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January 27, 1994

City of Philadelphia, Pennsylvania

1650 Arch Street, Room 1760

Philadelphia, Pennsylvania 19103
® Atention: Finance Department

Re:  $183,880,000 City of Philadelphia, Pennsylvania,
Gas Works Revenue Bonds, Fifteenth Series

Ladies and Gentlemen;

We have acted as co-bond counsel in connection with the authorization, issuance
and sale of City of Philadelphia, Pennsylvania, Gas Works Revenue Bonds, Fifteenth Series (the
"Fifteenth Series Bonds"), under and pursuant to authority contained in the Act of the General
Assembly of the Commonwealth of Pennsylvania of October 18, 1972 (P.L. 955) (the "Act"),

® e City of Philadelphia General Gas Works Revenue Bond Ordinance of 1975, as amended (the
"General Ordinance"), and the Fifteenth Supplemental Ordinance thereto approved December
23, 1993 (the "Fifteenth Supplemental Ordinance"). The Fifteenth Series Bonds, in the
aggregate principal amount of $183,880,000, bear interest at the rates set forth in the bond
authorization dated January 20, 1994 (the "Bond Authorization™) of the bond committee,

® consisting of the Mayor, the City Controiler and the Acting City Solicitor, payable each
February 1 and August 1 commencing August 1, 1994, They have been issued for the purpose
of funding a portion of the capital improvement program of the Philadelphia Gas Works
("PGW™), refunding certain outstanding maturities of the City of Philadelphia Gas Works
Revenue Bonds (the "Refunded Bonds™), and paying the costs of issuance of the Fifteenth Series

® Bonds. First Fidelity Bank, National Association, Philadelphia, Pennsylvania, serves as Fiscal
Agent and Sinking Fund Depository under the General Ordinance.

Capitalized terms used in this opinion and not otherwise defined herein shall have
the same meanings as are set forth in the General Ordinance.

e The Fifteenth Series Bonds will initially be issued in book-entry form only in the
form of one certificate for the amount of Fifteenth Series Bonds maturing in each year,
registered in the name of and held by Philadep & Co., as nominee of the Philadelphia
Depository Trust Company, Philadelphia, Pennsylvania, which will act as securities depository
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for the Fifteenth Series Bonds. The Fifteenth Series Bonds are issuable in principal
denominations of $5,000 or any integral multiple thereof. The Fifteenth Series Bonds mature
on the dates and in the amounts specified in the Bond Authorization. The Fifteenth Series Bonds
maturing on or after August 1, 2005 are subject to optional redempiion, and the Fifteenth Series
Bonds maturing on August 1, 2015, August 1, 2021 and August 1, 2024 are subject to
mandatory sinking fund redempnon all in the manner spemﬁed in the Bond Authorization.
"1

The Fifteenth Series Bonds maturing on and after August 1, 1997 (the "Discount
Bonds"), will be issued at initial public offering prices which are less than the amounts payable
on the Discount Bonds at maturity. The difference between the initial public offering price of
the Discount Bonds of the same maturity and the principal amount payable at maturity constitutes
original issue discount which, in accordance with the accrual conventions described in Section
1288 of the Internal Revenue Code of 1986, as amended (the "Code"}), is treated as interest.

Fourteén series of Gas Works Revenue Bonds have heretofore been issued
pursuant to the General Ordinance and, as of October 31, 1993, the City of Philadelphia (the
"City") has estimated that approximately $704,581,000 in aggregate principal amount of such
bonds were outstanding (including the accreted value of capital appreciation bonds to such date).
The Fifteenth Series Bonds are equally and ratably secured with all such prior bonds issued
under, and will be equally and ratably secured with all bonds issued in the future under, the
General Ordinance (all such prior bonds issued under the General Ordinance, the Fifteenth Series
Bonds and all bonds to be issued under the General Ordinance in the future, collectively, the

"Bonds").

The City of Philadelphia (the "City") has made a pledge of, and granted a security
interest in, all Project Revenues (as defined in the General Ordinance) and all accounts, contract
rights and general intangibles representing Project Revenues to secure the payment of the Bonds.
The General Ordinance provides that, except upon the occurrence of a default, Project Revenues
shall be applied in the following order of priority: (1) Net Operating Expenses, as defined
therein; (2) required payments into the sinking fund to pay principal of and interest on the
Bonds and to accumulate, or to restore any deficiency in, the sinking fund reserve in respect
thereof; (3) payment of general obligation bonds which have been adjudged to be self-
liquidating on the basis of expected revenues from PGW; (4) payment of interest and sinking
fund charges of other general obligation debt incurred for PGW; and (5) payment of City
Charges, as defined therein. Under certain circumstances, the remaining balance may be applied
to other proper purposes of the City. In the Fifteenth Supplemem;al Ordinance, the City has
covenanted that, as long as any of the Fifteenth Series Bonds remain outstanding, all Project
Revenues shall be deposited in, held in, and disbursed from one or more unsegregated accounts
of PGW which shall be separate from and not commingled with moneys or accounts of the City

not held exclusively for PGW purposes.
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In connection with the issuance of the Fifteenth Series Bonds, the City has entered
into an Escrow Deposit Agreement with First Fidelity Bank, National Association, Philadelphia,
Pennsylvania, as escrow agent (the "Escrow Agent") and as Fiscal Agent, dated January 27,
1994 (the "Escrow Agreement'), pursuant to which certain proceeds of the Fifteenth Series
Bonds and other funds will be deposited and held uninvested as cash or invested in direct
obligations of the United States of America, the maturing principal of which and.interest thereon
shall be used to pay the interest on the Refunded Bonds, as and when due through their
respective maturity or redemption dates, and to pay the principal of, redemption premium (if
any) and interest on the Refunded Bonds on such dates. Drucker & Scaccetti, P.C.,
Philadelphia, Pennsylvania, has, based on certain information provided to them by the
underwriters, verified (i) the mathematical computation of the adequacy of the maturing principal
of and interest on the investments purchased with the proceeds of the Fifteenth Series Bonds to
make payments of principal of, interest on and redemption premium (if any) on the Refunded
Bonds as the same become due-and ‘payable; and (i) the calculations of (a) the yield on the
Fifteenth Series Bonds, and (b) the yield on the investments held under the Escrow Agreement
purchased with proceeds of the Fifteenth Series Bonds. We have relied upon the verification
of the sufficiency of the amocunts to be held by the Escrow Agent and the yield calculations in
concluding that the Fifteenth Series Bonds are not "arbitrage bonds" within the meaning of
Section 148 of the Code. '

We have examined (a) such constitutional provisions, statutes and regulations as
we deemed necessary, including the Act, the General Ordinance, the Fifteenth Supplemental
Ordinance and the Code, (b} the proceedings authorizing the issuance and sale of the Fifteenth
Series Bonds, and (c) such certificates, opinions, receipts and other documents as we have
deemed necessary, including a non-arbitrage certificate of the City. In making the aforesaid
¢xaminations, we have assumed the authenticity of all original documents and the conformity to
original documents of all conformed copies and photocopies of docurnents, the genuineness of
all signatures, the due authorization, execution and delivery of all documents and the authority
to do so of all persons executing such documents.

On the basis of the foregoing, we are of the opinion that;

1. The City has the power to perform its obligations under the General
Ordinance, the Fifteenth Supplemental Ordinance and the Fifteenth Series Bonds and is
authorized to issue the Fifteenth Series Bonds. We express no opinion, however, as to the
validity or enforceability of any particular category of City Charges or the application of Project
Revenues therefor.

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

3. The Fifteenth Series Bonds constitute valid, legal and binding obligations
of the City, enforceable in accordance with their terms.

4. Assuming continuing compliance by the -City with the provisions of the
Code, and subject to certain provisions of the Code which are described below, under laws,
regulations, rulings and judicial decisions existing on the date of the original delivery of the
Fifteenth Series Bonds, interest received by a holder of the Fifteenth Series Bonds, including
accrued original issue discount with respect to the Discount Bonds, will be excludable from
gross income for federal income tax purposes and will not be considered a tax preference item
for purposes of the alternative minimum tax imposed by Section 55 of the Code. However,
interest on the Fifteenth Series Bonds may become taxable retroactively if certain requirements
relating to arbitrage and arbitrage rebate under Section 148 of the Code are not complied with.
For certain corporate holders, interest on the Fifteenth Series Bonds will be taken into account
in the calculation of such holders’ alternative minimum tax liability and may be subject to the
Environmental Tax imposed by Section 59A of the Code.

5. Under the laws of the Commonwealth of Pennsylvania, as enacted and
construed on the date of original delivery of the Fifteenth Series Bonds, the Fifteenth Series
Bonds and the income therefrom (including any profits made on the sale thereof), are exempt
from Pennsylvania personal property taxes, the Pennsylvania personal income tax and the
Pennsylvania corporate net income tax.

For purposes of this opinion, the enforceability (but ot the validity) of the
documents mentioned herein may be limited by applicable bankruptcy, insolvency,
reorganization, moratorium or other laws now or hereafier enacted by any state or by the federal
government affecting the enforcement of creditors’ rights generally and by equitable principles,
and the phrase "enforceable in accordance with their terms” shall not mean that specific

performance would necessarily be available as a remedy in every situation.

Other than as set forth in Paragraphs 4 and 5 hereof, we express no opinion
regarding other federal and state tax consequences arising with respect to the Fifteenth Series-

Bonds.

We express no opinion herein as to the adequacy or accuracy of any official
statement, private placement memorandum or other offering material pertaining to the offering

of the Fifteenth Series Bonds.
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We call your attention to the fact that the Fifteenth Series Bonds constitute limited
obligations of the City and are payable solely from the Project Revenues, as defined in the
General Ordinance, and amounts in the sinking fund, including the sinking fund reserve created
under the Act and the General Ordinance. The Fifteenth Series Bonds do not pledge the credit
or taxing power of the City nor create any debt or charge against property of the City other than
the Project Revenues and amounts in such sinking fund, including the sinking fund reserve.

-,

COHEN, SHAPIRO, POLISHER, ANDRE C. DASENT, P.C.
SHIEKMAN AND COHEN
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Specimen Copy of AMBAC
Municipal Bond Insurance Policy



~,

[THIS PAGE INTENTIONALLY LEFT BLANK]



44 East Mifflin 3¢.. Madison. Wisconsin 53703
Adminiscrative Qrifice:

One Stace Sceect Plaza, New York, NY 10004
Telephone: (212) 66B-0340

mm AMBAC Indemnicy Corporation
Lo . o CT C acion § $
Municipal Bond Insurance POliCY g piffin e, Madison, Wi

Policy Number:

{shuer:
9
Bonds: Premium:
® AMBAC indemnity Corporation (AMBAC) A Wisconsin Stock Insurance Company -

A\ United Seaces Truse
¢t poction of the prin-

in considerazion of the payment of the premium and subjece to the terms of chis Policy, hereby agrees to pay 10
Company of New York, as trustee, or its successor (the “Insurance Ttuscee™), for the benefi: of BongQolder
cipal of and interesz on the above-described debr obligations (the "Bonds™) which shall become Due fg
rezson of Nenpayment by che Issuer

AMBAC will make such payments to the insurance Trustee within one (1) business da
ment. Upon 2 Bondholders presencation and surrender to the Insumance Trustes of suc
e canceled and in bearer form and free of any adverse claim, the lnsurance Trustee
principa! and interest which is then Due for Payment bur is wnpaid. Upon su
surrendered Bonds and coupons and shall be fully subrogared to all of ¢

In cases where che Bonds are issuable only in a.form whereby priacipQ
Insurance Trustee shall disburse principal to = Bondholder as afg
af the unpaid Bond, uncanceled and free of any adverse cla:m

lnsurance Trustee, duly execuced by the Bondholder or R : ogkzed representacive, $0 2s 10 permit ownership of
® .uch Bond to be registered in the name of AMBAC or icg ) ¢ Wor Bonds are issuabie only in a form whereby interest
s payable to regiscered Bondholders or cheir assigns, A, sTe# disburse interest to a Bondholder 25 aforesaid only

1pun presentation to the Insurance Trustee of padt 8 i hon entitled to che payment of interest on the Bond and
g satisfacrory to the Insurance Trustee, duly executed by the

¢, transferting 1o AMBAC al! righss under such Bond o receive
xa ade. AMBAC shall be subrogated o all the Bondholders' righes to
e disbursements so made,

laimanc Bondholder ar such Bondholder!
he interest in respecr of which the d

as notice rhat any paymene of principaf of or interest on z Bond which has

weome Due for Paymepsagd Wi 3 hoider by or on behalfl of the lssuer of the Bonds has been deemed 2 preferencial
ransfer and thereyg : s rcgmcred ownet pursuant to the United Staies Bankrupicy Code in actordance with a final,
wnappeaiable ord dpmpgrent jurisdiction, such regiscered owner will be entitled to payment from AMBAC to the excent

.1 such recovery ) ot atherwise available,

15 used herein, the

r uf a coupon appertaig gBond. As used herein, "Due for Payment”, when referring to che principal of Boads, is wiien che stared

wafuricy dare or 2 mafdg edemprion date for the application of a required sinking fund installment has been reached and does not

“er c0 any earlier date on which payment is due by reason of call for redemprion (octher than by application of required sinking fund
@ sceliments), acceleration or ocher advancement of ma:umy and, when referring 10 interest on the Bonds, is when the stated date for

ayment of interest has been reached. As used herein, Nonpayment means the failure of the Issuer to have provided sufficient funds

+ the paying agent for payment in full of all principal of and incterest on the Bonds which are Due for Payment.

his Policy is noncancelable. The premium on this Policy is nor refundable for any reason, including payment of the Bonds prior o
atarity. This Policy does not insure against loss of any peepzyment or other acceleration payment which at any rime may become due
: respect of any Bond, other than 2t the sole option of AMBAC, nor zgainst any risk other than Nonpayment,

witness whereof, AMBAC has caused this Policy to be affixed with a facsimile of its corporate seal and to be signed by its duly
o.:hmizcd officers in facsimile ro become effective as its original seal and signacures and binding upon AMBAC by virtue of the counter-
mature of its duly auchorized represencacive,

A

® ien Secretary
Notcomste
N . \“‘-
ifective Date: Authorized Representative

NITED STATES TRUST COMPANY OF NEW YORK acknowlcdgcs that it

..Ls agreed to perform the duties of Insurance Trustee under this Policy. % ad-u147
em 2 §06-0003 (8/92) Authorized Officer
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APPENDIX G

Specimen Copy of FSA
Municipal Bond Insurance Policy
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EEEQ FINANCIAL MUNICIPAL BOND

s SECURITY INSURANCE POLICY
W ASSURANCE:

- ISSUER: Policy No.:
Effective Date:

Fremium: .,

FINANCIAL SECURITY ASSURANCE INC. ("Financial Securily”), for consid
UNCONDITIONALLY AND IRREVOCABLY agrees to pay to the trustee (the “Tr
: "Paying Agent™} (25 set forth in the documentation providing for the issuvance of

principal of and interest on the Bonds that shall become Due for Paym
Nonpayment by the lssuer,

On the later of the day on which such principa! and interesl be
Day next following the Business Day on which Financial Security

Issver, bul only upon receipt by Financial Security, in a {g
tha Owner's right (o receive payment ol the principal g
including any appropriate insiruments of assignment

" such principal or interest thal is Due for Paymenyshall
Nenpaymenl will be deemed received on a giverdBus
I'me) on such Businass Day; otherwise, il willhe deem®
ol Nenpayment received by Financial Secu i

. . IR
Eoved
o
r
v "". .:
Higk :
el
3 PAAt
o
2 i/r\'. ’:
*_a'-:
S IN26
il

Financial Security shall prompily so advise

ubmit an amended Notice of Nonpayment.

shall pecoms the owner ol the Bond, any
ment ol prAncipal of or interest on the Bond and
ding the Owner's 1ight 1o receive paymenls under

R

S 1
in O W1 s ¥

the Bond, o the exlent of any
the Trustee or Paying Age

meznings specliied jofe
or Sunday or-(b) a g
are avlhorized o

mandatory sinking lund redempion and doegs not reler to any earfier
is due by reason of call {or redemption (oiher than by mandatery sinking fund
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Policy No.

funds to the
tarast that is

Bny payment of
ar which has bean

NoXedl “Nonpayment® means, in raspect of a Band, the failura of the Issuar to ha
¢ 3 Trustes or, if there is no Trustas, to the Paying Agant for payment In {
Due for Payment on such Bond. "Nonpaymant* shall also include, iryrs
principal or interest that Is Due for Paymant made ta an Ownet by or chwle
recovered from such Owner pursuant to the United States Bankru 'q Code Y

accardance with a final, nonappealable order of a court having £o
telephonic or telacopisd notica, subsequantly confirmed in a signy g, ©
cefified mail, from an Owney, the Trustes or the Paying Age
specify (a) the parson or entity making the claim, (b) the Poli
date such claimed amount became Due for Paymant. “Owné
entity who, at the time of Nonpayment, is antitied under thg

bet of 2 Bond, the person or
dAo"payment thareci, sxcept

censlitttes the underlying security for the Bonds.

Financial Security may appoint a fiscal agent (th
; giving written notice to the Trustee and tha Paying

dcurity pursuant to this Policy shall be

simultanecusly deliverad to the lnsurer's Fiscal/Agent and anéiat Securily and shail not ba deemed
| received until received by both and (b) all payments+aguired 1o o2 made by Financial Security under this
R Policy may be made directly by Financial ; axdrer's Fiscal Agant on bahall of Financial
i Securily. The Insurer's Fiscal Agent is thg™s acurity only and the Insurer's Fiscal Agent

g To the fuilest extent permitted by i idancial Security agrees nol 1o asser, and hereby
5 waives, only for the benelit of eagh Owner, all fighls (Whether by coun(e[cfaim. selofl or otherwise) and
5% defenses (including, without Iim'n defense gf faud), whether acquired by subrogation, assignment

‘ or oiherwise, fo the extent that h-finhts and defefises may be available to Financial Security 1o .avoid

cordance with the express provisions of this Paolicy.

TN

7
et
s

Y
o,

alfecled by any olher agreemekt or in including any modification or amendment thereto. Except to
the axient expressly modjfi &nt herete, (a) any premtum ps:ud in respect of this Policy is
nonrefundable for-any regé hatsasyar#fcluding. paymant, of provision baing made for paymant, of the
Bonds prict {o maturit thjs Policy may not be cancallad or revoked. THIS POLICY IS NOT
COVERED BY THE P LALTY INSURANCE SECURITY FUND SPECIFIED IN ARTICLE 76

OF THE NEW YOR
In witness wiferagf, CURITY ASSURANCE [NC. has caused this Policy 1o be executed

FINANCIAL SECURITY ASSURANCE INC.

Authorized Cfiicer

(212) 828-01C0
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Specimen Copy of MBIA
Financial Guaranty Insurance Policy
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® FINANCIAL GUARANTY INSURANCE POLICY

Municipal Bond Investors Assurance Corporation
Armonk, New York 10504

Policy No. [NUMBER]

@ Municipal Bend Investors Assurance Corporation (the "Insurer™), in consideration of the payment of the premium and subject (0 the terms of this
policy, hereby unconditionally and irrevocably guaraniees 10 any owner, as hereinafier defined, of the following described obligations, the full and
omplete payment required 16 be made by or on behalf of the Issuer 1o [INSERT NAME OF PAYING AGENT] or its successor (the "Paying Agent” )
of an amount equal 1o (i) the principal of (e3ther at the stated maturity or by any advancement of mamnity pursuant 10 a mandatory sinking fund
saymen!) and interest on, the Obligations (as that term is defined below) as such payments shall become due but shall not be so paid (except that in the
~vent of any acceleration of the due date of such princpal by reason of mandatory or optional redemption or acceleration resulung from default or
xherwise, other than any advancement of manmty pursuant to @ mandatory sinking find payment, the payments guarantesd hereby shall be made in

eix;hamamrsmﬁalad'lmmmadxmdpdrdpa]mﬂdhzwbcmdnhadﬂncmbcméhymmmx and (i) the
eimbursement af amy. such payment which is subserquently recovered from any owner pursuant 10 a final judgment by a court of competen: jurisdicton
hat such payment constitutes an avoidable preference to such owner within the meaning of any appiicable bankruptey law. The amounts referred 1o
ndlauses (i) and (i) of the preceding sentence shall be referred 1o herein collectively as the "Insured Amounts.” "Obligations” shall mean®

[PAR]

® [LEGAL NAME OF ISSUE]
hpon, vecempt of telephonic or telegraphic notice, such nodce subsequenily confinned in writing by registered or certified mail, or upon receipt of
#itiensnotice by registered or certified mail, by the Insurer from the Paying Agent or any owner of an Obligatioa the payment of an Insured Amount
ar which is then due, that such required payment has not been made, the Insurer on the due date of such payment or within ene business day after
2ceipt of nodce of such nonpayment, whichever is later, will make a deposit of funds, in an account with State Street Bank and Trust Comparny, N.A.,
1 New York, New York, or its successor, sufficient for the payment of any such Insured Amounts which are then due.  Upon presentment and

emudadm%hganomorpmmufmakummfufwshmciﬂnowganmtogezknrmthaxwappmpnammmof
ssignment to evidence the assignment of the Insured Amounts cue on the Obligations as are paid by the Insurer, and appropriate insnuroents io effect
 appointment of the Insurer as agent for such owners af the Cbligations in any legal proceeding related 10 payment of Insured Amounts on. the
bligations, such instnments being in a form satisfactory to State Strest Bank and Trust Companty, N A, State Street Bank and Trus-Company, N.AL
nall dishurse to such owners, or the Paying Agent payment of the Inqured Amounis due on such Obligarions, Jess any amaunt held by the Paying
gent for the payment of such Insured Amounts and legally available therefor, Ttuspohc.ydocs i:mncagainsxlossofanyprqnymprmﬁmn
hich may at any time be payable with respect to any Obligation.

osnscdh::r!c:m,Ihv::u::rm WmemdeWWaammwmmwmmmm
moranyd:s:grmofmclmuformdlm TRmmmshaﬂnau'dtdcunlsaﬂorampanmecagrwmmmUnm
nstinnes the undertying security for the Obligations,

mmocofpmcasonthehmmmzybemdcmﬁnhmmﬂnsoﬁcskm@m 113 King Street, Armonk, Néw York 10504 and such service
‘process shall be valid and binding,

@ s policy 1s non~cancellable for amy reason. Th:prummnonmlspobcvEndrdurdab!cformwmsonududmg&npavnmpnormmmtyof
2 Obligations.

| WTTNESS M-{EREOF.mchmmhascausaiuﬁspoﬁcyibbcmndinﬁcsinﬁ}conhsbehalfbyhsdr.@axﬁnrimdoﬂiws.ﬂﬂs[DAY]day
NON'H-LYEAR].bu[mjspoljcyshaﬂm(bcmﬁdgﬂdsmmmgmdbyanmmﬁmdnﬁ@hcmmdaguuofmm.

MUNICIPAL BOND INVESTORS

L ]
DUNTERSIGNED: ASSURANCE CORPORATION
sident Licensed Agent President
0
Anest:
v. Sale Assistant Secretary
| FRMS-PA-S
‘1
0
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City of Philadelphi_é
Bill No. 980233 Certified Copy

CERTIFICATION: This is a true and correct copy of the ariginal
Bill, Passed by the City Council on April 30, 1988 The 8ill
was Signed by the Mayor on May 8, 1998

o 25 onrae

Marie B, Hauser

Chief Clerk of the City Council
LEGISTAR Form co.r + 20+ Prired May 11, 1958

City of Philadelphia
e o

{ Bill No. 280233 )

AN ORDINANCE

Constitufing the First Supplemental Ordinance to the General
Gas Works Revenue Bond Ordinance of 1998 {the "1998
General Ocdinance™); authorizing the Mayor, the City
Controller and the City Solicitor, or a majority of them, to sell,
either at public or private sale, Gas Works Revenue Bonds,
First Series, of the City of Philadelphia, in one or more
subseries, in the maximum aggregate principal amount of three
huedred million (300,000,000) dollars (the “First Setles
Bonds"y;, provided, howcver, that the apgregate principal
ampunt of First Series Bonds auihorized to be issued to pay the
cost of capital projects shall not exceed one hundred million
(100,000,000) dollars, the agpregate principal amount of First
Series Bonds authorized to be issued to acquire the headquarter
building occupied by the Gas Works and owned by the
Philadelphia Municipal Authority shall not exceed twenty-five
million (25,000,000) dollars and the aggregate principal amount
of First Series Bonds authorized to be issued to refund cerain
ouistanding Gas Works revenue bonds shll not exceed one
hondred seventy-five million (175,000,000} dollars; and
provided further that, if the First Series Bonds are sold at a
discount, the aggregate principal amount may be increased to
reflect such discount as long as the agpgregate gross procesds to
the City from the sale of the First Series Bonds do not exceed
three hundred miliion (300,000,000) dollars, plus accrued
interest, if any; designating that the First Series Honds are

LEGISTAR Formi cor - T- Printed May 11, 1898
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City of Philadelphia

Bili No. 980233 ' Certified Copy
being issued to pay the costs of certain projects and to redeem
or refund all or a portion of certain outsianding series of Gas
Works revenue bonds and the application of proceeds of the
First Series Bonds for such purpese; authorizing the City to
obtain credit enhancement for the First Series Bonds;
determining the sufficiency of Gas Works revenues;
covenanling the separation of Gas Works revenue accounts and
proceeds of the First Series Bonds from general accounts of the
City; covenanting the payment of interest and principal on the
First Series Bonds; authorizing covenams and action in order
that the First Series Bonds shall not be arbitrage bomds;
authorizing the First Series Bonis to be issued in book-entry
fonn and providing book—ntry provisions to apply in such
case; and providing that this Ordinance is suppiemental to the
1998 Genersl Ordinance awd that the provisions of the 1998
General Ordinance, to the extent mrot modified, amended or
superseded by this Ordinance, are applicable.

TRE COUNCIL OF THE CITY OF PHILADELPHIA BERERY
ORDAINS:

SECTION 1. The Mayor, the City Controlfer and the City
Solicitor {th= "Bond Commitiee’}, or a majority of them, are
hereby authorized, on behalf of the City, to borrow, by the
issuance and sale of Gis Works Revenne Bonds, First Series, of
the City (the "First Series Bonds™), in one or more subseries
and with such relative priorilies as they deem desirable,
pursuant 1o The First Class City Revenue Bond Act of Gctaber
18, 1972, Act No, 234 (the "Aca™) and the General Gas Works
Revenue Bond Ordinance of 1998, Bill No. , adopted
by the City on , 1998 (the "1998 General
Ordinance"}, 2 sum or sums which in the aggregate shall not
exceed the principal amourk of First Series Bonds authorized to
be issucd hereunder, to be expended as provided in Section 2 of

LEGISTAR Form co.r -2- Piinted May 11, 1998

City of Philadelphia

Bill No. 980233

LEGISTAR Rormr cer

.18.

Certified Copy

Frinted May 11, 1998
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- City of Philadelphia

Bill No, 980233

LEGISTAR Form co.r

. I18.

Certified Copy

Priated May 11, 1938
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this Ordinance. The First Series Bonds skall be sold ar public
or private sale and shall contain such terms and provisions .as
are determined by a majority of the Bond Committee to be in
the best interests of the City and are not inconsistent with the
provisions hereof, of the Act or of the 1998 General Ordinance.,
If a majority of the Bond Committee determines it to be in the
best interests of the City, the First Series Bonds may be issued
in boak-entry form; and in such event a majority of the Bond
Comunitice shall also select a securities depository (the
"Depository™) for the First Series Bonds. If a majority of the
Bond Committee detenmines it to be in the best interests of the
Cily, the City may abtaia credit eahancernert for all or a
portion of the First Series Bonds, A majority of the Bond
Committee is authorized to take any and all other aclions as
may be necessary o appropriate in connection with the
consurmmation of the transactions contemplated herein,

The Ficst Series Bonds are authorized o be issued
hereunder in an aggregate principal amount up to three hundred
million (300,000,000) -dollacs; provided, however, that the
aggregate principal amount of First Series Bonds astharized to
be issued to pay the cost of capital projects (other than the
fallowing-described building acquisition) shall not exceed one
hundred miltion (100,000,000) doMars, the aggregate principal
ameunt of First Series Bonds authorized 1o be issued to acquire
a building from the Philadeiphia Municipal Authoxity shall not
exceed twenly-five million (25,300,000) dellars znd the
aggregate principal amount of First Series Bonds authorized to
be issved to refund certain outstanding series of Gas Works
revetue bonds shall not exceed ane lhundred seventy-five
million (175,000,000} dollars; and provided further that, if any
of the First Series Bonds are to be sofd at discounts which are
in lieu of periodic inferest, the aggregate principal amount of
First Series Bonds which may be issued hercunder shall be
increased to reflect such discounts, as long as the aggregate

LEGISTAR Form cc.r -3- Printed May 11, 1998
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gross procceds to the Ciy from the sale of the First Series
Bonds shall not exceed three hundred million (300,000,000)
dollass, plus accrued interest, if any,

The First Series Bonds shall not pledge the City’s credit or
taxing power, create any debt or charge against the tax or
general revenues of the City or ceate any lien against any
property of the City other than the revenues pledged by the
1998 General Ordinance, The opinion of the City Solicitor
required by Section 8 of the Act with respect to the matters
staled in the preceding sentence is altached herelo as Exhibit A,

SECTION 2. The Pirst Series Bonds shall be issued for the
purpose of ‘providing funds for any or ali-of the following
purposes: (i) the capital projedts included in the capital program
of the Gas Works as from time to time included in the capital
budgets of the Gas Works, as approved by City Council, which
may include, without limitation, (1) the acquisition of land or
rights therein; (b) the acquisition, construction or improvement
of buildings, struciures and facilities together with their celated
fumnishings, equipment, machinery and apparatus; (c) the
acquisition, construction or teplacerent of pipes and pipe lines;
aad (d) the acquisition or replacement of property of a capital
nature for use int the operation, maintenance and administration
of the Gas Works system of the City; (ii) the refunding of all or
a portion of the City's anstanding Gas Works Revenue Bonds,
Twelfth Series, Thirtecenth Serigs, Fourteenth Series and
Fifteenth Scries (the "Prior Bonds"), whick were issued vnder
the General Gas Works Revenue Bond Ordinzace of 1975 (the
"1975 General Ordinance™); (if) the acquisition of the building
curtently being leased by the Gas Works from the Philadelphia
Municipal Authority; (v} paying the costs of issuing the First
Serrs Bonds and any required deposits to the Sinking Fund
Rescrve; and (v) paying any other Project Costs {as defined in
the Act), which may include, without limitation, the repayment
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Works Revenues over the amoitization period of the Bonds
sufficient to mect the payment and/or deposit requirements of
(a) ail expenses of operation, maintenance, repair and
replacement of the Gas Works; (b) all reserve or special funds
required to be established and maintained out of Gas Works
Revenues; () the principal of and interest on all ravenue bonds
jssued under the 1998 General Crdinance and under the 1975
General Ordinance, as the same shall become due and payable;
and (d) any State taxes assumned by the City to be paid on such
bonds and also to provide such coverage on such bonds as
prescribed by the (998 Generaf Ordinance.

(iv) The Gas Works Revenies forming the basis for the
statements set forth in clause (jii) above comply wilth the
requirements of the definition of “Project Revenues” contzined
in Section 2 of the Act.

(v) Based on theis investigations, Stooe and Webster have
found that the Gas Works is in good operating coadition and
that adequale steps are being taken to maintain it in good
operating candition.

For the purpose of the opinion expressed in clause (iii)
above, you are advised thal no State taxes on any of such bonds
hive been or are being assumed by the City.

Respectfully submitted,

Ben Haylar
Director of Finance.
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to any fund of the City or 10 accounts of the Gas Works of
amounts -advanced for Project Costs, and the funding or
refunding of outstanding bond anticipation aotes or other
obligattons of the City issued in respect of Project Costs,

The Cily covenants thal proceeds of the First Series Bonds
applicable to the refunding of Prior Bonds will be deposited in
one or more escrow or similar accounts with the Fiscal Apeat
under and as defined in the 1975 General Ordmance, scparate
and apart from all other accounts of the Cily or the Gas Works,
including the Sinking Fund established by the 1975 General
Ordinance, 1o be held for the benefit of the holders of the
applicable rcfunded Prior Bonds and applied to payment of
refunded Prior Bonds in accordance with a centificate of the
Director of Finance or an escrow deposit agreement (as (o Prior
Bonds that arz being ciirrently refunded) or an escrow deposit
agreement (as 1o Prior Bonds that are being advance refunded).

The City covenants that the proceeds of the First Series
Bonds which remain available for the payment of the costs of
the capital improvements, after payment of the financing costs,
the required payment iato the Sinking Rund Reserve and the
repayment 1o the City and the Gas Works of amounts previously
advanced for Project Costs or for the funding or refunding of
bond anticipation notes or other obligations as described above,
shall be deposited and held in and disbursed from one or more
unsegregated accounts of the Gas Works which shall be separate
and apart from and not commingled with the consolidated cash
account of the City or any other account of the City not held
exclusively for Gas Worlks purposes. This covenant shall not
be construed to requite the establishment of any Gas Works
accoun! segregaied from any other Gas Works accounts. All
interest and income earned on the investment of such proceeds
(except for amounts to be rebated (o the United States) pending
expenditure: for the aforesaid purposes may be transferred to

LEGISTAR Form cc.r 5. Printed May 11, 1998



1p-15-23 15:32

 City of Philadelphia

Bill No. 980233 Certified Copy
and deposited in the operating funds of the Gas Works and
applied as Gas Works Revenues in accordance with Section
4.02 of the 1998 General Ordinance.

The Director of Finance is hereby authorized to determine,
on behalf of the City, the partticular series and maturities of the
Prioc Bonds to be refunded and the amount of proceeds of the
First Series Bonds to be applied to the refunding of such Prior
Bonds, to use such procexds to redeem, or to deposit in an
escrow account for the benefit of the holders of, the refunded
Prior Bands, and to take any and alj other action, inctuding the
icrevocable pledge of such proceeds and/or the income or profit
from the investment thereof, for the payment and redemption of
the refunded Prior Bonds, and the publication of all required
redemption notices Of the giving of irrevocable irstructions
therefor, as may be necessary of appropriate to accomplish the
cefunding of the Prior Bonds selected for refunding and to
comply with the requirements of Section 10 of the Act.

SECTION 3. Based on the report of the Director of
Finance of the City required by Section 8 of the Act (the
»Financial Report”}, it is bereby determined that the pledged
Gas Works Revenues (a8 defined in the 1998 General

Ordinance) will be sufficieat to comply with the rate covenant '

contained in Section 4.03(b} of the 1598 General Ordinance and
also to pay all costs, expenses and payments required to be paid
therefrom in the order and priority stated in Section 4.02 of the
1998 General Ordinance. An executed <opy of the Financial
Report i§ attached hereto as Exhibit B.

SECTION 4. The City covenants that, as long as any of the
First Series Bonds shali remain outstanding, all pledged Gas
Waorks Revenues shall be deposited and lield in and disbursed
from one or more unsegregated accounts of the Gas Works
which shall be separate from and not commingled with the
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replacement of property of a capital nature for use in the
operation, maintenance apd administration of the Gas Works;
(b) the refunding of al] or a portion of the City's outstanding
Gas Works Revesue Bonds, Twelfth Series, Thirteeath Series,
Fourteenth Series and Fifteenth Series, which were issued
under the General Gas Works Revenue Bond Ordinance of 1975
(the "1975 General Ordipance”), as shall be determined by the
City’s Director of Finance (the "Refunded Bonds™); (¢} the
acquisition of the headquarters building currently being leased
by the Gas Works from the Philadelphia Municipal Authority;
(d) paying the costs of issuing the Bonds and making any
required deposits to {he Sinking Fund Reserve; (€} paying any
other Project Costs (as defined in the Act), which may inchde,
without limitation, the repayment to any fund of the City or to
accounts of the Gas Works of amounts advanced for Project
Costs, and the funding of refunding of outstanding bond
anticipation notes or other obligations of the City issued in
respect of Project Coss.

(i) The revenues pledged for the payment of the Bonds will
be all operating and nonoperating revenues of the Gas Works
derived from its activities and assets involved in the supply,
manuficture, storage and distribution of gas, including all
rents, rates and charges imposed or charged by the Gas Works
upon the owners or occupents of properties connected to, and
upon 1ll users of, gas distributed by the Gas Works and all
other revenues derived therefrom and all other income derived
by the City from the Gas Works (the "Gas Works Revemues®).

(ii) Assuming not more than $300,000,000 of Bonds are to
be issued, amortizing no morec than 30 years, at an average
interest rate not exceeding 7.5 percent, 1 find that with the rates
currently in cffect and on the basis of estimated future fimancial
gperations of the Gas Works, as detailed in the Engineering
Report, the Gas Works will, in my opinion, Yield pledged Gas
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(iit} compile relevant data upon which to make projections to
determinge whether the revenees of the Gas Works are and wili
be sufficient to satisfy the tests of adequacy required by Act No.
234 of October 18, 1372, known as The Fimst Class City
Revénue Boad Act (the “Act’), and the 1998 General
Ordinance.

The firm of Stone and Webster is an independent consulting
firm having broad experience in wutility systems of a similar
magnitude and scope as the Gas Works and has a favorable
reputation for competence in this field of work. They have
conducted an in-depth examination of the Gas Works and have
collaboeated with the officers and ¢mployees of the Gas Works
in the greparation of a report (the "Engincering Report”), a
copy of which is attached hereto.

The Enginecring Report forms the bask for the stalements
and opinions contained in this financial report. The
Engineering Report has been reviewed by the Gas Warks.

The following statements and opimons are made in
compliance with Section 8 of the Act and Section 4,(8(a) of the
1998 General Ordinance:

(i) The Bonds are to be issued in respect of capital costs of
the Gas Works incurred or to be incurred for the purpose of (a)
acquiring and constiuding the capital improvements included is
the capita} program of the Gas Works a5 from time (o time
included in the capital budgets of the Gas Works, as approved
by City Council, which may include, without limitation (1) the
acquisition of land or rights therein; (2) the acquisition,
construction or improvement of buildings, structures and
facilities together with their related fumishings, equipment,
machinery and apparatus; {3) the acquisilion, construction ar
replacement of pipes and pipe lines; and (4) the acquisition or
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consolidated cash account of the City or any other account of
the City not held exclusively for Gas Waorks purposes. This
covenant shall qot be construed to require the establishment of
any Gas Works account segregated from any other Gas Works
accounts except as provided in Section 2 hereof or as otherwise
required by the 1998 General Ordinance.

SECTION 5. The City cavenants that, as long as any First
Series Bonds shall remain unpaid, it shall make payments or
cause payments to be made out of its 1998 Gas Works Revenuve
Bond Sinking Fund created under the 1998 General Ordinance
at such tinies and in sach amounts as shall be sufficient for the
payment of the interest thereon and the principal thereof when
due; provided, however, that whenever the City shall be
required ta deposit moneys with the Fiscal Agent for the
mandatory redemption of wny of the First Series Bonds, such
obligation may be satisfied, in whole or in part, by the delivery
by the City to the Fiscal Agent of a principal amount of First
Series Bonds of ,the maturily required to be redecmed for
cancellation prior 1o the date specified for such redemption.

SECTION 6. The Director of Finance is authorizzd to
make such elections under the Intermal Revenue Code of 1986,
as amended, and Treasucy Regulaticns promulgated therennder
with respect to e First Serics Bonds and to take such actions
on behalf of the City with respect to the investment of the
proceeds of the First Series Bonds as he deems advisable, and
the Director of Finance or any member of the Bond Committee
is authorized to make such covenants as may be necessary of
advisable in order that the First Series Bonds shall not be
"arbitrage bonds" as defined in the Intemal Revenue Cede of
1986, as amended.

SECTION 7. In the event First Series Bonds are issned in
book-entry form, the ownership of one fully registered Firit
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Series Bond for each maturity, each in the aggregate principal
amount of soch maturity, wiil be registered in the name(s)
designated by the Depository. So long as, but only so long as,
the book-entry only system is applicable lo the First Series
Bonds, the following provisions of this Section 7 shall govern
as o matters set forth in Section 3 of the 1998 General
Ordinance.

Pursuant ta the book-eatry only system, owneiship interests
in the First Series Bonds way be purchased in the manner
directed by the Depository, which may be through financial
institutions for whom the Depository effects book-entry
transfers (the “Participants"). A person who owns such an
interest in a First Series Bond,(a "Beneficial Owner™) will not
receive certificated First’ Series Bonds and will not be the
registered owner thereof. Receipt by the Beneficial Owners of
timely payment of principal, purchase price, redemption price
and interest on the First Series Bonds, i5 subject to the
Depository’s making such timely payment, cither to the
Beneficial Owner or to the Participants to be forwacded to the
Beneficial Owners. Neither the City nor the Fiscal Agent will
have any responsibility or obfigation to such Participants or 1o
the Beneficial Owners for any failure of the Depository to act or
make any payment with respect to the Birst Series Bonds or the
providing of notices relating to redemption or mandatory tender
to Pacticipanis or the Beneficial Owners of the First Series
Boads.

The Depository will receive payments from the Fiscal Agent
to be remitted by the Depository 1o the Beneficial Owners ot to
the Paﬁicipanis for whom the Depository holds the First Series
Bonds for subsequent disbursement to the Beneficial Owners.
The ownership interest of each Beneficial Owner in the First
Series Bonds shall be recorded on the records of the Depository
or the records of the Participants, whose ownership intercsts
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EXHIBIT B

OFFICE OF THE
PIRECTOR OF FINANCE

April 17, 1998

To the President and Members of the
Council of the City of Philadelphia.

FINANCIAL REPORT OF THE DIRECTOR OF
FINANCE '

RE: Philadelphia Gas Works Revenue Bonds,
First Series

The Mayor bas transmitted to the Council the First
Supplemental Ordinance (the “First Supplemental Ordinance™)
to the Geperal Gas Works Revenue Bond Ondinance of 1998
{the “1998 General Ordinance”™), authorizing the issuance ang
sale of 2 maximum principal amount of $300,600,000 (or, if the
Bonds are sold at a discount, such greater principal amount as
will reflect such discount, so long as the aggregate gross
proceeds to the City do not exceed $300,000,000) of Gas
Works Revenue Bonds (1998 General Ordinance), First Series
(the "Bonds") of the City of Philadelphia (the "City"™).

In preparation for the issuance of the ' Bonds, the
Philadelphia Gas Works, a City-owned utility (the “Gas
Works™) has epgaged the firm of Sione and Webster
Management Consultants, Inc. of New York, New York ("Stone
and Webster™) to (i) investigate the physical propertics included
in the Gus Works and the accounts and records of the Gas
Works; (i) review the capital program of the Gas Works; and
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Ordinance,
Sincerely,
City Solicitor.
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will be recorded on the records of the Depository.

When notices are given, they shall be sent by the Fiscal
Ageat o the Depository with a request that the Depository
forward (or cause to be forwarded) the notice to the Participanis
50 that such Participants may forward (or cause to be
forwarded) the notices to the Beneficial Owners.

Transfers of ownership interests in the First Series Bonds
will be accomplished by book-entries made by the Depositoties
and/or the Participants who act on behalf of the Beneficial
Owners. Beneficial Owmers will not receive certificates
representing their ownership interest in the First Series Bonds,
except as specifically provided herein. So long as the
Depository is the DBondholder, interest, principal and
redemption price of the Bonds will be paid when due by the
Fiscal Agent to the Deposilory, then paid by the Depository to
the Beneficial Owners, or by the Depositosy to (he Participants
and thereafter paid by the Participants to the Beneficial Owners.
The payments to the Depository shall satisfy the City’s
obligations under the First Series Bonds.

For every transfer and exchange of the First Series Bonds,
the Fiscal Agent, the Depository and the Participants may
charge the Beneficial Owner of the First Series Bonds z sum
sofficient to cover any tax, fee or other governmental charge
that may be imposed in relation thereto. No transfer or
exchange of any First Series Bonds shall be required to be made
fewer than fifieen (15) days prior to any interest paymeni date
or fiftezn (15) days prior to any mailing of notice of redemption
of the First Series Bonds. No transfers shall be made of First
Secies Bonds previously called for redemption, except pusuant
to the optional or mandatory tender provisions hereof.

The Depository may determine to discontime providing its

LEGISTAR Form cc.r -9- Printed May 11, 1958
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services with respeet to the First Series Bonds 4t any time by
giving notice 10 the City and the Fiscal Agent and dischiarging
its responsibilities with respect lhereto under applicable law.
Under such circumstances {if there is no successor securities
depository), the City is obligated io deliver bond certificates in

such names as the City and the Fiscal Agent are directed by the
Depository. ’

The Bondholders have no right to a depository for the First
Series Bonds. If the book-entry only- systema is no loager
utilized, bond certificates will be issued in such names-as the
city and the Fiscal Agent, are directed by the Depository.

Notwithstanding any other piovision of the 1998 General
Ordinance, so long as (ke Depository is the registered
Bondholder of all First Series Bonds, the Deposiloty may
present notices, approvals, waivers or other communications
required or permitted o be made by Bosdholders under the
1998 General Ordinance on a fractionalized basis on behalf of
some of all of the Beneficial Owners,

The appropriate officials of the City are authorized to
execute any documentation required by the Depository in
connection with book-entry registration of the First Series
Bands.

SECTION 8. This Qrdinance is supplementary to the 1998
General Ordinance md all scctions of the 1998 General
Ordinance not modified, amended or superseded by this
Ondinance are applicable (o the First Series Bonds. All
definitions of terms contained in the Act or the 1998 General
Ordinance nol inconsistent herewith shall apply to such terms io
this' Ordinance.

"ECTION 9. This Ordinance shall take effect immediately,
d v
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EXHIBIT A "

CITY SOLICITOR
April 21, 1998

Honorable John P. Street, Presideat
City Council of Philadeiphia.

RE: Philadelphia Gas Warks
Revenue Bonds, Fitst Secies

Dear Council President Street:

The affice of the City Sdlicitor has reviewed The First Class
City Revenue Bond Act, the General Gas Works Revenue Bond
Ordinance of 1998 (the "1998 General Ordinance™) and the
proposed First Supplemental Ordimance thereto (the "First
Supplemental Osdinance™) authorizing the issuance of Gas
Works Revenue Bonds (1998 General Ordinance), ‘First Series
(the "Bonds") of the City of Philadelphia in the maximum
principal amount of $300,000,000 (o, if the Bonds are sold at a
disconnt, such greater principal amount as will reflect such
discount so long as the aggregate gross proceeds to the City do
not excead $300,000,000),

Based on that review, it is my opinion that, under the 1998
General Ordinance and the First Supplemental Ordinance, the
registered owners of the Bonds will have no claim upon the
1axing power or general revenues of the City of Philadelphia,
nor will they have any lien upen any property of the City of
Philadeiphia other than the Gas Works Revenues (as defined in
the 1998 General Ordinance) and the funds propecly pledged to
such registered owpers pursuant to the terms and conditions of
the 1998 General Ordipance and the First Supplemental
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Approved the fourth day of Noveﬁlber, A.D. 1992
EDWARD G. RENDELL,
| Mayor of Philadelphia

*Bill No. 245

*AN ORDINANCE

Constituting the Fourteenth Supplemental Ordinance te
the Genera! Gas Works Revenue Bend Ordinance of
1975, as amended to date; authorizing the Mayor, the
City Controller and the City Solicitor, or a majority of
them, to sell, either at public or private sale, Gas Works
Revenue Bonds of the City of Philadelphia, in one or
more series or subseries, In the additional maximum
aggregate principal amount of four hundred million
(400,000,000.00) dollars (the “Bonds™); provided,

"however, that the aggregate principal amount of Bonds
authorized to be issued to pay the cost of certain projects
shal]l not exceed seventy-five million (75,000,000.00)
dollars and the aggl;egate principal amount issued to
redeem or refund certain outstanding Gas Works
Revenue Bonds shall not exceed three hundred
twenty-five million (825,000,000.00) dollars; and
provided further that, if the Bonds are sold at a
discount, the apggregate principal amount may be
increased to reflect such discount as long as the
aggregate gross proceeds to the City from the sale of the
Bonds do mnot exceed four hundred million
(400,000,000.00) dollars; plus accrued interest, if any;
designating that the Bonds are being issued to pay the
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costs of certain projects and to redeem or refund all or
a portion of certain outstanding series of Gas Works
Revenue Bonds and the application of proceeds of the
Bonds for such purpose; determining the sufficiency of
Project Reve‘n‘i_les; covenanting the separation of Gas
Works revenue accounts and proceeds of the Bonds from
general accounts of the City; covenanting the payment
of interest and principal on the Bonds; authorizing
covenants and action in order that the Bonds shall not
be arbitrage bonds; and specifying the applicability of
sections of the First Class City Revenue Bond Act and
the General Gas Works Revenue Bond Ordinance of
1975, as amended to date.

The Council of the City of Philadelphia hereby ordains:

SeEcTION 1. The Mayor, the City Controller and the City _
Solicitor (the “Bond Committee”), or a majority of them,
are hereby authorized, on behalf of the City, to borrow, by
the issuance and sale of Gas Works Revenue Bonds of the
City (the “Bonds™), in one or more series or subseries,
pursuant to The First Class City Revenue Bond Act of
October 18, 1972, Act No. 234 (the “Act™) and the General
Gas Works Revenue Bond Ordinance of 1975, adopted by
the City on May 80, 1975, as amended to date (the
“General Ordinance”), a sum or éums which in the
aggregate shall not exceed the principal amount of Bonds
authorized to be issued hereunder, to be expended as
provided in Section 2 of this Ordinance. The Bonds shall
be sold at public or private sale and shall contain such
terms and provisions as are determined by a majority of
the Bond Committee to be in the best interest of the City
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and are nol inconsistent with the provisions hereof, of the
Act or of the General Ordinance. If 2 majority of the Bond
Committee determines it to be in the best interests of the
City, the City may obtain credit enhancement for 2.111 or .a
portion of the Bonds. A majority of the Bond Committee is
authorized to take any and all other actions as may be
necessary or approprate in connection with the

consummation of the transactions contemplated herein.

The aggregate principal amount of Bonds which are
authorized to be issued hereunder shall not be more Fhan
four hundred million (400,000,000.00) dollars; provided,
however,‘that the aggregate principal amount of Bc‘mds
authorized to be issued to pay the cost of certain projects
shall not exceed seventy-five million (75,000,000.00)
dollers and the aggregate principal amount issued to
refund certain outstanding series of Gas Works Rev.en.ue
Bonds shall not exceed three hundred twenty-five m.11110n
(325,000,000.00) dollars; and provided further' that,llf ajny
of the Bonds are to be sold at discounts which are in lien
of periodic interest, the aggregate principal a?nount of
Bonds which may be issued hereunder shall be increased
to reflect such discounts, as long as the aggregate gross

proceeds to the City from the sale of the BRonds shall not
exceed four hundred million (400,000,000.00) dollars, plus

acerued interest, if any.

The Bonds shall not pledge the eredit or taxing power,
create any debt or charge against the tax or general
revenues or create any lien against any property of the
City other than the revenues pledged by the General

Ordinance.
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SecTioN 2. The Bonds shall be issued for the purpose
of providing funds for any or all of the following purposes:
(i) acquiring and constructing the capital improvements
included in the capital program of the Gas Works as from
time to time included in the capital budgets of the Gas
Works, as approved by City Council, which may include,
without limitation, (a) the acquisition of land or rights
therein; (b) the acquisition, construction or improvement
of buildings, structures and facilities together with their
related furnishings, equipment, machinery and
apparatus; {c) the acquisition, construction or
replacement of pipes and pipe lines; and (d) the acquisition
or replacement of property of a capital nature for use in
the operation, maintenance and administration of the Gas
Works system of the City: (ii) the refunding of all or a
portion of certain series of the City's dutstanding Gas
Works Revenue Bonds, consisting of the Third Series,
Fourth Series, Fifth Series, Eighth Series, Tenth Series,
Eleventh A Series, Eleventh C Series, Twelfth A Series,
Twelfth B Series and the Thirteenth Series, or such other
series as shall be designated by the City’s Director of
Finance (the “Prior Bonds™); (iii) paying the costs of issuing
the Bonds and any required deposits to the Sinking Fund
Reserve; and (iv) paying any other Project Costs (as
defined in the Act) which may include, without limitation,
the repayment to any fund of the City or to accounts of the
Gas Works of amounts advanced for Project Costs, and the
funding.or refunding of outstanding bond anticipation

notes or other obligations of the City issued in respect to
Project Costs.
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The City covenants that proceeds of the Bonds
applicable to the refunding of the Prior Bonds will be
deposited in an escrow or similar account-with the Fiseal
Apgent, as defined in the General Ordinance, separate and
apart from all other accounts of the City or Gas Works,
including the Sinking Fund established by the General
Ordinance, to be held for the benefit of the holders -of
refunded Prior Bonds and applied tc payment of the Prior
Bonds in accordance with a certificate of the Director of
Finance (as to Prior Bonds that are being currently
refunded) or an escrow deposit agreement (as to Prior
Bonds that are being advance refunded).

The City covenants that the proceeds of the Bonds
which remain available for the payment of the costs of the
capital improvements, after payment of the financing
costs, the required payment into the Sinking Fund
Reserve and the repayment to the City and the Gas Works
of amounts previously advanced for Project Costs or for
the funding or refunding of bond anticipation notes or
other obligations as described above, shall be deposited
and heid in and disbursed from one or more unsegregated
accounts of the Gas Works which shall be separate and
apart from and not commingled with the consolidated cash
account of the City or any other account of the City not
held exclusively for Gas Works purposes. This covenant
shall not be construed to require the establishment of any

Gas Works account segregated from any other Gas Works

accounts. All interest and income earned on the
investment of such proceeds (except for amounts to be
rebated to the United States) pending expenditure for the
aforesaid purposes may be transferred to and deposited in
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the operating funds of the Gas Worlks and applied as
Project Revenues in accordance with Section 4.02 of the
General Ordinance. '

The Director of Finance is hereby authorized to
determine, on behalf of the City, the particular series and
maturities of the Prior Bonds to be refunded, the amount
of Bond proceeds to be applied to the refunding of the Prior
Bonds and to deposit such Proceeds in an escrow account
for the benefit of the holders of the refunded Prior Bonds,
and to take any and all other action, including the
irrevocable pledge of such Proceeds and/or the income or
profit from the investment thereof, for the payment and
redemption of the refunded Prior Bonds, and the
publication of all required redemption notices or the giving
of irrevocable instructions therefor, as may be necessary
or appropriate to accomplish the refunding of the Prior

Bonds and to cgmply with the requirements of Section 10
of the Act.

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

- SEcCTION 8. Based on the report of the Director of
Finance of the City filed with the City Council pursuant
to Section 8 of the Act, it is hereby determined that the
pledged Project Revenues, as defined in the General
Ordinance, will be’ sufficient to comply with the rate
covenant contained in Section 4.03(b) of the General
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Ordinance and also to pay. all costs, expenses and
payments required to be paid therefrom in the order and
priority stated in Section 4.02 of the General Ordinance.

SEcTiON 4. Subject to the provisions of Section 7.02 of
the General Ordinance, the City covenants that, as long
as any of the Bonds shall remain outstanding, all pledged
Project Revenues shall be deposited and held in and
disbursed from one or more unsegregated accounts of the
Gas Works which shall be separate from and not
commingled with the consolidated cash account of the City
or any other account of the City not held exclusively for
Gas Works purposes. This covenant shall not be construed
to require the establishment of any Gas Works account
segregated from any other Gas Works accounts except as
provided in Section 2 hereof or as otherwise required by
the General Ordinance.

SecTioN 5. The City covenants that, as long as any
Bonds shall remain unpaid, it shall make payments or
cause payments to be made out of its Gas Works Revenue
Bond Sinking Fund created under the General Ordinance,
at such times and in such amounts as shall be sufficient
for the payment of the interest thereon and the principal
thereof when due; provided, however, that whenever the
City shall be required to depesit moneys with the Fiscal
Agent for the mandatory redemption of any of the Bonds,
such obligation may be satisfied, in whole or in part, by
the delivery by the City to the Fiscal Agent of a principal
amount of Bonds of the maturity required to be redeemed
for cancellation prior to the date specified for such
redemption.

O S SO,

841

SecTioN 6. The Director of Finance is authorized to
make such elections under the Internal Revenue Code of
1986, as amended and Treasury regulations promulgated
thereunder with respect to the Bonds as he deems
advisable, and to take such action on behalf of the City
with respect to the investment of the proceeds of the
Bonds, and the Director of Finance and any member of the
Bond Committee are authorized to make such covenants
as may be necessary or advisable in order that the Bonds
shall not be “arbitrage bonds” as defined in the Internal
Revenue Code of 18986, as amended.

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

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

SectioN 9. This Ordinance shall take effect iImme-

- diately.
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Approved the thirteenth day of November, A.D. 1992,
EDWARD G. RENDELL,
Mayor of Philadelphia

“Bil Ho. 339

*AN ORDINANCE

Eaplanation: -
[Brackets] indieste matler deleted.
Itakics indlcate now matter added.

Amending Section 14-508 of The Philadelphia Code,
relating to the “G-2” General Industrial District, by
adding a new subsection to establish penal and
correctional institutions as permitted uses and by
making certain technical amendments, under certain
terms and conditions.

WHEREAS, Penal and Correctional Institutions have
been uses permitted in Commercial zoning classifications
and therefore also permitted in General Industrial and
Least Restricted zoning classifications since the. first
Philadelphia Zoning Code was adopted in 1932 and
accordingly, over the years, such existing institutions
have been zoned industrial and new institutions have
been built upon land zoned industrial; and

WHEREAS, In December, 1987 City Council passed and
the Mayor signed Bill No. 1442 which amended the “G-2"
General Industrial zoning classification. This Bill was
sbon.sored by the Commerce Department and the
Philadelphia Industrial Development Corporatign
(P.I.D:C.) and was intended to remove commercial use&_i
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from the “G-2” and “Least Restricted” zoning
classifications in order to preserve industrially-zoned land
for industrial uses and to stop the development of

industrial land with commercial uses and shopping
centers; and

WHEREAS, Bill No. 1442 accomplished this change by
deleting the term “uses permitted in any Commercial ...
District” from the “G-2” General Industrial District. As a
result of the passage of Bill No. 1442, a number of existing
commercial uses in industrial districts became

non-conforming uses and as such have limited expansion
and reuse rights; and

WHEREAS, Penal and Correctional Institutions were
unintentionally removed as permitted uses in “G-2” and
“Least Restricted” Industrial Districts by Bill No. 1442,
since these were not the type of “cornmercial uses” that the

Commerce Department and P.I.D.C. wanted to remove
from these districts; now therefore

The Council of the City of Philadelphia hereby ordains:

SecTioN 1. Section 14-508 of The Philadelphia Code,
relating to the “G-2” General Industrial District, is
amended as follows:

§14.508. “G-2" General Industrial District.

(1) Use Regulations — General. The specific uses
permitted in this District shall be the erection,

construction, alteration, or use of buildings and/or land
for:
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It the epinion of Co-Bond Counsel, under existing laiv, interest on the First Sefies Bondy iy mr!m{cdﬁam grass income for federal incame
tax purposes, subject to the conditions described wnder “Tax Marters! herein. luterest on the First Series Bonds (s not an ftem of 1ax preference
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. A . ' 8287 185,000-
T City of Phlladelphla, Pennsylvania -

Gas Works Revenue Bonds, First Series
{1398 General Ordlnance)
$161,640,000 First Series A Bonds
5103 550 000 First Series B Bonds ;
$21,995, 000 First Series C Bonds (Subordinate)

Dated: June 1, 1998 DuL July ™, as Sh,o side front cover

The First Series Bonds are dssuable as fully registered bonds in the denominations of §5, 000 or any mlcgrﬁ iy wereof, maturing in
the aggrcgalc prmup 1 amounts and bearing inseresi at the rates set forth on the inside tront cover hereof. T, Firsi Sa7t Bonds, when issued.

will be registered in the name of Cede & Cu.. as regisiered owner and nominee of The Dcposnory Trust i any (V' IJTC') which wil) act as

sccurities dupu;:tor\ for the First Serics Ronds. Purchases of the benchicial ownership interests in the Fi Scribs_ nds wili be made in book-

entry only form. Purchasers will not receive certificates rcprt.scmm\' their owncnlup interests in the Firsty an unds purchased. so long as

Cede & Co.. is the owner of the First Scrics Bonds, as nominee of DTC. References herein 1o the regisiered :75 shall mean-Cede & Co., as

;loru.ud and shall nat mean the beneticial owners of the Bonds. See “*DESCRIPTION OF THE FIRST SERIES BONDS — Book-Entry Onh
ystem,

The principul and redemption price of the First Series Bonds are payable at the corporate trust office of First Union National Bank,
Philudelphia. Pennsylvania, Fisesl Agent and Sinking Fund Depositary, ot the times and b the amounts sel forth herein. Imerest iy payable
nitially on. January 1, 1999 and thereafler semi; mnu.ﬂly on cach July | and January 1 by check mailed by the Fiscal Agent 1o the persons in
whose names the First Serics Bonds are registered on the lilicenth (15th) day of the month pru.qum, cach imterest payment date. So long as
DTC or ity nominee, Cede & Co., is the registered owner of the First Series Bonds, pringipal of and inerest on the First Scries Bonds are
payable directly 1o Cede & Co, for redistribution o Pacticipants and in turn 10 Beneficial Owners as described hercin, For so tong as any
purchaser s the Benefiviad Owner of o First Series Bond. such purchaser must maintain an account with a broker or dealer who is, or auis
through, a Participant o receive pavment of the principal of and interest on such First Series Bonds.,

The First Serivs Bonds are subject to redemption prior to maturity as doseribed herein under 1he heading "DESCRIPTION OF THE FIRST
SERIES BONDS.™

THE FIRST SERIES BONDS DO NOT PLEDGE THE CREDIT OR TAXING POWER OF THE CITY OF PHILADELPHIA OR

CREATE ANY DEBT OR CHARGE AGAINST THE TAX OR GENERAL REVERUES OF THE CITY OR CREATE A LIEN AGAINST
ANY CITY PROPERTY OTHER THAN CERTAIN REVENUES AND FUNDS OF THE PHILADELPHIA GAS WORKS REFERRED TO

HEREIN,
FFSA.

The scheduted puyment of principad of and interest on the First Series Bonds when due will be guaranteed under insurance policies to be
issued concurrentdy with the delivery of ihe First Series Bonds by FINANCIAL SECURITY ASSURANCE INC. There will be one policy
issued {or.the First Sericy A Bonds and First Series B Bonds and a sepacaie policy issued for the First Series C Bonds.
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inctuded in the capiial program of the Gas Works as fromm time to time included in the capital budgeis ol the Gas Works, as approved by City
Couneil, which may isciude, withous limitation, (a) the acyuisition ol fand or rights thercin: {(b) the acquisilion, construction or improvement ol
buifdings. structures und facifities wgether with their refated furnishings, equipment, machinery and apparatus: {c) the acquisition, construclion.
er replocement of pipes and pipe kines: and (d) the acquisition of replacement ol properiy of a capilai naidre for use in the operation,
maintenanee and adiministration of the gas works sysiem ol the City; (i) the refunding of all or a portion of the City’s outsianding Gas Works
Revenue Bondy. Twetitis Scries, Fourteenth Series and Fificenth Serics (collcciively, the “'Retunded Borgs™), which ware issued under the
1975 Genersd Ohdinance; (nu‘ the acquisition of the-building currenidy being leased by the City for the Gas Works trom che Phsladcfphm
Municipat Authority ("“"PMA™'). by making a prepayment of rent under the lease for such building: (iv} paying the costs of issuing the First
Series Hoads and any required deposits to the Sinking Fund Reseeve: and (v) payitg any other Praject Costs (as defined in the Act), which may
include. withowt limitation. the repayment to any fuad of the City or t accounts of the Gas Warks of amaunts advanced lor Praject Costs.

