nue Philadelphia, PA 19122
Telephone (215) 236-0500

February 13, 2002
James McNulty, Secretary

PA Public Utility Commission FEB 7\320

Commonwealth Keystone Bldg., 2nd Fl. FA Pug, o 0?

Harrisburg, PA 17120 SECQELTJM Iy o Con,
CTAR M,

S§,
Re:  Pennsylvania Public Utility Commission v. Philadelphia Gas Worﬁéﬂ?&lu On
Docket No. R-00005654

Dear Secretary McNulty,

In accordance with the PUC’s February 22, 2001 Order approving the Joint Petition for
Full Settlement in the above-referenced proceeding,' enclosed is PGW’s "Monthly Progress
Report" for January 2002 concerning implementation of the unmodified conditions imposed by
the Commission in PGW’s Interim Rates proceeding. The report is being served on all parties of
record.

If the Commission requires further clarification on this report, please contact me
immediately or contact PGW counsel Margaret Flores.

Very truly yours,

DOCUMENT

hite
Interite” Chief Operating Officer for:
F O L D = R Philadelphia Gas Works

cc: As per Certificate of Service
Veronica Smith, Esq., Executive Director
Karen Moury, Esq., Law Bureau
Robert Rosenthal, Bureau of Fixed Utility Services
Mitch Miller, Bureau of Consumer Services
(Glenn Bartron, Bureau of Audits
Joe Farley, Bureau of Consumer Services

! "[T]he Commission's approval of the terms and conditions set forth in the Joint Petition is

expressly conditioned upon PGW's acceptance of the unmodified conditions in the
November 22, 2000 Order." February 22, 2001 Order at Ordering 1.
A
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PGW Commitment #1'

“PGW will commit to its "Transition to Excellence” plan for improvement and make a
demonstration throughout the interim rate period that it is providing safe and adequate service.”

RESPONSE:

January 2002

The “Transition to Excellence” program has elements that have been completed as set forth in
the prior reports. Other ongoing elements are described below:

Regulatory

On December 12, 2001, PGW submitted its informational filing and request to retain the
Interim Settlement reserve fund. The Office of Consumer Advocate ("OCA"),
Consumer's Education and Proteciive Association ("CEPA") and Office of Small
Business Advocate ("OSBA") filed comments, and the Office of Trial Staff ("OTS") filed
a letter response. In addition, the OCA filed a Petition for Enforcement of Settlements
(Interim Settlement and the 2001-2002 GCR Settlement) and the OTS filed a formal
complaint concerning the Gas Cost Rate ("GCR") Settlement.

On December 13, 2001, PGW filed an Answer and Motion to Dismiss the OCA Petition
for Enforcement of Settlements, as well as a Reply to the Comments/Exceptions of CEPA
to PGW’s December Quarterly GCR Update. On December 19, 2001, PGW filed a
response to the OCA's and CEPA’s comments to its informational filing. PGW filed a
response to the comments of the OSBA on December 21, 2001, On January 8, 2002,
PGW filed its Answer to the OTS formal complaint.

On December 26, 2001, the PUC issued a Secretarial Letter stating that PGW would be
permitted to retain the $10.6 million overcollection in the reserve fund. The PUC did not
permit PGW to retain the additional $7 million non-gas cost that was also in the reserve
fund. The Commission deferred the issues of the timing and mechanism by which PGW
would remove the $7 million from its 2002 GCR.

On January 7, 2002, PGW filed its Compliance Filing in accordance with the PUC's
December 6, 2001 Order in PGW’s base rate case, Docket No. R-00006042. On January
22, 2002, the OTS, OCA, and OSBA filed their Exceptions and the OTS filed its
Comments to the Compliance Filing. On January 30, 2002, PGW filed its Reply
Exceptions.

' Unmodificd condition of Ordering Paragraph #4, 11/22/00 Order.
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Regulatory (continued)

Customer Service Oversight is ongoing with a comprehensive Customer Service
Initiative (CSI) Program that began on June 25, 2001. PGW last met with the PUC's
Bureau of Consumer Services staff on January 9, 2002, and provided an update on its
efforts. PGW's Call Center has met the 80/30 standard for four of the last five months.

Nearly 375 interrogatories have been received from the hearing examiner and the
Philadelphia Public Advocate concerning PGW's FY 2002 Operating and Capital
Budgets filed with the Philadelphia Gas Commission. PGW has responded to these data
requests.

The Philadelphia Gas Commission held hearings on PGW's Operating and Capital
Budgets on November 8, 9, 14, and 15, 2001. Briefs by the parties were filed and
recommended decisions by the Hearing Examiners on PGW's FY 2002 Operating and
Capital Budgets were issued on December 18, 2001,

Exceptions by the parties were filed on January 3, 2002. The Philadelphia Gas
Commission approved PGW's FY 2002 Operating Budget on January 23, 2002; a
compliance filing is due within 10 days.

PGW's FY 2002 Capital Budget is anticipated to have a favorable recommendation for
approval by the Philadelphia Gas Commission with a transmittal in February 2002 to the
Phifadelphia City Council. Final approval of PGW's FY 2002 Capital Budget by the
Philadelphia City Council is expected in late spring.

Strategy and Planning

PGW filed its updated Three-Year Financial and Management Plan (previously reported
as Strategic Plan & Financial Forecast) with the Philadelphia Gas Commission in
September 2001 as required. In November 2001, public hearings were held before the
Philadelphia Gas Commission.

