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P R O C E E D I N G S 

ADMINISTRATIVE LAW JUDGE MARLANE R. CHESTNUT: This 

i s the hearing scheduled at Docket No. R-00005654. 

For the record, l e t me s t a t e t h a t I am 

Ad m i n i s t r a t i v e Law Judge Marlane R. Chestnut. 

Have a l l Counsel signed the hearing report? 

(No audible response.) 

JUDGE CHESTNUT: Have a l l Counsel received copies 

of the two orders t h a t I issued concerning the motion t o 

s t r i k e and motion t o compel? 

(No audible response.) 

JUDGE CHESTNUT: Okay. Rather than take the time 

t o have a l l of you stand up and introduce yourselves, 

s t a t e your name, your address, your E-mail address and 

your fax number and your telephone number, I am simply 

going t o go through the appearance sheet and make sure 

you r e a l l y are here. So when I c a l l your name please 

i n d i c a t e where you are seated. 

JUDGE CHESTNUT: Mr. Simms. 

MR. SIMMS: Good morning, Your Honor. 

JUDGE CHESTNUT: Ms. Burak. 

MS. BURAK: Good morning, Your Honor. 

JUDGE CHESTNUT: Mr. D o l l . 

MR. DOLL: Good morning, Your Honor. 

JUDGE CHESTNUT: Ms. Jones. 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



122 

1 MS. JONES: Good morning. Your Honor. 

2 JUDGE CHESTNUT: Mr. C l e a r f i e l d . 

3 MR. CLEARFIELD: Yes, Your Honor. 

4 JUDGE CHESTNUT: Mr. Gornish. 

5 MR. GORNISH: Good morning. 

6 JUDGE CHESTNUT: Ms. McCloskey. 

7 MS. McCLOSKEY: Good morning, Your Honor. 

8 JUDGE CHESTNUT: Mr. Keene. 

9 MR. KEENE: Good morning, Your Honor. 

10 JUDGE CHESTNUT: Mr. M u l l i n s . 

11 MR. MULLINS: Good morning, Your Honor. 

12 JUDGE CHESTNUT: And Mr. B e r t o c c i . 

13 MR. BERTOCCI: Good morning. Your Honor. 

14 JUDGE CHESTNUT: I s there anybody I missed? 

15 (No audible response.) 

16 JUDGE CHESTNUT: As I i n d i c a t e d , there were two 

17 orders t h a t I issued. I hope you understand I wrote them 

18 very q u i c k l y . I wanted you to have them p r i o r t o t h i s 

19 hearing so t h a t you would know my view of the scope of 

20 t h i s hearing and t o keep t h a t i n mind i n terms of your 

21 questions and ob j e c t i o n s . 

22 Does anybody have anything else of a p r e l i m i n a r y 

23 nature? 

24 MR. CLEARFIELD: Your Honor, f o r the record, as we 

25 have informed the p a r t i e s , Mr. Knudsen has an o b l i g a t i o n 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



123 

1 t h i s afternoon which cannot be avoided, u n f o r t u n a t e l y . 

2 I t i s an appearance before C i t y Council. And t h e r e f o r e 

3 we have discussed w i t h the other p a r t i e s and I believe 

4 have an agreement t h a t Mr. Knudsen and Ms. Bisgaier w i l l 

5 be cross-examined today f o r PGW. I believe there are no 

6 questions f o r Mr. White on hi s testimony. And t h a t we 

7 w i l l s t a r t tomorrow w i t h the witnesses f o r the opposing 

8 p a r t i e s who have f i l e d testimony w i t h cross-examination. 

9 JUDGE CHESTNUT: That's f i n e . 

10 MS. BURAK: Your Honor, we have spoken w i t h 

11 Mr. C l e a r f i e l d and he has i n d i c a t e d t h a t he has some 

12 questions f o r our witness, Mr. Baudino. However, they 

13 may be of a more l i m i t e d nature. We r a i s e d the possible 

14 issue of Mr. Baudino telephoning i n f o r cross-examination 

15 r a t h e r than appearing and coming from A t l a n t a . 

16 JUDGE CHESTNUT: No. That might be a problem. 

17 MS. BURAK: That's f i n e . Then he w i l l be here 

18 tomorrow. 

19 JUDGE CHESTNUT: Just because the telephone l i n e t o 

20 t h i s hearing room i s not o p e r a t i o n a l at the moment. 

21 MS. BURAK: Okay. 

22 JUDGE CHESTNUT: I w i l l check and see. I mean, i f 

23 we can do i t , I w i l l be glad t o do i t , e s p e c i a l l y i f i t 

24 i s going t o be b r i e f . 

25 MR. CLEARFIELD: We would not be opposed t o doing 
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1 i t subsequently or i n another room i f necessary. 

2 JUDGE CHESTNUT: I n the meantime why don't you see 

3 i f you can s t i p u l a t e t o i t and I w i l l check and see what 

4 can be done and l e t you know l a t e r t h i s morning. 

5 MS. BURAK: That would be great. Thank you. Your 

6 Honor. 

7 JUDGE CHESTNUT: So there i s no cross-examination 

8 f o r Mr. White. 

9 I d i d not send out the customary witness g r i d 

10 because I f i g u r e d you f o l k s had enough t o do and not much 

11 time t o do i t . So I am going t o ask you now t o give me 

12 your estimate of the cross-examination time you have f o r 

13 the witnesses. The key t o t h i s i s you are supposed t o 

14 give me your answer as no cross or s l i g h t cross, which i s 

15 15 minutes or less, moderate cross, which i s 15 to 60 

16 minutes, and extensive cross, or I would say overdone 

17 cross, would be more than 60 minutes. And be r e a l i s t i c . 

18 We w i l l ask about Mr. Knudsen and Ms. Bisgaier, I 

19 guess. 

20 Ms. McCloskey. 

21 MS. McCLOSKEY: For Mr. Knudsen we have moderate, 

22 probably approaching an hour, and f o r Ms. Bisgaier we 

23 have the s l i g h t cross. 

24 JUDGE CHESTNUT: Okay. Great. 

25 Mr. Simms. 
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MR. SIMMS: I only have s l i g h t cross f o r 

Mr. Knudsen. 

JUDGE CHESTNUT: Okay. 

Ms. Jones. 

MS. JONES: Your Honor, we have no cross f o r both 

witnesses. 

JUDGE CHESTNUT: I would l i k e t o say great, but I 

know t h a t ' s not appropriate. 

Mr. B e r t o c c i , how about you? 

MR. BERTOCCI: I t somewhat depends on what OCA 

does, but moderate cross f o r Mr. Knudsen and s l i g h t cross 

f o r Ms. Bisgaier. 

JUDGE CHESTNUT: Ms. Burak. 

MS. BURAK: S l i g h t cross f o r both, Your Honor. 

JUDGE CHESTNUT: And Mr. D o l l . 

MR. DOLL: Yes, Your Honor. No cross f o r Mr. 

Knudsen and moderate cross f o r Ms. Bisgaier. 

JUDGE CHESTNUT: Well, keep i n mind the time 

c o n s t r a i n t s here. Given what you j u s t i n d i c a t e d i t seems 

l i k e we can accommodate these witnesses i n the time frame 

t h a t we have. But i f necessary, you know, I am going t o 

be tough about no breaks, no lunch, t h a t kind of t h i n g . 

A couple of thin g s about t h i s hearing. As you 

know, we ALJs a l l have our personal i d i o s y n c r a s i e s . I 

don't know i f your c e l l phone goes o f f during a hearing, 
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1 although I expect you not t o t a l k but t o go outside. But 

2 what I don't l i k e i s f o r people t o waste time on the 

3 record. 

4 Now, i f you are cross-examining don't read t h e i r 

5 testimony i n t o the record as a foundation f o r your 

6 question. Just r e f e r them t o i t . That i s a p a r t i c u l a r 

7 t h i n g t h a t I don't l i k e . 

8 But keep i n mind, please, t h a t we don't have a l o t 

9 of time and I expect you t o show your pr o f e s s i o n a l i s m and 

10 good f a i t h here. 

11 Anything else t h a t anybody wants t o r a i s e before we 

12 go t o our f i r s t witness? 

13 (No audible response.) 

14 JUDGE CHESTNUT: Mr. C l e a r f i e l d . 

15 MR. CLEARFIELD: We would l i k e t o c a l l Mr. Knudsen. 

16 Whereupon, 

17 THOMAS E. KNUDSEN 

18 having been duly sworn, t e s t i f i e d as f o l l o w s : 

19 JUDGE CHESTNUT: Please s i t down and give and s p e l l 

20 your name f o r the record. 

21 THE WITNESS: Thomas Knudsen, K-N-U-D-S-E-N. 

22 JUDGE CHESTNUT: Go ahead, Mr. C l e a r f i e l d . 

23 DIRECT EXAMINATION 

24 BY MR. CLEARFIELD: 

25 Q. Mr. Knudsen, would you s t a t e your f u l l name and 
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1 business address, please? 

2 A. Thomas E. Knudsen. I am i n t e r i m c h i e f 

3 f i n a n c i a l o f f i c e r of Philadelphia Gas Works. And our 

4 headquarters are located a t 9th and Montgomery i n 

5 Phil a d e l p h i a . 

6 Q. Mr. Knudsen, have you submitted d i r e c t 

7 testimony and r e b u t t a l testimony f o r the purposes of t h i s 

8 proceeding? 

9 A. Yes, I have. 

10 MR. CLEARFIELD: Your Honor, we have p r e v i o u s l y 

11 d i s t r i b u t e d t o a l l the p a r t i e s and have provided t o the 

12 court r e p o r t e r t h i s morning copies of a multipaged 

13 document which we have marked f o r i d e n t i f i c a t i o n as PGW 

14 IR Statement 1.0. And we have also attached t o t h a t PGW 

15 E x h i b i t IR 1.1 and PGW IR E x h i b i t 1.2. I would ask t h a t 

16 they be marked f o r i d e n t i f i c a t i o n . 

17 JUDGE CHESTNUT: Don't you want t o include h i s 

18 r e b u t t a l at the same time? 

19 MR. CLEARFIELD: I was going t o do them 

20 s e q u e n t i a l l y . Your Honor. 

21 JUDGE CHESTNUT: Why don't we j u s t do them a l l at 

22 once? I n f a c t , why we j u s t --

23 MR. CLEARFIELD: Do you want t o s t i p u l a t e ? 

24 JUDGE CHESTNUT: Yes. Why don't we do t h a t . 

25 MR. CLEARFIELD: Well, there are some ad d i t i o n s and 
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c o r r e c t i o n s . 

JUDGE CHESTNUT: Just ask i f there are a d d i t i o n s or 

co r r e c t i o n s . I d e n t i f y i t f o r the record, ask i f there 

are a d d i t i o n s or c o r r e c t i o n s and then we w i l l take i t . 

MR. CLEARFIELD: We have also d i s t r i b u t e d t o the 

p a r t i e s Mr. Knudsen 1s r e b u t t a l statement, which i s PGW IR 

Statement 1.1, and h i s r e b u t t a l e x h i b i t , which i s PGW 

Ex h i b i t 1.3. And we would ask t h a t a l l of those be 

marked f o r i d e n t i f i c a t i o n . 

JUDGE CHESTNUT: They w i l l be so marked. 

(Whereupon, the documents were marked as PGW 

Statements Nos. IR 1.0 and IR 1.1 and E x h i b i t s 

Nos. IR 1.1, 1.2 and 1.3 f o r i d e n t i f i c a t i o n . ) 

BY MR. CLEARFIELD: 

Q. Mr. Knudsen, have you before you what we have 

marked and as I have explained f o r the record as your 

d i r e c t and r e b u t t a l testimony and associated e x h i b i t s ? 

A. I do. 

Q. And were they prepared by you or under your — 

JUDGE CHESTNUT: We can skip t h a t . We are going t o 

assume t h a t i f i t s got h i s name on i t t h a t i t was 

prepared by him or under h i s supervision and t h a t i t 

represents h i s testimony. Let's go s t r a i g h t t o i f he has 

any a d d i t i o n s or c o r r e c t i o n s . 

BY MR. CLEARFIELD: 
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1 Q. Do you have any a d d i t i o n s or c o r r e c t i o n s t o 

2 your d i r e c t testimony, s t a r t i n g w i t h the d i r e c t ? 

3 A. Yes, I have several. 

4 On the d i r e c t , page nine, l i n e two, i n order t o be 

5 consistent w i t h the a f f i d a v i t the f i g u r e on l i n e two, 3G 

6 t o 35 should read 35 t o 40. 

7 Page nine of the d i r e c t , the second l i n e , 30 t o 35 

8 i s 35 t o 40. 

9 And then on page t e n , l i n e 11, i t i s the same. 

10 Q. The same correction? 

11 A. The same c o r r e c t i o n . T h i r t y t o 35 i s 35 t o 40. 

12 And t h a t i s consistent w i t h the a f f i d a v i t t h a t I f i l e d . 

13 Q. Are those the only c o r r e c t i o n s t h a t you would 

14 l i k e t o make t o your d i r e c t ? 

15 A. Those are the only c o r r e c t i o n s t o the d i r e c t . 

16 And then w i t h regard to the r e b u t t a l testimony, on 

17 page 21, l i n e 18, the word regulate at the end of the 

18 l i n e should be negotiate. 

19 Page 22, l i n e 19, a f t e r the word moreover the 

20 phrase should be i n j e c t e d , as t o the s i n k i n g fund forward 

21 purchase. Moreover, comma, as t o the s i n k i n g fund 

22 forward purchase, comma. 

23 Page 23, l i n e s one and two, delete the l a s t 

24 sentence completely. 

25 And then f i n a l l y , Your Honor, my Schedule 3 should 
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1 have had two more pages. As i s referenced on page 16 of 

2 the testimony, there i s a reference i n the footnote t o a 

3 $3 m i l l i o n . I t d i d not make i t i n t o the submission t o 

4 you as we were t r y i n g t o get i t t o a l l the p a r t i e s l a t e 

5 Monday n i g h t . And t h a t has been d i s t r i b u t e d t o the 

6 p a r t i e s and e s s e n t i a l l y a l l i t does i s i t i s the 

7 complement t o the schedule t h a t i s there. I t e s s e n t i a l l y 

8 presents our case i n c h i e f w i t h $70 m i l l i o n of a d d i t i o n a l 

9 f u e l costs. 

10 MR. CLEARFIELD: Your Honor, the copies t h a t I have 

11 provided t o the r e p o r t e r t h a t have those a d d i t i o n a l 

12 schedules attached. And I provided copies t o you as 

13 w e l l . 

14 JUDGE CHESTNUT: I assume t h a t the copies of the 

15 testimony supplied are the corrected versions. 

16 MR. CLEARFIELD: They w i l l be, Your Honor. 

17 JUDGE CHESTNUT: Fine. 

18 THE WITNESS: Those are the a l l the c o r r e c t i o n s 

19 t h a t I have. 

20 BY MR. CLEARFIELD: 

21 Q. That i s good because those are a l l the 

22 c o r r e c t i o n s I have, too. 

23 MR. CLEARFIELD: Your Honor, we have a couple of 

24 other housekeeping matters. 

25 JUDGE CHESTNUT: Why don't you move t h a t i n . 
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MR. CLEARFIELD: Fine. I move the admission of PGW 

Statement 1 and E x h i b i t s 1.1 and 1.2, and Statement 1.1 

and E x h i b i t 1.3, subject t o any t i m e l y f i l e d motions t o 

s t r i k e t h a t the p a r t i e s may have. 

JUDGE CHESTNUT: Any objection? 

(No audible response.) 

JUDGE CHESTNUT: The documents are admitted. 

(Whereupon, the documents marked as PGW Statements 

Nos. 1.0 and 1.1 and E x h i b i t s Nos. 1.1, 1.2 and 

1.3 were received i n evidence.) 

MR. CLEARFIELD: Your Honor, we have two other 

housekeeping matters we would l i k e t o take care of 

qu i c k l y . 

As you and the other p a r t i e s are probably aware, 

the Public U t i l i t y Commission submitted a s e c r e t a r i a l 

l e t t e r t o PGW and d i r e c t e d t h a t we enter i n t o the record 

several p o r t i o n s of the bond ordinances and associated 

c l o s i n g documents associated w i t h several of our 

outstanding bonds. We have provided those i n response t o 

the s e c r e t a r i a l l e t t e r several weeks ago and we have 

copies prepared t o enter i n t o the record. 

We have provided two copies t o the court r e p o r t e r 

and we have marked them as PGW E x h i b i t 1.4. Mr. Knudsen 

w i l l sponsor them w i t h your permission. We would ask 

t h a t those be — 
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1 JUDGE CHESTNUT: Do I have a copy of that? 

2 MR. CLEARFIELD: Yes. 

3 JUDGE CHESTNUT: Or w i l l I have a copy of that? 

4 MR. GORNISH: Now you do. 

5 MR. CLEARFIELD: We ask t h a t those be moved i n t o 

6 the record subject t o the Commission's s e c r e t a r i a l 

7 l e t t e r . 

8 JUDGE CHESTNUT: Any objection? 

9 (No audible response.) 

10 JUDGE CHESTNUT: The documents are admitted. 

11 (Whereupon, the document was marked as PGW 

12 E x h i b i t No. 1.4 f o r i d e n t i f i c a t i o n , and was 

13 received i n evidence.) 

14 MR. CLEARFIELD: F i n a l l y , Your Honor, as you may 

15 r e c a l l , i n the order of the Commission p e r m i t t i n g t h i s 

16 i n t e r i m r a t e proceeding t o go forward i t i n d i c a t e d t o PGW 

17 t h a t i t was c o n d i t i o n a l on PGW accepting four c o n d i t i o n s , 

18 i f you w i l l , or four requirement t h a t were set f o r t h i n 

19 paragraph two of i t s order. 

20 The Philadelphia F a c i l i t i e s Management Corporation, 

21 which i s the board t h a t oversees PGW, has entered a 

22 r e s o l u t i o n i n which i t has committed t o adhering t o those 

23 requirements. I have provided copies t o the court 

24 r e p o r t e r and t o Your Honor and I ask t h a t i t be marked as 

25 PGW IR E x h i b i t 1.5 and t h a t i t be entered i n t o the 
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record. 