This cover page contains ceriain information lor guick reference oniy. 1t is not a summary of this issuc. Investors must-read the cntire
Official Statement Lo obtain information cssential to the making of an informed investment decision.

The First Series Bonds are being offered when, as and il issued and aceepted by the Underwriters, subject to prior sale, withdrawal, or
modilication of the vlfer without notice, and subjeet W the approval as to the legality of the issuance of the First Scries Bonds by Woll, Bluck,
Schorr and Sols-Cohen LLP and Ronsld A, While, P.C., Co-Band Counse!, both of Philadelphia, Pennsylvania. Ceriain legal mauers will he
passed upon {or the Underwritcrs by Mesirov Gelman Jalfe Cramer & Jamieson, LLP and Singley & Associates. Co-Underwriters” Counsel,
buth of Philadeiphia, Pennsyivania. Certain degal manters witl be passed upon lur the Cily by the Office of the Chy Soelicitor, Centain legal
matters'will be passed upon for the Philadelphia Gas Works by Obermayer, Rebmann, Maxwell & Hippel, LLP, Phitadelphia. Pennsylvania. 1tis
anticipated that the First Series Bonds will be availabie for delivery through the lazilities of DTC in New York, New York on or zbowt

June 24, 1998,

Merrill Lynch & Co.

First Union Capital Markets Legg Mason Waod Walker

a division of Wheat First Securities, Inc. incorporated
A.G. Edwards & Sons, Inc. The Chapman Company Dain Rauscher
. o . .. - Incorporated
Janney Montgomery Scott Inc. M ¢+ R + Beal & Company PaineWebber Incorporated

Pryor, McClendon, Counts & Co., Inc.
Junc 3, 1998




Maturlty Interest
(Julgl) ~+Principal Rate ..
1999 $ 400,000  4.500%
2000 580,000 4.500
2001 8,525,000 4,750
2002 3,595,000 4,750
2003 9,700,000 5.000
2004 4,910,000 5.000
2005 . 9,280,000  5.250
2006 6,800,000 5.250
2007 11,080,000 5.500

$161,640,000

City of Philadelphia, Pennsylvania

Gas Works Revenues Bonds, First Series
First Series A Bonds

The scheduled payment of principal of and intérest on the First Series A Bonds when due will be guaranteed under an insurance
policy to be ISSqu concurrently with the delivery of the First Series A Bonds by FINANCIAL SECURITY ASSURANCE INC.

Yield

3.80%
4.00
4.15
4.25
4.30
435
4.45
4.50
4.55

Maturity
(July 1}

2008
2009
2010
2011
2012
2013
2014
2015

Principal

510,955,000
10,820,000
10 680,000

8,965,000
3,705,000
5,265,000
4,810,000
4,335,000

$18,215,000 5.00% Term Bonds due July 1, 2018, Yield 5.180%
$27,020,000 5.00% Term Bonds due July i, 2026, Yield 5.250%

§$103,550,600

City of Philadelphia, Pennsylvania

Gas Works Revenues Bonds, First Series
First Series B Bonds

The scheduled payment of principal of and interest on the First Series B Bonds when due will be guaranteed under an insurance
policy to be issued concurrently with the delivery of the First Series B Bonds by FINANCIAL SECURITY ASSURANCE INC.

" "Maturity
{Julv 1)

2014
2015

Interest
Principal Rate
$ 665,000 5.000%
3,420,000 5375

Yield

5.05%
5.10

$ 7,540,000 5.00% Term Bonds due July 1, 2018, Yield 5.18%
§91,925,000 5.00% Term Bonds due July 1. 2028, Yield 5.25%

$21,995,000

City of Philadelphia, Pennsylvania

Gas Works Revenues Bonds, First Series

First Series C Bonds (Subordinate)

Interest

Rate

5.500%
5.500
5.250
5.250
5.375
5.375
5.375
5.375

Yield

4.60%
4.68
4.75
4.85
4,95

15.00

5.05
5.10

The scheduled payment of principal of and interest on the First Series C Bonds {Subordinate) when due will be guaranteed under 2n
insurance policy to be issued concurrently with the delivery of the First Series C Bonds (Subordmale) by FINANCIAL SECURITY

ASSURANCE INC.

Maturity
{July 1)

1999
2000
2001
2002
2003
2004
2005
2006

Interest
Principal Rate
$ 965,000 3.850%
1,020,000 4.050
1,065,000 4.200
1,105,000 4.300 -
1,155,000 4.300
1,205,000 4.300
1,255,000 4.400
1,310,000 4.500

Maturity
{July 1}

2007
2008
2009
2010
2011
2012
2013
2014

Principal

$1,370,000
1,430,000
1,500,000
1,565,000
1,640,000
1,715,000
1,805,000
1,890,000

Interest
Rate

4.500%
4.600
4.600
4.700
4.800
4.900
5.000
5.000

Yield

4.60%
4.65
4.73
4.80
4.90
5.00
5.05
5.10
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No dealer, broker, salesperson or other person has been authorized to give any information or to
make any representations, other than those contained in this ‘Official Statement and, if given or made, such other
information or representations must not be relied upon. This Official Statement does not constitute an offer to sell or
the solicitation of an order to buy, nor shall there be any sale of the First Series Bonds by any person in any
jurisdiction in which it is unlawful to make such offér, solicitation or sale.

The information set forth herein has been obtained from the City of Philadelphia, Philadelphia
Facilities Management Corporation, Stone & Webster Management Consultants, Inc. and other sources which are
believed-to be reliable but is not guaranteed by the Underwriters as to accuracy or completeness. The information
and the opinions expressed herein are subject to change without notice, and neither the delivery of this Official
Statement nor any sale made hereunder shall, under any circumstances, create any implication that there has been no
change in the operations of the Philadelphia Gas Works or the City of Philadelphia since the date hereof.

The order and placement of materials in this Official Statement, including the Appendices hereto,
are not to be deemed to be a determination .of relevance, materiality or importance, and this Official Statement,
including the Appendices, must be considered in its entirety.

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE PHILADELPHIA GAS WORKS, THE CITY OF PHILADELPHIA AND THE TERMS
OF THE OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT
BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY
AUTHORITY,

IN -CONNECTION WITH THE OFFERING OF THE FIRST SERIES BONDS, THE
UNDERWRITERS MAY OVERALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN
THE MARKET PRICE OF SUCH BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE
PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT
ANY TIME WITHOUT PRIOR NOTICE.
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& OFFICIAL STATEMENT
of the
' CITY OF PHILADELPHIA, PENNSYLVANIA
respecting its
$287,185,000

Gas Worlis Revenue Bonds, First Series
{1998 General Grdinance)

$161,640,000 First Series A Bonds
£103,550,000 First Series B Bonds
$21,995,000 First Serics C Bonds (Subordinate)

INTRODUCTION

Generzl

This Official Statement, including the cover page, table of contents, tables and appendices, sets
forth information with respect to the issuance by the City of Philadelphia, Pennsylvania (the "City™), of
$287,185,000 aggregate principal amount of its Gas Works Revenue Bonds, First Series (1998 General Qrdinance).
The First Series Bonds constitute a single series and are issued in three subseries: Series A (the "First Series A
BHonds"} in the aggregate principal amount of $161,640,000, Series B (the "First Series B Bonds") in the aggregate
principal amount of $103,550.000 and Series C {Subordinate) (the "First Series C Bonds"} in the aggregate principal

amount of 521,995,000 (collectively, the "First Series Bonds").

The City's fiscal vear begins on July | and ends on June 30 of the following calendar year. The

term "Fiscal Year” when followed by a vear and used in connection with the City refers to the fiscal year of the City

. ending June 30 of that year. For exampte, "Fiscal Year 1998" when used in connection with the City refers to the
fiscal year ending June 30, 1998, The fiscal year of the Philadelphia Gas Works ("PGW" or the "Gas Works"}
begins on September | and ends on August 31 of the following calendar year. The term "Fiscal Year" when
followed by a vear and used in cannection with the Gas Works refers ta the fiscal year of the Gas Works ending
August 31 of that vear. For example, "Fiscal Year 1998" when used in connection with PGW refers to the fiscal year

ending August 31, 1998,
This introduction is a brief description of certain matters described in this Official Statement and

is qualified by reference 1o the entire Qfficial Statement. Persons considering a purchase of any of the First Series
Bonds should read this Official Statement, including the cover page, table of contents, tables and appendices, in its

entirety. The information contained herein is subject to change.



The Philadelphia Gas Works
The Gas Works presently consists of all the real and personal propérty owned by the City and
used for the acquisition, manufacture, storage, processing and distribution of gas within the City, and all property,
books and records employved and maintained in cennection wnh the operat:on mamtenance and admmlszrat:on.'
thereof. See "PHILADELPHIA GAS-WORKS" herein. )

PGW serves the entire 129 square mile area contained within the boundaries of the City and is the
distributor and principal supplier of gas in the City. PGW has no distribution mains and provides no service 1o
customers outside the City limits. As of August 31, 1997, PGW served approximately 511,337 customers.

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

Since January I, 1973, PGW has been managed by the Philadelphia Facilities Management
Corporation (*PFMC"), a not-for-profit corporation, pursuant to an agreemeni between the City and PFMC dated
December 29, 1972, as amended, authorized by ordinances of City Council {the "Management Agreement™).

Rates and charges of PGW, including the Gas Cost Rate, are fixed by the Gas Commission and
not by the Public Utility Commission of the Commonwealth. The Court of Common Pleas of Philadelphia County
has ruled that decisions of the Gas Commission regarding PGW rate increases are subject 10 court review. See
"PGW BUDGET, RATES AND FINANCING " herein for a further discussion of PGW's budget process and recent
rate proceedings.

The Financial Statements of PGW for the Fiscal Years ended August 31, 1997 and 1996 are
presented in APPENDIX A. For information regarding the govemnment of and fiscal affairs of the City, see
APPENDIX D - "Certain information Concerning the City of Philadelphia.”

Prior Issues of Gas Works Revenue Bonds

Since 19735, the City has issued fifteen (15) separate sertes of Gas Works Revenue Bonds and one
Revenue Anticipation Note (collectively, together with any bonds issued under the 1975 General Ordinance, herein
defined, to refund any such series or to refund any such refunding bonds, the "Prior Bonds"), all pursuant to the
First Class City Revenue Bond Act of the Commonweaith of Pennsylvania, Act No, 234, approved October 18,
1972 P.L. 955 {the-"Act") and the General Gas Works Revenue Bond Ordinance of 1975, approved May 30, 1975,
Bill No. 1871, as amended from time to time {the "1975 General Ordinance"), As of May 13, 1998, §651,920,552
aggregate principal amount of Prior Bonds remained outstanding of which $152,060,000 in principal amount will be
refunded through the issuance of the First Series A Bonds. The Prior Bonds were all issued on a pariry basis and
share equally and ratably in the pledge of revenues provided for in the 1975 General Ordinance. In the 1975
General Ordinance, the City has, for the security and payment of all Prior Bonds issued under the 1975 General
Ordinance, granted a security interest in all rents, rates and charges imposed or charged by the City upon the owners
or occupants of properties connected to, and upon all users of, gas distributed by the Gas Works and all other
revenues derived therefrom (the "Project Revenues®, as such term is defined in the 1975 General Ordinance), and all
accounts, contract rights and general intangibles related thereto. In the 1998 General Ordinance (herein defined),
the City has covenanied that it will not issue any further bonds under the 1975 Genera] Ordmance except to refund
Prior Bonds.

Authorization to Issue the First Series Bonds

The First Series Bonds are being issued pursuant 1o the Act, an Ordinance enacted by the City
Council (“Council™} of the City of Philadelphia on April 30, 1998, and signed by the Mayor on May 8 1998, Bill

@




.No..980232 (the 1998 General Ordinance™), authorizing the issuance of Gas Works Revenue Bonds of the City of
Philadelphia which shall be subordinate in right of payment and security to the Prior Bonds, a First Supplemental
Ordinance to the 1938 General Ordinance duly adopted by City Council of the City of Philadelphia on April 30,
1998, and signed by the Mayor on May 8 1998, Bill No, 980233 (the "First Supplemental Ordinance”) and a
determination by the Bond Committee of the City (consisting of the Mayor, the City Controller and the City
Sclicifor), or 2 majority of them dated June 3, 1998 (the."Bond Amhonzauon '}. For purposes of the Act and the
exercise of certain remedies thereunder, the First Series Bonds constitute a single series, although issued in three
subseries. The First Series Bonds and all additional bonds which may hereafter be issued under the 1998 General
Ordinance are herein referred to as the "Bonds.” All Bonds issued under the 1998 General QOrdinance shall be
subordinated in right of payment and security to the Prier Bonds. Bonds issued or to be issued under the 1998
General Ordinance may be issued as Senior Bonds or Subordinate Bonds. Senior Bonds shall, subject to the right of
payment and security of the Prior Bonds, be first in right of payment, and the coverage requirement for debt service
on Senior Bonds under the Rate Covenant shal! be 150%. Subordinate Bonds shall be subordinate 10 Senior Bonds
in right of payment and shall have a coverage requirement under the Rate Covenant of 100%. See " SECURITY -
Priority in Application of Gas Works Revenues ", The First Series A Bonds and the First Series B Bonds are being
issued as Senior Bonds. The First Series C Bonds are being issued as Subordinate Bonds. Senior Bonds shall not
have any preference, priority or distinction as to lien or otherwise, except as otherwise provided in a supplemenial
ordinance, over any other Senior Bonds issued under the 1998 General Ordinance. Similarly, Subordinate Bonds
shall not have any preference, priority or distinction as to lien or otherwise, except as otherwise provided in a
supplemental ordinance, over any other Subordinate Bonds issued under the 1998 General Ordinance. in the 1998
Ordinance, the City has pledged for the security and payment of all Bonds issued under the 1998 General Ordinance
a lien on and security interest in all Gas Works Revenues (as defined in the 1998 Genera) Ordinance), all accounts,
contract rights and general intangibles representing the Gas Works Revenues.and ail funds and accounts established
under the 1998 General Ordinance. Such lien is subject to the prior pledge and lien on the Project Revenues created
by the 1975 General Ordinance for the benefit of the Prior Bonds.

The First Series Bonds

The First Series Bonds will be dated June 1, 1998, and will bear interest from such date, payable
commencing on January 1, 1999 and on each July 1 and January 1 thereafter. The First Series Bonds will be issued
as fully registered bonds in the subseries and in the aggregate principal amounts set forth on the inside front cover
hereof in denominations of $5,000 or any integra! multiple thereof. The principal and redemption price of the First
Series Bonds will be payable at the corporate trust office of First Union National Bank (the “Fiscal Agent™) in
Philadelphia, Pennsylvania. Interest on the First Series Bords will be paid by check mailed by the Fiscal Agent to
the persons in whose names the First Series Bonds are registered on the fifieenth day of the month preceding each
interest payment date; except in the case of any default by the City in payment of interest due, which shall be
payable 1o the persons in whose names the First Series Bonds are registered on a special record date as determined
by the Fiscal Agent. See "DESCRIPTION OF THE FIRST SERIES BONDS" herein. Registered Qwners.of at least
$1,000,000 aggregate principal amount of First Series Bonds may elect to receive interest payments by wire transfer
if so requested in a written notice provided.to the Fiscal Agent not less than ten (10) days prior to the relevant

interest payment date.

Initially the First Series Bonds will be available in book-entry form only. See “DESCRIPTION
OF THE FIRST SERIES BONDS - Bock-Entry Only System™ herzin.

The First Series Bonds are subject to optional redemption and mandatory redemption as described
herein. See "DESCRIPTION OF THE FIRST SERIES BONDS.”

Purpose of the First Series Bonds

The First Series Bonds are being issued for the purpose of providing funds for any or all of the
following purposes: (i) the capital projects included in the capital program of the Gas Works as from time 1o time
included in the capital budgets of the Gas Works, as approved by City Council, which may include, without
limitation, {a) the acquisition of land or rights therein; (b) the acquisition, construction or improvement of buiidings,
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structures and facilities together with their relaied fumnishings, equipment, machinery and apparatus; (c) the
acqujsition, construction or replacement of pipes and.pipe.lines; and:(d) the acquisition or replacement of property

of a capital nature for use in the operation, maintenance and administration of the Gas Works system of the City; (ii)
the refunding of all or a portion of the City's outstanding Gas Works Revenue Bonds, Twelfth Series, Fourteenth
Series and Fifteenth Series (collectively, the "Refunded Bonds"}, which were issued under the 1975 General

. Ordinance; (iii} the acquisition.of the building being leased-by the City-for the Gas Works from the Philadelphia

Municipal Authority ("PMA"), by making a prepayment of rent under the lease for such building; (iv) paying the
costs of issuing the First Series Bonds and any required deposits to the Sinking Fund Reserve; and (v) paying any
other Project Costs (as defined in the Act), which may include, without limitation, the repayment to any fund of the
City or 1o accounts of the Gas Works of amounts advanced for Project Costs,

The proceeds of the First Series A Bonds, after payment of financing costs and the required
payment into the Sinking Fund Reserve, will be deposited in one or more escrow or similar accounts with the Fiscal
Agent under the 1975 General Ordinance separate and apart from all other accounts of the City or the Gas Works,
including the Sinking Fund established by the 1975 General Ordinance, to be held for the benefit of the holders of
the applicable Refunded Bonds and applied to payment of Refunded Bonds in accordance with 2 cerntificate of the
Director of Finance or an escrow deposit agreement (2s to Refunded Bonds that are being currently refunded) or an
escrow deposit agreement (as to Refunded Bonds that are being advance refunded). See “PLAN OF FINANCE
AND ESTIMATED SOURCES AND USES OF PROCEEDS - Plan Of Finance.” '

The proceeds of the First Series B Bonds, after payment of the financing costs, the required
payment into the Sinking Fund Reserve and the repayment to the City and the Gas Works of amounts previously
advanced for Project Costs, will be deposited and held in and disbursed for capital projects from one or more
unsegregated accounts of the Gas Works which shall be separate and apart from and not commingled with the
consolidated cash account of the City or any other account of the City not held exclusively for Gas Works purposes.
However, the effectiveness of the separation of First Series B Bond proceeds and revenues from other City accounts
may be limited under certain circumstances, including a bankruptcy filing by the City. See "SECURITY™ and
“REMEDIES OF BQNDHOLDERS" herein. Pursuant 1o the 1998 General Ordinance, all moneys deposited in the
Sinking Fund (mciudmg the Sinking Fund Reserve), are subject to 2 security interest in favor of all holders of the
Bonds until such moneys are properly disbursed. See "SECURITY - Pledge of* Revenues and Funds® herein.

The proceeds of the First Series C Bonds, after payment of financing costs and the required
payment into the Sinking Fund Reserve, will be used to acquire the building currently leased by the City for the Gas
Works from PMA and such payments will be deposited in an escrow account pursuant 1o an escrow agreement 1o
defease the bonds which were issued by PMA to acquire such building which are presently outstanding in the
agpregate principal amoum of $20,405,000.

Security for the First Series Bonds

The First Series Bonds are secured solely and payable solely from the Gas Works Revenues as
provided in the Act, the 1998 General Ordinance and the First Supplemental Ordinance. Such pledge of Gas Works
Revenues is subject and subordinate to the prior pledge of Project Revenues granted by the 1975 General
Ordinance. Neither the general credit nor the 1axing power of the City is pledged to any such payment.

The 1998 General Ordinance requires PGW to comply with a rate covenant which requires the
City to impose, charge and collect in each Fiscal Year, rates and charges which, together with all other Gas Works
Revenues to be received in such Fiscal Year, shall be sufficient to meet debt service coverage requirements as
specifted in the 1998 General Ordinance, including certain debt service coverage rtequirements (the "Rate
Covenant"). See "SECURITY - Rate Covenant and Raiz Reguirements” and APPENDIX C - "The 1998 General
Ordinance - Rate Covenant” herein.

The 1998 General Ordinance permits the issuance of additional bonds which may be Senior Bonds
or Subordinate Bonds. See "ADDITIONAL DEBT - Additional Bonds" herein.
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The 1998 General Ordinance establishes a Sinking Fund Reserve which is established in the
Sinking Fund as a separate account and which, unless expressly stated to the contrary in any supplemental ordinance
with respect to the issuance of additional Bonds, is held for the benefit of owners of all Bonds issued under the 1998
General Ordinance. See "SECURITY - Sinking Fund Reserve” herein,

'The-Ciry expects that the -capital improvements program of PGW will require the issuance of
additiona) Bonds in subsequent fiscal years. See APPENDIX B - "Independent Consultant's Report.”

The City is authorized to issue, from time to time, 1ax-exempt notes (the "Gas Works Notes")

_junior in priority of payment 1o the Prior Bonds and the Senior Bonds and on a parity with Subordinate Bonds. As

of May 15, 1998, $80,000,000 in aggregate principal amount of Gas Works Notes were cutstanding and due on or
before May 29, 1998. On April 30, 1998, Council enacted an Ordinance, which was signed by the Mayor on May 4,
1998, Bill No. 980234 ({ the “Note Ordinance™) to continue authorization to issue Gas Works Notes. Pursuant to the
Note Ordinance, the City issued $80,000,000 of Gas Works Notes on May 29, 1998. See "ADDITIONAL DEBT -
Subordinated Short-Term Borrowings -Gas Works Notes."

Bond Insurance

The scheduled payment of principal of and interest on the First Series Bonds when due will be

guaranteed under insurance policies to be issued concurrently with the delivery of the First Series Bonds by
Financial Security Assurance Inc. There will be one policy for the First Series A Bonds and First Series B Bonds
and a separate policy for the First Series C Bonds. See “BOND INSURANCE" herein and APPENDIX G -

“Specimen Municipal Insurance Policy.™

Independent Consultant’s Report

The 'report of Stone & Webster Management Consultants, Inc. (“Stone & Webster"), an

. independent consulting firm with respect to the .City and PGW is appended hereto as APPENDIX B (the

“Independent Consultant’s Report"). In its report, Stone & Webster has concluded, based upon its investigation,
inter alia, that:

e PGW is a competently managed and operated gas distribution utility. PGW and its facilities are organized,
operated and maintained at a level equal to or in excess of regulatory requirements and generally accepted
industry practices. PGW's facilities are in good operating condition.

+ Based on its evaluation of financial forecast information covering the period 1998-through 2003, and on
the basis of actual and estimated future annua! financial operations of PGW's facilities and certain
assumptions with respect thereto over the amortization period of the First Series Bonds which Stone &
Webster believes to be reasonable, current and future project revenues which are pledged under the 1973
General Ordinance and/or.the 1998 General Ordinance comply with the requirements of the definition of
project revenues in Section 2 of the Act, and over the amortization peried of the Bonds and the Prior
Bonds, such project revenues will be adequate to meet all expenses of operation and maintenance, répair
and replacement, reserve fund deposits, debt service on the bonds issued under the 1975 General
Ordinance and debt service on the First Series Bonds issued under the 1998 General Ordinance, as the
same shall become due and payable, and the surplus requirements of the rate covenants contained in
Section 4.03(b) of the 1975 General Ordinance and Section 4.03(b) of the 1998 General Ordinance.

»  The Project Revenues and Gas Works Revenues which are pledged as security. for the bonds issued under
the 1975 General Ordinance and the 1998 General Ordinance, respectively, are currently and are projected
to be sufficient to comply with the Rate Covenants set forth in Section 4.03(b) of the 1975 General
Ordinance and Section 4.03(b) of the 1998 Genaral Ordinance.

e The capital improvements proposed during the forecast period, 1998 through 2003, will, along with
continued good operation and maintenance practices, enable PGW to maintain its system in good operating
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condition. l}ewew of present management pracnces mdtcates that this is lnkely to continue, provided PGW
is authorized the necessafy fiifids. ek -

..'.,. ,;4-...,{.,. r..‘. R

e Contracted PGW gas supplies plus spot market purchases plus anticipated additional contracted supplies
plus supplemental gas capacities as well as the pipeline transport capacity to move these supplies to PGW
are adequate to meet PGWs forecast of demand on a day of maximum demand (a design peak day}, or an
howr of maximum demand (a design peak hour), and during a year of maximum demand (a-design peak

year).

The Independent Consultant’s Report should be read in its entirety for an understanding of the
information and assumptions on which the above conclusions and other conclus:ons and findings contained in the

Independent Consultant's Report are based.

Continuing Disclosure

In order 1o enable the Underwriters to comply with Rule 15¢2-12 promulgated by the Securities
and Exchange Commission, the City will enter into a Continuing Disclosure Agreement with- the Fiscal Agemt for
the First Series Bonds. See “CONTINUING DISCLOSURE” herein.

Miscellaneous

Any gquotation from, and summaries and explanations of, the Constitution and laws of the
Commonwealth and ordinances of the City contained herein do not purpoert to be complete and are qualified in their
entirety by reference to the official compilations thereof, and all references to the First Series Bonds are qualified in
their entirety by reference-to the definitive forms of the First Series Bonds! All capitalized terms used herein, uniess
otherwise defined herein, shatl have the meanings ascribed to them in the Act and the 1998 Generzl Ordinance. See
APPENDIX C herein, Copses of the Act, the 1975 General Ordinance, the 1998 General Ordinance and the First
Supplemenial Ordintance ire available from the Officé’of the Director of Finance, 13th Floor, Municipal Services
Building, 1401 John F. Kennedy Boulevard, Philadelphia, Pennsylvania 19102,

This Official Statement speaks only as of the date printed on the cover herecf. The information
contained herein is subject to change. The Official Statement will be made available through one or more of the
Nationally Recognized Municipal Securities Information Repositories.

PLAN OF FINANCE AND ESTIMATED SOURCES AND USES OF PROCEEDS

Plan of Finance

The proceeds from the sale of the First Series Bonds will be used for the purpose of providing
funds for any and all of th¢ following: (i) the capital projects included in the capital program of the Gas Works as
from time to time included in the capital budgets of the Gas Works, as approved by City Council, which may
include, without limitation, (2) the acquisition of land ar rights therein; (b} the acquisition, constuction or
improvement of buildings, structures and facilities together with their related fumnishings, equipment, machinery and
apparatus; (c) the acquisition, construction or replacement of pipes and pipe lines; and (d) the acquisition or
replacement of property of a capital nature for use in the operation, maintenance and administration of the Gas
Works system of the City; (ii) the refunding of all or a portion of the Refunded Bonds, which were issued under the
1975 General Ordinance; (iii) the acquisition of the building being leased by the City for the Gas Works from the
PMA, by making a prepayment of rent under the lease for such building, to acquire such building;. (iv) paymg the
costs of issuing the First Series Bonds and any required deposits to the Sinking Fund Reserve; and (v) paying any
other Project Costs, which may include, without limitation, the repayment to any fund of the City or to accounts of

the Gas Works of amounts advanced for Project Costs.
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The First Series A Bonds are being issued to refund the Refunded Bonds. The First Series B
Bonds are being issued for capital projects of the Gas Works. The First Series C Bonds are being issued 10 acquire
the building presently leased by the City for PGW from PMA.

The Refunded Bonds are as follows:

Series of Bonds Refunded  Maturitv Date Redemption Date  Par Amount 10 be Refunded
Twelfth Series A 2012 May 15, 2000 $£29,510,000
Twelfih Series B 2001 May 15, 2000 1,555,000
Fourteenth Series 2003, 2008, July 1, 2003 88,805,000
2014, 2026
Fifieenth Series A : 2002 - 2005 August |, 2004 2,095,000
Fifieenth Series B 1998, 2001 - August [, 2004 15,975,000
' 2005
Fifieenth Series C 2003- 2010 August 1, 2004 14,020,000

A portion of the proceeds of the First Series A Bonds, together with other moneys available to
PGW for such pumpose, will be deposited in a refunding escrow account (the "Escrow Account”) under an Escrow
Agreement between the City and First Union National Bank, as escrow agent, (the “Escrow Agreement™) to
purchase direct non-callable obligations of the United States of America ("Defeasance Obligations") to defease the
Refunded Bonds. The portion of the First Series C Bonds proceeds paid to PMA will be deposited in a refunding
escrow account (the “PMA Escrow Account™) pursuant to an Escrow Agreement (the “PMA Escrow Agreement”)
'and wil] be used to purchase Defeasance Obligations the interest on and maturing principal of which shall be
sufficient to defease the bonds issued by PMA (the “PMA Bonds™) to acquire the building currently being leased by
the City for the Gas Works. The Defeasance Obligations in the Escrow Account and the PMA Escrow Account, as
applicable, will bear interest and mature in such amounts and at such times so that, together with other moneys in
the Escrow Account and the PMA Escrow Account, as applicable, sufficient moneys will be available therefrom to
pay when due (at mzturity or by optional redemption), the principal of and redemption premium and interest on the
Refunded Bonds and the PMA Bonds, as applicable. Each escrow agent will hold and administer the Escrow
Account and the PMA Escrow Account, as applicable, and will apply the interest eammed on and the martuting
principal of the Defeasance Obligations to the payment when due {at marurity or optioral redemption) of the
principal of and redemption premium, if any, and interest on the Refunded Bends and the PMA Bonds, as
applicable. The Escrow Atcount is pledged solely for the benefit of the holders of the Refunded Bonds., The PMA
Escrow Account is pledged solely for the benefit of the holders of the PMA Bonds.

Pursuant to certain provisions of the 1975 General Ordinance and to certain provisions of the
Escrow Agreement and as a result of the deposit and application of moneys and securities as provided in the Escrow
Agreement, the Refunded Bonds will be deemed no Jonger cutstanding.

(7}



Estimated Sources and Uses of Proceeds

3

Estimated Sources of Proceeds:

Principal Amount of First Series Bonds
Less: Original Issue Premium/(Discount)
Moneys from Debt Service Reserve Fund
under the 1975 General Ordinance
Accrued Interest

Total

Estimated Use of Proceeds:
Capital Improvement Program
Deposit to Escrow Account
Deposit to Escrow Account for Purchase of
Building for PGW
Deposit to Debt Service Reserve Fund under
the 1998 General Ordinance
Accrued Interest Deposited 1o Sinking Fund
Costs of Issuance’

Total

First Series A

First Series B

First Series C

$161,640,600.00

£103,550,000.00

$21,995,000.00

The sources and uses of proceeds of the First Series Bonds are estimated to be as follows:

Total

5287,185,000.00

3.600,075.50 (3,554.065.85) (130,201.40) {84,191.75)
$16,000,000.00 - 3,468,769.39 19,469,769.39
535.121.75 351,604.10 64.134.70 930.860.55

£181,775,197.25

First Series A

£100,327,538.25

First Series B

$25,398,702.69

First Series C

g -
162,212,153.39

$ 92,590,000.00

$

21,409,651.73

$307,501,438.19

Total
$ 92,590,000.00
162,212,153.39

21,409,651.73

16,000,000.00 5,164,714.36  3,469,769.39 24,634,483.75
535,121.75 331,604.10 64,134.70 930,860.55
3,027.922.11 2.241.219.79 455.146.87 5.724.288.77
S181,775,197.25 $100,327,538.25  $25,398,702.69 $307,501,438.19

'Includes bond insurance premiums, the fees and expenses of various counsel and ihe Fiscal Agent, consultant's
fees, fees of accountants and Underwriters” discount,

DESCRIPTION OF THE FIRST SERIES BONDS

General

The First Series Bonds will be dated June 1, 1998 and will bear interest from such date, payable

initiatly on January 1, 1999 and on each July 1 and January 1 thereafier. The First Series Bonds will be issued as
fully registered bonds in the aggregate principal amount set forth on the cover page hereof in denominations of
$5.000 or any integral mulitipie thereof. The First Series Bonds, when issued, will be registered in the name of Cede
& Co., as nominee for The Depository Trust Company ("DTC"), one bond for each maturity. Purchases of
beneficial interests in the First Series Bonds will be made in book-entry only form (without centificates) in the
denomination of $5,000 or any integral muitiple thereof.

The principal of, and premium, if any, on the First Series Bonds will be payable at the principal
corporate trust office of the Fiscal Agent in Philadelphia, Pennsylvania. Interest on the First Series Bonds, when
due, will be paid by checks, mailed by the Fiscal Agent 10 the persons in whose names the First Scries Bonds are
registered on the fifieenth (15™) day of the month preceding each interest payment date. So long as the First Series
Bonds are in book-entry form, the principal of and interest on the First Series Bonds are payable by checks mailed
to or by wire transfer of funds to Cede & Co., as nominee for DTC as registered owner thereof for redistribution by
DTC 10 the Direct Panicipants (as defined herein} and in turn to Indirect Participants or Beneficial Owners as
described under "Book-Entry Only System” below. Registered owners-of at least $1,000,000 aggregaie principal
amount of the First Series Bonds may elect to receive interest payments by wire transfer, provided that notice is
provided to the Fiscal Agent not less than ten (10) days prior to the relevant interest payment date. In the event of
any default by the City in the payment of interest due on any interest payment date, such defaulied interest shall be
payable 1o the persons in whose names the First Series Bonds are registered at the close of business on a special
record date which shall be a1 least 15 days prior to the date set for the payment of such defaulted interest established
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by notice maijed by or on behaifl of the City to the registered owners of the First Series Bonds not less than fifteen
{15y days preceding such special record date.

Book-Entry Only System

The following information concerning DTC and DTC's book-entry only system has been abtained
from DTC. The City, the Underwriters and the Fiscal Agent make no representation as to the accuracy of such
information. o ;

Initially, the First Series Bonds will be avaiiable in book-entry form only. Purchasers of the First
Series Bonds will not receive certificates representing their interests in the First Series Bonds purchased. DTC will act
as securities depository for the First Series Bonds. The ownership of one fully-registered First Series Bond in the
aggregate principal amount of each mawrity of the First Series Bonds will be issued, registered in the name of Cede &
Co., as nominee for DTC and deposited with DTC.

- DTC is a limited-purpose trust company organized under the New York Banking law, a “banking
corporation” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a "clearing
corporation” within the meaning of the New York Uniform Commercial Code, and a "clearing agency” registered
pursuant 1o the provisions of Section 17A of the Securities Exchange Act of 1934, as amended. DTC holds securities
that its participants (the "Participants”) deposit with DTC. DTC also facilitates the settlement among Participants of
securities transactions, such as iransfers and pledges, in deposited securities through electronic computerized
book-eniry changes in accounts of the Participants, thereby eliminating the need for physical movement of securities
certificates. "Direct Participants” include securities brokers and dealers, banks, trust companies, clearing corporations
and certain other organizations. DTC is owned by a number of its Direct Participants and by the New York Stock
Exchange, Inc., the American Stock Exchange, Inc. and the National Association of Securities Dealers, Inc. Access to
the DTC system is also available to others such as securities brokers and dealers, banks and trust companies that clear
through or maintain 2 custodial relationship with a Direct Participant, either directly or indirectly (the "indirect
Participants"). The Rules applicable 10 DTC and its Panicipants are on file with the Securities and Exchange
Commission (the "SEC"). So long as the First Series Bands are maintained in book-enwry form with DTC, the
following procedures will be applicable with respect to the First Series Bonds.

Purchases of First Series Bonds under the DTC system must be made by or through Drirect
Participants, which will receive a credit for the First Series Bonds on DTC's records. The ownership interest of each
actual purchaser of each First Series Bond (the "Beneficial Owner™) is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their purchase, but
Beneficial Owners are expected to receive written confirmations providing details of the transaction, as well as periodic
statements of their holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into the
transaction. Transfers of ownership interests in the First Series Bonds are to be accomplished by entries made on the
books, of Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates
representing their ownership interests in First Series Bonds, except in the event that use of the book-eniry only system
for the First Series Bonds is discontinued.

To facilitate subsequent transfers, all First Series Bonds deposited by Participants with DTC are
registered in the name of DTC's parmership nominee, Cede & Co. The deposit of First Series Bonds with DTC and
their registration in the name of Cede & Co. effectno change in beneficial ownership. DTC has no knowledge of the
actual Beneficial Owners of the First Series Bonds; DTC's records reflect only the identity of the Direct Participantsto
whose accounts such First Series Bonds are credited, which may or may not be the Beneficial Owners. The Participants
will remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be
governed by arrangements ameng them, subject to any statutory or regulatary requirements as may be in effect from
time to time. -
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Redemption notices shall be sent to Cede & Co. If less than all of the First Sertes Bonds within a
maturity are being redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct Participant
in such maturity to be redeemed.

Neither DTC nor Cede & Co. will consent or vote with-respect 10 First Series Bonds. Under its usual
procedures, DTC mails an Omnibus Proxy 1o the issuer as soon as possible afier the record date. The Omnibus Proxy
assigns Cede & Co.'s consenting or voting rights to those Direct Participants to whose accounts the First Series Bonds
are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Payments of principal, interest and premium, if any, with respect to the First Series Bonds will be
made to DTC. DTC's practice is to credit Direct Participants’ accounts on the payable date in accordance with their
respective holdings shown on DTC's records unless DTC has reason to believe that it will not receive payment on the
payable date, Payments by Participantsto Beneficial Owners will be governed by standing instructions and customnary
practices, as is the case with securities heid for the accounts of customers in bearer form or registered'in “street name®,
and will be the responsibility of such Participant and not of DTC, the Fiscal Agent or the City, subject to any statutory
or regulatory requirements as may be in effect from time to time. Payment of principal, premium and interest, if any,
with respect to the First Series Bonds to DTC is the responsibility of the Fiscal Agent, disbursemens of such payments
to Direct Participants is the responsibility of DTC, and disbursement of such paymcnts 1o the Beneficial Owners is the -
responsibility of Direct and Indirect Participants. ‘

DTC may discontinue providing its services as securities depository with respect to the First Series
Bonds at any time by giving reasonable notice to-the City and the Fiscal Agent. In addition, the City may decide 10
discontinue use of the svstem of book-entry transfersthrough DTC (or a successor securities depository). Under either
of such ¢ircumstances, in Lthe event that a successor securities depository is not obtained, First Series Bond certificates
will be printed and delivered.

So long as Cede & Co. is the registered owner of the First Series Bonds, as hominee of DTC,
references herein to the bondholders or registered awners of the First Series Bonds means Cede & Co., not the
Beneficial Owners of the First Series Bonds.

THE CITY, THE FISCAL AGENT AND THE UNDERWRITERS CANNOT AND DO NOT
GIVE ANY ASSURANCES THAT DTC WILL DISTRIBUTE TO ITS PARTICIPANTS OR THAT DIRECT
PARTICIPANTS OR INDIRECT PARTICIPANTS WILL DISTRIBUTE TO BENEFICIAL OQWNERS OF THE
FIRST SERIES BONDS (I) PAYMENTS OF THE PRINCIPAL, INTEREST OR PREMIUM, IF ANY, ON THE
FIRST SERIES BONDS, OR (II) CONFIRMATION OF OWNERSH!P INTERESTS IN THE FIRST SERIES
BONDS, OR (Iil) REDEMPTION OR OTHER NOTICES, OR THAT THEY WILL DO SO ON A TIMELY BASIS,
OR THAT DTC, DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS WILL SERVE AND ACT IN THE
MANNER DESCRIBED IN THIS OFFICIAL STATEMENT. THE CURRENT "RULES"” APPLICABLE TO DTC
ARE ON FILE WITH THE SEC AND THE CURRENT "PROCEDURES" OF DTC TO BE FOLLOWED IN
DEALING WITH ITS PARTICIPANTSARE ON FILE WITH DTC.

NEITHER THE CITY, THE FISCAL AGENT NOR THE UNDERWRITERS WILL HAVE ANY
RESPONSIBILITY OR OBLIGATION TQO DTC, DIRECT PARTICIPANTS, INDIRECT PARTICIPANTS OR
BENEFICIAL OWNERS OF THE FIRST SERIES BONDS WITH RESPECT TO (I) THE ACCURACY OF ANY
RECORDS MATNTAINED BY DTC, ANY DIRECT PARTICIPANT OR ANY INDIRECT PARTICIPANT, (If)
THE PAYMENT BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR
INDIRECT PARTICIPANT OF ANY AMOQUNT DUE TO ANY BENEFICIAL QWNER IN RESPECT OF THE
PRINCIPAL AMOUNT OR REDEMPTION PRICE OF, OR INTEREST ON, ANY FIRST SERIES BONDS, (IIf)
THE DELIVERY OF ANY NOTICE BY DTC, ANY DIRECT PARTICIPANT OR ANY INDIRECT
PARTICIPANT, (Iv) THE SELECTION OF THE BENEFICIAL OWNERS TO RECEIVE PAYMENT IN THE
EVENT OF ANY PARTIAL REDEMPTION OF THE FIRST SERIES BONDS, OR (V) ANY OTHER ACTION
TAKENBY DTC, ANY DIRECT PARTICIPANT OR ANY INDIRECT PARTICIPANT.
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Optionat Redemption

The First Series Bonds maturing on or before July 1, 2008 aré not subject 1o optional redemption
prior to maturity, The First Series Bonds maturing on or afier July 1, 2009 are subject to redemption, at the direction
of the City, in whole ar in part at any time on or after July 1, 2008 at the option of the City, from such subseries and
in such order of maturity as may be designated by the City, at par, plus accrued interest 1o the redemption date.

Mandatory Redemption

The First Series A Bonds maturing on July 1, 2018 are subject to mandatory redemption prior to
maturity, in part, by lot, at the times and in the amounts se1 forth below at a price equal 1o 100% of the principal
amount of such First Series A Bonds being redeemed, plus accrued interes: to-the date of redemprion:

Year Principal
July | Amount
2016 $6,495,000
2017 6,080,000
2018™ 5,640,000

The First Series A Bonds maturing on July [, 2026 are subject to mandatory redemption. prior to
maturity, in part, by lot, at the times and in the amounts set forth below at a price equal to 100% of the principal
amount of such First Series A Bonds being redeemed, pius accrued interest to the date of redemption:

Year Principal Year Principal
(ufy 11 Ampunt (July 1) Amaount
2019 $5,180,000 2023 $3,100,000
2020 4,760,000 2024 2,505,000
2021 4,190,000 20235 1,860,000
2022 3,655,000 2026*> 1,800,000

The First Series B Bonds maturing on July 1, 2018 are subject ta mandatory redemption prior to
maturity, in part, by lot, at the times and in the amounts set forth below at & price equal to 100% of the principal
amount of such First Series B Bonds being redeemed, plus accrued interest to the date of redemption:

Year Principal
{Julv 1) Amount
2016 51,675,000
2017 2,500,000

2018+ 3,365,000

" Final maturity
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The First Series B Bonds maturing on July I, 2028 are subject to mandatory redemption prior ro”
maturity, in.part, by lot, at the-times and in the amounts set forth below at a price equal to 100% of the principal
amount of such First Series B Bonds being redeemed. plus accrued interest to the date of redemption:

Year Principal Year . Principal
{Julv 1y Amount {(Julv 1) Amount
2019 $4,275,000 2024 $ 9,565,000
2020 5,230,000 2025 10,785,000
2021 6,235,000 2026 11,505,000
2022 . 7,295,000 2027 13,970,000
2023 8,395,000 2028 14,670,000

Notice of Redemption of First Series Bonds

Notice of redemption of First Series Bonds shall be made not less than thirty {30) nor more than
sixty {60} days before the date fixed for redemption, by first class mail postage prepaid, to the registered owners
appearing on the Bond Register of the First Series Bonds to be redeemed. Any notice of redemption mailed in
accordance with the requirements set forth in the 1998 General Ordinance shall be conclusively presumed to have’
been duly given, whether or not such notice is actually received by the Bondholders. No defect in the notice with
respect to any First Series Bond (whether in the form of notice or the mailing thereof) shall affect the validity of the
redemption proceedings for any other First Series Bonds. A notice with respect to an optional redemption may state
that it is conditioned upon the deposit of moneys with the Fiscal Agent on or before the date fixed for redemption
and in such event, such notice shall be of na effect unless such moneys are deposited. Notice having been so given
and provision having been made for redemption from funds on deposit with the Fiscal Agent or Sinking Fund
Depositary, all interest on the First Series Bonds called for redemption accruing after the date fixed for redemption
shall cease, and the registered owners of the First Series. Bonds called for redemption shall have no security, benefit
or lien under the 1998 General Ordinance or any rights thereunder, except to receive payment of the redemption
price.

Transfer of First Series Bonds

The First Series Bonds are transferable and exchangeable by the registered owners thereof at the
principal corporate trust office of the Fiscal Agent in Philadelphia, Pennsylvania in the manner and subject to the
limitations contained in the 1998 General-Ordinance. The Fiscal Agent shall not be required to issue or to register
the transfer of or exchange any First Series Bonds (a) during the period fifteen (15} Business Days next preceding
any interest payment date for such First Series Bonds, or (b) during the period twenty (20) Business Days next
preceding the first publication or mailing of any notice of redemption of such First Series Bonds.

SECURITY

Pledge of Revenues and Funds

The First Series Bonds are secured solely by Gas Works Revenues as provided in the Acy, the
1998 General Ordinance and the First Supplemental Ordinance and are payable from the Gas Works Revenues and
the Sinking Fund Reserve, Gas Works Revenues include all operating and nonoperating revenues of the Gas Works
derived from its activities and assets involved in the manufacture, storage and distribution of gas, including all rents,
rates and charges imposed or charged by the City upon the owners or occupants of properties connected to, and
upon a1l users of, as distributed by the Gas Works and all other revenues derived therefrom and all other income
derived by the City from the Gas Works. Revenues derived from activities unrelated ta the manufacture, storage
and distribtition of gas or assets related thereto shail not be included in Gas Works Revenues, provided that the Gas

" Final Mamrity.
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Works recejves fair payment for the use of gas related assets and personnel of the Gas Works used in such activities,
which payments shal} be included in'Gas Works Revenues. A1 such time as there are no Prior Bonds outstanding,
Gas Works Revenues shall not include any partions of the Gas Works' rents, rates and charges which are securitized
and sold pursuant to the 1998 General Ordinance. See “1998 General Ordinance - Security” in APPENDIX C
hereto. The pledge of the Gas Works Revenues to secure the Bonds issued under the 1998 General Ordinance
is at all times subject and subordinate to the piedge of revenues under the 1975 General Ordinance to secure

the Prior Bonds.

. The First Series A Bonds and First Series B Bonds are being issued as Senior Bonds secured on a
parity with respect to Gas Works Revenues. The First Series C Bonds are being issued as Subordinate Bonds. As
such, the First Series C Bonds are junior in priority to the First Series A Bonds and First Series B Bonds with
respect 10 Gas Works Revenues.

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

Covenant Against Commingling with Other City Funds

The City has covenanted in the First Supplemental Ordinance that so long as any of the First
Series Bonds remain outstanding, all pledged Gas Works Revenues shall be deposited and held in and disbursed
from, one or more unsegregated accounts of the Gas Works which shall be separate from and not commingled with
the consolidated cash account of the City or any other account of the Ciry not held exclusively for Gas Works
purposes. See "REMEDIES OF BONDHOLDERS. "

Priority In Application of Gas Warks Revenues

The 1998 General Ordinance creates a lien on and pledge of all Gas Works Revenues for the
benefit of the holders of the Bonds and creates a priority in application of Gas Works Revenues in each fiscal year
as follows:

First, to Net Operating Expenses then payable,

Second, to debt service on the Prior Bonds issued under the 1975 General Ordinance and amounts
required ta be paid inie the Sinking Fund Reserve under the 1975 General Ordinance;

Third, to debt service on Senior Bonds, paymenis (other than termination payments) due to the
issuers of Qualified Swaps and Exchange Agreements related to Senior Bonds and payments due in respect of
oblizations of the Gas Works to the PMA existing on the date of adoption of the 1998 Genera! Ordinance (the “Prior

Obligations™);

Fourth, to paymenss due 10 issuers of Credit Facilities related io Senior Bonds;

Fifth, to debt service on Subordinate Bonds {including the First Series C Bonds and notes issued
under the Ciry's General Inventory and Receivables Gas Works Revenue Note Ordinance of 1998, or any similar
ordinance. and ameounts payabie to the provider of a Credit Facility in respect of such notes) and payments -other
than termination payments due to the issuers of Qualified Swaps and Exchange Agreements related to Subordinate

Bonds:

- Sixth, to paymenits due to issuers of Credit Facilities related to Subordinate Bonds,

Seventh, to required payments of the Rebate Amount to the United Siates;

Eighth, to replenishment of any deficiency in the Sinking Fund Reserve;
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Ninth, to payment of general obligation bonds of the City adjudged to be self-liquidating from
Gas Works Revenues;'
K

Tenth, to debt service on other general obligation bonds issued for the Gas Works;” and

Eleventh, to City Charges and any other proper purpose -of the Gas ‘Works (mcludmg any
termination payments t0 issuers of Qualified Swaps and Exchange Agreements), except Unrelated Expenses.™

Rate Covenant and Rate Requirements

The 1998 General Ordinance contains & covenant that requires the City, at a minimum, to impose,
charge and collect in cach Fiscal Year of the Gas Works such gas rates and charges as shall, together with all other
Gas Works Revenues 1o be derived in such Fiscal Year equal not less than the greater of:

1. The sum of:
1.1, all Net Operating Expenses payable during such Fiscal Year;

1.2 all principal of and interest on Prior Bonds issued and outstanding under tht;:
1975 General Ordinance payable during such Fiscal Year and amounts required to be paid into the Sinling Fund
Reserve under the 1975 General Ordinance during such Fiscal Year;

1.3. 150% of the amount required 1o pay Sinking Fund deposits required during such
Fiscal Year in respect ‘of all Qutstanding Senior Bonds and 100% of the amounts payable in respect of the Prior
Obligations during such Fiscal Year;

1.4, the amount required to pay Sinking Fund deposits required during such Fiscal
Year in respect of all OQutstanding Subordinate Bonds (including the First Series C Bonds) and other obligations of
the Gas Works on a panty with Subordinate Bonds payable during such Fiscal Year;

1.5. the amount, if any, required to be paid into the Sinking Fund Reserve during
such Fiscal Year;

1.6. the Rebate Amount required to be paid to the United States during such Fiscal
Year; and

1.7.  the amounts required to be paid to the issuers of Credit Facilities and the

providers of Qualified Swaps and Exchange Agreements during such Fiscal Y.ear; or
2. The sum of:
2.1, all Net Operating Expenses payable during such Fiscal Year;

2.2, all principal of and interest on Pricr Bonds issued and outstanding under the
1975 General Ordinance payable during such Fiscal Year and amounts required to be paid into the Sinking Fund
Reserve under the 1975 General Ordinance during such Fiscal Year;

* No general obligation debt of the City described in items Ninth and-Tenth above is currently ouistanding,

* City Charges include charges for services performed for PGW by various City deparmments, including the
expenses of the Gas Commission which also includes the cost of rate hearings. During PGW's Fiscal Years 1993-
1997, City Charges (exclusive of the $18,000,000 base payment and of rate hearing charges} have averaged
approximately 51,822,000 per year.
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2.3 all Sinking Fund deposits required during such Fiscal Year in respect of all
QOutstanding Bonds and all amounts payable in respect of obligations of the Gas Works which are on a parity with
any of the Bonds and in respect of general obligation bonds issued for improvements to the Gas Works and all
amounts, if any, required during such Fiscal Year to be paid into the Sinking Fund Reserve;

2.4. the Rebate Amount required 1o be paid 1o the United States during such Fiscal

Year; and

2.5, the amounts required to be paid to the issuers of Credit Facilities and the
providers of Qualified Swaps and Exchange Agreemems during such Fiscal Year.

For a further discussion of the Rate Covenant and other rate requirements applicable to PGW, see
"PGW BUDGET, RATES AND FINANCING" and the table "HISTORICAL REVENUES AND DEBT SERVICE

COVERAGE."”

Sinking Fund

Pursuant to the Act, the 1998 General QOrdinance establishes a Sinking Fund for the benefit and
security of the Holders of all Bonds to be held in the name of the City separate and apart from all other accounts of
the City and directs the Director of Finance to deposit therein from the Gas Works Revenues in each Fisca! Year
such amounts as will, together with interest and profits eamed and 1o be earned on investments held therein, be
sufficiens 10 accumulate, on or before each interest and principal payment date of the Bonds, the amounts required
to pay the principal of and interest on the Bonds then becoming due and payable. It is the current practice of the
City 1o make deposits into the Sinking Fund on or immediately prior to the date on which debt service payments are
due. To the extent moneys are on deposit in the Sinking Fund which are not currently required for the payment of
debi service, such moneys shall be invested at the direction and under the management of the Director of Finance of
the Ciry. The Sinking Fund shall be a consolidated fund for equal and proportionate benefit of the holders of all
Bonds from time to.time Outstanding under the 1998 General Ordinance and may be invested and reinvested on a
consolidated basis. The principal of and interest and profits (and losses, if any) realized and investments in the
Sinking Fund shall be allocaled pro rata among the series of -Bonds or the specific Bonds in respect of which such
investments were made without distinction of priorities. Paymenis shall be made from the Sinking Fund in the order
of priority set forth in the 1998 General Ordinance, except that moneys (and the investments thereof) specifically
deposited for the payment of any panticular insialiment of principal, interest (including capitalized interest) or
premium in respect of particular Bonds shall be held and applied exclusively 1o the payment of such particular

principal. imterest or premium,

Sinking Fund Reserve

The 1998 General Ordinance establishes a Sinking Fund Reserve as part of the Sinking Fund.
Usnless otherwise provided in the applicable Supplemental Ordinance, the City is required to deposit in the Sinking
Fund Reserve from the proceeds of sale of each series of Bonds issued under the 1998 General Ordinance an
amount which, together with other amounts in the Sinking Fund Reserve, will cause the amount in the Sinking Fund
Reserve 1o equal the Sinking Fund Reserve Requirement. Upon the issuance of the First Series Bonds, the City shall
deposit an amount of cash into the Sinking Fund Reserve andfor purchase one or more surety bonds, such that the
aggregate of such cash and/or surety bonds shall be equal to the Sinking Fund Reserve Requirement for the First
Series Bonds. 1If, at any time, the moneys in the Sinking Fund (other than the Sinking Fund Reserve) are
insufficient to pay, as and when due, debt service on any Bond or Bonds secured by the Sinking Fund Reserve, the
Sinking Fund Depositary is required to pay over to the Fiscal Agent, from the Sinking Fund Reserve, the amount of
the deficiency. If by reason of such withdrawal (including draws on any Credit Facilities held to satisfy the Sinking
Fund Reserve Requirement) or for any other reason there shall be a deficiency in the Sinking Fund Reserve, the City
covenants to restore such deficiency (either by a deposit of funds or the reinstatement of the cash limits of the Credit
Facilities) within rwelve (12) months. The Sinking Fund Reserve shall be valued by the Sinking Fund Depositary
promptly after any withdrawal from the Sinking Fund Reserve or any other event indicating a possible deficiency in
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the Sinking Fund Reserve and on August 31" of each Fiscal Year. The Sinking Fund and Sinking Fund Reserve are
managed by, and invested and reinvested under the direction of, the Director of Finance of the City.

In lieu of a deposit to the Sinking Fund Reserve or in substitution for 2mounts in the Sinking Fund
Reserve, the City may provide one or more letters of credit or other Credit Facilities in the same aggregate amount,
issued by a provider or providers whose credit facilities are such that.bonds secured by such credit facilities are
rated in'one of the three (3) highest rating categories by Moody s or S&P, all in the manner described under "THE
1998 GENERAL ORDINANCE - Sinking Fund and Sinking Fund Reserve” in APPENDIX C.

BOND INSURANCE

Bond Insurance Policy

Concurrently with the issuance of the First Series Bonds, Financial Security Assurance Inc.
(“Financial Security™) will issue its Municipal Bond Insurance Policies for the First Series Bonds (each, a “Policy
and collectively, the “Policies™). There will be one Policy issued for the First Series A Bonds and First Series B
Bonds and a separate Policy issued for the First Series C Bonds. The Policies guarantee the scheduled payment of
principal of and interest on the First Series Bonds when due as set forth in the form of the Policy included as
APPENDIX G 1o this Official Statement.

-THE POLICIES ARE NOT COVERED BY THE PROPERTY/CASUALTY INSURANCE
SECURITY FUND SPECIFIED IN ARTICLE 76 OF THE NEW YORK INSURANCE LAW,

Financial Security Assurance [nc.

Financial Security is a New York domiciled insurance company and a wholly owned subsidiary of
Financial Security Assurance Holdings Ltd. ("Holdings™). Holdings is a New York Stock Exchange listed company
whose major shareholders include Fund American Enterprises Holdings, Inc., The Tokio Marine and Fire insurance
Co.,-Ltd. and U S'WEST Capital Corporation. The sharecholders of Holdings are not )iable for the obligations of
Financial Securiry.

At March 31, 1998, Financial Security's total policyholders’ surplus and contingency reserves
were approximately $808,603,000 and its wtal uneamed premium reserve was approximately $303,683,000 in
accordance with statutory accounting principles. At March 31, 1998, Financial Security’s total shareholders’ eguity
was approximately $428,158,000 in accordance with generally accepted accounting principles.

: The financial statements included as exhibits to the annual and quarterly reports filed by Holdings
with the Securities and Exchange Cornmission are hereby incorporated herein by reférence. Also incorporated
herein by reference are any such financial statements so filed from the date of this Official Staternent until the
termination of the offering of the First Series Bonds.

Copies of such materials incorporated by reference will be provided upon request to Financial
Security: 350 Park Avenue, New York, New York 10022, Anention: Communications Department (telephone
(212) 826-0100).

The Policies do not protect investors against changes in market value of the First Series Bonds,
which market value may be impaired as a result of changes in prevailing interest rates, changes in applicable ratings
or other causes. Financial Security makes no representation regarding the First Series Bonds or the advisability of
investing in the First Series Bonds. Financial Security makes no representation regarding the Official Statement,
nor has it participated in the preparation thereof, except that Financial Security has provided to the City the
information presented under this caption for inclusion in the Qfficial Statement.
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ADDITIONAL DEBT

'a

Bond Anticipatien Notes

The Act authorizes the City to issue revenue bond anticipation notes as well as Gas Works

Revénie Bonds. ~Section 16 of the Act provides that the' City may is§ue its reveniié bond anticipation notés which = ™

shal] be payable by exchange for, or out of the proceeds of the sale of, a designated series of revenue bonds referred
to in the bond anticipation notes. The reference to the revenue bonds shall specify a maximum rate of interest to be
bome by saild bonds and may provide that said bonds shall be offered for sale, but if no proposals shall be received,
the sole remedy of the holders of the revenue bond anticipation notes shall be either to accept the bonds at the’
specified maximum interest rate, or to extend the maturity of the revenue bond anticipation notes for one or more
specified additional periods of not less than six months during which additiona! offers of the bond may be made..

The City has no present intention to issue revenue bond anticipation notes.

'Subordinated Short-Term Borrowings - Gas Works Notes

The City is authorized to issue, from time to time, Gas Works Notes pursuant to The City of
Philadelphia Municipal Utility Inventory and Receivables Financing Act of the Commonwealth of Pennsylvania -
(the "Inventory and Receivables Financing Act") and the Note Ordinance; in amounts, as approved by the Mayor,
the City Controller and the City Selicitor or any two of them (the "Committee"), presently not to exceed
$100,000,000 aggregate principal amount and interest at any one time outstanding. Such amount can, in the future,
be increased by action of Council. The proceeds of the Gas Works Notes may be used to finance or refund the costs
of acquisition or funding of Inventory or Receivables (as such terms are defined in the Note Ordinance) of PGW or
to refund Gas Works Notes. ' The Gas Works Notes are junior in priority of payment to the Prior Bonds and the
Senior Bonds and on a parity with Subordinate Bonds, The Note Ordinance provides that the final maturity date of
. Gas Works Notes shall be no later than the earlier of 270 days after the date of issuance or May 8, 2003.

i

The Note Ordinance requires establishment of a sinking fund for the benefit and security of the
holders of each series of the Gas Works Notes, The City covenants to deposit in the sinking fund for the Gas Works
Notes from Gas Works Revenues such amounts as will, together with interest and profits eamed and to be earned on
investments held therein, be sufficient to pay, on or before each payment date of the Gas Works Notes, the. amount
required, after taking into account amounts paid from refunding Gas Works Notes and credit support instruments, to
‘pay the Gas Works Notes then becoming due and payable. ’

Additional Bonds

The 1998 General Ordinance permits the issuance of additional Bonds which are Senior Bonds.on
a pariry with the First Series A Bonds and First Series B Bonds or as Subordinate Bonds which are on a parity with,
the First Series C Bonds. All Bonds issued under the 1998 General Ordinance are subordinated to the Prior Bonds.
In order to issue additional Bonds, among other requirements, it is necessary that a financial report of the chief fiscal
officer of the City be provided which determines that, over the amortization period of the additional Bonds,
estimated Gas Works Revenues will be sufficient to meet the Rate Covenant. See APPENDIX C for a discussion of
the provisions relating to the issuance of additional Bonds.

As a result of the defeasance of a portion of the Prior Bonds and the reduction in the principal

“amount of Prior Bonds which remain outstanding under the 1975 General Ordinance, the 1998 General Ordinance

affords, by its terms, greater flexibility to the City and enables the City to meet the. Rate Covenant and incur

additional indebtedness, including Bonds, in excess of amounts which could be issued under the 1975 General
Ordinance, without the necessity of having to increase Gas Works Revenues.
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Lease Obligations

PGW has and in the future may, from time to time, enter into capital lease obligations. Capital
leases outstanding on the date of issuance of the First Series Bonds will be on a parity with the First Series A Bonds
and the First Series B Bonds. Future capital lease obligations may be jssued on a parity with Subordinate Bonds or

may otherwise be payable solely from Gas, Works Reyenues, 10 the extent that such Gas Works Revenues are

otherwise available.

REMEDIES OF BONDHOLDERS

Remedies under the Act and the 1998 General Ordinance available to Bondholders, including the
holders of the First Series Bonds, and to any trustee for Bondholders appointed by the holders of 25% in principal
amount of any series of Bonds in default are described in the summaries contained in APPENDIX C hercof, The
First Series Bonds constitute a single series for this purpese. In addition to the remedies described therein,
Bondholders or 2 irustee therefor are entitled under the Pennsylvania Uniform Commercial Code to all remediss of
secured parties in respect of the Gas Works Revenues and the funds on deposit in the Sinking Fund, including the

Sinking Fund Reserve.
Limitation oa Remedies of Bondholders

The ultimate enforcement of Bondholders® rights upon any default by the City in the performance
of its obligations under the Act, the 1998 General Ordinance, the First Suppiemental Ordinance and the First Series
Bonds will depend upon the application of remedies provided in the Act, the 1998 General Ordinance, the First
Supplemental Ordinance and other applicable laws, Litigation may be necessary to obtain relief in accordance with
these remedies. Such litigation may be protracted and costly. Remedies such as mandamus, specific performance or
injunctive relief are equitable remedies that are subject to the discretion of the courts.

The following references to the Federal Bankruptcy Codé, the Municipalities Financial Recovery
Act and the Intergovernmensal Cooperation Act should not be construed as implying that the Ciry has any
expectation or plan to seek to invoke the provisions of such statutes or that if the City were to seek 1o invoke such
provisions, that the consent of the Govemnor, if required, would be obtained. Further, such references are not
intended to imply that even if the City were to file for protection under the Federal Bankruptcy Code, any proposed
restructuring would include a dilution of the sources of payment of and security for the First Series Bonds. The
foregoing statutory provisions have not been subject to extensive interpretation by the courts and there can be no
assurance that the following discussion accurately reflects the interpretation that a court may make.