The Philadelphia Gas Commission did not act on the Three-Year Financial and
Management Plan at its meeting held on January 23, 2002. Disposition may occur at the
reconvened hearing in the FY 2002 Consolidated Budget Proceedings, scheduled on
February 20 and 21, 2002,



Regulatory (continued)

Stabilization

Programming changes have been implemented or are currently in testing for all the
improvements previously identified in the Billing System stabilization project plan.
PGW expects that implementation of the new Payment Arrangement module will be
completed in February 2002. Additionally, PGW continues to review business processes
to identify system and training issues that must be addressed to realize additional
efficiencies. Any system issues identified are reviewed and, if viable, are scheduled for
future implementation.

Call Center

PGW has made major strides in improving the productivity and efficiency in its Call
Center. PGW has been consistently meeting the 80/30 standard on a daily basis for the
last month and has met the standard four of the last five months. Every week at the PGW
website (www.pgworks.com), new information will be posted on the number of calls
received, the number of calls answered, and the average waiting time. These numbers
will be displayed on graphs, which will also show the goals that have been set by PGW
and the PUC so that visitors to the site can easily see what’s being done to make dealing
with PGW a fast and more pleasant experience.



PGW Commitment #2°

“PGW must achieve a 1% replacement rate in its mains replacement program, as provided for in
the Company’s base case capital budget.”

RESPONSE:

January 2002

PGW is proceeding with the above project and is on schedule to reduce its inventory of cast iron
pipe by the 1% rate. The Distribution Department continues to develop and review a list of
prioritized targeted main replacements, based on the determinants of the Navigant Study. With
the assistance of the Engineering Department, appropriate designs are being completed and
construction plans drawn.

To date, PGW and Outside Contractor crews have replaced, abandoned or rehabilitated
approximately eight (8) miles of cast iron main. Forty-four percent (44%) of the total project is
complete. PGW anticipates successful project completion by the end of Fiscal Year 2002.

* Unmodified condition of Ordering Paragraph #5, 11/22/00 Order.



PGW Commitment #3°

“PGW must commit to correcting the problems with its BCCS system, particularly the need to
rectify the budget billing problems, providing quarterly reports to the PUC's Bureau of
Consumer Services, on the progress it is making in correcting its BCCS problems.”

RESPONSE:

January 2002

The fourth quarterly report is due April 2, 2002. PGW will report on its BCCS system
corrections for the months of January — March 2002 in that report.

* Unmodified condition of Ordering Paragraph #6, 11/22/00 Order.
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PGW Commitment #4°

"PGW must proceed with its LNG Liquefaction Replacement Program to ensure supply and
reliability are maintained.”

RESPONSE:

January 2002

Fabrication and erection of structural steel for pipe racks and cable trays is near completion.
Installation of fabricated pipe spools, cable trays, conduit, and power wiring has continued
through the month. The three large vessels for the water and CO2 removal system have been
delivered and placed on their foundations. Total project is approximately 83% complete with
plant construction near 70% complete. Plant start-up is scheduled for Spring 2002.

4 Unmodified condition of Ordering Paragraph #7, 11/22/00 Order.
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PGW Commitment #5°

"PGW must show improvements in its customer service functions and report on its progress to
the Commission on a quarterly basis. Such reports should include: monthly call center access
reports for customer service and collection call centers (to include average speed of answer,
average abandonment time, number of abandoned calls, average delay in queue and the
percentage of calls answered); monthly consumer dispute reports (to include number of customer
disputes filed, number and percentage of disputes responded to in under thirty days, and the
average response time), the number and percentage of residential bills which PGW failed to
render during the relevant billing cycles; the number and percentage of residential meters for
which PGW has failed to obtain actual or customer supplied readings during the prior six
months; and monthly reports showing the number and percentage of missed customer service
appointments.

RESPONSE:

January 2002

The fourth quarterly report is due April 2, 2002. PGW will report on its progress in improving
its customer service functions for the months of January — March 2002 in that report.

* Unmodified condition of Ordering Paragraph #8, 11/22/00 Order,
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. PGW Commitment #6'

“In addition to the management arrangements referred to above, PGW shall convene a "best
practices" working group. The purpose of the working group is to solicit cost cutting steps from
other entities such as natural gas distribution companies (NGDCs), industry associations and
comparable municipal organizations.”

RESPONSE:

January 2002
To date the following groups are collecting data or have association relationships as follows:

Customer Affairs: PGW has received the final report of the PA Benchmarking 2001 "Customer
Services Best Practices Survey." PGW has been reviewing the report to
determine where its performance falls short of meeting industry standards.
The report will also be used to review areas in which PGW was unable to
provide statistical analysis. Finally, PGW will determine if statistical
measurement in those areas would be useful in providing information
enabling PGW to provide improved customer service in a more cost effective
manner.

Distribution: Various Distribution Department employees are active members of the
following industry related organizations to keep informed of current industry
standards and best practices:

AGA — Distribution Best Practices Group

AGA - Plastics Material Committee - Currently serve as 1st Vice Chairman
AGA - Corrosion Control Committee

AGA - Distribution & Transmission Engineering Committee

National Association of Corrosion Engineers (NACE)

Pennsylvania One Call System, Inc

Fleet Operations: Chatham Consulting Group Benchmarking Survey - triennial.
A field visit to SEPTA’s transportation operations center is scheduled in
February by the Fleet Operations working group. The purpose of this visit is
to review SEPTA’s fleet management operating system and shop work
processes. Information gathered during this visit will be utilized to aid in
launching a new fleet operations work management operating systern at PGW
in 2002.

