shall injure against loss the Adzsixt: tr.sitrs.-.cc 
buildings, machinery, and equipment and other property of ''c c~ P^-^*-
the Gas Works and other risks tc the Gas Works, all of 
which shall be insured to the extent that such property and 
risks of gas companies are usually insured except that the 
Gas Commission may provide otherwise in its discreticn. 

2. Eminent Domaiv. 

In the event that Company shall be lawfully 
required to remove or reconstruct any portion of the Gas Zxerz'iu cf nfm cf 
Works, or to acquire additional land or property therefor, in s.-ndzmi'-r. 
consequence of the taking c: any of the land cr property of 
the said Gas Works by the United States, the State of 
Pennsylvania or the City cf Philadelphia, in the exercise of 
the right of eminent domain, or for any other reason 
whatsoever, the cost and expense thereof shall be accorded 
appropriate accounting treatment. 
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SHCTION' VI 

Gcs Commission 

1. Tr.e Gas Commission as it is presently 
constituted shall be retained. Ritziasi 

2. Tne Gas Commission shall consist of the City 
Controller, two members appointed by City Council and two 
members appointed by the Mayor. 

5. Tne Gas Commission shall have the power 
and authority to obtain such professional services and to 
employ experts, consultants and such other personnel as in 
its judgment shall be deemed necessary, their compensation 
and expenses to be considered an operating expense of the 
Gas Works. 

3. Tne members of the Gas Commission 
appointed by the Mayor shall be designated'for four year Tsrrr.s of ojj-.c: 
terms to hold office until their successors are appointed and 
qualified. Tne City Controller shall hold office during his 
incumbency and until his successor has been elected and 
qualified. Tne members of the Gas Commission aoocinted 
by City Council shall be designated fcr four year terms, to 
hold office until their successors are appointed and 
qualified. Tne terms of all members o: the Gas Commission 
shall terminate if this agreement is terminated by either 
party prior to the expiration o? their respective terms. 

4. Members c: the Gas Commission shall receive Coir.pir.sziicr. 
compensation as fixed by City Council from time to time. 

r to kin 
-is 
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6. A statement of the expenses of the Gas Sta :£7r,£ni of 

Commission shall be filed anmialiy by the Gas Commission expenses to be fled 
with the City Controller and copies thereof transmitted to ar.r.uztly 
the Mayor, the City Solicitor, the Director of Finance and 
City Council. 

7. Company shall keep the Gas Commission fully Ccrr.pzr.y io i-rrr 
informed of its plans for operation, improvement, Gas Cfl«—-.sr-c-
extension and betterment of the Gas Works. ^PrTr-£i 

8. Tne Gas Commission shall hold regular 
meetings and shall conduct all Commission business 
thereat. Tne City Solicitor and the Director of Finance or 
their designates or deputies shall and the Chief Executive Reg-jkr mssiir.gs 
Officer of the Gas Works or his designates may attend all 
such meetings of the Gas Commisston. 

9. The Gas Commission shall have the 
responsibility fcr the overseeing of the operation cf the Gas RispsnsibHHy. 
Works by the Company. Ai l power net specifically'granted pc^f.-s, 
to the Company shall reside in the Gas Commission. 

SECTION' VU 

Css Rciss 

1. Tne Gas Commission shall fix and regulate Gcs cennzisiia'. 
rates and charges for supplying gas to customers, other than r l - ' % 

the City and the Board of Education, without further 
authorization of City Council, which (together with 
revenues for gas supplied to the City and to the Beard of 
Education and other revenues of the Gas Works aualifvins .-:>s; class C;.:-J 

as "project revenues" as such term is defined in Section 2 of Rever.ue Sard A: 
Tne First Class City Revenue Bond Act) wil l , in each fiscal 
year produce revenues, at a minimum: 

"prziiCt R;ver.::;s' 
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(a) Sufncier.t to pay all of the operation and Rji£s !o include 
maLntenance costs and expenses of conducting the Gas Operating 

• 1 * 1 - , r r " ' " * " ' — iS 

Wor-cs enteronse and to oay tne interest and amorttzaUcn "**'' " ~ 
becoming due in such fiscai year on debt incurred for the 

in Section 0/ 1. (b); 

(ii) Charges for employees' retirement 
costs as prescribed in Section IV 1. (c); 

• FY1996 S700(G00 

FY1997 . 5725,000 

FYI995 S750,0CG 

• FY 1999 5775,000 

FY20C0 5500,000 

r^'2001 and thereafter The prior fiscal year's 
maximum amount adjusted to reflect the percentage change 
in the Consumer Price Index for All Urban Consumer (CPI-
U) Ali Items Index, Philadelphia, Pennsylvania, United 
States Department of Labor, Bureau of Labor Statistics, as 
most recently published and available to the Director of 
Finance on March 1 of each such fiscal year; and 