Enforcement of Bondholders' rights may be limited by and is subject 1o the provisions of the
Federal Bankruptey Code, as now or hereafter enacted, or to other laws or legal or equitable principles which may
affect the enforcément of creditors' rights. The Intergovernmental Cooperation Autharity Act for Cities of the First
Class (Act No.1991- 6, P.L. 9) (the "Intergovernmental Cooperation Act") adopted in 1991 prevents the City from
filing a petition for relief under Chapter 9 of the Federal Bankruptcy Code as long as the Authority created
thereunder has outstanding any bonds issued pursuant to the Intergovernmental Cooperation Act, or if no such
bonds are outstanding requires approval, in writing, by the Govemnor, prior to a filing under Chapter 9 by the City.
There are currently bonds outstanding that were issued under the Intergovernmental Cooperation Act, which bonds
are scheduled to mature at various dates 10 and including June 15, 2023, subject to redemption prior to maturity. 1If
the City were 10 obtain authorization from the Governor to file a petition under Chapter 9 of the Federal Bankruptcy
Code and in fact filed such a petition, the enforcement of Bondholders' rights and remedies might be limited. See
"BACKGROUND - The Pennsylvania Intergovernmental Cooperation Authority” in APPENDIX D.

The filing of a petition under Chapter 9 operates as an automatic stay of the commencement or
continuation of any judicial or other proceeding against the debtor or its property. However, a petition filed under
Chapter 9 does not operate as a stay of application of pledged special revenues to the payment of indebtedness
secured by such revenues. Special revenues include receipts derived from the ownership or operation of systems
that are used to provide utility services and the proceeds of borrowing to finance such systems and would include
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- the pledged Gas Works Revenues. The Federal Bankruptcy Code further provides that special revenues acquired by
the debtor afier commencement of a: Chapter 9 case shall remain subject to any lien resulting from any security
agreement entered into by the debtor before the commencement. However, the lien on special revenues derived
from a system will be subject to the payment of the necessary operating expenses of that system. Therefore, Gas

.Warks Revenues acquired by the City after the filing of a Chapter 9 petition will remain subject to the lien of the

..~ 1998 General Ordinance.and the First Supplemental Ordinance in favor of Bondholders, but will be subject to the

payment of PGW's necessary operating expenses as determined by the City. These required payments could be

inconsistent with the requirement in the 1975 General Ordinance with respect to the Prior Bonds, that, under certain
citcumstances, at least 50% of the Project Revenues be deposited in the sinking fund under the 1975 General

Ordinance on a daily basis. If the pledged Gas Works Revenues cannot support both the debt service requirements

and operating expenses of PGW, it is possible that payments to Bondholders may be reduced. The Federal

Bankruptcy Code also provides that a transfer of property of a debtor to or for the benefit of a bondholder, on

account of such bond, may not be avoided as a preferential transfer.

Unless the debtor consents or the plan proposed under Chapter 9 provides, the bankrupicy court
may not interfere with any of the property or revenues of a Chapter ¢ debtor or with such debtor's use or enjoyment
of any income producing property. Accordingly, if the City should decide to use the proceeds of the First Series
Bonds or the Gas Works Revenues pledged for the benefit of the Bondholders other than to benefit the Gas Works,
it is unclear whether a bankruptcy court would have the power to interfere with that decision. Even if a bankruptey -
court had such power, the court, in the exercise of its equitable powers, could refuse to require the City to use the
proceeds of the First Series Bonds and the Gas Works Revenues to pay Bondholders, could permit a subordination
of the liens to new bonds if the former were found more than "adequately protected” or eould avail itself of a brpad
range of equitable remedies. The Federal Bankruptcy Code gives a bankruptcy court wide power to effectively
.administer the bankrupt estate.

Under the Federal Bankruptcy Code, the debtor may file a plan for the adjustment of its debts
which may inctude provisions modifying or altering the rights of creditors generally, or any class of them, secured
-or unsecured. The plap, when confirmed by the count, binds all creditors which had notice or knowledge of the plan
and discharges all claims against the debtor provided for in the plan. No plan may be confirmed unless certain

" conditions are met, among which are that the plan is in the best interest of creditors, is feasible and has been
accepted by each class of claims impaired thereunder. Each class of claims has accepted the plan if the votes of at
least two-thirds in dollar amount and more than one-half in number of the allowed claims of the class that are voted
are casl in favor of the plan. Even if the plan is not so accepted, it may be confinned if the court finds that the plan
is fair and equitable and certain tests are met. Thus, under the above-described “cramdown™ provisions of the
Federal Bankruptey Code, 2 plan of adjustment could be imposed on the Bondholders that would give them less
than their anticipated rate of interest on the Bonds or possibly even less than a full return of their principal and/or
extend the time for payment of principal of or interest on the Bonds.

DEREGULATION

Legislation to deregulate the gas industry in the Commonwealth of Pennsylvania has been
introduced and is pending in the Pennsylvania Siate Legislarure. Such legislation, in its present form, would not
apply to the Gas Works. There have, however, been indications tha: if a bill to deregulate the gas industry is
adopted by the Pennsylvania State Legislature, it may apply to municipally-owned utilities such as the Gas Works
and 1o the area served by the Gas Works.

It is the City's intention to seek the inclusion, in any legislation deregulating the gas industry
applicable to municipally-owned gas utilities, of provisions which would (i} preserve the tax-exempt status of the
Prior Bonds, the First Series Bonds and any bonds or other obligations issued by the City for the. Gas Works as tax-
exempt obligations, and (ii) preserve the ability of the City to comply with its covenants in the 1975 General
Ordinance and the 1998 General Ordinance and in other contracts with holders of the City's bonds and notes issued
for the Gas Works. The City has brought its request for the inclusion of such provisions to the anention of the
office of the Governor of the Commonwealth of Pennsylvania and members of the General Assembly. Officials
within the Governor's Office have met with representatives of the City to discuss the City's intentions and the
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parties have agreed to proceed with good faith discussions to address the issues raised by the City in any proposed
.. natural gas deregulation legislation. The Governor’s Office acknowledges the implications natural gas deregulation
legislation may have to the City and its bondholders if these issues are not addressed.

It is impossible to predict, at this time, whether any-legislation to deregulate the gas industry in
Pennsylvama will be adopted, the form of such legislation or its efféct on the Gas Works or its revenues and
" expenses.” No assurance can be given to purchasers of-First Series Bonds that deregulation of the gas industry in
Pennsylvaniz will not occur or that, if it occurs it would not apply to the Gas Works and/or adversely affeci the Gas
Works Revenues or the ability of the Gas Works to pay the principal of and interest on the First Series Bonds.

Potential purchasers of First Series Bonds should be aware that the Independent Consultant’s
Report has not taken into account the effect, if any, which deregulation might have on the Gas Works or its
operations. .

PHILADELPHIA GAS WORKS

Generzal

PGW consists of all the real and personal property owned by the City and used for the acquisition,
manufacture, storage, processing and distribution of gas in the City, and all property, books and records employed
and.maintained in connection with the operation, maintenance and administration thereof, Included in such assets,
in addition to.an extensive distribution system, are facilities for the production of gas to supplement the natural gas
supply from pipeline transmission companies and facilities for storage. Such facilities include a liquefied natural
gas.{"LNG") plant and a liquefied petroleum gas ("LPG") plant.

Of total gas revenues for the twelve month period ended August 31, 1997, approximately 71%
was derived from residential customers, approximately 25% was derived from commercial and industrial customers
and approximately 4% was derived from municipal and housing authority customers.

Operating results for PGW and debt service coverage for PGW for the five fiscal years ended
August 31, 1997 are shown below under the heading "PGW BUDGET, RATES AND FINANCING - Debt Service
Coverage Ratio." For a further explanation of revenues and expenses, see "MANAGEMENT'S DISCUSSION
AND ANALYSIS OF SUMMARY STATEMENTS OF INCOME" and APPENDIX B. See also the table entitled
"Historical Revenues and Debt Service Coverage” below for future debt service payments.

PGW Service Area

PGW, the nation’s largest municipally-owned gas utility, purchases, sells and distribuies gas
within the limits of the City. The City's boundaries enclose a predominately urbanized area of 129 square miles in
southeastern Pennsylvania along the Delaware River. Within these boundaries, PGW maintains a distribution
systern with approximately 6,000 miles of gas mains and service pipes serving slightly more than a half million
customners. The mix of sales to PGW's customers, net of transponation sales, during each of the five Fiscal Years
ended August 31, 1997 is shown in the following table:

Percent of Gas Sales for the
Years Ended August 31

1993 1994 1995 1996 1997
Residential 65.3 68.4 64.5 677 67.0
Commercial and Industrial 301 274 312 28.1 29.0
Municipal and Housing Autharity 4.6 4.2 4.3 4.2 40
TOTAL ‘ 100 100 100 100 100

For a discussion of PGW's sales, see "GAS SUPPLY AND REGULATION - Five Year Summary
of Gas Sales."
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Management Agreement

PFMC has operated PGW pursuant 1o a Management Agreement since January 1, 1973 (the
“Management Agreement”). Under the Management Agreement, various aspects of PFMC's management of PGW
are subject to review and approval by the Gas Commission and, where authorization of City Council is required,
recommendation of the City's Director of Finance or the Gas Commission. The Gas Commission has various
responsibilities for the oversight of the operations of PGW, the Director of Finance of the City oversees certain
financial practices of PGW and the operations of its pension plan; and the City's Law Department is the designated
legal advisor to the Gas Commission and PGW. See "THE GAS COMMISSION" and "PGW BUDGET, RATES

AND FINANCING " for discussions of the Gas Commissicn and rate proceedings.

The term of the Management Agreement commenced on January 1, 1973 for a period of two
years. In the absence of notice of cancellation, the term is automatically extended for additional two year periods.
The term is subject to cancellation by the City at any time, or upon the expiration of the twe-year period, upen
ninety days notice. No cancellation will be effective unless and until approved by resolution or ordinance of City

Council.

Management

PFMC is responsible for providing executive management of PGW under the Management
_Agreement. The Management Agreement states that PFMC shall provide a chief executive officer, chief operating
officer, chief financial officer and other personnel as deemed appropriate by PFMC. Certain PFMC personnel,
including the chief executive officer, chief operating officer and the chief financial officer, provided to PGW are
subject to the approval of the Gas Commission. PFMC's officers also serve as officers of PGW.

The following brief resumes provide peniném information on the management of PFMC and
PGW:

James Hawes, 111, President and Chief Executive Officer

Mr. Hawes joined PGW in 1996 and currently serves as President and Chief Executive Officer of
PGW. Mr, Hawes also serves as Vice Chair of PFMC. Prior to joining PGW, Mr. Hawes served as Vice President
and Chief Executive Officer for US West Communications. Prior to his role as senior officer, he served as
Executive Director - Finance and Marketing for the same firm. While at US West, Mr. Hawes managed the
deregulation process in Nebraska for that firm. He was also instrumental in designing and implementing market
driven strategies 1o reposition US West from a monopoly culture to a market driven competitive enterprise over a
ten year period. Mr. Hawes received a B.B.A. from Morehouse College, an M.B.A. from Atlanta University, and an
M.S. from the Massachusetts Institute of Technology (MIT). While a Sloan Fellow at MIT he toured major cities in
China, in 2 managerial strategy information exchange and advisory role.

Gregory D. Martin, Executive Vice President and Chief Operating Officer

Mr. Martin is Executive Vice President and Chief Operating Officer of PGW. In this capacity,
Mr. Martin manages the gas operations, customer service and systems technology activities. Prior to his
appointment to PGW, Mr, Martin was Vice President, Gas Management at Equitable Gas Company in Pittsburgh,
Pennsylvania. There, he directed and managed the gas supply purchasing, planning, off-system marketing and
sales, federal regulatory, retail transporiation and gas measurement functions. He also held the paosition of Vice
President, Consumer Products at Equitable Gas - Energy, a non-regulated marketing affiliate of Equitable Gas
Company. Mr. Martin has also held positions as Gas Procurement Administrator with the Charlottesville Gas
Utility Division in Charlottesville, Virginia, Special Assistant to Commissioner Wesley Long at the District of
Columbia Public Service Commission and Special Assistant to Commissioner Matthew Holder at the Federal
Energy Regulatory Commission. Mr. Martin helds an M.A. and a B.A. in Political Science from the University of
Wisconsin and University of New Orleans, respectively.
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Sydney M. Avent, Esq., Senior Vice President - Deregulation

Ms. Avent served for fourteen (143 years in PG'W's Legal Department progressing to Senior Vice
President and Generai Counsel prior to her appointment as Senior Vice President of Deregulation in March 1998,
Before joining PGW, she was Associate General Counsel for Gulf Oil Corporation. She is responsible for the
crafting of PGW policy and legislative recommendations based on a compilation of economic, political and market
intelligence with respect to industry deregulation, and providing the company with external information required
and recommendations for the development and implementation of plans to meet the anticipated new business
conditions. Ms. Avent received her 1.D. from UCLA School of Law and her B.A. from the University of North
Carolina at Chapel Hill. She has served as Chair of A Hearing Committee for the Disciplinary Board of the Supreme
Court of Pennsylvania, President of the Philadelphia Bar Foundation, Director of Women's Way and Director of the
Philadeiphia Child Guidance Center.

Ramon N. Sharbutt, Senior Vice President and Chief Financial Officer

Mr. Sharbutt joined PGW is 1996 and currently is the Senior Vice President and Chief Financial
Officer of PGW. In this capacity, Mr. Sharbutt is responsible for the departments of Risk Management, Treasury,
Tariffs and Regulatory Affairs, and Budget and Financial Forecasting, Prior to joining PGW, Mr. Sharbutt was
Vice President and Chief Financial Officer of the Resources Group at Pacific Enterprises, a Los Angeles, California
based holding company, the parent firm of Southern California Gas Company. Mr. Sharbutt holds a Bachelor of
Science degree in Accounting and Economics from the University of Alabama, and has completed course woark
toward an M.B.A. He has attended Advanced Executive Management Programs at Harvard Business School ('91),
Stanford University ('94) and the University of Michigan ('85). He is a Certified Financial Manager (CFM) and a
Ceriified Management Accountant {(CMA).

Deborah Perry Estrin, Senior Vice President of Human Resources

Ms. Estrin joined PGW in October, 1996 and serves as Senior Vice President of Human
Respurces. She istesponsible for Employee Relations, Human Resources, Performance and Rewards, Staffing and
Diversity, and Employee Health and Safety. Ms. Estrin came to PGW from the New York Power Authority where
she served as Vice President of Human Resources. She previously held the same position with the USPCI
subsidiary of the Union Pacific Corporation and with the Geneva Pharmaceuticals subsidiary of Ciba-Geigy
Corporation. Ms. Estrin received a B.A., from the University of Tennessee and an M.B.A. from Fairleigh Dickinson
University. She is member of the Advisory Board of the Salvation Army in Philadelphia and serves as a Trustee of
the ENS Chacan Foundation for Global Management Studies in Paris, France.

Lawrence J. Hoffman, Chief Accounting Officer and Controller

Mr. Hoffman is responsible for General Accounting, Financial Reporting, Accounts Payable,
Inventory Accounting, Internal Auditing and Property Records. Since commencing employment with PGW in
1995, he has served on various standing and special project committees and teams including the Information
Systems Steering Committee, the Compensation Committee, Senior Team, Gas Deregulation Team and a year-end
billing task force. Mr. Hoffman came to PGW from AAMCO Transmissions, Inc., Bala Cynwyd, PA where he
served as the senior financial officer with responsibility for all financial functions including budgeting, treasury,
benefits, information systems, taxes, auditing and risk management. His prior experience includes public
accounting with Coopers and Lybrand in New York City with work in the insurance, utility and manufacturing
sectors; ‘international manufacturing and accounting with the semiconductor division of General Instrument in
Hicksville, NY; and construction accounting with Jerrold Electronics in Hatboro, PA. Mr. Hoffman is a Certified
Public Accountant (NY 1971). He has an M.B.A. in Finance, cum laude, from Temple University (1989) and a B.S.
in Commerce with a major in Accounting, cum laude, from Rider College (1970).
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M. Ellen Moffett, Esq., Acting General Counsel

Ms. Moffett joined PGW in June 1997, a5 Assistant General Counsel - Commercial, and in March
1998 was named Acting General Counsél. Hef principal practice areas encompass financings, acquisitions,
computer and internet technologies, intellectual property, energy and general commercial law. Ms, Moffettt was
previausly with Wolf, Block,.Schorr and Solis-Cohen and Montgomery, McCracken, Walker and Rhoads, two
Philadelphia law firms, and Fillmore Mercantile Incorporated, a private investment company, where she served as
General Counsel and Chief Operating Officer. Ms. Moffett holds a2 B.A. from New York University, a Masters in
Sociology from the University of Pennsylvania, and received her J.D. from Rutgers University Law School in 1982,
where she was a member of the Rutgers Law Review. She is presently a mediber of the American, Pennsy]vama

and Philadelphia Bar Associations.

Employee Relations

In March, ]§98 PGW employed 1,997 people. Presently, approximately 76% of PGW's

employees are represented by the Gas Works Employees’ Union Local 686, approximately 1% are represented by
the United Plant Guard Workers of America, Local 506 and 23% are unaffiiiated management. The current

_agreement with the Gas Works Employees’ Union Local 686 will expire on May 15, 2001.

Facilities

Production Facilities - The principal PGW gas facilities include eight city gate stations and two
major gas production plants in the Richmond and Passyunk sections of the City. Located at these plants are two
LNG facilities, 2 gas control center, a de-activated propane/air facility and two gas holders.

Natural gas is received through eight City gate stations from two pipeline transmission companies,
Texas Eastern Transmission Corporation (TETCO) and Transcontinental Gas Pipe Line Corporation (TRANSCO).
The facilities at each of the City gate stations perfoim two b&s:c functions, metering the flow of gas and controlling

the pressure delivered 1o PGW's distribution system.

The gas control dispaichers, located at the Richmond plant, menitor and control gas flow and
pressure from the eight City gate stations 1o the high pressure distribution system. The gas control dispatchers also
provide direction to the production plant operators concerning startup, shutdown and gas flow output from the
suppiemental facilities. Operations are facilitated through the use of a computer system which includes a backup

unit and an auxiliary power supply.

The LNG storage and vaporization facility at the Passyunk plant receives its liquefied gas supply
from the Richmend plant via cryegenic wailer trucks. The Passyunk LNG facility consists of one LNG storage tank
of 3,066,000 gallons (ie. the equivalent of 253,300 thousand cubic feer (“Mcf") of narural gas) and three LNG

vaporizers, each having a capacity of 45,000 Mcf per day.

The Richmond LNG plant has facilities for liquefaction in addition to storage and vaporization.
During the non-heating season, PGW uses the Richmond LNG plant to liquefy and store natural gas from the
pipelines. The LNG plant has the capacity to liquefy and store approximately 23,500 Mcf per day and the two
storage tanks have a combined capacity of 48,970,000 galions of LNG (4,045,800 Mcf). Regasification of the
liquid is accomplished with six vaporizers having a total output of 480,000 Mc{ per day. Both LNG plants combined
require a minimum inventory level of 315,000 Mcf due to seismic and cryogenic considerations.

The Passyunk LPG plant has the air compression and propane vaporization capacity to produce
60,000 dekatherms (“Dsh™) of LPG mix per day ang has a liguid propans siorage capacity of approximately 662,250
gallons. This facility is idle and it is not presently-anticipated 1o be used.
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Both the Richmond and Passyunk plants have a jow pressure gas holder. Holders are used for
keeping daily pipeline purchases within contract limitations and for hourly peak shaving requirements. These
holders have operating capacities of 1,000 Mcf and 6,000 Mcf for the Richmond and Passyunk plants, respectively.

Distribution Facilities - The principal gas distribution facilities consist of approximately 3,071 .
miles of main, 509,000 service pipes, 205 regulator stations, 598,000 active meters, miscellaneous valves,
instruments and other appurtenances. These are five different operating pressure systems; each system is connected
to the others by control regulators. The high pressure systems operate at approximately 110, 60 and 35 pounds per
square inch gauge (“psig"); the intermediate pressure systems operates at 5 psig; and the low pressure system
operates between 6 and 9 inches of water column (approximately .25 psig). The majority of customers are served
from the iow pressure system.

Approximately 59% of the mains are cast iron pipe, 33% are steel pipe, 5% are ductile iron pipe
and 3% are plastic pipe. Approximately 56% of the service laterals are steel and approximately 44% are plastic.

Other Facilities - PGW's executive and operating offices are located at 800 West Montgomery
Avenue which is a 150,000 square foot office building which was completed in 1988. The former office building at
that site houses a distribution and customer service dispatch center, operating stations and warehouse, management
information systems, a metal fabrication shop and a meter repair shop. Additional facilities include eight distriet
offices and three operating stations for customer service and distribution crews. There are also a warehouse facility
and an automotive maintenance and repair facility. The automotive maintenance and repair facility is responsible
for the upkeep of PGW's fleet of approximately 1,000 vehicles and equipment. PGW also maintains minor
automobile repair facilities at its operating stations. The First Series C Bonds will be used to purchase the 800 West
Montgomery Avenue property.

THE GAS COMMISSION
The Management Agreement provides for a five member Gas Commission consisting of the City
Controller {or his representative), ™o members appointed by City Council and two members appointed by the
Mayor, and vests in the Gas Commission the responsibility for overseeing the operation by PFMC of PGW. The
Cin-Controller holds office during his incumbency. The members appointed by the Ciry Council and the Mayor
each serve for terms of four years and hold office until their successors are appointed and qualified. The current
members of the Gas Commission are listed below:

Marian B. Tasco

Chairwoman - Mrs. Tasco currently represents the Ninth District in Philadelphia City Council.
Mrs. Tasco was appointed to the Gas Commission by City Council on August 2, 1992,

Jonathan A. Saidel

Mr. Saidel is the City Controller of the City. Mr. Saidel's current term of office as Controller and
his position on the Gas Commission commenced on Janvary 1, 1998.

Joan L. Krajewski

Mrs. Krajewski currently represents the Sixth Diswrict in Philadelphia City Council. Mrs,
Krajewski was appointed to the Gas Commission by City Council on April 7, 1998.

Barbara Adams, Esq.

Mrs. Adams was appointed to the Gas Commission by the Mayor on January 1, 1995, Mrs,
Adams is an attormey at the law firm of Duane Morris and Heckscher, LLP located in Philadelphia, Pennsylvania.

= : (24)



Royal E. Brown

Mr: Brown was appointed 1o the Gas Commission by the Mayor on August 8, 1996, Mr. Brown is
Senior Director, Treasury Services, Independence Blue Cross.

. The Management Agreement grants the Gas Commission certain specified powers and duties and
all other powers not specifically granted to PFMC. The powers and duties granted to the Gas Commission include
the fixing of PGW rates and charges, approval of personnel provided by PFMC, review of gas supply contracts for
approval by City Council, approval of changes in tests and standards of gas quality and pressure, approval of PGW's
operating budget, review of PGW's capital budgets and recommendations thereon to City Council, approval of.
certain loans, access to and review of all books, records and accounts of PGW, proscription of insurance
requirements, promulgation of standards for procurement and disposal of material, supplies and services and
approval of all real property acquisitions for further approvat of City Council.

PGW BUDGET, RATES AND FINANCING

The revenues which PGW uses to pay debt service on its indebtedness and to fund its operations
are derived primarily from the sale of gas and related services to its customers, Rate and tariff charges for the sale
of gas services are proposed by PGW based on, among other factots, anticipated revenues and expenses, required -
debt service coverage and need for funds for capital expenditures.

PGW Budget Process and Rate Changes

The Management Agreement, requires PGW to prepare an annual operating budget and an
operating forecast for the three years following the budget year. The operating budget and forecast are subject.to
the approval of the Gas Commission. PGW also prepares annually a proposed capital budget and a forecast for the
five years following the budget year. The capital budget and forecast are reviewed by the Dxrector of Finance of the
City and the Gas Commission and are forwarded to the City Council for approval.

Whenever a rate change is sought by PGW or other parties, the Gas Commission holds public
hearings on the proposed change at which PGW and other interested parties are permitted to present evidence 10
support their position with respect to the rates, Community Legal Services, Inc. was appointed by 'the Gas
Commission in 1988 to serve as Public Advocate in rate hearings to represent residential customers. The Gas
Commission issues orders based upon its findings. These orders may direct PGW 1o reduce expenses in certain
areas or increase spending on certain items or to undertake specific projects. The Gas Commission considers a
number of faciors before determining whether to accept, modify or reject the rate increases proposed by PGW. The
Gas Commission's .orders regarding rates may be appealed by PGW and other interested parties to the Court of
Common Pleas of Philadelphia County with further right to appeal to the Commonwealth Count.

Rates and Charges

The rates determined by the Gas Commission 10 be charged by PGW for providing gas and related
services, are subject to various statutory provisions. The 1975 General Ordinance, the 1998 General Ordinance and
the Management Agreement, the complete text of which was authorized by ordinance, each contain a rate covenant.
See APPENDIX C for a further description of the 1998 General Ordinance.

The Management Agreement directs the Gas Commission, without further authorization of City
Council, to fix rates and charges (other than charges 1o the City and the Philadelphia Board of Education, which are
subject to approval of City Councily which; together with other Project Revenues (as defined in the Management
Agreement), will in each fiscal year produce revenues sufficient, at a minimum:’

. (a) to pay all the operation and maintenance costs and expenses of PGW, including but not
limited to, depreciation, employee retirement costs and a management fee to PFMC not exceeding $750,000 in
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1998, 1o pay debt service (including sinking fund deposits) becoming due in such fiscal year on debt incurred for
PGW and to meet apglicable rate covenants; .

{b)7 1o make annual payments to the City in the aggregate principal amount of $18 miliion dollars;

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

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

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

requirements.

The Management Agreement also requires the rate schedules to be noadiscriminatory and based
on a-suitable and reasonable classification of the services provided, 1aking into consideration the nature and purpose
of the use, the quantity used, the time when used, the available supply of gas and other competing fuels, the
maximum demand and State and Federal laws, regulations and guidelines. The Gas Commission authorized the Gas
Works to grant a 20% discount to persons 65 years of age and over for residential use. ‘

The Philadelphia Home Rule Charter contains provisions which authorize the Department of
Public Property of the City, pursuant to standards determined by City Council, to fix rates and impose charges in the
amount necessary to yield the City at iéast an amount equal to PGW's operating expenses and debt service payments
(including sinking fund requirements), but only in the event PGW is not managed and operated pursuant to a lease
with an entity other than the City. Since PGW currently is, and since January 1, 1973 has been, managed by PFMC
pursuant to the Management Agreement, the Department of Public Property of the City currently does not fix rates
and impose charges as provided in the Philadelphia Home Rule Charter.

Cépital Improvement Program

The rates proposed by PGW and approved by the Gas Commission also take into account the
needs of PGW's capital improvement program {the "Capital Improvement Program™) which generally are funded by
the sale of revenue bonds, use of capital leases and internally generated funds ("IGF"). Net proceeds of revenue
bond sales are placed into restricted segregated accounts for the Capital Improvement Program and are requisitioned
for expenditures as required for the Capital Improvement Program or to reimburse PGW for expenditures made in
advance of issuance of bonds. For use of the proceeds of the First Series B Bonds, see "PLAN OF FINANCE AND
ESTIMATED SOURCES AND USES OF PROCEEDS." PGW determines its capital improvement requirements
from.projected customer additions, pipeline gas availability, peak day gas requirements, enforced relocation due to
highway and bridge construction and the need to maintain its plant and equipment in a safe, adzquate and relizble
manner. For further discussion of the Capital Improvement Program, - see "1997 Capital Budget and Forecast”
bel~w and APPENDIX B -"Independent Consultant's Report.”

The Gas Works® operating and capital plans contain provisions for compliance with year 2000
(“Year 2000"} readiness requirements for PGW’s major applications. Commencing in 1997, the Gas Works entered
into three initiatives consisting of a full review, evaluation and eventual remediation of potential Year 2000
problems in its computer network systems (sofrware and hardware) and other embedded programs at its main
offices, and all plant and other company locations. Additionally, certification is being requested from significant
vendors as to their compliance with Year 2000 readiness requirements. PGW has identified as its most vulnerable
areas the SCADA system, which is used to measure, supervise and control the flow of gas from the transmission
lines, and the computer legacy system. PGW is in the process of replacing both of these systems with Year 2000
compliant components. It is anticipated that this process will be fully implemented by December 31, 1999. If
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necessary modifications and conversions by PGW and those with which it conducts business are not completed
timely, the Year 2000 issue may have a material adverse effect on PGW’s operations.

The following table represents information reéarding actual net capital expenditures for each of

the five Fiscal Years 1993-1997: _
FISCAL YEAR

(Dolizr Amounts in Thousands)

(August 31)
1993 1994 1995 199 1997
Gas Supply ¥ 7,047 § 5979 $ 4,585 3 126 5 858
Distribution 33,044 35,398 34,657 31,205 37,719
Field Services 6,870 5,738 11,363 13,159 8,132
Other 3930 5452 2,022 _619 57193
Totat'™® $ 30.891 $ 52,567 $ 52.629 $ 45,109 $_52.502

Internally Generated
Funds ‘lto Fund Capital $ 12,100 5 o $ 9,600 § 24300 £ 47,100
Expenditures e .

" Net of reimbursements, contributions and salvage.

Internally Generated Funds

PGW provides for a portion of capital costs to be funded through the use of IGF. [IGF consists of
net revenues after payment of City charges which are available in part because of the level of debt service coverage
established by the Gas Commission and achieved by PGW's operations, See "Debt Service Coverage Ratio" below.
A decline in net revenues reduces 1GF and requires that the shortfall be funded fram the issuance of bonds or other
indebtedness or the incurrence of capital leases. In Fiscal Years 1993-1997, PGW generated approximately $93.0

miltion in IGF or 37% of actual capial expenditures in such five year period.

Gas Cost Rate

PGW's bipgest expense item is generally the cost of the natural gas delivered into its distribution
system. These costs are recovered on a dollar for dollar basis through the operation of the Gas Cost Rate ("GCR")

as authorized by the Gas Commission.

PGW is required to make an annval gas cost recovery filing with quarterly updates to the Gas
Commission. Prior to industry restructuring mandated under FERC Order No. 636, the cost of bundled pipeline
sales service was reviewed and approved by FERC. Because of reduced review by FERC, local distribution
companies face greater accountability and risks related to their purchasing practices for gas supply, transportation
and storage. The purchasing practices of PGW are reviewed by the Gas Commission. The Gas Commission
establishes procedures for determining appropriate gas purchasing costs.and a GCR factor applicable to firm service

customers.
The base rate established from time to time by the Commission in its rate proceedings.includes a
fue) component cost. The GCR is designed 1o permit PGW, on an annual or quarterly basis, to adjust its gas cost

charge 1o firm sales customers io approximate its actual cost of natural gas, PGW calculates its anticipated annual
cost for natural gas and allocates that cost 1o its customers on a Jevel basis for payment during the fiscal year. GCR
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collections are then matched against actual costs for the year 1o date, and the GCR is adjusted annually or quarterly
if necessary, to credit or charge customers in the upcoming period for overpayment or underpayment of natural. gas
costs to date. In 1997, PGW proposed a Purchased Gas Adjustment (“"PGA™) to adjust the GCR gas cost component
on a monthly basis. The PGA would allow more accurate market pricing signals for customers and would
significantly reduce the annual gas cost over/under collections which have varied between ten and twenty million
dollars in recent years. " - e

For Fiscal Year 1997, the base cost of fue] included in PGW’s base rate was $3.18 per Mcf, and
the'GCR rate was $1.4272 per Mcf. The Gas Commission has approved a2 GCR rate of $1.4272 per Mcf for Fiscal
Year 1998, effective for all applicable natural gas usage during Fiscal Year 1998. The annual GCR reconciliation
amounts (which reflect the difference between the GCR collections and the actual costs of the naturai gas delivered
into PGW's distribution system) was an undercollection of $17,323,871 in Fiscal Year 1996 and an undercoliection
of $11,001,276 in Fiscal Year 1997. These amounts were included by the Gas Commission in establishing the GCR
rates for Fiscal Year 1997and Fiscal Year 1998 respectively.

Fiscal Year 1997 Operating Budget

On May 15, 1996, PGW filed its 1997 Operating Budget with the Gas Commission. The filing
did not include a request for an increase in base rates. On September 24, 1996 the Gas Commission granted interim
approval of PGW's 1996-1997 Operating Budget that included the impact of strategic initiatives. PGW filed a
revised 1996-1997 Operating Budget on December 20, 1996 which included information on the impact of strategic
initiatives on the Operating Budget. On April 9, 1997, the Gas Commission approved PGW's revised 1996-1997
Operating Budget.

Fiscal Year 1998 Operating Budget

On June 17, 1997, PGW filed its 1998 Operating Budget (the "1998 Operating Budget") with the
Gas Commission. This budget was prepared on base rate levels then in effect as approved by the Gas Commission
on December 19, 1991. The filing did not present a request for an increase in base rates. On July 9, 1997, PGW
filed revisicns to the Operating Budget impacted by revisions of the Gas Cost Rate previously filed on June 30,
1997, On September 19, 1997, PGW filed further revisions to its Operating Budget based on a revised GCR for
Fiscal Year 1998. PGW filed the last revision 1o its Fiscal Year 1998 Operating Budget on October 3, 1997, which
included an updated financing plan which propesed a $75.0 million revenue bond issue. Qn October 29, 1997, the
Gas Commission approved the [998 Operating Budget.
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1998 Capita) Budget-and Forecast

PGW's praposed Capital budget for Fiscal Year 1998 and its five year forecast were filed with the
Gas Commission an June 17, 1997. On September 18, 1997 PGW filed a revised 1998 Capital Budget and Forecast
that "included the impact of strategic initiatives and capital leases. On October 29; 1997 the Gas Commission
forwarded the proposed Capital Budget to the City Council with a favorable recommendation for approvar Cxty

" Council approved PGW's 1998 Capita! Budget on December10, 1997 .

The Fiscal Year 1998 Capital Budget and Forecast in the net amounts of $79.6 million and $277.0
million, respectively, provide funds for the customary maintenance, construction and replacement items necessary
10 continue service to PGW's customers. Over 33% of the gross Fiscal Year 1998 Capital Budget and
approximately 85% of the five year forecast expenditures are for replacement of facilities to ensure continuing safe,
reliable and adequate service. The largest portion of the 1998 Capital Budget is allocated to the Distribution
Department and the second largest portion is represenied by the "Other” category, which is primarily for
Information Technology (“IT™).  Unlike the Distribution Department budget which recurs in similar amounts
annually, the 1T budget includes one-time expenditures and does not recur in a similar magnitude throughout the
forecast years, Most mainframe systems at PGW are budgeted for replacement during 1998. The balance of the
projected Capital Budget expenditures are included to provide new and expanded gas service to present and future
customers. For a discussion of the Fiscal Year 1998 Capital Budget and Forecast, see APPENDIX B - “Independent
Consultant's Repori-Capital Improvement Program.”

SUMMARY OF STATEMENTS OF INCOME

Information for the Fiscal Years ended August 31, 1997 and 1996 should be read in conjunction
with and was derived from the audited financial statements and notes in APPENDIX A hereto. The financial
information presented below for the seven months ended March 31, 1998 and 1997, are unaudited and were
prepared by the management of PGW on the same basis as the audited financial statements included elsewhere
herein. in the opinion of management, the financial informaiion includes all adjustments necessary to present fairly
the information set forth therein,

(DOLLAR AMOUNTS IN THOUSANDS) Seven Months Ended
Fiscal Years Ended August 31 Mareh 31{uraundited)1}
£ 591 T 5% JEG 1997 19%
Operating Revenues ©5$526977 5573519 $ 478950 $ 576,048 $ 550,970 $422,351 5388,503
Operating Expenses
Narural Gas & Raw Material 243.274 274,103 213,645 276,856 211,631 123022 200,741
Gres Processing 21,458 To21.822 18,645 14,846 14,238 9,194 9,063
Field Services 20,100 23,036 17,448 18,492 18,883 12,450 12,139
Distribution 20,674 " 25003 19,561 22,817 10,454 13,182 12,025
Customer Activities 61,672 76,821 18.593 73,029 69,722 51.037 51,191
Administrative & General 39,960 36,792 44,593 44,997 45,200 27,307 32,899
Pensions o 12469 12,712 4,462 1,337 4,594 2,668 2.603
Taxcs, other than income 8,127 11,615 5,999 6,532 5,517 3,886 3.926
Depreciation 23.010 23.776 24277 33,769 31,848 18,578 19615
Total Operating Expenses § 450,734 5 505.681 § 427,323 5 498.675 § 483.084 5 361364 § 344,202
Operating income {Loss} 5 76233 $ 652318 s 51927 § 77508 5 57,886 5 60,987 4430
Interest and Cher lncome 11.203 6.989 29.293 1.668 7.514 2.225 1548
Income before interest expense 87.436 75.217 81.020 85,041 75.400 63,212 45,849
Inierest Expense 53,967 55,516 55.146 53,736 51,429 25.992 30,343
Net Income (Loss) (2) . § 33469 § 19711 § 2521 5 3i.308 5 a9 5 33220 5. 153506

) Provided by PGW Management. Interim results are not necessarily indicative of year-end results as certain
revenues and expenses are seasonal.
) Net Income is before payment of the $18,000,000 Base Payment portion of City Charges.
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Debt Service Coverage Ratig

The annual operating budget approved by the Gas Commission estimates the level of revenues
requircd 10 reach at least the minimum debt service coverage (“DSC™) ratio mandated by the 1975 General
Ordinance and the 1998 General Ordinance. The following table presents historical revenue and debt service
coverage calculated under the 1975 General Ordinance. ) C o

HISTORICAL REVENUES AND DEBT SERVICE COVERAGE

1993 1994 1995 1996 1957
Operating Revenues 5526977 8573919 5478950 $576,048 $550,970
Interest and Other Income 11,203 6,989 29,293 7.668 1,544
AFUDC (Interest) ) 608 731 301 173 45
Tota! Revenues $538,788 5581639 $508.534 $583.889 $558.529
Adjusiments 762 {1,606) £128 {1,061) (1.045)
Project Revenues $539,550 £580,031 5309672 $582,828 $557 434
Operating Expenses 450,744 505,681 437,223 498,675 483,084
Less:
Depreciation 27,185 1513 28,755 39,062 35,652
Other Adjustments (1.640) (1.502) T28 1277 875
Net Operating Expenses 5425199 5479270 5392240 $458,336 3445557
Wet Revenuts 5114351 5100,763 5111932 5124,492 $111.927
Dbt Service Requirgments:
59.189 67,140 74,518 74,518 74,523
Revenue Bonds . . 2,243 4249 6,193
PMA/Capital Leasing 2,250 1,775 2,641 2,103 1.230
Commercial Paper Notes
Total Debt Serviee §74,439 ¢ 5689158 £79.402 580.870 581.946
Net Project Revenues
. $42.912 $31,843 $32.530 $43.622 $29.981
Anxailable for other purposcs
Debt Service Coverage:
1.65 1.56 1.50 1.467 .50

Revenue Bonds

Management's Discussion and Analysis of Results of Operations and Financial Condition

Results of Operations Fiscal Year 1997 Compared with Fiscal Year 1996

Operating Revenues - Operating Revenues were $551.0 million, $25.0 million or 4% Jower than
the 1996 level. This decrease was primarily aftributable to the much warmer weather experienced in 1997
compared to the record breaking conditions of 1996, Degree days in 1997 totaled 4,622, a decrease of 547 degree
days or 11% from the 5,169 degree days experienced in 1996. Sales volume in 1997 declined by 8.1 bef or 10%
from 1996 levels. This decline in sales volume impacied all categories of sales, including Residential, Commercial,
Industrial, Interruptible and Transportation service.

Cost of Fuel - The cost of gas utilized decreased by $5 million or 2% to $271.6 million in 1997
compared with $276.6 in 1996. The volumes of gas sold decreased by 10% as a result of the warmer weather,
partially offset by an increase in the unit cost of PGW's gas supply. Variations in the cost of purchased gas are
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passed through to customers under the Gas Cost Rate {"GCR") provision of PGW's rate schedules. Over recoveries

or under recoveries of purchased gas costs are subtracied from or added to gas revenues and are included in current
. e s P . , -

assets or [iabilities, thereby eliminating the effect that recovery of gas costs would otherwise have on net income.

Other Operating Expenses - Total operating and maintenance expenses decreased by $8.7 million
or 4.6% from -1996. Resources were. reallocated during 1997, from field services and.diswribution -activities to..
customer service improvements, marketing, infrastructure improvements and bad debt reductions. Costs of
infrastructure, marketing and service improvements were more than offset by reductions in all other categories of
expenses, especially bad debt expense which declined by §4.9 million or 12.7%.

Bad debt expense in 1997 totaling $33.5 million was 12.7% below the 1996 level based on the
latest accounts receivable collectibility evaluation. As a result of the continuation of successful collection. programs,
the accumulated provision for uncollectible accounts at August 1997 reflects a balance of $77.1 million, compared
with $83.2 million in 1996.

Depreciation expense decreased. $2 million in 1997 compared with 1996 primarily due to the
implementation of a lower composite depreciation rate resulting from the-completion of a comprehensive
depreciation study. The composite straight-line depreciation rate was 3.2% in 1997 compared to 3.5% in 1996.

Interest Expense - Total interest expense decreased $2.3 million in 1997 compared with 1996
primarily due to scheduled maturities of long-term debt and reduced interest costs on PGW's Tax-Exempt
Commercial Paper program reflecting both lower rates and lower outstanding balances.

Net Income - Net income before distribution to the City for 1997 was $24.0 million, compared
with $31.3 million in 1996. This decline resulted primarily from decreased margins due to substantially warmer
weather in 1997 when compared to 1996,

Ratios and Coverages - PGW's bond debt capitalization ratio was 72% in 1997, compared to 73%
in 1996. PGW has a mandatory debt service coverage ratio of 1.50 times on bonds issued under the 1975 General
Ordinance. In 1997, the debt service coverage ratio was 1.50 times bond debt service compared to a debt service
coverage ratio of 1.67 times bond debt service in 1996.

Long-Term Debt - During fiscal year 1997, PGW entered into Capital Equipment Leases of $23
million to partially fund capital expenditures. No new revenue bonds were issued in 1997. Total long-term debt
outstanding including the current portion was $728.1 million in 1997, compared with the $739.4 million in 1996.

Short-Term Dabt - Due to the highly seasanal nature of PGW's business, short-term debt is used
to meet working capital requirements, PGW, pursuant to the provisions of certain Ordinances and Resolutions of
the City, may sell shori-term notes in a principal amount which, together with interest, may not exceed
- $£100,000,000 outstanding at any one time.: These notes are intended to provide additional working capital and are
supported by an irrevocable leiter of credit and a security interest in PGW's revenues. The notes outstanding at
August 51, 1997 had an average weighted interest rate of approximately 3.68% and an average term to maturity of
34 days. The principal amounts outstanding at August 31, 1997 and 1996 were $30.0 million and $15.0 million
respectively.

Capita! Expenditures - Capital expenditures for construction of distribution facilities, purchase of
equipment and other general improvemeats were $52.5 million in 1997 compared to $45.1 million in 1996. During
1997, PGW funded $47.1 million or 90% of its capital expenditures through internatly generated funds, compared
to $24.5 million or 54% in 1996.

Results of Operations and Financial Condition - Fiscal Year 1998
Fiscal Year l998lhas been one of the warrnest in the City's history. Based on six months of actual

results (September 1997 through February 1998), actual weather conditions of March and April 1998 and
projections based upon other current information, PGW currently estimates that the number of degree days for
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Fiscal Year 1998 will be 4,000, which is 600 fewer days or 13% less than budgeted. This 13% decrease has
affecied PGW's sales: Management projects a drop in firm sales, compared to budgeted amounts, of approximately
6,500 MMcf, a decrease of 10.5%. Firm sales, which primarily consist of heating load, tend to be directly affected
by changes in the weather, Residential and commercial categories of firm sales are estimated to fall 10.5% and
10.0%, respectively. Sales to interruptible customers are estimated .to increase slightly (2.5%), 10 9,800 MMcf due
to the availability of gas which was not required for firm, customers due 10 the warmer weather. Transportation
service volumes are projected 1o 'be down substantially, 2,200 MMecf or 27% from budoeted volumes, primarily due
to the apparent financial/contractual difficulties being experienced at the Grays Ferry cogeneration facility for which

PGW transports, but does not supply, gas.

i

The foregoing decline in sales and transportation service has a significant’ effect on income
currently projected to be received in Fiscal Year 1998 as compared to budgeted income. Tola! operaung revenues
are estimated to decline from the budgeted level of $562.8 million to about $515.1 million, a decrease of $47.7
million {8.5%). In order to offset that decline and meet the rate covenant under the 1975 General Crdinance, PGW
has initiated a series of expense reductions, as budgeted, and other initiatives. Total reductions and savings from
initiatives are projected to be approxlmately $i8.7 mllllon At May 1, 1998, approximately $14.0 million of such
reductions had been realized. The remaining $4.3 million of reductions and initiatives are expected to be realized
by August 31, 1998. The reductions and initiatives consist of (1) a reduction in the reserve for bad debts (savings of
£3 million); (2) 2 reduction in labor costs for overtime associaied with normal winter and routine operations, and
personnel reductions achieved through a hiring freeze (savings of $5.5 million); (3) restricted spending (savings of
$2.25 million); (4) a reduction in point of sale expense resulting from lowered sales and the delayed roll out of new
products and services {savings of $1.5 million); (5) reduction in pension actuarial expense as a result of over-
funding (savings of $2.7 million); and (6) a recognition of the ahead of schedule ten-year amortization of the
customer responsibility program arrearage (savings of $3.75 million). In addition, the refunding of cerain
outstanding Gas Works revenue bonds will result in $ 7.6 million in debt service savings.

PGW expects to meet the rate covenant under the 1975 General Ordinance for Fiscal Year 1998 as
a result of these expenditure’ reductions and other initiatives.

Regulatory Matters

During 1992, as part of the operating budget and GCR tariff hearings, the Gas Commission
ordered PGW to perform the following actions: 1) 1o file by February 1, 1992 a proposal to secure limited Gas
Commission authority for the recovery through PGW’s fuel cost adjustment clause of both gains and losses on
financial hedging contracts for natural gas purchase on the futures market; and 2) to file with the Gas Commission
by March I, 1993 a proposal, either separately or jointly with the Public Advocate to define procedures to maintain
the appropriate level of confidentially for the disclosure, and discussion, of proposed natural gas purchase contracts.

The required filing on hedging authority was made on February 1, 1993, Subsequent thereto, the
Gas Commissiorn. instituted 2 number of additional hedging/risk management investigations. As a result, on May 5,
1598 the Gas Commission closed the proceedings without taking any action on the proposal.

The required filing to define procedures for maintaining appropriate levels of confidentiality for
commercially sznsitive data contained in natural gas purchasing comracts has been made and jointly stipulated to by
PGW and the Public Advocate. It is currently awaiting action by the Gas Commission.

In August 1997, PGW filed with the Gas Commission a weather normalization adjustrnent
(“WNA") proposal with respect 1o PGW Gas Service Tariff No. 0. The WNA was intended to stabilize PGW's
non-gas margins. from variations in weather. A revised proposal was filed by PGW on March 10, 1998. Following
the recommendation of the hearing officer, and exceptions filed thereto, on May 5, 1998, the Gas Commission
denied PGW's request to add the WNA clause, but instructed PGW to undertake a cash flow stabilization review
and file a report no later than three weeks prior to the Gas Commission’s October 1998 meeting. The Gas
Commission has instructed PGW 1o consider during its review: (A) restructuring rates to (i) incorporate more of
PGW's fixed non-fuel costs in the customer charge, {ii} unbundle charges for bundled services such as billing and

(32)



meter reading and (iii) move additional non-fuel casts out of the GCR, (B) establishing a cash reserve in colder-
than-normal years to provide more flexibility in warmer-than-normal years; {C) using insurance or other financial
products 1o limit exposure 10 weather variations: and, (D} restructering PGW's gas management function, including,
but not limited to, the use of third party precurement and/or management services for ali or part of PGW’s supply
and/or transportation requirements. Following a review of the repor. the Gas Commission will provide PGW with
-direction as to which option or combination of options, which may include WNA, the Gas Commission is likely to
support.

PGW is involved in several other proceedings before the Gas Commission, including the proposed

tariff medifications for (i) a PGA clause (see “"PGW BUDGET, RATES AND FINANCING - Gas Cost Rate””

above) and (ii) a.conversion 1o billing on a dekatherm basis. The PGA is intended 10 minimize annual over/under
recoveries of gas costs via a monthly adjustment of rate during the winter period. The conversion to a dekatherm
billing was inlended to allow all billing 16 be done in dekatherms other than MCFs 50 as to bring PGWs billing in
line with industry practices. The Gas Commission denied PGW's request for dekatherm billing at its June 2, 1998
meeting. However, PGW was granted the right to resubmit its request for dekatherm billing at a later date.

GAS SUPPLY AND REGULATION

In 1992, the Federal Energy Regulatory Commission {("FERC"} issued Order 636 which ~

restructured the interstate pipeline industry to provide non-discriminatory, open-access to all transporters. All
interstate pipelines regulated by the FERC were required 1o exit the gas supply business as a result of Qrder 636.
The interstate pipelines were historically permitted by the FERC to pass through, on a doltar-for-dollar basis, all of
their gas supply costs 1o the pipelines’ customers. Therefore, the revenues of the pipelines pledged to their bonds
remained unchanged by Order 636 simply because of the historical pass-through nature of the pipelines’ gas supply
CODSsIS.

In the restructured, unbundled marketplace resulting from Order 636, PGW had to contract
individually for its gas supply, storage and-transportation requirements on the pipelines. PGW now has in place
firm contracts for natural gas supply with eight producers, marketers and aggregators, for afl of its firm
requirements. Further. it has contracted for natural gas storage services with five different pipeline affiliates'
operating storage facilities. This permiits the injection of summer supply and its storage and subsequent withdrawal
o meet higher winter demands of its firm heating customers, Finally, it has contracted for firm transportation
service with the two directly connecied pipelines. as well as with the necessary upstream pipelines feeding these
pipelines, to deliver all volumes purchased. togesher with those volumes withdrawn from storage.

The two interstate pipelines delivering natural gas to PGW have limited delivery capacity and
cannot meet PGW's peak-day or winter season requirements. Therefore, PGW owns and operates supplemental
LNG and Propane-air facilities to meet incremental demand in excess of flowing gas and underground storage
supplies. PGWs supplies of natural gas and LNG are adequate to meet its projected demand under either normal or
design (colder than normal} conditions in the future. The use of the propane-air facility, however, is not anticipated
under current requirements and-it is therefore, at present, temporarily maintained in an iractive mode of operation,

Competition

PGW competes to supply natural gas 1o interruptible customers who are capable of switching to
alternative fuels, including fuel oil, propane and eleciricity. PGW also competes to supply natura} gas to
transportation customers who might seek 1o buy gas from any supplier and use PGW's distribution system for
transportation of that gas. PGW has negotiated contracts with such customers. In addition, PGW's rate schedules
offer gas transportation service, firm and interruptible, to potential customers. PGW also has Boiler and Power
Plant Services {(BPS) and Load Balancing Service (LBS) salés rates that permit discounts to compete with
alternative fuels, provided that the rate per Mcf is not less than 110% of the avoided gas costs for gas sold under
these rate schedules. PGW is currently reviewing all rate schedules and will be proposing a new rate schedule with
expanded choices, 1o allow PGW to compete in a deregulated market place. If proposed legislation of customer
choice becomes law in the Commonwealth of Pennsylvania, and if it applies 10 PGW, then all other classes of
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PGW’s customer base will be subject to competitive threat. PGW is aggressively implementing improved customer
service initiatives, cost reductions, efficiency improvement programs, and pricing options to improve its ability to

compete,

Naturai Gas

In Fiscal Year 1993, naturat gas expenses rose by 331.5 million or 15% from the previous level.
This increase was mainly the result of higher pipeline supplier prices and additional sendout requirements. These
increases were offset, in part, by a rise in the refund received from pipeline suppliers.

Natural gas expense for the 1994 Fiscal Year increased by $29.7 million or 12% from the previous
year to a total of $272.9 million. This was the result of greater sendout requirements reflecting the colder winter
heating season and higher pipeline supplier prices. In addition, a decline in the leve!l of natural gas-refunds recejved
from pipeline suppliers further contributed to the added expense.

in Fisca) Year 1995, natural gas costs declined by $59.4 million or 22% from the prior year's leve!
10 a total of $213.5 miltion. The substantially warmer winter heating season was principally responsible for reduced
sendouit requirements combined with lower pipeline supplier prices. Natural gas refunds received from pipeline
suppliers were higher than the previous period further reducing natural gas expenses. :

‘ Natural gas expenses for Fiscal Year 1996 increased by $63.1 million or nearly 30% over the
previous year's level, Lo a 1o1al of §276.6 million. A 23% rise in degree days compared to the previous vear resulted
in greater sendout requirements during the winter heating season, while higher prices from pipeline suppliers added
to the natural gas cost. A decline in refunds received from pipeline suppliers further contributed to the additional

costs in Fiscal Year 1995.

z1n Fiscal Year 1997, natural gas expenses decreased by §4.9 million or 2% from the prior year to a
level of $271.7 million. "Sendout requirements were substantially less reflecting a relatively normal winter period
compared to Fiscal Year 1996 and refunds received from pipeline suppliers were slightly higher. These reductions

were offset, in part, by higher pipeline supplier prices.
Status of Richmond LNG Plant Air Pollution Permitting Process

The “Air Pollution Permitting Process™ requires that a, plan (the “Plan™), describing PGW's
strategy for compliance, be submitted for approval. After approval of the Plan, an application has to be submitted
with procedures and timetables for implementing the items in the approved Plan such as construction, start-up and

lesting.

The Plan was submitted on time and is awaiting final action by Philadelphia Air Management
Services Department (“Air Management™). Based on informal discussions with Air Management officials and also
based on the fact that the Plan was established with significant input and negotiations involving these same officials,

PGW anticipates a favorable response.

Five Year Summary of Gas Sales

Total gas sales for PGW are comprised of sales to firm and interruptible customers.  Firm
customers receive gas service under various schedules which anticipate no interruptions in the delivery of natural
gas. Firm service is sold to residential, commercial and industrial customers depending on the type of service
required and represented 85.5% of total gas sales by volume in Fiscal Year 1997. Interruptible sales service is
offered to customers under schedules or contacts which articipate and permit interruptions on short notice,
generally in peak-load periods. Interruptible service is sold to high volume commercial and industrial customers
“and represented 14.5% of total gas sales in Fiscal Year 1997. (See "OPERATING DATA" below for a five year

summary of gas sales).
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Gas sales in Fiscal Year 1993 totaled 75.3 billion cubic feet (“bef™), an increase of 3.5 bef from
the prior year. Temperatures during the Fiscal Year 1993 heating season were lower than normal (a "normal year”
is 4,600 degree days)"FésuIting in 4,731 degree days, an increase of 131 degree days from normal and 189 degree
days or 4% more than experienced in the previous fiscal year. Sales to firm. customers of 63.0 bef were 1.9 bef
higher than the previous year. Associated interruptible revenues increased by 25% to $46.7 million.

Gas sales in Fiscal Year 1994 totaled 74.9 bef, a decrease of 0.5 bef from the prior year.
Temperatures during the Fiscal Year 1994 heating season were fower than normal resulting in 4,998 degree days, an
increase of 398 degree days from normal and 267 degree days or 5.6% more than experienced in the previous fiscal
year. Sales to firm customers of 65.3 bef were 2.3 bef higher than the previous year. Associated interruptible
revenues decreased by 22% to $36.3 million as competition from lower fuel oil prices lowered demand for gas.

Gas sales for Fiscal Year 1995 totaled 67.8 bef, a decrease of 7.1 bef from the prior year.
Temperatures during the Fiscal Year 1995 heating season were higher than normal resulting in 4,200 degree days,
an. decrease of 400 degree days from normal and 798 degree days or 16% less than experienced in the previous
fiscal year. Sales to firm customers of 56.2 bef were 9.1 bef lower than the previous year. Associated interruptible
revenues increased by 12% to $40.5 million as competition from lower fuel oil prices lowered demand for gas. .

Gas sales in Fiscal Year 1996 totaled 75.8 bef, an increase of 8.0 bef from the prior year. -
Temperatures during the Fiscal Year 1996 heating season were lower than normal resulting in 5,169 degree days, an
increase of 569 degree days from normal and 969 degree days or 23% more than experienced in the previous fiscal
year. Sales to firm customers of 65.4 bef were 9.2 bef higher than the previous year. Associated interruptible
revenues increased by 7% to $43.3 million.

Gas sales in Fiscal Year 1997 totaled 69.9 bef, a decrease of 5.9 bef from the prior year,
Temperatures during the Fiscal Year 1997 heating season were lower than normal resulting in 4,622 degree days, an
increase of 22 degree days from normal and 547 degree days or 11% less than experienced in the previous fiscal
year. Sales to firm customers.of 59.8 bef were 5.6 bef lower than the previous year. Associated interruptibie
revenues increased by 2% to 544.2 million,

Accounts Receivable

Gas accounts receivable as of March 31, 1998 were 325 million less than the balance for the
previous twelve months. This 13% decline is due primarily 10 a weather related reduction in revenues. Delinquent
gas accounts receivable as of March 31, 1998 were $21 million less than the balance for the comparable period.
This 16% decline is due in part to an increase in customer accounts written off, a weather related reduction in
revenues and improved collections.
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ACCOUNTS RECEIVABLE, RESERVE FOR BAD DEBT, WRITE-OFF
EXPENSES, DELINQUENT CUSTOMERS AND REVENUE STATISTICS
{Dollars in Thousands)

Fiscal Years Ended Angust 31,

1993 1994 1995 199 1997

Billed Gas Revenues ' ’

During the Year $526,723 $554,212 £477.601 £539,119 £548 455
Accounts Receivable at

Auvgust 31, 132,574 171,730 140,002 143,303 132,560
Reserve For Bad Debt 54,565 73,772 79,195 83,214 77,100
Net Accounts Receivable

af August 31, 78,009 97,958 60,807 60,089 55,460
Reserve For Bad Debt as '

a Percentage of Accounts

Receivable 41.2% 43.0% 56.6% 58.1% 58.2%
Net Write-Offs during the Year $28.355 $23,927 $37.518 $33,975 . $39,149
Receivable as a Percentage

of Billed Gas Revenues 25.2% 31.0% 29.3% 26.6% 24.2%
Delinquent Customers

{Annual Avcrage) 145,092 143,613 112,712 119,806 120,903
Delinguent Customers at

Auzust 31, 145,298 12117 114179 115,618 118,925

AGING ANALYSIS OF GAS ACCOUNTS RECEIVABLE
(Dollar Amousnts in Thousands)
As of March 31, 1998

Customer 90 Day Delinguent
Classifications Current® 30 Davs 60 Days & Over Total Accounts
Residential &

Small. Commercial $472.434 $26,152 518,793 $47.804 5 135,183 5 92,749
Industrial &

[.arge. Commercial 9,163 3,823 1,244 1,270 15,500 6,337
Final Billings (a) 7517 855 979 12,830 15.421 14. 664
Total {b) $ 82,354 £30,830 521,016 561,904 $ 166,104 3113750

As of March 31, 1997

Customer S0 Day Delinquent
Classifications Currept® 30 Davs 60 Davs & Over Total Accounts
Residential & —_— —_— —_—

Smalli\Commercial §43,363 $29.822 $21,791 . 554,065 § 149,041 $105.678
Industrial &

Large Commercial 9,557 3518 2376 905 16,357 6.800
Fina! Biliings (a) 712 1228 1,354 9425 T 12,724 12.012
Total (b) $ 53,632 134,568 525.526 $64.395 5178122 % 124,490
(a) (as service on these accounis has been terminated. These accaunts include bath valuntary and iavoluntary terminations.

(&) This amount represents Gas Accounts Receivable and does not include other misceliancous Accounts Receivable which would be
included in the Accounts Receivable figures on the preceding chan.
* Current includes all amounts under repayment agreements regardless of age.
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SELECTED OPERATING DATA -

The fo!fibwing data are based upon the records of PGW. For further information, see
“"APPENDIX A - Financial Statements of PGW for Fiscal Years Ended August 31, 1997 and 1996.”

SELECTED OPERATING DATA -~ r-
{(Dollars in Thousands)

FISCAL YEARS ENDED AUGUST 31

1993 199 1998 199 1997
Degree Days 4,731 4,998 4,200 5,169 4622
% of nommal {4.600% .
degree days 103% 9% 91% 112% 100%
Maximum 24-Hour Sendout
(Mcl) - 591,425 752,707 541,343 620,373 661715
Peak-day Avgp. Temperature (Degrees) 20 2 16 1 12
Gas Revenues & Sales By .
Custamer Classification - >
Gas Operating Revenues
Residential:
Heating $347.665 £378.815 §312.885. $360,820 $367,013
hon-Heating 25420 25,747 22,806 21,754 22112
Industrial and Commercial
Firm 81,321 88,887 78.132 88320 90,047
Int=rruptible 46,556 36,253 40,502 43,266 44,247
Gas Transponation 621 380 1,307 1,108° 1,441
Other.pas revenues (Municipal, Phila, Housing
Authonty ("PHA"), Unbilled revenues, and the
GCR Adjustment 16.051 31.819 17.347 53,592 18,822
Totai Gas Revenues $517.635 5561901 5472980 §568.860 $543:782
Other Operating Revenues 9.342 12.018 5970 7.188 7,188
Total Qperating Revenues $526.97% 3573919 3478950 5576.048 §550,970
Other income 11.203 6,989 26,293 7,668 7.514
Total Revenues and Other Income s §$538.12%0 $580,908 $508.243 5583716 5558,484

o
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. SELECTED OPERATING DATA (Cont'd.)
(Dollars in Thousands)

FISCAL YEARS ENDED AUGUST 31,

1993 1998 1995 199 1997
Summary of Customers At End of Period ’ -
Residential 499,189 493,606 492 601 490,614 486,716
Industrial and Commercial:
Fim 23,898 23,930 24 066 23,509 24.165
Intermuptible. 416 413 423 441 454
Municipal and PHA 2 2 2 2 .2
Total Customers 523,505 517.95] 517,092 514,966 511,337
Gas Sales By Classificarion (Mmef)
Residential:
Heating 46,327 48,355 41,240 48917 44 556
Mon-Heating 2,583 2,833 2,506 2413 2353
Industrial and Commercial: '
Firm 10,383 10,97 9,409 10977 10,790
Interruptible 12,324 9.519 11,563 10,153 %816
Other 3.437 3.177 2.891 3.365 3,066
Tota! Gas Sales & Transport 75,354 74,860 67,806 75825 69,881
Supply & Disposition Of Gas {(Mmel)
Natura) Gas Putchased 19,363 85,294 69,971 77.882 74,069
Liquefied Parcteum o] 134 ] 0 I
Liquified Natural Gas 3,330 4,230 2,282 4,287 4,062
Tatal Gas Supply 82,693 85,658 73253 82,168 78,131
Deduct:
Additions to {Withdrawais) from
Gas Storage 1.974 3,337 (1.128) - (899) 394
PGW"s Use and Other 5363 7.461 5.572 7,243 7.856
Total Gas Sales 75353 74,860 67,809 75,825 69.38)
Average Monthly Usage of
Residential Customers {Mef):
Heating 9. 9.8 83 9.8 %.0
Nan-Heating 23 29 2.7 27 26
Average Monthly Bill O
Residential Customers:
Heantng $72.50 376.60 $63.00 $72.42 $74.33
Non-Heating §24.32 5£26.28 $24,i2 $24.10 525,50

Risk Management

PGW has begun the process of implementing a risk management program. Draft policy and
procedures have been developed, information systems are being installed, and in-house training has been completed.
PGW plans to conduct a simulation program and thereafier finalize its risk management policy and procedures.