PGW reviews the recommendations provided and, when practical, implements those that improve
productivity, efficiency and cost control. PGW also evaluates newly introduced products and
services to ascertain their applicability to improving PGW's Operations.

! Unmedified condition of Ordering Paragraph #11, 11/22/00 Order.
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. PGW Commitment #7

“In addition to the management arrangements referred to above, PGW must commit to address and
implement the management, operational, service and other improvement measures ultimately
recommended in the management audit, unless otherwise directed by the Commission.”

RESPONSE:

January 2002

PGW department heads were asked to provide draft updates concerning progress toward
implementing the recommendations contained in the Management Audit Implementation Plan
Progress Report to the Interim President and CEO. After final review by senior management, the
report will be filed with the PUC on or before April 1, 2002.

* Unmedificd condition of Ordering Paragraph #12, 11/22/00 Order.
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CERTIFICATE OF SERVICE

I hereby certify that I have this day served a true copy of the foregoing report upon the

participants listed below in accordance with the requirements of § 1.54 (relating to service by a

participant).

VIA FIRST CLASS MAIL

Tanya McCloskey, Esq.

Steve Keene, Esq.

Office of Consumer Advocate
5th Floor, Forum Place Bldg.
555 Walnut Street
Harnsburg, PA 17101-1921

Steven Gray, Esq.

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North 2nd Street

Harrisburg, PA 17101

Johnnie Simms, Esq.

Office of Trial Staff

PA Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265

Charis M. Burak, Esq.

McNEES, WALLACE, NURICK
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166

Kevin Moody, Esq.

Wolf, Block, Schorr and Solis-Cohen LLP

212 Locust St., Suite 200
Harrisburg, PA 17101

Dated: February 13, 2002

Philip Bertocci, E§£CRETA$% COMMJSS,O
Community Legal Services BURE4 { &
1424 Chestnut Street

Philadelphia, PA 19102

Craig A. Doll, Esq.
25 North Front St., 2nd Floor
Harrisburg, PA 17101-1606

Angela Jones, Esq.

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North 2nd Street

Harrisburg, PA 17101

Margaret Flores, Esquire
Counsel for Philadelphia Gas Works
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Philadelphia Gas Works 800 W. Montgomery Avenue, Phila., PA 19122
Craig White Telephone: 215.684.6746 - Fax: 215.684.6101
Acting Chief Operating Officer Email: Craig.White@pgworks.com

@L@ A \/ A PGW

March 13, 2002

James J. McNulty

Secretary
Pennsylvania Public Utility Commission

2nd Floor, Commonwealth Keystone Bldg.
400 North Street
Harrisburg, PA 17102

Re:  Pennsylvania Public Utility Commission v. Philadelphia Gas Works
Docket No. R-00005654

Dear Secretary McNulty:

In accordance with the PUC’s February 22, 2001 Order approving the Joint Petition for
Full Settlement in the above-referenced proceeding,l enclosed is PGW’s "Monthly Progress
Report" for February 2002 concerning implementation of the unmodified conditions imposed by
the Commission in PGW’s Interim Rates proceeding. The report is being served on all parties of

record.

If the Commission requires further clarification on this reporn, please contact me
immediately or contact PGW counsel Margaret Flores at 215-684-6631.

Very truly yours,

cc: As per Certificate of Service 4 3
Veronica Smith, Esq., Executive Director 2 V]
Karen Moury, Esq., Law Bureau g-_._ = 0
Robert Rosenthal, Bureau of Fixed Utility Services = 5
Mitch Miller, Bureau of Consumer Services ;‘ - o o
Glenn Bartron, Bureau of Audits o< T Sh
Joe Farley, Bureau of Consumer Services D O C U M F' N T S — i

I fad m = i3
.‘g £

- 0D
FOLDER
! "[T]he Commission's approval of the terms and conditions set forth in'the Joint Petition is

expressly conditioned upon PGW's acceptance of the unmodified ‘conditions in the
November 22, 2000 Order." February 22, 2001 Order at Ordering 1. /‘\
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PGW Commitment #1'

“PGW will commit to its "Transition to Excellence" plan for improvement and make a
demonstration throughout the interim rate period that it 1s providing safe and adequate service.’

ks

RESPONSE:

February 2002

The “Transition to Excellence” program has elements that have been completed as set forth in
the prior reports. Other ongoing elements are described below:

Regulatory

On February 12, 2002, the Commission entered an Order resolving the issues surrounding
PGW’s Compliance Filing which was intended to implement the base rate increase
awarded by the Commission’s December 6, 2001 Order. The February 12, 2002 Order
directed PGW to file a tariff supplement reflecting a rate increase of $22,558,000 which
the Commission determined became effective December 6, 2001. PGW was then
directed to refund to its customers the difference in rate awards charged by PGW between
December 6, 2001 and March 1, 2002. The negative surcharge will be in place for a six
month period. This Order closed the proceedings docketed at R-00006042.

On February 12, 2002, PGW received notice that Standard & Poors had 1ssued a press
notice indicating that, unless PGW realized immediate, permanent improvement in its
cash flow, its credit rating would be lowered. On February 25, 2002, PGW filed a
request with the Commission for a general base rate increase of $60 million. In addition,
in response to Standard & Poors’ notice, PGW filed a Petition for Extraordinary Rate
Relief, pursuant to Section 1308(e) of the Public Utility Code, requesting that $44 million
of the $60 million be authorized as extraordinary rates. PGW has requested a decision on
the Petition for Extraordinary Rate Relief by mid-April 2002.