JUDGE CHESTNUT: Any objection? 

(No audible response.) 

JUDGE CHESTNUT: The document w i l l be marked and 

admitted. 

(Whereupon, the document was marked as PGW 

IR E x h i b i t No. 1.5 f o r i d e n t i f i c a t i o n , and was 

received i n evidence.) 

MR. CLEARFIELD: Thank you. That i s a l l the 

housekeeping matters I have. Your Honor. Mr. Knudsen 

would be a v a i l a b l e f o r cross-examination. 

JUDGE CHESTNUT: Okay. I s there a p a r t i c u l a r order 

t h a t you guys want t o go in? 

MS. McCLOSKEY: I t h i n k since I have the most cross 

maybe i t would be b e n e f i c i a l i f I go f i r s t . 

JUDGE CHESTNUT: Fine. 

MS. McCLOSKEY: Thank you, Your Honor. I w i l l t r y 

to do i t from here. 

JUDGE CHESTNUT: Do you want t o rearrange 

yourselves a l i t t l e ? 

MS. McCLOSKEY: I f I could s i t where Mr. Do l l i s , 

then I could at l e a s t face Mr. Knudsen. That would be 

h e l p f u l . 
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1 CROSS-EXAMINATION 

2 BY MS. McCLOSKEY: 

3 Q. Good morning, Mr. Knudsen. 

4 A. Good morning. 

5 Q. My name i s Tanya McCloskey and I represent the 

6 O f f i c e of Consumer Advocate. 

7 I would l i k e t o s t a r t o f f today l o o k i n g at your 

8 d i r e c t testimony and I believe i t i s also i n your 

9 a f f i d a v i t on page three. 

10 A. This i s three of the testimony? 

11 Q. Page three of the testimony. I t also appears 

12 on page three of the a f f i d a v i t . 

13 JUDGE CHESTNUT: Excuse me. The d i r e c t testimony? 

14 MS. McCLOSKEY: The d i r e c t testimony. 

15 BY MS. McCLOSKEY: 

16 Q. Here you are discussing t h a t one element of 

17 PGW's current f i n a n c i a l p o s i t i o n was the warmer than 

18 normal w i n t e r of the year 1999 t o 2000. 

19 A. Yes. 

20 Q. What p o r t i o n of the $52 m i l l i o n r a t e request i s 

21 r e l a t e d t o the cashflow d e f i c i e n c i e s from the warmer than 

22 normal w i n t e r weather as opposed t o your bond coverage 

23 requirements? 

24 A. I'm not sure I understand the question. The 52 

25 m i l l i o n i s based on a forecast of f i s c a l 2001. We carry 
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1 over a d e f i c i e n c y , c e r t a i n l y , i n t o -- a cash d e f i c i e n c y 

2 — i n t o f i s c a l 2001 but the 52 m i l l i o n stands on i t s 

3 own. 

4 Q. How much of the cash d e f i c i e n c y are you 

5 c a r r y i n g over i n t o f i s c a l year 2001? 

6 A. Well, according t o the p o s i t i o n s t h a t we have 

7 taken, t h a t I have taken, we should have ended the year 

8 w i t h something on the order of 35 t o $40 m i l l i o n i n cash 

9 or comparables which would have been the a b i l i t y t o draw 

10 on short-term debt. We ended the year w i t h $2 m i l l i o n or 

11 so. 

12 Q. So you have an approximately $33 m i l l i o n of 

13 cash d e f i c i e n c y going i n t o the next year? 

14 A. We have a d e f i c i e n c y of cash, t h a t ' s c o r r e c t . 

15 Q. Now — 

16 A. That i s not t i e d d i r e c t l y t o the 52. The 52, 

17 we deal w i t h a forecast t e s t year here t h a t stands on i t s 

18 own. 

19 Q. But p a r t of the 52 i s because you are not i n 

20 the cash p o s i t i o n t h a t you f e e l you need t o be i n 

21 beginning the f i s c a l year, i s n ' t t h a t correct? 

22 A. Well, we need the 52 i n order t o meet c e r t a i n 

23 of our covenant requirements. So we are meeting our 

24 l e g a l requirements, both of our ordinance and of our bond 

25 requirements, w i t h the 52 m i l l i o n . 
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1 Q. But i f you had ended the year w i t h 35 m i l l i o n 

2 i n cash as you a n t i c i p a t e d your 52 m i l l i o n would not be a 

3 $52 m i l l i o n request, i s n ' t t h a t c orrect? 

4 A. Well — 

5 Q. Assuming a l l else i s equal t o your base case. 

6 A. The 52 m i l l i o n a c t u a l l y ends up'being less than 

7 we might have requested f o r m a l l y . Since we f i l e d f o r 

8 t h i s amount o r i g i n a l l y w i t h our budget hearings at the 

9 gas commission we a n t i c i p a t e d t h a t we would only have 

10 about $47 m i l l i o n — $42 m i l l i o n -- of f u e l costs. We 

11 are now i n a s i t u a t i o n where t h a t amount has doubled and 

12 we are look i n g at an a d d i t i o n a l $50 m i l l i o n . So t h a t the 

13 52 m i l l i o n i s understated r i g h t now. 

14 Q- That was not my question, Mr. Knudsen. My 

15 question was a l l else being held equal, i f you were 

16 ending the year i n the cash p o s i t i o n of 35 m i l l i o n as you 

17 had planned i f the winter had not been warmer than 

18 normal, how much of the 52, then, would not have been 

19 necessary, a l l else being held equal? 

20 MR. CLEARFIELD: I'm sorry. I have t o object f o r 

21 c l a r i t y . Are we t a l k i n g about the year t h a t j u s t ended 

22 or are we t a l k i n g about the year 2000-2001? 

23 MS. McCLOSKEY: The year t h a t j u s t ended. 

24 BY MS. McCLOSKEY: 

25 Q. The f i s c a l year t h a t j u s t ended, you ended w i t h 
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a cash d e f i c i e n c y and one of those reasons was the warmer 

than normal weather i n the win t e r of your f i s c a l year 

2000. A l l else being held equal, i f you had not ended 

the year w i t h t h a t cash d e f i c i e n c y how much of the 52 

m i l l i o n would be necessary? 

A. The issue i s t h a t the 52 m i l l i o n as, I'm sure, 

other questions w i l l get t o , the 52 m i l l i o n e s s e n t i a l l y 

tees up the end of the year. We have t o get through the 

winter w i t h the required l e v e l of cash and earnings. The 

52 m i l l i o n was designed according t o the o r i g i n a l budget 

p r o t e c t i o n s so t h a t we would end f i s c a l 2001 w i t h 3'0 t o 

35 m i l l i o n . 

Q. When you designed the o r i g i n a l , however, you 

assumed t h a t you would have less cash than 35 m i l l i o n , 

i s n ' t t h a t correct? 

A. No. We designed — 

Q. At the end of f i s c a l year 2000. 

A. We understood t h a t i s where we were. But the 

design of the 52 m i l l i o n was t o get us t o 35 t o 40 

m i l l i o n a t the end of f i s c a l 2001. We need t h a t money i n 

order t o p o s i t i o n ourselves t o go i n t o the subsequent 

four months. We need t h a t cash i n August of 2001 t o have 

a v a i l a b l e i n September, October, November, December. 

That i s how the 52 was s t r u c t u r e d . 

MR. CLEARFIELD: I'm sorry. When you say f i s c a l 
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1 2001 you mean the 12 months ending August, 2001? 

2 THE WITNESS: That's c o r r e c t . 

3 BY MS. McCLOSKEY: 

4 Q. Let me t r y i t another way, Mr. Knudsen, and see 

5 i f you can answer the question t h i s way. I f on August 

6 31, 2000, PGW had $35 m i l l i o n i n cash r a t h e r than $2 

7 m i l l i o n i n cash would your i n t e r i m r a t e request have been 

8 a f f e c t e d by having $35 m i l l i o n i n cash i n August of 2000, 

9 a l l else being equal as your base case? 

10 A. As f i l e d on June 9? 

11 Q. As f i l e d on June 9 or June 19. I'm not sure 

12 which date. 

13 A. Whatever i t was. We would have had more 

14 f l e x i b i l i t y i n the amount. I w i l l admit t h a t . 

15 Q. That i s the question. 

16 A. Okay. 

17 Q. Now, am I co r r e c t t h a t PGW experienced warmer 

18 than normal winters f o r the l a s t three f i s c a l years? 

19 A. That's c o r r e c t . 

20 Q. And these warmer than normal winters have 

21 c o n t r i b u t e d , then, t o these depressed earnings or the 

22 redu c t i o n i n a v a i l a b l e cash? 

23 A. Correct. 

24 Q. And I believe what you are t e s t i f y i n g t o today 

25 i s t h a t these past earnings d e f i c i e n c i e s or past cash 
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1 d e f i c i e n c i e s have created or l e d t o the cash l i q u i d i t y 

2 c r i s i s t h a t you are i n at t h i s point? 

3 A. That and other f a c t o r s . 

4 Q. But weather i s one of those f a c t o r s ? 

5 A. Weather i s probably the major f a c t o r , but there 

6 were others. 

7 Q. Now, PGW Philadelphia Gas Works -- we w i l l 

8 r e f e r t o i t i n my cross as PGW -- d i d not seek base ra t e 

9 r e l i e f from the Philadelphia Gas Commission i n any of 

10 those three years, d i d i t ? 

11 A. That's c o r r e c t . 

12 Q. And would you agree w i t h me, Mr. Knudsen, t h a t 

13 PGW was aware since the passage of the Natural Gas Choice 

14 Act t h a t j u r i s d i c t i o n over PGW was being t r a n s f e r r e d t o 

15 the Public U t i l i t y Commission? 

16 A. As of July 1st of t h i s year, t h a t ' s c o r r e c t . 

17 Q. Now, you f i l e d , and I bel i e v e we j u s t discussed 

18 the date, your i n t e r i m -- you f i l e d a base ra t e request 

19 before the Philadelphia Gas Commission on approximately 

20 June 19? 

21 A. That's c o r r e c t . 

22 Q. And then when d i d you f i l e your request f o r an 

23 i n t e r i m r a t e proceeding w i t h the Pennsylvania Public 

24 U t i l i t y Commission? 

25 A. The f i r s t week of August. 
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1 MR. CLEARFIELD: I t h i n k i t was August 7. 

2 THE WITNESS: August 7. 

3 JUDGE CHESTNUT: Excuse me, Mr. C l e a r f i e l d . I 

4 don't t h i n k we need c l a r i f i c a t i o n s from you at t h i s 

5 p o i n t . 

6 BY MS. McCLOSKEY: 

7 Q. Now, also on page three of your a f f i d a v i t and 

8 on your d i r e c t testimony you note tha-t the i n t e r i m base 

9 r a t e increase i s t o allow the company t o b u i l d up 

10 i n t e r n a l l y generated funds. 

11 A. Yes. 

12 Q. And would you agree w i t h me t h a t the PUC i n i t s 

13 order s e t t i n g t h i s proceeding i d e n t i f i e d the question 

14 here as maintaining a minimum adequate l e v e l of f i n a n c i a l 

15 h e a l t h through the winter heating season? 

16 A. That i s what the language says. 

17 MR. CLEARFIELD: Your Honor, I ob j e c t . F i r s t of 

18 a l l , the order speaks f o r i t s e l f . Second of a l l , t h a t i s 

19 not a complete quote of the order. 

20 JUDGE CHESTNUT: Yes. The order does speak f o r 

21 i t s e l f . I f you want t o ask him hi s understanding of the 

22 order, t h a t i s appropriate. 

23 MS. McCLOSKEY: Let me j u s t move on. We a l l have a 

24 copy of the order. 

25 BY MS. McCLOSKEY: 
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1 Q. I n t h i s case, though, i n t h i s i n t e r i m ca'se, you 

2 are asking ratepayers t o put the company i n the p o s i t i o n 

3 of meeting the bond covenants f o r f i s c a l year 2001 and t o 

4 have about $35 m i l l i o n i n cash at the end of f i s c a l year 

5 2001, i f I understand your testimony. 

6 A. That i s c o r r e c t . That was the base case. That 

7 was our f i l i n g i n August. 

8 Q. And you would agree w i t h me t h a t t h i s case, the 

9 evidence i n t h i s case i s not t h a t of a f u l l base r a t e 

10 case review, t h a t you are going t o f i l e t h a t f u l l base 

11 r a t e case subsequently, i s t h a t correct? 

12 MR. CLEARFIELD: Your Honor, I object . F i r s t of 

13 a l l , i t ' s a compound question. 

14 JUDGE CHESTNUT: I understand t h a t . To the extent 

15 t h a t i t incorporates a l e g a l conclusion, obviously t h a t 

16 i s not permitted. But I t h i n k Mr. Knudsen can understand 

17 the t h r u s t of the question there. 

18 A. We w i l l be f i l i n g a base ra t e case f o r 

19 permanent ra t e r e c o g n i t i o n as soon as we can f o l l o w i n g 

20 the decision on the p a r t of the Commission i n t h i s 

21 matter. 

22 BY MS. McCLOSKEY: 

23 Q. And you are aware t h a t the Pennsylvania Public 

24 U t i l i t y Commission i s conducting an au d i t of the company? 

25 A. I c e r t a i n l y am. 
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1 Q. And i s t h a t a u d i t complete? 

2 A. I t i s n o t complete. We w i l l be g e t t i n g the 

3 f i r s t r e p o r t s from them i n a two week period. I t h i n k 

4 they are i n t e n d i n g t o be f i n i s h e d somewhere i n the f i r s t 

5 week of December or thereabouts. 

6 Q. Now, also i n your a f f i d a v i t and testimony you 

7 i n d i c a t e t h a t a s i g n i f i c a n t c o n t r i b u t i n g f a c t o r t o the 

8 cashflow problem t h a t you're experiencing i s the increase 

9 i n gas costs t h a t we are now experiencing. 

10 A. That's c o r r e c t . 

11 Q. Have you reviewed the testimony i n the gas cost 

12 r a t e proceeding of a l l the p a r t i e s ? 

13 A. Yes. 

14 Q. And would you agree w i t h me t h a t there i s 

15 s u b s t a n t i a l support f o r recovery of these gas costs i n 

16 t h a t testimony of the p a r t i e s ? 

17 A. Yes. 

18 Q. But i f I understand your r e b u t t a l testimony, 

19 you are t e s t i f y i n g t h a t recovery of these costs w i l l not 

20 resolve the cashflow problems f o r f i s c a l year 2001? 

21 A. That's c o r r e c t . 

22 Q. Now, i f we could look at your r e b u t t a l 

23 testimony, page e i g h t , here you are discussing the issue 

24 of cash working c a p i t a l and you make the statement t h a t 

25 the management agreement requires ratepayers t o provide a 
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A. Yes. 

Q. Mr. Knudsen, i s i t your testimony here t h a t 

cash working c a p i t a l i s an expense f o r PGW? 

A. No. I t i s a requirement. That 1s a l l . 

Q. Would you agree w i t h me t h a t i n general the 

r a t e s e t t i n g process provides f o r rates t o recover the 

cost of c a p i t a l but does not re q u i r e ratepayers t o 

provide c a p i t a l ? 

Objection, Your Honor. 

Yes. 

The ra t e s e t t i n g process — 

Well, f i r s t o f f , obviously t h a t i s 

a l e g a l question and Mr. Knudsen i s not competent t o 

answer t h a t . 

MS. McCLOSKEY: Your Honor, I t h i n k i t goes t o h i s 

t e c h n i c a l understanding of the general r a t e s e t t i n g 

process. 

JUDGE CHESTNUT: Well, I am not sure t h a t the 

general r a t e s e t t i n g process i s relevant here. 

MR. CLEARFIELD: I agree. F i r s t , i t i s a l e g a l 

conclusion. Second of a l l , the general r a t e s e t t i n g 

process before the PGC, as Mr. Knudsen has t e s t i f i e d , i s 

not consistent w i t h her c h a r a c t e r i z a t i o n . 

JUDGE CHESTNUT: I mean, i f you want t o draw a 

MR. CLEARFIELD 

JUDGE CHESTNUT 

MR. CLEARFIELD 

JUDGE CHESTNUT 
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1 contrast between the ratemaking methodology of PGW and 

2 other u t i l i t i e s regulated by the Commission, t h a t i s 

3 something you can do i n your own testimony or someplace 

4 else. 

5 MS. McCLOSKEY: That i s the t h r u s t of what we are 

6 t r y i n g t o e s t a b l i s h here, the general r a t e s e t t i n g 

7 process before the Commission versus the ra t e s e t t i n g 

8 process as Mr. Knudsen t e s t i f i e s t o before the PGC. 

9 JUDGE CHESTNUT: I don't see t h a t you r e a l l y need 

10 testimony from Mr. Knudsen about t h a t , though. 

11 MS. McCLOSKEY: Okay. 

12 JUDGE CHESTNUT: Do you have a l o t of questions on 

13 t h i s l i n e ? 

14 MS. McCLOSKEY: No. I only had two. 

15 JUDGE CHESTNUT: Go ahead. 

16 BY MS. McCLOSKEY: 

17 Q. Now, Mr. Knudsen, you also, I t h i n k , t e s t i f i e d 

18 i n your d i r e c t testimony and your a f f i d a v i t t h a t a t h i r d 

19 c o n t r i b u t i n g f a c t o r t o the cash d e f i c i e n c i e s t h a t you're 

20 experiencing has been problems t h a t you have experienced 

21 w i t h your b i l l i n g and c o l l e c t i o n system? 

22 A. Yes. 

23 Q. Now,again, could you i d e n t i f y f o r us how much 

24 of the $52 m i l l i o n increase t h a t you are requesting i n 

25 base rates i s r e l a t e d t o the necessity t o make 
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c o r r e c t i o n s t o the b i l l i n g and c o l l e c t i o n system, which 

i s r e f e r r e d t o as BCCS? 