Insurance

PGW is exposed to various risks of loss related 1o torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. PGW is principally insured through
insurance carriers. PGW 's property is insured against the risk of foss or damage, in the amount of $250,000,000 per
occurrence with a $100,000 deductible subject, however, to an annual aggregate limit of $100,000,000 for
earthquake and an annual aggregate limit of $50,000,000 for flood, generally, and to lower flood limits as to the
Richmond Plant. A deductible of $250,000 applies to specific storage tanks at the Passyunk Plant. In addition,
PGW maintains boiler and machinery, blanket crime, and other forms of property insurance. With respect to
incidents arising berween October ], 1986 and-Apgust 13, 199] and between September 1, 1994, and August 31,
1996, PGW maintained policies of liability insurance insuring against the risk of damage or injury to the public for
$25,000,000 in excess of $500,000 for any one incident, generally without aggregate limits. Effective September 1,
1996 PGW increased its policies of liability insurance against risk of damage or injury to the public to $35,000,000.
Effective September 1, 1991 through August 31, 1994, the liability insurance retention level was increased from
$500,000 to $2,000,000 for any one incident. Where PGW and PFMC have potential liability, PGW will defend
against the actions and make settlements on behalf of PGW and PFMC with respect to losses incurred by PFMC and
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- PGW up 10 $500,000. PFMC and PGW are insured under the same liability policy insuring against risk of damage
or injury to the public., PGW also maintains $25,000,000 of workers' compensation insurance in excess of $500,000
per incident for on-duty injuries to employees. During the last three fiscal years, no claim settlements have
exceeded the leve! of insurance coverage. Noné of PGW 's losses have been settled with the purchase of annuity
contracts.

R

LITIGATION

In the normal course of their business operations, PGW and/or PFMC are from time to time sued
or threatened with litigation. Most frequently such litigation alleges property damage or personal injury to third
parties. However, other forms of litigation also arise from time to time. PGW is aware of no litigation pending or
threatened which 2lone or in the aggregate would have a material adverse effect on PGW’s operations or financial
condition. PGW believes it has set aside sufficient reserves to meet liabilities arising out of litigation to the extent
not covered by insurance,

UNDERWRITING

Pursuant to a Purchase Contract, the Underwriters have jointly and severally agreed, subject to
certain terms and conditions, to purchase the First Series Bonds from the City for a purchase price of
$285,034,661.19, which is equa) to the par amount of $287,185,000.00, less the underwriters’ discount of
$2,066,147.06 and original issue discount of $84,191.75, plus accrued interest. The Underwriters' obligations
pursuant to the Purchase Contract are subject to certain conditions precedent. The Underwriters are obligated to
purchase all of the First Series Bonds, if any are purchased. '

RATINGS

It is expected that Moody’s Investors Service, Inc. and Standard and Poor’s Ratings Group will
assign ratings of “Aaa” and “"AAA", respectively, to the First Series Bands subject to their issuance, based-upon the
issuance of the Policies. Any explanation of these ratings may only be obtained from the rating agencies. A credit
rating is not a recommendation to buy, sell or hold securities. No assurance is given that such ratings will be
maintained for any given period of time or that they may not be lowered or withdrawn entirely by the rating
agencies if, in their judgment, circumstances so warrant. Any such downward change in or withdrawal of any of
such ratings may have an adverse effect on the market price of the First Series Bonds.

TAX MATTERS

Federal Tax Exemption

In the opinion of Co-Bond Counsel, under existing law, interest on the First Series Bonds is
excluded from gross income for federal income tax purposes. The opinion set forth in the preceding sentence is
subject to the condition that the City comply with all requirements of the Intemal Revenue Code of 1986, as
amended (the “Code™), that must be satisfied subsequent to the issuance of the First Series Bonds in order that
interest thereon be {or continue to be) excluded from gross income for federal income tax purposes. Failure to
comply with certain of such requirements could cause the interest on the First Series Bonds to be so included in
gross income retroactive to the date of issuance of the First Series Bonds. The City has covenanted to comply with
all such requirements.

In the opinion of Co-Bond Counsel, under existing law, interest on the First Series Bonds is not an
item of tax preference for purposes of the federal alternative minimum tax applicable to individuals and
corporations. The Code, however, also includes in the computation of the alternative minimum tax applicable to
certain corporations (as defined for federal income tax purposes) a tax preference item computed with respect to the
corporation’s adjusted current earnings, Because adjusted current eamings of a corporation would generally include
tax-exempl interest recejved, a corporation may be subject to an alternative minimum tax upon receipt of interest on
the First Series Bonds.
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The -Superfund Amendments and ‘Reauthorization Act of 1986 includes, among other things, a
provision which imppses an environmental tax (the “Environmental Tax™) on corporations based on the excess of
“modified aliernative minimum taxable income” over $2.000,000 for taxable years beginning before January 1,
1996. Since modified alternative minimum taxable income is generally defined in the same manner as alternative
minimum taxable income, to the extent that interest on the First Series Bonds is inciuded in adjusted current .
earnings, such interest may. subject a corporation.to the Environmental Tax. . On the date hereof, the Environmental , .
Tax has not been reauthorized with respect to taxable years beginning on or after January 1, 1996, and holders of
the First Series Bonds should consult their tax advisors with respect to a possible reauthorization of the
Environmental Tax.

Prospective purchasers of the First Series Bonds should be aware that certain federal income tax
consequences may apply to certain holders of the First Series Bonds, including the following:

(i The Code denies a deduction for all of the interest on indebtedness incurred or continued
1o purchase or carry the First Series Bonds or, in the case of a financial institution. all of that portion of a holder's
interest expense allocated to interest on the First Series Bonds.

(ii) With respect to property and casvalty insurance companies, the Code reduces the
deduction for losses incurred by 15% of the sum of certain items, including interest on the First Series Bonds.

(ii1) Interest on the First Series Bonds eamned by centain foreign corporations doing business
in the United States could be subject to the branch profits tax.

(iv) Passive investment income, including interest on the First Series Bonds, may be subject
to federal income taxation for S corporations that have Subchapter C earnings and profits at the close of the taxable
year, if more than 25% of the gross receipts of such S corporations are passive investment income.

(V) ‘The Code requires recipients of certain Social Security and certain Railroad Retirement
benefits to take into account receipts or accruals of interest on the First Series Bonds in determining whether such
benefits may be included in gross income.

Except as expressly stated above to be. their opinion, Co-Bond Counsel does not express any
opinion as to any other federal income tax consequences of acquiring, carrying, owning or disposing of the First
Series Bonds, and the prospective purchasers of the First Series Bonds should consult their 1ax advisers as to the
applicability of these and any other collateral consequences of ownership of the First Series Bonds.

No assurance can be given that amendments to the Cede or other federal legislation will not be

introduced and/or enacted which would cause the interest on the First Series Bonds to be subject, directly or

“indirectly, to federal income taxation or adversely affect the market price of the First Series Bonds or otherwise

prevent the holders of the First Series Bonds from realizing the full current benefit of the status of the interest
thereon.

The form of the text of the approving opinion of Co-Bond Counsel is included as APPENDIX F
hereto.

Tax Accounting Treatment of Original Issue Discount and Bond Premium

The initial public offering price of certain First Series Bonds listed on the inside front cover of the
Official Statement (the “O1D Bonds™} is less than the amount payable at maturity of such First Series Bonds. The
difference between the initial public offering price at which each maturity of OID Bonds is sold and the amount
pavable at maturity is original issue discount (*OID"), which constitutes interest which is excluded from gross
income of an owner of O1D Bonds for federal income tax purposes.
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Owners of OID Bonds should consult their own tax advisers with respect to the determination for
federal income tax purposes of interest accrued upon sale or redemption of OID Boends, with respect to the owners'
basis for determining gain or loss for federal income tax purposes upon a disposition of OID Bonds, with respect to
the collateral federal tax consequences of an accrual of OID and with respect to state and local tax consequences of
owning OID Bonds, Collateral tax consequences and the application of state and local taxes may be deemed 1o
apply 16'0ID in the year of accrual even though there will not be a corresponding cash payment until a later year,

The initial public offering price of certain First Series Bonds listed on the inside cover of the
Official S1atement is in excess of the amount payable at maturity of such First Series Bonds. An amount equal to
the excess of the purchase price of a First Series Bond over its stated redemption price at maturity constitutes
premium on such First Series Bond. The purchaser of such a First Series Bond must amortize any premium over the
First Series Bond's term using canstant yield principles. The amount of amontized bond premium (i} reduces the
holder’s basis in the First Series Bonds for purposes of determining gain or loss for federal income tax purposes
upon the sale or other disposition of the First Series Bond and (ii} is not allowed as a deduction for federa) income
tax purposes 1o the holder. Purchasers of First Series Bonds at a premium, whether at the time of initial issuance or -
stbsequent thereto, should consult their own tax advisors with respect 1o the determination and treamment of
premiuny for federal income tax purposes and with respect to state and local tax consequences of owning such Firs

Series Bonds.

Pennsylvania Tax Exemption

In the opinion of Co-Bond Counsel, under existing law, interest on the First Series Bonds is
exempt from Pennsylvania personal income tax and from Pennsylvania corporate net income tax, and the First
Series Bonds are exempt from personal property taxes in Pennsylvania.

CERTAIN LEGAL MATTERS

All legal matters incident to the authorization, issuance and sale of the First Series Bonds is
subject o approval of the legality of the issuance of the First Series Bonds by Wolf, Block, Schorr and Solis-Cohen
LLP and Ronald A. White, P.C., Co-Band Counsel, both of Philadelphia, Pennsylvania. The proposed form of such
opinion is included herein as APPENDIX E. Certain legal matters will be passed upon for the Underwriters by
Mesirov Gelman Jaffe Cramer & Jamieson, LLP and Singley & Associates, Co-Underwriters' Counsel, both of
Philadelphia, Pennsylvania. Certain legal maners will be passed upon for the City by the Office of the City
Solicitar. Certain legal matters will be passed upon for PGW by Cbenmayer Rebmann Maxwel! & Hippel, LLP, of

Philadelphia, Pennsylvania.

FINANCIAL ADVISOR

Public Financial Management, Inc., of Philadelphia, Pennsylvania, has served as financial advisor
{the "Financial Advisor”) to the City in respect 1o the sale of the First Series Bonds. The Financial Advisor assisted
in the preparation of this Official Statement, znd in other matters relating to the planning, structuring and issuance
of the First Serias Bonds, and has provided other advice. Public Financial Management, Inc. is a financial advisory
and consulting organization and is not engaged in the business of underwriting, marketing or trading of municipal

securities or any other negotiable insrruments.

INDEPENDENT AUDITORS

The financial statements of PGW for the fiscal years ended Auvgust 31, 1997 and 1996, and for the
years then ended, have been audited by Deloitte & Touche LLP, mdepcndem auditors, as stated in their report

included in APPENDIX A to this Official Statement.
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INDEPENDENT CONSULTANT'S REPORT

G e = -~

The report prepared by Stone & Webster Management Consultants, Inc., and contained herein as
APPENDIX B, has been.included in reliance upon the expertise of that company as an independent consulting fim
having broad experience in the design and analysis.of the.operation of gas works or gas distribution systems of the
magnitude and scope of PGW and having skill in assessing assumptions used in the preparation of forecast financial
statements of gas works systems. ;

NO LITIGATION OPINION

There is no controversy or litigation of any nature now pending or threatened in writing seeking
to restrain or enjoin the issuance, sale, execution or delivery of the First Series Bonds, or in any way contesting or
affecting the validity of the First Series Bonds or any proceedings of the City taken with respect to the issuance or
sale thereof, or the pledge or application of any moneys or security provided for the payment of the First Series

Bonds or the existence or powers of the City.

Upon delivery of the First Series Bonds, the Office of the City Solicitor shall furnish a certificate,
in form satisfactory to Co-Bond Counsel, to the effect, among other things, that, except for litigation which in the
opinion of the Office of the City Solicitor is without merit, and except as disciosed in this Official Statement, no
litigation or other legal proceedings are pending, or, to the best of its knowledge, threatened in writing to restrain or
enjoin the issvance or delivery of the First Series Bonds or the collection or pledge of any moneys provided for the
payment of the First Series Bonds or contesting or affecting the validity of the Firsi Series Bonds or'contesting the
powers of the City or its authority for the issuance of such Bonds.

NEGOTIABLE INSTRUMENTS

The Act provides that bonds issued thereunder shall have all the qualities and incidents of
securities under the Uniform Commercial Code of the Commonwealth of Pennsylvania and shall be negotiable
instruments.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

The accuracy of (a) the mathematical computations of the adequacy of the maturing principal
amounts of and interest on the investments held in the Escrow Accounts to pay (1) interest when due on all
Refunded Bonds and (2} the principal amount and applicable redemption premium, if any, of the Refunded Bonds
when due, and (b) the mathemartical computations supporting the conclusion that the First Series Bonds are not
“arbitrage bonds” under the Internal Revenue Code of 1986, as amended, wilf be verified solely as to mathematical

accuracy by Drucker & Scaccetti, P.C.
CERTAIN REFERENCES

All summaries of the provisions of the First Series Bonds and the security therefor, the Act, the
1998 General Ordinance and the First Supplemental Ordinance set forth herein and in APPENDIX C hereof, and all
summaries and references to other materials not purported 1o be quoted in full are only brief outlines of certain
provisions thereof and do not constitute complete statements of such documents or provisions. Reference is made
hereby-to the complete documents relating to such matters for the complete terms and provisions thereof. So far as
staléments are made in this Official Statement involving matters of opinion, whether or not expressly so stated, they
are made merely as such and not as representations of fact.

CONTINUING DISCLOSURE

In order to enable the Underwriters to comply with the requirements of Rule 15¢2-12 promuigated
by the Securities and Exchange Commission, the City will enter into a Continuing Disclosure Agreement (the
“Continuing Disclosure Agreement™) with the Fiscal Agent for the First Series Bonds which shall constitute a
written undertaking for the benefit of the owners and beneficial owners of the First Series Bonds. See APPENDIX
E - “FORM OF CONTINUING DISCLOSURE AGREEMENT" for the detailed provisions ef the Continuing -

Disciosure Agreement.
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ADDITIONAL INFORMATION

Upon written-request to the office of the Director of Finance and payment of the costs of
duplication and mailing, the Annual Report of thé City for-the Fiscal Year ended June 30, 1997, and the audited
combined financial statements of the City for the Fiscal Year ended June 30, 1997, will be made avaiiable, as wel}
as other pertinent information. Such a request should be addressed to: Office of the Director of Finance, Municipal

* Services Biiiiding, 1401 John F. Kennedy Boulevard, Philadelphia, Pennsydvania 19102, The City will provide
copies of the foregoing documents to one or more nationally recogrﬁzcd municipal securities information
depositories. The City will provide financial and other information regarding the Gas Works from time to time to
Standard & Poor's Ratings Group, Moody's Investors Service, Inc and Fitch IBCA, Inc. in connection with
securities ratings issued by those rating agencies of obligations of the Gas Works. The City will continue these
practices in future years on an annual basis on behalf of the Gas Works as well as all bonds issued for the Gas
Works. ,

This Official Statement has been duly executed and delivered by the following officers on behalf -

of the City of Philadelphia.

CITY OF PHILADELPHIA, PENNSYLVANIA

By:
£ Mayor

City Controller

City Selicitor

Approved:

Direcior of Finance
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/\ Twenty-Fourth Floor Telephone: (215) 246-2300
e
Philadelphia, Pennsylvarua 19103-3884

INDEPENDENT AUDITORS' REPORT

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

We have audited the accompanying balance sheets of the Philadelphia Gas Works (the "Company™) as of
August 31, 1997 and 1996 and the related statements of tncome, changes in City equity and cash flows
for the vears then ended. These financial staternents are the responsibility of the Company's
management. Qur responsibility is to express an opinion on these financial statements based on our

audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
suppeorting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such financial statements present fairly, in all matena! respects, the financial position of
the Philadelphia Gas Works as of August 31, 1997 and 1996, and the resuits of its operations and its
cash flows for the vears then ended in conformity with generally accepted accounting principles.

The supplementary information in the schedules of funding progress and employer contributions on
pages 20 and 21 is not a required part of the basic financial statements but is supplementary information
required by the Governmental Accounting Standards Board. This supplementary information is the
responsibility of the Company’s management. We have applied certain limited procedures, which
consisied principally of inquiries of management regarding the methods of measurement and presentation
of the supplementary information. However, we did not audit the supplementary information and,
accordingly, express no opinion on it

DelacetorToudloiis

December 24, 1967

Deloftte Touche
Tohmatsu
international A-1
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PHILADELPHIA_ GAS WORKS
BALANCE SHEETS
August 31, 1997 and 1996

ASSETS
Utility plavd, at sriginal costy
In service
Under construction
Totat
Less accumulated depreciation
Utility plant, net
Restricted investment funds:
Sinking fund, revenue bonds
Capltal Improvement fund

Current atsets;

Cash and cash equivalents

Accounts recejvable:
Customers
Others
Accrued gas revenues
Accumulated provision for uncollectible
accounts
Accounts recelvable, net
Materials and supplies

Other current assets and deferred debits

Total current assets

Unamortized bond Issuance costs
Unamortized losses on reacquired debt .
Employees’ deferred compensatlon plan
Deferred CRP arrearages

Other assets and deferred debits

Total assels

Notes '

1%

238
38

13

1

147,12

18
1.8
5

4
141112

{Thousands.of Dollars).

19987 18386
$ 1,178,450 $ 1,121,941
25,270 24,260
1,203,720 1,156,204
414,941 383,259
788,779 772,942
79,673 78,442
21,657 4,439
1,284 10,794
109,867 114,463
959 1,770
8,700 7,050
(77,100) (83,214)
42,426 40,069
54212 56,720
29,203 31,156
127,125 138,739
7,509 8,047
37,137 40,409
31,656 23,218
22,693 28,6840
25 966 26,237
$.1142208 § 1.121,311

@

EQUITY AND LIABILITIES

Tty equity
Long-term debt:

Revenue bonds

Subordinate lease obligations

Total long-term debt

Current liabilities:;

Notes payable

Current portion of long-term debt:

Revenue bonds

Subordinate lease obligations

Accounts payahte

Customer deposits

Other current Habilities and

deferred credits

Accrued accounts:

Interest, laxes and wages

Distributlon to the City

Total current Yiabilities

Employees’ deferred compensation ptan
Other liabilities and deferred credits

Commitments and contingencies

Tota! equity and liabilities

{Thousands of Dollars)

Notes 1891 ig89§

2 $ 268,987 $ 263,015
8,9

637,885 665,717

54,026 35,995

691,911 701,772

& 30,000 15,000
8,9

34,250 34,167

4,969 3,459

36,524 31,951

1,705 2,090

1,11,12 11,462 12,768

9,364 8,708

2 3,000 3,000

128,274 112,154

5 31,656 23,216 1

1,91,42 21,373 21,153
12

'$ 1142200 1,121,311
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STATEMENTS OF INCOME
For the Years Ended August 31, 1897 and 1996

Operating revenues:
Nonheating
Gas transport service
Heating
Unbtiled gas adjustment
Total gas revenues
Other operating revenues
Total operating revenues

Operating expenses:
Natural gas
Other raw material
Gas processing
Fleld service
Distribution
Collection
Meter reading
Provision for uncoliectible
accounts
Customer services
Customer accounting
Marketing
Administrative and general
Penslons
Taxes
Total operating expenses
except undistributed depreclation
Depreclation
Less depreclation distributed
through clearing accounts
Total depreclation

Total operating expenses

Operating income
Interest and other lncome

income before interest expense

Interest expense:
Long-term debt
Other
Allowance for funds used during
construction
Total interest expense

Net Income
Distribution to the Clty of Philadeiphla

Transferred to City equity

See accompanying notes to financlal statements.

112

11
10

1,8

1.8

1.8

{Thousands of Dollars)

$ 80,451

1,441
450,241
1,650

543,783

7,187

555,970

271,627
4
14,238
18,883
20,454
9,460
3,844

23,474
13,205
5,898
3.841
45,200
4,590
6,517

451,235

36,652

4,804

31,848

483,083

67,887
7,514

75,401
44,887
6,587

44
51,430

23,871
18,000

$ 5,871

1996

$ 91,148
1,108
475,956
650
588,860
7.188

576,048

276,574
282
14,846
18,492
22,817
10,131
6,078

38,340
11,668
3,357
3,454
44,997
7,337
6,532
464,906
39,062

5,293
33,768

498,675

77,373
7,668

85,041
46,367
7,542

173
53,736

31,305
18,000

$ 13305



PHILADELPHIA GAS WORKS
STATEMENTS OF CHANGES IN CITY EQUITY
For the Years Ended August 31, 1997 and 1996

(Thousands of Dollars)

19397 1986
Balance, beginning $ 263,016 $ 249,711
Transferred from statements of income 5971 13,305
Balance, ending | $ 268,987 $ 263,016
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PHIA GAS WORKS
STATEMENTS OF CASH FLOWS
For the Years Ended AUGUST 31, 1997 AND 19386

(Thousands of Dollars)
1987 19896

Cash fiows from operating activities:
Operating income $ 67,887 § 77,373

Adjustments to reconcile operating income to net cash
provided by operating aclivities:

Depreciation and amortization 41,879 44,328
Other income (expense) 4,548 2,487
Changes in assets and liabilities:
{Increase} in accounts receivable (2,357} {1,835)
Decrease {increase) in materiais and supplies inventories 2,508 {3,158)
Decrease (increase) in other current assets 475 {23,238}
(Increase) decrease in other assets (5772) 4,329
Increase in accounts and construction contracts payable 4,573 10,875
(Decrease) in other current liabilities ) (2,036) {11,631)
Increase (decrease) in other liabilities and deferred credits 8,661 (5,193)
Net cash provided by operating activities 120,367 54,339
Cash flows from noncapital financing activities:
Intetest income on temporary investments 1,287 3,481
Interest payments on notes payable {1,350) {1,996)
Increase (decrease) in notes payable 15,000 {38,222)
Distribution to the city of Philadelphia (18,000) {18,000)
Netcash used in non-capital financing activities (3,063} (54,737)

Cash flows from capital & related financing activities:
Capital spending activities:

Net construction expenditures {52,107) (44,763)
Drawdowns on capital improvement fund 5,806 21,227
Net cash used in capital spending activities (46,301) (23.536)
Other capital financing activities:
Long-term debt issued 23,000 20,100
Capital improvement fund deposits {22,831} {20,471)
Long-term debt issuance expenses {169} (202)
Interest income on capital improvement fund 203 572
Interest income on sinking fund . 1,238 865
Sinking fund deposits {1,238} (865)
Principal payments on long-term debt (38,805} {35,640)
Interest payments on long-term debt (41,911) (43,126)
Withdrawals from sinking fund 0 18%
Net cash used in capital financing activities (80,513} (78,578)
Net cash used in capital & related financing activities (126,814) (102,114)
Net Increase in cash and cash equivalents {9,510) (62,512)
Cash and cash equivalents at beginning of the year 10,754 73,306
Cash and cash equivalents at end of the year ' s 1,284 § 10,784

Supplementat Disclosure of Non-Cash Capital and Related Financing Activities

The company incurred non-cash interest expense as follows for the years ended
August 31, 1997 and 1996;

1987 1986
Accreted interest " § 33711 § 3,145
Amortization of discount 1,145 1,142
Amortization of bond issuance costs 538 524.
Ameortization of losses on reacquired debt 3,272 3,496

See accompanying notes to financial statements.
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PHILADELPHIA GAS WORKS

NOTES TO FINANCIAL STATEMENTS

For fhe Yec:rs Ended A_gusf 31,1997 and 1996

I

SUMMARY OF SIGNIRICANT ACC OUN]TNG POUCIES

The accounting methods employed by the Philadeiphia Gas Works (the "Company") are
prescribed by the City of Philadelphia (the "City") and are, in all material respects, in
conformity with generally accepted accounting principles.  Such statements include
inforrmed estimates and judgments of manogement for those transactions that are not yet
complete or for which the ullimale effects cannot be precisely determined. Actual results
may differ from these estimates. The principal accounting policies within this framework are

described as follows:

Regulgtion

The Company is subject to the rules and regulations of the Philadelphia Gas Commission (the
"PGC") and generally maointains ifs accounts in accordance with the prescribed Uniform

System of Accounts.

On May 15, 1994, the Company filed with the PGC its 1997 Operating Budget which was
based upon existing rate levels. On September 24, 1996, the PGC approved the 1997

Operating Budgei.

On June 17, 1997, the Company filed with the PGC its 1998 Operating Budget which was
again based on existing rate levels. The 1998 Operating Budget was approved on October

29. 1997,
Utility Plant

Utility plant is stated al original cost.  Utility plant in service includes a Synthetic Natural Gas
Piant (“SNG Plant”] that is being mainfained primarily in a reserve status and a propane/cir
facility {"L.P. Plant”} which is not currently in use. At August 31, 1997 and 1996, the net book
value of the SNG Piani was $21,869.000 and $27.336,000 respectively, and the net book value
of the L.P. Plant was $4,527,000 and $5,659.000 respectively.

Allowance for Funds Usegd During Construction

Allowance for funds used during construction ("AFUDC"] is an estimate of the cost of funds
used for construction purposes. The AFUDC, as calculaled on bormowed funds, reduces
interest expense. The AFUDC rate applied to construction work in progress was 6.1% in both

the 1997 and 1994 fiscal years.

Property Additions, Retiremenis, Sales and Maintenance

The cost of additions, replacements and betterments are capitalized and included in the
uiility plant accounts. The cost of property sold or retired is eliminated from the utility plant
accounts and charged fo accumulotied depreciation.  Normal repairs, maintenance and -
the cost of minor property items are charged fo operating expenses os incured.
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SUMMARY OF SIGNIFICANT ACCOUNTING FOLICIES (Cont'd}

Depreciation

Historically, depreciation is provided on a straight-line method using rales applied to each
asset category. In 1997 the composite rate was 3.2% based on o depreciafion study
completed that-year. in 1994, on the authorization of the PGC, depreciation was calculated
on a-composite rate of 3.5%. In a previous rate order, the PGC disallowed the accrual of the
net salvage component in depreciation. Consequenily, cost of removal is charged against
the reserve when incurred, ’

Accrued Gas Revenues

Revenues ore recognized aos gas is diskibuled. Estimated revenues from gas distributed ond
unbilled are aecrued and included in income.

Customers

The Company's service temitory encompasses the Cily of Philadelphia. Of the Company's
approximately 511,000 cusiomers, over 95 percent are residential.

Customer Receivables

The Company's tariffs provide for various agreements under which residential customers may
pay amearages with extended terms. Certain of such agreements, if adhered to, provide for
forgiveness of arearages. At August 31, 1997 and 1994, the  number of cusiomers with
agreements providing for forgiveness of amearages approximated 3,000 in each fiscal year,

t

In November 1993, the Gas Service Tariff was amended’ to discontinue offering new
forgiveness agreements. In its place, the Company offers a discounted payment plan for
current receivables with g possible forgiveness of arrearages in five years, The toial number
of customers with discounted payment plans as of August 31, 1997 and 1996 was
approximately 55,000 and 57.000, respectively.

Gas Cost Rate

PGW's single greatest operating expense is the cost of natural gas and raw materials. This
cost, as well as certain other specific cosfs, including earned Customer Responsibility Program
(“CRP"} discounts and conservation program costs, are recovered through the operatfion of
the Gas Cost Rate ("GCR") which is approved by the PGC. The base rate approved by the
Gas Commission inciudes o fuel componeni. PGW caoiculates its anficipated annual cost for
fuel and allocates the excess of that cost over the base rate compenent, and certain other
specific costs to ifs customers on a levelized basis for payment during the fiscal year, using the
GCR. At the end of the fiscal year, costs recovered through the GCR and base rate are
compared to the actual cost of fuel and other specific costs and customers can be credited
or charged for overtecovery or under-recovery. An over-recovery is a liability at the end of
the fiscal year in which it occurs, while an under-recovery is a deferred debii until billed. The
GCR is adjusted in the_subsequent fiscal year to reflect the under-recovery or over-recovery.
Changes in the GCR impact the reporied amounts of gas revenues and operating expenses,
but do not affect operating income or net income. (Also, see Note 7).

In February 8, 1994, the PGC opproved a GCR charge of $.6540 per/Mcf to be effective
September i, 1795
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Cont'd)

Gos Cost Rate [Cont'd]

On August 2, 1996, the Company filed its GCR Tariff proposal for the 1997 fiscal year at o
charge of $1.6517 per/Mcf to be effective September 1, 1994. On September 24, 1996, the

PGC authorized a temporary GCR rate. a charge of $1.6517 per/Mct to be effective October .. .

1, 1996, while the PGC continued iis ongoing review of the Company's filing.

On November 12, 1996, the PGC completed its GCR review and aouthorized a charge of
$1.4272 per/Mcf o be effective December 1, 1996.

On August 1. 1997, the Company filed with the PGC its GCR iariff for the 1998 fiscal year of a

charge of $1.2231 per/Mcf fo be effective on September 1, 1997. While the PGC is cumently
reviewing this proposal, the current rofe of $1.4272 per/Mcf confinues fo be effecfive.

Maierials ond Supplies

Materials and supplies, consisting primarily of fuel stock, gases stored fo meet peak demand
requirements and spare parls, are stated at the lower of average cost or market. '

Bond Issuance Costs and Debi Discount

Discount and expenses arising from the issuance of revenue bonds are amortized using the
interest method over the term of the particular bond issue,

Losses on.Reocquired Debt

Losses on reocquired debt are deferred and amortized, using the interest method. fo interest
expense over the life of the refunding bond issue as required by the PGC.

Pensions

The Company has a noncontributory pension plan {the "Pension Plan’} covering all
employees and providing for retiremeni payments at age sixty-five or earlier under various.
" oplions. In accordance with Resolutions of the PGC. Ordinances of City Council and as
prescribed by the City's Director of Finonce, the Pension Plan is being funded with
contributions by the Company to the Sinking Fund Commission of the City.

Siatements of Cash Flow

For the purpose of reporting cash flows, all non-restricted highly liquid investments (sigted a!
cost which approximates market] with original maturities of three months or less are

considered cash equivalents.

Reserve for injuries and Damages

The Company is principally insured through insurance cariers; however, the Company is
required to cover setttement of claims which are excluded under the provisions of such
insurance policies. A reserve has been established, in accordance with PGC regulations, in
an amount which estimates settlements to be paid by the Company in the next fiscal year.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Cont'd)]

Reserve for Inluries and Dgmages {Cont'd).

Estimated losses from claims for occurences not covered by insurance, which will not be
paid in the next fiscal year have been accrued and deferred. Such liabilities have been
established based upon Company history and consultation with counsel. Such expehnses are
expecied o be recovered through future rates. Charges ogainst the. reserve are made os
claims are selfled. {Also, see Note 11).

Adoplion of New Accounling Standords

For the years ended- August 31, 1997, the Company adopted Government Accouniing
Standards Board (GASB} Statements No. 27, Accouniting for Pensions by State and locol
Governmenial Employees and Neo. 31, Accounling and Finoncial Reporting for Certain
Invasimenis and for External Invesiment Fook.

The Company's adoption of GASB No. 27 had no significant effects on its financial statement.
See Note 10 for further information. X

In 1997, the Company elected {o early adopl Governmental Accounting $tandards Boord
Statement No. 31, {GASB No. 31} Accouniing and Financial Reporting for Cerfain Investments
and for External Invesfimen! Pools. The statement esiablishes fair value standards for
invastments held by governmental entities, except for certain money market investments, as
defined, which are recorded at amoriized cost. The statement also establishes new reporing
standards for investment income. 3ee Note 3 for related information.

In preparing its financial statements, the Company retroactively applied the provisions of
GASB No. 31 by restating interest income for the fiscal year ended August 31, 19946 by $234,000

ond by restafing the beginning City Equify as of August 31, 1996 as follows:

City Eguily
Beginning fund balance, as previously reported $243,252,000
Adoption of GASB Nao. 31 {236,000]
Beginning fund balance. as restaied 3263014000

The Company did not restate its 1996 City Equity as of August 31, 1995 for the adoption of this
standord. because such adoption would have had an insignificant effect on the account.

The Company's investmenis consist of money market investments that have a remaining
maturity ot iime of purchase of one year or less.

Presentation

Certain 1996 amounts have been reclassified 1o conform with the 1997 preseniation.
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OWNERSHIP AND MANAGEMENT:

The Company is owned by the City. As of Jonuary 1, 1973, under the terms of.a two-year
agreemeni automaticolly extended for successive two-year periods unless canceled upon 90
days notice. by the City, the Company is being managed by the Philadelphia Facilities
Manogement Corporation {"PFMC"L The ogreemeni, as omended, provides for
reimbursement to PFMC -of actual.costs incumred in managing the Company..not to exceed g
total of $875.000 and $850.000 in fiscal year 1997 and 1994, respectively. [Also, see Note 1.
The agreement requires the Company to make annual payments of $18.000,000 to the City.

in 1995, the City granted the Company $21.135.000 to be utilized as "project revenues”. Such
amounts are non-refundable, and accordingly, were recorded by the Company as non-
operating revenues in 1995. The City received the related funds by entering into @ Forward
Purchase Agreement, linked fo expected future earnings in the Sinking Fund (see Note 8).
Under ifs arrangément with the Company, the City has tradilionally granted such earnings to
the Compony. In conjunction with the Forword Purchase Agreement, the City has agreed to
withhold such grants for seven {7) years on balances in the Sinking Fund up to approximately

$61.000.000.

The Compdny engages in various other iransactions with the City, The Company provides
gas service to the City. Operating revenues include $8,281,000 in 1997 and $8.179,000 in 1994
relating to sales fo the City. Water and sewer services and licenses are purchased from the
City. Such purchases tetaled $776.000 in 1997 and $870.000 in 1994. Amounts receivable from
or {payable to) the City were {$654.000) ond $848.000 at August 31, 1997 and 1996

respectively.

Certain aclivities of the PGC are paid for by the Company. Such payments totaled
$1.167.000;in 1997 ond.$),438,000 in 1996,

CASH AND INVESTAMENTS:
A. Cash

Cash consists primarily of bank deposils, Bank balances of such deposits at August 31,

1997 and 1996 were $2.727.000 and 31.395.000. respectively. Book balances of such

deposiis at August 31. 1997 and 1996 were $1.284.000 and ($1.106.000). respectively.
Deposited funds are either insured by a federal agency or collateralized in accordance

with City and Siote stotutes. Federal depository insurance on these balances at August

31, 1997 and 1996 was $437.000 and $444.000, respectively. The compaosition of the

Company's deposits throughout the year ended August 31, 1997 was not significantly

different from that at the balance sheet date.

B. Investments

Statutes authorize the Company to’ invest in obligations of the US Treasury, US.
Government Agencies and Instrumentalilies, ond repurchase agreements {collateralized
by obligations of the U.S. Treasury and Govemnment Agencies). In the opinion of
Management, for the years ended August 31, 1997 and 1994, the Company operafed, in
all material respects, within the provisions of such statutes. )

The Company's investments are categorized below to give an indication of the level of
credit risk assumed at year-end. Calegory 1 includes investments that are insured or
regisiered or for which the securilies are held by the Company or its agent in ihe
Company's name. Category 2 includes uninsured and unregisiered investments for which
the securities are held by the counterparty’s frust depadmeni or agent in !he Company’s
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3.

4.

CASH AND INVESTMENTS (Conl'd)

B. Investments (Cont'd)
name. Caotegory 3 includes uninsured and unregistered investments for which the
securities are held by the counterparty or by its trust depariment or agent, but not in the
Company's name. Repurchase agreements with a camrying amount (at market value) of
- .. 30 and $11.900.000 at August 31, 1997 and 1994, respeciively, were classified as Category. .
1 Invesiments.

The Company's Sinking Fund and Capital Improvement Fund deposits, consisting primarily
of U.S. Treasury and government agency obligalions, are maintained by the City or in the
Company's name by ls agent and are considered Category 1 Investments. At August 31,
1997 and 1994, $21,657.000 and $4.439.000 was restricted to the purchase of ulility plant.

The amount of the Company's investments in the various categories of credit risk during
the year ended August 31, 1997 and 1996 was not significantly different from the
categorization ot the balonce sheet date.

DEFERRED EXPENSES: .
in complicnce with rate orders issued by the. PGC, the cost of projects which produce
benefits over an extended period are deferred. Such costs are being amortized to expense
over a period matching their useful lives which range from two to ten years. The unamortized
expenses included in other current assets and deferred debits as of August 31, 1997 and 1994
were $2,250,000 and $1.478.000. respectively. The unamortized expenses included in other
assets and deferred debits as of August 31, 1997 and 1996 were $5.270.000 and $5.044,000,

respectively.

On November 9, 1995, the PGC, as part of the approval of the 1996 Operating Budget,
cllowed the Compcny to defer and recover $37,.500,000 of outstanding accounts receivable
deemed {o be not collectible, due to anticipated restrictions on CRISIS grants, inrates over a
ten year period beginning in 1995. Any subsegueni grants received have been used to
reduce this reguiatory asset. At August 31, 1996, accumulated amortization of $7.500.000 ond
subsequent grants of $1,160.000 reduced the balance to $28.840.000. At August 31, 1997,
accumulated amortization of $11.250,000 and subsequent grants of $3,557,000 reduced the
bolance to $22.693.000. {Also see Note No. 12)

DEFERRED COMPENSATION PLAN:

The Company offers its employees a defemred compensation plan {the "Plan") created in
accordance with Internal Revenue Code Section 457, The Plan, available to oll Company
employees, permils them 1o defer a portion of their salary until future years. The deferred
compensation is not available to employees until fermination, retirement, death or
unforeseeable emergency.

All amounts of compensalion deferred under the Plan, all property and rights purchased with
those amounts, and all income affributable to those amounts, property, or rights are [unil
paid or made available to the employee or other beneficiary] solely the property and rights
of the Company |[without being restricted 1o the provisions of benefits under the Plan), subject
only to the claims of the Company's general creditors. Participants’ rights under the Plan are
equal to those of general creditors of the Company in an amount equal to the fair market
value of the deferred account for each participant. The Company believes that it is uniikely
that it will use the Plan's assefs o satisty the claims of general creditors in the future.

The Plan provides that in the absence of gross negligence, fraud or willful misconduct, neither

.the Company nor the Plan Administrator shall be accountable or liable for any investment

loss.
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DEFERRED COMPENSATION PLAN (Conli'd):
The following is a summary of the increases and decreases inPlan assets:

Thousands of Dollars

1997 1996

Pian Assets, September 1 : . $23.214 $19,398
Contributions ) 3,297 2,879
Return on investment 6,250 2,272
Payments to Eligible Pariicipants

And Beneficiaries 0,07) {1.333)
Plan Assets (al estimaied Market

Value), August 31 331,656 523216

NOTES PAYABLE:

Pursuant to the provisions of certain Ordinances and Resolutions of the City, the Company
may sell short-term notes in o principal amount which, fogether with interest, may not exceed
$100.000.000 outstanding at any one fime. These notes are infended to provide additional
working capital. They are supported by an imevocable letter of credit and o subordmcied

securify interest in the Company's revenues.

The notes outstanding at August 31, 1997 had an average weighied interest rale of
approximately 3.68% and remaining fime to malurity of 2 doys o 58 days. The principal
amount outstanding at August 31, 1997 and 1996 was $30.000.000. and $15.000.000.

respeclively.

GCR TARIFF RECONCILATION:
During the vear ended August 31, 1997, the Company's actual gos costs under the GCR Tarif!

exceeded its billed gas costs by $11,001.000. During the year ended August 31, 1994, the
Company's actual gos costs under the GCR Tariff exceeded its biled gas cosis by
$17.324.000. According fo the procedure described in Note 1, the Company recognized this
amount as revenue and &s o deferred debit at August 31, 1997 and 1996. In each instance.
the GCR Tariff mechanism amortizes the expense through increased rates during the foliowing
fiscal year.

LONG-TERM DEBT:

The following summary of long-term debf consists primarily of bonds issued by the City under
ogreements whereby the Company must reimburse the City for the principal and interesti
payments required by the bond ordingnces:

(THOUSANDS OF DOLLARS)
AUGUST 31, 1997 AUGUST 31, 1994

Curen!  long-Term Current long-Term

Poion  Portion IOTAL Portion  Podion Joral
Revenue Bongds - $32,328 $649,241 $681,566 335,290 3478.194 $713.484
Unamortized Debt Disc. {1,075 (11,354 12.431) [,123 [12.417) {13,540
Tolol Revenue Bonds $31,250 $437.885 5649135 334147 $585777 34699.944
Subordinate Lease Obligations $5,013 $54,447 $5%,440 $3.515 $36,440 $39.975
Unomorized Deb! Discaunt 144 {421} 1445] {48) 14651 {5141
Subordinote Lease Obligations A949 54,026 58,995 3449 35995 39,464
IOTAL 234219 362191 28150 7838 701772 5733 408
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LONG-TERM DEBT [Cont'd)

Principal maturities and scheduled interest payments-forrevenue bonds and total payments
related to the subordinate lease obligations during the next five fiscol years are as follows:

THOUSANDS OF DOLLARS
SUBORDINATE

YEAR ENDING REVENUE BONDS LEASE

AUGUST 31 PRINCIPAL INTEREST OBLIGATIONS IOTAL
1998 32.325 37.160 B.213 77.698
1999 33.225 35,449 10.128 78.822
2000 30,940 37.756 10.231 78.927
2001 31187 37.528 10,223 78,908
2002 30.817 35,441 8.199 75.457

Under the authority ofithe General Ordinance, the City has issued fifleen series of Gas Works
Revenue Bonds consisling of serial ond term bonds with inlerest roles ranging from 4.40% 1o
B.70%, maturing at various dates through 2026, Proceeds of all series of Revenue Bonds were
opplied to reduce copital improvement loans from the City which had been previously
approved by the voters, but for which bonds had not been issued, to fund fulure capital
projects by deposits in the Capital Improvement Fund or to refund bonds previously issued.
The serial bonds are not subject to redemption prior to maturity while the ierm bonds are
subject to redemption al the opiion of the City ofter a designated date, either in whole or in
par, at varying redemption prices. In addilion, the term bonds are subject fo mandatory
redempiion after o designated date prior to malurity al o redemplion price of 100% of
principal amount and accrued inleresi. Funds deposiled in a Sinking Fund may be used for

this purpose. .

Under the terms of the General Ordinance, the City is required to maintain rafes to ollow the
Company to satisfy revenue bond debt coverage ralio requirements.

Also provided by the General Ordinance is the esiablishment of a Sinking Fund info which
deposils are made sufficient to meet all principal and interest requirements of the bonds as
they become due. The General Ordinance also provides that sinking fund reserves be
maintained as part of the Sinking Fund, which reserves have heretofore initially been funded
from the proceeds of each series of bonds in an amount equal to the maximum annual debt
service requirement on the bonds of each such series in any fiscal year. Monies in the sinking
fund reserve are fo be applied o the paymenf of debf service, if for any reason, other monies
in the Sinking Fund should be insufficient. {Also, see Note 2 re: Sinking Fund.)

The revenue bonds are, and will be, equally and ratably collateralized by a security interest in
all of {he Company’'s project revenues and monies in the Sinking Fund.

A portion of certain revenue bonds were issued as zero coupon securities. Interes! on thase
securities is occrved and compounded on the payment dates of the cument interes! bonds
within the issue, The accrued interest to the date of compounding is reported as long-term

debt.

Subordinate Lease Obligations

in 1989, the Company refinanced the net bock volue, which opproximeted the fair market
value, of its Headquarters and office complex at 800 W. Montgomery Avenue. This was
accomplished through the sale of the facility 1o the Philadelphia Municipal Authority ...
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LONG-TERM DEBT (Cont'd)

Subordinatelease Obligations {Cont'd}. e -

{“PMA"), an agency of the City, and its leaseback to the Company under a lease which
axpires June 1, 2014 at which time tifle transfers 1o the Company. As part of the indenture, the
Company has guaranteed lease -payments. in aon amount equal fo the. scheduled debt
service on the bonds issued by PMA to finance the facility purchase. This lease obligation is
subordinate to the Gas Works Revenue Bonds, other general obligation debt and notes
payable. Proceeds from the refinancing of the building were ulilized in the Company's
capital program. The total amount financed was $25.000,000.

The gross amount of assets under such lease obligation is approximately $22.807,000 at August
31, 1997 and 1996 while accumulated amorfization approximated $4.418.000 and $3.951,000.
respectively, ot August 3), 1997 ond 19%6. The omorization of such ossets is included in
gepreciation expense in the statements of income.

Aggregote future minimum lease payments at August 31. 1997 approximated $38,1463.000
which includes imputed interest of $17,103.000.

tn January 1996, the Company entered info a refinancing of the net book value of existing
and to be instalied equipment. The installed equipment. worth approximately $12.7 million
ond $7.4 milion of equipment to be instalied, is owned by the Cily for use by the Company.
Pursuant to the Lease and leaseback Agreements, the equipment is leased by PMA o the
investor and the investor leases the equipment back 1o PMA. Payments made by the City
under the Sublease are made solely from the revenues of the Company and are subordinate
to certain other payments from the Company’s revenues, Accordingly, these assets and
comesponding lease obligations are included in the Company's financial statements.

The gross amount of assets under such lease obligation is approximately $15.900.000 and
$12.100.000 at August 31, 1997 and 1996 while occumulcted amortization opproximated
$837.000 and $278.000. respectively, at August 31, 1997 and 1994, The amoriization of such
assets is included in depreciation expense in the statements of income.

Aggregate future minimum lease payments at August 31, 1997 approximates $17.783.000
which includes impuled interest of $2,383.000.

In August. 1997, the City enlered into a contract with PMA lo have PMA provide certain
capital equipment to the Company. The equipment value cannoi exceed $32,000.000. The
equipment is owned by PMA and leased to the City for the exclusive use of PGW. PMA will
issue revenue bonds to provide funding to purchase the equipment. On August 22, 1997, PMA
issued $23.000.000 of revenue bonds with terms to October 1, 2004, Payments made by the
City under the contract are made solely from the revenues of the Compony and are
subordinale o certain other payments from the Compony's revenues. Accordingly. these
assefs and comesponding lease obligations are included in the Company's financial

statements.

The gross amount of assels under such lease obligation is approximately $2,557.000 of August
31, 1997 and the unexpended balance of the $23,000.000 is restricted 1o the purchase of
additional utility plant [see Note 3). There wos no omortizotion in 1997, Future omorlization of -
such assets will be included in depreciation expense in the statements of income.

Aggregate future minimum lease payments at August 31. 1997 approximated $27.982.000
which includes impuied interest of $4,982,000. -



DEFEASFD DEBT:

Defeased debt of the Company [bonds issued by the Company now payable from the
proceeds of imevocably pledged assels) at August 31, 1997 was as follows:

Revenue Bond Issue and

Scheduled Final Maturity Interest Rate Thousands of Dollars
7th March 15, 2012 6.0 $10.675
11C January 1, 2015 6.75 - 7.25% 15.330
12B May 15, 2020 6.6-7.1% 66,420
13th  June 15, 2021 7.7% 65.005

The investments held by the truslee and the defeased bonds are not recognized on the
Company's balance sheets in accordance with the terms of the Indentures of Defeasance.
The investiments pledged for the redemption of the defeased debt have maturities aond
interest poyments scheduled 1o coincide with the trusiee cash requirements for debt service.

The assets pledged. primarily noncallable U.5. Government Securities, had a morket value of
$145,538,000 at August 31, 1997 bearing inferest on face valve at 0% to 13.125%.

C ACCOUNTING FOR PENSION COSTS:

A. Plan Description

The Company sponsors a public employee refirement system ["PERS"}). a single
employer defined benefit plan to provide pension benefits for all of its employees,
whose onnual covered payroll [which was subsiantially equol to total payroll) of
August 31,1997 and 1994 was $98.549.000 and $96.290.000, respectively.

Al September 1, 1994, the date of the last acluarial valuation. the Pension Plan
membership consisted of:

Retirees and beneficiaries currently

receiving benefits and terminated

employees entifled to benefits, bui

not yet receiving thern: - 2231

Curren! employees:

Vested 1,375
Non-vesied 619
TOTAL CURRENT EMPLOYEES: 1,994
TOTAL MEMBERSHIP: . 4.225

The Pension Plan provides retirement benefits as well as death and disability benefits.
Refirernent benefits vest afier 10 years of credited service. Employees who retire at or
ofter age 65 are enfitled to receive an annual retirement benefit, payable monthly, in
on amount equal to the greater of: '

1.25% of the first $6.600 of Final Averoge Eamings pius 1.75% of the excess of.
Final Average Eamings over $6.600. times years of credited service, with a
maximum of 60% of the highest annual ecmings during the last 10 years of
credited service,
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ACCOUNTING FOR PENSION COSTS (Cont'd)]

A,

PlaniDescription_(Cont'd) —

- 2% of total earnings received during the period of credited service plus 22.5%
of the first $100 of such amount, applicable oniy 1o pcr‘hmpcnfs who were
employees on orprior to March 24, 1947, e .

Final Average Earnings are the employee's average pay. over the highest five years of
the last ten years of credited service. Employees with 15 years of credited service may
retire at or after age 55 ond receive a raduced retirement benefi.

Covered employees are not required to contribute to the Pensiocn Plan. The
Company is required by statute fo contribuie the amounis necessary to finance the
Pension Plan. Benefit and contribufion provisions are established by City ordinance

and may be amended only as allowed by City ordinance, ’

The City of Philadelphia issues a publicly available financial report thai includes
financial stalements and required supplementary informatlion for the Pension Pian.
The report may be obtained by writing to the Director of Finance of the City of
Philadelphia.

Annugl Pension Cosi, Contribulions Required and Contribggiions Made

The Company's annual pension cost is equal 1o its annual required contribution. The
annual required contribution for the cument year was determined as part of an
actuarial valuation at Sepiember 1. 19946 using. the projecied unit credit method.
Significant actuarial assumptions-used for the above valuation include: a) a rale of
return on the investment of present and future assets of 8.25% per year compounded
annually, b) projected salary increases of 3%, and ¢} 62 as the assumed retirement
oge. Both a) and b} included an inflation component of 3%. The assumplions did not
include post retirement benefit increases,

The actuarial asset volue is equal to the value of the fund assets as reported by the
City of Philadelphio with no adjustments. The unfunded octuarial aocrued liability is .
being amorlized over eleven {i1]) years.

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

Confributions totaling $4.590.000 were made in 1997. These contributions consisted of
the net of: a) $4.694,000 normal cost and b) $104,000 amortization of the excess of the
plan assets over fhe pension benefit obligafion. In 1996, contributions of $7.337.000
consisted of: a) $4.704,000 normal cost and b) $2.433,000 amortization of the unfunded
pension benefit obligation. In 1995, contributions of $4.462.000 consisted of:  a)
$5.740.000 normal cost and b} $1,298.000 cmortization of the excess of the plon assets
over the pension benefit obligation.
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10 ACCOUNTING FOR PENSION COSTS {Conlt'd)

B. .. Annual Pension Cost, Contributions.Reauired and Contribuiions Made (Cont'd):

. Fiscal year 1997 contributions were made in accordance with actuarial
@ . recommendations determined through an octuarial study performed in September.
- mem 1996, Fiscal 1996-and 1995-coniributions were: made in~accordance with actuarial
recommendations delermined through the actuarial studies/updates performed in

November 1994 and April 1995.

Historically, payments to beneficiaries are made by the Company and not from the
) assets of the Pension Plan. in recent years, paymenis to beneficiaries exceeded the
Company's actuarially computed pension contribution.  Withdrawals from pension
assets of $23,380,000 in 1997 and $20.371.000 in 1996 were necessary fo meet

beneficiary payment obligations.

C. Historical Trend Information {unaudited)

Historical trend information reflecling funding progress and confributions made by the |
Company are presented on pages 20 and 21.

D. Post Employment Benefil Information

® in addition to providing pension benefits, the Company alse provides health care and
life insurance benefils 1o Pension Plan beneficiaries and their dependents. Such
benefils are funded on a pay-as-you-go basis. The Compaony recognizes the cost of
providing health care benefits for the 2,027 and 2052 beneficiaries and their
dependents for the 1997 and 1996 fiscal years, respectively, and the cost of providing
such benefits for 1,990 and 1,984 active empioyees and their dependenis for the 1997

o and 1996 fiscal years, respectively, by charging the annual insurcnce premiums to
expense. Total premiums incured for health care amounted to $19,438.000 in 1997
and $19,123,000 in 1994, of which approximately 45% and 41% respectively, represents
payments on behalf of retired employees and their dependents. Total premiums for
group life insurance were 31,184,000 in 1997 and $1.511,000 in 1996; opproximately 29%
and 32%, respectively, is attribuiable to retired employees.

117. RISK MANAGEMENT:

The Company is exposed to various risks of loss related to torls; theft of, domage to. and
destruction of assets; erors and omissions; injuries to employees; and notural disasters. The
Company is principally insured through insurance camiers. The Company's property is insured
® against the risk of loss or damage. without aggregate limits, in the omount of $250,000.000 per
occurrence with o $100.000 deductible; subject, however, to an annual aggregate limit of
$100.000.000 for earthquoke and an annual aggregate imit of $50.000.000 for flood.
generally, and to lower flood limits as to the Richmond Plant. A deductible of $250.000
applies to specific sforage tanks at the Passyunk Plont, In addition, the Company maintains
boiler and machinery, blanket crime. and other forms of properly insurance. With respect io
L . incidents arising between Oclober 1. 1984 and August 31, 1991 and between September 1,
1994, and August 31, 1994, the Company maintains policies of liability insurance insuring
against the risk of damage or injury to the public for $25.000.000 in excess of $500.000 for any
one inciden!, generally without aggregate limits. Effective September 1, 1994, the Company
increased its policies of liability insuronce against risk of damage or injury to the public to
$35.000.000. Effective Seplember 1, 1991 through August 31, 1994, the liabkility insurance
Tgme - e - - retention level was increased from $500.000 to $2,000:000 {see below| forany one incident In
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RISK MANAGEMENT [Cont'd):

- accordandéwith instructions from the PGC. In the instance in which the Company and PFMC

have potential liability, the Company will defend against the actions and maoke settlements
on behalf of the Company and PFMC with respect to losses incured by PEMC and the
Compaony up fo $500.000. PFMC .and the Company ore insured under the same liability

” Policy insuring againit risk of dahage orinjury 1o the public. The retention level for-coverage -

under this policy was reduced o $500.000 effective September 1, 1994. The Company also
maintoins $25,000.000 of workers’ compensation insurance in excess of $500.000 per incident
for on-duty injuries o employees. During the last three fiscal years. no cloim setlements have
exceeded the level of insurance coverage. None of the Company's losses have been settled
with the purchase of annuity contracts. Director's and officer's liability is the responsibility of

the City.
Claims and seHEei’nenT aciivity is as follows (also, see Note 1j;

THOUSANDS OF DOLLARS

CURRENT YEAR
BEGINNING  CLAIMS AND . END OF CURRENT |
YEAR ENDED OF YEAR ESTIMATE CLAIMS YEAR RESERVE
AUGUST 31 CLAIMS ADJUSTMENTS SETTLED CLAIMS AMOUNT
1994 10.852 4,370 {3.178) 12,044 6.759
1997 12,044 2.599 (4.368) 10.275 4.982

Also, the Company has entered into several one year contracts to provide health care for
both active and retired employees which are experience rated, and premiums are adjusted
annually; in addition, the Company has acquired approximately $167.500.000 of group life
insurance coverage for both active and retired employees, which is retrospectively rated on
a monthly basis.

COMMITMENTS AND CONIINGENCIES:

Commiiments for major construction and maintenance contracts were approximately
3$2.782,000 as of August 31, 1997,

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

Year Ending
August 31 Thousands of Dollars
1998 276
1999 134
2000 67
2001 27

Rent expense for the years ended August 31, 1997 and 1996 amounted to $2,724.000 and
31,174,000, respectively.
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COMMITMENTS AND CONTINGENCIES (Cont'd):

On April 16, 1992, the Federal Energy Regulatory Commission {"FERC"]} issued Order No, 636
which requires the Compaony's pipeline suppliers, among other things, to unbundle all services
perdormed and to impiement a straight fixed-variable rate design. FERC Order No. 436 also
requires the Company fo pay fransition costs. Al August 31, 1993; the pipelines had received

- FERC authorizaiion to commence biling a poriion of their transition costs. The Company's

total exposure 1o transition costs stemming from FERC Crder No. 636 is not fully determinable
until pipeline suppliers file for cost recovery. Based on thelr epproved filings and in
anlicipation of future filings for known costs. it is estimated that the Company's liability for
transition rates costs on August 31, 1997 and 1996 is opproximately $18,000,000 and
$24.050,000 respectively. Therefore. the Company has recorded both a deferred debit and a
deferred credit on the balance sheet of $18.000.000 and $24.050.000 at August 31, 1997 and
1996, respectively. As of August 31, 1997, the Company has paid approximaiely $18.000.000
of principal and interest for FERC Order No. 636 transition cosis o ils pipeline suppliers. Such
amounts have been recovered through the normal GCR.

The Company. in the normal course of conducting business, has entered into long-term
contracts for the supply of natural gas and firm transportation and long-term firm gas storage
service. The Company's cumulative obligations for demand charges for all of these services

is approximalely $6,200,000 per month.

The Company has entered inlo contracts fo purchase $66.2 million of natural gas at firm
prices ranging from $2.00 to $2.32 per mcf during the period Sepiember, 1997 through August,

1998,
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PHILADELPHIA GAS WORKS

SCHEDULE OF PENSION FUNDING PROGRESS

Acluarial

UAALasa
Acituanal Actuarial Value  Accrued Liahbility {Overfunded)/ Percent of
Valuation of Assetls (AAL) Eniry Age Unfunded AAL Funded Ralio Covetred Payroll  Covered Payroll
Date [q) (b) - _{UAAL] (a/b} {c) [{b—a)/c}
9/1/91 238,415 319,903 81,488 74.53% 100,003 81.49%
9/1/92 259,911 299,484 39.573 86.79% 100.512 39.37%
9/1/93 277.370 310,775 33,405 89.25% 109,034 . 30.64%
9/1/94 300,824 288,420 (12,404) 104.30% 101,409 -12.23%
9/1/95 330,829 327,420 (3.409} 101.04% 96,290 -3.54%
/1196 349,675 301,883 (47.792) 115.83% 98,549 -48.50%
® ® [ ® L ] @ & ®




PHILADELPHIA GAS WORKS

SCHEDULE OF PENSION PLAN EMPLOYER CONTRIBUTIONS

Fiscal Year Ended

Annual Confribulion

Percent Required/Contributed

8/31/92
8/31/93
8/31/94
B/31/95
8/31/96
8/31/97

14,245
12,469
12,712
4,462
7.337
4,590

100%
100%
100%
100%
100%
100%
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STONE & WEBSTER MANAGEMENT CONSULTANTS, INC.

ONE PENN PLAZA - 250 WEST 34TH STREET - NEW YORK, NEW YORK 10119-2998
212-290-7000 FAX: 212.290-7033

April 16, 1998

Honorable Ben Hayllar

Director of Finance

City of Philadelphia

1401 ] F Kennedy Boulevard
1330 Municipal Services Building
Philadelphia, Pennsylvania 19102

Subject: Independent Consultant's Report
City of Philadelphia, Pennsylvania
Gas Works Revenue Bonds (1998 General Ordinance), First Series.

Dear Mr. Hayllar:

The attached report contains the findings and conclusions of Stone & Webster Management Consultants, Inc.,
(Stone & Webster) with respect to the issuance of up to $300,000,000 of Gas Works Revenue Bonds (1993
General Ordinance), First Series (the Bonds). Up to $100,000,000 of these Bonds are being issued in-order to
fund a portion of the Philadelphia Gas Works' (PGW) capital improvement program, fund a sinking fund reserve
and pay the costs of issuance.

Up t0 $175.000,000 of these Bonds are being issued to refund all or a porton of the City’s outstanding Gas
Works Revenue Bonds, Twelfth Series, Fourteenth Series and Fifieenth Series as well as fund a sioking fund
reserye and-pay costs of issuance. In addition up to $25,000,000 of these bonds are being issued to acquire from
the Philadelphia Municipal Autbority (PMA) PGW's headquarters building at 800 W. Montgomery Avenue in
Philadelphia by prepayment of the amounts due under the lease for such building, to fund 2 sinking fund reserve
and 1o pay costs of issuance (such bonds to be issued as Subordinate Bonds under the 1998 General Ordinance'
hereinafier defined).

The Bonds will constitute the first debt issued under the 1998 General Ordibance, all previous Gas Works
Revenue Boods having been issued under the 1975 General Ordinance.

Stone & Webster has broad experience in the technical and financial analysis of the operation of a gas
distribution system of the magnitude and scope of the Philadelphia Gas Works and has a favorable reputation for
competence in such field and is qualified to do such work (see Appendix for Stone & Webster qualifications).

1 The 1998 General Ordinance and a Supplemnental Ordinanee as each hereinafter defined have been introduced to-City
Council and arc awailing enactment. This report assumes that both the General Ordinance and Supplemental Ordinance will
be enacted, N
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SCOPE OF WORK

Stone & Webster has prepared a detziled report including historic- and forecast schedules. The basis for the
report is our review of PGW's operations, facilides, and its customer, sales, and financial forecasts. As the
basis for our report, we have conducted an independent investigation of such physical properties and books and
records that we deemed necessary io order to make the findings and conclusions contained herein. In this
regard, we have reviewed PGW's operations, facilities and customer, sales and financial forecasts. The report
also. provides an assessment of the condition of the physical plant including PGW's existing production, storage
and distribution facilities, among others, based upon on-site inspections of facilities. It reviews and evaluates
existing and planned natural gas transport and supply contracts with respect to volumes of gas to be delivered
and evaluates the adequacy of present inventory, current and future gas supplies, pipeline transportation
capacity, and supplemental gas production capabilities. Furthermore, an evaluation and description of PGW's
capital improvement program for fiscal years 1998 through 2003 is addressed with the objective of judging the
consistency and reasonableness of the major replacements, improvements and benefits whick will be made. to the

gas system.

The report provides an overview of PGW's long-term capital progratn and an assessment of the regulatory and
rate setting environment under which the imposition and collection of rates and charges will occur.  This
financial assessment, based on PGW's 1998 chrough 2003 financial forecast, is structured to permit the reader to
make an estimate of PGW's ability to meet the current and future costs of operation and maintenance, as well as
its ability 10 meet debt service coverage tests and other bond covenants set forth in the legislation which governs

debt financing.

FINDINGS AND CONCLUSIONS

Detailed findings and conclusions are contained in the attached report; however, subject to such findings and
conclusions, the following points summarize Stone & Webster's key opinions relevant to issuance of the Bonds:

Operations

e PGW is a competently managed and operated gas distribution wiility. PGW and its facilites are
organized, operated and maintained at a level equal to or in excess of regulatory requirements and
generally accepiled industry practices. Based upon our investigation, we believe PGW's facilities are in
good operating condition.