Customer Service Oversight is ongoing with a comprehensive Customer Service
Initiative (CSI) Program that began on June 25, 2001. PGW last met with the PUC's
Bureau of Consumer Services staff on February 8, 2002, and provided an update on its
efforts. PGW's Call Center has met the 80/30 standard for the last four months,

Nearly 375 interrogatories have been received from the hearing examiner and the
Philadelphia Public Advocate concerning PGW's FY 2002 Operating and Capital
Budgets filed with the Philadelphia Gas Commission. PGW has responded to these data
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Regulatory {continued)

The Philadelphia Gas Commission held hearings on PGW's Operating and Capital
Budgets on November 8, 9, 14, and 15, 2001. Briefs by the parties were filed and
recommended decisions by the Hearing Examiners on PGW's FY 2002 Operating and
Capital Budgets were issued on December 18, 2001.

Exceptions by the parties were filed on January 3, 2002. The Philadelphia Gas
Commission approved PGW's FY 2002 Operating Budget on January 23, 2002. A
compliance filing was submitted on February 4, 2002.

PGW's FY 2002 Capital Budget is anticipated to have a favorable recommendation for
approval by the Philadelphia Gas Commission with a transmittal in February 2002 to the
Philadelphia City Council. Final approval of PGW's FY 2002 Capital Budget by the

Philadelphia City Council is expected in late spring.

Strategy and Planning

PGW filed its updated Three-Year Financial and Management Plan (previously reperted
as Strategic Plan & Financial Forecast) with the Philadelphia Gas Commission in
September 2001 as required. In November 2001, public hearings were held before the
Philadelphia Gas Commission.

The Philadelphia Gas Commission did not act on the Three-Year Financial and
Management Plan during the month of February 2002. Disposition is
anticipated in Aprii 2002.

Stabilization

Programming changes have been implemented or are currently in testing for all the
improvements previously identified in the Billing System stabilization project plan,
PGW expects that implementation of the new Payment Arrangement module will be
completed in March 2002. Additionally, PGW continues to review business processes to
identify system and training issues that must be addressed to realize additional
efficiencies. Any system issues identified are reviewed and, if viable, are scheduled for
future implementation.
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Regulatory (continued)

Call Center

PGW has made major sinides in improving the productivity and efficiency in its Call
Center. PGW has been consistently meeting the 80/30 standard on a daily basis for the
last month and has met the standard five of the last six months. Every week at the PGW
website (www.pgworks.com), new information will be posted on the number of calls
received, the number of calls answered, and the average waiting time. These numbers
will be displayed on graphs, which will also show the goals that have been set by PGW
and the PUC so that visitors to the site can easily see what’s being done to make dealing
with PGW a fast and more pleasant experience.



PGW Commitment #2°

“PGW must achieve a 1% replacement rate in its mains replacement program, as provided for in
the Company’s base case capital budget.”

RESPONSE:

Eebruary 2002

PGW is proceeding with the above project and is on schedule to reduce its inventory of cast iron
pipe by the 1% rate. The Distribution Department continues to develop and review a list of
prioritized targeted main replacements, based on the determinants of the Navigant Study. With
the assistance of the Engineering Department, appropriate designs are being completed and
construction plans drawn.

To date, PGW and Outside Contractor crews have replaced, abandoned or rehabilitated almost
nine (8.9) miles of cast iron main. Forty-nine percent (49%) of the total project is complete.
PGW anticipates successful project completion by the end of Fiscal Year 2002.

? Unmodified condition of Ordering Paragraph #5, 11/22/00 Order.
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PGW Commitment #3°

“PGW must commit to correcting the problems with its BCCS system, particularly the need to
rectify the budget billing problems, providing quarterly reports to the PUC's Bureau of
Consumer Services, on the progress it is making in correcting its BCCS problems.”

RESPONSE:

February 2002

The fourth quarterly report is due April 2, 2002. PGW will report on its BCCS system
corrections for the months of January — March 2002 in that report.

* Unmodified condition of Ordering Paragraph #6, 11/22/00 Order.

]
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PGW Commitment #4*

"PGW must proceed with its LNG Liquefaction Replacement Program to ensure supply and
reliability are maintained.”

RESPONSE:

February 2002

Installation of piping, instrument conduit and cable, power wiring, and junction boxes has
continued through the month. The tie-in piping from the old plant to the new plant battery limits
has been completed for the feed gas, the nitrogen supply, and the low pressure line to the boiloff
system. Also, the power supply from the main plant Motor Control Center has been completed.
Total project is approximately 88% complete with plant construction near 82% complete. Plant
start-up 1s scheduled for Spring 2002.

* Unmodified condition of Ordering Paragraph #7, 11/22/00 Order.
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PGW Commitment #5°

"PGW must show improvements in its customer service functions and report on its progress to
the Commission on a quarterly basis. Such reports should include: monthly call center access
reports for customer service and collection cali centers (to include average speed of answer,
average abandonment time, number of abandoned calls, average delay in queue and the
percentage of calls answered); monthly consumer dispute reports (to include number of customer
disputes filed, number and percentage of disputes responded to in under thirty days, and the
average response time), the number and percentage of residential bills which PGW failed to
render during the relevant billing cycles; the number and percentage of residential meters for
which PGW has failed to obtain actual or customer supplied readings during the prior six
months; and monthly reports showing the number and percentage of missed customer service
appointments.