A. Well, t h a t goes t o your f i r s t question, how 

much f l e x i b i l i t y have we b u i l t i n t o the 52. The p o i n t at 

issue here i s t h a t we are where we are at the end of 

f i s c a l 199, at the end of August. We have forecast what 

we need. We have assumed w i t h i n t h a t f orecast a 

t r a d i t i o n a l r e c e i p t of funds from our customers. We have 

a much higher w r i t e - o f f percentage than the r e s t of the 

s t a t e . But these numbers r e f l e c t a h i s t o r i c a l e f f o r t t o 

c o l l e c t the funds from our customers. So my answer t o 

you i s what i t was before. Were we not i n t h i s s i t u a t i o n 

t h a t we are i n , e s s e n t i a l l y from warm weather, there 

would be greater f l e x i b i l i t y at the end of the f i s c a l 

period. But I can't remake the past. I can only go 

forward. 

Q. Now, I believe you t e s t i f i e d t h a t the company 

has been t a k i n g steps and i t i s p a r t of your T r a n s i t i o n 

t o Excellence plan t o c o r r e c t and b r i n g the BCCS system 

up t o an appropriate l e v e l . Can you give us an update 

e i t h e r here or provide f o r the record an update on the 

status of the various p r o j e c t s and t h e i r completion or 

t h e i r completion dates? 

A. Well, I t h i n k best t o handle t h a t w i t h a 

response because i t i s q u i t e extensive. I t h i n k there 
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1 are f i v e t h i n g s t h a t the p a r t i e s w i l l be i n t e r e s t e d i n . 

2 The most important and the most time consuming and the 

3 most d i f f i c u l t was t o c o r r e c t the system i n order t o 

4 allow what we are e s t i m a t i n g now t o be 35,000 t o 40,000 

5 b i l l s t h a t d i d not b i l l sometime during the f i s c a l p eriod 

6 f i s c a l '99 — I'm sorry, f i s c a l 2000 — t h a t d i d not b i l l 

7 t o be b i l l e d s t a r t i n g i n August and going over t o 

8 September. 

9 We are f o r a l l i n t e n t s and purposes, according t o 

10 best i n d u s t r y average, b i l l i n g v i r t u a l l y a l l of our 

11 customers. That would be one. 

12 There was a parts and labor plan, which i s a major 

13 accommodation we have f o r our customers. That has been 

14 corrected. 

15 We are moving t o put i n place the c o r r e c t i o n s t o 

16 the budget b i l l i n g program. 

17 And there was a f o u r t h element, which d e a l t w i t h 

18 the dispatch of our r e p a i r people i n t o the f i e l d . There 

19 was a great deal of confusion, as we heard l a s t n i g h t 

20 from some of the witnesses. That problem i s being 

21 r e c t i f i e d . 

22 So those were the four major t h r u s t s t h a t 

23 management undertook between May and August to c o r r e c t , 

24 and those have been corrected. Now, there i s a two page 

25 l i s t of a d d i t i o n a l considerations t h a t are being 
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1 addressed t h a t e s s e n t i a l l y then become refinements, minor 

2 -- co r r e c t i o n s of more minor problems. 

3 Q. Is the budget b i l l i n g segment -- I'm sorry, I'm 

4 not c l e a r from your answer i s the budget b i l l i n g 

5 segment corrected so t h a t the company can issue or place 

6 customers on budget b i l l i n g ? 

7 A. There were three elements of the c o r r e c t i o n . 

8 Two of them, I t h i n k , are c o r r e c t as of now and w i l l go 

9 i n t o production. We s t i l l have a t h i r d t o go. I f you 

10 are going t o ask me what the three are, I'm not sure I 

11 can t e l l you. But there are three. 

12 MR. CLEARFIELD: Excuse me, Your Honor. 

13 Do you s t i l l want an on the record data request 

14 response t o that? 

15 JUDGE CHESTNUT: We are not going t o have on the 

16 record data requests, not given the time c o n s t r a i n t s . 

17 THE WITNESS: Well, Your Honor, we do have 

18 responses prepared f o r the other proceeding. We could 

19 make those a v a i l a b l e t o the p a r t i e s today. 

20 JUDGE CHESTNUT: Well, i f you can make i t a v a i l a b l e 

21 today so she can cross you on i t , f i n e . 

22 MS. McCLOSKEY: A c t u a l l y , Your Honor, I do have one 

23 of those I believe I have — and maybe i t would more 

24 e f f i c i e n t t o mark f o r the record t h a t as an OCA hearing 

25 e x h i b i t . That was a response i n the budget proceeding 
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t h a t l i s t e d the BCCS f i x e s and the t a r g e t dates. 

JUDGE CHESTNUT: That's f i n e . Do you want t o make 

t h a t Cross-Examination E x h i b i t 1? 

MS. McCLOSKEY: Yes. 

JUDGE CHESTNUT: Okay. And how d i d you i d e n t i f y 

t h at? 

MS. McCLOSKEY: This would be OCA Cross-Examination 

E x h i b i t 1. 

JUDGE CHESTNUT: And i t i s what? 

MS. McCLOSKEY: The response t o in f o r m a l discovery 

before the Philadelphia Gas Commission. 

JUDGE CHESTNUT: Okay. 

MS. McCLOSKEY: And i t i s BCCS f i x e s . 

JUDGE CHESTNUT: Do you have copies of t h a t t o 

d i s t r i b u t e ? 

MS. McCLOSKEY: Yes. 

(Whereupon, the document was marked as OCA 

Cross-Exam. E x h i b i t No. 1 f o r i d e n t i f i c a t i o n . ) 

BY MS. McCLOSKEY: 

Q. Mr. Knudsen, i s t h i s the l i s t of BCCS f i x e s 

w i t h t a r g e t completion dates t h a t you r e f e r r e d t o j u s t a 

moment ago? 

A. Well, i t i s a l i s t , yes. 

Q. I t i s a l i s t ? 

A. There i s a l i s t t h a t goes beyond the framework 
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1 of these r e p a i r s t o the BCCS system. 

2 MS. McCLOSKEY: Your Honor, I guess at t h i s time so 

3 I don't f o r g e t I would l i k e t o have admitted OCA 

4 Cross-Examination E x h i b i t No. 1. 

5 JUDGE CHESTNUT: Any objection? 

6 (No audible response.) 

7 JUDGE CHESTNUT: The document i s admitted. 

8 (Whereupon, the document marked as OCA 

9 Cross-Exam. E x h i b i t No. 1 was received i n 

10 evidence.) 

11 BY MS. McCLOSKEY: 

12 Q. Now, Mr. Knudsen — 

13 A. Can I r a i s e one question? I s t h i s dated? I s 

14 there a date you could put on t h i s ? This r e f l e c t s a 

15 c e r t a i n dynamic and you w i l l have t o know when t h i s was 

16 cut, i n other words. 

17 MR. CLEARFIELD: Your Honor, may I ask — I w i l l 

18 ask -- i s t h i s a document t h a t was prepared by PGW? 

19 MS. McCLOSKEY: Yes. This i s a document prepared 

20 by PGW f o r the Philadelphia Gas Commission proceeding. 

21 THE WITNESS: A l l I need t o know i s the submission 

22 date so I am c l e a r . 

23 MS. McCLOSKEY: There was no submission date on the 

24 document. 

25 THE WITNESS: We can provide t h a t . 
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1 JUDGE CHESTNUT: Do you know when i t was provided? 

2 MR. CLEARFIELD: We w i l l t r y t o f i n d t h a t out. 

3 JUDGE CHESTNUT: I assume i t was a f t e r June. 

4 THE WITNESS: I t would have been July. 

5 MR. BERTOCCI: July or August. 

6 BY MS. McCLOSKEY: 

7 Q. Now, i f we could t u r n t o your r e b u t t a l 

8 testimony. On Schedule 3, I believe t h a t i s the one you 

9 have now provided two a d d i t i o n a l pages, the two others 

10 f o r i t . To be cl e a r , the premise of Schedule 3, page 

11 one, i s t h a t based upon a $7.5 m i l l i o n r a t e increase? 

12 A. Yes. That i s a l l — and 20 m i l l i o n of a loan 

13 w i t h an a d d i t i o n a l 70 m i l l i o n of costs beyond the 97 of 

14 gas costs. 

15 (Pause.) 

16 A. And no bond sale. 

17 Q. Okay. Let me run through each of these 

18 elements a l i t t l e b i t more c l e a r l y . You are saying t h a t 

19 you increase the gas cost by 70 m i l l i o n above the 97 

20 m i l l i o n ? 

21 A. Correct. 

22 Q. Did you r e f l e c t any recovery of t h a t 70 m i l l i o n 

23 or d i d you hold the GCR at 97 m i l l i o n ? 

24 A. No. This would have r e f l e c t e d recovery of t h a t 

25 money. 
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1 Q. And I believe you 

2 A. Let me be cle a r . The b i l l i n g s , then, are 

3 b i l l e d . These r e f l e c t the cash c o l l e c t i o n s on t h a t 

4 a d d i t i o n a l amount of money. We don't -- we w i l l not 

5 receive $70 m i l l i o n . 

6 Q. This does, though, r e f l e c t the b i l l i n g s f o r the 

7 $70 m i l l i o n ? 

8 A. That's c o r r e c t . 

9 Q. And I believe you stated a moment ago i t does 

10 not include a $20 m i l l i o n temporary advance or temporary 

11 loan, i s t h a t correct? 

12 A. That's c o r r e c t . 

13 Q. Now, i n your r e b u t t a l you discuss a possible 

14 $45 m i l l i o n temporary advance from the c i t y . That i s 

15 also not r e f l e c t e d i n t h i s schedule? 

16 A. That's c o r r e c t . 

17 (Pause.) 

18 A. Well, the 45 would have been -- the way I was 

19 viewing i t , the 45 would have been i n c l u s i v e of the 20 

20 t h a t the OCA witnesses -- or witness -- had included. 

21 Q. Right. 

22 A. I mean, i t would not be 20 plus 45. The 45 

23 would include the 20. 

24 Q. Now, as I am reading t h i s schedule, i f you are 

25 loo k i n g at the t o t a l year end, you are showing a negative 
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$29.8 m i l l i o n , i s t h a t correct? 

A. Correct. 

Q. But i f i n f a c t you included the $45 m i l l i o n 

advance i t would be a p o s i t i v e $15 m i l l i o n at t h a t point? 

A. I want t o be r e a l c l e a r about the $4 5 m i l l i o n . 

The answer t o your question i s yes. The question i s 

whether i n c l u d i n g the 45 i s possible. The $45 m i l l i o n 

from the c i t y i s intended as a working c a p i t a l loan. To 

put i t i n t o t h i s context of s l i d i n g i t i n t o place at the 

end of the year e s s e n t i a l l y s t a r t s t o put i t i n t o a 

quasi-permanent aspect of our c a p i t a l i z a t i o n . That w i l l 

not be allowed by the C i t y Council. 

Some people are going t o attend the session t h i s 

afternoon. I t i s very c l e a r t h a t we have t o demonstrate 

how t h a t money w i l l be paid back. I f i t f a l l s i n and i s 

used i n t h i s way we can't look forward and say t o the 

C i t y Council how we are going t o pay the money back. 

But the answer to your question i s yes, i f you add 

the 45 you come up t o a p o s i t i v e 15. 

Q. Now, the opening balance here -- t h i s also 

includes t h i s $18 m i l l i o n payment t o the c i t y , i s t h a t 

correct? 

A. That's c o r r e c t . 

Q. I t does not r e f l e c t any waiver of the $18 

m i l l i o n payment? 
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1 A. That's c o r r e c t . 

2 Q. Now, you showed the opening balance of two 

3 m i l l i o n , which i s the cash balance at August 31, 2000. 

4 And I bel i e v e you referenced t h a t number e a r l i e r . Was 

5 t h a t the a c t u a l cash balance at August 31? 

6 A. No. The a l l cash balance was higher but we 

7 had moved some of these items from advance -- as shown 

8 here we had moved them forward i n time from the October 

9 and November timeframe t o the end of August. So t h a t --

10 i t gets complicated, but f o r purposes of presentation the 

11 cashflow over the period i s the same. We have simply 

12 moved some items forward t o the end of the period, the 

13 end of August. 

14 Q. And what was the a c t u a l cash balance at the end 

15 of August p r i o r t o moving the items forward, i f you know? 

16 A. I t was e i t h e r s i x or ei g h t m i l l i o n . I don't 

17 r e c a l l i t s p e c i f i c a l l y . 

18 Q. Now, as I understand Schedule 3 as w e l l , you 

19 are r e a l l y premising t h i s on OCA Witness LeLash's $7.5 

20 m i l l i o n r a t e increase scenario? 

21 A. That's r i g h t . 

22 Q. And, again, Mr. LeLash's $7.5 m i l l i o n r a t e 

23 increase scenario i s a scenario t h a t does not include 

24 waiver of the $18 m i l l i o n c i t y payment or a r e t u r n of the 

25 c i t y payment as p r o j e c t revenues. I s t h a t your 
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1 understanding? 

2 A. That's c o r r e c t . 

3 Q. Now, on page 14 of your testimony, your 

4 r e b u t t a l testimony, and I bel i e v e you went through and 

5 made a p a r a l l e l change i n your d i r e c t , you are seeking 

6 $35 m i l l i o n t o $40 m i l l i o n i n cash by the end of the 

7 f i s c a l year 2001? 

8 A. That's c o r r e c t . 

9 Q. Now, i f you could reference appendix B of your 

10 testimony, page one. 

11 MR. CLEARFIELD: I s t h a t the --

12 MS. McCLOSKEY: I'm sorry. I t h i n k t h a t i s your 

13 d i r e c t . 

14 JUDGE CHESTNUT: A p a r t i c u l a r page? 

15 MS. McCLOSKEY: Page one. 

16 BY MS. McCLOSKEY: 

17 Q. For f i s c a l year 1999 and 2000, which I believe 

18 i s your column two. 

19 A. Yes. 

20 Q. The company ended t h a t year, i f you look at the 

21 net income column, w i t h $2.9 m i l l i o n i n cash, i s t h a t 

22 correct? 

23 A. I have 2.5. 

24 Q. 2.5. I t h i n k ours -- the revised estimate says 

25 2.9 on our schedule. 
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1 MR. CLEARFIELD: I'm sorry. Are we looking, at 

2 appendix B, page two of f i v e ? 

3 MS. McCLOSKEY: Page one of f i v e . 

4 A. That i s the net income, 2.9. The cash balance 

5 at the end of the year i s 2.486. 

6 BY MS. McCLOSKEY: 

7 Q. And then i n column one f o r 1998-99 you ended 

8 w i t h a cash balance of 16 m i l l i o n ? 

9 A. Correct. 

10 Q. But a net income of negative 2.2 m i l l i o n ? 

11 A. Negative 2.2 i s c o r r e c t . 

12 Q. I would l i k e t o t u r n t o page 14 of your 

13 r e b u t t a l . I t h i n k we were j u s t there. Here again you 

14 are discussing the seasonal nature of PGW's revenue 

15 c o l l e c t i o n ? 

16 A. Yes. 

17 Q. And the need f o r r a t e r e l i e f so t h a t i t could 

18 be b i l l e d during the w i n t e r heating season. The company 

19 has been aware of the seasonal nature of i t s b i l l i n g , 

20 i s n ' t t h a t c o r r e c t , f o r some time? 

21 A. Oh, I t h i n k forever. 

22 Q. And when d i d the company reach the l i m i t on i t s 

23 commercial paper c r e d i t l i n e ? 

24 A. We went the l a s t four or f i v e m i l l i o n sometime 

25 i n the l a t e spring, i f memory serves. I w i l l check t h a t . 
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1 I f i t i s wrong I can give you the proper time. But i t 

2 would be i n t h a t timeframe. 

3 Q. I f the company had f i l e d f o r a r a t e increase i n 

4 the f a l l of 1999 before the Philadelphia Gas Commission 

5 could the company have averted at l e a s t a p o r t i o n of the 

6 current f i n a n c i a l c r i s i s ? 

7 A. Sure. 

8 MR. CLEARFIELD': Your Honor, obj ect ion. I assume 

9 t h a t means i f they f i l e d and received a r a t e increase. 

10 MS. McCLOSKEY: F i l e d and received. 

11 BY MS. McCLOSKEY: 

12 Q. Now, at page 15, l i n e two, of your r e b u t t a l 

13 testimony you mention the a n t i c i p a t e d bond issuance i n 

14 July of 2001? 

15 A. Yes. 

16 Q. What amount of bonds are incorporated i n t o your 

17 cashflow? 

18 A. 75 m i l l i o n . 

19 (Pause.) 

20 A. We t h i n k i t w i l l have t o be higher but t h a t was 

21 the l a s t set of numbers t h a t was r e f l e c t e d . 

22 Q. Now, also, Mr. Knudsen, i n your r e b u t t a l 

23 testimony where you discuss the expense savings and 

24 p r o d u c t i v i t y improvements t h a t you pr o j e c t e d , you seem t o 

25 be suggesting i n your r e b u t t a l t h a t the company could not 
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1 achieve the expense savings or should not achieve the 

2 expense savings and p r o d u c t i v i t y improvements t h a t you 

3 projeeted. I s the company s t i l l committed t o achieving 

4 these savings and improvements? 

5 A . I hope I di d n ' t give t h a t impression. What we 

6 are doing i s e s s e n t i a l l y suggesting t h a t Mr. LeLash had 

7 said t h a t we would have a hard time making them and t h a t 

8 he made no adjustment f o r the f a c t t h a t he f e l t we would 

9 not get the $14 m i l l i o n . We are going very assiduously 

10 forward t o capture t h a t $ 14 m i l l i o n . We understand very 

11 c l e a r l y t h a t as pa r t of t h i s e f f o r t we must d e l i v e r on 

12 the 14 m i l l i o n and we have progressed down t h a t path t o 

13 some extent already even though we are not even a month 

14 i n t o the process. 

15 Q. I would l i k e t o ask a few questions on your bad 

16 debt expense from your r e b u t t a l testimony. I n your 

17 r e b u t t a l , again, you are saying t h a t the bad debt expense 

18 i s expected t o climb by another $11 m i l l i o n . I s t h a t 

19 p r i m a r i l y r e l a t e d t o the a d d i t i o n a l increase i n gas 

20 costs? 