Finance

e Based on our investgation and evaluaton of financial fourecast information covering the period 1998
through 2003, and on the basis of actual and estimated future annual financial operations of PGW's
facilities and cemain assumptions with respect thereto over the amortization period of the First Series
Bonds, which assumptions we believe are reasonable, current and future project revenues which are
pledged under the General Ordinances (hereinafier defined) comply with the requirements of the
definition of project revenues in section 2 of The First Class City Revenue Bond Act (the "Act™) and,
over the amonization period of the Bonds, will be adequate to meet all expenses of operation and
maintenance, repair and replacement, reserve fund deposits, debt service on the bonds issued under the
Genperal Ordinances as the same shall become due and payable and the surplus requirements of the rate
covenants contained in section 4.03(b) of the Ordinance of City Council approved May 30, 1573, Bill
Number 1871, as amended (the "1975 General Ordinance”) and in section 4.03(b) of the General Gas
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Works Revenue Bond Ordinance of 1998 (the “1998 General Ordm.ancc ) (collecuvely the “General
Ordmances ).

¢ Fiscal year 1998 is rurning out to be warmer than most years. PGW’s current estimate (based on actual
data through February 1998 and estimates utilizing actual degree days through April 14) is that fiscal
year 1998 will have 10.9% fewer degree days than an average year. This has led to a number of
management control initiatives to reduce expenses and refund cerain owtstanding revenue bonds to
compensate for the expected revénue shortfall in order to meet bond coverage réquirements.

The project reveiues which are pledged as security for the bonds issued under the General Ordinances
+are currently and afe projected io be sufficient to comply with the Rate Covenants set forth in Section

4.03(b) of the Geneéral Ordinances.

o Achievement of the forecasted results, 1999 through 2003, is premised oa additional funds amounting to
3185 million during fiscdl years 1999-2003. Itis andcipated that this will be financed by revefiue bonds

in fiscal years 2001 arid 2003, and by capital leases in fiscal years 1999, 2000, 2001, and 2002. Itis
assumed for purposes of this report that all revenue bonds will be tax exempt and the 2001 and 2003

bonds will be issued at an interest rate no greater than 6.5%.

Capital Expenditures

¢ The capital improvements proposcd during the forecast period, 1998 through 2003, will, aleng with
continued good operation and maintenance pracuces enablc PGW to maintain its system in good
operating condition. Our review of present management practices indicates that this is likely to continue,
provided PGW is authorized the necessary funds, {Detailed engineering quality assurance inspsctions

and testing were not performed.)

» Contracted PGW gas supplies plus spot market purchases plus anuo:pated additional contracted supplies
plus supplemental gas capacities as well as the pipeline transport capacity to move these supplies to PGW
are adequate to meet PGW's forecast of demand on a day of maximum demand (a design peak day), or
an hour of maximum demand (a design peak hour), and during a year of maximum demand (a design

peak year).

Sales

® The conunuing decline in Philadelphia population (decline of 6.1 % between 1980 and 1990) and loss of
jobs (decline of 4.0% between 1980 and 1990), if they continue, will eventually limit customer growth,

as assumed by PGW in its forecast.
® PGW firm sales volumes over the forecast period (1999 10 2003) are expected 1o decline by 0.2 percent

per year afier weather normalization. Interruptible sales volumes however are forecasted to increase
(5.0 percent per year) as are transportation volumes (0.9 percent per year) over the same time period.

i
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e Ip addition (o traditional gas sales, mew types of appliance and service sales are being instituted
throughout the forecast period through an expanded marketing program and staff, '

Potential Legislation .

o Legislators of the Commonwealth of Peansylvania are in the process of developing new legislation
concerning deregulation of gas utlities in the Commonweaith. The final form of any such legislation,
should it be enacted, is unknown at this time. It is also unclear 10 what extent the legislation, if it is
enacted into law, may affect municipal utilities such as PGW, or its customers. Due to the uncenainty
of the final form of the legislation no analysis on its effect has been taken into account in this report. ’

The accompanying forecasts are based on assumptions of future events and should not be construed as a
statement of fact. These assumptions have been provided by or have been reviewed with and approved by PGW
and are based on present circumstances and information currently available. During this assignment, we
analyzed such information as was considered appropriate for use in evaluating the assumptions pertaining to the
financial statement forecasts. Based on current information, we believe that the assumptions are reasonable.

These assumptions may be affected by furure events and, therefore, the actual results that will be achieved may
vary from the forecast.

Siocerely,

STONE & WEBSTER MANAGEMENT CONSULTANTS INC.

Crcbinas F o7 Vo

Richard F. Mormmow
Vice President
(Respounsible Officer)

Edward A. McGee /&\Zﬁ»

Assistam Vice Presidént
(Project Manager)
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INTRODUCTION

The Philadelphia Gas Works (PGW), a city owned gas distribution utility in the City of Philadeiphia (City), retained Stone
& Webster Management Consultants, Inc. (Stone & Webster) to prepare this report in connection with the issuance of up
to $300,000,000 Gas Works Revenue Bonds, (1998 General Ordinance), First Series (the Bonds). Stone & Webster was
asked to investigate, evaluate and state conclusions regarding:

. The adequacy of PGW gas supplies and their transport capacity on feeder pipelines;

. The adequacy of current and future PGW revenues to meet operation and maintenance expenses, reserve fiind
deposits, debt serviee on the Bonds, lease payments on cerlain leased assets, and the requirements of the General
Ordinances rate covenants; and, '

. The appropriateness of the capital improvements (being financed with the proceeds of the Bonds as well as
through-leases and internally generated funds) to maintain the PGW systemn in good operating condition.

The findings and conclusions regarding these issues are contained in this report. Historical and forecast statistics and related
figures are displayed in Figures 1-10, Tables 1-18 and Exhibits I-VI which are an integral part of this report. This report
also contains Stone & Webster's independent assessment of PGW's organization, management, and overa)] strategic plan.

During the first quarter of 1998, a review and evaluation, based upon on-site inspections, was made of production, storage,
distribution and general plant facilities. The adequacy of gas supply and transport resources to meet forecast requirements
was determiined.  The cepital improvements program was evaluated as o the appropriateness of quantities and estimates-of
material and labor prices, and justification of improvements and benefits to the gas physical system. An evaluation was also
conducted of the four,major.computer mainframe systems being purchased and customized during the early years of the
forecast, since they also représent a major portion of the capital program, Finally, Stone & Webster prepared an assessment
of the reguiatory and rate setting environment which was factored into a series of pro-forma financial forecasts for purposes
of analysis. This analysis permitted us 10 estimate PGW's ability to meet the current and future costs of operations,
maintenance and debt service coverage requirements and other bond covenants set forth in the statutes which govern debt
financing.

Fiscal year 1998 is turning out to be warmer than most years. PGW's most recent estimate (based on six months of actual
results through February and actual degree days through April 14) is that the year will produce 4,100 degree days, & decrease
ol 10.9% from average weather. On this basis a “Current Estimate” of operations and financial results was compiled. The
Current Estimates calls for a decrease in firm sales volumnes of 6,477 MMcf or 10.5%. The full impact of the change in
weather is identified through tables and exhibits at the end of this report which contain both the original budget figures for
1998 and the Current Estimale for the year.

Major factors and key assumptions relative to the forecast are listed below and are discussed in more detail in the report:

n Based on our financial analyses, continuing GCR {gas cost rate recovery) adjustments will be required in.order
for PGW to meet the financial forecasts included herein and the terms of its bond covenants.

®  Revenue Bonds - Additional revenue bond issues will be required in the year 2001 and the year 2003. Capital
leasing proceeds are also required in the first four of the five forecast years. All revenue bond issues are:
assumed to be tax exempl and the additional bond issues to have no greater than a 6.5% interest rate.

u Legislation - No change in current legislation has been factored into these forecests, since varicus
Commonwealth of Pennsylvania proposals concerning open access on distribution systems are still unresolved
and since there is no clear indication regarding which, if any, portions.of such legislation might apply to a

municipal wtility such as PGW.
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Sales - In addition to more traditiona! nafural gas revenues, revenues from new gas-related products and services
arc expected to be an increasing component of total revenues .

Accounts Recgivable - The decline in Accounts Receivable observed over the four year penod from 1994,
through 1997 is assumed to continue over the forécast pcnod ase rcsu]l of conlmumg and incéedsing emphasis
on coIlect:on&
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GENERAL

THE PHILADELPHIA GAS WORKS ., »- . P

The Philadelphia Gas Warks consists of reel and personal property, whether tangible or intangitle, owned by the City of
Philadelphia, plu.s the organization and personnel necessary for the acquisition, transport, delivery and sale of natural gas

within the City.!

In March 1835 a City Ordinance was passed authorizing private ownership and operation of & public gas utility under trustee
management. This Ordinance also contained an option clause permitting the City to take ownership of PGW by issuing City
bonds to the private stockholders. This option initiating City ownership of PGW was exercised March 1, 1841, and has since
been continuously in effect. ‘Menufactured gas production commenced February 8, 1836 and service was insugurated
February 10, 1836 to 46 gas lamps along Second Street. PGW thus has completed 162 years of service to the citizens of

Philadelphis,

During its 162 years of existence. the operation and management of PGW has evolved to its present configuration through
a varicty of arrangements. Initially it was managed by the private owners. In 1841, a Board of Trustees assumed
management of PGW in accordance with an enabling City Ordinance. This arrangement continued through April, 1887 when
management and operation of PGW was assumed by the City under the Director of Public Works. Senous financial and
operating problems led to replacement of this arrangement on Novernber 12, 1857, At thattime, the City, unable to sell
PGW, contracted with the United Gas Improvement Company (UGI), now UG] Corporation, for the operation and
management of PGW under authority granted by the City Charter. Operation and management by UGI continued through
Decemnber 31, 1972,

Cm January 1, 1973 the Philadelphia Facilities Management Corporation (PFMC), a not-for-profit Pennsylvania corporation,
" was incorporated by the City.for the specific purpose of operating PGW.. PFMC currently manages PGW in accordance with
'the original Agreement with the City dated December 29, 1972 as subsequently amended (Agreement). The functioning
of PGW under the current Agreement is as follows;

Creanization Funetion
City of Philadelphia - Owns PGW property and establishes legislation for PGW functioning,
The Gas Commission Established under the Philadelphia Home Rule Cha.ﬂér, operates under
the terms of the Agreement and is responsible for overseeing operation
of PGW by the PFMC.
PFMC Provides executive management and operates PGW facilities.
PGW Manages construction, opqation-md maintenance of the gas system on

a day-to-day basis,

The Agreement states that for the operation of PGW the PFMC shall provide:

IFor the first me in its history PGW is also test marketing to a small percentage of its customiers a second encrgy commaodity,
clectricity, under the one-year pilot program of the neighboring utility, PECO Energy (“PECO"). Depending on the outcame of this test,
PGW may decide to participate in a broeder program; however this would require 8 specific Ordinance and therefore the enclosed:forecasts
do not reflect any additiona! activities in this market,
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-] A Chief Executive Officer,
L] A Chief Operating Officer,
o A(ﬂ'uef Financial Officer, aﬂg -
. Other personnel as deemed appropriate by PEMC.
All PFMC personnel are subject to the approval of the Philadelphia Gas Commission (Commission). The Commiss.ion
consists of five members: the City Controller (orhis designee), two Mayoral appointees, and two City Council appointees.
The Commission has the general responsibility to oversee operation of PGW by PFMC and retains all powers not specifically
granted to PFMC. In'addition the Agréement specifies certain functions of the Commission, mainly:

u Approval of PFMC personnel,

= Review and make recommendations regarding gas supply contracts for City Council approval,

o Approval of PGW's annual operating budget,

L Review and make recommendations regarding PGW capital budgets for City Council approvai,
a Approval of short-term loans,
L] Power to establish procurement standards and to fix and regulate rates and charges for supplying gas to

customners other than the City and the Board of Education, which will annually produce revenues sufficient to;

< a) twpayall operating and maintenance expenses.of PGW-and the interest and amortization expense of its
debt and,

b} pay $18,000,000 to the City each year and,
c) provide such other funds as may be approved by the Gas Commission or City Council.

a Review and approva! of all PGW real estate acquisitions, sales, or Jeases for submittal 1o City Council for
approval by ordinance.

ORGANIZATION AND ADMINISTRATION

The current PGW organization, a typical line organization, is shown in Figure |. In preparing this study interviews were
conducted with a Board Member of PFMC and all of PGW's officers: its President, Executive Vice President, each of the
four Senior Vice Presidents, and each of the four Vice Presidents. We al'so interviewed PGW’s Controller, and a2 numnber
of its Managers and Directors. The interviews were supplemented by review of PGW policies, practices, procedures and
field observation of numerous emplovees at various facilities performing their functions. Based on these interviews, reviews
and observations, it is our opinion that PGW is suitably organized, managed, and operated by qualified perSonnel.

Total PGW employment as of March 31, 1998 was 1,997. The Gas Works Employees' Union of Philadelphia, Local #686,
Service Employees' International Unit (en AFL-CIO affiliated union) represents 1,530 employees The Amalgamated Plant
Guard Workers of America, Local # 506, represents 10 secunity personnel. These figures represent a substantial decrease
from personnel levels & decade ago in accordance with the Gas Commission's order of October, 1988, directed at reduction
of expenses, and recommendations contained in the revitalization plan of 1995 by a turnaround consulting/management firm.
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On August 6, 1993 there was a work stoppage by the Gas Works Employees' Union over a number of issues, including salary

" -issues, in the-proposed contract. This work stoppage lasted 85 days until it was settled in Oclober, 1993 .with a five-year

agreement. It was the third work stoppage in the history of PGW. The first two which occurred in 1971 and 1989 were of
shiorter duration™ The current:contract expires May 15,1998 and PGW is preparing for contract renegotiation: If.a work-
stoppage should occur, PGW has made preparations to enable the continuation of essential activities. The contract with the
Amalgamated Plant Guard Workers expires on June 30, 1998.

In 1996 PGW hired its current Chief Executive Officer, its current Chief Operating Officer, and its current Chief Financial -
Officer. Theseindividuals were selected with due consideration to the possibility that deregulation might come to the gas
industry and possibly to PGW. For instance, the Chief Executive Officer was selected from the telecommunication industry,
one of the earliest industries dereguiqtcd.

The new executives have formulawd and instituted at PGW strategic plans which envision positioning PGW to be able to
compele in a dercgulated enyironment, should it oceur. PGW’s 1998 Budget and 1999-2003 Forecast contain the result of
ambitious, multifaceted goals consistent with the strategic plans. As part of the sl.ralegm plans and resulting forecasts,
PGW's marketing department has been grestly expanded with most new hires coming from non-regulated industries such
as oil refining. PGW’s Senior Vice President of Marketing was replaced as of February 1, 1998. His duties have been. -
assumed on a lemporary basis by Mr. Edward J. Reynolds, Director of Commercial and Industnal Sales in PGW's Marketing
Department.

. Al major computer systems are being revamped or replaced with systems having capabilities and flexibilities to expand in

areas such as additional products and services, additional customers, and more immediate productivity and cost information.
PGW embarked on a Year 2000 compliance program in the 4* quarter of 1997. This is a formal prograrm with a formal
project structure, Engaged in this initiative are Unisys Corporation, Stone & Webster, and Viasoft Corporation (contract
in finalization stages)., Thus approach is expected to provide the strategic coverape needed in critical areas of PGW including
all Information Technology Assets; embedded systems, and Business System Applications on the mainframe computer.

. Financial coverage of this initiative for 1998 is budgeted under Information Technology Revitalization.

The following brief resumes provide pertinent information on the major management qualifications of the PFMC/PGW
Senior Officers:

es Hawes esid i tiv
Mr. Hawes joined PGW in 1996 and currently serves as President and Chief Executive Officer of PGW. Mr. Hawcs

also serves as Vice Chair of the Philadelphia Facilities Management Corporation.

Prior 1o joining PGW, Mr. Hawes served as Vice President and Chief Executive Officer in the State of Nebraska for
US West Commumications. Prior to his role as senior officer, he served as Executive Director - Finance and Marketing
for the same firm. While at US West, Mr. Hawes managed the deregulation process in Nebraska for that fum. He was

" elso instrumental in designing and implementing market driven strategies to reposition US West from & monopoly
culture to 8 market driven competitivé enterprise over 8 len yedr period.

Mr. Hawes received a BB A from Morehouse College, an MB.A. from Atlanta University, and an M.S. from the
Massachusetts Institute of Technology. While & Sloan Fellow at M.LT. he toured major cities in China, in a managerial
strategy- information exchange and advisory role.

Gregory D. Martin, Executive Vice President and Chief Operating Offi
Mr. Mariin is Executive Vice President and Chief Operating Officer of the Philadelphia Gas Works (PGW). In this
capacity, Mr, Martin-manages the gas operations, customer service and systerhs technology activities.. -

Prior to his appointment to PGW, Mr. Martin was Vice President, Gas Management at Equitable Gas Company in
Pitisburgh, Pennsylvanis. There, he directed and managed the gas supply purchasing, planning, off-systern marketing
and sales, federal regulatory, retail transportation and gas measurement functions. He also held the position of Vice
President, Consumer Products at Equitable Gas - Energy, a non-regulated marketing affiliate of Equitable Gas
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Compeny. Mr. Martin has also held positions as Gas Procurement Administrator, with the Charlottesville. Gas Utility
Division in Charlonrswlle Vlrglma, Special Assistant to Comnmissioner Wesley Long at the District of Columbia Public
Service Commission and Special Assistant to Commissioner Maﬂhew Holder ‘at the Federal Energy Reégulatory

Commission.

. C o Ve -

Mr. Martin holds an M.A. and B.A. in Political Science from the Umvcmty of Wisconsin and- Umvcrs1ty of New
Orleans, respectively.

Mr, Sha.rbuti joined PGW in 1996 and currently is the Sentior Vice President and Chief Financial Officer of Philadelphia
Gas Works. In this capacity, Mr. Sharbutt is responsible for the departments of Risk Management, Treasury, Tariffs
and Regulatory Affairs and Reporting, and Budget end Financial Forecasting.

Prior to joining PGW, Mr. Sharbutt was Vice President and Chief Finanzial Officer of the Resources Group at Pacific
Enterprises, & Los Angeles, California based holdihg company, the parent firm of Southern California Gas Company.

Mr. Sharbutt holds a Bachelor of SCIBI!CC degree in Accountmg and Economics from the University of A]abama, and
has complcu:d course work toward an MBA. He has sttended Advihced Executivé Management Programs at Harvard
Business School (*91), Stanford Unjversity (° 94) and the Umvers:ty of Michigan (*85). He is a Certified Financial
Manager (CFM) and & Certified Management Accountant (CMA).

dney vent Senior Vice President of Deregulaty
Sydney M Avent, Esq has recently been appdinted Senior Vice President - Dereg'ulahon of the Philadelphis Gas
Works. In this capacity, she is resmnsxble for the crafting of PGW pollcy end legislative recorm'nendatmns with regard
1o industry dcrcgu]auon and essisting PGW's President and CEO in the devélopment, unplemcntahon and monitoring
of corporate initiatives in this area.

Prior io her cuitenit position, Ms. Avent served for fourtéen (14) years in PGW’s Legal Department, progressing to
Senior Vice President and General Counsel. In addition to her PGW responsibilities, Ms, Avent has served as Chair
of the Hearing Committee for the Disciplinary Board of the Supremé Court of Pennsylvania; President of the
Philadelphia Bar Foundation; President of the National Bar Association, Women Lawyers Division, Philadelphia
Chapter, Vice President of the National Coalition of 100 Black Women, Inc., Pennsylvania Chapter; Vice Chair of the
Bright Hope Baplist Church Boarg of Trustees; Director of Womens Way and Director of the Philadelphia Child

Guidance Center.

. Prior to her employment with PGW, Ms. Avent served as a marketing attorney and litigator for five (5) years with Gulf
Oil Corporation. She received her 1.D. degree from UCLA School of Law, and received her undergraduate degree in
Psychology from the University of North Carolina in Chapel Hill.

Ms. Estrin Jomlcd PGW in October, 1957 and serves as Senior Vice President of Human Resources. She is responsible
for the Labor and Employee Relations, Human Resources, Staffing and Diversity, and Safety sections at PGW.

Ms. Estrin came to PGW from the New York Power Authérity where she served as Vice President of Human Resources.
She previously held the same position with the USPCI subsidiary of the Union P&cific Corporation and with the Geneva
Pharmaceulicals subsidiary of Ciba-Geigy Corporation.

Ms Estrin received a B.A. degree from the University of Tenriessee and an M.B.A. from Fairleigh Dickinson University.
Skic is & membér of the Advisory Board of the.Salvation Armiy in Philadelphia and serves as Trustee of the ENS Chacan
Foundation for Global Management Studies in Panis, France.
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‘Mr. Hoffman is responsible for General Accounting, Financial Reporting, Accounts Payable, Inventory Accounting,
Internal Auditing and Property Records. Since commencing employment with PGW 'in 1995, he has served on various
standing and special project committees and teams including the Information Systems Steering Committee, the
Compensation Committee, Senjor Team, Gas Deregulation Team and a year-end billing task force.

Mr. Hoffman came to PGW from AAMCO Transmissions, Inc., Bala Cynwyd, PA, where he served as the senior
financia] officer with responsibility for ail financial functions mcludmg budgeting, treasury, benefits, information
systems, taxes, auditing and risk management. His prior experience includes public accounting with Coopers and
Lybrand in New York City with work in the insurance, utility and manufacturing sectors; intemational manufacturing
and intemational accounting with the semiconductor division of General Instrurnent in Hicksville, NY+ and construction
accounting with Jerrold Electronics in Hatboro, PA. '

Mr, Hoffman is a Certified Public Accountant (NY 1971). He has an M.B.A. in Finance from Temnple.University
. (1989) and & B.S. in.Commerce with.a major in, Accounting from Rider College (1970).

M. Ellen Moffett, Esq., Acting General Counse]

Ms. Moffett joined PGW in June'1997, as Assistant General Counsel - Commercial, and in March 1998 was.named -
Acting General Counsel. Her principal .practice areas encompass financings, acquisitions, computer and internet
technologies, intellectual property, energy and general commercial Jaw,

Ms. Moflett was previously with Wolf, Block, Schorr and Solis-Cohen and Montgomery, McCracken, Walker and
Rhoads, two Philadelphia Jaw firms, and Fillmore Mercantile Incorporatcd a privale investment company, where she
served as General Counsel and Chief Operating Officer.

Ms.-Mofett holds 2 B.A. from New York University, a Masters in Sociology from the University of Pennsylvania, and
received her 1.D. from Rutgers University Law School in 1982, where she was a member of the Rutgers Law Review.
She is presently a member of the American, Pennsylvania and Phlladclpiua Bar Associations.

J. Gregory Dniscoll serves asChairman of the Board of PFMC. Other members of the Board, most of whom have been

appointed since 1995 include Andre L. Dennis, Esq., Kathryn Engebretson, Ben Hayllar, William J. Marrazzo, Rev, William
B. Moore, and Helen Pudlin, Esq.

SERVICE AREA

Philadeiphia Gas Works is the largest municipally-owned gas utility in the nation. PGW purchases, sells, and distributes

patural and supplemental gas wilhin the limits of the City of Philadelphia (see Figure 2). The City's borders envelop &
predominately urbanized area of 129 square miles in southeastern Pennsylvania slong the Delaware River. Within these

‘boundaries PGW maintains a distribution syslem with approximately 6,000 miles of gas mains and service pipes serving

approximately 511,000 customers.

The City is the largest incorporated area in the Delaware Valley region. The 1990 U.S. census, as reported by the Delaware
Valley Regzonal Planning Commission (DVRPC) in April, 1991, counted 1,585,577 inhabitants in the City, a decrease of

6.1% since 1980. The DVRPC’s latest population estimate (for 1996) reflects a further decrease of 7.3% 1o 1,478,002

inhabitants (see Figure 3). The region is compnsed of Bucks, Chester, De]awa.rc Montgomery, and Ph,tladelp}na counties
in Pennsylvanie, and Burlington, Carnden, Gloucester, and Mercer counties in New Jersey. Seven of these nine counties (all
except Philadelphia and Delaware) are estimated to have increased their populauon in 1996 over their 1990 census figures.

Philadelphia's economic orientation has been shifling steadily towards service-related activities, Whereas Government and
most private sectors are estimated to have declined in employment statistics, service sector ]obs within the City are estimated
10 have increased to 278,000in 1996, an increase of 5.5% since 1992 (see Figure 4). This increase is on top of an increase
of 8.5% from 1986 through 1992. The main service industries in the City of Philadelphia are law, health, and education.
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The relatively low edsts of living and office space compared to cities of similar size, along with a prime location at the heart
of the Washington-New York-Boston corridor, and the presence of major research universities helps assure Philadelphia
a continuing capacity to attract and retain a dynamic private sector.

The City of Philadelphia has formulated a number of aggressive plans to counteraét recent trends of jobs and residents
transferring from the City to the Suburbs. Statistics indicate most Philadelphians that migrated between tax record periods
of 1992 and 1993 went to the three Pcnnsy]vama neighboring counties of Montgemery, Bucks; and Delaware, as well as
to the three neighboring New Jersey counties of Camden, Burlington, and Gloucester,

The revitalization of Philadelphia’s central neighborhoods has included the construction of new office buildings; hotels, and
the renovation of existing structures. Many of the City's older sections continue to be rejuvenated through the restoration
of existing buildings for residential use.

'The recently constructed Convention Center is altracting many visitors and businesses to the Philadelphia area. PGW has
slready secured the Center g5 a heating and air-conditioning customer; and the new Cenvention Center has become one of
PGW's largest customers.

While PGW will indisputably benefit from the growth in commercial market and office space in the City, the resideniial
outlook is mixed. The return of urban professionals and socalled "empty nesters” o the City, attracted by a shorer commute
and the advanitages of urban life, will be somewhat counter-balanced by continuing cut-migration by other City residents and
the concentration of residential growth outside the City limits. Only slight declines have occurred in customer counts, since
increases in commercial and industrial customers have partially offset residential losses. (See Table 1))

Table 2 shows the historical pattern of PGW's sales. In fiscal year 1997, PGW sold 60.1 billion cubic feet (Bef) to firm
customers, Firm sales volumes have varied due 1o changes in the number of heating degree days and the number of firm
customers. Total PGW interruptible sales have varied up and down between 9.5 Bef and 12.5 Bef over recent years, with
1997 sales-at 9.8 Bef. Gas transportation, a new service provided to PGW’s largest commercial and industrial customers
whereby the customer arranges his own gas supply and PGW only delivers it, has grown from zero in 1990 to as high as 6.4
Bef'in 1995 and most recently 2.3 Befin 1997.

An explanation of abbreviations used throughout this report for gas volume and energy units as wel} as for heating units is
provided in the Appendix at the end of this report.

SALES AND TRANSPORT FORECAST

Gas Sales Volume

PGW's anticipated sales for fiscal 1998-2003 are shown in Table 3. In thus table, and in suceeeding ones, two columns are
displayed for 1998. One shows the original budget for 1598, based on normally expected weather conditions. The other
column represents the current estimate of how 1998 will turn out, since the weather for the critical winter months, which
cover the time period when PGW sells most of its product, is now mostly known. This current estimate contains six months
of actual known data (September 1997 through February 1998) and six months of best projections based upon currently
available information. The original budget figures for 1998 are included in order 1o provide continuity of figures throughout
all forecast years using an assunption of normal, or average, weather conditions. The 1998 Budget year and all five forecast
years, 1959 through 2003, are based on the expectation of 4,600 degree days of cold weather, The curent 1998.estimate
shown in Table 3 envisions.2 significantly warmer-than-norma! year in which 4,100 degree days will occur, a reduction of
500 degree days (10.9%) from normal weather.

The sales forecast excluding Load Balancing Service (LBS) sales for 1998 - 2003 is based on an analysis of historical usage
patterns and utilizes a normal (average) weather pattern containing 4,600 degree days. Factors considered in the forecast
include the historical growth or decline in number of customers, a number of new PGW marketing programs (e.g. oil heat
conversions, eppliance warranty) promoted through a greatly enlarged marketing staff, changes in raies of consumption by
customers in each rate classification, the existing and anticipated price advantage of natural gas over elternative fuels, the
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- gvailability of natura} gas, and the likelihood of PGW's participation in new construction and rehabilitation pro_;ects The
forecast for LBS sales is based upon the avmlabxhty of gas for sele al a competitive price efter the demand for gas by all ather
classes of customers has been satisfied

Total sales are forecast to decrease by 0.1 Bef or 0.1 percent from fiscal years 1998 through 2003, as gainy'in interruptible
sales nearly compensate for presumed losses in firm sales. The forecast assumes continued closure of the Philadelphia Naval
Base (once PGW's fargest customer) and associated industries. Recent news articles conceming possible new tenants at this
site may portend additional sales valumes.

Annual firm sales for fiscal 1998 are budgeted at 61.8 Bef and, under norma! weather conditions, are expécted to decline
1o 60.8 Bef by the end of the forecast period Much of the decrease is anticipated in the Residential sales class. The current
estimate for firm sales for fiscal 1998 is 55.3 Bef, & shortfall of 6.5 Bef (10.5%) from budgetéd firm sales, and is consistent

with the decrease expected in degree days,

Interruptible sales are expected to rise to 10.5 Bef in fiscal 2003, represenling an increase of 0.9 Bef or 9.6 percent over the
budget year, 1998. Much of the increase is forecasted to oceur in a newly designated customer category identified as Air
Conditioning load for Boiler & Power Service customers (BPS-A/C). Results to date for 1998 indicate the 1998 budget for
interruptible sales will be exceeded by about 0.2 Bef, 2.5%, due to the availability of edditional gas volumes not required:

for firmm customers, due to the warmer weather,

Gas Transport Volume
The most significant change in PGW's sales forecast involves the Gas Transportation Service. The cutrent estimate for

1998 shows gas transport volumes at 9.2 Bef, an increase of 300% over 1997 actual transport volumes of 2.3 Bef,

Transport volumes had been budgeted 1o rise even faster than those shown in the current estimate, A sales level of 18.1 Bef
wzs expected in the 1998 budget year as shown in Table 3, and further growth of 2.8 Bef was expected to oceur by 2003,
a }5.4% increase over 1998 budget volumes. The majonty of the increase was expected from sales to the Trigen Energy
Corporation’s Grays Ferry cogeneration project. This 150-Mw (megawatt) combined-cycle gas turbine facility will:supply
electricity to a neighboring electrc wtility and steam {or use in the downtown Philadelphia steam system. At the time of this
writing the plant had completed its testing procedures and had recently begun commercial operation. The shortfall in 1998
transport volumes is anticipated due to the plant’s delayed start-up, however revenues should be more on budget due to
contract terms. This single customer is forecasted to transport in excess of 10.0 Bef per year throughout the forecast peniod.
The remainder of the increase is atiributable to several other large customers,

Other Sales
In addition to its traditional gas sales and transport PGW is now launching “point-of-sale” marketing programs to produce

sales of associated services such as repair or replacement of gas appliances.

PGW is currently in the first year of a comprehensive pro-active residential space heating repiacement/conversion marketing
program. This program, “Customer Plus™, includes equipment procurement, insta)lation and finance, and removal of old
equipment. Ii targets both current non-heating customers and residences with oil heat. Over three hundred
replacement/conversions have been accomplished in the first months of this program.

PGW's market share of the residential heating market within its service territory 1s approximately 80 percent, with oil holding
approximately 18 percent of the market and the remaining 2 percent utilizing other energy sources. PGW's potential for
residential customer, end-use growth within its service territory is estimated as follows: 150,000 space heating customers;
50,000 water healing customers, and 400,000 clothes drying customers. Within the residentia) market share held by PGW
end-use saturstions are as follows:

Space heating: 90%
Water Heating: 80%
Cooking: 76%
Clothes Drying: 47%



1t is estimated that PGW's market share of the light commercial market ( establishments of less than 50 employees ) is 46
percent. PGW has also recently commenced a targeted marketing program for this markét sector iti selected SICs ( standard
industry classification codes ). This program also is comprehensive in that it includes equipment procurement, financing,
installation and removal. In both the residential and commercial programs PGW is actively developing mdust!y alliances
which not only support its gas marketmg efforts within the City, but also have the potential to'be useful in new marketing
ventures both within and outside of the City. It is currently dcvelopmg marketing programs for waler heaters and carbon-

monoxide {CO) detectors.

PGW has built up a significant marketing organization over the last two years which now includes approxunateiy '80
cmployes with a pro-active targeted-marketing spproach. PGW is committed to retaining and growing its traditional gas
market and at the same time opening new, but rélaied, marketing opportunities such as those cited above within its service

territory.

Customer Counts
Table 4 presents PGW's budgcted average nm'nber of customers for 1998 and a ﬁvc-ycar customer forecast on the same

average billings basis. Betweer 1998 and 2003, the tots] number of customers is forecast to decrease by 34,329 or 6.5
percent. The number of residential customers will decrease by 7.4 percerit for a net decrease of 36,515 customers by 2003,

accounting for most of the customet drop. Cothmercial customers afe expected to increase by 2,996 customers, or 12.4
percent Transportation customers will increase by 15 which amounts to a 68.2 percent increase on a small base. The total
numbers of PHA (Philadeiphia Housing AuLhoniy) and municipal accounts are projected to decline throughout the period
1998 10 2003.

In general, it is cur opim'on that PGW's sales forecast is & reasonable projection of sales in light of existing economic
condilions within its service territory. Of course it is highly dependent on winter weather condmons which have not been

as'cold as normal in the two most recent years.
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FACILITIES

PROCESSING FACILITIES

The principal PGW peaking or supplemental facilities include eight City Gate stations and two major gas production plants,
Richmond and Passyunk. Located at the plants are two liquefied naturs! gas (LNG) facilities, a gas control center, a de-
activated propane/air plant, and two gas holders.

&)

b)

<)

d)

)

City Gate Statjons

Natural gas is received through eight city gate stations from two pipeline transmission companies - Texas Eastern
Transmission Corporation (TETCO) and Transcontinental Gas Pipe Line Corporation (TRANSCO), The two
pipelines also own facilities and land at the eight gate stations. PGW's facilities at each of the city gate stations
perform two basic functions - to meter the flow of gas and to contrel the pressure delivered to PGW's distribution

system.

Gag Control Center
The gas control dispatchers, focated at the Richmond Piant, monitor and control gas flow and pressure from the eight

city gate stations to the high pressure distribulion system. The gas control dispatchers also provide direction to the
production plant operators concerning startup, shutdown and gas flow output from the supplemental facilities.
Operations are facilitated through the use of 2 computer system which includes a backup unit and an auxiliary power

supply.

Liquefied Natural Gas Facilitiey
There are two LNG facilities - one at the Passyunk Plant and one at the Richmond Plant

The smaller LNG storage and vaporization facility at the Passyunk Plant receives its liquefied gas supply from the
larger Richmond Plant via cryogeruc trailer trucks. The Passyunk LNG facility consists of one LNG storage tank:of
3,065,000 gallons (i.e., the equivalent of 253,300 Mcf (thousand cubic feet) of natural gas) and three LNG
vaporizers, each having a capacity of 45,000 Mef per day.

The Richmond LNG plant is one of the largest facilities in the U.S. for liquefaction in addition to storage and
vaporization. During the non-heating season, PGW uses the Richmond L.MNG Plant to liquefy and store natural gas
from the pipelines. The plant has the capacity (o liquefy and store approximately 23,500 Mcf per day and the two
storage tanks have e combined capacity of 48,970,000 gallons of LNG (4,045,800 Mef). Regasification of the liquid
1s accomplished with six vaporizers having a total output of 480,000 Mcf per day.

Propane/Air Facilities

Thie Passyunk propane/air plant has the air compression and propane vaporization capacity to produce 60,000 Dth
(Dekatherms) of propane/air mix per day (45,000 Dth per day planning basis) and has a liquid propane storage
capacity of approximately 662,250 gallons, This facility has been idle since 1994 and its use is not anticipated in
the current five-year gas supply forecast,

Gas Holder Storage Facilities
Both Richmond and Passyurnik plants each have & low pressure gas holder. These holders have operating capacities
of 1,000 Mcf and 6,000 Mcf for Richmond and Passyunk plants, respectively. The holders were installed in the
manufactured gas era and are in good working order. Holders are used for keeping daily pipeline purchases within
contract limitations and for hourly peak shaving requirements.
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DISTRIBUTION FACILITIES

The principal gas distribution facilities consist of approximately 3,017 miles of main, 509,000 services, 205 regulator
stations, 598,000 active meters, miscellaneous valves, instruments eand other appurtenances. There are five different
operating pressure systems, each systen is connected to the other by coritrol regulators. The high pressure systems operate
at approximately 110, 60, and 35 psig; the intermediate pressure system operates at 5 psig; the low pressure system operates
between 6 and 9 inches of water column (approximately 0.25 pounds per square inch). The majority of customers are served
from the low pressure system.

Approximately 59 percent of the gas mains are cast iron pipe, 33 percent are steel pipe, 5 percent are ductile iron pipe and
3 percent are plastic pipe. Approximately 56 percent of the service lines are steel and 44 percent plastic,

OTHER FACILITIES

PGW has its executive and operating offices located at 800 W. Montgomery Avenue, which is a 150,000 square foot office
building constructed in 1988. The adjacent former general office building now houses distribution and custorner service
dispatch centers, a customer information center, operating stations, and warehousing, as well as management information
systems, a meler repair shop, and & metal fabrication shop. Additional facilities include eight district offices and three
operating stations for customer service and distribution crews. There are also a warehousing facility and an automotive
maintenance and repair facility. The automotive maintenance and repair facility is responsible for the upkeep of PGW's fleet
of approximately 1,000 vehicles and related equipment. PGW also maintains minor automotive repair facilities at its
operaling stalions.

CONDITION OF FACILITIES

In November, 1997 and January and March, 1998 Stone & Webster conducted site inspections of certain PGW facilities
as deemed appropriate. During the inspeclions Stone & Webster emphasized three evaluation criteria:

1) Were facilities in place and fully operational in order to provide dependable service to PGW customers,

2) Were the facilities in good condition and operated by trained personnel, and

3) Were any conditions evident that might indicate that the facilities were not designed, construcied, operated or
maintained {n accordance with either current regulalory standards or generally accepted industry practices,

In the course of these inspeclions the following facilities were visited:
e 800 W. Montgomery

- General Offices
- Network Analysis Work Stations

@ ]300 N, 9th Street (former general office buiiding)
- Meter Repair Shop
- Meter Warehouse

- Distribution and Customer Service Dispatch Centers
- Distnbution and Customer Service Work Stations
1849 North 9th Street : -

- Vehuele Mamtenance Facilities
- Vehicle Refueling Station
General Offices



®m 5138 Belfieid (Distribution Satejlite QOperations Center)

- Distribution Facilities

®  Passvunk Plant
- Boiler & Water Treatment Facilities ...« -
- LNG Facilities
. Propane/Air Facilities (idle)
- Gas Holder Facilities

d L

- LNG Plant

- Gas Control Center
- (Gas Holder . |

a
2l

®m  Citv Gale Staljong
- Whitmdn (TRANSCO)

®  District Regulator
- Underground regulator pit

Large Volume Meters
- High rise Housing Authority apartment complex

Additionally, the following job siles were visiled in order to observe first-hand PGW’s operating procedures:

= 5000 Springfietd Avenue

- Installation of new 3° and 4™ O.D. (outside diameter) polyethylene pipe by PGW crew. Installation of

new 5/8" services 1o each individua! housing unit.

] 2400 N_Mmlewoond Street

- Installation of seven - ] 14" service lines as part of main replacement at 2400 N. Myrtlewood Street and

vicinity.

[ ] Napa and Huntingdon Streets

- Replacement of 8"steel with 6" O.D. polyethylene pipe by PGW construction crew using insertion

method of construction.

] Shunk Strect at 3rd and 411 Streels

- Replacement of 8"steel wilh 6" 0.D. pelyethylene pipe by PGW construction crew using insertion

method of construction.

" 1000 South &th Streel

- Replacement of 6" cast iron main with 4 O.D. polyethylene pipe by PGW construction crew using

plastic insertion method.

m 400 North Redfield Street
- Mains replacement and service line rebuilds due 1o City Waler & Sewer construction.

®  Cantrell Street between 10th and | 1th Streets

- Installation of 4" plastic main and service tie-ins due to City water system construction. Pressure test
of main segment at 90 pounds for approximately | hour and performance of & leak test on each service

for approximately 15 minutes.
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u 7 ina agd Stevens Streets - iladelphia and Vicini
756 ard and Kelvi eets - ilade]phia and Vicini
- Corrosion mutigation efforts on initial portion of approximately 4 to 5 miles of coated and wrapped steel
main containing coating damage reported via earlier surveys.

On the above job sites visited all observed facilities, vehicles, equipment and warehouse stock were maintained in goad
working condition and operated and maintained in sccordance with generally accepted gas industry practices. Employees
appeared to be knowledgeable of their job requirements and well trained.

In addition to the site inspections, Stone & Webster interviewed the President and Chief Executive Officer, the Executive
Vice President and Chief Operating Officer, the Senior Vice President and Chief Financial Officer, the Senior Viee President
and General Counsel, the Senior Vice President of Marketing and Business Development, the Senior Vice President of
Human Resources; Vice Presidents of Operations, Gas Management, Information Technology, and Public Policy; and the
directors of the Planning and Federal Regulatory Affairs, Gas Processing, Collection, Customer Service, Application
Services, Field Services, Enginecring and Building Services, Distribution, Budget and Financial Forecasting, Residential
Sales, Commercial and Industrial Sales, and Business and Economic Development Departments. On this or on previous
inspections we have reviewed construction, maintenance and operating practices, system design criteria, inventory levels
material and construction standards, safety, regulatory compliance and maps and records:

PGW's highest operating priority is response to emergencies and the maintenance of a safe gas distribution system. PGW
maintains maps and other records of the distribution syslem in good order, and has comprehensive writien construction,
operating and maintenance standards and procedures. Its personnel are well trained in the operation and maintenance of the
gas-distribution system. PGW is actively involved in entering their records (Corrosion, Service and Leak Records) into
eomputer databases, 1hus facilitating and improving the accuracy of accessing information. Reasonable security measures
are provided at the major-facilities visited such as the two production facilities, the city gate stations and the headquarters
building.

Based on the inspections and interviews conducted, it is our opinion that PGW operates and maintains its system prudently
and in accordance with current regulalory standards and generally accepled industry practices.
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"GAS MANAGEMENT " -«

SUPPLY SERVICES

PGW s directly connected with two major interstate pipeline companies - Texas Eastern Transmission Corporation
(TETCO) and Transcontinental Gas Pipe Line Corporation (TRANSCO) and has pipeline contracts with both. These two
pipeline companies deliver virtually all of PGW's supplies over the forecast: penod The pipeline contracts provide for the
transportation of gas purchased by PGW. Inorder to utilize these contracts in an economic manner, PGW has contracted
for a vanety of storage services. In sddition PGW owns and operates two LNG (liquified natural gas) plants which also serve
a storage role. These storage gas options permit the matching of supplies to winter-period peak demands.

As shown in Table 5, PGW has two existing transpor‘bltlon contracts on the TRANSCO system and another two
transportation contracts on the TETCO systemn for direct service. “These firm transportation agreements are used to move
gas (o the Philadelphia city pates either directly from producers or from storage facilities. The FT, FT-1 and CDS contracts
are for 365 days pér year, whereas the smaller PSFT contract is a winter-peaking service available for 90 days per year.
Additional transportation contracts are in place to move storage gas; these contracts work in conjunction with: storage

services as described below,

On the TETCO system, PGW employs four storage contracts (SS-1, CNG-GSS-TE, ANR end Equitrans). The SS-1 storage
service is-directly connected to TETCO. ANR, Equitrans end CNG-GSS-TE are off-systemn storage facilities. PGW has
adequale Uansportation contracts in place to deliver gas withdrawn from these facilities to PGW. PGW's total daily

deliverability from these four storage contracts amounts to 117,813 DTh.

On the TRANSCO system, PGW has five storage contracts (GSS, 5-2, WSS, ESS and LGA), with a tota] daily deliverability
from storage of 124,946 DTh. The LGA contract (10,4 95 Dth) is leased to an outside company.

PGW also owns supplemental LNG facilities Lo meel contingent winter demand in excess of pipeline and storage supplies.
LNG is produced from pipeline gas during the summer and stored in PGW's two large facilities and one satellite tank within
the City. The Propane/air (LPG) plant at Passyunk has been mathballed since 19935 and its usage is not contemplated over

the forecast-period or beyond.

Figure 5A pictorially depicts the peak day gas supply delivery sources available to PGW.

SUPPLY/DEMAND BALANCE

Table 6 presents PGW's forecast of supply and demand under normal weather conditions (4,600 HDD(Heating Degree
Days)) for fiscal years 1998-2003. Over this fiscal period it is expected that daily pipeline deliveries (including storage
deliveries) will account for about 96% of PGW's requirements on a current 1cceapt basis, with the balance supplied from

inventores of LNG.

Table 7 restates PGW's forecast of supply and demand under design weather (5,280 degree days) conditions for fiscal years
1998-2003. Daily pipeline deliveries through Texas Eastern and Transco from gas producers/marketers account for
approximately 78 1o 80 percent of total requirements; and storage gas accounts for approximately 16 to 17 percent of demand
throughout the forecast period. Remaining demand is met with LNG.

Figure SB pictorially depicts normal and design year annual gas requirements for 1997-98 by delivery sources 1o PGW.



As shown in Table 5;"the pipeline transportitich contracts provide PGW with up to 109.7 million Dth annually. To the
extent practicable and most prudent, PGW intends to maintain flexibility on both pipelines by continuing to contract gas
supplies from both marketers and producers.

Table 8 restates PGW's forecast of supply and demand under peak day and peak hour conditions. Sendout requirements are
based upon the assumptions of a peak winter weck day with an average daily temperature of zero degrees Fahrenheit ®
(equivalent to 65 Heating Degree Days) and-an hourly peak temperature of minus five degrees Fahrenheit. Under these
conditions iriterruptible sales are planned to be suspended in accordance with provisions in the contracts for such rates.
Underpeak day conditions, projected firm demand could be met throughout the forecast permd by pipeline deliveries and
the use of PGW's: LNG capacity. Figures 6 and 7 compare peak day and peak hour demind to PGW's maximum sendout
capability for-each of the forecast yéars. Figure 7 shows a small sendout safety factor exists for peak hour demand, even in

fiscal year 2003,

The maximum daily sendout during the winter of 1996-97 was 661.7 MMef on January 18. The average daily temperature
on that daté Was 12 degrees Fahrenheit. Demand was satisfied with 434:2 MMcf of pipeline gas, and 227.5 MMcf of LNG.
Dhrring the latest winder the peak sendout to date occurred on January 1 when an average temperature of 30°F was recorded.
Sendout totaled 458.5 MMcf end was derived primarily from pipeline gas {447.1 MMcf) and a small amount (11.4 MMct)
of LNG. No LPG was used.

In summary, based upon our review of PGW's gas supply acquisition policies, proposed budget, and the aralyses described
herein, it is our opinion that transportation, storage and supplies of natural gas under contract, along with LNG normally
available to PGW, are edequate 1o meet PGW's forecast of peak hour, peak day and pedk year demand through the 2003
fiscal year.



"CAPITAL IMPROVEMENT PROGRAM -

BUDGET PROCESS

PGW's capual budget and five-year forecast are the result of a formal process starting when a list of budgeting and operating
essumptions is developed to provide overall direction and is circulated 1o all depariments. Individual departments use these
assumptions as well as certain agreed upon economic parameters to prepare the capital requirement estimates that form the
basis for departmental budgets. These budget requirements and forecasts are based on meeting PGW's design hour and
design day forecasts that ere prepared by the Gas Management Department. The major operating departments determine
Atheir capital requirements by identifying the capital improvements necessary to safely and reliably mect the system-wide
conditions caleulated for a design day of zero degrees Fahrenhieit average temperature, a minus five degrees F ahrenheu
desxgn hour, and a normal annual weather patiern producing 4,600 annual dcgrec days.

All capital projects and requests are assigned a priori!y: the highest priorities (priorities | and 2) are reserved for
expendilures required (o maintain the integrity (safety and reliability, respectively) of PGW's system. The next ptiority
(priority 3) signifies expenditures for enforced relocations which are based on city, state, or federal mandated projects, The
fourth priority relates to expenditures for load growth, and the lowest prionity category (priority 5) covers expendinires for
improved operating efficiencies and/or discretionary ilems.

PGW's capital budget and forecasts incorporate several changes which reflect improvements to internal policies, procedures
and the level of detail information. The most significant changes include:

®  Approved capital budget work orders have a defined fife span and adjustments must be approved by the Sr.
Vice President and Chicf Financial Officer.

& Mualti-year é’apita] projects are divided into phases.and submitted for the budget years when funds will be
required.

= Approved projects no! adequately progressing are reviewed as to whetherthey are still necessary.

®  Capital project priorities and needs are presented within @ matrix format which highlights the refationship
between prionities and project needs (e.g. Table 10 for budget year 1998).

CAPITAL BUDGET AND FORECAST

Proposed capital expenditures for both the fiscal 1998 capital budget and the five-year capita! forecast (fiscal 1999 through
fiscal 2003) total $357.5 million on a net basis {afler reimbursements, contributions, and saivage). The Capital Improvement
Programs for fiscal vears 1998 - 2003 are summarized in Table 9 and shown graphically in Figures 8, 9 and 10. The
projected expenditures agains! these suthorizations are summarized in Exhibit IV.

The fiscal 1998 capital budget totals $81.2 million on a gross basis ($79.6 million net}, an increase of $22.6 million (38.5%)
over the 1937 Capital Budget of $58.6 million. The 1998 budget is compriscd of $45.4 million (55.9%) of replacements
and $35.8 million (44.1%) of sdditions. As shown on Table 9 and pictured in Figure 10, the largest portion of the 1958
budget is allocated as usual to the Distribution Department, which will receive $33.0 million, 40.7% of the budget. The
-second largest portion ($31.8 million or 39.2% of the budget) is represented by the “Other” category, which is primanly the
Information Technology (IT) Department. Unlike the Distribution budget whichrecurs in similes amounts annually, the IT
budget is more of & anc-time expenditure and-does not recur in a similar magnitude throughout the forecast years. Most
mainframe systems at PGW are budgeted for replacement during 1998,



Table 10 lists nineteé of the iérgesf iterns in the fiscal 1998 capital budget. Thesc are all of the itefs budgeted at over one
million dotlars each in either the 1998 or 1997 capital budgets. Together these nineteen major projects account for $68.2
million or 84.1% of the total gross budget.- These same-nineteen project categories (thirteen of which are annual recurring

" iterns) also accounted for $49.0 niillion of last ycar s budget. This indicates that both the largest projects a.nd I.hc majority

i =t

of PGW's 1998 budget are accounted for by arinuel recurfing activitigs®

This yea.r s five-year (I 999 2003) caplta! forecast totals $285.4 million gross, an increase of $48.6 million (20.5%) over
last year's fiyé-year foreddst of $236.8 million. This year's five-ycar forecast is eomprised of $221.0 million of
replacements (77.5%) and $64.3 million of additions (22.5%). The Distribution Department accounts for $179.2 million

or 62.8% of this year"s five-year capilal forecast.

GAS PROCESSING

Proposed investments for additions and replacements o PGW's gas processing plant total $0.8 million for the 1998 budget
period. The 1998 Gas Processing Budget is 3.51% less than the budget filed in 1997. The primary reason for the decrease
(1998 versus 1997} is the completion of the demolition work at the Passyunk compressor building,

The expenditure breakdown in the 1998 gas supply budget is $100,000 for Natural Gas Measurement and Control Facilities,
$£500,000 for Supplemental Gas Facilities, and $221,000 for Building and Grounds. No large capital expenditures have been
included in this year's budget for specific gas processing projects.

DISTRIBUTION

The proposed expenditures for capital improvements to PGW's distribution system in the fiscal 1998 budget period total
$33.0 million before credits of $1.4 miltion for salvage and reimbursement to yield a net total of $31.6 million. Distribution
replacements amounting to $26.7 million"and additions of $6.3 million account for 80.9 percent and 19.1 percent
respectively of the total gross capital expenditures.

The Jargest capilal expenditures for the distribution system are scheduled for the replacement of small diameter (1.25 inches
or less) services which account for $12.3 million of the FY 1998 proposed capital budget. These expenditures are scheduled
for.the renewal of services based on customer complaints, leak surveys, and city and state work.

Prudent main replacements for intermediate and low pressure mains of small diameter (8 inches or less) amount to $5.8
million of the FY 1998 budget. In addition to the prudent replacements, replacement of these same diameter and pressure
level mains due to anticipated city and state construction activities involve $5.2 million of proposed expenditures for the FY
1998 budpet.

FIELD SERVICE

P.GW's planned field service related investments (otal $9.1 million net in the FY 1998 budget afier consideration of $0.1
million for contributioris and salvage. The bulk of the field service budget represents a continuation of PGW’s aggressive
program for installation of electronic transmilting deviees on customer meters. These devices are used to read gas usage and
transmit it to PGW for billing purposes without the need to send meter readers to.a customer’s premise. This multi-year
installation program is now well underway with about 400,000 of the devices installed. The remainder of PGWs customers
are Jorecasted to be converted over to this automaled mieter reading system in about two years, Benefits to date include a
marked decrease in the number of manual riieter readings required &nd a consequent reduction in personnel in this area.
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TRANSPORTATION

PRI L

Capital expenditures budgeted for transportation by PGW total $6.2 million with no salvage anticipated during the 1998
budget year due to & new policy to lease vehicles rather than purchase them. Vehicle replacements/additions will account

~for 84.0 percent of the total with the remainder budgeted for replacement of mobile equipment as well as replacement and

addition of shop equipment.

OTHER DEPARTMENTS

Budgets for PGW’s departments other than the four departments specifically mentioned above have historically been grouped
togettier under the miscellaneous category “Other Departments™ since they are typically o6 small to warrant & separate
category. For the 1998 budget however a number of large Information Technology (IT) items which fall into this category
have been budgeted simultaneousty. Software systems for customer information ($8.7 million), work and asset management
($5.3 million), financial and materials information ($2.0 million), and new mainframe hardware ($4.3 million), combined
with & new warehouse and a nimber of smaller items account for a 1998 budget of $31.8 miliion. This figure amounts to
a4 $22.1 million increase (227.9%) over the 1997 capital budget figure of $9.7 million for “Other Departments”. In our
opinion the IT expenditures are appropriate, implementable within the short time frame envisioned, and cost estimated in
a reasanable manner,

CONCLUSIONS

Based on discussions with PGW's management and our review and evaluation of PGW's proposed fiscal 1998 capital budget
and forecast capital expenditures for fiscal 1999 through 2003, it is our opinion that the budget is consistent with PGW's
corporate objectives and is eppropriate for maintaining a safe natural ges distribution system for Philadelphia. PGW's
objectives for the proposed capital budget are to provide and maintain the necessary facilities and records to ensure PGW
has the capability to deliver'safe, reliable service that is cost effective for existing and future customers. '
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RATES AND REGULATION
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REGULATORY ENVIRONMENT

The Philadelphia Home Rule Charter contains provisions for the establishment of the Philadelphia Gas Commission
{(Commission) to regulate the activities of PGW. Under the Management Agreement the Commission's powers and duties
include: establishing PGW's rates and related charges, approval of certain management personnel selections by PFMC,
approval of operating budgets, review of the capital budget and gas supply contracts prior to approval by City Council,
review of PGW's books, records and accounts, setting standards for the procurement and disposal of material, supplies and
services, and approvaJ of any changes in gas quality standards, The Commission's five members include: the City Controller,
two Mayoral appointees, and two City Council appointees, or their respective designees. The Commissioners provide such
service (o the City on a part-time, or as-needed basis. However, a permanent staff provides day-to-day administrative and

oversight functions.

Request for rate and tariff changes arc initiated by PGW based upon anticipated revenues, expenses, capital expendxmres
and debt service coverage. The Commission holds public hearings on proposed changes to base rates at which PGW and
other interested parties are permitted to present evidence supporting their positions regarding the proposed rate change.
Community Legal Services, Inc. has been appointed to be the Public Advocate in rate hearings to represent residential
customers. The Commission issues orders based on its findings from the evidence and information available. Subsequent
to the issuance of orders, an appeals process is available that includes 2 petition for reconsideration and rights of appeal
through the courts. The Comrmission, through its regulatory review and orders, secks to obtain s balance between the
interests of PGW, the City and its customers. PGW.staff are in constant communication with the Comn115510n staff in a
concerted effort to kéep them abreast of industry issues and specific conditions at PGW. '

Base Tariff. Proceedmgs .
PGW's lasi Base Rate Case was conclude.d in 1992. However, PGW initiated g Tariff Revision Proceeding in 1995 which

-provided language amending the PGW Gas Service Tariff in order to improve customer service and accountability while

clarifying the obligations of cusiomers, to facilitate more effective management of accounts receivable and collections, and
to provide consistency-and conformity within the Tarifl. Significant improvements were made within the Tariff which were
aulhorized in 1996 and 1997 and made effective in 1996 and 1998. In general, these improvements reduce the potential
for customer fraud, strengthen collection procedures and move customer service charges and fees to more accurately reflect
costs incurred as well as widespread industry praclices.

In the past PGW has experienced problems with the customer application for service process which have led to delinquent
accounts due to fraud. This process has been revised so as to significantly reduce the potentiai for deception. Additional
quantitative changes have been made which include the following. Returned check charges were increased from $5.00 1o
a progressive scale of from $8.00 to $34.00 for repeat returns so as to refiect industry standards. Customer service call
charges were increased from $30.00/hour to a schedule of charges which reflect actual costs. And, field collection charges
were instituted. Tables 11, 12, and 13 display PGW's previous and current industry benchmark positions. Additionaliy,
service tum-on charges were established and finance charges for past due balances in excess of $300.00 were increased from

a 15% to an 8% annual rate,

PGW proposed in 1997 and is currently reviewing with the Commission a Weather Normalization Adjustment (WNA) to
the Tarifl. This adjustment is intended to reduce PGW’s exposure to weather induced revenue fluctuations such as have
oceurred in fiscal 1998. The proposed WNA would apply to firm, fixed-rate schedules and adjust various gas and non-gas
components on a monthly basis throughout the heating season (November | through April 30). The revenue neutral proposal
covers the establishment of a new rider to the GCR, called the “WNA rider™.” It would apply only to customers in rate
schedules GS and PHA. The proposed WNA rider is revenue nentral and PGW would track revenue recoveries or credits
made pursuant to the rider. Once a year (on August 1) PGW’s GCR filing would contain a special report entitled “Prior
Year's WNA Reconciliation™ which would contain this information.
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In addition to base rates, PGW has a.gas cost recovery (GCR) adjustment designed 10 permit PGW to adjust its charge on
firm, fixed-rale rate schedules on a quarterly basts in order 1o recover its actual cost-of purchased gas. The GCR mechanism

«gl50 recovers éasts whichare' in support of PGW's low-income weatherization and payment.programs. The-projected.cost

of purchased gas is calculated and recovered from customers on a levelized basis in part from a.component included in the
base rates and in part from the GCR adjustment. GCR collections, which may be positive or negative, together with the.cost
of gas includad in base rates, are matched against actual costs for the year. Any differences are then charged or credited to
applicable expenses in the next annual forecast period.

The Commission performs an.annual review of the GCR procedure. These reviews, which may be technically
comprehensive, can include an investigation into fuel planning and ges purchasing practices of PGW. The Commission has
concluded in the past thet PGW's gas procurement has fulfilled applicable regulatory requirements by utilizing least-cost
£as supplies while maintaining overall system reliabi]ily The Commission has stated its position that it is receptive to
proposals by the Company for PGW to utilize various financial instruments in the gas futures market in order to minimize
its gas costs,

PGW proposed in 1997 and is currently reviewing with the Commission a Purchased Gas Adjustment (PGA) to the GCR.
The proposed PGA would adjust the GCR gas cost componen! on & monthly basis. This would allow more accurate market
pricing signals {for customers and would significantly reduce the annual gas cost over/under collections which have varied
between ten and twenty million dollars in recent years.

Regulatory Jurisdiction

Municipal ownership of PGW provides that all-rate regulation authority is held by the Philadelphia Gas Commission and
not by the Commonwealth of Pennsylvania Public Utility Commission. House Bill 1068 and Senate Bill 943 which have

" been introduced in the Pennsylvania Legislature, do not apply to municipally owned gas distribution utilities. The proposed

Bills intend that investor-owned gas distribution utilities in Pennsylvania fully open their systems to access by third-party

- gas merchants and that such’ wilities no longer participate (or possibly reduce their participation) in the gas merchant

function. PGW management is continuously eva!uatmg potential impacts of this leg:slauon and has assigned a Senior Vice

. President to follow its progress.

h: Based upon the initiatives of PGW management, the Jocal regulatory outlook is much improved over past years. PGW

managcment does not foresee the need for g base rate case in the near future. Legislative actions which have been proposed
in Pennsylvania, if applied to municipa! gas distributors, may cause PGW ta make changes to its tariff structure; however,
the likely nature of these changes is unknown at this time.

ENERGY ASSISTANCE PROGRAMS

-'-ngh aocou.nm receivable balafides and a larger than normal numiber of de]mqucnl accounts have occurred at PGW for a

numbyer of years. In responsc PGW has taken a pro-active position in assisting cuslomers in meeting energy costs. PGW
works closely with community and legislative groups at the city, state and federal levels to increase funding for energy

assistance programs.

THEAP Program

- The Federally-funded Low Income Home Energy Assistance Program (LIHEAP) provides payments to households in order

to ensure contintied utility service. Philadelphie's residential gas consumers make application through PGW's eight
neighborhood offices, Departmierit of Public Welfare or at one of many community sites with the funds obtained going
directly to PGW for crediting to the custorfier's account. LIHEAP is PGW's single most important source of low income
assistance funding. -



wik:
Table 14 deteils PGW's LIHEAP participation in recent years and provides a forecast for fiscal year 1998, In recent years,
PGW has iricreased its share of LTHEAP funds allocated to the state of Pennsylvania from pproximately 15 to 19 percent
tl’xrough & vigorous educational end outreach program among its low income residential population.

PGW conlmues to support & Vendor Payment Program for & group of customers known as Scattered Site Tenants of the
Philade]phis Housing Authority (PHA). These customers occupy dwellings, ususlly single family homes, owned by the PHA
and whose rental is subsidized by the Federal government. Under agreement with the PHA and the Scatiered Site Tenants,
the Federal government's Department of Housing and Urban Development provides a utility allowance to PHA, on behalf

of the tenant, whichi is then assigned to PGW,

Utilits ergency Services |
PGW also continues to participate in the Utility Emergcncy Services Fund (UESF) whichis a private fuel fund set up with

‘the assistance of the City of Philadelphia Water Department, PECO Energy and Philadeiphia Gas Works. Under this

program, customers at or below 150 percent of the poverty level may make epplication for an energy assistance grant
(LTHEAP) which together with their own payment, a grant from UESF, and a malching contribution from the utility involved,
will enable the customer to zero-out any arrearages they may have. The maximum allowance that a customer may receive
is $500; $250 from UESF and a matching grant of $250 from the utility.

Daollar Plus Program

PGW also continues to support & program called "Dollar Plus” wherein PGW's custorners were asked t6 add $1.00 or more
10 their gas bill payments as a donation to the Utility Emergency Services Fund.

aviment Pla
PGW maintains a number of residential customer payment plans which are tailored to the customer's ability to pay in order

ta allow theriy'the opportunity te pay down past arrearages.and budget future usage and payments.