RESPONSE:

February 2002

The fourth quarterly report 1s due April 2, 2002. PGW will report on its progress in improving
its customer service functions for the months of January — March 2002 in that report.

° Unmodified condition of Ordering Paragraph #8, 11/22/00 Order.
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PGW Commitment #6'

“In addition to the management arrangements referred to above, PGW shall convene a "best
practices" working group. The purpose of the working group is to solicit cost cutting steps from
other entities such as natural gas distribution companies (NGDCs), industry associations and
comparable municipal organizations.”

RESPONSE:

February 2002

To date the following groups are collecting data or have association relationships as follows:

Customer Affairs: PGW has received the final report of the PA Benchmarking 2001

Distribution:

Fleet Operations:

"Customer Services Best Practices Survey." PGW has been reviewing the
report to determine where its performance falls short of meeting industry
standards. The report will also be used to review areas in which PGW was
unable to provide statistical analysis. Finally, PGW will determine if
statistical measurement in those areas would be useful in providing
information enabling PGW to provide improved customer service in a
more cost effective manner.

Various Distribution Department employees are active members of the
following industry related organizations to keep informed of current
industry standards and best practices:

AGA - Distribution Best Practices Group

AGA - Plastics Material Committee - Currently serve as 1st Vice
Chairman

AGA - Corrosion Control Committee

AGA - Distribution & Transmission Engineering Committee

National Association of Corrosion Engineers (NACE)

Pennsylvania One Call System, Inc

The Chatham Consulting Group Benchmarking Survey — triennial, is
being used by Fleet Operations to evaluate and improve PGW’s operation.
The PGW Fleet Operations working group visited the SEPTA
transportation operations center in February. SEPTA’s fleet management
operating system and shop work processes were reviewed. Information
gathered during this visit will be utilized to aid in launching a new Fleet
Operations work management operating system at PGW in 2002.

' Unmodified condition of Ordering Paragraph #11, 11/22/00 Order.
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February 2002 Response (continued)

Gas Processing:

Engineering:

Field Services:

Environmental:

Gas Processing Department personnel participate in the LNG Consortium,
an annual meeting of LNG plant operators to share and discuss
experiences and best practices. *

Current member of the AGA Operating Section - Supplemental Gas
Commuittee.

Participation in Best Practices for the Supplemental Gas Committee.

Personnel in the Engineering Department participate in the LNG
Consortium.

Current member of the AGA Operating Section - Automation &
Telecommunications Committee

Current member of the following AGA Operating Section Committees:
Building Codes and Energy Standards Committee

Customer Service & Utilization Committee

Distribution Measurement Committee

Current member of the AGA Operating Section — Environmental Matters
Committee

PGW reviews the recommendations provided and, when practical, implements those that
improve productivity, efficiency and cost control. PGW also evaluates newly introduced
products and services to ascertain their applicability to improving PGW's Operations.

* . Due to February 25, 2002 Extraordinary Rate Case Filing, attendance at the LNG Consortium
will be based on adequacy of financial resources as determined by the disposition of the request.



PGW Commitment #7°

“In addition to the management arrangements referred to above, PGW must commit to address
and implement the management, operational, service and other improvement measures ultimately
recommended in the management audit, unless otherwise directed by the Commission.”

RESPONSE:

February 2002

PGW department heads were asked to provide draft updates concerning progress toward
implementing the recommendations contained in the Management Audit Implementation Plan
Progress Report to the Interim President and CEQ. After final review by senior management, the
report will be filed with the PUC on or before April 1, 2002,

2 Unmodified condition of Ordering Paragraph #12, 11/22/00 Order.
11
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CERTIFICATE OF SERVICE

I hereby certify that [ have this day served a true copy of the foregoing report upon the

participants listed below in accordance with the requirements of § 1.54 (relating to service by a

participant

VIA FIRST CLASS MAIL

Tanya McCloskey, Esq.

Steve Keene, Esq.

Office of Consumer Advocate
5th Floor, Forum Place Bldg.
555 Walnut Street

Harrisburg, PA 17101-1921

Steven Gray, Esq.

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North 2nd Street

Harrisburg, PA 17101

Johnnie Simms, Esq.

Office of Trial Staff

PA Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265

Charis M. Burak, Esq.

McNEES, WALLACE, NURICK
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166

Kevin Moody, Esg.

Wolf, Block, Schorr and Solis-Cohen LLP
212 Locust St., Suite 200

Harrisburg, PA 17101

Dated: March 13, 2002

12

Philip Bertocci, Esq.
Community Legal Services
1424 Chestnut Street
Philadelphia, PA 19102

Craig A. Doll, Esq.
25 North Front St., 2nd Floor
Harrisburg, PA 17101-1606

Angela Jones, Esq.

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North 2nd Street

Harrisburg, PA 17101
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Margaret Kores, Esquire |
Counsel for Philadeiphia Gas Works




212 Locusl Sireet

9 o
Suite 300

Wolf, Block, Schorr and Solis-Cohen LLp | ferisbwepamo

T: 717 237 7160

[‘ F: 717 237 7161
H M www.wollblock.com
Mark S. Stewart

Direct Dial: 717 237 7191
Direct Fax: 717 237 2771

E-mail:

mstewart@wolfblock.com

April 9, 2002 :;5 =
- == :
VIA HAND DELIVERY A
James I. McNulty, Secretary . L o
PA Public Utility Commission = A R
Commonwealth Keystone Bldg. ﬂ E U M Eiﬁ i :f_) <ok
400 North Street, 2nd Floor ) S e i
P.0. Box 3265 Mmoo
_ > o
Harrisburg, PA 17102 =

Re:  Pa. Public Utility Commission v. Philadelphia Gas Works;
Docket No. R-00005654

Dear Secretary McNulty:

Attached, please find correspondence from Joyce S. Wilkerson, Esquire, Chief of Staff to
the Mayor of the City of Philadelphia, evidencing the appointment of permanent management for
Philadelphia Gas Works (“PGW”). Philadelphia Gas Works submits this correspondence
consistent with Attachment A to the Joint Petition for Full Settlement of PGW'’s Petition for the
Establishment of Interim Rates and Related Appeal, filed in the above-referenced matter, and
approved by Order of the Commission dated February 22, 2001.