21 A. Well, between the i n i t i a l f i l i n g i n June --

22 l e t ' s t u r n i t around. I n the i n i t i a l f i l i n g i n June we 

23 assumed as part of an e f f o r t t o c o l l e c t more cash t h a t we 

24 would advance our or improve upon our c o l l e c t i o n r a t i o 

25 moving from e i g h t percent t o something closer t o s i x 
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1 percent. When the $50 m i l l i o n a d d i t i o n came along we 

2 f e l t t h a t t h a t was no longer a v i a b l e assumption. We had 

3 t o move i t back t o the ei g h t percent or so. 

4 So i n t h a t f i r s t c o r r e c t i o n the bad debt goes up 

5 more than one might expect because we are not only 

6 p i c k i n g up the bad debt on the incremental $50 m i l l i o n 

7 but we are also p i c k i n g up an a d d i t i o n a l two percent on 

8 a l l the r e s t . 

9 We are very concerned about the e l a s t i c i t y of 

10 demand e f f e c t on t h i s company r i g h t now. We understand 

11 i t very c l e a r l y , t h a t we are i n serious shape and 

12 p a r t i c u l a r l y i f the a d d i t i o n a l $70 m i l l i o n i s required. 

13 Q. So i n other words, the 11 m i l l i o n i s n ' t s o l e l y 

14 or j u s t from the 50? 

15 A. That's c o r r e c t . I t ' s a combination. 

16 Q. I t r e a l l y i s a combination of the two bad debt 

17 expenses? 

18 A. That's c o r r e c t . 

19 Q. Now, i f you could look at your Schedule 2, were 

20 you present a h i s t o r y of the bad debt expense. 

21 A. Yes. 

22 Q. And t h a t i s Schedule 2 i n your r e b u t t a l 

23 testimony. I t h i n k we see there t h a t the bad debt 

24 expense l e v e l as a percentage of revenue was as high as 

25 about 5.5 percent, and t h a t was i n 1982? 
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1 A. Yes. 

2 Q. Okay. 

3 A. The purpose of t h i s was r e a l l y t o suggest — 

4 and here we got t o be r e a l c a r e f u l -- Philadelphia i s a 

5 d i f f e r e n t town 20 years l a t e r than i t was i n 1979, '80 

6 and '81. What we are suggesting i s t h a t the percentage 

7 increase i n the bad debt growth as a r e s u l t of an' 

8 increase i n our costs or our rates i s i n d i c a t i v e of what 

9 kind of problems we are l i k e l y t o experience now and we 

10 use t h i s as simply an i n d i c a t o r t o the p a r t i e s t h a t when 

11 t h i s l a s t occurred, which was during the energy c r i s i s of 

12 the l a t e 1990's — l a t e 1970s and e a r l y 1980's — when 

13 t h a t occurred t h i s was the experience t h a t the company 

14 had. 

15 Q. And t h i s h i s t o r i c p r e s e n t a t i o n i s r e a l l y 

16 r e f l e c t i n g a time i n which gas rates and energy rates 

17 were increa s i n g somewhat comparable t o what we are seeing 

18 today? 

19 A. That's c o r r e c t . 

20 Q. So now, though, you are using a f i g u r e of about 

21 e i g h t percent. But what s p e c i f i c data d i d you use t o 

22 estimate the bad debt expense percentage of ei g h t 

23 percent? 

24 A. That i s a recent h i s t o r i c l e v e l . 

25 Q. Over how many years? 
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1 A. I am not t o t a l l y c l e a r i n my own mind on t h a t , 

2 but c e r t a i n l y three or four. 

3 Q. Is t h a t an average of the l a s t three or four 

4 years experience? 

5 A . I would expect so. I would have t o — i f you 

6 want I w i l l c l a r i f y t h a t f o r you. 

7 Q. Perhaps we could get a c l a r i f i c a t i o n i n a break 

8 on t h a t . 

9 A. That would be f i n e . 

10 Q. Mr. Knudsen, based on your current estimate of 

11 p r o j e c t e d gas costs t o a l e v e l of about $197 m i l l i o n t h a t 

12 you presented i n your r e b u t t a l testimony, the percentage 

13 increase t o ratepayers from the gas cost increase alone 

14 i s about 30 percent, i s t h a t correct? 

15 A. I t h i n k we put 10 on 70, d i d n ' t we? I t h i n k i t 

16 i s about 15 percent. I t h i n k we increased the — 

17 Q. The t o t a l . The 97 plus the a d d i t i o n a l 70 t o 

18 100 m i l l i o n . 

19 A. A l l r i g h t . Fair enough. Our analysis only 

20 assumed the 70 f o r purposes of p r e s e n t a t i o n . 

21 Q. Okay. And w i t h the 70 plus the 97, which i s 

22 approximately 167 m i l l i o n ? 

23 A. That's c o r r e c t . 

24 Q. And what percentage increase i s t h a t t o PGW 

25 ratepayers from the gas cost? 
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1 A. Well, t h a t would be an a d d i t i o n a l 10-plus 

2 percent. 

3 Q. For a t o t a l - - the t o t a l 167 m i l l i o n i s what 

4 percentage? 

5 A. Of gas cost, about 30 percent, 30-plus percent. 

6 Q- And would you agree w i t me t h a t t h i s increase 

7 w i l l place an ex t r a o r d i n a r y f i n a n c i a l burden on PGW's 

8 ratepayers? 

9 A. There i s no question t h a t these increases w i l l 

10 place such a burden. I would only say, as I was about t o 

11 say l a s t n i g h t i n the hearings, t h a t i t i s our i n t e n t i o n 

12 as management and the c i t y t o conduct as strenuous an 

13 e f f o r t as we can t o e n r o l l people i n energy assistance 

14 programs t o m i t i g a t e the e f f e c t s of these requirements. 

15 Q. Now, page four of your r e b u t t a l you s t a t e your 

16 opinion t h a t i t i s s h o r t s i g h t e d t o r e j e c t a l l or 

17 s u b s t a n t i a l l y a l l of PGW's i n t e r i m r a t e increase. Given 

18 the e x t r a o r d i n a r y increase i n gas costs, do you t h i n k i t 

19 i s s h o r t s i g h t e d t o minimize the burden of a base r a t e 

20 increase t o ratepayers? 

21 A. I t i s c e r t a i n l y p r e f e r r e d . But I t h i n k 

22 reasonable people have t o look at the f i n a n c i a l c o n d i t i o n 

23 of t h i s company and say i f we don't do t h i s then what. 

24 I f we don't do t h i s and we were t o , A, not have our paper 

25 reviewed, B, not be able to s e l l bonds at a reasonable 
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p r i c e i n the market, C, not be able t o finance next 

f a l l ' s operations, what does t h a t mean to the customers 

i n the long-term? 

I am very empathetic and very sympathetic w i t h the 

s i t u a t i o n of our customers r i g h t now. And t h i s i s a 

marginal increase going from 30 -- i f i n f a c t we 

experience the a d d i t i o n a l 70 m i l l i o n of costs, going an 

a d d i t i o n a l whatever amount i s c l e a r a burden. But my 

suggestion t o the p a r t i e s i s t h a t i f we don't do t h a t the 

costs may be astronomical. I f t h i s company f a i l s , and 

there i s a very r e a l p o s s i b i l i t y t h a t i f we don't .see the 

r i g h t i n d i c a t o r s from t h i s proceeding we might have 

severe problems, t h a t cost could be much greater than any 

of us want t o contemplate r i g h t now. 

Q. But you would agree w i t h me t h a t given the 

e x t r a o r d i n a r y increase i n gas p r i c e s the goal i s t o t r y 

and meet those goals by p l a c i n g the minimal amount of 

burden on ratepayers as possible? 

A. Well, minimum burden on ratepayers i n what 

context? You have a context of the short-term, the next 

three or four or f i v e months. My context i s s i x , seven, 

e i g h t , nine, ten and twelve months plus the next year. 

We do not want t h i s company to f a i l . I t w i l l have a 

enormously d e t r i m e n t a l e f f e c t on t h i s economy and on the 

c i t y finances. Understand, PGW i s not a separate 
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1 c o r p o r a t i o n . I t cannot be bankrupted. We are p a r t of a 

2 whole and we are vulnerable r i g h t now. 

3 Q. Mr. Knudsen, I don't t h i n k anyone i s suggesting 

4 t h a t . But what I am saying i s t o achieve those goals i n 

5 a manner t h a t minimizes the burden on ratepayers, would 

6 you agree t h a t t h a t i s the goal? 

7 A. Yes. As I said, i d e a l l y t h a t i s e x a c t l y where 

8 we want t o go, t o minimize. The i r o n y of a l l t h i s i s 

9 t h a t nobody gives a thought to the f a c t t h a t an 

10 a d d i t i o n a l $50 m i l l i o n of gas costs has t o be absorbed, 

11 r i g h t ? I t i s there. I t i s there t o be dealt w i t h . What 

12 i s t o say t h a t having not had a r a t e increase f o r ten 

13 years t h a t the base ra t e p o r t i o n of rates can't be viewed 

14 somewhat the same way? That i s my p o s i t i o n . 

15 MS. McCLOSKEY: Thank you. Your Honor. I have no 

16 f u r t h e r questions. 

17 JUDGE CHESTNUT: Okay. Mr. Ber t o c c i , d i d you want 

18 t o pick up the cross here? 

19 MR. BERTOCCI: Yes, Your Honor. 

20 CROSS-EXAMINATION 

21 BY MR. BERTOCCI: 

22 Q. Good morning, Mr. Knudsen. 

23 A. Good morning, Mr. Be r t o c c i . 

24 Q. Since we were on the subject of budget b i l l i n g 

25 why don't we s t a r t w i t h t h a t . 
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1 A. Yes. 

2 Q. Because your recent testimony was t h a t the 

3 company would do everything i t could t o m i t i g a t e the 

4 e f f e c t s of the increase , the run-up i n n a t u r a l gas costs 

5 and of course the size of the base r a t e increase t h a t 

6 you're seeking. 

7 You are aware t h a t PGW has a p r o v i s i o n i n i t s 

8 t a r i f f , as does the PUC i n Chapter 56, which says t h a t 

9 you must provide budget b i l l i n g f o r customers, t h a t i s , 

10 t o paraphrase, an equalized monthly b i l l over a 12 year 

11 period w i t h the p o s s i b i l i t y of -- i n f a c t , the o b l i g a t i o n 

12 -- of r e a d j u s t i n g at four months i n t e r v a l s ? 

13 A. Exactly. 

14 JUDGE CHESTNUT: Excuse me. You said 12 years. 

15 Did you mean 12 months? 

16 MR. BERTOCCI: Twelve months. I'm sorry. Twelve 

17 months. 

18 THE WITNESS: The r e a l i t y may be 12 years. 

19 BY MR. BERTOCCI: 

20 Q. And the purpose of t h i s f o r customers i s on the 

21 one hand t o spread out t h e i r gas payments over the whole 

22 year so t h a t recognizing the seasonal nature f o r heating 

23 customers t h a t a customer who has high b i l l s i n the 

24 winter, high gas usage i n the win t e r and lower usage i n 

25 the summer, t h a t they w i l l be able t o pay a l i t t l e b i t 
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more i n the summer and pay less i n the wi n t e r , i s n 1 t t h a t 

r i g h t ? 

A. That's c o r r e c t . That i s the i n t e n t . 

Q. And i n the past PGW has had a system under i t s 

o l d b i l l i n g system by which i t implemented t h a t system of 

budget b i l l i n g , i s n ' t t h a t r i g h t ? 

A. That's c o r r e c t . 

Q. And there are approximately 135,000 customers 

t h a t take advantage of budget b i l l i n g at the present 

time? 

A. No. I t i s less than t h a t . 

Q. Less than that? 

A. I t i s about 100,000 — w e l l , i t i s about 

120,000. 

Q. 

f i n e . 

A. I w i l l accept t h a t subject t o check. 

Q. Would you a n t i c i p a t e w i t h the kinds of 

increases t h a t we are t a l k i n g about t h a t there would be 

more more people t h a t would want t o e n r o l l i n the budget 

b i l l i n g program? 

A. I am sure t h a t i s the case. And i n f a c t one of 

my maj or concerns i s to the extent t h a t people do e n r o l l 

h e a v i l y i t puts an a d d i t i o n a l cash requirement on the 

company i n the c r i t i c a l w inter months. 
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1 Q. That's r i g h t . And at the present time under 

2 the new BCCS system does the company have the capacity t o 

3 implement the budget b i l l i n g program according t o i t s 

4 t a r i f f ? 

5 A. No. 

6 Q. And t h a t i s because? 

7 A. I t i s because -- w e l l , are we are working on 

8 the problem r i g h t now. Right now we don't have the 

9 c a p a b i l i t y . We can set i t f o r the year but we do not 

10 have the a b i l i t y t o do the four and the eight month r i g h t 

11 now. We are working on t h a t . We are i n v e s t i g a t i n g — we 

12 have gone down t h i s path have run i n t o s u b s t a n t i a l 

13 problems on the computer programming side. 

14 Q. So i f someone t h a t i s p r e s e n t l y on the budget 

15 b i l l i n g program i s g e t t i n g a budget b i l l based upon 

16 p r e - r a t e change -- l a s t year's r a t e s , b a s i c a l l y , 

17 combining GCR and base rates -- and i f t h a t person i s on 

18 a 12 month cycle which s t a r t e d i n , say, June, June of 

19 2000, then the ra t e t h a t they are paying at the present 

20 time would be the ra t e t h a t they would continue t o pay 

21 throughout the next u n t i l June of 2001? 

22 A. What we are loo k i n g at r i g h t now i s the a b i l i t y 

23 t o change at one time during the year. What I was 

24 responding t o you i s four and e i g h t months. 

25 Q. I understand. 
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A. We are going t o t r y t o do t h a t . I t i s 

d i f f e r e n t from our t a r i f f and we are going t o have t o 

come back t o the Commission and expla i n t h a t s i t u a t i o n . 

The answer t o your question i s , yes, t h e o r e t i c a l l y 

people would j u s t f o l l o w through w i t h whatever they had 

u n t i l t h e i r agreement terminated and then of course we 

would have t h i s enormous accrual t h a t we then have t o 

r o l l forward plus whatever else the cost of gas increases 

may r e q u i r e of us. 

Q. That's r i g h t . So a customer t h a t i s on the 

budget b i l l i n g now and say t h e i r cycle runs from June t o 

June, i f there was not an adjustment t o t h e i r b i l l before 

June, I mean, they would pay less during the win t e r but 

but i n June they would have a huge b i l l t o pay? 

A. A huge increase. And t h a t i s what we are 

t r y i n g t o avoid. 

Q. And t h a t i s not what the purpose of budget 

b i l l i n g is? 

A. That's c o r r e c t . 

Q. And f o r the person t h a t e n r o l l e d now or 

en r o l l e d --

A. Soon. 

Q. -- soon, before the r a t e increase, they would 

be i n the same s i t u a t i o n ? 

A. Before the ra t e increase t h a t would be the 
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Q. And f o r someone t h a t e n r o l l s s l i g h t l y a f t e r the 

ra t e increase 

A. That would be a d i f f e r e n t s t o r y . 

Q. -- then t h e i r budget b i l l would be esta b l i s h e d 

on the basis of the increased GCR and whatever base r a t e 

increase there might be? 

A. That's c o r r e c t . 

Q. And then i f gas costs s u b s t a n t i a l l y moderated 

i n the spring where they would be i n a p o s i t i o n t o have 

an adjustment i n t h e i r budget b i l l , t h a t would not take 

place under what you believe i s the most l i k e l y 

e v e n t u a l i t y ? 

A. I can't say t h a t . I mean, we are not able t o 

do i t at four and e i g h t months. I f we have s u f f i c i e n t 

time between s e t t i n g i t up i n i t i a l l y and then s i x months 

or so were the markets t o m i t i g a t e we might be able t o do 

t h a t . That i s what we are look i n g at r i g h t now, e x a c t l y 

how we can best do t h a t . I t i s not a simple — i t i s a 

very complex programming issue f o r us given the 

c o n f i g u r a t i o n of the programs t h a t we have. 

Q. And the BCCS system was put i n i n July of the 

year...? 

A. 1999. 

Q. 1999. So t h i s i s a problem t h a t we are dealing 
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w i t h now 15 months a f t e r the implementation of the BCCS 

system? 

A. That's c o r r e c t . 

Q. While we are on t h i s type of issue, are you 

aware t h a t the Philadelphia Gas Commission issued an 

order i n June r e q u i r i n g PGW to e s s e n t i a l l y --

A. Amortize. 

Q. I want t o say r e f u r b i s h , but I want t o say get 

i t s customer r e s p o n s i b i l i t y program, i t s low income 

program, back on tr a c k . The problem i n very few words 

was t h a t many low income people have not been b i l l e d once 

or many times i n the previous 12 months. The e f f o r t was 

to r e e s t a b l i s h where they stood on t h e i r CRP agreements, 

e s t a b l i s h what t h e i r arrearage was and then recognizing 

t h a t those people were paying on the basis of 

a f f o r d a b i l i t y a percentage of t h e i r income t h a t they 

couldn't catch up f i v e months of arrears which were due 

at l e a s t i n part t o not r e c e i v i n g b i l l s . They couldn't 

catch t h a t up or be expected t o catch t h a t up i n one 

month, two months, three months or even four months. 

A. That's c o r r e c t . 

Q. But, ra t h e r , should catch i t up over a 12 t o 24 

month pe r i o d depending on the circumstances. 

A. That's c o r r e c t . 

Q. Is t h a t a f a i r paraphrase? 
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Q. And the i n i t i a l step of t h a t process was t h a t 

i n July they a l l were supposed t o receive b i l l s which 

announced t o them i n the please pay amount e s s e n t i a l l y 

what t h e i r past month's b i l l was plus the CRP arrea r s , i s 

th a t r i g h t ? 