Energy Assurance Progra

In prior years PGW's primary low income energy assistance program had been its Energy Assurance Program (EAP) pilot.
Customers at or belaw 150 percent of the Federal poverty level were permitted to enroll in this program and, thereby, reduce
their required monthly utility payments 1o a specified percentage of their income { §, 7, or 8 percent depending on income
level ) plus a fixed amount to be applied to past arrearages. This program was evaluated as not being particularly cost
effective and was discontinued in 1994,

Customer Responsibility Program

In 1994 the Philadelphia Gas Commission approved & new low income customer assistance program which was termed the
"Customer Responsibility Program” (CRP). This is a low income payment plan that is designed to increase cash flow to
PGW and decrease accounts receivable, the related appropriation for uncollectible reserve and the accumulated provision
for uncoliectible accounts. Existing EAP participants were automatically transferred to the CRP. The CRP is open to any
customer who is at or below 150% of the Federal poverty level, Participants are asked to pay the greater of $30 or 7.35%
of their income towards their gas bills, and are required to apply for the LIHEAP Grant program and assign that grant to
PGW. The LIHEAP Cash Grants offset the cusiomer’s Esrned Discount, and the LTHEAP Crisis Grants offset the customer's
pre-program debt. For CRP participants who have excess consumption (defined es consumption in excess of 90% of average
eonsumption for their type of household) the payment cap is increased to 12% of the customer's income. New customers
are asked to pay 5% of their arrearage as a down payment, although exceptions are provided if warranted. CR.P clustomers
are also required to receive conservation measures if they are offered to them. CRP customers are required io recertify for
the prograin each year and are considered in defeult when they are two full payments past due. A formula is developed to
forgive past arrearages after successful completion of five years on the program. Provisions are made in the regulations to
allow exceptions to rules if customers show that they are making 2 good-faith effort to meel’ program résponsibilities:
Approximately 61,000 customers, or 12 percent of BGW's total residential customer base are enrolled tn the CRP.

An evaluation of the Customer Responsibility Program was completed in late 1997 by an outside firm. The results of that
evaluation were mixed and inconclusive, but did outline adjustments for various areas of the program which should provide
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for improved customer performance and program cost effectiveness. Those recommendations are currently under review
by PGW and the Commission. In general, it is believed that meaningful improvements in the financial performance of the
CRP can be obtained through adjustments in PGW's intenal procedures and & redefinition of customer eligibility
requirements. Some adjustments are currently underwasy, such as establishing closer coordination with state welfare
agencies. Various adjustments to the program are expected to be implemented in 1998 and computer related improvements,
such as upgrading of PGW's Customer Information System are scheduled to be completed in 1999,

The CRP revenue shortfall spread across other customers in fiscal year 96-97 was $17.76 million. The gas cost rate for
fiscal year 97.98 has been approved by the Commission at & level sufficient to provide for this vear’s revenue shortfall which
is expected to be between $13.6 and $15.5 million. .

Conservatiop Works Program

PGW has also been active in promoting the Conservation Works Program (CWP) which was the weatherization energy
conservation segment of EAP. This program provides energy conservation education and customer workshops and: selected
weatherization measures for cligible residential customers, both in single and multi-family homes.

An evaluation of the Conservation Works Program was completed in 1996 in which a number of areas for improvement were
identified. The overall cost effectiveness of the program during the previous five years wes indicated as marginal. A
significant deficiency noted was excessive overhead cost.  This deficiency has been corrected by permitting multiple program
administrators into the program through.a competitive bid process. Currently, the program is operating with about one-half
of the level of administrative cost as was experienced prior to the evaluation. Further improvements in the program are
underway as well as further evaluation efforts, Current improvement activities are focused on stressing the most cost
effective conservation measures, which have been identified as education, air sealing, and sel-back thermostats. Currently,
about 3,000 PGW custorners are recejving conservation related installations each year, which is almost a 100% increase over
previous years activities. The current level of annual CWP funding is $2.2 million, which is funded through the GCR.

Senior Citizen Discount Progra
PGW offers a senior citizen discount program 1o residential customers age 65 or older. The discount is approximately 20
percent of the total gas bill. Approximately 100,000 PGW customers are 1aking advantage of this program.

Educational Programs

PGW also has many programs which it utilizes 1o inform the comnunity about energy assistance programs that are available
10 them. PGW works with the Emergency Fuel Group, which is a coalition of approximately 300 community organizations
around the City and the region, 10 get word out abou! energy assistance programs. lIts other activities include monthly
consumer round-tables, speakers bureaus in different Phlladelphla communilies and individual telephone calls. PGW has
an exténsive telephone and field visil outreach program which is cenducted in both English and Spanish.

Low income energy assistance and uncollectibles are a significant issue at PGW. Management of this {ssue is a top prionity
of both PGW management and the Comrmssmn Meaningful progress has been made in this area in recent years and further
progress is anticipated, .

RATE SCHEDULES AND DEVELOPMENTS

PGW offers a range of rate schedules which are offered on a non-discriminatory basis. Rate offerings are based on suitable
and reasonable classifications which appear o meet the needs of customers and are competitive with alternative energy

SOUrces.

PGW's tariff offers both firm and interrupiible sales and transportation services. Firm sales service provides gas under rate
schedules for which PGW does not anticipate any interruptions. Interruptible sales service is offered to large volume
customers under contracts that permil service interruptions, usually on short notice during peak load conditions or when
specified fow temperatures are reached. During fiscal year 1997, 86.0 percent of PGW's gas volumes were provided &s firm
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service 1o residential, commercial and industrial customers, including municipal and housing authority customers.
Interruptible sales accounted for 14.0 percent of total sales.

Firm Sales Tariffs

Most firm sales costomers are served under the General Service (GS) rate which has a flat rate for al] consumption and 2
separate monthly charge for each customer group. Municipat and Philadelphia Housing Authority sales are served under
separate firm sales rate schedules MS and PHA) and represented 4.0 percent of PGW's total sales for the fiscal vear 1997.

Interruptible Sales Tariffs
Interruptible sales customers are served under various rate schedules including: Boiler and Power Plant Service (BPS), Load

Balancing Services (small, large and extra-large} (LBS-S, LBS-L, LBS-XL), Cogeneration Service (CG). BPS is a flex rate
which is set monthly in relationship Lo the posted price of No. 2 (home-heating) fuel oil. Customers on this rate are generally
only. interrupted when temperatures reach 18 degrees Fahrenheit. The LBS series of rate schedules are also flex rates which
are set monthly in reference (o the posted price of No, 6 (industrial ) fuel oil. LBS customers have the lowest priority of
service. In recent years PGW has made significant progress in developing the sophistication of its alternative fuel based,
flex-rate monthly price offering procedures such that their procedures are above average for the industry. This progress has
facilitated the retention of he interTuptible sales market and has strengthened associated margins. CG service gas is priced
at a-rate which is a fixed margin above PGW's average cost of gas and which may be a negotiated margin for very large
customers that will utilize more than one million Mcf of gas per year.

AirConditioning Pravision

PGW also has an Air-Conditioning special provision included within rate schedules GS, MS, PHA, and BPS which provides
for gas service to separately metered gas powered cooling equipment at a discount throughout the billing months of May
through September. This provision, which is applicable o equipment installed afier 1 September 1990 with a minimum
cooling capacity of 15 R-tons, provides a benefit to PGW by increasing the system load faclor, thereby lowering overall costs
1o all firm sales customers. PGW has a well focused program to develop the gas cooling market and has added over 10,000
R-tons of load during the last two years,

Economic Development Discount

PGW continues to offer an Economic Development Discount of up to [5% for qualifying rate BPS customers for up to three
years, It is available to new or expanding large commercial or industrial custumers who, through significant investments
in gas burning equipment, can increase their gas consumption by more than 1,500 Mef per month.

Natural Gas Vchicle Tariffs

Arn additional set of sales rate schedules offered by PGW are for Natural Gas Vehicle (NGV} service. PGW offers
uncompressed gas for firm service via a multi-part demand-commodity rate and interruptible service via a rate which is
adjusted monthiy in relation to the published "PAD | Report” price for regular unleaded gasoline. The NGV market is new
to PGW and PGW is gaining practical knowledge through the recent introduction of 70 NGV vehicles to ils own fleel. PGW
has recently invesled in the development of two new NGV refueling stations in the City. The market potential for NGVs
in the greater Philadelphia area could be significant and PGW's ownership by the City may facilitate PGW's efforts in pursuit
of that market.

Gas Transportation Tarifl

PGW also offers a Gas Transportation Service (GTS) rate, both as firm and interruptidle service, It provides for
transportation of customer-owned gas under flexible rates with a cap equal to the margin of Lhe customer's equivalent sales
rate: The GTS rate was designed to provide a revenue-neutral approach for PGW for existing interruptible customers that
are seeking either interruptible or firm transportation services for their gas supplies. Standby services and balancing
provisions &re also provided within the rate schedules. In fiscal year 1997 2,310 MMecf was transportied under the GTS rate,
which was 3.2 percent of the combined total of pas sales and transportation volumes. Current estimates for 1998 are for
transport volumes of 9,248 Mmcf, an increase of 300% over 1997 volumes.
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- FINANCIAL CONSIDERATIONS

The 1975 and 1998 General Ordinances impose rate covenants on the City. Currently estimated 1998 results are such that
without manegerial or other actions, which sre now planned, Fiscal Year 1998 would end with less than required coverage
on the debt service for bonds issued under the 1975 General Ordinance.

REVENUE BOND FINANCING

Rate Covepants
All outstanding bonds issued prior to 1998 were issued under the 1975 General Ordinance of the City of Philadelphia. The

rate covenant in the 1975 General Ordinance requires that the City, at 8 minimum, impose, charge and collect in each Fiscal
Year, such ges rates and charges es shall, together with all other Project Revenues (as defined in the Act) to be received in

such Fiscal Year, equal not less than the greater of:

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

(1) 150% of the amount needed to satisfy sinking fund requirements of principal and interest which will become
due and payable during such Fiscal Year for all bonds issued and outstanding under the 1975 General

Ordinance; and

(iii) The amount, if any, required to be paid into the sinking fund reserve under the 1975 General Ordinance during
such Fiscal Year; or

EB. The sum of: |
(i} All Net Operaling Expenses payable during such Fiscal Year, and

(ii) Al Sinking Fund depasits required during such Fiscal Year with respect to all outstanding bonds issued under
the 1975 General Ordinance and general obligation bonds issued for improvements to the Gas Works and ali
amounts, if any, required during such Fiscal Year to be paid into the Sinking Fund Reserve under the 1975
General.Ordinance.

Commencing in 1998 revenue bonds (except possibly bonds issued to refund bonds issued under the 1975 General
Ordinance) are planned to be issued under the 1998 General Ordinance. The rate covenant in the 1998 General Ordinance
requires the City, at & minimum, to impose, charge and collect in each Fiscal Year such gas rates and charges as shall,
together with all other Gas Works Revenues to be received in such Fiscal Year, equal not less than the greater of:

I.  The sum of:
(i)  all Net Operating Expenses payable during such Fiscal Year,

(ii)  all principal-of end interest on bonds issued and outstanding under the 1975 General Ordinance payable
during such Fiscal Year and amounts required to be paid into the sinking fund reserve under the 1975
General Ordinance during such Fiscal Year, |

*' (iii)  150% of the amount required to pay sinking fund deposits required during such Fiscal Year in respect
of ail Cuistanding Senior Bonds {as defined in the 1998 General Ordinance) and 100% of the amounts
payable in respect of the Prior Obligations (as defined in the 1998 Genera! Ordinance) duning such
Fiscal Year,
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(iv) the amount required to pay sinking fund deposits required during such Fiscal Year in respect of all
Qutstanding Subordinate Bonds (as defined in the 1998 General Ordinance) and other obligations of
the Gas Works on a parity with Subordinate Bonds payable during such Fiscal Year,

(v) " the amount, if any, required to be paid into the Sinking Fund Reserve under the 1998 General Ordinance
during such Fiscal Year, )

(vi) the Rebate Amount required to be paid to the United States during such Fiscal Year- and

(vii) the amounts required to be paid to the issuers of Credit Facilities and the providers of Qualified Swaps
and Exchange Agreements (as such terms are defined in the 1998 General Ordinance) during such
Fiscal Year, or

The sum of:

[6)] all Net Operating Expenses payable during such Fiscal Year,

(i)  all principal of and interest on bonds issued and outstanding under the 1975 Genersa! Ordinance payable
during such Fiscal Year and amounts required to be paid into the sinking fund reserve under the 1975
General Ordinance during such Fiscal Year,

(iii)  all sinking fund deposits required during such Fiscal Year in respect of all Qutstanding Bonds and all
amounts payable in respect of obligations of the Gas Works which are on a parity with any of the bonds
issued under the 1998 General Ordinance and in Tespect of general obligation bonds issued for
improvements to the Gas Works and all amounts, if any, required during such Fiscal Year to be paid
into the sinking fund reserve under the 1998 General Ordinance,

(iv]  the Rebale Amount required (o be paid to the United States during such Fiscal year; and

(v)  the amounls required to be paid Lo the issuers of Credit Faciiities and the providers of Qualified Swaps

and Exchange Agreements during such Fiscal Year.

The Gas Commission is authorized and directed by the 1975 and 1998 General Ordinances to imposz, charge and collect,
or cause 1o be collected, all rents, rates and charges which shall be sufficient in each Fiscal Year to comply with the foregoing
Rate Covenants, )

Bond Proceeds
We have been informed by PGW that the proceeds from the sale of the Bonds, will be used to:

Finance the capital projects included in the capital program of the Gas Works as from time to time included
in the capital budgets of the Gas Works, as approved by City Council.

Refund all or a portion of the City’s outstanding Gas Works Revenue Bonds, Twelfth Series, Fourteenth Series
and Fifleenth Series which were issued under the 1975 General Ordinance.

Acquire the building being leased by the Gas Works from the Philadelphia Municipal Authority by meking &
prepayment under the lease for such building.

Pay any other Project Costs (as defined in the Act).

The bonds will be secured solely by the revenues of PGW received from all Gas System users.
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The $100 million of the l;lrstSmmBonds to be issted in 1998, and the projected $75 million each of the Second and Third
Series Bonds to be issued in 2001, and 2003 respectively, are projected to be used as shown on Table [6. The application
of proceeds from these issues can be summanized as follows:

Amount
© T (8000's)
Total Revenue Bonds Issued for Capital Improvements and
Repayment of Capital Advance $250,000
Proceeds from Capital Leasing 35,000
Capita] Improvement Fund Balance (8/31/97) 21,637
Less Deposils for Sinking Fund Reserve and Issue Expenses 16,880
Balance Available to PGW sas.applied 8/31/03 §289757
Capital Improvement Fund Drawdown $239,636
Capital Improvement Fund Balance (8/3[/03) 50121
Balance Accounted for (8/31/03) $289,757

CURRENT ESTIMATE OF 1958 RESULTS

Weather Results to Date ., . - " . L
Fiscal year 1998 is turning out to be warmer than most years. This will have a major effect on budgeted 1958 income,

PGW's current estimate of financial results is besed on fiscal year 1998 containing 4,100 degree days, which is 500 degree
days (10.9%) fewer degree days than the average weather which was assumned for budget purposes. The current estimate
for fiscal year 1998 is based on six months of actual results (September, 1997 through February, 1998), actual weather
through April 14, and projections based upon other eurrently available information for the remaining six months,

We consider the weather results for the winter of 1997-1998 to be atypical. We belicve that everage weather is the correct
basis for PGW to use for budget and forecast plans.

Impact op PGW

The 10.9% decrease in degree days in the current estimate for fiscal 1998 has affected PGW's sales and consequently
affected its estimated financial results (Exhibit IT). Teble 3 projects a drop in firm sales, compared to budgeted amounts,
of 6,477 MMcf, amounting to a decrease of 10.5%. Firm sales, which primarily consist of heating load, tend to be most
directly affected by changes in weather. Residentia] and Commercial categories of firm sales are estimated tofall 10.5%

and 10.0% respectively,

Sales to interruptible customers are estimated to increase slightly (2.5%) to 9,800 MMcf. Increased interruptible sales occur
due 1o the availability of gas which was not required for firm customers due to the warmer weather. Transportation service
volumes are down substantially (48.9%) from budget primarily due to the late start-up of the Grays Ferry cogeneration

facility.
Total gas revenues, due to the effects cited above, are estimated to decline from: the budgeted level of $355.6 million to about
$507.5 million, a drop of $48.1 million (8.7%), as shown on Exhibit . Offsetting this significant drop are planned

reductions in operating expenses ($31.0 million). With other smaller expected adjustments, PGW is currently estimating
a drop in net income of $14.5 million compared with the 1998 budget. Bond coverage is planned to be maintained above
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© the 1,50 requireinenit inthé 1975 Geiierdl Ordinance through savings attributable to a combination of reduced expenses and
refunding of certain outstanding bonds.

- .t

ved Respopses by PGW T
To accomplish the $31.0 million savings in operating expenses noted-gbove, PGW’s management has planped & number
of initiatives, over and above savings which would-occur from reduced gas purchases'($9.2 million as shown in Exhibit II)
and areduction inreserve for bad debt ($3.0 million as shown in Exhibit i) which is.associated with reduced billings.

Planned expense reductions include s reduction from budget in labor costs (85.5 million) as the overtime requirements,
associated with normal winter and routinc operations, and personnel-levels are reduced. Non-labor cost savings ($2.0
million) related to restricted spending, marketing savings ($5.0 million) due to & $3.5 million reduction in point of sale
expensé resulting from lowered sales and $1.5 million due to delayed roll-out of new products and services, and other
savings in opcrating and maintcnance expensas as shown in Exhibit 111 are also planned. Exhibit IV indicates that a $5.0
million reduction in capital expenditures is also anticipated for 1998, related primarily 1o slower spending on Information
Technology and other capﬂa] spending projects. Further expense reductions are planned through & reduction in the actuarial
pension expense of the pension plan, through'a recognition of the ahead-of-schedule 10-year amortization of the Customer .
Responsibility Program arrearage (83.75 million), and a refunding of certain outstanding PGW revenue bonds that provide
at teast $7.5 miliion of gross budget savings in Fiscal Year 1998,

We believe the responses of PGW’s management are appropriate.

STATEMENT OF INCOME

We have reviewed the Philadelphia Gas Works budget and forecast of revenues, opcratmg expenses, and annual amounts
of internally generated funds needed to satisfy its capital improvement program, its debt'service, payments to the City of
Philadelphiz, and working capxtai requirements. (Reference Tables 15 through 18 and Exhibits I through V1 at the back of
this report.) Recogniizing current regulatory and economic conditions under which PGW operates, we believe thal PGW has
developed a reasonable financial plén for the currently estimsted and the budgeted fiscal year 1998 and for the forecasted
fiscal years 1999-2003 assuming normal weather conditions for the forecasted years. The 1998 Current Estimate is also
shown in these Tables and Exhibils; we consider this estimate to be atypical due to a warmer-than-normal winter,

Financial Plan .

PGW’s projections for gas revenues and expenses are based on historical data and sssumptions which we consider
reasonable. Other componels of PGW's Projected revenues and expenses have less of a hislorical basis, but are also based
on assumptions which we consider reasonable. For instance in Exhibit II's Opersting Revenues section, Sales are shown
to increase from $543.8 million in 1997 to a level of $600.5 million in 2003. Of the $600.5 million of sales in fiscal 2003,
about $557 million or 93% is derived from gas sales per se. About $38.6 million, or 6.4% is altributed to new “point-of-
sale” marketing products and service contracts on residential and commercial appliances. These anticipated sales are
foreseen 1o grow from a budgeted jevel of $8.2 million in fiscal 1998. Similarly improved attention to fraud and theft is
forecasted 1o increase billings in fiscal 1958 by $3.9 miilion growing to $5.1 million in 2003,

The budget and forecast contemplate no base rate increeses over the six-year period and arate decrease in the amount of
£10.0 million 1 2003,

Debt Service Coverage

As detailed previously, PGW's rate covenant in the 1975 General Ordinance requires the debt service coverage ratio to be
at feast |.50. PGW’s applicable raté covenant in the 1998 Geheral Ordinance requiires a debt service coverage ratio of (i)
1.00 for.debt service on all outstanding Bonds issued under the 1975 General Ordinance, (ii) 1.50 for debt service on all
outstanding Senior Bonds-issuéd under the 1998 Gerieral Ordinance, and 1.00 for debt service on outstanding obligations
to the Philadelphia Municipal Authority existing on the date of adoption of the 1998 Ordinance, and (iii) 1.00 for debt service
or: (a) all outslanding Subordinate Bonds issued under the 1998 General Ordinance and (b) all other obligations on a parity
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with such Subordinate Bonds, In PGW's rate proceeding before the Cornmission in 1988 all parties agreed that there should
be some cushion above the 1.50 leve! to allow PGW to retain its bond rating. PGW'’s current projection (6 months actual
plus 6 months projections) results in sufficient coverage ratios under the 1975 General Ordinance; and sufficient funds:

above requiremnents under the 1998.General Ordinance. . _ ... Lo _ _ i

iscg] Years End
Current.
Estimate Forecast Forecast Forecast Forecast Forecast
1998 1999 2000 2001 2002 2063
Bonds .
1975 Ordinance 1.53 2.04 241 2.56 2.31 2.77
* Senior Bonds - p -
1998 Ordinance . 7 - 3.21 ; 2.64° ’ 2,52 2,66 242
Subordinate Bonds
1998 Ordinance - 18.31 19.87 19.83 19.34 2).48

Bond coverage under the 1998 General Ordinance has been calculated as shown in Table 15. This table indicates that sufficient funds

are estimated to exist in each year of the forecast to provide the required coverages for each type of debt as specified under the terms

of the 1998 General Ordinance. All of our tests made under the 1975 General Ordinance and the 1998 General Ordinance show that
" sufficient funds 1o provide the required coverages can reasonabiy be expected to be available during the forecast period.
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FIGURE 4

PHILADELPHIA EMPLOYMENT STATISTICS|
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Figure S5A

Philadelphia Gas Works

1997-98 Peak Day Availability

By Delivery Source
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Percent of Annual Estimated Requirements

FIGURE 5B

PHILADEL PHIA GAS WORKS
1997- 98 Budqget Year
Annual Requirements by Delivery Source
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Figure 6

PEAK DAY DEMAND vs AVAILABIL

Based on 0 degree F Day)
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Figure 7
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Figure 8

PGW PROPOSED CAPITAL IMPROVEMENT PROGRAM
FY 1898 AND FORECAST YRS 1999-2003
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Figure 9

PGW PROPOSED CAPITAL BUDGET

TOTAL FOR FY 1998 AND FORECAST YRS 1999-2003

(57.9%) Distribution

(6.9%) Gas Processing

‘:////é//f/’,
: %/////// (12.9%) Other
. 7/

. ///4%
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9.3% 6
(13.0%) Field Services 6.3%) Transportation

Notes: All values are prior to reimbursements, contributions, and salvage.



Figure 10

PGW PROPOSED.,_QAPITAL BUDGET
TOTAL FOR FY 1998 ONLY

“

(40.7%) Distribution

(11.4%) Field Services
(1.0%) Gas Processing

{7.7%) Transportation |

(39.2%) Other

Notes: All values are prior to reimbursements, contributions, and salvage.
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Residential

Comm’'l. & Industrial

Firm
Interruptible
Municipal & Houising
Authori_ty
Total

TABLE 1
PHILADELPHIA GAS WORKS

HISTORICAL NUMBER OF CUSTOMERS

Fiscal Year

Ended

Eiscal Years Ended August 31, June 30,

1997 1996 1995 1994 1993 1992 1991 1990 1985 1980
486,716 490614 492 601 493 606 490,189 495,176 497 696 494 253 500,378 516,683
24,165 23,909 24,066 23,930 23,898 24,236 24,788 24 614 18,482 20,328
454 441 423 413 416 410 348 337 135 81
2 2 2 2 2 2 2 2 2 2
511337 514 966 517,092 517,951 523,505 519,824 522 834 519,206 518,997 537,094

® @ ® & ® @ ®



Firm:

Residential
Commerclal
industriat
Munlicipal
Housing Authorlty
Sales for Resale

Total Firm

Interruptible:

Boller & Power Service
Load Balancing Service
Co-Generation

Naturail Gas Vehicle Serv,
Gas Transportation- Retall

Total Interruptible

Total Sales

Gas Transportatlon Service
Total Sales & Transport.

Degrea Days (a)

Note:

® @ o @ o L J

TABLE 2 -

v

PHILADELPHIA GAS WORKS '

HISTORICAL GAS SALES
{(MMcf)
Fiscal Year
Ended_
Eiscal Years Ended August 31, June 30,
1997 1996 1995 1994 1993 1992 1991 1990 1985 1980

45,809 51,330 43,746 51,188 48,210 47,432 43,325 47,808 46,104 51,520
8,672 9,234 7.913 8,862 8,412 8,226 7,710 7,792 6,419 6,510
1,518 1,743 1,696 2,114 1,971 2,096 2,046 2,334 2,524 " 3,809
1,348 1516 1,310 1,441 4,443 1,554 1,270 1,394 1,355 1,641
1,468 1,648 1,581 1,717 1,994 1,832 4,829 1,971 1,993 2,818
250 201 0 19 0 168 49 96 19 0
60,065 65,672 56,246 65,341 63,030 61,308 56,229 61,485 58,414 66,298
3,943 3,548 3,220 2477 3,219 2,898 3,282 3,251 1,681 10,085
4,378 4,807 6,104 5,639 7.026 6,174 8,934 6,987 9,756 10,945
279 392 452 343 433 335 162 0 0 0
6 8 6 0 0 0 Q 0 Q 0
1,210 - 1,398 1,781 1,060 1,546 1,128 110 0 0 0
9 816 10,153 14,563 9,519 12,324 10,535 12,488 10,238 14,437 21,030
69,881 75,825 67,809 74,860 75,354 71,843 68,717 74,723 69,851 87,328
2,310 4,484 6,408 2,575 2,B4B 3,928 632 0 0 0
72,191 80,309 74217 77.435 78,202 75771 69,349 71,723 59,851 87.328
4622 5,169 4,200 4,998 4,731 4542 3,900 4,431 4,428 4692

{a) PGW's normal heating season ( September 1 - May 31 ) contains 4,600 Degree Days.



Firm: .
Residential

Commercial

Industrial
Municipal

Heousing Authority
Sales for Resale

Tota!rFirm

Interruptible:
Boiler & Power Service
Load Balancing Servic

BPS - A/IC

Grays Ferry
Co-Generation

Natural Gas Vehicle Serv.
Gas Transportation- Retail

Total Interruptible

Total Sales

Gas Transportation Service
Total Sales & Transport(b)

Degree Days

Note:

{a) Current Estimate is based on six months actual data and six months projections based upon currently available information.
{hY Tatale maave vare dite ta renindinn ’ ’

TABLE 3

PHILADELPHIA GAS WORKS

PROJECTED GAS SALES

FISCAL YEARS 1998 THROUGH 2003
(MMcf) '

Fiscal Years Ended August 31,

Current
Estimate(a) Budget Forecast Forecast Forecast Forecast Forecast
1998 1998 1999 2000 2001 2002 2003
42,981 48,041 47,751 47,240 46,77;5 46,331 45,903
8,167 9,074 8,146 9 5381 10,022 10,466 10,910
1,455 1,592 1,412 1,307 1,199 1,003 986
1,146 1,269 1,512 1,509 1,507 1,505 1,503
1,296 1,546 1.532 1.517 1,501 1,485 1470
250 250 0 0 "0 0 0
55,295 61,772 61,353 61,164 61,002 60,880 60,772
3,514 3,586 3617 3,455 3,226 3,180 3.0:.36
4976 4,359 2,294 2,244 2427 2,463 2,591
263 452 810 1,265 1.719 2171 2,700
103 175 171 169 168 167 1;75
309 439 313 291 270 248 231
10 48 116 185 274 352 436
625 495 1,299 1,297 1,298 1,295 1,311
9,800 9,564 8,620 8,916 9,483 9,876 10,480
65,095 71,336 69,973 70,080 70,485 70,756 71,252
9,248 18,088 T 20177 20,931 20,659 20,770 20,876
74,343 89,424 90,150 91,011 91,144 91,526 92,128
4,100 4 600 4 600 4,600 4,600 4,600 4 600



TABLE 4

PHILADELPHIA GAS WORKS |
CUSTOMER BILLINGS(a
FISCAL YEARS 1998 THROUGH 2003

. Budget Forecast * E_QZLcas_t dwoeF_r_uggl_z Forecast  Forecast
. 1998 1999 2000 2001 2002 2003 -
Residential . 496,074  4BB045 480487 473248 4866405 459,559
Commercial ‘ 24,181 24,253 24,984 25,715 26446 27477
industriaf 1,091 928 - 862 824 786 - 748
Interruptible 472 469 475 487 496 505
Transportation 22 27 29 32 34 37 |
Miinicipal 743 741 740 739 738 737
'. 'Housing Authority &y .. 4581, 4479 . 4377 4,275 4,173 4,071
Total(b) 527,162 518,942 _ 511,954 _ 505320 _ 499,078 _ 492833

Note: .
(a)Average Number of Customer Billings.
(b)Totals may vary due to rounding.



PHILADELPHIA GAS WORKS

CONTRACTS FOR TRANSPORTATION,

STORAGE AND SUPPLY SERVICES

TABLE &

Contract
Name

Contract Quantity (Dth)

Annual Daily
Transportation Contracts
Direct Sarvice
Transco FT 60,302,380 165,212
PSFT 177,030 1,867
Texas Eastern cDs 27,375,000 75,000
- FT-1 21,835,030 59,822
Storage Related
Transco G558 w 61,567
3-2 (ahb) 5,193
LGA (e 10,495
Texas Eastern 8§51 w 64,965
FTS-2 5,394
FTs-7 7.788
FTS-8 25,709
Storage Contracts
Direct Service
Transco GSS ) 4,123,733 61,567
S-2 () 486,554 5,193
WSS 1w 3,335,009 39,246
o LGA  tabiig 52,475 10,485
ESS 84,971 8,446
Texas Eastern ) 851 w 5,109,200 64,565
Off-Systern Slorage
Delivery via Texas Eastern ANR 1,902,546 13,266
Equitrans 522,500 4,998
CNG-GSS-TE 3,818,871 34,047
Supply Contracts )
Firm Long Term
Transco
Pipeline FS {b14d) 15,022,140
3rd Party Muttiple (« 13,011,506
Texas Eastern
3rd Party Multiple 15,028,146
Storage
Transco ) 8,026,683
Texas Eastern @ 11,211,821
Spot
Transco (a0 19,575,044
Texas Eastern d} 12,854,027

Notes:
(2) Bundled storage and transportation service
(b) Extended on a year-to-year basis
()} Volume leased to outside company for peaking service
(d) Based on the 1997-98 1082 Budget Run Normal Year

[ Expiration

Date

March 31, 2005
July 31, 2041

October 31, 2003
Octaber 31, 2003

March 31, 2013
October 31, 1974
March 3, 2002

April 30, 2012
March 31, 2002
April 15, 2000
March 31, 2008

March 31, 2013
Qctober 31, 1974
March 31, 1898
March 3, 2002
Contract Pending

April 30, 2012

March 31, 2013
April 1, 2002
March 31, 2006

March 31, 2002
Various

Various




Tabie 6
PHILADELPHIA GAS WORKS
Supply/Demand Balance
Fiscal Years 1998-2003
Norma! Year - 4 600 HDD

(1,000 Dth)
£1998 1999 0 .
Demand® .
Firm 66,039 66,272 66,144 66,046 66,000 65955
Boiler and Power Service 4270 4,670 4,910 5,184 5,440 5770
Load Balancing Service 4,585 2,438 2,385, 2,581 2,621 2,758
Cogeneration 391 262 238 216 193 173
GTS 524 1,397 1,394 1,396 1,393 . 1,410
Natural Gas Vehicles 51 125 210 285 378 470
Trigen 72 72 71 71 70 72
Grays Femry 174 178 175 175 173 181
Sub-Total Sales 76,106 75414 75,528 75,564 76,266 76,789
Plant Use 1,391 1,452 1,484 1,490 1,499 1,471
Storage Injection 18,430 18,446 19,551 19,572 19,588 19,639
Liquefaction 4027 4573 4. 607 4,805 4 667 4 377
Total Demand™ 99,954 99,885 101,170 101,631 102,032 102,276
Supplies
Transco' 45231  4B,264 49,582 53,338 53,727 50,821
Texas Eastem® 31,265 27,526 27,504 24,101 24,151 27,367
Storage Withdrawal 19,239 19,488 19,480. 19,530 19,575 19,571
LNG 4,220 4,607 4,605 4,863 4,580 4,518
Total Supplies® 99,955 99,885 101,171 101,632 102,033 102,277
Notes:

(a) Includes Unaccounted-for Gas
(b} Totals may vary due to rounding
(c) Gas Delivered to City Gate



Table 7
PHILADELPHIA GAS WORKS
Supply/Demand Balance
Fiscal Years 1998-2003
Design Year - 5,280 HDD

(1,000 Dth)
LR i deeB T T 19997E 0 2000
Demand® :
Firm : 73,193 73,467 73,338 73,244 73,210 73,175
Boiler and Power Setvice 3,745 4,362 4,680 4,913 5,142 5,422
Load Balancing Service 2,506 1,504 1,436 1,611 1,630 1,713
Cogeneration 251 167 183 139 125 110
GTS 334 874 871 871 866 874
Natural Gas Vehicles 34 B3 137 192 244 303 .
Trigen 25 25 25 25 25 25
Graysferry 70 72 72 72 73 74
Sub-Total Sales 80,158 80,554 80,712 81,067 81,315 81,696
Plant Use 1,379 1,439 1,471 1,469 1,478 1,469
Storage Injection 18,741 18,418 19,523 19,503 19,524 19,558
Liquefaction 4,029 4,573 4,607 4,505 4,667 4,580
Total Demand ™ 104,307 104,984 106,313 106,544 106,984 107,303
Supplies
Transco® 46,669 48,456 49,796 53,470 53,863 51,191
Texas Eastern®® 43,540 33,079 33,116 29,872 29,836 32,924
Storage Withdrawal 18,685 18,717 18,692 18,596 18,595 18,533
LNG 4,413 4,733 4,709 4,707 4691 4656
__Total Supplies®™ 113,307 104,985 106,313 106,645 106,985 107,304
Notes:

{a) Includes Unaccounted-for. Gas
{b) Totals may vary due to rounding
(c) Gas Delivered to City Gate



Source of Supply (a)
Transco

F.—T'

Fs

PSFT

S-2(b)

GSS(b)

LGA

WESS(c)

ESS{c)

Total Transco

Texas Eastern

CcDs

FT-1

58-1

CNG/FTS-7(b)
CNG/FTS-8(b)
Equitable/FTS-2(d)
ANR(c)

Total Texas Eastern
Sub-Total Pipelines
Supplemental Gas

LNG

Total Peak Day Supply
Total Peak Hour Supply

Note:
Firm Peak Day Demand

Firm Peak Hour Demand

Fooinotes:

PHILADELPHIA GAS WORKS

TABLE 8

Peak Day and Peak Hour Capacity (MMcf)

Fiscal Years 1998-2003

(Design Peak Day Weather = 0°F)
(Design Peak Hour Weather = -5°F)

{Mmcf @ 1.030 Btu/cf)

199¢ Jggs 2000 2001 <002
92.2 92.2 92.2 §2.2 92.2 92.2
68.2 68.2 68.2 68.2 68.2 68.2
1.9 1.9 1.9 1.9 1.9 1.9
4.4 4.4 4.4 4.4 4.4 44
52.3 52.3 52.3 52.3 52.3 §2.3
10.2 10.2 10.2 10.2 10.2 10.2
19.4 19.4 19.4 19.4 19.4 19.4
10.2 10.2 10.2 10.2 10.2 10.2
229.2 229.2 229.2 229.2 220.2 229.2
72.8 72.8 72.8 72.8 72.8 72.8
58.1 58.1 58.1 58.1 58.1 58.1
63.1 63.1 63.1 63.1 63.1 63.1
6.6 6.6 6.6 6.6 6.6 6.6
21.8 21.8 21.8 21.8 21.8 21.8
4.9 49 4.9 4.9 48 48
12.9 12.9 12.9 12.9 12,8 12.9
227.3 227.3 227.3 227.3 227.3 227.3
456.5 4555 456.5 456.5 456.5 456.5
v 540.0 540.0 540.0 540.0 540.0 540.0
996.5 996.5 896.5 996.5 996.5 996.5
415 415 415 415 41.5 415
760.9 767.8 775.3 782.7 790.4 797.6
35.9 37.2 37.6 38.0 38.3 38.7

{a) All volumes refiect delivered volumes after fuel use for withdrawal.

~ {b) Reflects 87.5% contract limitation on maximum monthly storage withdrawal,

(c) These services do not contain a transport component and are therefore not included in totais.
(d) Equitable storage MDWQ=4,998DTH; Tetco FT5-2 transport has MDQ=5,384DTH.
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TABLE 9

PHILADELPHIA GAS WORKS

Qv

) ) Total Total
Category 1998 1999 2000 2001 2002 2003 $ %
Gas Processing $821 $6,833 $4,457 $3,645 5804 $8,579 $25,138 6.9%
Distribution 33,042 34,322 35,328 35,667 36,509 37,378 212,248 57.9%
Field Services 9,237 12,166 5,764 6,267 6,718 7,338 47,490 13.0%
Transportation 6,237 5,863 6,137 6,087 4,877 5,021 34,222 9,3%
Other 31,819 8,147 3575 1,375 1,413 1,115 47 444 12.9%
§ $81,156 $67,331 $55,261 $53,041 $50,321 $59,431 $366,541 100%
Léss:
Reimbursements(a) {1,381} (1,279) {1,317} {1,317} (1,317) (1,317) (7,928) 2.2%
Contributions(b) * (116} (119} (122) {126} {130) {133} (746) -0.2%
Salvage(c) (80) (60) {57} (58) (59) (62) (376) -0.1%
($1,577) ($1,458) ($1,496) ($1,501) ($1,508) ($1,512) ($9,050) -2.5%
Total: $79,579 $65,873 $53,765 $51,540 $48,815 $57,919 $357,491
Notes:
(a) Funds available from government agencies.
{b) Customer contributions in aid of construction.
(c) Funds recelved from sale of scrap metals, used vehicles, equipment, etc.
¢ ¢ ® o @ 9 9 [ ]
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TABLE 10
PHILADELPHIA QAS WORKS
MAJOR CAPITAL BUDGET {TEMS
EISCAL 1998 BUDGET {SMM]
MPARISON OF ITEMS QVER !
1598 - 1997
. 1998 % OF 1937 % OF AMOUNT  PERCENT
CODE DESCRIPTICN PRIQRITY DEPT, AMOUNT BUDGET AMOUNT BUDGET _DIFFERENCE DIFFERENCE

52-24-2.01 Renewal of 1-1/4" and smaller servicas. 1 Distributlon $12.3 151% $14.2 24.3% (31.9) -13.6%
52-21-2-02 Prudent main replacements. 1 Distribution $5.8 7.2% $7.8 13.4% (32.0) -25.4%
52-21-2-01 Enforced relocations caused by city, state and other 3 Distribution $5.2 6,4% 33.7 B.4% $1.5 38.9%

work and enlargements that may ba required, .
52-24-1-01 Instellation of new 1-1/4" and smaller sarvices. 4 Distribution $2.0 25% 319 32% $0.1 8.7%
52-24-1-02 |nstailatlon of new 2° and larger services. 4 Distributlon $2.0 25% 311 1.8% $1.0 | 94.2%
52-24-2-02 Renewa! of 2" and larger satvices. 1 Distribution 314 1.7% $1.0 1.7% 304 39.2%
52-21-1-01 Local mains to supply new houses and to provide 4 Distribution $1.3 1.6% 311 2.0% $0.1 10.2%

for Increased capacity. ’
52-20-1-01 In3tallations to provide for ahead-of-paving and 4  Distribution $0.3 0.3% $1.7 3.0% ($1.5) -84.8%

extansions to supply addillonal.loads, -

SUBTOTAL DISTRIBUTION 330.3 37.3% 3326 D% 3275 1.0
50.36-1-01 Purchase and Instaliation of ERT devices for AMR. 5 Flsld Services $6.6 8.1% $6.7 11.5% (30.1) -t.5%
50.30-1-01 Purchase and Installation of metars lo provide 4 Flald Services 50.9 1.2% $2.0 2.4% (31.1) 53.1%
} for new customers.
50-30-2-01 Purchase metars to support automatic meter reading. 1 Fleold Services $0.8 1.0% $1.4 2.4% (30.6) ° -45.5%
50-36-2-01 Replace AMR devices where batterles failed. 5 Field Services 0.4 0.5% 36 6.1% 3.1 - -B87.9%

SUBTOTAL FIELD SERVICES 8.7 T0.6% 3!5.7 B {ﬁﬁ) T
732-01-2-02 Vehlcle Replacement. 2 _Transportation $5.2 B.4% $0.0 0.0% $5.2 INF
: EUBTOTAL TRANSPORTATICN 5.2 6.d% 30.0 0.0% 352 “INF
10-01-2-01 Replace custemer Information system (Phase !1). 5 Info Tachnology $6.7 10.7% $1.0 1.7% 7.7 770.0%
56-01-1-01 Work & asset management system [Phasa lI). 5 VP Oparations $5.3 6.5% $0.6 0.0% $5.3 INF
47-01-1-13 Unkx infrastructure, 5 [nfo Technology $43 53% $0.0 0.0% $4.3 INF
72-01.1-05 Materials management warehouss, 3 Building Services 326 3.2% $0.0 0.0% $286 INF
40.01-1-01 Implementation of Oracle software far financial and 2 SrVP&CFO 520 2.5% 30.7 1.2% $1.3 185.7%

matatials Informatlon system.
47-01-1-06 Implementation of IT strat hasa If), 5 _Info Technol

TOTAL MAJOR PROJECTS
COMPARISON WITH ALL BUDGETED PROJECTS

Notes:

(a) All values are prior to relmbursements, contributions, and salvage.

$58.2
$81.2

84,1%
100.0%

$49.0
$68.3

1.7%

84.0%
100.0%

$19.3
$228

0.1 12.0%

39.4%
39.2%
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TABLE 11

PHILADELPHIA-GAS WORKS BENCHMARK FOR- "o
LR CHECK C GES S DIS UTio S

(SURVEY OF 1995)
COMPANY PRIMARY CITY CHARGE

) PGW'S6(3)
Naticnal Fuel Gas Buffalo/Erie
Atlanta Gas Light Aflanta

PGW'96(2)

Public Service Electric & Gas Newark '
Baltimore Gas & Electric Baltimore
Delmarva Wilmington
Boston Gas Boston
Washington Gas - VA Washington
Elizabethiown Gas Uinion
Dayton Power & Light Dayton
Cincinnati Gas & Electric Cincinnati
Peoples Gas Light & Coke Chicago
Wisconsin Gas Milwaukee
Washington Gas - DC Washington
Brooklyn Union New York
Conneclicut Natural Gas Hariford
Washington Gas - MD Washington
Minnegasco Minneapolis PGW'95(1)
Southemn Connecticut Gas New Haven/Bridgeport
Rochester Gas & Electric Rochester
Southemn California Gas Los Angeles
Pacific Gas & Electric San Francisco
MichCon Detroit PGW'95

OF 22 COMRANIES WHICH HAVE SUCH A CHARGE

HIGHEST:

MODE: ( 7 occurances )
MEAN:

MEDIAN:

LOWEST:

Philadelphia Gas Works:

Philadelphia Gas Works:

Most Freguent:
Simple Average:
Middle of List:

re. 19957

re. 1996

( for occurances within a 24 month period )

$20.00
$15.00
$11.48
$10.00

$5.00

$5.00
$8.00 first

$18.00 second
$34.00 third
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TABLE 12
LPHIA GAS WO Cc 0]
CUSTO ERVICE CALL CHARGES N S DIS UTION UTILITIES
eckda ormal Hou urly Average Charge, not includi ars
{ SURVEY OF 1895
COMPANY PRIMARY CITY CHARGE
1 Allanta Gas Light Atlanta
2  Minnegasco Minneapolis
3  MichCon Detroit PGW9s ,
4  Wisconsin Gas Milwaukee commercial
5 Peoples Natural Gas Pittsburgh '
6  Elizabethtown Gas Union
7 Delmarva Wilmington
8 Baltimore Gas & Electric Baliimore -
9 Consolidated Edison New York
10  Providence Gas : Providence
11 Rochester Gas & Electric Rochester
12  Boston Gas Boston
13  Southern Connecticut Gas New Haven/Bridgeport PGW'86
14  Peoples Gas Light & Coke . Chicage residential
15  Connecticut Natural Gas Hartford
16  Washington Natural Gas Seattle
17 National Fuel Gas Buffalo/Erie
PGW S5
OF 17 COMPANIES WHICH PROVIDE SERVICE AND CHARGE CUSTOMER
HIGHEST: $100.00
MEDIAN: Middle of List; $72.00
MEAN: Simple Average; $70.74
MODE: { 3 occurances ) Most Frequent: $53.00
LOWEST: %41.00
Philadelphia Gas Works: re. 1995 $30.00
Philadelphia Gas Works: re. 1996 $53.33 - $66.67 Residential

$80.00 - $110.00 Commercial
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TABLE 13

P GAS WORKS c (o]
FIELD COLLECTION CHARGES MAINTAINED BY GAS DISTRIBUTION UTILITIES
{ Residential, Weekday, Normal Hours }
suU OF 19

CONPANY PRIMARY CITY CHARGE
Delmarva Wilmington . $15.00
Balimore Gas & Electric Balimore 315.00
Elizabethtown Gas Union $15.00
Coansolidated Edison New York
Pacific Gas & Electric San Francisco
Washington Gas - MD Washington
Washington Gas - DC Washington

OF 7 COMPANIES WHICH CHARGE FOR FIELD COLLECTION

HIGHEST: $15.00
MODE: { 3 occurances ) . Most Freguent $15.00
MEAN: Simple Average: $11.64
MEDIAN: Middle of List: $11.00
LOWEST: $7.00
Philadelphia Gas Works: re. 1995 No Charge
Philadelphia Gas Works: re, 1956 $10.00




GRANT MONEY §

Siate of Pennsylvania
Cash
Crisis
Total

PGW
Cash
Crisis
Tolal{ PGW % of State )

Supplemental Benefit (a

Grand Total

NUMBER OF GRANTS

State of Pennsytvania
Cash
Cricls
Total
PGW
Cash
Crigis

Total/{ PGW % of State }

AVG, VALUE OF GRANTS

State of Pennsylvania
‘ Cash
Crisis

PGW
Cash
Crigis

Fiscal "85 Fiecal ‘96 Fiscal ‘97 Fiscal ‘98
JActual ‘Actual Actual Forecast
Percend Percertt Percent Percent
59,291,908 63.63% 34,064,179  66.50% 50,344,451  79.68% 50,300,000  79.87%
27,142,485  31.37% 17,473,363  33.50% 12,839,510  20.32% 12,600,000  20.03%
86,534,363 51,267 542 63,183,961 £2,900,000-
B351376  62.05% 5639326  74.58% 10,000911  83.21% 9,752,789  83.03%.
5,108,750  37.95% 1,821,022 25.41% 2017269 16.79% 1084500  16.81%
13,460,126  15.55% 7,550,348  14.75% 12,018,180  19.02% 11,737,289  18.55%
] 6,500,000 o 0
13,480,126 14,060,348 12,018,180 11,737,289
330505  73.19% 244,461  T77.57% 234,521  83.57% 250,110  83.23%
121,064  2681% 70,703  22.43% 45100  16.43% 50,400 16.77%
451,569 315,164 280,630 300,510
47,451  63.90% 45606  87.99% 47,966  B560% 50,022 B5.01%
20435  30.10% 6,361 12.01% 8,069  14.40% 8,820  14.99%
67,886  15.03% 52,967  16.81% 55035  18.87% 58842  19.58%
$179.70 $1389.50 $215.00 $201.00
$224.20 $242.89 $278.46 $250.00
$176.00 $121.00 $208.50 $194.97
$250.00 $302.00 $250.00 $225.00

(8} one fime supplemental benefd, not included in any other calculations




TABLE 15

PHiL ADELPHIA GAS WORKS
CQVERAGE OF DEBT SERVICE FROM OPERATIONS

Elsce ears de
Current

Estimate{a) Forecas Forecast  Forecast  Forecast — Forecast

1997-98 1998-99 1893-00 2000-01 2001-02 200203
Funds Avallable For Debt ' . .
Service Calculation (Exhibit V) $94632  $121,775  $125,421 $127,883  $129,875  $133,514
4875 Ordinance Bonds
Debt Service Bonds $61,913 $59,827 $51,944 $50,008 $56,239 $48,209
Debt Service Coverage ) 1.53 2.04 241 2.58 231 2,177
Net Available After Prior Debt Servics $32,719 361,948 $73,477 $77.875 $73,636 $85,305
Capltal Lease for Building $2,242
Other Capital Leases 5,971 8,115 10,924 13,377 12,936 13,447
Total $8,213 $8,115 $10,924 $13,377 $12,936 $13,447
Net Avallable After Capital Leases $24,506 $53,833 $62,553 $64,498 $60,700 £71.858
1998 Ordinance Senior Bonds (b} :
_ Debt Service Existing 50 $16,762. $23,709 $25,623 $17,973 $23,908
Debt Service Proposed 0 0 "D 0 4,875 5,815
w Total 50 $16,762 $23,709 $25,633 $22.848 $29,723
' Debt Service Coverage - Y3 2.64 2.52 2.68 2.42
Net Avallable Debt Serice on Sr. Bonds $24,506 $37,071 $38,844 $38,865 $37.852 $42,135
1998 Ordinance Subordinate Bonds
Debt Service 30 $2,025 $1,955 $1,960 $1,957 $1,962
Debt Service Coverage - 18.01 19.87 19.83 19.34 21.48
Notes:

(a) Current Estimate is based on six months actual data and six months projections based upon currentfy available information.

{b) Assumes tax-exempt interest rate of 6.5% for Senior new meney issues in 2001 and 2003 (375 million in each).



Scurces:
Bond Proceeds @ Par
Proceeds From Capital
Leasing
PGW Internally Generated
Funds
Total Sources

USES:
Changes in Capital
Improvement Fund
Discount & Issuance Exp,
Deposit to Sinking Fund
Funds Deposited in Escrow
Capital Expenditures
Total Uses

Capital Improvement Fund
Deaposit

Drawdown

Changes in Fund

RBalance End of Period

@ - @ e Q © o - S
TABLE 16
PHILADELPHIA GAS WORKS
SQOURCES AND USES OF CASH FOR
CAPITAL IMPROVEMENT EXPENDITURES
FISCAL YEARS 1993 THROUGH 2003
{000's)
A C T u A Current {a) E (o] R E C__A s T
Budget Estimate Revised Revised Revised Revised Reylsed
1993 1994 1995 1998 1997 1998 1998 1899 2000 2001 2002 2003
$376,550  $183,880 $0 $0 $0 $75000  $105,010 $0 $0 $75,000 $0 $75,000
20,100 23,000 10,000 10,000 5,000 10,000
0 0
12,891 27 9,568 24,306 47,081 38,424 33,424 27,362 7,893 11,985 14,360 16,088
$389,441 $183,907 $9,568 $44 406 $70,081 $113.424  $138,434 $37,362 $17,833 $91,985 $24,360 591,098
$29,890 $18,303  ($43,061) ($905)  $17.410 $29,195 $62,636  ($32,272) {($35000)  $31,560  ($25000)  $26,560
10,915 7.553 202 169 2,625 5,010 2,625 2,625
{369) (28) 5815 5,815 5,815
298,114 105,512
50,891 52,567 52,629 45,109 52,502 75,788 70,788 69,634 52,893 51,985 49,360 56,098
$389,441 $183.507 $9,568 $44,406. _ $70.081 2113423 $138,434 $37,352 $17.893 $01,985 §24!360 $91,098
$67,850 $70,843 $0 $19,808  $22,831 $66,560  $100,000 $10,000  $10,000  $71,580  $10,000  '$56.550
(38,000)  (52540)  (43,061)  (20,603) (54213 (37,365)  (37,364)  (42,272)  (45,000) (40,000} {35,000}  (40,000)
$20,890 $18303  ($43,061) (5905)  $17,410 $20,195  $62,636  ($32,272) ($35,000) $31,560  ($25000) $26,560
$23.800 _ $48193 $5.132 $4,227 $21 637 $50,832 $84 273 $52 001 $17,001 $48, 561 $23,561 $50,121

Note: (a) Current Estimate is based on six moenths actual data and six monthis projections based upon currently available information.



TABLE 17

PHILADELPHIA GAS WORKS

ACCOUNTS RECEIVABLE, RESERVE FOR BAD DEBT,
WRITE-OFF EXPENSES, DELINQUENT CUSTOMERS,

AND REVENUE STATISTICS
{$000)

Fiscal Years Ended August 31

Actual Actual Actual Actual
1993 1994 1995 1996

Billed Gas Revenues $526,723 $554,212 $477.601 $539,119
Accounts Recejvable 132,674 171,730 140,002 143,303
Reserve for Bad Debt 54 565 73772 79,195 83,214
Reserve as a Percentage

of Accounts Receivable 41.2% 43.0% 56 6% 58.1%
Write-Off Expenses © 28,355 23,927 37,518 33,975
Recelvables as a Percentage

of Sales Revenues 25.2% 31.0% 29.3% 26.6%

Delinquent Customers
{ Annua! Average ) 145,002 143,613 112,712 119,806

Actual

1997

$548,455
132,560

77,100

58.2%

39,149

24 2%

120,904



-
TABLE 18
; PHIL ADELPHIA GAS WORKS
FORECAST OF ACCOUNTS RECEIVABLE, RESERVE
FOR BAD DEBT , WRITE-OFF EXPENSES,
AND REVENUE STATISTICS
($000)
Fiscal Years Ended August 31,
Current
Estimate Budget Forecast Forecast Forecast Forecast Forecast
1998 998 1999 2000 2001 2002 2003
Bllled Gas Revenues $519,584 $566,157 $554 557 $562,370 $575,036 $585,029 $590,569
Accc;unts Receivable 126,302 132,302 123,362 143,729 106,904 99,059 90,713
Reserve for Bad Debt ' 72,628 75,628 69,252 58,107 48,121 38,897 28,125
Reserve as a Percentage :
of Accounts Receivable 57.5% 57.2% 56.1% . B81.1% 45 9% 39.3% 31.0%
Writ-e-Off Expenes 38,744 38,744 37,640 37,589 35,398 37,047 37,047
Recelvables as a Percentage
of Sales Revenues 24.3% 23.4% 22.2% 20.2% 18.6% 16.9% 15.4%

Note: (a) Current Estimate is based on six months aclual dafa and six months projections based upon currently avaitable information.



Flsca) Data

Number of Custfomers
Miles of Distribution Mains
Utllity Plant ($000) {a)
Totat Gas Sales (MMcH) (b)

Operating Revenues ($000)
Heating k
Non-Heating

Gas Transportation

Other Operating Revenues
Total Operating Revenues

Other Income

Operating Expenses ($000)
Natural Gas & Raw Materiaf
Gas Processing ’

Field Services

Distribution

Coliection & Meter Reading (c})
Administrative & General
Other Operating Expenses {d)

Total Operating Expenses
Interest Expense

Net Income

{a) Gross Utility Plant at Criginal Cost

el

88

EXHIBIT |
PHILADELPHIA GAS WORKS

SELECTED OPERATING STATISTICS

Fiscal Years Ended August 31,

1996

1988 1989 1890 1991 1992 1993 1984 1995 1996 1997
517,001 518,443 519206 522,834 519824 523,505 ~ 517,951 517,002 514966 511,337
3,018 3031 | 3,014 3,008 3.014 3,021 3,017 3,015 3,023 3,021 .
787,601 840,248 692,070 940,267 987,437 1,031,502 4,077,975 1,124,757 1,156,201 1,203,720
75,426 72,533 71,723 69,349 75,771 78,202 77435 74217 80,309 72,191
372,007 379673 376,006 356,150 393336 422,998 472,326 385,545 475956 450,240
93,115 87,607 90,245 98,347 86,494 95,416 88,895 85,678 91,146 90,451
0 0 0 460 2,354 621 380 1,307 1,108 1,441
4,445 5,426 5,921 6,615 8,030 7,942 12,318 6,420 7,838 8,838
469,567 472,706 472,172 461,572 490,214 526,977 573919 478950 576,048 560,970
15,940 12,858 11,880 12,636 10,238 11,203 6,989 29,293 7,667 7,514
228,833 237,932 231,309 208,825 211625 243274 274103 213645 276,856 271,631
24,062 24,585 24,353 21,939 21,494 21,458 21,822 18,645 14,846 14,238
20,786 20,382 19,229 17,835 21,387 20,100 23,036 17,448 18,492 18,883
16,562 16,244 20,588 18,519 19,422 20,674 25,003 19,561 22,817 20,454
35,010 32,383 37,241 42,963 41,498 44,613 58,718 60,315 54,549 46,778
28,413 27,185 26,989 28,687 35,357 39,960 35,793 44,593 40,282 40,485
60,745 60,612 56,676 58,115 59,262 60,665 66,206 53,016 70,833 70,615
415411 419303 416475 396883 410045 450,744 505,681 427,223 498,675 483,084
48,575 47,736 49,007 52,871 55,655 53,967 55,516 55,746 53,736 51,429
21,521 18,525 18,570 24,454 34,852 33,469 19,711 25,274 31,304 23,971

{b).Includes Gas Transportation in years 1991 through 1997
{¢) Includes Appropriation for Bad Debt Expense

(d) includes Customer Service, Customer Accounting, Marketing, Pensions, Taxes & Net Depreciation and Amaortization.



Operating Revenues

Sates (Cutrent Rates & Changes to GCR)
Projected Rale Decrease - Current

Cther Oparating Ravenues

Total Operating Revertues

Operating Expenses
Natural Gas & Raw Malerial
Gas Provessing
Cther Operating & Malntenance (Exhibi 1)
Operating Expenses Excl. Deprociation
Depieciation
Total Operating Expenses

Net Operating Income
Other Incorme
Net Income Before Interest

inerest Expense
Long-Term Dabt Interest:
Ravenue Bonds
PMA Bonds
Capital Leases
Subordinate Bonds
Discount & Expenses
Total Long-Term knterest

Other Interest
Short-Tarm Dabt
Lass From Extinguishment of Dabt
Interast on Custormer Daposits
Miscellanecus

Total Cther interest
AFUDC

Total Interest Expense

Net Income
Payment Ta CRy of Philadalphla
Net Earnings / ( Loss ) Transferred fo

Retalned Earnings

L] Y Y é A ®
EXHIBIT Il
PHILADELPHIA GAS WORKS
FORECAST STATEMENT OF INCOME
FISCAL YEARS 1997 THROUGH 2003
{$000)
Efiscal Years Ende s ¢t 3 1
Current Revised Revised Bevised Revised Revised
Actual Estimate{a} Budget Forecast  Forecast  Eorecast  Eoresast  Forecast
1997 1998 1998 1599 2000 2001 2002 2003
$543782  $507.507 3555605  $§554.257  $562,320 $575.086 8584579  $600519
] {10,000
7.188 8,010 7160 6684 6,648 6.757 8,784 B.775
$550,970  $515517 3562765  $560,941  $56B,968 8581843  $501.763  $507.294
$271831  $252,398  $261369  $246487  $249,720  $254584  $250.296  $261.322
14,238 14,856 14,856 14,868 15,013 15,256 15,354 15,658
165,367 167,952 189.734 192 679 192,134 156,479 200,127 203,225
$451,236  $435006 3465959  $454034  $456367  $466,719  $474777  $480.235
31,848 38,145 38,145 39,539 40,995 42,384 43,742 45092
$483084  $473,151 3504104  $493573  $497,362  $509,103  $518519  $525327
$67.886 $42,366 558561 $57,368 $7%.606 $72,740 $73,.244 $71,967
7.514 6,332 6,781 8,667 6,949 7,263 7.774 11,640
$75,400 $48,696 $65,442 $76,035 $78.555 $80,003 $81,018 $83,607
$42.262 $40,131 $42.959 $43 645 $41,774 $42,4972 $43025 $43.253
1518 1,400 1572 0 o 0 0 0
1,009 1,985 1,985 2,005 2248 2,374 2,859 2,815
0 ] 0 1,026 970 930 BS7 842
1,863 1,859 1.857 1567 1,489 1473 1,453 1,344
$46.750 $45375 $48,3723 $48 243 346,581 $47,266 $45.024 $48.254
$1,350 $2,775 $2,100 52,475 $2.475 $2,475 $2.475 $2.475
3272 3,156 3046 3,590 3,462 332 3477 3018
56 o7 a7 70 72 74 76 76
6 0 0 0 0 0 ] 0
54724 56,028 $5,243 $6,135 $6,009 $5.875 $5728 $5,569
(45) (298) (293 332 (353) 314 (274) {314}
351,429 $51,105 $53,323 $54,046 $52,237 452,827 $53,478 $53,509
$23871 (52407)  $12,119 $21,989 $26318 $27.176 $27 540 $30,098
18,000 18,000 18,000 18,000 18,000 18,000 18,000 18,000
35971 _ ($20,407) __ ($5.881) $3,988 38318 $9,175 $9 540 $12,098

Nole; (3) Current Eslimale s based on six months actual data and six months prejections based upon curranily availablé information, ~



EXHIBIT 1li

FORECAST OTHER OPERATING AND MAINTENANCE EXPENSES
FISCAL YEARS 1997 THROUGH 2003

Other Operating & Maintenance Expenses

Administrative &General
Appropriation to Reserve for Bad Debt
Field Services
Distribution

Collection

Meter Reading
Customer Service
Customer Accounting
Marketing

Pensions

Taxes

Amorlization

Labor Cost Savings
Non-Labor Cost Savings

Totai Other Operating & Maint. Expense

Note: (a) Current Estimate is based on six months actual data and six months projections based upon currently available informiation.