If you have any questions, please contact me.

Very truly yours,
/é/ <,/
Q777N

Mark S. Stewart
For WOLF, BLOCK, SCHORR and SOLIS-COHEN LLP

MSS4lg

Enclosure

cc: Chairman Glen Thomas, w/enc.
Vice Chairman Robert K. Bloom, w/enc.
Commissioner Aaron Wilson, Jr., w/enc.
Commissioner Terrance J. Fitzpatrick, w/enc.
Commissioner Kim Pizzingrilh, w/enc.
Kirk House, OSA w/enc.
Karen Moury, Law Bureau, w/enc.

Certificate of Service w/enc.
DSH:31786.1/PHI211-150657

PHILADELPHIA, PA | NEW YORK. NY | CIHIERRY HILL NJ | NEWARK.NJ | NORRISTOWN, PA | WILMINGTON, DE
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FAX (215} 688 - 2555 o
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April 9, 20 ?I

JUN 01 2002

Glen R. Thomas, Chairman
Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street T
3" Floor, Room N-304 D@E U M EN i <.
Harrisburg, Pennsylivania 17120 i

Dear Chainman Thomas,

[ write this letter to advise you of the status of the City’s search for permanent
management for the Philadelphia Gas Works. Last year, the City retained the nationally
recognized search firm of Heidrick & Struggles to identify CEO candidates to {ill the position.
As discussed below, the City conducted a very comprehensive search end for myriad reasons
proposes to recomimend the appointment of Mr. Tom Knudsen to the position on a permanent
basis.

Under the City’s direction, Heidrick & Struggles identitied more than 15 candidates
for City consideration. (A copy of the job description developed by the firm is aitached.)
Virtually all candidates had vast experience in the natural gas industry, All of the candidates
had served sucecssfully us chicf executive officers at some point in their careers. The list of
initial candidates was culled to [0 by a City search commuttee comprised of representatives of
the administration, City Council, PEFMC, and the business community. Those candidates were
interviewed by the committee, S candidates were called back for second interviews,

All of the candidates viewed PGW as a very hign-risk undertaking. While the
condition of the company, the pending deregulation and potential sale were factors. the
complicated web of regulatory and political oversight, and the intense media serutiny were
also considered formidable challenges. The risk, in turn. was reflected in the compensation
demands that ranged from a base salary of $240,000 plus a bonus of $75.000, to a base salary
of $300,000 (and up), plus an annual bonus ranging between 50% and 100% of the base
salary, plus an opportunity to participate in any profit in the event of a sale of the company.
Candidates that had successfully managed distressed natural gas companies had even higher
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salary demands. [f the City were to sell PGW in the near term it would have to spend in
excess of a half a million dollars simply to buy out the balance of the CLO contract.

The City, however, in selecting Mr. Knudsen has not been guided primarily by the
compensation issue. PGW has made significant progress during Mr. Knudsen’s tepure as
interim CEO. During Mr. Knudsen's tenure, the company dramatically improved i's call
center operation and negotiated a reform labor-agreement with its union that allows the
company to restore important management rights, control labor costs and achieve efficiencies
tnrough appropriate out-sourcing. The company navigated through an unprecedented run-up
in gas costs. reduced its account receivables and reformed its appliance repair and parts and
labor programs. During the last winter PGW was able to increase its LIHEAP collections
from S7 million to $31 million by increasing substantially the number of subscribers. The
company has maintained its bond rating and adjusted its gas cost rate representing a 28%
reduction. Billing errors have been greatly reduced and the company’s customer service meets
or exceeds all industry standards. Mr, Knudsen made important contributions to the efforts
that led to these achievements. In addition, the company faces many difficult and immediate
challenges (particularly restructuring and the possibility of sale) which make it difficult o
change the CEO and enter into a long-term contract with a new CEQ, at this time,

As the city moves through this period of restructuring the company and possibly
selling it, the city and the company benefit from Mr. Knudsen’s experience. Mr. Knudsen has
experience with the company, the customers, the PUC, the Philadelphia Gas Commission and
the city government. This experience gives Mr, Knudsen a decided advantage over other
candidates. The transition the company faces will make it difficult for a new CEO to gain the
experience needed to guide decision-making in the near term. And the uncertainty of the
coimpany’s future prevented the company from providing some candidates with a
compensation and contract term that would allow them to leave lucrative positions and
relocate. Thus, at this time, Mr. Knudsen's continued stcwardship provides the best
opportunity for the company to successfully manage through this period of transition.

[ am available to discuss this matter with you in greater detail,

Sincerely,

y J- oty Lhersr.