MR. CLEARFIELD: Your Honor, I am going t o object 

at t h i s p o i n t . I f a i l t o understand how t h i s r e l a t e s t o 

the i n t e r i m r a t e request and the testimony t h a t was 

submitted. This i s not the process by which we are going 

t o develop a record on every issue t h a t everyone has a 

concern about w i t h respect t o PGW. I f we do t h a t , we are 

going t o be here f o r weeks. This also puts the company 

i n a u n f a i r p o s i t i o n . 

JUDGE CHESTNUT: Are you t y i n g t h i s i n t o the 

company's f i n a n c i a l p o s i t i o n somehow? Or are you j u s t 

going i n t o i t as an issue? 

MR. BERTOCCI: Well, i t i s not j u s t an issue. I t 

i s an issue of service. I t i s an issue of whether or not 

i n the i n t e r i m period the service which i s being provided 

w i t h PGW can comply w i t h a p p l i c a b l e t a r i f f s and 

Commission orders. 

JUDGE CHESTNUT: Well, I don't r e a l l y see how t h a t 

i s w i t h i n the scope of t h i s proceeding. 

MR. CLEARFIELD: I t i s i r r e l e v a n t , Your Honor, 
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1 because i t can be addressed i n a permanent r a t e case i f 

2 i t i s an issue t h a t has t o be addressed. 

3 JUDGE CHESTNUT: The orders t h a t I issued t h i s 

4 morning made i t cle a r t h a t I was not making a 

5 determination t h a t adequacy of service per se i s outside 

6 the copy of t h i s proceeding. Obviously t o some extent i t 

7 has been raised i n a very generalized manner. But i f you 

8 are going t o spend a l o t of team going i n t o t h i s issue 

9 t h a t i s not a productive use of our time and I'm not 

10 going t o l e t you do i t . 

11 MR. BERTOCCI: Your Honor, I only have a few 

12 questions on t h a t . My understanding was your r u l i n g was 

13 t o ask about a l l the e x p e r t 1 s r e p o r t s would be a 

14 v i o l a t i o n of due process because things were not -- there 

15 had not been an op p o r t u n i t y t o develop a f u l l assessment 

16 of those expert's r e p o r t s . And I don't have a problem 

17 w i t h t h a t . But what I am asking about now — 

18 JUDGE CHESTNUT: That i s the same t h i n g here, 

19 Mr. Be r t o c c i . You are going i n t o d e t a i l on issues which 

20 were not addressed at the corresponding l e v e l of d e t a i l 

21 i n Mr. Knudsen's testimony. Don't you see t h a t ' s a 

22 problem here? You are doing cross-examination on a much 

23 more d e t a i l e d l e v e l than Mr. Knudsen i s ever going t o be 

24 able t o respond t o . 

25 MR. BERTOCCI: He's responding very w e l l on these 
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issues. 

JUDGE CHESTNUT: Why don't you give i t up, then? 

MS. McCLOSKEY: Your Honor, may I say something? 

JUDGE CHESTNUT: Sure. 

MS. McCLOSKEY: Just f o r a p o i n t of c l a r i t y , I 

believe what Mr. Ber t o c c i -- and, again, I'm not going t o 

get i n t o the l e v e l of d e t a i l — i s probing here i s the 

Commission order s p e c i f i c a l l y says t h a t the company needs 

t o show t h a t i t can provide safe and adequate service 

during the i n t e r i m r a t e period. I believe what he was 

t r y i n g t o probe was t h a t period of time and whether the 

company could come through on t h a t commitment. 

JUDGE CHESTNUT: Well, I don't agree t h a t t h a t i s 

what was done. 

But I have expressed my concern, Mr. Be r t o c c i . I 

am not going t o cut you o f f completely but I expect you 

to wrap i t up and t o take my comments i n mind. 

MR. BERTOCCI: That i s f a i r , Your Honor. I w i l l . 

BY MR. BERTOCCI: 

Q. I n August of t h i s year the company was supposed 

t o , by the Commission order, d e l i v e r CRP customers b i l l s 

i n which the pay by amount --

JUDGE CHESTNUT: When you say commission, I t h i n k 

you have t o i d e n t i f y which commission you're t a l k i n g 

about. 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



173 

1 MR. BERTOCCI: The Philadelphia Gas Commission. 

2 BY MR. BERTOCCI: 

3 Q. Was supposed t o d e l i v e r b i l l s t o CRP customers 

4 which would be e s s e n t i a l l y the normal b i l l s and would 

5 incorporate i n them the terms of the settlement 

6 agreement, t h a t i s , t h a t they would pay t h e i r normal b i l l 

7 plus a c e r t a i n f r a c t i o n on the catch-up on the arre a r s , 

8 i s t h a t r i g h t ? 

9 A. That's c o r r e c t . 

10 Q. Was the company able t o do t h a t i n August? 

11 A. I t h i n k we were shooting f o r September f o r t h a t 

12 a m o r t i z a t i o n and we have, as you are aware, w i t h 

13 n e g o t i a t i o n s and discussions back and f o r t h w i t h the gas 

14 commission, we have postponed t h a t t o October. But we do 

15 expect t o be ready t o go w i t h those a m o r t i z a t i o n b i l l i n g s 

16 on the f i r s t cycle of October. 

17 Q. Of October? 

18 A. Yes. 

19 Q. Thank you very much. 

20 Turning t o your r e b u t t a l testimony, page f i v e , l i n e 

21 s i x , you say the a d m i n i s t r a t i o n has taken the 

22 unprecedented step of i n d i c a t i n g i t s w i l l i n g n e s s t o 

23 v o l u n t a r i l y waive or grant back the $18 m i l l i o n mandatory 

24 payment on a one-time basis 

25 JUDGE CHESTNUT: Excuse me. You don't have t o read 
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i t . Just r e f e r him t o the l i n e number. 

MR. BERTOCCI: Okay. 

BY MR. BERTOCCI: 

Q. Do you see t h a t on l i n e s s i x t o ten? 

A, On page what? 

Q. On page f i v e . 

{Witness perusing document.) 

A. The sentence begins a p o r t i o n of f i v e m i l l i o n ? 

Q. No. On l i n e s i x i t s t a r t s t a l k i n g about the 

unprecedented step of e s s e n t i a l l y being w i l l i n g t o put 

the $18 m i l l i o n c i t y payment i n play --

A. Oh, I'm sorry. 

MR. BERTOCCI: Am I g i v i n g him a mi s d i r e c t i o n ? 

MR. CLEARFIELD: No. He's there now. 

MR. BERTOCCI: Okay. 

BY MR. BERTOCCI: 

Q. And i t would be there as, quote, an one—time 

basis as an a d d i t i o n a l backstop t h a t would be a v a i l a b l e 

t o a s s i s t PGW t o deal w i t h contingencies and s a t i s f y a l l 

bond requirements? 

A. Yes. 

Q. Now, i s n ' t i t t r u e t h a t i f the r a t e request i s 

of a c e r t a i n l e v e l , 52 m i l l i o n , i t i s l i k e l y t h a t t h i s 

18 m i l l i o n w i l l never have t o be used as a backstop? 

I s n ' t t h a t r i g h t ? 
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A. No, I don't t h i n k t h a t i s the case. This i s a 

very d i f f i c u l t process f o r us and I t h i n k f o r the p a r t i e s 

as w e l l because i t i s so dynamic. We are i n a d i f f i c u l t 

p o s i t i o n here because the 52, as I i n d i c a t e d i n my 

opening responses, i s from our perspective i n the context 

of these increases of gas costs not adequate. To the 

extent t h a t t h a t i s the case we may i n f a c t have t o c a l l 

on t h i s 18 m i l l i o n . 

And p a r t i c u l a r l y , and I have to emphasize t h i s , a l l 

of t h i s modeling has assumed normal weather. I f we were 

t o experience yet a f o u r t h winter and experience 

something on the order such as '99, which .was 22 m i l l i o n 

of losses, l a s t year, which we p r e l i m i n a r y have estimated 

at 15 m i l l i o n i n losses, i f we were to go through t h a t 

again then t h i s i s not adequate. And t h a t 18 i s s i t t i n g 

there I t h i n k both as a contingency f o r the present 

s i t u a t i o n but c e r t a i n l y as a contingency i f t h i s i s a 

warmer than normal wint e r . 

The problem i s t h a t i f we don't get i t i n i n t e r i m 

rates and we have t o wait u n t i l the spring we don't have 

enough time t o b i l l the customers f o r the necessary 

amounts i n the amount of time t h a t we would have l e f t i n 

the f i s c a l period. That i s the conundrum we are i n . 

Q. But s t a r t i n g w i t h your base case, not the 

a d d i t i o n a l problems t h a t you have r a i s e d i n your .rebuttal 
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testimony but on the basis of the f i g u r e s t h a t were 

i n i t i a l l y made a v a i l a b l e t o the p a r t i e s , i s n ' t i t c o r r e c t 

t h a t i f you got the 52 m i l l i o n t h a t the 18 m i l l i o n would 

not — i t i s u n l i k e l y t h a t the $18 m i l l i o n would have t o 

be paid by the c i t y ? 

A. I f the circumstances app l i e d as applied on June 

19, the $18 m i l l i o n , and we assumed normal weather, i t i s 

l i k e l y t h a t the $18 m i l l i o n would not have been c a l l e d 

upon i n the same way. Remember, we have already spoken 

f o r -- the a d m i n i s t r a t i o n i s already considering and w i l l 

consider i n i t s discussions w i t h C i t y Council the f a c t 

t h a t we are look i n g at t h i s f i s c a l period as w e l l . And 

so they are looking t h i s i s n ' t only next year, i t i s 

t h i s year as w e l l , t h i s j u s t completed f i s c a l p eriod. 

Such t h a t we don't t h i n k i t w i l l be necessary t h i s year 

and the f u l l amount would be a v a i l a b l e next year. But 

th a t i s also a dynamic w i t h which we are s t r u g g l i n g . But 

we won't know t h a t most l i k e l y u n t i l probably l a t e 

October or e a r l y November. 

Q. You also say t h a t the $18 m i l l i o n would be 

av a i l a b l e t o help s a t i s f y a l l a p p l i c a b l e bond ordinance 

and r a t e covenants. Does t h i s mean t h a t i t would be 

av a i l a b l e , t h a t the c i t y i s making t h i s money a v a i l a b l e 

not only t o backstop the coverage covenants, what has 

been r e f e r r e d t o I t h i n k by Ms. Bisgaier as the coverage 
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covenants, but also the r a t e covenants, assuming t h a t 

t h a t i s a proper? Leaving the l e g a l issues aside as t o 

whether or not t h a t i s a proper i n t e r p r e t a t i o n of the 

bonds, the management agreement. 

A. Yes. The c i t y would make the 18 m i l l i o n 

a v a i l a b l e t o meet a l l of our l e g a l and f i d u c i a r y 

requirements. 

Q. So t h a t would mean t h a t the $18 m i l l i o n could 

be a v a i l a b l e t o cover, from the c i t y ' s p o i n t of view, 

cash f o r operating expenses? 

A. I f the circumstance were t o be such, yes. I 

don't a n t i c i p a t e t h a t , but yes. For whatever purposes, 

i t i s there. 

Q. Now, from a ratepayer perspective as opposed t o 

a company perspective wouldn't you say t h a t from a 

ratepayer perspective i t would be b e t t e r f o r the 

18 m i l l i o n t o be used i n the coming f i s c a l year r a t h e r 

than drawing down on the 4 5 m i l l i o n c i t y advance? From a 

ratepayer perspective. 

A. You mean t h a t the cash would then be a v a i l a b l e 

from the 18 before the 45? 

Q. That the cash be spent i n one form or other 

r a t h e r than 18 of the 45 be borrowed from the c i t y . 

A. I t h i n k the question i s what i s the purpose of 

doing t h a t . I f i n f a c t the c i t y i s making cash a v a i l a b l e 
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through the $45 m i l l i o n loan what does the $18 m i l l i o n 

represent i n your context? And i n t h a t context i t 

represents some kind of a r e t r i b u t i o n and p u n i t i v e a c t i o n 

or whatever. You are b a s i c a l l y saying we want the c i t y 

t o give up i t s $18 m i l l i o n i n deference t o alone. Why do 

you do that? Because from the customers' perspective, 

and I c e r t a i n l y understand the arguments t h a t have been 

made i n t h i s j u r i s d i c t i o n i n the past, t h a t the c i t y 

should p a r t i c i p a t e i n some way. 

Q. I t ' s not a matter of p u n i t i v e , i t ' s not a 

matter of reparatio n s . I t i s simply a matter of j u s t 

l o o k i n g at i t from the p o i n t of view of what the company 

has said, t h a t they recognize the size of t h i s r a t e 

increase and they want t o do everything t h a t they can, 

the c i t y wants t o do everything i t can t o minimize the 

pressure on ratepayers. What I am asking you i s wouldn't 

the pressure on ratepayers be minimized more i f by the 

end of f i s c a l 2001 t h i s $18 m i l l i o n had a c t u a l l y been 

spent, had been spent on whatever, whether i t be spent 

f o r coverage purposes or whether i t be spent f o r cash 

operating purposes? 

A. I t h i n k the customers, c e r t a i n groups of 

customers, view t h a t as i t would be des i r a b l e . My only 

response i s t h a t i f you do t h a t and we get i n t r o u b l e we 

have no backstop, we have no a l t e r n a t i v e s , we have 
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nowhere t o go. The c i t y i s very c l e a r t h a t i n p r o f f e r i n g 

the 18 m i l l i o n and the 45 t h a t i s i t , t h a t i s as f a r as 

we can go. To the extent t h a t we would use the 18 and 

they were not a v a i l a b l e f o r coverages, f o r coverage 

purposes, we have no a l t e r n a t i v e s . 

Q. Now, when we say the c i t y i s very c l e a r , the 

c i t y i s now speaking as the owner of PGW, i s t h a t r i g h t ? 

A. Well, I have t o be I have t o c o r r e c t myself. 

We are i n the process of t h i s discussion w i t h the c i t y 

because the c i t y i s made up of numerous p a r t i e s , 

obviously. This afternoon there w i l l be a discussion. 

We have presented t h i s o p t i o n , the a d m i n i s t r a t i o n has 

presented t h i s o p t i o n , t h i s p o s s i b i l i t y , t o the C i t y 

Council. But the C i t y Council has t o reach i t s own 

conclusions. 

Q. I understand t h a t . There are many decision 

makers and when the c i t y acts i t acts as a r e s u l t of 

i n t e r a c t i o n . You would agree w i t h me on that? 

A. Absolutely. 

Q. But when you say t h a t t h i s i s the only backstop 

t h a t we, t h a t i s , the c i t y has 

A. To o f f e r us. 

Q. — t o o f f e r you, and t h a t backstop, r e a l l y , 

from the c i t y ' s p o i n t of view, the c i t y would break even, 

wouldn't they? I f they turned over the 18 m i l l i o n t o PGW 
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or t o PGW's ratepayers i n some form i n t h i s f i s c a l year 

i s n ' t i t t r u e t h a t at t h a t p o i n t the c i t y would have 

broken even? They would have received nothing from PGW 

but they wouldn't have put out anything from t h e i r own 

resources, i s n ' t t h a t r i g h t ? The c i t y . 

A. But the 18 m i l l i o n i s considered a part of the 

re c e i p t s t o the c i t y general fund. So they are counting 

on spending those funds i n various ways. 

Q. So from t h a t perspective the c i t y the 

18 m i l l i o n belongs t o the c i t y before they have even 

earned i t ? I s t h a t r i g h t ? I s t h a t what you are saying? 

A. The 18 m i l l i o n by ordinance and now by law 

belongs t o the c i t y before they earn i t , t h a t i s c o r r e c t 

I t i s a payment t h a t has t o be made. Now, the c i t y can 

v o l u n t a r i l y forego r e c e i v i n g i t , which i s what they are 

presenting or proposing at the present time. 

Q. But supposing so g e t t i n g back t o t h i s issue 

of the c i t y being -- t h i s our only a v a i l a b l e backstop, 

the 18 m i l l i o n , supposing an e v e n t u a l i t y where the c i t y 

a c t u a l l y d i d put the 18 m i l l i o n on the t a b l e 

unequivocally, u n c o n d i t i o n a l l y . Eighteen m i l l i o n i s 

spent and more i s needed. Are you saying t h a t the C i t y 

of Philadelphia w i t h a budget of the size of the C i t y of 

Philadelphia's would have no other resources t h a t they 

could put i n t o t h i s u t i l i t y ? 
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A. I can't answer t h a t . The finance d i r e c t o r has 

in d i c a t e d to us t h a t t h i s i s what she can a f f o r d . 

Understand, one of the concerns t h a t she would have 

and she c l e a r l y has to have t h i s concern -- i s i s the 45 

m i l l i o n repayable. Because i f i t i s n ' t then t h a t i s a 

f u r t h e r draw on the general fund. So she i s lo o k i n g at a 

t o t a l p i c t u r e of 63 m i l l i o n and saying I've got some i n 

loan, I've got some i n g r a n t i n g back money i f we do i t 

t h a t but I've got t o look at my t o t a l exposure as the 

f i n a n c i a l d i r e c t o r of the C i t y of Philadelphia. 

Q. We switched t o the 45 m i l l i o n but I wanted t o 

stay f o r a second more on the 18 m i l l i o n . 

A. No, because you can't not connect them because 

i f you are going t o use 18 m i l l i o n as a cash a l t e r n a t i v e 

you y o u r s e l f introduced i t as 18 before the 45. So 

you've got t o look at the t o t a l p i c t u r e together. 

Q. Well, then l e t ' s look at the 45. The 45 i s a 

loan, i s n ' t t h a t r i g h t ? 

A. The 45 i s a loan, t h a t ' s c o r r e c t . 

Q. And i t i s repayable i n q u i t e a short time? 

A. The terms t h a t are being considered r i g h t now, 

and t h a t would be consistent w i t h the management 

agreement would be 24 months. 

Q. And you say i t i s a, quote, s u b s t a n t i a l 

c o n t r i b u t i o n , r i g h t ? 
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1 A. I t h i n k you would have t o look at i t as a 

2 s u b s t a n t i a l e f f o r t on the p a r t of the c i t y t o address 

3 some of the problems at PGW. 