Gas Works, including, but not limited to: t f - i ; 

(i) Charges for depreciation as prescribed Oepnciz'.izn 

(iii) A management fee to Company M^n r̂.-rr-.-r.' 
equal to the actual cost to Company of managing the Gas 
Works but not to exceed the sum of: 

(A) The amount needed to pay or s-iia.-i'rs 
provide for the payment of base salaries for the Chief 
Executive Officer, chief Operating Officer and Chief fLnancia: 
Officer and tc pay the other expenses o: the Company, net to 
exceed the following amounts for the specified fiscal years: 
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(B) Incentive compensation, i / 
any, awarded to Company management at the discretion of Incextive 
Company's Board of Directors, in total amount not to exceed campsnsatun 
5150,000 oer annum and in an amount per emplovee not to 
exceed 575,000 per annum. Incentive compensation shall be 
payable only pursuant tc performance standards established, 
and performance measured against such standards, by the 
Board of Directors cf the Company. Tne 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 o: the Gas Works' financial plan, customer 
service, billing and collection efficiencies and develooment 
of new revenues (other than from general rate increases). 

Tne Gas Works shall reimburse Company against vouchers 
on the first day of each calendar month for monies 
expended for the operation of the Gas Works in the 
previous calendar month. 

(iv) Expenses of the Gas Commission; and G " s Cĉ —sycc-
tzptrAts 

(v) Ali sinking fund charges payable in respect cf 
principal and interest cn all obligations of the City issued for 
cr with resoec: to the Gas Works and, with respect to Gas 
Works Revenue Bonds issued pursuant to Tne First Ciass 5 

City* Revenue Bond Act, such additional amount as may be "*'*". . . /-
recurred to comply wim any rate covenant and sinking fund vv"o.-<s Re-T.y.i 
reserve requirement approved by ordinance of City Council Sends 
in connection with the authorization or issuance of Gas 
Works Revenue Bonds. 

(b) Sufficient also (together with the excess cn a 
cumulative basis of internally generated funds available for dmrzl czpsnsss 
the 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 been applied to such purposes and 
shall be available for the payment of general expenses of 
such fiscal year and, subject and subordinate to the payment 
o: provision for payment of all operation and maLntenance 
costs and all sinking fund and sinkLng fund reserve 
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recuiremenLS as set forth in subparagraph (a) of this 
subsection 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 513,000,000 payable in 
the amount of 54,500,000 on each February 1, March 1, April 
1 and May 1, provided that the Gas Works may defer this 
payment to any time berween said due date and June 30 of 
each year in which event i i shall be assessed interest on the 
principal amount of prevailing rates, to be determined by 
the Director of Finance and the Gas Works, from the said 
due date of the date of payment or such different amounts at 
such different times, not greater in annual aggregate 
principal amount, as City Council shall prescribe; 

(ii) To provide appropriations, to the extent not 
otherwise provided, for prepayment of debt and for capital 
additions which have been determined by the Gas 
Commission to be reasonable and which have been 
approved by City Council; and 

(iii) To provide cash, or equivalent, for 
w-orking capital in such reasonable amounts as may be 
determined by Company to be necessary and as shall be 
approved by the Gas Commission. 

(c) Anything tc the contrary herein contained 
nc:w:ih5randin£, Companv mav continue to budget and 
report revenues and expenses in the form and by the 
methods heretofore used and the Gas Works shall continue 
to pay cut of its revenues all of the expenses set forth in this 
subsection I , and all other expenses necessary and proper to 
the operation of the Gas Works, excepting only the 
Company's own personnel and administrative costs which 
are payable out of the management fee. 

Pz-jrr.*r.:s to City 

'forking czpiis! 

:Vcrt-crj/: szper.siS 
ir.c'udid I'.I 
iSii.-na'.dS cf rzvc;::t: 
naitirsrr.sr.is 
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For the purposes of clauses (a) and (b) of this subsection 1., to 
the extent that operating expenses do not represent an actual 
outflow of funds (e.g., depredation) such amount may be 
included in ascertaining whether revenues are sufficient to 
meet other costs, expenses and requirements of said clauses 
(a) and (b). Company shall at all times to the extent of its 
authority observe and comply with ali terms, covenants and 
provisions of all ordinances enacted by City Council relating Corr.par.y to ccrr.pJy 
to the Gas Works including without limitation, ordinances t ^ 7 r ' s °' C i : > ' 
enacted pursuant to Tne First Class City Revenue Bend Ac; 
authorizing Gas Works Revenue Bonds. 