($000)
Fisca] Years Ended August 31,'
Current
ctu Estimate(a) Budget Forecast Forecast Forecast Forecast Forecast
1887 1998 1898 1999 2000 2001 2002 2003
$40,485 $52,053 $51,303 $48,398 $48,951 $51.534 $52,835 553,484
33,474 34,093 37,093 31,264 26,444 26,412 26823 26,275
18,883 16,623 16,623 16,663 16,551 16,351 16,113 15,806
20,454 18,233 18,233 18,630 18,871 19,098 19,302 19,392
9,460 8,421 B.421 8,566 8,608 8,702 8,798 8,893
3,844 2,815 2,815 2,284 2,221 2,100 1,971 1,938
13,205 14,821 14,821 15,113 15,310 15,510 15,585 15,736
5,898 7,042 7,042 7,180 7,366 7.512 7,661 . 7,551
3,841 11,489 16,489 30,181 32,861 35,804 39,095 42777
4,591 2,649 5,298 5,335 5,359 5,392 5,412 5,441
8,517 6,498 6,881 6,925 6,944 6,956 6,958 6,957
4715 8965 4,715 4715 4715 4715 3:750 3,750
0 (5,500) 0 0 0 0 0 0
0 (2,250) 0 (2,555) (3,067) (3.607) (4,176) (4,775).
$165367 _ $167,952  $189,734 _ $192679 _ $192134 _$196479 3200,3127 $203,225



Additions & Replacements

Supply Plant
Distribution Plant
Field Services Plant
Other Plant
Sub-Total
Less: Contributions in Aid of Construction

Net Additions &'Replacements

Allowance for Funds Used During Construction
Supply Plant

Distribution

Field Services and Other Plant

Sub-Total

Removal Costs ( Net )
Removal Cosls
Salvage

Sub-Total

Total

EXHIBIT IV

PHILADELPHIA GAS WORKS

CAPITAL EXPENDITURES

FISCAL YEARS 1997 THROUGH 2003

($000)

Current Fiscal Years Ended Auqust 31, 5 ‘
Actual Estimate{a) Budget Forecast Forecast Forecast Forecast Forecast
1997 1998 - 1998 1939 2000 2001 2002 2003

5811 $901 $901 $5,715 $4,760 $3,'fi65 $1.350 $6,946
- 36,026 33,955 34,945 32,332 36,208 35,270 36,009 36,869
8,157 11,320 11,815 10,310 6,711 6,151 6,612 7,201
5,732 25,623 29,108 22,188 6.294 7,892 6,508 6,154
$50,726 $71,799 $76,769 $70,545 $53,973 $53,078 $50,479 $57,170
(1,068) __ (1.497)  (1497)  (1,398) _ (1439)  (1,443)  (1447) _ (1.450)
549,658 $70,302 $75,272 $69,147 $52,534 $51,635 $49,032 $55,720
342 347 $47 $93 $52 842 $22 . §76
310 339 349 345 338 332 334 337

64 179 199 - 109 25 34 3 27
$4186 $565 $595 $547 $415 $408 $387 $440
$2,524 Q $0 $0 $0 30 30 30
(96) (80) (80) (60 (37) (58 (59 (62)
$2,428 ($80) {$80) (360) (357) (358) ($59) ($62)
$52,502 $70,787 $75,787 $69 634 $52,892 $51,985 349,360 $56,098

Note: {a) Curren! Estimale is based on six months actual data and-six months projections based upon currently available informatjon.



Funds Provided:
Cperating Revenues ( Exhibit 1 )
Other Income
AFUDC { Interest )
Total Funds Provided

Funds Applied To Operallons:
Operating Expenses Excluding
Depreclation ( Exhibit 11 }
I_eza; Expenses Not Requirdng
Expenditure of Funds
Total Funds Applied

Intemally Generated Funds Available To
Cover Revenue Bond Debt Service

Funds Applied To Debt Service:
Revenue Bonds - [ssued Under 1975 Ordinance
Revenue Bonds - fssued Under 1998 Ordinance
Senlor Bonds -
Additional Senlor Bonds
Subordinate Bonds
Total Revenue Bonds
Capltal Lease for Building
Other Capital Leases
Temporary Financing
Total Funds Applied To Debt Service

internally Generated Funds Avallable
For City Payment

City Payment

Internally Generated funds Avallable

Debt Service Coverage.
Bonds Issued under 1975 OrdInance
Sanior Bonds lssued under 1998 Ordinance

ANALYSIS OF INTERNALLY GENERATED FUNDS

EXHIBIT V
PHILADELPHIA GAS WORKS

AVAILABLE TO.COVER DEBT SERVICE

S S 199 QOUGH 2003 '
{$000)
Fiwcal Years Ended Augusf 31

Current N
Actual  Esfimatela) Budget Forecast Forecast Forecast Forecast Forecast

197 j998 1998 1399 2000 2001 2002 2003
$550,970  $515,517 ' $562,765  $560,941  $568,968  §581,843  $591,763  $597,294
6,469 7,260 6,472 8,292 6,554 6,863 7,364 1,220
45 298 253 332 353 314 274 314
$557,4B4 - $523,075 $569,530 $569,565 $575875 $589,020 $539,401  $608,828
$451,236  $435006 $465959 $454034  $456367 $468,719  $474,777  $4B0,235
5679 6,563 6,563 6,244 5913 5,582 5,251 4,921
$445557  $428,443  $450,396 $447790 $450,454  $461,137  $469,526  $475314
$111,027  $94,632  $110,134  $121,775  $125421 $§127883  $120875 $133514
$74523  $61,913  $69.485  $59827  $51.944  $50,008  $56239  $48,200
0 0 ] 16,762 23,709 25,633 17,973 23,908
0 0 o 0 0 ] 4,875 5815
] 0 0 2,025 1,955 1,960 1,957 1,962
$74523 361913  $69.485  $78614  §77608  $77,601 $81,044 $79,894
2,245 2,242 2,242 0 ] ] 0 -0
- 3,947 5871 5,971 8,115 10,924 13,377 12,936 13,447
1,230 2,775 2,100 2,475 2,475 2,475 2,475 2,475
$51,946  $72,901 $79,798  $89,204 $91,007  $93,453 $96,455 395816
$29,981 521,721 $30,336  $32,5M1 $34.414 534,430  $33420  $37,508
18,000 18,000 18,000 18,000 18,000 18,000 18,000 18,000
98 \ , . ] E ] $15,608
1.50 1.53 1.59 2.04 2.41 2.56 2.3 277
. . - 21 2.64 2.52 2.68 2.42

. - 18.34 "19.87 19.83 19.34

Subordinate Bonds Issued under 1998 Crdinance -

Note: {8) Current Estimate is based on six months actyal dsta and slx months projections based upon currently available Information.

21.48



Beglnring Cash Balance

Sources of Funds:
Internally Generated:
Net Income { Exhibit I! )
Items in Net Income Not Requiring Funds
Interest Expenses Included In Net
Income ( Exhibit I }
Total Intemal Funds

Externally Generated;
Revenue Bond Proceeds
Capital Improvement Fund Drawdown
Capital Lease Proceeds
Temporary Borowings
Tota! Edernal Funds
Total Sources of Funds

Uses of Funds:

Debt Service Coverage [ Exhibit V' }

PMA Bond Debt Service [ Exhlbil V )
Capltal Lease Debt Service

Subordinate Bonds { Exhibit V)

Working Capital Increases

Construction Requirements

Payment to City of Phitadelphia { Exhibit Ii )

Deposit of Capital Improvement Fund { Table 16 )

Repayment of Temporary Borrowings
Total Uses of Funds

Ending Cash Balance

EXHIBIT Vi

PHILADELPHIA GAS WORKS
ANALYSIS OF CASH AND ANNUAL CASH BALANCES
FISCAL YEARS 1997 THROUGH 2003

{$000)

Elscal Years Ended August 31, .

Actual  Estimpatefal Budget forecast Forecast Forecast  Forecast  Forecasi

1997 1998 ‘{998 1998 2000 2001 2092 2003

$10,754 $1,284 $1,284 $319 3632 ..$9,000 $9.798 $7.843
$23,971 ($2.407) 12,119 21,989 26,318 27,176 27,540 30,098
36,652 42,847 42 847 43,872 44,859 45,829 46,769 47,701
51,420 51,106 53,323 54,045 52,237 52,827 53,478 53509
$112,052 $91,545 108,289 119,857 123414 125,832 127,787 131,308
$0 100,000 66,560 ] D 66,560 0 66,560
5,421 37,365 37,365 42,272 45,000 40,000 35,000 40,000
22,831 o 0 10,000 10,000 5,000 10,000 0
15,000 20,000 20,000 10,000 0 ] 0 0
$43 252  $157,365  $123.925 $62.272 55,000 111,560 45,000 106,560
$155,304  $248,910 232,214 182,129 178.414 237,302 172,787 237,868
$74,523 61,013 69,485 76,569 75,653 75,641 79,087 77,932
2,246 2,242 2242 0 0 0 0 0
5,971 5,971 8,115 10924 13377 12,936 13,447
] 0 o 2,025 1955 1,960 1,957 1,962
{5,288} (9,039) {13,181) {2,547) 10,621 4073 13,400 3,689
52,502 70,788 75,788 69,634 52,893 51,905 49,360 56,098
18,000 18,000 18,000 18,000 18,000 18,000 18,000 - 18,000
22,831 100,000 66,560 10,000 0 71,560 0 66,560
0 0 ] 0 0 ] 0 0
$164,814  $249.875 224,865 181,816 170,045 236596 174,740 737,688
$1,284 $319 $2,633 $632 $9,000 $9,798 $7,843 $8,023

Note: (8) Current Estimate s based on slx months actual data g_nd six months projactions based upon currently available Information.
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A NOTE ON SALES/SUPPLY/DEMAND UNITS

Sales/supply/dernand in this report are reported in volume or energy units. PGW purcheses gas in energy units but, usnally sells
them in volume units because that is what gas meters measure, There is 8 fundamental relationship between the energy and
volume units used for reporting purposes... - one cubic foot of gas {volume) equals approximately 1,030 Btu (energy). More
complex measures evolve from this relationship as follows:

Energv Units

B - British thermnal unit - the amount of energy required to rajse the tempersture of one pound of water
by one degree Fahrenheit. ’

Therm - 100,000 Btu

Dekatherm - . 10 Therms (1,000,000 Bu)

Scf - Standard cubic foot - the amount of gas contained in one cubic foot at 60°F and standard pressure of 14.73

pounds per square inch absolule (normal atmosphenc pressure)
Mef - . Thousand cubic feet, 1,000 Scf’

MiMef - Million cubic.fecl, 1,000 Mcf (1,000,000 Scf)
Bef - Billion cubic feet, 1,000 MMef (1,000,000,000 Scf) -
For the reader’s ease in reading/understanding the report the following approximations may be useful:
B One Dekatherm equals one Mcf,
8  One thousend Dekatherms equals one MMecf.
eati nits

HDD - Heating Degree Days
HDH - Heating Degree Hours



Stone & Webster
Management Consultants, Inc.

2l tone & Webster Management Consultants, Inc. provides practical responses
2o the challenges of today’s volatile market and regulatory envirenment and
changing operating conditions. We furnish management with tools, knowledge,
and skills to respond effectively to probiems in every facet of utility operations.

For industrial clients and public and institutional entities, we provide 2 wide range

of management consuliing services.

A Management Resource

Few other firms can equal Stone & Webster's breadth and depth of expertise.
Qur consulting staff comes from proven backgrounds in operating and
management positions with utilities, oil companies, regulatory agencies,
manufacturing conéems. banks, law firms, insurance companies, and public
entities. They are proficient in planning, gas and electric utility operations, rates
and regulation, marketing, information systems, human resource management,
appraisal, accounting and finance, tax, and risk management. Stone & Webster's

professional staff can provide the specialized knowledge needec for any utility

assignment large or small.

Stone & Webster integrates experts and their services into a comprehensive:
management resource: a full spectrum of skills, industry experience, and
knowledge that can be focused on discrete projects or problems, all-embracing
studies, or continuing as-needed services. We believe in close involvement of key
mermbers of the client's management team to develop their sense of ownership and
understanding of the project. Qur services are tailored to each client's special

requirements and in many cases Stone & Webster's own staff can take a project

from feasibility studies through implementation,




Our services tzke many forms: verbal consultation,
research or analysis, review or verification of work
performed by others, experi-testimony, and complete
studies with written reports. A Stone & Webster
report provides clear guides for management action
and is often used as a communication and
implementation tool. We provide a check of
decisions, procedures, and programs that is
ind=pendent and objective. Our testimony and reports
provide the credible evidence necessary to confirm the
prudence of decisions before regulators, stockholders,
and boards of directors.

Quality and Titegrity -

Stone & Webster's tradition of professional
consultation reaches back to the nineteenth century
and draws on state-of-the-art, comprehensive utility
experience and resources. Year after year a significant
portion of our assignments comes from repeat clients

— clients who return to Stonz & Webster because they

have had first-hand experience with our record of
unbiased work performed to the client's specifications,
on time, within budget. We believe that the most
convincing evidence of the quality, integrity, and
value of our services is the confidence and loyalry of
our repeat clients,

General practice areas:

Genera! Management Corsulting

Strategic Planning

Iriegraied Fesonrce Planning

JRP Worksiation

Models (EGLAS, RISKMIN, BENCHMARK)
Stafiing Opiimization & Organization Analysis
Second-Generazion Benchmarking
Re-cnginecring

Maragemen: Audits & Pre-cudit Planning
Svscem anc Capaciry Planning ‘

Electric Liilizy Operations

Gas Urility Operations

Gas Supply Planring

Rate & Regulaiory Services

Financial, Accounting, Tax, & Depreciation Service

Forecasting Services

Financial and Economic Feasibiliry Evaluations
Appraisal and Valuation

Risk Management

Management Informarion Systems

Profit & Loss Systems

Human Resource Management

Advisory Services

Utiliry Management Development Program
Productivity and Performance Improvement
Matertals Management

Marketing

Cogeneration

Mergers and Acquisitions

Project Review Services

Process Mapping

Qtu.zlié! Management Programs

A\

Stone & Webster
Management Consultants, Inc.

The Utility Experts

(212) 260-7190 &
Fax: 212.290-7033

New York + Boston « Atlanta ¢ Houstone« Denver

3017



Clients

GAS INDUSTRY

Alabama Gas Corporation

Alabama-Tennessee Natural Gas Company

Alberta Gas Trunk Line Co., Ltd.
Alberta Natural Gas Co.

ALGAS, S.A.

Algonquin Gas Transmission Co.
Allied New Hampshire Gas Company
American Gas Association
Arkansas-Louisizna Gas Company
Arkansas-Missouri Power Company
Arkansas Western Gas Company
Association Gas District of Florida, Inc.
Atlanta Gas Light Company
Australian Gas Light Company

B. C. Gas Company

Baltimore Gas and Electric Company
Battle Creek Gas Company

Bay State Gas Company

Berkshire Gas Company {The)

BHP Peiroleum (Americas) Inc.
BHP Petroleum (New Ventures) Inc,
Boston Gas Company

Brazos River Gas Company
Bridgeport Gas Company

Brisbane Gas Company, Ltd.
British Gas PLC

Brockion Taunton Gas Company
Brooklyn Union Gas Company
Buzzards Bay Gas Company

CP National Corp.

Carmody & Torrance

Canadian Weslern Natural Gas Co., Ltd.
Cape Cod Gas Company

Cascade Naturat Gas Corporation
Cataiana de Gas y Electricidad S. A,
Centra Gas Albena, Inc.

Centra Gas Manitoba, Inc.

Céntral Hudson Gas & Electric Corp.
Central Illincis Electric & Gas Co.
Central Illinois Light Company
Central Illinois Public Service Co.
Centra! Indiana Gas Company
Centra! Telephone & Utilities Corp.

& Stone & Webster Management Consultants, Inc.

Champlain Pipeline Project
Chesapeake Utilities
Chinese Petroleum Corporation
Cincinnati Gas & Electric Company
Cities Service Gas Company
Citizens Gas Fuel Company
Citizens Gas & Coke Utility
Citizens Utilities Company
City of Danville, Virginia
City of Bamilien, Ohio .
City of Holyoke, Massachusetts Gas and Electric
City of Mesa, Arizona
City of Norwich, Connecticut

Department of Public Utilities
City of Pensacola, Florida
City of Petersburg, Virginia
City of St. Petersburg, Florida
City of Westifield, Massachusetis
City of Winfield
Coastal States Gas Corporation
Cody Gas Company
Colonial Gas Association, Ltd.
Colonial Gas Company
Colonial Gas Holdings, Ltd.
Colorado Interstate Gas Co.
Colorado Springs Gas Department
Columbia Gas of Kentucky, Inc,
Columbia Gas of Maryland, Inc.
Columbia Gas of New York, Inc.
Columbia Gas of West Virginia, Inc.
Columbia Gas System, Inc.
Commonwealth Gas Company
Commonwealth Gas Distribution Corp.
Commonwealth Natural Gas Corp.
Community Public Service Company
Companhia Muniripal

de Gas de Sao Paulo
Concord Natural Gas Corporation
Connecticut Light & Power Company
Conneciicut Natural Gas Corporation
Conoco Pipeline Co.
Consolidated Edison Company of New York, Inc,
Consolidated Natural Gas Company
Consumers’ Gas Company
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Coming Natural Gas Corporation
Cumberland Gas Company

Dayton Power & Light Company
Delaware Power & Light Company
Delta Natural Gas Company
Distrigas Corporation

Dome Petroleum Limited

Eastern Shore Natural Gas Co.
Eastern Utilities Associates
East Midland Gas Board

East Ohio Gas Company
Elizabeth City, North Carolina
Elizabethtown Gas Company
El Paso Natural Gas Company
Empressa Nacional de! Petroleo (Chile)
EnergyNorth Inc.

Energy Services of Pensacola
Equitable Gas Company

. Essex County Gas Company

Falcon Seaboard Oit Co.

Fall River Gas Company
Fiichburg Gas and Electric Co.
Flo-Gas Corporation

Florida Gas Company

Florida Public Utilities Company
Fremantie Gas and Coke Company

Gainesville Gas Company

Gas and Fuel Corporation of Victoria
Gas Company of New Mexico-

Gas del Estado (Argentina)

Gas Light Company of Columbus
Gas Natural, S.A. (Chile)

Gas Service Company

Gas Service Inc.

Gaz Inter-Cite Quebec

Gaz Metropolitain, Inc.

Geelong Gas Company

Granite State Gas Transmisston, Inc.
Greater Winnipeg Gas Company
Great Falls Gas Company

Great Northern Gas Utilities, Ltd.
Greeawich Gas Company

Gulf Coast Natural Gas Company
Gulf Siates Utilities Company

Hartford Electric Light Company
Hastings Utilities |

Hindustan Petraleumn Corporation
Hobbs Gas Company

Hoenolulu Gas Company

Hope Natural Gas Corporation
Houston Natural Gas Corporation
Houston Industrial Gas System

ICG Canadian Propane

1daho Natural Gas Company
Industrial Gas Supply Corporation
Inland Natural Gas Company, Ltd.
Inter-City Gas Corp., Inc.
Intermountain Gas Company
Interprovincial Pipe Line Limited
Interstate Power Company

Towa Electric Light & Power Company
Iowa-1llinois Gas & Electric Company
Towa Public Service Company
Iroquois Gas Corporation

Kansas Power & Light Co. (The)
KPL-Gas Service
KN Energy, Inc.

Laclede Gas Company

Lake Shore Gas Company

Lea County Gas Company
Lone Star Gas Company

Long Island Lighting Company
Louisiana Gas Interstate, Inc.
Louisville Gas & Electric Co.
Lowell Gas Company

Madisen Gas & Electric Company

Main Gas Werke (Germany)
Manchester Gas Company

Menila Gas Corporation

Memphis Light, Gas & Water Division
Metropolitan Utilities District of Omaha
Michigan Consolidated Gas Company
Michigan Gas & Electric Company
Michigan Gas Utilities Company
Michigan-Wisconsin Pipe Line Company
Mid-American Pipeline Company
Midland Cogeneration Venture



Midwest Energy Corp.

Midwestern Gas Transmission Company
Mississippi Valley Gas Company
Missoun Utilities Company

Mobile Gas Service Corporation
Montana-Dakota Utilities Company
Montana Power Company

Mountain Fuel Supply Company
Mustang Fuel Corporation

Nantucket Gas & Electric Company
Nashville Gas Company

National Fuel Gas Company
National Fuel Gas Supply Corp.
National Fuel Gas Distribution Corp.
National Gas & Qi) Corporation
National Utilities & Industries Corp.
Natural Gas Pipeline Co. of America
New Bedford Gas & Edison Light Co.
New Britian Gas Light Company
New England Gas Association

New Haven Gas Company

New Jersey Natural Gas Company
New York Gas Group

New York State Electric & Gas Corp.
New York State Natural Gas Corp.
New Zealand Gas Association

North Carolina Natural Gas Corp.
North Shere Gas Company
Northeast Utilities Service Company
Northern and Central Gas Corp., Ltd.
Northern Illineis Gas Company
Northem Indiana Public Service Co.
Northern Minnesota Utilities
Northern Natural Gas Company
Northern States Power Company
Northern Utilities Inc.

Northwest Pipeline SGS Customer Group
Northwestern Public Service Company
Northwestern Utilities, Ltd,
Northwest Natural Gas Company

Ohio Fuel Gas Corporation

Ohio Gas Company

Ohio Public Utility Commission
Okaloosa County Gas District
Oklahoma Gas & Electric Company

Gas Clients
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Oklahoma Natural Gas Company
Orange and Rockland Utilities, Inc.

Pacific Lighting Service & Supply Co.
Pacific Power & Light Company
Panhandle Eastern Pipe Line Company
Pecos Valley Gas Company

Penn Fuel Gas Co.

Pennsylvania Gas Company
Pennsylvania Gas & Water Company
Pennsylvania Gas Association

Pennzoil United, Inc.

Peoples Gas Light & Coke Company
Peoples Gas System

Peoples Natural Gas Company

Peoples Natural Gas Company of South Carolina
Permian Basin Pipeline Company
Philadelphia Gas Commission
Philadelphia Gas Works

Piedmont Natural Gas Company
Pioneer Natural Gas Company
Plains-Western Gas, Lid.

Polar Gas / McKenzie Delta

Producers Gas Company

Providence Gas Company

Public Service Company of North Carolina, Inc.
Public Service Electric & Gas Company

.Puenio Rico Gas Co., Inc.

Quebec Natural Gas Corporation

Richmond Gas Corporation
Roanoke Gas Company
Rochester Gas & Eiectric Corporation

St. Lawrence Gas Company, Inc.

San Diego Gas & Electric Co.

San Juan Gas Company

Shreveport Intrastate Gas Transmission, Ltd.
Sierra Pacific Power Company

Societe Gazifere de Hull, Inc.

South Australia Gas Company

South Brisbane Gas & Light Company, Ltd.
South Carotina Electric & Gas Company
South County Gas Company

South Eastern Gas Board

South Jersey Gas Company

Southeastern Michigan Gas Company
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Southeastern Public Service Company
- Southem California Gas Company’

Southermn Connecticut Gas Company

Southern Indiana Gas & Electric Co.

Southern Natwural Gas Company

Southern Union Gas Company

Southwest Gas Corporation |

Southwestem Energy Co.

Springfield Gas Light Company

Stadiwerke Dusseldorf

Stadiwerke Wiesbaden Ag.

Suffolk Gas Company

Sugar Bowl Gas Company, Inc.

Sultanate of Oman

Syracuse Suburban Gas Company, Inc.

Technischen Werke der Stadt Stuttgart
Tenneco Inc.

Tennessee Gas Transmission Company
Texas Gas Transmission Corporation
Town of Citronelie, Alabama
TransCanada Pipeline Lid.

Transco Companies, Ltd.

Transok Pipeline Company
Transconiinental Gas Pipe Line Corp.

Trans Quebec & Maritimes Pipelines, Inc.

Tropical Gas Company
Tucson Gas & Eleciric Company
T. W. Phillips Gas & Oil Company

Union Gas of Capada
Union Gas & Electric Power Company

Union Gas Limited

United Cities Gas Company

United Fuel Gas Company

United Gas Corporation

United Gas Pipe Line Company
United Natural Gas Company
United Suburban Gas Company, Ltd.
United Texas Transmission Co.

Valero Energy Company

Valley Gas Company

Vermont Gas Systems, Inc.

Virginia Electric & Power Company
Volunteer Natural Gas Company

Wales Gas Board

Washington Gas Light Company
Washington Natura! Gas Company

West Ohio Gas Company

West Virginia Power Gas Service
Westfield Gas & Electric Light Company
Westemn Kentucky Gas Company
Western Resources, Inc.

Williston Basin Interstate Pipeline Co.
Wilmut Gas & Oil Company

Wisconsin Distributor Corp.

Wisconsin Gas Company

Wisconsin Public Service Corp.
Wisconsin Southem Gas & Appliance Corp.
World Bank (IBRD)

Wyoming Gas Company

York County Gas Company

Stone & Webster Management Consultants, Inc.

One Penn Plaza
New York, New York 10119
(212) 290-7190
FAX (212) 290-7033

New York » Boston + Denver » Houston + Atlanta

A

At Stone & Webster, a century of experience, an unparalleled network of specialized technical and managerial
expertise, and a tradition of quality and integrity stand behind comprehensive consulting services. 309
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The following are summaries of certain provisions of The First Class City
Revenue Bond Act(the “Act”) and the General Gas Works Revenue Bond Ordinance of
1998 (the “1998 General Ordinance™), which authorize the issuance of Gas Works
‘Revenue Bonds generally, and the First Supplemental Ordinance (the *“First
Supplemental *Ordinance™); which-authorizes the issuance of the:Gas Works Revenue:
Bonds, First Series (the “First Series Bonds”). The summaries are not, and should not
be regarded as, complete statements of the provisions of this legislation or of the
portions thereof summarized. Reference is made to the Act, the 1998 General
Ordinance and the First Supplemental Ordinance, copies of which are available from
the Office of the Director of Finance, 1300 Municipal Services Building, 1401 J.F K.
Boulevard, Philadelphia, Pennsylvania 19102, for the complete terms and provisions
thereof, Certain terms used in this summary are defined below. Other terms used
herein are defined in the Act, the 1998 General Ordinance and the First Supplemental
Ordinance and, unless otherwise stated, shall have the meanings set forth therein.

THE FIRST CLASS CITY REVENUE BOND ACT

(Act 234 of the General Assembly of the Commonwealth
approved October 18, 1972, P.L. 955; 53 P.S. §§ 15901-24)

General Authorization; Definitions; Bonds to be Special Obligations

The Act is intended to provide a comprehensive authorization to The City of
Philadelphia, Pennsylvania (the “City”) and any other Pennsylvania city of the first ¢class
to issue revenue bonds (“Bonds”) to finance various types of projects or to refund
previously issued Bonds and certain other bonds, as more fully described herein under
“Refunding.”

“Project” is defined to include, inter_alia, any building, structure, facility or
improvement of a public nature, the related land and rights or leasehold estates therein
and the related furnishings, machinery, apparatus or equipment of a capital nature, which
the City 1s authorized to own, construct, acquire, improve, lease, operate, maintain or
support; any item of construction, acquisition or extraordinary maintenance or repair
thereof; the City’s share of the cost of any of the -foregoing undertaken jointly with
others; and any combination of the foregoing or any undivided portion of the cost of any
of the foregoing as may be designated a “project” by the City for financing purposes and
in respect of which the City may reasonably be expected to receive Project Revenues.

“Project Revenues™ mean, in respect of a Project, all rents, rates, tolls or charges
imposed or charged for the use or product of or services generated from the Project to the
ultimate users or customers thereof, all payments under bulk contracts with
municipalities, government instrumentalities or other bulk users, all subsidies or
payments payable by federal, state or local governments or governmental agencies on
account of the cost of operation of the Project, or the payment of the principal of or
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interest on moneys borrowed to finance the cost of the Project, and may include
reasonable estimates of all interest on”afid pfofits from investment of moneys derived

from the foregoing.

"™ 'Bofids issued iinder the“Act are-required-to-be payable solely-from Project
Revenues and to be secured solely by such revenues and by any reserve funds which may
be created or funded in connection with the Bonds. The Bonds are not permitted to
pledge the credit or taxing power of the City, to create a debt or charge against the tax or
general revenues of the City, or to create a lien against any City property other than the
Project Revenues pledged therefor and against the reserve funds established in respect of
"the Bonds. The obligations represented by the Bonds do not constitute a debt of the City,
and are excluded from the calculation of the City’s debt-incurring capacity under the
Pennsylvania Constitution.

Estimate of Future Revenues

In order to establish that Project Revenues will be sufficient to amortize all Bonds
outstanding, the Act requires a finding to be made in the ordinance authorizing the
issuance of the Bonds that the pledged Project Revenues will be sufficient to pay any
prior parity charges on such pledged Project Revenues and the principal of and interest on
the Bonds. This finding is to be based on a report of the chief fiscal officer of the City
filed with the City Council and supported by appropriate schedules and summaries. The
report of the chief fiscal officer of the City may be based on the final report of the head of
the department or agency of the City having jurisdiction over the project involved or on a
certificate of registered engineers engaged by the City to compile relevant data.

For the purpose of calculating projected annual Project Revenues for each vear,
the Act provides that: (i) only those rents, rates, tolls or charges to the general public shall
be included which, under existing authorizations, are or will be in effect and will be
reasonably collectible in such year under the schedule or rate of rents, rates, tolls or
charges which are or will be in effect during such year, or which may be imposed by
administrative action without further legislation; (ii) only those bulk payments shall be
included which may be imposed under existing legislation or which are provided under
existing agreements or are the subject of an expression of intent by the prospective
obligor deemed reliable by the chief fiscal officer of the City; and (iii) only those
governmental subsidies or payments shall be included which, under existing legislation,
are subject to reasonably precise calculation and, unless stated in such legislation or
authorization to be of an annual or more frequently recurring nature, are payable in such
year,

" Details of Bonds and City Covenants
The Act provides that the ordinance authorizing the issuance of the Bonds shall

fix the aggregate amount of Bonds to be issued from time to time and determine, or
designate officers of the City to determine; the form and details of the Bonds. Subject to
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applicable constitutional provisions, the City may include in its bond ordinance various
covenants with bondholders, including covenants poveming the segregation, custody,
investment and disbursement of construction funds, the imposition, collection and
disbursement of Project Revenues, the operation and maintenance of the Project, the
establishment;- segregation, mainlenance, custody, investment and disbursement of..
sinking funds and reserves, the issuance of additional priority or parity Bonds, the
redemption of Bonds, the rights and remedies of bondholders upon default, and such
other provisions as the City deems necessary or desirable in the interest of or for the
protection of the City or of such bondholders. Under the Act, such covenants, terms and
provisions of the bond ordinance constitute contractual obligations of the City subject to
modification, with such limitations as may be specified in the bond ordinance, by
agreement with a majority in interest of the bondholders or such larger portion thereof as
may be provided in.the bond ordinance.

Sinking Fund

The Act requires that the bond ordinance shall provide for the establishment and
maintenance of a sinking fund or shall designate a previously established sinking fund for
the payment of the principal of and interest on the Bonds when due and payable or upon
redemption and for the payment of State taxes, if any, assumed by the City to be paid on
the Bends. Payment into such sinking fund shall be made in annual or more frequent
installments and shall be sufficient 10 pay or accumulate for payment all principal of and
interest on the Bonds for which the sinking fund is established and all State taxes, if any,
assumed by the City to be paid on such Bonds, as and when the same shall become due
and payable. The sinking fund and any other funds or accounts established by the bond
ordinance shall be managed by the chief fiscal officer of the City and moneys therein, to
the extent not currently required, shall be invested, subject to limitations established by
the bond ordinance and the Act. Interest and profits from investment of moneys in the
sinking fund and other funds shall be added to such fund and may be applied in reduction
of or to complete required deposits to the sinking fund. Excess moneys in the sinking
fund shall be repaid to the City for its general purposes or as otherwise provided in the
bond ordinance. All moneys deposited in the sinking fund are subject to a perfected
security interest for the Bonds for which the sinking fund is established until properly
disbursed.

Refunding

Bonds outstanding under the Act or other bonds issued for purposes for which
Bonds are issuable under the Act, whether issued before or after the effective date of the
Act, may be refunded by Bonds issued under the Act and such refunding Bonds are
subject to the same protections and provisions required for the issuance of an original
issue of Bonds, provided that the maturity date of the refunding Bonds is not later than
ten years after the last stated maturity date of the bonds to be refunded. The principal of
and interest to payment or redemption date and redemption premium payable, if any, in
respect of bonds to be refunded will no longer be deemed to be outstanding obligations of
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the City when the City shall have deposited with a bank, bank and trust company or trust
company fund$ represented by demand-deposits, interest-bearing time accounts, savings
deposits, certificates of deposit or specified obligations of the United States or of the
Commonwealth of Pennsylvania (which, in each case, are insured or secured as public
deposits with-securities-having at.all-times a-market value exclusive of accrued interest’
equal to the principal amount thereof), the principal and interest of which are sufficient to
effect, and are irrevocably pledged to, the redemption or payment of such bonds and, in
the case of redemption, notice of such redemption or irrevocable instructions to give such
notice shall have been duly given.

Validity of Proceedings; Suits and Limitations Thereon

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

Negotiable Instruments

The Act provides that Bonds issued thereunder shall have all the qualities and
incidents of securities under Article 8 of the Uniform Commercial Code of the
Commonwealth of Pennsylvania and shall be negotiable instruments.

Exemption from State Taxation

The Commonwealth pledges with the holders from time to time of Bonds issued
under the Act that such Bonds, their transfer and the income therefrom shall at all times
be free from taxation within and by the Commonwealth of Pennsylvania, but this
exemption does not extend to any gains made on the sale of obligations issued on or afier
February 1, 1994, to underwriting profits or to gift, succession or inheritance taxes or any
other taxes not levied directly on the Bonds, the receipt of income therefrom or the
realization of gains on the sale thereof.

Defaults and Remedies

If the City should fail to pay or cause to be paid the principal of or interest on any
Bond as the same shall become due, the remedy provisions of the Act permit the holder
of any such Bond, subject to the limitations described below, to recover the amount due
in an action in the Court. However, a judgment rendered in favor of the bondholder in
such an action is collectible only from the assessments, revenues, rates, rents, tolls and
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charges from the Project which are pledged for the payment of such Bond. The holders
of 25% in aggregate principal amount of any series of Bonds then outstanding which are
in default, whether because of failure of timely payment which is not cured within 30
days or failure of the City to comply with any other provisions of the Bonds or any bond

- ordinance; may appoint a trustee to represent therholders-of-all such Bonds, and such

representation shall be exclusive for the purposes provided in the Act. Such trustee may
and, upon written request of the holders of 25% 1n aggregate principal amount of such
Bonds then outstanding, and on being furnished with indemnity satisfactory to it, shall
take one or more of the following actions which, if taken, shall preclude similar action,
whether previously or subsequently initiated, by individual holders of Bonds: (1) enforce, .
by proceedings at law or in equity, all rights of the holders of the Bonds; (2) bring suit on
the Bonds, including the right to require the City to impose and collect pledged rents,
rates, tolls and charges or to require the City to carry out any other agreements with the
holders of such Bonds; (3) bring suit on the Bonds with the same effect as a suit by any .
holder of the Bonds; (4) bring suit in equity to require the City to make an accounting for
all pledged Project Revenues received and/or to enjoin any acts or things which may be
unlawful or in violation of the rights of the holders of any Bonds; and (5) after 30 days’
written notice to the City and subject to any limitations in the bond ordinance, declare the
unpaid principal of all Bonds to be immediately due and payable, together with interest
thereon at the rates stated in the Bonds until final payment, and, upon the curing of all
defaults, to annul such declaration and its consequences. The Court, in cases of extreme
hardship, may provide for the payment of sums levied in five or less annual installments
with interest at a.rate sufficient to cover the interest accruing on the Bonds. In any suit,
action or proceeding by or on behalf of holders of defaulted Bonds, the fees and expenses
of a trustee, including operating costs of a Project and reasonable counsel fees, which are
allowed by the Court, shall be deemed additional principal due on the Bonds and shall be
paid in full from any recovery prior to any distribution to the holders of the Bonds. (The
1998 General Ordinance limits any such recovery to Project Revenues.) The trusiee shall
make distribution of any sums so collected in accordance with the Act. '

Rcfuhding With General Obligation Bonds

Upon certification by the City’s chief fiscal officer that Project Revenues for the
payment of Bonds have become insufficient to meet the requirements of the ordinance or
ordinances under which the Bonds were issued, the City Council is empowered, but not
required, subject to applicable Pennsylvania constitutional debt limitations, 1o authorize
the issuance and sale of general obligation refunding bonds of the City without limitation
as to rate of interest and in such principal amount as may be required, together with other
available funds, to pay and redeem such Bonds, including principal, interest to the date
fixed for redempiion or payment and redemption premium, if any.
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THE 1998 GENERAL ORDINANCE
(Ordinance of City Council approved May &, 1998 - Biil No. 98232
(the “1998 General Ordinance™))

©«+ Pursuant to the authorization contained in the Act, the City has adopted the 1998
General Ordinance. The City has made a pledge of, and has granted a security interest in,
all Gas Works Revenues and all accounts, contract rights and general intangibles
representing Gas Works Revenues for the security and payment of all Bonds issued under
the 1998 General Ordinance,

Definitions

Accreted Value means, with respect to any Capital Appreciation Bond as of any
specified date, the Original Value of such Bond plus interest accreted on such Bond 1o
such date, all as may be provided in an applicable Supplemental Ordinance.

Act means The First Class City Revenue Bond Act approved October 18, 1972
(Act No. 234, 53 P.S. §15901 to 15224), as from time to time amended. The words
and phrases which are defined in the Act shall have such defined meanings when used
in the 1998 General Ordinance.

Bond or Bonds means any Gas Works revenue bond or note of the City issued
and outstanding pursuant to the Act under the 1998 General Ordinance and any
Supplemental Ordinance.

Bond Counsel means any firm of nationally recognized bond counsel acceptable
to the City.

Bondholder or Holder means the registered owner of any Bond.

Bond Register means the list of the names and addresses of Bondholders and the
principal amounts and numbers of the Bonds held by them maintained by the Fiscal
Agent on behalf of the City.

Bond Year for any Series of Bonds means each one-year period (or shorter
period from the date of issue) that ends at the close of business on the date in the
calendar year that is selected by the City as permitted under the Code. If no day is
selected by the City before the earlier of the final maturity date of the Series of Bonds
or the date that is five (5) years after the issue date, the Bond Year with respect to such
Series of Bonds shall end on each anniversary of the issue date and on the final maturity

date. B



.....

Business Day means a day other than a Sarurday, Sunday or holiday on which
the Fisca] Agent is authorized or required 10'be closed under applicable state or federal
law.

Capital Appreciation Bonds means any Bonds issued hereunder which do not
pay interest until maturity or until a specified date prior to maturity, but whose Original
Value accretes periodically to the amount due on the maturity date.

City means The City of Philadelphia, Pennsylvania.

City Charges means the proportionate charges, if any, for services performed
for the Gas Works by all officers, departments, boards or commissions of the City
which are contained in the computation of operating expenses of the Gas Works,
including, without limitation, the expenses of the Gas Commission, and also means the
base payments to the City contained in the Management Agreement and all other

payments made to the City from Gas Works Revenues.

City Controller means the head of the City’s auditing depariment as provided by
the Philadelphia Home Rule Charter.

City Solicitor means the head of the City’s law department as provided. by the
Philadelphia Home Rule Charter.

Code means the Internal Revenue Code of 1986, as amended, or any successor
legisiation, and the regulations and pubiished rulings promulgated thereunder or
applicable thereto.

Credit Facility means any letter of credit, standby bond purchase agreement,
line of credit, surety bond, insurance policy or other insurance commitment or similar
agreement (other than a Qualified Swap or an Exchange Agreement) that is provided by
a commercial bank, insurance company or other institution, with a current long term
rating (or whose obligations thereunder are guaranteed by a financial institution with a
long term rating) from Moody’s and S&P not lower than "A.”

Credit Facility Issuer or issuer of a Credit Facility means each issuer of a
Credit Facility then in effect, and its successors. References to the Credit Facility
Issuer shall be read to mean the issuer of the Credit Facility applicable to a particular
Series of Bonds or each issuer of a Credit Facility, as the context requires.

 Debt Service Requirements means, for a specified period, the sum of (i) the
principal of (whether at maturity or pursuant to mandatory redemption) and interest
(other than capitalized interest) on Outstanding Bonds payable during the period and (ii)
all net amounts due and payable by the City under Qualified Swaps and Exchange
Agreements during the period. For purposes of estimating Debt Service Requirements
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for any future period, (i) any Option Bond outstanding during such period shall be
assumed-to maturé on the stated maturity: date thereof, except that the principal amount
of any Option Bond tendered for payment and cancellation before its stated maturity
date shall be deemed to accrue on the date required for payment pursuant to such
tender; (ii) ‘Debt Service Requirements on Bonds.for which the City has entered into a
Qualified Swap or an Exchange Agreement shall be calculated assuming that the interest
rate on such Bonds shall equal the stated fixed or variable rate payable by the City on
the Qualified Swap or Exchange Agreement or, if applicable and if greater than such
stated rate, the applicable rate for any Bonds issued in connection with the Qualified
Swap or Exchange Agreement adjusted, in the case of variable rate obligations, as
provided in Section 4.03(b) of the 1998 General Ordinance; and (iii) Debt Service
Requirements with respect to Variable Rate Bonds shall be subject to adjustments as
permitted-by Section 4.03(b) of the 1998 General Ordinance.

Director of Finance means the chief financial, accounting and budget officer of
the City as established by the Philadelphia Home Rule. Charter, including a person
acting as Director of Finance under applicable law.

Exchange Agreement means, with respect to a Series of Bonds or any portion
thereof, to the extent from time (0 time permitted by applicable law, any interest
exchange agreement, interest rate swap agreement, Currency swap agreement or other
contract or agreement, other than a Qualified Swap, authorized, recognized and
approved by a Supplemental Ordinance as an Exchange Agreemeni and providing for
" payments to and from an'entity whose senior long term debt obligations, other senior
unsecured long term obligations, or claims paying ability or whose obligations under an
Exchange Agreement are guaranteed by an entity whose senior long term debt
obligations, other senior unsecured long term obligations or claims paying ability, are
rated not less than A3 by Moody's, A- by S&P or A- by Fitch, or the equivalent thereof
by any successor thereto as of the date the Exchange Agreement is entered into, which
payments are calculated by reference to fixed or variable rates and constituting a
financial accommodation between the City and the counterpart.

Fiscal Agent means any bank, bank and trust company or trust company named
as such in Sectton 6.02 or its successor.

Fiscal Year means the fiscal year of the Gas Works.

Fitch means Fich IBCA, Inc., a corporation organized and existing under the
laws of the State of New York, its successors and assigns and if such corporation shall
for any reason no longer perform the functions of a securities rating agency, "Fitch”
‘shall bé deemed to refer to any other nationally recognized securities rating agency---
designated by the City. Whenever rating categories of Fitch are specified in the 1998
General Ordinance, such caiegories shall be irrespective of gradations within a

category.
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- Gas-Commission means the Gas Comimission provided for by the Philadelphia
Home Rule Charter as presently constituted or hereafter reconstituted in accordance
with law.

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

Gas Works Revenues means all operating and nonoperating revenues of the Gas
Works derived from its activities and assets involved in the supply, manufacture,
storage and distribution of gas, including all rents, rates and charges imposed or
charged by the City upon the owners or occupants of properties connected to, and upon
all users of, gas distributed by the Gas Works and all other revenues derived therefrom
and all other income derived by the City from the Gas Works. Revenues derived from
activities unrelated to the supply, manufacture, storage and distribution of gas or assets
related thereto shall not be included in Gas Works Revenues, provided that the Gas
Works receives fair payment for the use of gas related assets and personnel of the Gas
Works used in such activities, which payments shall be included in Gas Works
Revenues. In particular, Gas Works Revenues shall not include revenues from
enterprises or. functions not related to gas activities (e.g., activities involving  the
supply, generation or distribution of electricity). Gas Works Revenues shall not
include those portions of the Gas Works’ rents, rates and charges which are securitized
and sold pursuant to Section 4.03(b) of the 1998 General Ordinance. Gas Works
Revenues may be divided into separate components in one or more Supplemental
Ordinances and any Series of Bonds issued thereafter may be limited as to source of
paymemnt to one or more of such components as provided in the Supplemental Ordinance
authorizing the particular Series of Bonds.

Government Obligations means any of the following which are noncallable and
which at the time of investment are legal investments under the Act for the moneys
proposed to be invested therein:

(a}  direct general obligations of, or obligations the payment of
principal of and interest on which are unconditionally guaranteed as to full and timely
payment by, the United States of America;

(b) direct obligations and fully guaranteed certificates of beneficial
--interest of the Export-Import Bank of the United States; consolidated debt obligations
and letter of credit-backed issues of the Federal Home Loan Banks; participation
certificates and senior debt obligations of the Federal Home Loan Mortgage
Corporation; debentures of the Federal Housing Administration; mortgage-backed



secunues (except stripped mortgage securmes which are valued greater than par on the
portion of “inpaid principal) and “serior” debt obligations of -the Federal National
Mortgage Association; participation certificates of the General Services Administration;
guaranteed mortgage-backed securities and guaranteed participation certificates of the
Government National Mortgage Association; guaranieed participation certificates and
guaranteed pool certificates of the Small Business Administration; debt obligations and
letter of credit-backed issues of the Student Loan Marketing Association; local authority
bonds of the U.S. Department of Housing & Urban Development; guaranteed Title XI
financings of the U.S. Maritime Administration; or

(©) obtigations issued by the Resolution Funding Corporation
pursuant to the Financial Institutions Reform, Recovery and Enforcement Act of 1989
(the "FIRRE Act"}, (i) the principal of which obligations is payable when due from
payments of the maturing principal of non-interest bearing direct obligations of the
United States of America which are issued by the Secretary of the Treasury and
deposited in the Funding Corporation Principal Fund established pursuant to the FIRRE -
Act, and (ii) the interest on which obligations, to the extent not paid from other
specified sources, is payable when due by the Secretary of the Treasury pursuant to the
FIRRE Act.

Independent means a person who is not a salaried employee or elected or
appointed official of the City; provided, however, that the fact that such person is
retained regularly by or transacts business with the City shall not make such person an
employee within the meaning of this definition,

Interim Debt means any bond anticipation notes or other temporary borrowing
which the City anticipates permanently financing with Bonds or other long term
indebtedness under the 1998 General Ordinance or otherwise.

Management Agreement means the Agreement dated December 29, 1972
between the City and the Manager for the management and operation of the Gas Works,
as presently or hereafter amended, or any successor agreement which may be entered
into by the City pertaining to the management of the Gas Works.

Manager means Philadelphia Facilities Management Corporation, currently
managing the Gas Works pursuant to the Management Agreement, or its successor or
such other person, corporation, board, commission or department of the City which
may be designated by the City to manage the Gas Works.

Mayor means the Mayor of the City.

-

Moody’s means Moody's Investors Service, Inc., a corporation organized and
existing under the laws of the State of Delaware, its successors and assigns, and if such
corporation shall for any reason no longer perform the functions of a securities rating
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agency, "Moody's" shall be deemed to refer to any other nationally recognized
" securities ‘rating agency designated by the City. Whenever rating categories of
Moody's are specified in the 1998 General Ordinance, such categories shall be
irrespective of gradations.

Net Operating Expenses means Operating Expenses exclusive of City Charges.

1975 Ordinance means the General Gas Works Revenue Bond Ordinance of
1975, as amended.

Office of the Fiscal Agent means the corporaie trust office of the Fiscal Agent
designated by the Fiscal Agent.

Operating Expenses means all costs and expenses of the Gas Works necessary
and appropriate to operate and maintain the Gas Works in good operable condition
during each Fiscal Year, and shall include, without limitation, the Manager's fee,
salaries and wages, purchases of service by contract, costs of materials, supplies and
expendable equipment, maintenance costs, costs of any property or the replacement
thereof or for any work or project, related to the Gas Works, which does not have a
probable useful life of at least five years, pension and welfare plan and workmen's
compensation requirements, provision for claims, refunds and uncollectible receivables
and for City Charges, all in accordance with generally accepted municipal accounting
principles consistently applied, but shall exclude depreciation and interest and sinking
fund charges. Operating Expenses shall not include Unrelated Expenses.

Option Bond means any Bond which by its tertns may be tendered by and at the
option of the Holder thereof for payment by the City prior to its stated maturity date or
the maturity date of which may be extended by and at the option of the Holder thereof.

Ordinance means the 1998 General Ordinance, as from time to time amended.

Original Value, with respect to a Series of Bonds issued as Capital Appreciation
Bonds, means the principal amount paid by the initial purchasers thereof on the date of
original issuance.

Outstanding, when used with reference 1o the Bonds, means, as of any
particular date, all Bonds which have been authenticated and delivered under the 1998

General Ordinance, except:

(a) Bonds canceled after purchase in the open market or because of
payment or redemption prior to maturity; -

(b)  Bonds for the payment or redemption of which sufficient moneys
shall have been theretofore deposited with the Fiscal Agent (whether upon or prior to



" the maturity or redemption date of any such Bonds), provided that, if such Bonds are to
be -redeemed. prior to the maturity thereof, notice of such redemption shall have been
given as provided in Section 5.02 or arrangements satisfactory to the Fiscal Agent shall
have been made therefor, or waiver of such notice satisfactory in form to the Fiscal
Agent shall have been filed with the Fiscal Agent; and

(c) Bonds in lieu of which or in substitution for which others have
been authenticated and delivered under Section 3.04 of the 1998 General Ordinance.

Bonds paid with the proceeds of any Credit Facility shall be Outstanding until
the issuer of such Credit Facility has been reimbursed for the amount of the payment or
has presented the Bonds for cancellation.

Philadelphia Home Rule Charter means the Philadelphia Home Rule Charter,
as amended or superseded by any new home rule charter, adopted pursuant to
authorization of the First Class City Home Rule Act approved Aprii 21, 1949, P.L. 665
§1 et seq. (53 P.S. §13101 et seq.).

Prior Obligations means the obligations of the Gas Works to The Philadelphia
Municipal Authority existing on the date of adoption of the 1998 General Ordinance,

Qualified Escrow Securities means funds which are represented by (i) demand
deposits, interest-bearing time accounts, savings deposits or certificates of deposit, but
.only to the ‘extent such deposits or accounts are fully insured by the Federal Deposit
Insurance Corporation or any successor United States governmental agency, or to the
extent not insured, fully secured and collateralized by Government Obligations having a
market value (exclusive of accrued interest) at all times at least equal to the principal
amount of such deposits or accounts, (ii) if at the time permitted under the Act,
obligations of any state or political subdivision thereof or any agency or instrumentality
of such state or political subdivision for which cash, Government Obligations or a
combination thereof have been irrevocably pledged to or deposited in a segregated
escrow account for the payment when due of principal or redemption price of and
interest on such obligations, and any such cash or Government Obligations pledged and
deposited are payable as to principal or interest in such amounts and on such dates as
may be necessary without reinvestment to provide for the payment when due of the
principal or redemption price of and interest on such obligations, and such obligations
are rated by any Rating Agency in the highest rating category assigned by such Rating
Agency to obligations of the same type, or (iii) noncallable Government Obligations.
In each case such funds (i} are subject to withdrawal, mature or are payable at the
option of the holder at or prior to the dates needed for disbursement, provided such
deposits or accounts, whether deposited by the City or by such depository, are insured
or secured as public deposits with securities having at all times a market value exclusive
of accrued interest equal. to the principal amount thereof, (ii) are irrevocabiy pledged
for the payment of such obligations and (iii) are sufficient, together with the interest to



the disbursement date payable with respect thereto,. if also pledged, to meet such
- obligations in full.

Qualified Swap or Swap Agreement means, with respect to a Series of Bonds or
any portion thereof, any financial arrangement that (i) is entered into by the City with
an entity that is a Qualified Swap Provider at the time the arrangement is entered into;
(ii) provides that (a) the City shall pay to such entity an amount based on the interest
accruing at a fixed rate on an amount equal to the principal amount of the Quistanding
Bonds of such Series, and that such entity shall pay to the City an amount based on the
interest accruing on a principal amount initially equal to the same principal amount as
such Bonds, at either a variable rate of interest or a fixed rate of interest computed
according to a formula set forth in such arrangement (which need not be the same as the
acrual rate of interest borne by the Bonds) or that one shall pay to the other any net
amouni due under suchiarrangement or (b} the City shall pay 1o such entity an amount
based on the interest accruing on the principal amount of the Outstanding Bonds of such .
Series at a variable rate of interest as set forth in the arrangement and that such entity
shall pay to the City an amount based on interest accruing on a principal amount equal
10 the same principal amount of such Bonds at a variable rate of interest or a fixed rate
of interest computed according to a formula set forth in such arrangement (which need
not be the same as the rate on the Bonds) or that one shall pay to the other any net
amount due under such arrangement; and (iii) which has been designated in writing to
the Fiscal Agent by the City as a Qualified Swap with respect to such Bonds.

Qualified Swap:Provider means, with respect to a Series of Bonds, an entity
whose senior long term debt obligations, other senior unsecured long term obligations
or claims paying ability, or whose payment obligations under a Qualified Swap are
guaranteed by an entity whose senior long term debt obligations, other senior unsecured
long term obligations or claims paying ability, are rated (at the time the subject
Qualified Swap is entered into) at least as high as Aa by Moody’s and AA by S&P, or
the equivalent thereof by any successor thereto.

Rate Covenant means the rate covenant contained in subsection (b) of Section
4.03 of the 1998 General Ordinance.

Rating Agency means Moody's, S&P or Fitch, to the extent that any of such
rating services have issued a credit rating on any of the Qutstanding Bonds or, upon
discontinuance of any of such rating services, such other nationally recognized rating
service or services if any such rating service has issued a credit rating on any of the

Outstanding Bonds.

Rebate Amount means the amount with respect to a Series of Bonds, which is
required 10 be paid to the United States of America, as of any computation date, in
compliance with the restrictions imposed by Section 148(f} of the Code.
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S & P means Standard & Poor’s-Ratings Services, a corporation organized and
existing under the laws of the State. of_.New York, its successors and assigns, and if
such corporation shall for any reason no longer perform the functions of a securities
rating agency, "S&P" shall be deemed to refer to any other nationally recognized
securities rating agency designated by the City. Whenever rating categories of S&P are
“specified "in the 1998 General Ordinance, such categories shall be irrespective of
gradations within a category.

Senior Bonds means Bonds which shall be first in right of payment and as to
which the coverage requirement under the Rate Covenant shall be 150%.

Series, when applied to Bonds, means collectively all of the Bonds of a given
issue authorized by Supplemental Ordinance as provided in Article IV of the 1998
General Ordinance and may also mean, if appropriate, a subseries of any such issue if,
for any reason, the City should determine to divide any such issue into one or more
subseries of Bonds.

Sinking Fund means the 1998 Ordinance Gas Works Revenue Bond Sinking
Fund established by Section 6.01 of the 1998 General Ordinance.

Sinking Fund Depositary means the Fiscal Agent or any other bank, bank and
trust company Or trust company appointed as such by the City.

Sinking Fund-Reserve means the Sinking Fund Reserve established by Section
6.04 of the 1998 General Ordinance,

Sinking Fund Reserve Requirement means, with respect to all Bonds secured by
the Sinking Fund Reserve, an amount equal to the greatest amount of Debt Service
Requirements payable in any Fiscal Year (except that such Debt Service Requirements
will be computed as if any Qualified Swap did not exist and the Debt Service
Requirements attributable to any Variable Rate may be based upon the fixed rate of
interest as set forth in the Supplemental Ordinance for such Bonds), determined as of
any particular date.

Subordinate Bonds means those Bonds which shall be subordinate in right of
payment to Senior Bonds and as to which the coverage requirement under the Rate
Covenant shall be 100%.

Supplemental Ordinance means an ordinance supplemental to the 1998 General
Ordinance enacted pursuant to the Act and the 1998 General Ordinance by the Council

of the City authorizing the issuance of a Series of Bonds.

Uncertificated Bond means any Bond which is fully registered as a to principal
and interest and which is not represented by an instrument.
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Unrelated Expenses means expenses unrelated to the..supply, manufacture,
storage and distribution of gas or assets related thereto.

Variable Rate Bond means any Bond, the rate of interest on which is subject to
change prior to maturity and cannot be determined in advance of such change.

Concerning the Bonds

Bonds may be issued in one or more series as the City may from time to time
determine by supplemental ordinance (each a “Supplemental Ordinance™). The 1998
General Ordinance provides for the method of setting the details and terms of the Bonds
authorized by such Supplemental Ordinance. The 1998 General Ordinance sets forth the
general form and content of Bonds, the manner of making payment of principal, interest
and premium, the requirements governing such payments, the rules regarding registration,
transfer and exchange of Bonds, and general provisions governing redemption and the .
effect thereof. The 1998 General Ordinance authorizes the issuance of definitive and
temporary Bonds, provides for the execution of the Bonds and provides for the issuance
of Bonds to replace mutilated, destroyed, lost or stolen Bonds. The 1998 General
Ordinance authorizes the issuance of Bonds in book-entry form.

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

~ Bonds may be issued 1o (1) pay the cost of projects related to the Gas Works, (2)
reimburse any City fund from which such costs shall have been paid or advanced, (3)
fund any such cost for which the City shall have outstanding bond anticipation notes or
other obligations, (4) refund any bonds of the City issued for the foregoing purposes
under the Act, (5) refund any general obligation bonds of the City issued for the
foregoing purposes, or (6) finance anything else relating to the Gas Works permitted

under the Act.

The City covenants that so long as any Bonds shall remain outstanding, no Bonds
will be issued unless the financial report of the City’s chief fiscal officer, required by the
Act, 1s filed with the Gity Council in connection with such issuance. Such report may be
given in reliance of an engineering report of an independent consulting engineer or an
independent firm of consulting engineers, in either case having broad experience in the
design and analysis of the operation of gas works or gas distribution systems of the
magnitude and scope of the Gas Works and a favorable reputation for competence in such
field. The report must set forth the gualifications of the engineers and must contain a
statement that the engineers have made an investigation of the physical properties and of
the books and records of the Gas Works, as they deemed necessary. On the basis of such
investigation, the engineering report must coniain the same matters, statements and
opinions as are required 1o be contained in the report of the chief fiscal officer to the City
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Council supported by appropriate schedules and- summaries, namely: (1) a brief
description of the project or projects for which the Bonds are to be issued; (2) a statement
identifying the™sources from which the pledged revenues are to be derived; (3) a
statement that, on the basis of actual, if appropriate, and estimated.future annual financial
operations of the project or projects from which the pledged project revenues are derived,
the project or projects will, in the opinion of the engineers, yield pledged project revenues
over the amortization period of such Bonds sufficient to meet the payment or deposit
requirements of operating expenses, reserve requirements, debt service of all Bonds
outstanding for which project revenues are pledged, any State taxes assumed by the City
to be paid on such Bonds and surplus requirements fixed by the 1998 General Ordinance
or the Supplemental Ordinance authorizing the issuance of any Series of Bonds, and (4)
that the project revenues upon which the preceding statements are based comply with the
definition of “*Project Revenues™ contained in the Act. The 1998 General Ordinance also
requires that the engineering: report state that the Gas Works rents, rates and charges on
the basis of which the foregoing statements are made are currently and will be sufficient
1o comply with the Rate Covenant and that the Gas Works are in good operating
condition or that adequate steps are being taken to make them so.

Prior to the issuance of the Bonds, a transcript of the proceedings authorizing the
issuance of the Bonds. including the engineering report, if any, shall be filed with the
Fiscal Agent. :

Security

The Bonds are and will be equally and ratably secured by a pledge of and a
security interest in all Gas Works Revenues and the Sinking Fund, including the Sinking
Fund Reserve (except as limited for a Series of Bonds in the Supplemental Ordinance
authorizing the issuance of such Series of Bonds).

Subordinate Bonds shall be subordinate to Senior Bonds in right of payment of
principal, premium, if any, and interest. Senior Bonds and Subordinate Bonds shall not
have any preference, priority or distinction as to lien or otherwise, except as otherwise
provided in the 1998 General Ordinance or in a Supplemental Ordinance, over any other
Senior Bonds or.Subordinate' Bonds, respectively.

Priority in Application of Gas Works Revenues

The 1998 General Ordinance provides that all Gas Works Revenues as and when
collected in each Fiscal Year shall be applied in order of priority, to the extent then
payable,

First: to Net Operating Expenses then payable:

Second:- to debt service on bonds issued under the 1975 Ordinance and
amounts required to be paid into the sinking fund reserve under the 1975 Ordinance,
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Third: . to-debt service on Senior Bonds, payments (other than termination
payments) due to the issuers of Qualified Swaps and Exchange Agreements related to
Senior Bonds and payments due in respect of obligations of the Gas Works to The
Philadelphia Municipal Authority existing on the date of adoption of the 1998 General

COrdinance;

Fourth: to payments due to issuers of Credit Facilities related to Senior
Bonds; '

Fifth: o debt service on Subordinate Bonds and payments due in respect
of obligations of the Gas Works on a parity with Subordinate Bonds (including notes
issued under the City's General Inventory and Receivables Gas Works Revenue Note
Ordinance of 1993, or any similar ordinance, and amounts payable to the provider of a
Credit Facility in respect of such notes) and payments (other than termination payments)

due to the issuers of Qualified Swaps and Exchange Agreements related to Subordinate
Bonds;

T

Sixth: to payments due to issuers of Credit Facilities related to
Subordinate Bonds;

Seventh: to required payments of the Rebate Amount to the United States;

Eighth: 10 replenishment of any deficiency in the Sinking Fund Reserve;

Ninth: . to payment of general obligation bonds of the City adjudged to be
self-liquidating from Gas Works revenues;

Tenth: to debt service on other general obligation bonds issued for the Gas
Works; and

Eleventh: to the payment of City charges and any other proper purpose of the

Gas Works (including any termination payments to issuers of Qualified Swaps and
Exchange Agreements) except Unrelated Expenses.

The 1998 General Ordinance does not require the segregation of revenues upon
their collection.

Rate Covenant

The Rate Covenant requires the City, at a minimum, to impose, charge and collect
in each Fiscal Year such gas rates and charges as shall, together with all other Gas Works
Revenues 10 be received in such Fiscal Year, equal not less than the greater of:
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A. The sum of:
(i) all Net Obér\é't—ing Ex.;uaensle-s payable during such Fiscal Year;

(i) all principal of and interest on bonds issued and outstanding
under the 1975 Ordinance payable during such Fiscal Year and amounts required to be
paid into the sinking fund reserve under the 1975 Ordinance during such Fiscal Year;

(iii) 150% of the amount required to pay Sinking Fund deposits
required during such Fiscal Year in respect of all Qutstanding Senior Bonds and 100%
of the amounts payable in respect of the Prior Obligations during such Fiscal Year;

(iv) the amount required to pay Sinking Fund deposits required
during such Fiscal Year in respect of all Quistanding Subordinate Bonds and other
obligations of the Gas Works on a parity with Subordinate Bonds payable during such
Fiscal Year;

(v)  the amount, if any, required 10 be paid into the Sinking
Fund Reserve during such Fiscal Year;

(vi) the Rebate Amount required 1o be paid to the United States
during such Fiscal Year; and

.+ (vii} the amounts required to be paid to the issuers of Credit
Facilities and the providers of Qualified Swaps and Exchange Agreements during such
Fiscal Year; or

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

(11) all principal of and interest on bonds issued and outstanding
under the 1975 Ordinance payable during such Fiscal Year and amounts required to be
paid into the sinking:fund reserve under the 1975 Ordinance during each Fiscal Year;

(ii1) all Sinking Fund deposits required during such Fiscal Year in
respect of all Outstanding Bonds and all amounts payable in respect of obligations -of
the Gas Works which are on a parity with any of the Bonds and in respect of general
obligation bonds issued for improvements to the Gas Works and all amounts, if any,
required during such Fiscal Year to be paid-into the Sinking Fund Reserve;

(iv) the Rebate Amount rerixired to be paid to the United States
during such Fiscal Year; and
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(v) the amounts required 10 be paid to the issvers of Credit
Facilities and the providers of Qualified Swaps and Exchange Agreements during such
Fiscal Year. :

For purposes of estimating Sinking Fund deposits with respect 10 Interim Debt
and Variable Rate Bonds, the City shall be entitled to assume that (1) Interim Debt will
be amortized over a period of up to the maximum term permitted by the Act, but not in
excess of the useful life of the assets to be financed, on an approximately level debt
service basis and bear interesi at the average interest rate on bonds of a similar maturity
and credit rating (without any credit enhancement) as the Bonds Outsianding under the
1998 Genera) Ordinance and (2) Variable Rate Bonds will bear interest at a rate equal
0 the average interest rate on such Variable Rate Bonds during the period of twenty-
four (24) consecutive calendar months immediately preceding the date of calculation or
during such shorter period that such Variable Rate Bonds have been QOutstanding.