4 Q. But i t r e a l l y defers costs f o r customers, 

5 doesn't i t ? 

6 A. Defers costs? I don 11 understand. 

7 Q. A loan. The e f f e c t of borrowing money from the 

8 c i t y . I t defers costs f o r customers. The customers w i l l 

9 pay t h a t 45 m i l l i o n back i n the end, won't they? 

10 A. Yes, assuming t h a t the pr o v i s i o n s of the 

11 r e s o l u t i o n of t h i s proceeding allow us t o pay i t back. 

12 That's c o r r e c t . 

13 Q. So they w i l l be paying t h a t j u s t as they are 

14 paying f o r the forward purchase agreement, I guess, what, 

15 i n 1996, r i g h t ? And they w i l l be paying f o r t h a t j u s t as 

16 they are paying f o r the 

17 MR. CLEARFIELD: Your Honor, I obj e c t . There i s no 

18 evidence on the record about the d e t a i l --

19 JUDGE CHESTNUT: That's r i g h t . Why don't you move 

2 0 on, Mr. Be r t o c c i . 

21 MR. CLEARFIELD: — enough t o form the basis of 

22 t h a t question. 

23 JUDGE CHESTNUT: I already r u l e d . 

24 BY MR. BERTOCCI: 

25 Q. So a f t e r the c i t y has borrowed 45 m i l l i o n and 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



183 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

a f t e r i t has forgone the 18 m i l l i o n payment, the c i t y ' s 

p o s i t i o n i s although we are the owner there i s nothing 

more we can do? 

A. I can't speak f o r the c i t y on t h i s issue. 

Ms. Davis has spoken. She has c e r t a i n l y i n d i c a t e d t o 

management t h a t t h i s i s a very generous p o s i t i o n on the 

pa r t of the c i t y r i g h t now given where -- given the 

problems t h a t the C i t y of Philadelphia i s f a c i n g and her 

assumptions t h a t economic conditions w i l l continue t o be 

favorable and she's got a whole series of other p o t e n t i a l 

draws on the general fund t h a t are probably equally 

compelling t o other i n t e r e s t s as t h i s i s t o us, t h a t i s 

what she i s saying. 

Q. One of the thi n g s you said about t h i s $'4 5 

m i l l i o n loan i s t h a t C i t y Council must be, quote -- on 

page s i x -- assured t h a t the advances w i l l be repaid and 

they have t o be assured of t h a t at the time the loan i s 

made. That i s one of the j u s t i f i c a t i o n s which you 

present f o r a higher r a t h e r than lower base ra t e 

increase, i s n ' t t h a t r i g h t ? 

JUDGE CHESTNUT: Excuse me. What l i n e are you 

r e f e r r i n g t o there on page six? 

THE WITNESS: Nineteen and 20. 

JUDGE CHESTNUT: Are we t a l k i n g about your r e b u t t a l 

testimony? 
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THE WITNESS: Yes. 

MR. BERTOCCI: I thought I had the r i g h t page. 

THE WITNESS: You do. 

MR. BERTOCCI: Do I? 

THE WITNESS: Page f i v e at the bottom and coming 

over t o the top of page s i x . 

JUDGE CHESTNUT: Okay. 

MR. BERTOCCI: That's r i g h t . I'm sorry. I t ' s at 

the top of page s i x . 

BY MR. BERTOCCI: 

Q. Now, i n terms of the rates which would pay t h i s 

back, those rates aren't at issue i n t h i s proceeding, are 

they? 

A. But they are. Again, l e t ' s be r e a l c l e a r , t h i s 

w i n t e r i s r e a l l y speaking t o the e n t i r e year. I f we 

don't get what we need f o r the 65 percent of our sales 

t h a t occur between December and March, i f we don't get 

what we need, we are i n t r o u b l e f o r the e n t i r e year. So 

the d e f i n i t i o n of winter t o us i s broader, I suspect, 

than i t i s t o the other p a r t i e s here. 

Q. But t h i s i s an i n t e r i m r a t e proceeding, i s n ' t 

t h a t r i g h t ? 

A. I understand t h a t . 

Q. As an i n t e r i m r a t e proceeding, i t has been 

s p e c i f i c a l l y s t i p u l a t e d t h a t i f a higher amount was 
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1 granted i n the i n t e r i m proceeding than the PUC u l t i m a t e l y 

2 thought the company merited t h a t i n f a c t customers would 

3 be e n t i t l e d t o refunds, i s n ' t t h a t r i g h t ? 

4 A. That i s what the order says, yes. 

5 Q. And under those circumstances, then, C i t y 

6 Council how can C i t y Council be i n a p o s i t i o n t o know, 

7 t o be assured, t h a t they w i l l get t h i s money back t h a t i s 

8 being advanced? 

9 A. Because i f they look at our f i n a n c i a l 

10 p r o j e c t i o n s t h a t are i n Schedule 3, page two, you see 

11 t h a t at the end of the year we have r e t a i n e d our -97. We 

12 have issued long-term debt. We do end the year -- t h i s 

13 shows a balance of three but we add to t h a t the recovery 

14 or the r e c a p t u r i n g of the c a p i t a l costs f o r 21. So we 

15 end the year w i t h $33 m i l l i o n of cash. In the normal 

16 flow and i f we get the money back from our customers f o r 

17 the cashflow -- I mean f o r the sales over the w i n t e r 

18 p e r i o d — we w i l l be i n a p o s i t i o n t o repay the money 

19 going forward. 

20 Q. But i t depends on the PUC approving not only a 

21 l e v e l of i n t e r i m rates but also a l e v e l of rates i n a 

22 base r a t e case equal or above what i s i n i n t e r i m r a t e s , 

23 i s n ' t t h a t r i g h t ? 

24 A. That i s the problem. That i s , again, the 

25 c o n f l i c t we have i n the dynamic circumstance. 
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1 Q. I had a question about u n c o l l e c t i b l e s . 

2 JUDGE CHESTNUT: Excuse me, Mr. Be r t o c c i . I s t h i s 

3 a convenient time t o take a short break? 

4 MR. BERTOCCI: A c t u a l l y , I am j u s t about done. 

5 JUDGE CHESTNUT: Okay. Why don't you f i n i s h , then. 

6 MR. BERTOCCI: I j u s t r e a l l y have one more 

7 question. 

8 JUDGE CHESTNUT: Sure. 

9 BY MR. BERTOCCI: 

10 Q. We t a l k e d about the bad debt expense which was 

11 thought t o increase w i t h increasing r a t e s , e s p e c i a l l y 

12 incre a s i n g rates of t h i s magnitude. And w i t h t h a t bad 

13 debt, s o r t of b r i n g i n g i t down t o the customer l e v e l , can 

14 you give us an estimate of how many people you bel i e v e 

15 w i l l become delinquent on t h e i r b i l l s due t o t h i s r a t e 

16 increase t h a t i s being contemplated? 

17 MR. CLEARFIELD: Your Honor, again, I'm not sure 

18 what t h i s has t o do w i t h the i n t e r i m r a t e request. 

19 JUDGE CHESTNUT: Well, I t h i n k Mr. Knudsen does 

20 address i t i n h i s r e b u t t a l testimony responding t o OTS 

21 using a h i s t o r i c a l average. 

22 I f are able t o answer i t , answer i t . I f you can't, 

23 you can't. 

24 THE WITNESS: I f I could look at i t over the break. 

25 I t involves a c e r t a i n amount o f c a l c u l a t i o n . Would t h a t 
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be a l l r i g h t ? 

MR. BERTOCCI: That's f i n e . Thank you very much. 

JUDGE CHESTNUT: Why don't we take a short break. 

How about ten minutes? 

(Recess.) 

JUDGE CHESTNUT: Shall we resume? 

Mr. Bertocci f i n i s h e d h is cross-examination. 

Mr. Simms, d i d you want t o be the next t o go? 

MR. SIMMS: Thank you, Your Honor. 

CROSS-EXAMINATION 

BY MR. SIMMS: 

Q. Good morning, Mr. Knudsen. 

A. Good morning. 

Q. I would l i k e t o r e f e r you t o Schedule 2 of your 

r e b u t t a l testimony. 

A. Yes. 

Q. Under cross-examination from Ms. McCloskey you 

in d i c a t e d t h a t the time period of 6/30/78 through 8/31/84 

were d i f f e r e n t times f o r the c i t y , d i d you not? Do you 

r e c a l l that? 

A. Yes, t h a t ' s c o r r e c t . 

Q. And you would agree, would you not, t h a t those 

d i f f e r e n t times, at l e a s t from an economic standpoint, 

were the f a c t t h a t you had high i n f l a t i o n , high 

unemployment, at l e a s t one or two recessions during t h a t 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



1: 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

time period? Do you agree w i t h that? 

MR. CLEARFIELD: Your Honor, can we — 

JUDGE CHESTNUT: I t h i n k t h a t i s r e a l l y outside the 

scope of hi s testimony. Maybe you can make a generalized 

statement. 

MR. SIMMS: Well, Your Honor, the purpose of my 

cross-examination i s t h a t he used Schedule 2 t o r e f l e c t 

the percentage of increase i n bad debt and compare and 

cont r a s t t h a t w i t h the time p e r i o d used by Mr. Weakley. 

One of the f a c t o r s he used f o r the bad debt was gas cost. 

My question goes t o the other f a c t o r s t h a t c o n t r i b u t e d t o 

t h i s time period t h a t he used i n h i s schedule w i t h 

respect t o people!s a b i l i t y or lack of a b i l i t y --

JUDGE CHESTNUT: Okay, you convinced me. 

Go ahead, Mr. Knudsen. Do you remember the 

question? 

THE WITNESS: Yes. 

I t h i n k t h a t i s a f a i r observation. I t h i n k the 

issue -- I view i t s l i g h t l y d i f f e r e n t l y . I mean, we have 

l o s t a l o t of people from Philadelphia over the l a s t 20 

years, s u b s t a n t i a l numbers of people, many of whom could 

pay t h e i r b i l l s and d i d pay t h e i r b i l l s . And they simply 

l e f t the c i t y f o r other locales i n the neighborhood or i n 

the area. 

That being said, i f you look at t h i s period of 
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almost seven years or s i x years, incrementally, when you 

get t o the end we were c e r t a i n l y not i n recessions i n 

those periods i n the 180 1s and we s t i l l were then 

maintaining a s u b s t a n t i a l l y higher l e v e l of w r i t e - o f f s 

percentage of bad debt to accounts receivable. I n other 

words, i t had ratcheted up and stayed. 

And t h a t i s my concern now. Understand t h a t we 

have a l o t of low income people i n t h i s c i t y , as many now 

as ever were. And you heard Mr. Bertocci's cross of me, 

th a t t h e i r a b i l i t y t o pay -- or the cross-examination 

l a s t n i g h t -- t h e i r a b i l i t y t o pay i s very l i m i t e d . So I 

am loo k i n g w i t h great care at our p r o j e c t i o n s and w i t h 

concern t h a t not only w i l l t h i s be repeated but a c t u a l l y 

may be even worse. 

BY MR. SIMMS: 

Q. But you do agree w i t h my underlying statement 

t h a t — 

A. Other f a c t o r s were at play, t h a t i s c o r r e c t . 

Q. And those other f a c t o r are not i n play during 

the time p e r i o d used by Mr. Weakley? 

A. I don't t h i n k you can say t h a t . I t h i n k you 

have t o be r e a l l y c a r e f u l about — as a general statement 

t h a t i s r i g h t . But I t h i n k i f you look at the population 

makeup of Philadelphia we have many more seniors 

p r o p o r t i o n a t e l y than we d i d then. Yes, unemployment i s 
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down somewhat, but underemployment i s s t i l l there. These 

people are not wealthy or are not even -- sometimes are 

simply making i t marginally. And t h i s represents an 

enormous t o the poor and the low income people of t h i s 

town. So I t h i n k you have to be care how you cut the 

population and how you t a l k about i t . 

Q. The purpose of t h i s i n t e r i m r a t e r e l i e f i s t o 

s a t i s f y PGW's requirements f o r the f i s c a l year ending 

August 31, 2001, would t h a t not be correct? 

A. I'm sorry? 

Q. The purpose of t h i s i n t e r i m r a t e r e l i e f t h a t 

you are seeking i s t o s a t i s f y the company1s requirements 

f o r the f i s c a l year ending August 31, 2001? 

A. That's c o r r e c t . 

Q. Would i t also not be co r r e c t t h a t there w i l l be 

a l a g time between when the customer i s b i l l e d and when 

the bad debt I s realized? 

A. Yes, t h a t ' s c o r r e c t . 

Q. Is i t your testimony t h a t the bad debt would be 

r e a l i z e d during t h i s f i s c a l year? 

A. Yes. By l a t e August i t w i l l be f a i r l y c l e a r t o 

us who of those b i l l e d over the wi n t e r p e r i o d are able t o 

pay or not able t o pay t h e i r b i l l s accumulated over t h a t 

period. 

Q. And I believe your testimony was t h a t the 
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company intends t o or i s e x e r c i s i n g great care i n t r y i n g 

t o enter c e r t a i n low income customers i n t o s p e c i a l 

payment arrangements or programs? 

A. That's c o r r e c t . 

Q. Let me r e f e r you to page 20 of your r e b u t t a l 

testimony. I am looki n g at s p e c i f i c a l l y l i n e s 19 through 

22. Just f o r c l a r i t y of the record, at l e a s t f o r me, i s 

your i n t e n t there t o suggest t h a t Mr. Weakley d i d not 

take i n t o c o nsideration Mr. Metro's recommendations? 

A. No, no. I t h i n k he intended t o . 

MR. SIMMS: That concludes my cross-examine, Your 

Honor. 

JUDGE CHESTNUT: Thank you. 

Ms. Burak, do you have any questions f o r t h i s 

witness? 

MS. BURAK: Your Honor, a l l of my issues have been 

covered, so I have no questions at t h i s time. 

JUDGE CHESTNUT: Thank you. 

I t h i n k t h a t does i t i n terms of cross -- I'm 

sorry. Mr. D o l l . 

MR. DOLL: I have no cross-examination of t h i s 

witness. 

JUDGE CHESTNUT 

MR. CLEARFIELD 

JUDGE CHESTNUT 

Do you want t o do r e d i r e c t ? 

Yes, Your Honor. 

Okay. 
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REDIRECT EXAMINATION 

BY MR. CLEARFIELD: 

Q. Mr. Knudsen, l e t ' s j u s t go over some items from 

p r i o r t o the break. Were you able t o consider the number 

of delinquent customers t h a t would be created, the 

incremental number of delinquent customers, as a r e s u l t 

of the a d d i t i o n a l hikes i n gas costs t h a t we have 

p r o j ected i n your r e b u t t a l testimony? 

A. Yes. I t h i n k t r y i n g t o be consistent w i t h the 

other assumptions t h a t we have made we would loo-k t o — 

w e l l , l e t me phrase t h i s . We i d e n t i f i e d 24,000 or so 

a d d i t i o n a l through the March — I'm sorry through the 

June 19 period f i l i n g . We would say there i s probably 

another 15,000 or 16,000, 17,000, we would add t o t h a t 

i n c r e m e n t a l l y from where we are t h i s year as a r e s u l t of 

the increased amount of gas costs. 

Q. With respect t o your Schedule 3 i n your 

r e b u t t a l testimony, I believe i n answer t o a question 

from Ms. McCloskey you may have characterized t h i s as 

b i l l i n g s . Was t h a t a c o r r e c t c h a r a c t e r i z a t i o n ? 

A. No, i t was not. I n f a c t , there are two aspects 

of i t t h a t I misspoke. One, these are c o l l e c t i o n s or 

re c e i p t s and disbursements. And the three, I said, i f 

you added the recovery of the c a p i t a l costs of $21 

m i l l i o n got you t o 33. I t gets you to 24. So you s t i l l 
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have, even under our p r o j e c t i o n s , you would have a $10 

m i l l i o n t o $15 m i l l i o n s h o r t f a l l from our o b j e c t i v e and 

the only way t h a t you can get t h a t would be i n t h i s 

instance the 4 5 m i l l i o n loan from the c i t y . 

Q. And where i s t h a t $3 m i l l i o n shown? 

A. That i s at the lower right-hand corner of 

Schedule 3, page two. 

Q. There was some discussion w i t h Mr. B e r t o c c i 

about the r e l a t i v e merits of the c i t y committing the $18 

m i l l i o n payment versus p r o v i d i n g the $45 m i l l i o n loan. 

Is there a d i f f e r e n c e between those two sources of funds? 

A. Yes. To say t h a t we used the 18 f i r s t and then 

the 45, i f i n f a c t the 18 i s used for' cash i n those 

instances, then we — the 18 i s a v a i l a b l e or could be 

av a i l a b l e f o r coverage purposes. The $45 m i l l i o n i t ' s 

not. 

Q. You were asked some questions about the 

d e r i v a t i o n of the bad debt expense f a c t o r t h a t we used at 

le a s t i n i t i a l l y and the time p e r i o d t h a t was examined. 

Could you provide a more come complete answer? 

A. The w r i t e - o f f f a c t o r t h a t we were using of 

about 8.4 when we were assuming s o r t of a normal 

performance was based on our recent experience of the 

l a s t two t o three years. 

Q. And j u s t so i t i s c l e a r , are we s t i l l using 
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1 t h a t f a c t o r ? 

2 A. No, because obviously we t h i n k t h a t i s gping t o 

3 be a f f e c t e d by these s u b s t a n t i a l increases i n costs and 

4 we w i l l see a s u b s t a n t i a l increase i n t h a t w r i t e - o f f 

5 f a c t o r . 

6 Q. And, again, j u s t f o r c l a r i t y , your Schedule 2, 

7 which shows the bad debt expense percentages from a 

8 h i s t o r i c a l period, '78, are we proposing t o use these 

9 f a c t o r s s p e c i f i c a l l y ? What are we t r y i n g t o show? 

10 A. We are t r y i n g t o show t h a t the ra t e of increase 

11 i n those periods i s i n d i c a t i v e of the kinds of issues 

12 t h a t w i l l a r r i s e i f i n f a c t gas pr i c e s escalate and then 

13 taper p a r t i c u l a r l y . 