‘¢ S. Wilkerson
hief of Staff

ce: David Hyman, PFMC Board Chair
Hon. Marion Tasco, PGC Chair



' I

CONFIDENTIAL POSITION SPECIFICATION

Philadelphia Gas Works

THE ORGANIZATION

Client:
Lecation:

Products/Services:

PGW History:

Philadelphia Gas Worles
Philadelphia, PA

Tre Philadelphia Gas Warks (PGW) 15 2 municipally owned gas udlizy that is
used for the accuisizon, storage, processing, and distribution of gas within
the City of Philadelphia. PGW curzently mainmins a dismbuuon system of
approxumately 6,000 miles of gas mains and service pipes ierving
approximately 50,000 customers, employs approximately 1,800 people, ard
has annual revenues of $800 milion. Additionally, PGW provides the Ciry
$18 million a year pursuant to its management agreement.

PGW's operations are managed by a non-profit corporation, the Philadelphia
Facilides Management Corporaton (PFMC).  The Board of PEMC is
appeinted by the Mayor and its resporsibilines, as set forth in 2 Managemen:
Agreement between the City and PFMC, include operacng PGW through an
exccutive management team including a chief exccudve officer, 2 chief
operating officer, and a chief financial officer.

PGW is regulated by the Pennsylvania Public Utility Commission (PUC). The
Philadelphia Gas Commission is respoasible for cversceing the operation of
PGW by PFMC aad review of PGW's capital and operating budgcts. The
(Gas Commission has five members: the City Controller, two mayoral
appointees, and wo City Councll appointees.

The Philadelphia Gas Works, bullt pursuant o ordirance dated March 21,
1835, was administercé by 2 board of twelve Trastees ¢lected by Ciry Council
for three-year terms. Upon the consolidation of the City and County in 1834
the Trussees were authorized to purchase and administer all other gas works
within the County. Under the terms of the Bullict Bill, che Trustces were
abolished in 1887. The operation of the Works was transfersed o the Bureau
of Gas, created in 1854, within the Department of Public Works.

In 1897 the City conuacted with the Untted Gas Improvement cemparny for
the Administzation of the Works, the Burcau of Gas retaining inspectorial
duties over UGI's performance. At the renewal of the contract in 1927 1 Gas
Commission of three members was appointed to four-year terms (by the
Mayeor and UGI) to oversee the company's pecrformance.

In 1937 the Gas Works lease was wansferred ro the Philadelphia Gas Works
Company, and the Gas Commission's compositton was changed to incluce
rwo members of City Councl, one mayoral and onc Company appointec, and
tke Clry Controlier. Wich the adoption of the City Charter of 19531 the Gas
Commission was made a departmental board of the Deparument of Public
Property. When the agreement of 1937 was superseded by one of 1961 with
the Uruted Gas Improvernent Compary, a new Gas Cemimission was creazed
composed of the City Conwoller and four members two of whom werc
appointed by City Council and two by the Mayor for terms of four years.
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CONFIDENTIAL POSITION SPECIFICATION
PHILADELPHIA GAS WORKS

Chief Executive Qfficer

THE POSITION

Duties:

Chief Executive Officer (CEQ)

Thre Chief Execunve Officer will play 2 czizeal zole interacting with

city government and must perform effectively :n a very high prefile

and sensitive pesiton. The CEO is exempt from civil service, and

will be appointed by the PFMC, with the concurrence of the mayor

and copfirmation by the Philadelphia Gas Commission. The CEO

zeports to the PFMC board. Dudes will include bu: not be Lmited

o

¢ Providing visionary and strategic direction designed to prepars
the company for 2 competitve cnvironmen:, both short-tezm
and Jong-term

* Rebuilding the operation of the organizaton and guide the
organizaton through 2002 restructusing

¢ Rcbuilding the reputation, public image and brand of the
company

+ Insuring 1 proper organizational stucture fs in place to mose
effectively address issues of compedtion and cost cificiencies

» Insuging tha: a talented. highly skilled senior executve team is in
place and functioning cptirally

s Recruitng/remaining 2 COO and CFO whose skills are
coreplementary o the CEO to round out 2 highly skilled senies
management team

»  Managing a unionized work force and leading contract
negomuons

¢ Devcloping and exceuting, specilic business strategies to achieve
desired results

¢ Communicaung asppropeiately and effectvely with the Pubdlic
Utility Comumission, Gas Commission, PEMC, City Courcll, and
the Mayor’s Office

» Representing the company to all exicrnzl stakeholcers including
legizlators, councils, indusuy groups, cigzens, ctc. and
advocating for the udlity with city agencics

¢ Representng PGW i various rate and taniff proceedings

»  Oversceing the negotation of long lerm gas sales agreements

¢  QOverseeing the management of engineering, gas supply and
diszribution, fuel procurement, field operatons, meter reading,
constructon and storage assets

e Devcloping, establishing and prepating precaunonary action
steps for potental gas prce volatility

® Re-estzblishing and  suengthening  extcrnal and  :nteznal
communicatons with media, goverament officials, analysts,
regulators and employess
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CONFIDENTIAL POSITION SPECIFICATION

PHILADELPHIA GAS WQORKS

Chief Executive Officer 3
Critical The Chief Execuuve Officez will steward a number of cndeal
Challenges: challenges facing the-company in 2001 and beyond:

» Bulding an effective senior and muddle management team.

*  Regulatory Issucs/Dereguladen. Due to receat changes in
Pennsyivania’s Public Utiiry Code, the company is newly subject
to the junsdicdon of the PUC, Rate resuucruining will occur in
2002, and relatoaships with zeguiators are evolving,

» Firancing/Asset Mansgement. The company Is confronting cash
flow ard leveraging issues at the cuczent ame.