2. Upon any change in the rates fcr gas, the Gas 
Commission, at least thirty (30) days prior to the effective 
date thereof, shall notify City Council ar.d give public notice 
by advertisement once in one or more daily newspapers 
having a circulation of at least 10,000 published in the City 
c: Philadelphia, of the rates for gas tc be charged. 

Cc-^r;: ordir.ar.C£S 

Public nctic; of r:i; 

3. Company shall furnish to the City and the Hoard of C ; : s f c r 

Education, delivered in their various public buildings aions: tr-jr.-.c-.ps: purpasn 
the lines cf its mains, such amounts of gas as may be 
required by the City or the said Board. Rates fcr gas fcr such 
public purposes shall be established from, time to time by the 
Gas Commission upon the recommendations of Company 
and subject to approval by City Council. 

4. In connection with any gas rate study or matter Co.-rpcny tz furr.is'r. 
related thereto. Company shall furnish the Gas Commissicn l c c ^ 
such data as may reasonably be required therefor. Co.-r.^.-.ssior. 

5. Ln the determination of rate schedules for gas, the 
Gas Commission shall establish and apoly non- N'or-f rjcri^-Rsrc; 
discrimLnatory rates based on suitable and reasonable T - i £ > 
classification of the services provided, taking into 
consideration the preparation of such schedules, the nature ... .. _ f 

and purpose or tne use, tne quantity used, tne time ot year 
when used, the available supply of gas and other comoetinE 
fuels, the maximum demand, and such other factors," 
including state, and federal laws, regulations ot guide lines. 

'cui!i:v" the Ordinance 
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as may be appropriate to the economics cf the purchase, 
manufacture, distribution and sale of gas and consistent 
with tine Intent and purpose of this ordinance and/o: 
Agreement. Such rates may provide for sufficient revenue 
to stabilize them over a reasonable number of years. 

6. If conditions warrant, the Company shall pay to the Add-.t-.a—! city 
Cir/ , but only from any excess described in clause (b) oc psyfr.£...s 
subsection 1. of this Section VII , such amounts, in addition 
to those set forth in clause (b) (i) of subsection 1. of this 
Section VII , as may be determined and agreed upon by the 
Gas Commission and Cirv Council. 

7. The Gas Commission is authorized to establish 
rates for gas users authorizing a reduction in gas rates, in the 
amount of 20% of charges for non-heating and heating 
purposes tc his residence, for any individual 65 years of age 

-or older, residing Ln the City of Philadelphia, who directly 
makes payment to the operator of the Gas Works for gas 
services at his residence. Ln order to qualify for any rate 
reduction a person must first apply to the Philadelchia Gas 
Works for a rate reduction at least thirty days before the next 
scheduled meter reading. The reduction shall then take 
effect at the start of the succeeding billing period. 

S. Notwithstanding any provisions to the contrary 
contained herein, no payments wi l l be made to the City 
under subparagraph (b) c: Paragraph \ or under Paragraph 6 
or this Section VTI until the 520,000,000 Gas Works 
Temporary Loan Note, Series or 1980, cf the City has been Nstes 
paid in ful l with interest. 

SHCTION v m 

Purchase5 cr.d Salss of Ncn-Gcs lierr.s 

I . Except in the purchase of unique articles ot 
articles which for any other reason cannot be obtained in the 
open market, competitive bids shall be secured, pursuant to 
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procuremer.t standards adopted and promulgated by the Gas 
Commission, before anv purchase, by contract or otherwise, 
is made or before any contract is awarded for material and 
supplies, construction, alterations, repairs or maintenance 
cr 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 awarded to the lowest responsible bidder. 

Purchases to be 

trad; bu 

cornpeJiii-e fc'^s 

Crs ComrrAssiar. to 
ut pxrzhzsir.g 
S'.ir.dzrdi 

1. All residuals and by-products from ooerations, 
unserviceable property or equipment shall be sold to the 
highest responsible bidder pursuant to standards adopted 
and promulgated by the Gas Commission in a manner 
similar to that required fcr awards of contracts for the 
purchase of goods and services. 

All acquisitions, sales and leases of real estate 
proposed by or for the Gas Works by Company shall be 
submitted to the Gas Commission for its action and 
approval, and shall be submitted to City Council fcr its 

ro va. bv ordinance. 

Rssidusls tc b€ sc.-'-

nspcnsibii bidder 

Rid estsie 
trzr.szciiar.s to bt 
npprcjid by Gcs 

Gm Ccur.cii 

SHCTIOM IX 

Lssal Services 

The Law Department cf the City of Philadelphia shall 
be the legal advisor for the Gas Commission and the Gas 
Works. It shall supervise, direct, and centre I ail of the law 
work of the Gas Commissicn and the Gas Works including, 
bu: not limited to, litigation or othe: legal representation, 
Lnvestigation, and drafting of documents including 
contracts, bonds and all other legal instruments for the Gas 
Commission and the Gas Works. 