14 Q. You were asked some questions about the $ 14 

15 m i l l i o n of expense savings t h a t are contained or t h a t 

16 were assumed when you determined the l e v e l of i n t e r i m 

17 r a t e request we were going t o request and you commented 

18 about the p o t e n t i a l f o r r e a l i z i n g those. Do you expect 

19 t o be able t o r e a l i z e those $14 m i l l i o n of expense 

20 savings immediately? 

21 A. We w i l l not generate those $14 m i l l i o n of 

22 savings immediately. I t ' s going t o take us a peri o d of 

23 time, c e r t a i n l y i n t h i s f i s c a l period, maybe beyond, but 

24 we are shooting f o r t h i s f i s c a l p e riod. I t i s , again, 

25 one of these u n c e r t a i n t i e s . We are committed but we 
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cannot guarantee the d e l i v e r y of t h a t . But we are 

looki n g at t h a t very c l o s e l y f o r t h i s f i s c a l p eriod. 

Q. We haven't changed our i n t e r i m r a t e — the 

l e v e l of i n t e r i m r a t e request. What i s the s i g n i f i c a n c e , 

then, of the t i m i n g of r e a l i z i n g the $14 m i l l i o n i n 

expense savings? 

A. The f a c t t h a t were we not t o get to t h a t 14 we 

have an a d d i t i o n a l requirement. 

Q. Ms. McCloskey entered i n t o the record as OCA 

Cross 1 an inf o r m a l data request from the PGC, the 

Philadelphia Gas Commission, proceeding ID-9. Were you 

able t o check the period of time i n which t h i s was 

prepared? 

A. Yes. I perused the schedule and by and large 

most of those items have been addressed and we have 

complied w i t h the t a r g e t dates t h a t are there. We s t i l l 

have -- I t h i n k they are s t i l l i n d i c a t i n g l a t e September 

and e a r l y October items and those i n f a c t are pending 

now. 

Q. And the date when i t was prepared? 

A. I don't have the s p e c i f i c date but i t would 

have been l a t e July or e a r l y August. 

MR. CLEARFIELD: I f I could j u s t have a moment, 

Your Honor. 

(Pause.) 
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MR. CLEARFIELD: That completes my r e d i r e c t 

examination. 

JUDGE CHESTNUT: Does anybody have 

recross-examination. 

Ms. McCloskey? 

MS. McCLOSKEY: Yes. Thank you, Your Honor. I 

j u s t have two questions. 

RECROSS-EXAMINATION 

BY MS. McCLOSKEY: 

Q. On the number of delinquent customers, I'm 

sorry. I was a l i t t l e confused. You used the term 

a d d i t i o n a l . The 24,000 customers --

A. That was a number --

Q. --was t h a t the t o t a l number i n the June 19th 

f i l i n g or was t h a t an a d d i t i o n a l number added t o the June 

19 f i l i n g ? 

A. No. There was a question asked at the budget 

hearings t o i d e n t i f y t h a t same f a c t o r and we said 24. 

And Mr. Bertocci's comment then goes how many beyond --

as I i n t e r p r e t t e d what he said -- how many beyond as a 

r e s u l t of recent changes, and we are saying probably 

another 16,000. So we are look i n g at probably 40,000 

people. 

Q. Total? 

A. Yes. 
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1 Q. On the $14 m i l l i o n of expense savings , you 

2 t e s t i f i e d here t h a t i t can't be r e a l i z e d immediately, 

3 there i s a t i m i n g . Do you have an estimate of how much 

4 you expect t o r e a l i z e i n f i s c a l year 2001? 

5 A- Well, I would l i k e t o r e a l i z e i t a l l . But I 

6 recognize t h a t Mr. LeLash has picked up on t h i s . We have 

7 a major task i n f r o n t of us and t o the extent t h a t we 

8 don't get there then we have an a d d i t i o n a l problem i n 

9 terms of r a t e r e l i e f t h a t i s required. 

10 MS. McCLOSKEY: Thank you. Your Honor. 

11 JUDGE CHESTNUT: Anybody else? 

12 Mr. Bertocci? 

13 MR. BERTOCCI: I j u s t have one question. 

14 RECROSS-EXAMINATION 

15 BY MR. BERTOCCI: 

16 Q. Coming back t o the question of the 18 m i l l i o n 

17 and the d i f f e r e n c e between 18 m i l l i o n as a grant which 

18 would be p r o j e c t revenues, r i g h t , f o r coverage purposes? 

19 A. Yes. 

20 Q. Whereas a loan would not be h e l p f u l f o r 

21 coverage at a l l because i t i s not p r o j e c t revenues, i s 

22 t h a t r i g h t ? 

23 A. That's c o r r e c t . 

24 Q. I f the grant was d e l i v e r e d i n November of 

25 f i s c a l 2001 i s n ' t i t t r u e t h a t t h a t would count f o r 
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coverage j u s t as much as i f i t was d e l i v e r e d i n August --

i f the grant was d e l i v e r e d i n November of the year 2000 

i s n ' t i t t r u e t h a t i t would count f o r coverage purposes 

j u s t as much as i f i t was d e l i v e r e d i n August of 2 001? 

A. Yes. That i s t h e o r e t i c a l l y c o r r e c t . The 

problem t h a t you have w i t h t h a t i s t h a t we don't --

e s s e n t i a l l y we don't recognize the c i t y payment issues 

u n t i l e f f e c t i v e l y they are earned. And the payments are 

scheduled f o r February, March, A p r i l and May i n equal 

i n s t a l l a t i o n s . So t h a t i n e f f e c t the grant i s n ' t 

a v a i l a b l e u n t i l l a t e r on i n the f i s c a l p eriod and t h a t i s 

one of the issues as w e l l . 

Q. That i s presupposing t h a t the grant would have 

t o f o l l o w the c i t y payments? 

A. That the grants would be coincident w i t h what 

might be the c i t y payments -- w e l l , i n e f f e c t i t ' s not a 

grant. U n t i l we c o l l e c t t h a t money, pay i t back t o the 

c i t y and they grant i t back, i t doesn't count. And t h a t 

won't be u n t i l sometime i n the summertime next year were 

we t o f o l l o w t h a t process. So they don't have the 18 

m i l l i o n t o give us now. I t w i l l be sometime near the end 

of t h e i r f i s c a l period, which i s June 30. 

Q. So you are saying t h a t one of the conditions 

upon the c i t y p r o v i d i n g the 18 m i l l i o n as a grant i s t h a t 

i t would come only a f t e r the company had made i t s $ 18 
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m i l l i o n c i t y payment? 

A. Yes. That i s the way i t i s being viewed and I 

t h i n k i t i s the appropriate way t o view i t . 

MR. BERTOCCI: Thank you. 

JUDGE CHESTNUT: Anybody else? 

(No audible response.) 

JUDGE CHESTNUT: Thank you very much, Mr. Knudsen. 

THE WITNESS: Thank you. Your Honor. 

JUDGE CHESTNUT: You are excused. 

(Witness excused.) 

JUDGE CHESTNUT: We can go to Ms. Bisgaier. 

MR. CLEARFIELD: We can go t o Ms. Bisgaier. We do 

have Mr. White 1 s . 

JUDGE CHESTNUT: I though we could do her so she 

could leave and then we could do Mr. White's testimony. 

But I don't care. 

Whereupon, 

BARBARA BISGAIER 

having been duly sworn, t e s t i f i e d as f o l l o w s : 

JUDGE CHESTNUT: Please s i t down and give and s p e l l 

your name f o r the record. 

THE WITNESS: I t i s Barbara Bisgaier, 

B-I-S-G-A-I-E-R. 

JUDGE CHESTNUT: Go ahead, Mr. C l e a r f i e l d . 

MR. CLEARFIELD: Your Honor, Ms. Bisgaier has 
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submitted one piece of testimony, which i s PGW IR 

Statement 2, which contains an appendix, appendix A. And 

1 understand t h a t we are s t i p u l a t i n g t o the a u t h e n t i c i t y 

and the t r u t h f u l n e s s and correctness of the testimony. 

BY MR. CLEARFIELD: 

Q. I would ask Ms. Bisgaier i f she has any 

add i t i o n s or co r r e c t i o n s t h a t you would l i k e t o make at 

t h i s time? 

A. I do not. 

MR. CLEARFIELD: With t h a t , I would move Statement 

2 and appendix 2 i n t o the record. 

JUDGE CHESTNUT: Any objection? 

(No audible response.) 

JUDGE CHESTNUT: The document i s admitted. 

(Whereupon, the document was marked as PGW 

Statement No. 2 f o r i d e n t i f i c a t i o n , and was 

received i n evidence.) 

MR. CLEARFIELD: I t i s appendix A. 

JUDGE CHESTNUT: Yes, i t i s appendix A. 

Now, the p a r t i e s who i n d i c a t e d -- I guess, 

Mr. D o l l , you i n d i c a t e d you had the most cross so why 

don't you go f i r s t ? 

MR. DOLL: Thank you. 
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1 CROSS-EXAMINATION 

2 BY MR. DOLL: 

3 Q. Good afternoon. 

4 A. Good afternoon. 

5 Q. My name i s Craig D o l l and I represent the 

6 Apartment Association of Greater P h i l a d e l p h i a . 

7 Ms. Bisgaier, am I co r r e c t t h a t you served as the 

8 bond advisor t o Philadelphia Gas Works and f o r the c i t y 

9 f o r various bond issuances? 

10 A. Yes. 

11 Q. And t h a t you were serving i n t h a t capacity 

12 during 1999 when a bond issuance comprising about 62 

13 m i l l i o n -- l e t me break t h a t down. You were i n t h a t 

14 capacity i n 1999, were you not? 

15 A. Yes. 

16 Q. Did you review a bond issuance and provide 

17 advice on the 16th series bonds under the 1975 ordinance 

18 f o r about 62 m i l l i o n and f o r the gas works revenues bonds 

19 '98 ordinance, second s e r i e s , of approximately $114 

20 m i l l i o n ? 

21 A. I d i d . 

22 Q. Now, are you aware i n your review and i n your 

23 advisory capacity, were you aware t h a t around February of 

24 1999 th a t Moody1s had downgraded PGW's senior revenue 

25 bonds t o a Baa-2 and the subordinate bonds t o a Baa-3? 
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1 A. I don't remember the s p e c i f i c date but, yes, i n 

2 t h a t timeframe. 

3 Q. Could you r e c a l l why t h a t downgrade happened? 

4 A. Not off-hand. I don't remember t h e i r r e p o r t . 

5 MR. DOLL: I f I may approach the witness. Your 

6 Honor? 

7 JUDGE CHESTNUT: C e r t a i n l y . 

8 MR. DOLL: I don't intend t o enter t h i s as an 

9 e x h i b i t . I j u s t would l i k e t o use t h i s t o r e f r e s h the 

10 witness 1 r e c o l l e c t i o n . 

11 BY MR. DOLL: 

12 Q. Have you ever seen t h i s document? 

13 (Document handed t o witness.) 

14 A. Yes. 

15 Q. And i f you would take a moment to review t h a t 

16 document. 

17 (Witness perusing document.) 

18 MR. CLEARFIELD: May I approach the witness, Your 

19 Honor? 

20 JUDGE CHESTNUT: I s there a p a r t i c u l a r place you 

21 want her t o focus on? 

22 BY MR. DOLL: 

23 Q. Am I cor r e c t t h a t one of the p r i n c i p a l reasons 

24 t h a t Moody's downgraded was because of the, f o r lack of a 

25 b e t t e r word, the i n s t a b i l i t y of management of PGW? 
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A. That i s what they s p e c i f i c a l l y say i n here, 

yes 

Q. Now, again, g e t t i n g back t o the $176 m i l l i o n 

bond issuance, would you agree w i t h me t h a t t h a t was 

issued around June 1st of 1999? 

A. Yes. 

Q. And despite the downgrading by Moody's i n f a c t 

t h i s bond issuance went forward? 

A. Yes. 

Q. And the market accepted, f o r lack of a b e t t e r 

word, t h i s bond issuance? I t sold i n the market? 

A. That's c o r r e c t . 

Q. Now, i n connection w i t h t h a t same bond 

issuance, d i d you have an opp o r t u n i t y t o review a rep o r t 

by Stone & Webster Management Consultants, Inc.? . 

A. Yes. 

MR. DOLL: Your Honor, the Stone & Webster re p o r t 

i s p a r t of PGW E x h i b i t IR-1.4 at tab s i x . I n order t o 

conduct the cross-examination, however — 

JUDGE CHESTNUT: Wait. -What i s 1.4? 

MR. DOLL: Volume three. 

JUDGE CHESTNUT: That i s t h i s one? 

MR. DOLL: Your Honor, i n order t o make things 

easier we have taken pages from t h a t so t h a t we don't 

have t o go through the whole r e p o r t . I f I could, I would 
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l i k e t h i s marked as AAGP Cross-Examination E x h i b i t No. 1. 

JUDGE CHESTNUT: I'm h e s i t a n t t o do t h a t because i t 

i s already i n the record but I w i l l because i t i s a 

d i f f e r e n t format. 

(Whereupon, the document was marked as AAGP 

Cross-Exam. E x h i b i t No. 1 f o r i d e n t i f i c a t i o n . ) 

BY MR. DOLL: 

Q. Now, i n preparing t h i s f i n a n c i a l analyais by 

Stone & Webster, and I would p o i n t t o pages 32 and 33, 

would you agree w i t h me t h a t Stone & Webster d i d consider 

the warmer than normal weather i n coming up w i t h i t s 

report? 

A. The warmer than normal weather t h a t was being 

experienced i n t h a t p a r t i c u l a r winter? 

Q. That's c o r r e c t . 

A. Yes. 

Q. And t h a t i n reviewing the revenues or income t o 

PGW and hence the bond coverage, would you agree t h a t 

t h a t was taken i n t o c o nsideration when they d i d t h e i r 

bond coverage analysis? 

A. Yes. 

MR. DOLL: Your Honor, attached t o the l a s t three 

pages of t h a t e x h i b i t are three t a b l e s and I would 

represent t h a t the reason t h a t t a b l e 15a, 15b and 15c 

were i n t r o d u c t e d i n t o the record i s because they were 
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attached t o t h i s e x h i b i t because they were a l l referenced 

i n t h a t p a r t i c u l a r p o i n t i n t h i s p o r t i o n of the r e p o r t . 

JUDGE CHESTNUT: Excuse me, Mr. D o l l . What was the 

date of t h a t report? 

MR. DOLL: May, 1999. 

JUDGE CHESTNUT: Thank you. 

BY MR. DOLL: 

Q. Would you agree w i t h me t u r n i n g t o those 

three t a b l e s , 15a, b and c, do you r e c a l l which of those 

three scenarios a c t u a l l y occurred? 

MR. CLEARFIELD: Your Honor, I ob j e c t . Are these 

t a b l e s from the Stone & Webster report? 

MR. DOLL: Yes, they are. 

MR. CLEARFIELD: Then I w i l l o bject because 

Ms. Bisgaier cannot t e s t i f y as t o what scenarios occurred 

f o r PGW. 

JUDGE CHESTNUT: Well, she can know what 

a c t u a l l y --

THE WITNESS: The --

JUDGE CHESTNUT: Go ahead. 

THE WITNESS: The scenario w i t h regard t o which 

bonds were issued? 

MR. DOLL: Yes. 

MR. CLEARFIELD: I'm sorry. I misunderstood the 

question. 
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1 THE WITNESS: I t ' s t a b l e 15a. 

2 MR. DOLL: Thank you. 

3 BY MR. DOLL: 

4 Q. Now, at t h a t time, and you said you reviewed 

5 the r e p o r t , d i d you agree w i t h the conclusions of Stone & 

6 Webster? At t h a t time? 

7 A. I di d n ' t make an independent judgement of 

8 those. That i s not part of my work. 

9 Q. As a general p r o p o s i t i o n i s i t customary w i t h 

10 respect t o bond issuances t h a t there are various 

11 d i s c l o s u r e requirements? 

12 A. Yes. 

13 Q. And would you agree t h a t i t i s customary f o r 

14 the issuer of the bonds t o be required t o n o t i f y e i t h e r 

15 the holders of the bonds or the market i t s e l f of any 

16 m a t e r i a l event which would a f f e c t the bonds? 

17 A. Yes. 

18 Q. Now, would you consider a pr o j e c t e d f a i l u r e t o 

19 meet the bond coverage t o be a m a t e r i a l event which would 

20 r e q u i r e disclosure? 

21 A. Not necessarily. I would consider i t t o be 

22 something t h a t had t o be discl o s e d when you knew f o r 

2 3 c e r t a i n i t was going t o happen. When i t was i n the 

24 speculative stage or when there were s t i l l ways t h a t i t 

25 could be remedied, p o t e n t i a l l y remedied, and steps were 
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being taken t o achieve those remedies, I t h i n k i t would 

be i n a p p r o p r i a t e t o n o t i f y the bond holders and not 

required. 

Q. Are you under a con t i n u i n g o b l i g a t i o n t o the 

r a t i n g services t o provide f i n a n c i a l i n f o r m a t i o n which 

would show a d e t e r i o r a t i n g p i c t u r e or a changing p i c t u r e ? 

A. Yes. 

Q. So you would be f u r n i s h i n g these repo r t s but 

you wouldn't be coming out and saying, my God, we are i n 

trouble? I s t h a t i t ? 

A. There are two d i f f e r e n t l e v e l s of d i s c l o s u r e i n 

the question t h a t you asked. One i s t o the r a t i n g 

agencies where what i s said t o them i s o f t e n c o n f i d e n t i a l 

and you can say e i t h e r t h i s i s going t o happen or t h a t i s 

going t o happen. You are allowed t o say, f o r example, we 

may not make coverage t h i s year unless t h i n g s three 

things happen, we are going t o take the f o l l o w i n g s step 

t o make sure t h a t happens, but we want you to know we are 

aware there i s a problem and we are working on i t . That 

i s said t o them. They won't p u b l i s h t h a t . They w i l l be 

aware of i t . They are watching i t . That f u l f i l l s the 

issuer's o b l i g a t i o n t o the r a t i n g agencies. 