* Labor. PGW's current collecdve bargaining agreement cxpires
wn August 2001, Work rules and benefits will be under scrudny.

¢ Customer Service/Customer Needs. PGW is in the process of
rebuiiding its wroubled customer service function.

* Information Technology. PGW is programming ts computex
support services that failed in the last 2 years ana wall have w0
expand its information technology capabiies to accommodare
deregularen,

e Caputal Programs. PGW is in the process of replaciag its cast
iron distribution system, zehabilitatng its LNG facilides, and
2ssessing the need to undettake cnvironmental remediation of its
former gas manufacturing planr sizes,

¢ Fuels Procurement. Transition to a more compedtve market
combined with the impact of high gas costs on both the udlity
and its customers over the last cwelve months requires a
reexamination and  reswuctuning of PGW's  natural gas
Jracurement program.

THE PERSON

Education: Bachelors Degree in engineering, business, public administration, or a
field directly relevant to the management of a gas urlity 15 required and 2
mastex’s degzee in engineenng, finznce, or business s prefesred.

Minimum

Experience: Fiftcen (153) years of progressive gencral management evperience in
engineenng, operations, and/or business including: management
axperience in a regulared Industry, expesisence managing 2 unionized
work fotce, and experience within the government sector.

Other The successful candidete will be 2 top level professicnal with

Characteristics:  unaueszonable ethical standards. He/she wail Se technically proficient,
an wndependent thinker, strong negodator and 2 confident and maruze
manager. This pesson must nave ughly developed communicaton
skills and be able to advocate for and represent the company effectvely
te muliple constituents. He/she will understand the imporiance of
communication to and educaton of rate paying ciuzees. The successtul
candidate will be abie to functon cffectively in complex polaocal
environments, without being overly sensitive to polites. '



CONFIDENTIAL POSITION SPECIFICATION
PHILADELPHIA GAS WORKS
Chief Executive Officer 4

A team player by nature, this individual must influerce rather than
dictate, be creadve, and possess 1 strong sct of personal business values
thzt coinade with that of the company. This pesson should be a strong
leader with an open and dizect sryle, one who practices participadve
management and team building. Good commeon sense and thc ability 0
relate 1o and consult with senior management will be imperanve. This
person must be detezmined, innovative, flexible and have a suong wors
ethic. A pesson having a sense of urgency, a willingness 1o make toughn
decisions and ability to strategically manzge rurnaround siruatdors.

The successful candidate will have served n a senicr management role
n 2 large company, preferably in a regulated industry with complex
infrastrucrure challenges. The ideal candidate would have cxperence
and demonsiuated success in a regulated gas, water or clecuic unlity
during his/her career, and have significant experience in finance and
state/local politics and zegulation. If rhis is not the case, the candidate
should have an understanding of thc issues facing gas supply,
distriburion, and deregulation and a dernonstrable ability to lean
quickly. Turnaround experience is highly desirabie. Past expezience and
success 1o mumcipal and/or  private  udlity encompassing the
managernent and developmen: of people is also desirable. An
impeccable track record of success ig a must.

CONTACT INFORMATION

Mr. Paul Benson
Partner

Heidrick & Strupgles
(212) 551-0534
pbenson{@h-s.com

Hesdnck & Strugghs undertakes our asignmenis without resinictions as to race, color, na%ional onigin, cex, sexual
ortentation, religious prefevence, age or other unlawfil factors. \We will took broadly in the marketplace to ideniry
availably candidates iwho grtear to mect the performance related eriteria of thir arsignment



CERTIFICATE 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 E-MAIL AND/OR FIRST CLASS MAIL

Tanya McCloskey, Esq.

Steve Keene, Esq.

Office of Consumer Advocate
5th Floor, Forum Place Bldg.
555 Walnut Street

Harrisburg, PA 17101-1921
E-mail: TmcCloskey@paoca.org

Steve Gray Esq.

Office of Small Business Advocate
Commerce Building, Suite 1102
300 North 2nd Street

Harrisburg, PA 17101

E-mail: Anjones(@state.pa.us

Johnnie Simms, Esq.

Office of Trial Staff

PA Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17105-3265
E-mail: simmsj@puc.state.pa.us

Charis M. Burak, Esquire
McNEES, WALLACE, NURICK
100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166
E-mail: Cburak{@mwn.com

L.ance Haver

6048 Ogontz Avenue
Philadelphia, PA 19141
(CEPA)

DSH:25114.1/PHI211-150657

Philip Bertocci, Esq.
Community Legal Services
1424 Chestnut Street
Philadelphia, PA 19102
Fax: 215-981-0434

Richard Lelash

Financial and Regulatory Consultant
18 Seventy Acre Road

Redding, CT 06896

(OCA)

E-mail: Lelash@sprint.com

Craig A. Doll, Esq.

25 North Front St., 2nd Floor
Harrisburg, PA 17101-1606
E-mail: Cdoll76342@daol.com

Brian Kalcic

Excel Consulting

Suite 720-T

225 8. Meramec Avenue
St. Louis, MO 63105
(OSBA)

Fax: (314) 725-2022

Richard A. Baudino

J. Kennedy and Associates

570 Colonial Park Dr., Suite 305
Roswell, GA 30075

E-mail: Rbaudino@jkenn.com
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Larry Speilvogel
203 Hughes Road

King of Prussia, PA 19406
(PICGUG)

Dated: April 9, 2002

Wl

Mark S. Stewart, Esquire
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