Lev Depsrirr.er.l 

U$zt adviser for 

Gcs Gcrr.rr.issior. r.r.d 

Duties of izu 
Dspsrimsnl 

The City Solicitor shall determine whether legal 
services fo: the Gas Works shall be performed by other 
counsel, and in such event he shall designate such counsel 
and the compensation therefor Ln his sole discretion. 

Crty Saticitor shcH 

designsie other 

ccar.sc! 
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All legal services rendered, by the Law Department pew skati pay for 
and by other special legal counsel, to the Gas Commission l^af serjics* 
and to the Gas Works shall be billed to the Gas Works and 
shall be payable out of gas revenues-

SECTION X 

Corrt^ar.y's Obligations During DispxiiS 

•No disputes between City and Company concerning Disju.'is ba-^scn 
any of the terms or provisions of this Agreement shall Cry s.-.i Carr.pzr.y 
release Company from its obligations to manufacture, 
provide and supply gas in accordance with the terms and 
provisions hereof during the existence of this Agreement. 

SECTION XI 

De/ir.fiions 

Tne following teems are defined for purposes of this 
Agreement as set forth below: 

1. Director cf Fine red - Tne Director of Finance of 
the City of Philadelphia. 

2- City Solicitor - Tne City Solicitor of the City cf 
Philadelphia. 

3. City ControlUr - The City Controller of the City 
of Philadelphia. 

4. Mayor - The Mayor of the City of Philadelphia. 
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5. Ct'ty Counc:? - The City Council of the City of 
Philadelphia. 

6. Streets Commissioner - Tne Commissioner cf 
the Department of Streets of the City of Philadelphia. 

7. Gas Works - Al l of the property, both personal 
and real, including mains and pipes, which together 
constitute the plant and equipment of the Philadelphia Gas 
Works. 

8. Non-Gas [terns - Men-gas items include but are 
not limited to every tangible or intangible article, item or 
thing except natural gas and substitute natural gas. 

SECTION XII 

Term 

Tne term of this Agreement shall be for a period of T-o uszr i*rrr. 
two (2) years commencing January- 1, 1973. Said term shall 
be subject to cancellation by City at any time, or upon the 
expiration of said two (2) years, upon ninety (90) days notice. 
No such cancellation shall be effective unless and until such 
cancellation shall have been approved by resolution or 
ordinance of City Council. In the absence of such notice, the 
term shall be extended for further two (2) year periods upon 
the terms and conditions herein. 

SECTION xm 

Other Agreemen ts 

.1. Unless approved by the Gas Commission, no Contracts skzii na 
contract or agreement with a third party, including without terminal: with this 
limitation any union contract covering Gas Works 
personnel, entered into by Company o: at its direction 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 terminate or expire. 
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2. The City a-grees and hereby does, indemnify indernnificztian of 
and hold harmless the Dire'ctors, the officers and the & a a r d by Cfy 
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, 
and any and all claims made against them whatever in their 
capacities as Directors, Officers or employees of Company 
with regard to this Agreement. 

SECTION XIV 

Counterparts 

This Agreement may be executed in counterparts, all 
cf which taken together shall constitute one document. 

SECTION XV 

E/fictivensss 

This Agreement shall not be effective o: bunding 
upon the parties unless it has been approved by an effective 
ordinance of City Council and has been ratified by the Board 
of Directors of Company. 
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IN WITNESS WHEREOF, the parties hereto have duly executed this • 
Agreement, the corporate seal of the City of Philadelphia has been duly affixed by 
the Mayor of said City, and the corporate seal of the Philadelphia Facilities 
Management Corporation has been duly affixed by an authorized officer thereof, the 
day and year first above written. 

CITY OF PHILADELPHIA 

Attest:(s) Pace Reich By: (s) Frank L. Rizzo 
Deputy to the Ciry Solicitor Mayor 

By: (s) William A. Costello 
Commissioner of Public Property 

PHILADELPHIA FACrUTIES MANAGEMENT CORPORATION 

Attest: (s) Stephen S. Gardner By: (s) F. Eugene Dixon, Jr. 
Secretary President 

Approved for the City of Philadelphia 
as to correctness and form: 

(s) Martin Weinberg 
City Solicitor 
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TIFICATE OF SERVICE 

I hereby certify that I 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: October 13, 2000 

Lance Haver 
6048 Ogontz Avenue 
Philadelphia, PA 19141 

Philip Bertocci, Esq. 
Community Legal Services 
1424 Chestnut Street 
Philadelphia, PA 19102 
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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. Louis, MO 63105 

Daniel Clearfield, Esq. 

DSH: 23 484.1 