That i s not something t h a t you pu b l i s h under your 

co n t i n u i n g d i s c l o s u r e o b l i g a t i o n t o bondholders. You 

can't speculate i n the market about, w e l l , we may do t h i s 

COMMONWEALTH REPORTING COMPANY, INC. 
1 (800) 334-1063 



208 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

or we may do t h a t . 

So t h a t i s the d i f f e r e n c e between t e l l i n g the 

r a t i n g agencies and t e l l i n g the p u b l i c . At a p o i n t where 

there was no hope t h a t remedies could be taken s u f f i c i e n t 

t o achieve coverage , f o r example, then I bel i e v e there 

would be a con t i n u i n g d i s c l o s u r e o b l i g a t i o n t o make a 

formal n o t i f i c a t i o n t o the bondholder. 

Q. So there two separate types of n o t i f i c a t i o n . 

Okay. 

I take i t , based upon your testimony, t h a t you now 

beli e v e t h a t the Stone & Webster re p o r t showing adequate 

bond coverages was i n c o r r e c t ? 

A. I believe t h a t i t was c o r r e c t as of the date 

they made i t . And they believed i t t o be c o r r e c t . I 

believe d i f f e r e n t circumstances have occurred since then. 

Q. And i f we look at your testimony, the 

attachment, appendix A, page one of three, the l e t t e r 

from Standard & Poor's, I take i t from t h a t l e t t e r those 

circumstances t h a t you are speaking about are the warm 

win t e r s , the receivables and the b i l l i n g system? They 

are three of those changed circumstances which would 

cause a downgrading? 

A. That i s c i t e d by Standard & Poor's i n t h i s 

appendix as the reasons f o r p l a c i n g PGW on c r e d i t watch 

w i t h negative i m p l i c a t i o n s . 
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1 Q. And w i t h the exception of the win t e r , the high 

2 receivables problem and the f a u l t y implementation of the 

3 b i l l i n g system, those are both s i t u a t i o n s t h a t are w i t h i n 

4 the d i r e c t -- t h a t are w i t h i n the c o n t r o l of PGW t o 

5 address? 

6 MR. CLEARFIELD: Objection. That i s outside the 

7 scope of Ms. Bisgaier's testimony. She i s not here as an 

8 operations witness f o r PGW. She does not know which p a r t 

9 of those f a i l u r e s were c o n t r o l a b l e by PGW and which 

10 weren't. 

11 MR. DOLL: I w i l l withdraw the question. 

12 BY MR. DOLL: 

13 Q. To your knowledge, i n a d d i t i o n t o the f a t e 

14 requests t h a t have been f i l e d w i t h the Public U t i l i t y 

15 Commission has PGW undertaken steps t o address the issues 

16 r a i s e d by Standard & Poor's? 

17 A. I am not equipped t o answer those questions. 

18 Q- Thank you. 

19 Now, have you been made aware t h a t any revenues 

20 t h a t are granted as a r e s u l t of t h i s proceeding are 

21 subject t o t o t a l refund by the Commission once i t reaches 

22 an u l t i m a t e decision a f t e r the base r a t e case? 

23 A. Yes. 

24 Q- Does t h a t i n your opinion c o n s t i t u t e the 

25 permanent ra t e r e l i e f t h a t you speak of t h a t would 
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s a t i s f y the bond market? 

A. I t c e r t a i n l y does not s a t i s f y the need f o r 

permanent r a t e r e l i e f but I be l i e v e i t would be evidence 

t o the bond market , t o the r a t i n g agencies and to Morgan 

Guaranty of the i n t e n t i o n of the PUC t o make sure t h a t 

PGW was able t o meet i t s r a t e covenants. So t h a t 

recognizing the time exigencies t h a t PGW i s f a c i n g , they 

would accept t h a t as a f i r s t and acceptable step i n t h i s 

process. 

Q. And you would agree w i t h me t h a t t h a t f e e l i n g , 

t h a t warm and fussy f e e l i n g of the bond markets, could i n 

f a c t be extremely temporary and we could be f a c i n g t h i s 

s i t u a t i o n again a f t e r the base r a t e i s f i l e d ? 

A. Absolutely. 

MR. DOLL: I have nothing f u r t h e r . Your Honor. 

JUDGE CHESTNUT: Do you want t o move i n your 

cross-examination e x h i b i t ? 

MR. DOLL: Yes, I w i l l move i t i n , although i t 

already i s i n the record. 

JUDGE CHESTNUT: Well, i t has been marked so l e t ' s 

clean up the loose ends. 

You don't have any o b j e c t i o n , do you? 

MR. CLEARFIELD: I can't very w e l l object t o an 

e x h i b i t I already moved i n . 

JUDGE CHESTNUT: Thank you, Mr. D o l l . That 
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document i s admitted. 

(Whereupon, the document marked as AAGP 

Cross-Exam. E x h i b i t No. 1 was received i n 

evidence.) 

JUDGE CHESTNUT: I fo r g e t who else they i n d i c a t e d 

they had cross f o r t h i s witness. 

Ms. Burak, do you have anything? 

MS. BURAK: At t h i s p o i n t , I have nothing. 

JUDGE CHESTNUT: Ms. McCloskey, do you have 

anything? 

MS. McCLOSKEY: Yes. I j u s t have a few questions. 

CROSS-EXAMINATION 

BY MS. McCLOSKEY: 

Q. Good afternoon, Ms. Bisgaier. My name i s Tanya 

McCloskey. I represent the O f f i c e of Consumer Advocate. 

I would l i k e t o look at page 12 of your testimony, 

l i n e s 20 to 21. 

JUDGE CHESTNUT: I'm sorry. What page was that? 

MS. McCLOSKEY: Page 12, l i n e s 20 t o 21. 

BY MS. McCLOSKEY: 

Q. There you are discussing t h a t i f the company 

gets the requested GCR increase and no i n t e r i m r a t e 

r e l i e f the company would s t i l l be approximately 17 

m i l l i o n short of covering i t s expenses. Now, would you 

agree w i t h me -- f i r s t of a l l , I believe you are basing 
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1 t h a t $17 m i l l i o n number on Mr. Knudsen's schedule? 

2 A. That's c o r r e c t . 

3 Q. Appendix B, page one, I bel i e v e i t was, of h i s 

4 d i r e c t testimony. 

5 (Witness perusing document.) 

6 Q. That would be column four? 

7 A. Yes. 

8 Q- Now, would you agree w i t h me t h a t t h a t 17 

9 m i l l i o n s h o r t f a l l t h a t you discuss i s a f t e r the company 

10 makes the $18 m i l l i o n payment to the c i t y ? 

11 A. Yes. 

12 Q. And before the payment, i f you look j u s t 

13 s l i g h t l y above t h a t , they have a p o s i t i v e net income of 

14 about 598,000 at the end of the f i s c a l year? 

15 A. Correct. 

16 Q. Would you agree t h a t the $18 m i l l i o n payment t o 

17 the c i t y does not enter i n t o the d e f i n i t i o n of a 

18 t e c h n i c a l d e f a u l t of the bond coverage? 

19 A. I would agree, yes. 

20 Q. And the $18 m i l l i o n payment does not enter i n t o 

21 the c a l c u l a t i o n of the bond coverage, i s n ' t t h a t correct? 

22 A. That's c o r r e c t . 

23 Q. I believe you responded t o Mr. Do l l t h a t you 

24 have been working f o r PGW f o r a number of years. To the 

25 best of your knowledge has PGW been i n a t e c h n i c a l 
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1 d e f a u l t of i t s bonds i n any of the past f i v e years? 

2 A. No. 

3 MS. McCLOSKEY: That i s a l l I have. Your Honor. 

A JUDGE CHESTNUT: Anybody else? 

5 (No audible response.) 

6 JUDGE CHESTNUT: Redirect, Mr. C l e a r f i e l d ? 

7 MR. CLEARFIELD: May I take a moment t o confer w i t h 

8 Ms. Bisgaier? 

9 JUDGE CHESTNUT: C e r t a i n l y . 

10 (Pause.) 

11 JUDGE CHESTNUT: Ready? 

12 MR. CLEARFIELD: Yes. 

13 REDIRECT EXAMINATION 

14 BY MR. CLEARFIELD: 

15 Q. During your cross-examination by Ms. McCloskey 

16 you were asked whether PGW had i n the l a s t f i v e years 

17 ever t e c h n i c a l l y d e f a u l t e d on any of i t s r a t e covenants. 

18 Has PGW ever t e c h n i c a l l y d e f a u l t e d on any of i t s r a t e 

19 covenants? 

20 A. Not t o my knowledge. 

21 Q. You were also asked questions by Mr. Dol l about 

22 the issuance of, I t h i n k , the 16th series and the second 

23 series i n 1999, which occurred around the same time t h a t 

24 PGW's bonds had been downgraded. And you also t a l k e d 

25 about the p o t e n t i a l f o r a downgrade now. Would those 
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1 circumstances be comparable i n any respect? 

2 A. No. Not at a l l comparable because the 

3 downgrade by Moody's i n the spring of 1999 was from Baa-1 

4 t o Baa-2. That i s s t i l l an investment grade r a t i n g . Baa 

5 i s the lowest category of investment grade r a t i n g . 

6 Withi n t h a t 1 i s the highest subcategory, 1, 2, 3 being 

7 the lowest. So PGW was downgraded from the highest t o 

8 the middle category but s t i l l investment grade. 

9 By being investment grade those bonds could have 

10 been sold i n the market by themselves. There would have 

11 been a market a v a i l a b l e f o r them. But i n order t o reduce 

12 the i n t e r e s t r a t e and the ongoing expense as of the 

13 i n t e r e s t t o PGW, PGW obtained bond issues which had the 

14 e f f e c t of making those bonds AAA rated. PGW was able t o 

15 ob t a i n t h a t bond insurance because they had an investment 

16 grade r a t i n g . 

17 The bond insurers w i l l not insure bonds t h a t are 

18 not investment grade because t h a t impacts on t h e i r own 

19 c r e d i t r a t i n g and they are not w i l l i n g t o carry 

20 non-investment grade bonds from issuance. So i f PGW were 

21 downgraded below investment grade they would not have the 

22 same market access, e i t h e r on t h e i r own c r e d i t or w i t h 

23 bond insurance t h a t they d i d i n 1999. 

24 I was also going t o say you might ask whether a 

25 downgrade would go from a Baa-2 t o a Baa-3 s t i l l w i t h i n 
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the investment grade category. And the answer i s when 

bad t h i n g s happen i t ' s not unusual f o r m u l t i - s t e p 

downgrades t o occur at once. The C i t y of Philadelphia 

was downgraded m u l t i p l e steps i n one downgrade. When the 

Philadelphia Water Department i n 1991 had a t e c h n i c a l 

d e f a u l t because i t missed i t s bond coverage i t was 

downgrade the several steps to below investment grade i n 

one a c t i o n of the r a t i n g agencies. 

Q. Just s t i c k i n g w i t h the r a t i n g agencies and our 

i n t e r a c t i o n w i t h them, Ms. Bisgaier, there were some 

questions about the o b l i g a t i o n of PGW to make them aware 

of the present p r o j e c t i o n s and t o provide a d d i t i o n a l 

i n f o r m a t i o n about the f i n a n c i a l status of the company. 

To your knowledge has PGW been i n the process of those 

kinds of meetings? 

A. Yes. PGW has always maintained an a c t i v e 

i n f o r m a t i o n flow w i t h the r a t i n g agencies generally. 

S p e c i f i c a l l y the senior s t a f f at PGW, Mr. Knudsen, Mr. 

Kishinchand, Janice Davis from the C i t y of Philadelphia 

and i n two of the three instances Mayor Street and I met 

wi t h the r a t i n g agencies, each of them the p r i n c i p a l 

r a t i n g agencies, i n May. We exchanged a l o t of 

inf o r m a t i o n at t h a t time. 

Subsequent t o t h a t both at my i n i t i a t i o n and at 

t h e i r s I have had conversations on PGW's behalf w i t h them 
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1 t o keep them apprised of the d a i l y events t h a t occur, not 

2 q u i t e d a i l y , but q u i t e frequent events t h a t occur and the 

3 status and the progress of the various r a t e cases. 

A Q. Are you p r o v i d i n g the kinds of p r o j e c t i o n s t h a t 

5 Mr. Knudsen has presented i n t h i s proceeding t o the 

6 r a t i n g agencies? 

7 A. The r a t i n g agencies have, as expressed i n these 

8 r e p o r t s , a number of concerns. Obviously coverage and 

9 the a b i l i t y t o make coverage i s one of them. They are 

10 extremely concerned about cashflow. And they have asked 

11 on a number of occasions f o r p r o j ections of cashflows f o r 

12 the current f i s c a l year, f o r the f i s c a l year t h a t j u s t 

13 ended, f o r the current f i s c a l year and indeed going on 

14 beyond t h a t . And t h a t has been provided f r e q u e n t l y t o 

15 them and t o Morgan Guaranty, who also i s deeply concerned 

16 about the cashflows, as r e c e n t l y as yesterday. 

17 Q. I j u s t want t o make sure t h a t the record i s 

18 clea r because t h i s i s an important p o i n t . Do you know or 

19 can you t e s t i f y whether the p r o j ections t h a t Mr. Knudsen 

20 has presented i n t h i s case or the equivalents have been 

21 shown to the r a t i n g agencies? 

22 A. Yes, ab s o l u t e l y . 

23 Q. Are there any other meetings scheduled w i t h the 

24 agencies? 

25 A. We have a meeting scheduled next week w i t h 
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1 Morgan Guaranty, again, s p e c i f i c a l l y t o discuss they 

2 have asked f o r two pieces of in f o r m a t i o n s p e c i f i c a l l y . 

3 One i s the status of the cashflows and the second i s t o 

4 discuss how PGW w i l l be i n a p o s i t i o n t o deal w i t h 

5 e s c a l a t i n g gas costs. 

6 MR. CLEARFIELD: That i s a l l I have. Your Honor. 

7 JUDGE CHESTNUT: I s there any recross-examination? 

8 MR. DOLL: I have a couple of questions. 

9 RECROSS-EXAMINATION 

10 BY MR. DOLL: 

11 Q. Taking the l a s t one f i r s t , Morgan Guaranty — 

12 the meeting t h a t you were j u s t t a l k i n g about — Morgan 

13 Guaranty, i s t h a t a r a t i n g agency? 

14 A. No. They were one of PGW's lenders. 

15 Q. And i s i t your r e d i r e c t testimony t h a t i f the 

16 bond r a t i n g f a l l s below investment grade, whether by 

17 Moody's or Standard & Poor's, t h a t bond insurance i s 

18 t o t a l l y unavailable? 

19 A. There i s one company c a l l e d ACA t h a t i s a 

20 p o t e n t i a l i n s u r e r of the bonds. They have as a business 

21 p r a c t i c e i n s u r i n g d i s t r e s s e d c r e d i t s . They are not AAA 

22 rate d the way the others are. They are an A r a t i n g . I n 

23 my judgement, although they are a p o t e n t i a l , i t i s 

24 u n l i k e l y t h a t they would be w i l l i n g t o do t h i s . I t i s a 

25 l i t t l e b i t of a reach f o r them i n size and complexity. 
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Q. But i f i n f a c t t h a t insurance would be 

a v a i l a b l e i t would take -- i t would be assigned a higher 

bond r a t i n g ? I believe t h a t i s what you said. Possibly 

an A r a t i n g ? 

A. That's r i g h t . 

Q. Now, you also spoke about m u l t i p l e step 

downgrading. And you would agree w i t h me at t h i s p o i n t 

i n time t h a t a m u l t i p l e step downgrade, although 

possible, i s speculation? Has there been any i n d i c a t i o n 

from Standard & Poor's or Moody's t h a t they i n f a c t would 

do a multi-step? 

A. No. But i t i s my opinion t h a t a downgrade from 

Baa-2 t o Baa-3 i s a mere slap on the w r i s t of a minor 

s o r t and a f a i l u r e t o make your r a t e covenant warrants 

more than a slap on the w r i s t . 

MR. DOLL: I have nothing f u r t h e r , Your Honor. 

JUDGE CHESTNUT: Thank you very much. You are 

excused, Ms. Bisgaier. 

(Witness excused.) 

JUDGE CHESTNUT: That takes us t o the absent 

Mr. White. 

MR. CLEARFIELD: Yes, Your Honor. That i s I guess 

the l a s t task we have on the agenda f o r today. 

Mr. White's testimony was submitted several weeks 

ago. I t i s marked as PGW IR Statement 3.0 and i t 
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contains an e x h i b i t , PGW IR E x h i b i t 3.1. Again, i t has 

been s t i p u l a t e d t o w i t h respect t o a u t h e n t i c i t y . 

JUDGE CHESTNUT: Are there any changes t o i t . 

MR. CLEARFIELD: No, there are no changes t o i t . 

JUDGE CHESTNUT: Any objection? 

(No audible response.) 

JUDGE CHESTNUT: I t i s admitted. 

(Whereupon, the documents were marked as PGW 

Statement No. IR 3.0 and E x h i b i t No. IR 3.0 f o r 

i d e n t i f i c a t i o n , and was received i n evidence.) 

JUDGE CHESTNUT: Anything f u r t h e r , then, before we 

adjourn u n t i l nine o'clock tomorrow? 

(No audible response.) 

JUDGE CHESTNUT: Thank you very much. 

MR. CLEARFIELD: Thank you. Your Honor. 

(Whereupon, at 12:45 p.m., the hearing was 

adjourned, t o be reconvened at 9:00 a.m. on Thursday, 

September 28, 2000, i n Phil a d e l p h i a , Pennsylvania.) 
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1 C E R T I F I C A T E 

2 I hereby c e r t i f y , as the stenographic r e p o r t e r , 

3 t h a t the foregoing proceedings were taken 

4 s t e n o g r a p h i c a l l y by me and t h e r e a f t e r reduced t o 

5 t y p e w r i t i n g by me or under my d i r e c t i o n ; and t h a t t h i s 

6 t r a n s c r i p t i s a t r u e and accurate record t o the best of 

7 my a b i l i t y . 
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