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

Nowwithstanding the requirements of Section 4.03(b) of the 1998 General
Ordinance and the pledge under Section 4.02 thereof, the City may, at such time as
there are no bonds outstanding under the 1975 Ordinance, pursuani to a Supplemental
Ordinance, securitize:and sell that portion of the Gas Works rents, rates and charges
which relate to assets which are designated as non-performing by the Gas Commission
and as 10 which the Gas Commission has designated specific rents, rates or charges;
provided that prior to any such securitization and sale the City delivers to the Fiscal
Agent (1) an Engineer’s report including a statement that, for the three year period
following such securitization and sale, the Gas Works renis, rates and charges
{excluding those securitized and sold) are currently and will be sufficient to comply
with the Rate Covenant set forth in Section 4.03(b) of the 1998 General Ordinance
applied as if the percentage in subsection A(iii) thereof were 175% rather than 150%
and (2) an opinion of Bond Counsel that such securitization and sale will not adversely
affect the exclusion from gross income for Federal income tax purposes of interest on
any Outstanding Bonds the interest on which is intended to be so excluded. Proceeds
received from any such securitization and sale shall be excluded from Gas Works
Revenues in all calculations relating to the Rate Covenant and, notwithstanding any
provision of the 1998 General Ordinance to the contrary, may be used to redeem or
refund obligations issued to finance the related assets designated as non-performing.

Additional Covenants
The City further covenants that (1) it will pay or cause the Fiscal Agent or any

paving agent appointed by the City to pay from the Gas Works Revenues deposited in the
Sinking Fund the principal of, and premium, if any, and interest on, all Bonds as the same
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shall become due and payable; (2) it will continuously maintain in good condition and
continuously. operate the Gas .Works;.and (3} it will not in any Fiscal Year pay from the
Gas Works Revenues any City Charges or deposit from the Gas Works Revenues in the
general sinking fund of the City any sinking fund charges in respect of general obligation
bonds of the City unless prior thereto or concurrently therewith all sinking fund charges
then payable in respect of Outstanding Bonds shall have been deposited in the Sinking
Fund, all amounts then payable in respect of obligations of the Gas Works which are on a
parity with Bonds shall have been paid, all amounts then payable to issuers of Credit
Facilities and providers of Qualified Swaps and Exchange Agreements shall have been
paid and all deposits then required to the Sinking Fund Reserve shall have been made.

Report Requirements

The City shall file with the Fiscal Agent not later than 120 days after the close of
each Fiscal Year a report of the operation of the Gas Works, including specified financial. -
data, showing compliance with the Rate Covenant and accompanied by a certificate of the
Manager of the Gas Works that the Gas Works are in good operating condition and a
certificate of the Director of Finance that, as of the date of such report, the City has
complied with all covenant and requirements of the 1998 General Ordinance and all
Supplemental Ordinances. Copies of such report will be available to Bondholders and
may be inspected and copied at all reasonable times by Bondholders or their
representatives. -

[

General Obligation Bonds - Junior Lien Revenue Bonds

The City reserves the right to finance improvements to the Gas Works by issuing
(1) its general obligation bonds or (2) under authorization other than the 1998 General
Ordinance and Supplemental Ordinances, obligations for the payment of which Gas
Works Revenues may be pledged, subject and subordinate in each Fiscal Year to the prior
payment from such revenues of all principal, premium, interest and sinking fund
requirements pavable during such Fiscal Year under the 1998 General Ordinance.

Sinking Fund and Sinking Fund Reserve

The Sinking Fund is established for the benefit and security of all Bonds issued
under the 1998 General Ordinance. The Sinking Fund shall be held in an account or
accounts separate and apart from all other accounts of the City. The City covenants to
deposit in the Sinking Fund from Gas Works Revenues in each Fiscal Year such amounts
as will, together with intérest and profits on investments held therein, be sufficient to
accumulate therein (exclusive of amounts in the Sinking Fund Reserve), on or before
each interest and principal payment date of the Bonds, the amounts required to pay the
principal of and interest on the Bonds then becoming due and payable. The 1998 General
Ordinance authorizes the appointment, in accordance with legal procedures, of one or
more banks to act as Fiscal Agent and/or paying agent for all Bonds or for any series of
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Bonds'issued thereunder and resérves 1o the City the right to appoint other or additional
banks from time to time. The Fiscal Agent for any particular series will act as registrar
and Sinking Fund Depositary for that series. The moneys in the Sinking Fund are
required to be secured, and invested and reinvested under management of the Director of
Finance.

The Sinking Fund Depositary shall, on direction of the Director of Finance, or if
for any reason he should fail to give such direction, on the direction of the Fiscal Agent,
liquidate investments, if necessary, and pay over from the Sinking Fund in cash to the
Fiscal Agent not later than the due date thereof the full amount of the principal, interest
on, and premium, if any, payable upon redemption of, Bonds. Any excess moneys in the
Sinking Fund. including any excess amount in the Sinking Fund Reserve, shall be
transferred to the operating accounts of the Gas Works.

The Sinking Fund Reserve is established as a separate account in the Sinking -
Fund and is to be held by the Sinking Fund Depositary. Unless otherwise provided in the
applicable Supplemental Ordinance, the City shall, under direction of the Director of
Finance, deposit in the Sinking Fund Reserve from the proceeds of sale of each Series of
Bonds issued thereunder and/or Gas Works Revenues an amount which, together with
other amounts in the Sinking Fund Reserve, will cause the amount in the Sinking Fund
Reserve to equal the Sinking Fund Reserve Requirement. The money and investments
(valued at market) in the Sinking Fund Reserve and amounts which can be drawn under
Credit Facilives held for.the Sinking Fund Reserve shall be held and maintained in an
amount equal to the Sinking Fund Reserve Requirement.

In lieu of a deposit 10 the Sinking Fund Reserve or in substitution for amounts in
the Sinking Fund Reserve, the City may provide one or more letters of credit or other
Credit Facilities in the same aggregate amount issued by a provider or providers whose
credit facilities are such that bonds secured by such credit facilities are rated in one of the
three highest rating categories by Moody’s or S&P, provided that (1) in the case of a
substitution for moneys in the Sinking Fund Reserve, an opinion of Bond Counsel is
delivered to the Fiscal Agent that such substitution will not adversely affect the exclusion
from gross income for Federal income tax purposes of interest on the Bonds the interest
on which is intended to be so excluded, (2) each such Credit Facility permits the Fiscal
Agent 10 make a draw thereon up to the principal amount thereof if the Sinking Fund
Reserve is needed to cover a shortfall in the Sinking Fund and other moneys in the
Sinking Fund Reserve are insufficient and (3) each such Credit Facility provides that a
draw will be made thereon to replenish the Sinking Fund Reserve on the expiration
thereof unless the City has otherwise made such deposit to the Sinking Fund Reserve or
has obtained another Credit Facility meeting the above requirements.

If, at any time and for any reason, the moneys in the Sinking Fund, other than in
the Sinking Fund Reserve, shall be insufficient to pay as and when due, the principal of,
and premium, if any, and interest on, any Bond or Bonds secured by the Sinking Fund
Reserve, the Sinking Fund Depositary is hereby authorized and directed to withdraw from
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the Sinking Fund Reserve and to draw on Credit Facilities held for the Sinking Fund
Reserve and payiover to the Fiscal Agent:the amount of such deficiency." If by reason of
such withdrawal (including draws on any Credit Facilities held to satisfy the Sinking
Fund Reserve Requirement) or for any other reason there shall be a deficiency in the
Sinking Fund Reserve, the City hereby covenants to restore such deficiency (either.by a
deposit of funds or the reinstaiement of the cash limits of Credit Facilities) within twelve
months. The Sinking Fund Reserve shall be valued by the Sinking Fund Depositary
promptly after any withdrawal from the Sinking Fund Reserved or any other event
indicating a possible deficiency in the Sinking Fund Reserve and on August 31 of each
Fiscal Year.

Remedies; Limitations on Liabilities of City

If the City shall fail or neglect to pay or to cause to be paid the principal of, or the
redemption premium, if any, or the interest on, any Bond, whether at stated maturity or
. upon cal} for prior redemption, or if the City, after written notice to it, shall fail or neglect
1o make any payment owed by it to the provider of a Credit Facility, a Qualified Swap or
an Exchange Agreement provided with respect to the Bonds and such provider gives the
Fiscal Agent written notice of such failure or neglect, or if the City shall fail to comply
with any provision of the Bonds or with any covenant of the City contained in the 1998
General Ordinance or an applicable Supplemental Ordinance, then, under and subject to
the termns and conditions stated in the Act, the Holder or Holders of any Bond or Bonds
shall be entitled to all of the rights and remedies provided in the Act, including the
appointment of a trustee; provided, however, that the remedy provided in Section
20(b)(4) of the Act may be exercised only upon the failure of the City to pay, when due,
principal and redemption price of (including principal due as a result of a scheduled
mandatory redemption) and interest on a Series of Bonds. Any decree or judgment for
the payment of money against the City by reason of default under the 1998 General
Ordinance shall be enforceable only against the Gas Works Revenues, amounts in the
Sinking Fund Reserve and other amounts which may be specifically pledged therefor and
investments thereof and no decree or judgment against the City upon an action brought
under the 1998 General Ordinance shall order or be construed to permit the occupation,
attachment, seizure, or sale upon execution of any other property of the City.

E.

Amendments

The 1998 General Ordinance and any Supplemental Ordinance may be further
supplemented, modified or amended: (a) to cure any ambiguity, formal defect or
omnission therein; (b) to make such provisions in regard to matters or questions arising
thereunder which shall not be inconsistent with the provisions thereof and which shall not
adversely affect the interests of Bondholders; (c} to-grant to or confer upon Bondholders
or a trustee, if any, for the benefit of Bondholders any additional rights, remedies,
powers, authority or security that may be lawfully granted or conferred; (d) to incorporate
modifications requested by any Rating Agency to obtain or maintain a credit rating on
any Series of Bonds; (&) to comply with any mandatory provision of state or federal law
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or with any permissive provision of such law or regulation which does not substantially
- impair the 'security or right to payment of the Bonds, but no amendment or modification
shall be made with respect to any Outstanding Bonds to alter the amount, rate or time of
payment, respectively, of the principal thereof or the interest thereon or to alter the
redemption provisions thereof without the written consent of the_Holders of all affected
Outstanding Bonds; and (f) except as aforesaid, in such other respect as may be
authorized in writing by the Holders of a majority in principal amount (using Accreted
Value in the case of Capital Appreciation Bonds) of the Boads Outstanding and affected.
The written authorization of Bondholders of any supplement to or medification or
amendment of the 1998 General Ordinance or any Supplemental Ordinance need not
approve the particular form of any proposed supplement, modification or amendment but
only the substance thereof.

Closure of the 1975 Ordinance

After the adoption of the 1998 General Ordinance, the City shall not issue
any bonds under the 1975 Ordinance except to refund bonds issued under the 1975
Ordinance or to replace bonds issued thereunder which have been mutilated, destroyed,
lost or stolen as provided therein or in substitution for bonds issued thereunder upon
transfer or exchange as provided therein.

Any refunding bonds issued under the 1975 Ordinance shall include in the title of
such bonds a designation indicating that such bonds relate to the 1975 Ordinance in order
to distinguish such bonds from Bonds issued under the 1998 General Ordinance.

THE FIRST SUPPLEMENTAL ORDINANCE

(First Supplemental Ordinance of City Council
approved May 8, 1998, Bill No. 980233 (the “First Sipplemental
Ordinance™))

The First Supplemental Ordinance authorizes the Mayor, City Controller and
City Solicitor (the “Bond Committee™), or a majority of them, to sell, in one or more
series, Gas Works Revenue Bonds in the maximum aggregate principal amount of
$300,000,000 provided that such aggregate principal amount may be increased to reflect
sales of such Bonds at discounts which are in lieu of periodic interest, so long as the
aggregate gross proceeds to the City from the sale of such First Series Bonds do not
exceed $300,000,000, and authorizes a majority of the Bond Committee to establish the
terms and provisions of such First Series Bonds.

The First Supplemental Ordinance states that the First Series Bonds are to be

issued for any or all of the following purposes: (i) acquiring and constructing the capital
improvements included in the capital program of PGW as from-time to time included in
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.- the capital budgets of PGW, as approved by City Council; (ii) refunding of all or a

- portion of certain series of the City's outstanding Gas Works Revenue Bonds, as
designated by the City’s Director of Finance (the “Refunded Bonds™); (iii) acquiring the
headquarter building currently being leased by the City for the Gas Works from the

..Philadelphia Municipal Authority, by making a prepayment of rent under the lease for
such building; (iv) paying the costs of issuing the First Series Bonds, and making any
required deposit to the Sinking Fund Reserve; and (v) paying any other Project Costs (as
defined in the Act), which may include, without limitation, the repayment to any fund of
the City, or to accounts of the Gas Works of amounts advanced for Project Costs, and the
funding or refunding of outstanding bond anticipation notes or other obligations of the
City issued in respect of Project Costs.

Based on the report of the Director of Finance filed with City Council pursuant to
the Act, the First Supplemental Ordinance determines that the pledged Gas Works
Revenues (as defined in the 1998 General Ordinance) will be sufficient to comply with
the Rate Covenant contained in the 1998 General Ordinance and also to pay all costs,
expenses and payments required to be paid therefrom in their order of priority as set forth
in the 1998 General Ordinance.

The City covenants in the First Supplemental Ordinance that the proceeds of the
First Series Bonds applicable to the refunding of the Refunded Bonds will be deposited in
one or more escrow or similar accounts with the Fiscal Agent (as defined in the 1998
General Ordinance), separate and apart from all other accounts of the City or the Gas
Works.

The City covenants in the First Supplemental Ordinance that the proceeds of the
sale of the First Series Bonds which remain available for payment of costs of capital
improvements shall be deposited in, held in and disbursed from one or more unsegregated
accounts of PGW which shall be separate and apart from and not commingled with the
consolidated cash account of the City or any other account of the City not held
exclusively for Gas Works purposes.

The City covenants in the First Supplementa! Ordinance that, so long as any First
Series Bonds issued thereunder remain unpaid, it shall make payments or cause payments
to be made out of the Sinking Fund created under the 1998 General Ordinance at such
times and in such amounts as shall be sufficient to pay interest on and principal of any
First Series Bonds when due.

The First Supplemental Ordinance authorizes the Director of Finance and any
member of the Bond Committee to make such covenants as may be necessary or
advisable to insure that interest on the First Series Bonds shall be excludible from gross
income for purposes of federal income taxation.
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THE GOVERNMENT OF PHILADELPHIA

General

The City of Philadelphia (the “City”) was founded in 1682 and merged with the County of
Philadelphia in 1854. There are two principal governmental entities in Philadelphia: (1) the City, which
_performs ordinary municipa! functions as well as traditional county functions; and (2) the School
District, which has boundaries coterminous with the City and has responsibility for all public primary
and secondary education. The court system in Philadelphia, consisting of Common Pleas, Municipal,
and Traffic Courts, is part ‘of the Commonwealth of Pennsylvania (the “Commonwealth™) Judicial
System. Although judges are paid by the Commonwealth, all other court costs are paid by the City, with
partial reimbursement from-the Commonwealth.

The City is governed primarily under the Home Rule Charter, which provides for the election,
organization, powers, and duties of the Jegistative branch (the “City Council™); the powers and duties of
the executive and administrative branches; and the City's fiscal and budgetary matters, contracts,
procurement, property, and records.

The School District is governed primarily under the 1965 Educational Supplement to the Home Rule
Charter. It has no independent taxing powers and may levy only the taxes authorized on its behalf by the
City and the Commonwealth. The School District is managed by a nine-member Board of Education
appointed by the Mayor from a list supplied by an Educational Nominating Pane! that is chosen by the
Mayor. In some:matlers, including the incurrence of short-term and long-term debt, both the City and
the School District are governed primarily by the [aws of the Commonwealth. The School District is a
separate political subdivision of the Commonwealth and the City has no property interest in or claim on
any revenues or propenty of the School District.

Elected and Appointed Officials

The Mayor is elected for a term of four years and is eligible to succeed himself for one term. Each
of the seventeen members of the City Council is also elecied for a four-year term which runs
concurrently with that of the Mayor. There is no limitation on the number of terms that may be served
by members of the City Council. Of the members of the City Council, ten are elected from districts and
seven are elected at-large, with a minimum of two of the seven representing other than the majority
party. The District Attorney and the City Controller are elected at the mid-point-of the terms of the
Mayor and City Council. :

Among his primary responsibilities, the City Controller audits and reports upon the combined
financial statements of the City. In the performance of the City Controller’s Home Rule Charter
mandated pre-audit functions, the City Controller, who has a staff of approximately 150 employees,
reviews each transaction involving a disbursement of funds of the City. This review is limited by the
Home Rule Chaner to a verification of the certification by the Director of Finance that the proposed
disbursement is made for the purpose contemplated by the appropriation upon which it is drawn and is in
the correct amount. The City Controller has investigatory authorily to camry oui this responsibility.
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The principal officers of the City's government appointed by the Mayor are the Managing Director of
the City (the “Managing Director™), the Director of Finance of the City (the “Director of Finance™), who
is the chief financial and budget officer and is selected from three names submitted to the Mayor by a
Finance Panel, the City Solicitor (the “City Solicitor™), who is head of the Law Department, the Director
of Housing (the.“Director of Housing”), and the City Representative and Director of Commerce (the
“City Representative™ and “Director of Commerce™). These officials form the Mayor's Cabinet, which,
together with the Mayor, constitute the major policy-making group in the City’s government.

The Managing Director is responsible for supervising the departments and agencies of the City that
render the City's various municipal services. The City Solicitor acts as legal advisor to the Mayor, the
City Council, and all of the agencies of the City government. The City Solicitor is also respofnsible for
all of the City's contracts and bonds, for assisting City Council, the Mayor, and City agencies in the
preparation of ordinances for introduction to City Council, and for the conduct of litigation involving the
City. The City Representative and Director of Commerce is charged with the responsibility of giving
wide publicity to any items reflecting the activities and accomplishments of the City, its inhabitants, and
commerce and industry, and is charged with the responsibility of promoting and developing commerce
and industry. '

The Director of Finance is responsible for the financial functions of the City including development
of the annual operating budget, the capital budget, and capital program; the City's program for lemporary
and long-term borrowing; supervision of the operating budget's execution, the collection of revenues
through the Department of Revenue, purchasing, and some aspects of property management through the
Procurement Depariment; oversight of pension administration as Chairperson of the Board of Pensions
and Retirement; and the appointment and supervision of the City Treasurer.

The Director of Housing is responsible for the coordination of City housing policy and programs and
serves informally as a member of the Mayor's Cabinet.

The Board of Revision of Taxes, which administers the assessment of real and personal property
1axes, is appointed by the Board of Judges of the Court of Common Pleas.

The chart on the following page summarizes the organization of the City's government.
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ORGANIZATION OF PHILADELPHIA’S CITY GOVERNMENT
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The fo[Iowmg are brief biographies of the Mayor, his chief of staff, and his cabinet:

Edward G. chdel! Mayor, was elected in November 1991 and Te- eieclcd in Novembcr 1995. He
served as District Attorney of Philadelphia from 1978 through 1985, and is a former partner in the law
firm of Mesirov Gelman Jaffe Cramer & Jamieson L.LP. Mayor Rendell received his B.A. from the
University of Pennsylvania and a J.D. ff6in Villanova University’School of Law.

Gregory S. Rost, Chief of Staff, served as Mayor Rendell's Deputy Mayor for Policy and Planning
for four years prior to assuming his current position in April 1997. Prior to that, he served as Assistant
Deputy Mayor for Policy and Planning from 1992 to 1993, and as Deputy Director of the Fels Center of
Government at the University of Pennsylvania from 1989-1992, He holds an MGA from the University
of Pennsylvania and was previously a doctoral candidate in Government and Politics at the University of

Maryland, College Park.

Stephanie L. Franklin:Suber, City Solicitor, was a partner in the law firm of Schnader, Harrison,
Segal & Lewis before coming to the Law Deparntment in 1994 to assume the position of Chair of the
Corporate Group. She served from 1983 unti] 1985 as Law Clerk to the Honorable A. Leon
Higginbotham, Jr. of the United States Court of Appeals, Third Circuit, and from 1985 to 1986 as Law
Clerk to the Honorable Clifford Scott Green of the United States District Court, Eastern District of
Pennsylvania. She also served as a research associate, teaching assistant and lecturer at the University of
Pennsylvania and has taken an active role in various bar associations. She received a B.A. from Vassar
College and a J.D. from the University of Pennsylvania Law School in 1982.

Joseph C. Certaine; Managing Director, has worked in City government for over a decade. Before
assuming his present position, he was Deputy Managing Director for Municipal Operations from 1992 to
1994.. Prior to that, Mr. Certaine served.as Deputy Commissioner of the Department of Public Property
and Assxstant Managing Director in Charge of Emergenéy Operations. He has also functloned as Special
Assistant to the Mayor responsible for neighborhood service delivery issues.

Ben Havlliar, Director of Finance, served as the Director of Finance of the City of Pittsburgh for four
years beginning in October 1989, Prior to that he served as a Vice President and Division Manager of
Equibank. From 1977-1985, Dr. Hayllar was the Assistant Executive Secretary to Pitsburgh’s Mayor
Richard Caligiuri. He holds a B.A. in Literature and a Ph.D. in Communications and Urban Affairs from

the University of Pittsburgh.

Stephen P. Mullin, City Representative and Director of Commerce, served as Director of Finance for
the City for two years prior to assuming his current position. Prior to that, he served as the Budget
Director of the City of St. Louis for seven years, as Director of Corporate Development for the Laclede
Gas Company, and Deputy Director of the St. Louis Economic Development Corporation; St. Louis’
main economic development agency. He holds an A.B. from Harvard University and .an M.A. in
Economics from the University of Pennsylvania.

Government Services

Municipal services provided by the City_include: police and fire protection; health care; certain
welfare programs; construction and maintenance of streets, highways, and bridges; trash collection and
disposal; provision for recreational programs and facilities; maintenance and operation of the water and
wastewater systems (the "Water and Wastewater Systems"); the acquisition and maintenance of City real
and personal property, including vehicles; mainienance of building codes and regulation of licenses and
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permits; maintenance of records; collection of taxes and revenues; purchase of supplies and equipment;
construction and maintenance of airport facilities; and mdintenance of a prison system. The City owns
the assets that comprise the Philadelphia Gas Works (the “Gas Works™). The Gas Works serves
residential, commercial, and industrial customers in the City and is the sole utility for natural gas within
a service area that is coterminous with the geographical limits of the City. The Gas Works is operated by
“ Philadelphia Facilities Managément Corporation (“PFMC”),~a non-profit corporation specifically
organized to manage and operate the Gas Works for the benefit of the City.

Local Government Agencies

There are a number of significant governmental authorities and quasi-governmental non-profit
corporaticns that also provide services within the City.

The Southeastern Pennsylvania Transportation Authority (“SEPTA™), which is supported by transit
revenues and Federal;: Commonwealth, and local funds, is responsible for developing and operating a
comprehensive and coordinated public transportation system in the southeastern Pennsylvania region.
As of January 1, 1983, SEPTA’s Regional High Speed Line Division assumed direct operation of the
commuter rail system.

The Philadelphia Parking Authority is responsible for the construction and operation of parking
facilities in the City and at the Philadelphia International Airport.

The Philadelphia Municipal Authority (formerly The Equipment Leasing Authority of Philadelphia)
("PMA™) was originally established for the purpose of buying equipment and vehicles to be leased to the
City. PMA's powers have been expanded to include the construction of municipal solid waste disposal
facilities, correctional facjlities, and other municipal buildings.

The Redevelopment Authority of the City of Philadelphia (the “Redevelopment Authority”™) and the
Philadelphia Housing Authority develop and/or administer low and moderate income rental units and
housing in the City. The Redevelopment Authority, supported by Federal funds through the City’s
Community Development Block Grant Fund and by Commonwealth and local funds, is responsible for
the redevelopmient of the City's blighted areas.

The Hospitals and Higher Education Facilities Authority of Philadelphia, formerly The Hospitals
Authority of Philadelphia, (the "Hospitals Authority") assists non-profit hospitals by financing hospital
construction projects. The City does not own or operale any hospitals. The powers of the Hospitals
Authority have been expanded to permit the financing of construction of buildings and facilities for
certain colleges and umvcrs:t:es and other health care facilities and nursing homes.

The Phlladclphla Indusmal Developmem Corporation (“PIDC") and its affiliate, the Philadelphia
Authority for Industrial Development (“PAID™), coordinate the City’s efforts to maintain an attractive
business environment and to attract new businesses to the City.

The Pennsylvania Convention Center Authority (the “Convention Center Authority™) maintains,
manages, and operates the Pennsylvania Convention Center which opened on June 23, 1993,



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

General

" The Pernsylvania litergovernmental Cooperation Authority (“PICA"™) was created on June-S, 1991
by the Pennsylvania Intergovernmental Cooperation Authority Act for Cities of the First Class (the
“PICA Act™). PICA was established.to provide financial assistance to cities of the first class. The City
is currently the only city of the first class in the Commonwealth. The PICA Act provides that, upon
request by the City to PICA for financial assistance and for so long as any bonds issued by PICA remain
outstanding, PICA shall have certain financial and oversight functions. PICA has the power, subject to
satisfaction of certain requirements in the PICA Act, to issue bonds and grant or iend the proceeds
thereof to the City. PICA also has the power, in its oversight capacity, to exercise certain advisory and
review procedures with respect to the City's financial affairs, including the power to review and approve
five-year financial plans prepared at least annually by the City, and to cenify non-compliance by the City
with the then-existing five-year plan. Under the PICA Act, such certification would require the Secretary
of the Budget of the Commonwealth to withhold payments due to the City from the Commonwealth or
any of its agencies (including, with certain exceptions, all grants, loans, entitlements and payment of the -
portion of the PICA Tax, hereinafter described, otherwise payable to the City). See “Source of Payment
of PICA Bonds” below.

On June 16, 1992, PICA, at the request of the City, issued $474,555,000 Special Tax Revenue Bonds
(City of Philadelphia Funding Program), Series of 1992 (the “1992 PICA Bonds"). The proceeds of the
1992 PICA Bonds were used (1) to make grants to the City to fund the Fiscal Year 1991 General Fund
cumulative deficit ($153.5 million) and the then-projecied Fiscal Year 1992 General Fund deficit ($71.4
million); (ii) to make grants.to the City to pay the costs of certain ¢apital projects to be undertaken by the
City; and (iii) to make a grant to the City to provide 1t with financial assistance to enhance productivity
in the operation of City government. It had been anticipated that the proceeds of the 1992 PICA Bonds
wouid also be used to fund the City’s projected Fiscal Year 1993 General Fund deficit, however, because
no deficit occurred, & grant from PICA for this purpose was not required. These proceeds, in the amount
equal to $23.5 million, were instead used to fund the City’s Indemnity Fund and the “"Day Backward/Day
Forward Program”.

On July 29, 1993, PICA, at the request of the City, issued $643,450,000 Special Tax Revenue Bonds
{City of Philadelphia Funding Program), Series of 1993, the proceeds of which were vused 1o make grants
10 the City to pay the costs of certain capital projects to be undertaken by the City and to make 2 grant to
the City to provide for the refunding of certain outstanding general obligation bonds of the City in the
aggregate amount of $336,225,000.

On September 14, 1993, PICA issued $178,675,000 Special Tax Revenue Refunding Bonds (City of
Philadelphiz Funding Program), Series of 1993A, the proceeds of which were used to advance refund
$136,670,000 principal amount of the 1992 PICA Bonds.

On December 15, 1994, PICA, at the request of the City, issued $122,020,000 Special Tax Revenue
Bonds (City of Philadelphia Funding Program) Series of 1994 (the *1994 PICA Bonds™), the proceeds of
which were used 1o make grants to the City to pay the costs of certain capital projects to be undertaken
by the City.
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 On May 30, 1996, PICA issued $343,030,000 Specidl Tax Revenue Refunding Bonds (City of
Philadelphia Funding Program), Series of 1996 (the “1996 PICA Bonds™), the proceeds of which were
used to advance refund $304,160,000 principal amount of the 1992 PICA Bonds and $120,180,000

principal amount of 1994 PICA Bonds.

“As of the beginning of Fiscal Year 1999, the principal amount of PICA bonds:Gutstanding: will be -
$1,055,000,000.

Source of Payment of PICA Bonds

The PICA Act authorized the City to impose a tax for the benefit of PICA. In connection with the
adoption of the Fiscal Year 1992 budget, the City reduced the wage, earnings, and net profits tax on-City
residents by 1.5% and enacted a 1.5% tax on wages, earnings and net profits of City residents (the “PICA
Tax™). Proceeds of the PICA Tax are solely the property of PICA and are not subject to appropriation by
the Commonwealth or the City. The PICA Tax,-collected by the Commonwealth Department of
Revenue, is deposited in the “Pennsylvania Intergovernmental Cooperation Authority Tax Fund” (the
“PICA Tax Fund™) of which the State Treasurer is custodian. The PICA Tax Fund is not subject to
appropriation by City Council or the General Assembly of the Commonwealth. '

The PICA Act authorizes PICA to pledge the PICA Tax to secure its bonds and prohibits the
Commonwealth and the City from repealing the PICA Tax or reducing the rate of the PICA Tax while
any bands secured by the PICA Tax are outstanding.

The PICA Act requires that proceeds of the PICA Tax in excess of amounts required for (i) debt
service, (ii) replenishment of any debt service reserve fund for bonds issued by PICA, and (iii) certain
" PICA operating expenses, be deposited in a-trust fund established pursuant to the PICA Act exclusively
for the benefit of the City and designated the “City Account.” Amounts in the City Account are required
to be remitted to the City not less often than monthly, but are subject to withholding if PICA centifies the
City’s non-compliance with the then-current Five-Year Plan.

The PICA Act cstablishes a “Bond Payment Account” for PICA as a trust fund for the benefit of
PICA bondholders and authorizes the creation of a debt service reserve fund for bonds issued by PICA.
Since PICA has issued bonds secured by the PICA Tax, the PICA Act requires that the State Treasurer
pay the proceeds of the PICA Tax held in the PICA Tax Fund directly to the Bond Payment Account, the
debt service reserve fund created for bonds issued by PICA and the City Account. The amount of PICA
Tax remitted to PICA by the Commonwealth in Fiscal Years 1992, 1993, 1994, 1995, 1996 and 1997
totaled $159.5 miliion, $187.9 million, $205.5 million, $209.6 million, $218.8 million, and $220.8

million, respectively.

PICA bonds are payable from the PICA revenues, including the PICA Tax, pledged to secure PICA's
bonds, the Bond Payment Account and any debt service reserve fund established for such bonds and have

no claim on any revenues of the Commonwealth or the City.
Five-Year Plans of the City

One of the conditions precedent to the issuance of bonds by PICA was the development by the City
and approval by PICA of a five-year financial plan. The original Five-Year Plan (the “Original Five-
Year Plan™), which covered Fiscal Years 1992 through 1996, was prepared by the Mayor, approved by
City Council on April 29, 1992 and by PICA on May 18, 1992.

D-8



In each subsequent year, the City updated the previous year's five-year plan, each of which was
adopted by City Council, signed by the Mayor and approved by PICA. The following table provides
information on each Five-Year plan,

PLAN PLAN FISCAL YEARS
‘Original Five-Year Plan- .o 1993-1997 .. .-
Second Five-Year Plan : 1994-1998
Third Five-Year Plan 1995-1999
Fourth-Year Plan 1996-2000
Fifth Five-Year Plan 1997-2001
Sixth Five-Year Plan 1998-2002
Seventh Five-Year Plan 1999-2003

The seventh Five-Year Plan was presented to City Council by the Mayor on January 27, 1998

. and approved by City Council on March 26, 1998. The anticipated date for PICA approval of the

Seventh Five-Year Plan is June 2, 1998. In the Seventh Five-Year Plan, the City projects a balanced
budget in each of the five years covered by the plan through a continued strategy based ﬁpon
implementation of management initiatives, productivity inprovements, cost containments, certain -
workforce restructurings, and revenue enhancements. See “DISCUSSION OF FINANCIAL
OPERATIONS — Quarterly Report to PICA" for information relating to the status. of the City's
compliance with the Sixth Five-Year Plan.
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. CITY FINANCIAL PROCEDURES

Except as otherwise noted, the financial statements, tables, statistics, and other information contained
in this Official Statement have been prepared by the Office of the Director of Finance and can be
reconciled to the financial:statements in the Comprehensive Annual Financial Reports.

Independent Audit and Opinion of the City Controller

The combined financial statements of the City for the Fiscal Year ended June 30, 1997 have been
audited and reported upon by the City Controller. The City Controiler has also examined and expressed
opinions on the combined financial statements of the City contained in the Comprehensive Annual
Financial Report of the Director of Finance for all prior years.

The City Controller, has.not participated in the preparation of this Official Statement nor in the
preparation of the budget estimates and projections and cash flow statements and forecasts set forth in
various tables contained in this Official Statement. Consequently, the City Controller expresses no
opinion with respect to any of the data contained in this Official Statement.

Fund Structure

The major operations of the City are conducted through the Principal Operating Funds (Debt
Related) which include the General Fund. In addition, the City has three other Principal Operating Funds
that are not debt related (“Non-Debt Related Funds™), two of which are financed solely from grants from
the Commonwealth and Federal governments. Collectively, the Principal Operating Funds (Debt
Related) and the Non-Debt Related Funds are referred to herein as the “Principal Operating Funds™.

Principal Operating Funds

The Unrestricted Debt Related Funds include the General Fund, the resources of which are available
for any City purpose, and the County Liquid Fuels Tax Fund and the Special Gasoline Tax Fund, the
resources of which are available only for servicing general obligation debt issued for construction of
public roads or streets. The Other Debt Related Funds include the Water Fund and the Aviation Fund,
the resources of which are not generally available for other City purposes, and the Convention and Civic
Center Fund, which was established to account for the operations of the Convention and Civic Centers.
The Convention and Civic Center Fund was abolished in Fiscal Year 1994,

The Non-Debt Related -Funds, the resources of which are not available for other City purposes,
include the Grants Revenue Fund, the Community Development Fund, and the Hotel Room Rental Tax
Fund.

Basis of Accounting

The City's basis of accounting for annua! reporting purposes is as follows:

A. Governmental Funds (which include the General Fund, County Liquid Fuels Tax Fund,
Special Gasoline Tax Fund, Grants Revenue Fund, Community Development Fund, Hotel
Room Rental Tax Fund, Capital Improvement Funds, and Debt Service Funds) and
Expendable Trust and Agency Funds are accounted for on a modified accrual basis. Under
this method, revenues are recognized in the accounting period in which they become both
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available and measurable. Licenses and permits, charges for services, fines, and forfeits,
and miscellaneous revenues are recordéd as fevenues. when received in cash. General
property taxes, self-assesséd taxes, and investment earnings are reécorded when eamed as
“'they aré measurable and availablé. Expenditures are recognized in-the accounting: period-
in which the fund liability is incurred, if measurable, except expenditures for debt service,
prepaid cxpcnduures, and other long-term obligations which are recognized whet-paid.

B. Proprietary Funds (which inciude the Water Fund and the Aviation Fund} and Pension
Trust Funds are accounted for on the accrual basis, in which revenues are recognized in
the accounting period in which they are carned and expenses are recognized at the time

they are incurred.

During Fiscal Year 1979, financial statements for the Proprietary Funds were changed to conform to
the description above in order to bring their presentation into accord with Generally Accepted
Accounting Principles as stecommended by the National Council on Governmental Accounting.
However, because the City's operating budget is prepared on a modified accrual basis and to achieve a
consistent presentation of the City's finances as a whole, the Proprietary Funds are also shown in the

tables herein on a modified accrual basis.
Budget Procedure

At least thirty days before the end of each Fiscal Year, City Council must adopt by ordinance an
operating budget and a capital budget for the ensuing Fiscal Year and a capita! program for the six
ensuing years, Within ten days after the adoption of each of such ordinances and its receipt by the
Mayor, the Mayor must act upon such ordinance or the ordinance becomes effective.

The operating budget for the next Fiscal Year is prepared by the Mayor and must be submitted to
City Council for adoption at least ninety days before the end of the Fiscal Year. The budget, as adopted,
must be balanced and provide for discharging any estimated deficit or using any estimated surplus
carried over from the current Fiscal Year and make appropriations for all items 10 be met from City
revenues. The Mayor's budgetary estimates of revenues for the ensuing Fiscal Year and projection of
surplus or deficit for the current Fiscal Year may not be altered by City Council. Not later than the
passage of the operating budgel ordinance, City Council must enact such revenue measures as will, in the
opinion of the Mayor, yield sufficient revenues to balance the budget.

The capital program is prepared annually by the City Planning Commission to present the capital
‘expenditures planned for éach of the six ensuing Fiscal Years, including the estimated total cost of each
project and the sources of funding (local, state, Federal, and private) estimated 1o be required to finance
each project. The capital program is reviewed by the Mayor and transmitted to City Council for adoption
with his recommendation thereon. See Table 18 for a summary of the City's capital program for the
Fiscal Years (999 through 2004.

The capital budget ordinance, authorizing in detail the capital expenditures to be made or incurred in
the ensuing Fiscal Year from funds that City Council appropriates, is adopted by City Council
concurrently with the capital program. The capital budget must be in full conformity with that part of the
capital program applicable to the Fiscal Year that it covers.



Certificate of Conformance in Financial Reporting

The Government Finance Officers Association of the United States and Canada awarded a Centificate
of Conformance in Financial Reporting, now called the Certificate of Achievement for Excelience in
Financial Reporting (the “Certificate”), to the City for its Annual Financial Report for each of the fiscal
" years efided June 30, 1980 thiiigh June 30, 1996. In“order to'be awarded & Certificalé, a goveriitent
unit must publish an easily readable and efficiently organized comprehensive annual financial report,
whose contents conform to program standards, A Certificate is valid for a period of one year only.

[Remainder of Page Intentionally Left Blank]
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CITY CASH MANAGEMENT AND INVESTMENT POLICIES

Consolidated Cash

The Act of the General Assembly of*the Commonwealith on-June 25,1919, P.L. 581, Art. XVII, § 6,
gives the City the authority to make temporary inter-fund loans between operating and capital funds.

The Consolidated Cash Account provides for the physical commingling of cash of all City Funds,
except those which for legal or contractual reasons cannot be comrmingled (e.g., the Municipal Pension
Fund, sinking funds, certain capital project funds, sinking fund reserves, funds of the Gas Works, the
Water Fund, the Aviation Fund and certain other restricted purpose funds). A separate accounting is
maintained for the equity of each member fund in the Consoclidated Cash Account. The City manages the
Consolidated Cash Account pursuant to written procedures adopted by the Finance Department.

To the extent that any member fund temporarily experiences the equivalent of a cash deficiency, the
required advance is made from the Consolidated Cash Account but only to the extent of the balance of
that fund's capital component and only in the amount necessary to result in a zere balance in the cash-
equivalent account of the borrowing fund. All subsequent net receipts of a borrowing fund are applied in
repayment of the advance.

All advances are made within the budgetary constraints of the borrowing funds. Within the General
Fund, this system of inter-fund advances has historically resulted in the temporary use of tax revenues or
other operating revenues for capital purposes and the temporary use of capital funds for operating
purposes.

The Director of Finance adopted written procedures that modify the City's cash management
operations. Generally, the new procedures, which went into effect in Fiscal Year 1991, are consistent.
with prior written procedures, except that the General Fund-related operating fund is required to borrow
initiatly from the General Fund-reiated capital fund, and only to the extent there is a deficiency in such
fund may the General Fund-related operating fund borrow money from any other funds in the
Consolidated Cash Account,

Investment Practices

Cash balances in each of the City's funds is invested by the City Treasurer's Office through the use of
rmoney market mutual funds and professional money managers under contract with the City. The Finance
Birector adopted a written Investment Policy (the “Policy™) which went into effect in August 1994,

The Policy clearly delineates the authorized investments as approved by City Council Ordinance and
the funds to which the Policy applies. The authorized investments include U.S. Government Securities,
U.S. Treasuries, U.S. Agencies, Centificates of Deposit, Bankers Acceptance Notes, Eurodollar Deposits,
Euro Cenificates of Deposit, Commercial Paper, Corporate Bonds, Money Market Mutwal Funds,
Repurchase Agreements and Commonwealth of Pennsylvania securities, all of investment grade rating or
better, Each category of instruments, excluding U.S. Government, Treasury and Agency securities which
carry no limitation, is limited to investment of no more than 25% of the total portfolio and, ne more than
10% of the total portfolio per institutional or corporate issuer. The Policy also restricts investments to
those having a maximum maturity of two years. Daily liquidity is maintained through the use of SEC-
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registered money market mutual funds with the balance of funds invested by money managers in
accordance with the Investmeni Palicy.

The Policy provides for an ad hoc Investment Committee consisting of the Finance Director, City
Treasurer and Deputy City Treasurer with ex-officio membership of each of the principal operating and
capital funds, i.e. Water Fund, Aviation Fund, Philadelphia Gas Works and Philadelphia Municipal
Authority. The Investment Commitiee meets quarterly with each of the Investment Managers to review
each manager's performance to date and plans for the next quarter. Investment Managers are given any
changes in investment instructions at these meetings. All changes in the Policy are approved by the
Investment Committee.

The Policy expressly forbids the use of any derivative investment product whose yield or market
value does not follow the normal swings in interest rates. Investment in derivatives such as "inverse
floaters”, leveraged variable rate debt and interest-only or principal-only CMO's is specifically
forbidden. The use of any other derivative investment products is restricted to identified "core cash” in
any fund but never to exceed 25% of any fund's balance at the time of purchase. If the market values fall
5% below cost, a written explanation is required from the investment manager cutlining the reasons for
the decline and outlining the steps, if any, that are needed to correct the situation.

General Fund Cash Flow

Because the receipt of General Fund revenues lags behind expenditures during most of each fiscal
year, the City issues notes in anticipation of General Fund revenues and makes borrowings from the
Consolidated Cash Account to finance its on-going operations. The City has issued notes in anticipation
of the receipt of income by the General Fund in each fiscal year since Fiscal Year 1972. Each issue was
repaid when due prior to-thé end of the fiscal year.

The timing imbalance referred to above results from a number of factors, principally the following:
(1) real property and certain other taxes are not due until the latter part of the fiscal year; (2) large
general obligation debt service payments occur in July and January and August and February of each
year; and (3) the City experiences lags in reimbursement from other governmental entities for
expenditures initially made by the City in connection with programs funded by other governments.

The City continually takes steps to improve timing of its receipts and disbursements during the fiscal
year, including acceleration of due dates for certain taxes and scheduling principal and interest payments
under recent bond authorizations in the spring and fall of each year rather than in July and August. The
City has taken steps to improve remittance processing and deposit timing-and has achieved same day
availability of deposit on a significant portion of General Fund receipts. It is expected, however, that the
General Fund will continue to experience seasonal cash flow imbalances.
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DISCUSSION OF FINANCIAL OPERATIONS

Fiscal Year 1997 Year-End Results

Table 1 summarizes the audited results for the General Fund for Fiscal Year 1997. In Fiscal Year
1997, the City posted its fifth consecutive positive General Fund balance, recording a $128.8 million
positive fund balance. This was the result of an $118.5 million positive fund balance from Fiscal Year
1996 and a $10.3 million net increase in the fund-balance during Fiscal Year 1997. The major factors
contributing to the $10.3 million Fiscal Year 1997 surplus and the $128.8 Fiscal Year 1997 year-end fund
balance were, in comparison to the adopted Fiscal Year 1997 budget, a $49.4 million increase in prior
year adjustments and a $0.2 million decrease in total obligations.

Fiscal Year 1998 General Fund Budget and Projected Results

The City's Fiscal Year 1998 budget was presented to City Council on January 23, 1997, and was
approved by City Council on March 26, 1997. This budget was prepared by the City in conjunction with
the Sixth Five-Year Plan. Simultaneously, the City's Sixth Five-Year Plan was approved by City Council
and then submitted to PICA, which approved it on May 20, 1997.

The adopted General Fund budget for Fiscal Year 1998, including prior year adjustments, achieved a
balanced budget without a deficit élimination grant from PICA. In preparing the budget for Fiscal Year
1998, the City believes it took a conservative approach to revenue estimation while also reflecting
revenue enhancement and operating expense reduction measures identified in the Sixth Five-Year Plan.

" As reported in the “City of Philadelphia: Quarterly City Managers Repont” dated May 15, 1998, the
City is currently estimating that it will end Fiscal Year 1998 with a $13.5 million operating surplus, after
prior year adjustments. When combined with the Fiscal Year'1997 fund balance in the General Fund of
$128.8 milljon, this results in an estimated $142.3 million positive fund balance at the end of Fiscal Year
1998.

The following is a summary of the most significant projected Fiscal Year 1998 deviations of actual

revenues and obligations from adopted budget levels as reported in the May 15, 1998, “City of
Philadelphia - Quarterly City Managers Report™:
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Revenues: . Over/(Under)

“Tax Revenues $15 million
Other Funds $5 million
Other Government Revenues (36 million)
Local non-tax revenue . . . {$4 million).
Obligations: {Over)/Under
First Judicial District ($52 million)
Finance-Employee Benefits (85 million)
Commerce — Economic Development $26 million
Sinking Fund $21 million
Finance — Contribution to School District $10 million
Human Services $6 million
Public Health $5 million
Streets : $4 million
Miscellaneous $6 million
Prior Year Fund Balance $17 million

The City did not originally include funding for the First Judicial District’s costs in the Fiscal Year
1998 budget in anticipation of the takeover by the Commonwealth of that function. When that did not
occur, the City appropriated $52 million for that purpose. This was accomplished primarily by a transfer
of $26 million from the Depantment of Commerce and a reduction of the original $25 million
appropriated for -transfer 1o the School District. . An additional $15 million was subsequently
appropriated for transfer 1o the School District leaving a net difference between the original
appropriation:and-actual:expenditure of.$10. million. ~The excess of $21 million in appropriation for the
Sinking Fund was due to Jower than expected borrowing.costs and the $17 million of prior year fund
balance resuited from a carry over of the Fiscal Year 1997 fund balance which was higher than
anticipated at the time of the adoption of the Fiscal Year 1998 budget.

Fiscal Year 1999 Budget

The City’s Fiscal Year 1999 budget was approved by City Council on March 26, 1998. This budget
was prepared by the City in conjunction with the Seventh Five-Year Plan. The Seventh Five-Year Plan
reflects a fund balance of $51.1 million at the end of Fiscal Year 2003.
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TABLE 1
CITY OF PEILADELPHIA
GENERAL FUND
SUMMARY OF OPERATIONS
{Legsl Basls)
{Amounis in Mitlions)

Adopted Eslimated Adopted

Actual Budget Actual Budget
1993 1994 1995 1996 1997 1998 1998 19%9
REVENUES
Real and Personal Prapesty Taxas 3452 53450 $339.5 $346.6 $358.2 $356.2 3340.2 $3426
Wage and Eamings Tax {a) 8.4 8280 8475 864.9 8715 883.8 8924 8955
Net Profits Tax 15.6 1.8 10,1 12.6 12.8 12,9 13.0 12,9
Businass Privilege Tax o 2151 221.6 2302 23715 246.4 2487 2446 2520
Sales Tax (b) 76.3 826 86,1 B24 9.4 88.6 937 56.0
Other Taxes (¢} 69.0 78.3 79.9 7.7 91.9 547 106 28.5
Toual Taxes 1.525.6 1.569.4 1,593.3 16218 1,675.2 1.67%.9 1,694.5 1,697.6
Locally Gentrated Non-Tax Revenue 124.6 1573 179.0 194.6 178.7 174.6 170.4 167.8
Revenue from Other Govemments (a}d) 589.0 564.9 490.0 5353 5454 5808 5842 62113
Receipts from Other City Funds 15.3 203 134 13.1 24.5 . 202 250 543
Tatal Revenue 2,254.% 23119 2.275.7 1.364.8 24248 24645 2,474.1 25520
OBLIGATIONS/APPROPRIATIONS
. Personal Services 8739 8615 8452 896.7 904 955.6 9844 9364
Purchuse of Services 689.9 754,35 £99.7 058 7359 751.8 735.2 8352
Materials, Supplies snd Equipment 6.2 49 27 8.7 724 4.6 8.2 838
Employce Benefiss 4382 450.5 426.7 431.0 456.7 4748 4801 5025
lademnities, Contributions aad Grants 8.6 60.5 524 100.6 840 B43 43 915
Debt Service 1201 939 99.8 92.1 oL 107.8 86.7 187
Dther 18.3 2.8 . 161 294 29.7 29.5 29.5 203
Payments to Other City Funds . 17.2 5.4 4.4 29.5 138 25.% 251 26.1
Total Obligations/Appropriations 2.280.4 2.346.0 2.267.2 23710 2.463.9 2.5100 24915 26183
Operating Surplus (Deficit) for the Year {25.9) (34.3) % [CRD] (39.2) (45.5) (19.5¢ (66.4)
Net Adjusiments - Prior Year 289 T 467 56.6 44.1 49.5 330 130 330
Funding for Labor Contracts 0.0 0.0 0.0 00 0.0 590 0o {99.%)
Cumulative Fund Balaner . i
{Dxeficit} Prior Year [1X4] 30 154 80,5 HEs 1123 142.3 132.9(e}
Year End Fund Balance Prior
1o Deficis Financing ’ 20 154 §0.5 1185 103 00 44 00
" PIC A Deficit Firancing FY91 and Prior 0.0 0.0 0.0 00 0.0 0.0 0.9 oo
PICA Deficit Financing
Cument Year 0.0 c.0 0.0 0.0 00 T 00 a.0 1]
Cumulative Adjusizd Year
End Fund Balance (Deficin) $ A0 5 154 $ BOS 5 t1gS 3 1288 $ 00 3 1423 I 00

F  In FY 1992 and {or subscquent fiscul yeany during which the PICA bonds were outsunding. the City reduced the resident Wige & Exmings ead Net Profiis Tax fatr from 4.96% 10 2.456%
and kevied the PICA Tas ot 3 mie of 1SD%. Aher paying debi service oa the PICA bonds and PICA cxpenses. st proceeds of the PICA Tax are rermubied in the Cry, Thew proceeds are
ffieeizd in Revenues from Other Governments.,

)" A 1% gales tx went inio effect on Sepember 28. 1991, Accordingly. the FY 1992 figure represents nine months of eojlectinns. Figures far FY 1993 and thereatier nssume a fult year of
aied wx zollections,

{¢1  Iscludes Rea! Estate Treasler Tax, Purking Tk, Amasement Tax, and Gee Tases.

d}  MNetof deficil financing threugh PICA snd subsequent PICA granu.

(¢} Prior year fund balance esiimated st time budgel adopied,
FIGURES MAY NOT ADD DUE 7O ROUNDING
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~ TABLE2
) CITY OF PHILADELPHIA - -
PRINCIPAL OPERATING FUNDS (DEBT RELATED)
SUMMARY OF OPERATIONS
(Legai{ Basis)
{Amounls in Millions)

- N . wrde e JrTH I

Adopied  Adopted’

. Actuzl Budget Budget
1993 1994 1995 1996 1997 1998 1999
REVENUES :
General Fund (2) (b) 52,2545  S23IL7 322757 523648  $24248 514645 525519
Water Fund {¢) 3594 -348.8 376.8 3117 384.0 384.0 408.1
Aviation Fund (d} ird4.9 116.5 i1se 124.6 l28.§ 149.0 l"1‘9.0'
Other Operating Funds (e) (b) 30.5 207 19.5 14 220 218 24.6
Total Revenue 27593 27917 2,781.9 2.890.5 2.959.4 Jorg.4 31336
OBLIGATIONS/APPROPRIATIONS
Personal Services 993.0 9786 930.7 1.0}5.7 1093.4 10807 1.074.6
Purchase of Services 198.2 841.8 787.4 807.1 §36.3 874.4 954.1
Materidls, Supplies and Equipment 96.0 1114 111.4 126.1 117.5 124.1 L1312
Employee Benefits 461.7 495.8 4716 478.9 549 527.6 557.0
Indemnities, Contributions and Taxes 923 61.7 65.5 104.9 89.5 93.3 108.0
Debt Service 2%0.2 2452 2708 2609 156.9 289.2 3015
Other 8.3 2.8 6.1 29.5 29.7 300 298
" Payments to Other City Funds a9 L1041 88.5 813 7.2 7 60.4

Tota} Obligations/Appropriations  2.791.6 2.866.4 2.789.0 2.908.4 30103 3,090.0 32215

Operating Surplus (Deficir)

for the Year (3239 (68.7) (.n (17.9) 50.9) 7.6 {88.9)
Net Adjustments Prior Year . 421 60.8 819 8.2 64.9 51.7 417
Funding for Labor Contracts .0 0.0 0.0 0.0 0.0 99.7 (99.5)
Cumulative Fund Balance

(Deficit) Prior Year ) 17.9 na 19.8 12%0.6 140.9 1229 148.7

Year End Fund Balance Prior
to Deficit Financing 2.7 19.8 1006 140.9 154.9 8.3 8.0

PICA Deficit Financing
FY21 and Prior - - - - - -

PICA Delicit Financing FY92 - - - - - -~
Cumulative Adjusted Year
End Fund Balance {Deficit) $ 17 S 198 S 1006 5 1409 5 1549 s 83 $ 80

{a) Net af gzficit financing thraugh PICA and subscquent PICA grants.

(bt Operations of the Convention and Civic Center Fund were tansfesred 16 the General Fund on July |, 1993

(€} Watdr and Sewer fates were increased an July 1. 1993, July 1. 1994 and July 1, 1995, Revenucs of the Water Fund are nat legally aviilable for payment of other obligations of the City
unul, o an anaual basis. all revenue bond debd servite requirements knd covendnts relaung to those bonds hive been satisfied, and then Only to the extent of $4,954.(XK) per yeas,
provided certain funher conduions are satisfied. The City has Setermined that only $4,038.000 per year shall be available for transfers from the Water Fund o the General Funds
provided centain other conditions are meL

(d)  Adirpon revenues are not available for other City purpases.

(£} Irgludes County Liquid Fuels Tax Fund, Special Gasoline Tax Fund, and the Canvention and Civic Center Fund.

FIGURES MAY NQT ADD DUE TO ROUNDING.
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Quarterly Reporting to PICA

On November 16, 1992, the City subfhitied the first of its quarterly reports to PICA. This reporting
is required under the PICA Act so that PICA may determine whether the City is in compliance with the
then-current Five-Year Plan, Under the PICA Act, a “variance™ is deemed to have oecurred as of the end
of a reporting period if (i) a net adverse change in the fund balance of a covered fund of more than 1% of
the revenues budgeted for such fund for that fiscal year is reasonably projected to occur, such projection
to be calculated from the beginning of the fiscal year for the entire fiscal year or (i) the actual net cash
flows of the City for a covered fund are reasonably projected to be less than 95% of the net cash flows of
the City for such covered fund for that fiscal year originaily forecast at the time of adoption of the
budget, such projection to be calculated from the beginning of the fiscal year for the entire fiscal year.
The Mayor is required to provide a report 1o PICA that describes actua) or current estimates of revenues,
expenditures, and cash flows by covered funds compared to budgeted revenues, expenditures, and cash
flows by covered funds for such previous quarterty or monthly period and for the year-to-date period
from the beginning of the then-current fiscal year of the City to the last day of the fiscal quarter or
month, as the case may be, just ended. Each such report is required to explain any variance existing as of
such last day. '

PICA may not take any action with respect to the City for variances if the City (i) within 30 days
provides a written explanation of the variance that PICA deems reasonable; (ii) within 45 days proposes
remedial action that PICA believes will restore overall compliance with the then-current Five-Year Plan;
(iii) provides information in the immediately succeeding quarterly financial report demonstrating to the
reasonable satisfaction of PICA that the City is taking remedial action and otherwise complying with the
then-current Five-Year Plan; and (iv) submits monthly supplemental reports as required by the PICA

Act.

The City's most recent quarterly report was submitted to PICA on May 15, 1998 and reported no
adverse variance from the Sixth Five-Year Plan.
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CITY REVENUES AND EXPENDITURES
REVENUES OF THE CITY

General

In 1932, the Pennsylvania General Assembly adopted an act (commonly referred to as the ‘Sterling
Act) under which the City was permitied to levy any tax that was not specifically pre-empted by the
Commonwealth. Prior to 1939, the City relied heavily upon the real property tax as the mainstay of its
revenue system. Acting under the Sterling Act and other legislation, the City has taken various steps
over the years to reduce its reliance on real property taxes as a source of income, including: (1) enacting
the wage, earnings, and net profits tax in 1939; (2) introducing a sewer service charge to make the
sewage treatment system self-sustaining after 1945; (3) requiring under the Home Rule Charter that the
water, sewer, and other utility systems be-fully self-sustaining; and (4) enacting in 1952 the Mercantile
License Tax (a" gross receipts tax on business done within the City), which was replaced as of the
commencement of Fiscal Year 1985 by the Business Privilege Tax.

Major Revenue Sources of Principal Operating Funds (Debt Related)

The City derives its revenues primarily from various taxes, non-tax revenues, and receipts from other
governments. See Table 3 for revenues by major source for Fiscal Years 1998-1999 and Table 4 for
General Fund tax revenues for Fiscal Years 1993-1999. The following description does not take into
account revenues in the Non-Debt Related Funds. See Table 5 for tax rates for Fiscal Years 1990
through 1999,

Real Property Taxes — The City levies real estate taxes on all taxable real property located within its
boundaries. For Fiscal Year 1998, the rate for the City is. 37.45 mills and the rate for the School District
is 45.19 milis,

Wage, Earnings, and Net Profits Taxes — These taxes are levied on the wages, earnings, and net
profits of all residents of the City and all non-residents employed within the City. The rate for both
residents and non-residents was 4.3125% from Fiscal Year 1977 through Fiscal Year 1983. For Fiscal
Years 1984 through 1991 the wage and earnings tax rate was 4.96% for residents and 4.3125% for non-
restdents and the net profits tax rate was 4.96% for both residents and non-residents.

In Fiscal Year 1992, the City reduced the City wage, earnings, and net profits tax on City residents
by 1.5% and imposed the PICA Tax on wage, earnings and net profits at the rate of 1.5% on City
residents. In Fiscal Year 1996, the resident wage and earnings tax rate was reduced from 3.46% to
3.36% and the non-resident rate was reduced from 4.3125% to 4.2256%. In Fiscal Year 1997, the
resident wage and earnings tax rate was reduced from 3.36% to 3.34%, and the non-resident wage and
earnings tax rate was reduced from 4.2256% 1o 4.2082%; in Fiscal Year 1998, further reductions of the
resident and non-resident wage and earnings tax rate to 3.29% and 4.1647%, respectively have been
tmplemented. In the Seventh Five Year Plan, the Mayor's budget reduces the resident rate to 3.1869%
and the non-resident rate to 4.0750%. The Mayor's Plan also proposes further reductions in each of
these tax rates in each of Fiscal Years 2000-2003, but there can be no assurance that this proposal wili be
implemented.

‘Business Privilege Tax — In May 1984, the City enacted an ordinance substituting the Business }
Privilege Tax for the Mercantile License Tax. The Business Privilege Tax has been levied since January
1985 on every entity engaging in business in the City.
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The Business Privilege Tax is a composite tax. Tax rates vary according to business classification
(regulated, non-regulated, persons registered under the Pennsylvania Securities Act of 1972,
manufacturing, wholesale, or retail) and method of tax computation employsd. The various methods of
tax computation are as follows: effective- Fiscal Year 1989, all regulated industries, banks, trust.
companies, insurance companies, and public utilities, among others, are faxed at an annual rate of 3.25
mills on annual receipts not o exceed 6.5% of their net income. The tax on annual receipts and. net
income of all businesses, other than regulated industries, is levied at 3.25 mills and 6.5%, respectivély,
provided that persons registered under the Pennsylvania Securities Act of 1972 shall in no event pay a
tax of less than 5.711 mills of all taxable receipts plus the lesser of 4.302% of net income or 4.302 mills
on gross taxable receipts.

Non-regulated industry manufacturers cap opt for a Jower 5.395% rate on receipts from sales after
deducting the applicable cost of goods. Non-regulated wholesalers may choose a gross receipts tax on
wholesale transactions at a lower rate of 7.55% after deducting applicable product and labor costs. Non-
regulated retailersihave the oplion of choosing the lower rate of 2.1% on receipts from retail sales after
deducting applicable product and labor costs.

All persons subject to both the Business Privilege Tax and the Net Profits Tax are entitled to apply a
credit of 60% of their Business Privilege Tax liability against what is due on the Net Profits Tax, which
credit may be carried back or forward for up to three years.

In Fiscal Year 1996, the gross receipts portion of the Business Privilege Tax was reduced from its
previous level of 3.25 mills to 3.00 mills and was further reduced in Fiscal Year 1997 to 2.95 mills. The
Fiscal Year 1998 budget reflects a further reduction to 2.875 mills. As reflected in the Seventh Five-
Year Plan, the Mayor also proposed further reductions in this tax rate for each of Fiscal Years 2000-
2003, but there can be no assurance that this propesal will be implemented.

Al business activity is also assessed a one-time $200 licensing fee administered by the Department
of Licenses and Inspections.

Sales and Use Tax — In connection with the adoption of the Fiscal Year 1992 Budget, the City
adopted a 1% sales and use tax for City general revenue purposes. The Commonwealth authorized the
levy of this tax under the PICA Act. Vendors are required to pay this sales tax to the Commonwealth
Department of Revenue together with the similar Commonwealth sales and use tax. The State Treasurer
deposits the collections of this tax in a special fund and disburses the collections, including any
investment income eamned thereon, less administrative fees of the Commonwealth Departiment of
Revenue, 10 the City on a monthly basis.

In connection with the enactment of the ordinance levying the PICA Tax, the City also levied a one
percent (1%) sales and use tax for sales within the City, authorized by the PICA Act, for City general
revenue purposes (the “City Sales Tax™). The City Sales Tax is imposed in addition to, and on the same
basis as, the Commonwealth's sales and use tax. The City Sales Tax became effective September 28,
1991 and is collected for the City by the Commonwealth Department of Revenue. The arnount of City
Sales Tax collected in Fiscal Year 1992 (from September 28, 1991 through June 30, 1992) was $51.4
million and the amount of City Sales Tax collected in Fiscal Years 1993, 1994, 1995, 1996 and 1997 was
$76.3 million, $82.6 million, $86.1 million, $82.4 million and $91.4 million, respectively. The City
estirnates the collection of $93.7 million in Fiscal Year 1998 and $96.0 million in Fiscal Year 1999.
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Other Taxes — The City also collects a Personal Property Tax, real property transfer tax, parking lot
taxes, and other miscelianeous taxes such-as the*Amusement Tax.

Other Locally Generated Non-Tax_Revenues — These revenues include license fees and permit
sales, traffic fines and parking meter receipts, court related fees, stad:um revenues, 1nterest eammgs and
et .

other miscellaneous charges and revenues of the City,

Revenue From Other Governments — The City's Fiscal Year 1998 General Fund budget projects
that 18.5% of General Fund revenues will be received from other governmental jurisdictions, including:
(1) $237.3 million from the Commonwealth for health, welfare, count, and various other specified
purposes; (2) $176.3 million from the Federal government; (3) $40.2 million from other governments, in
which revenues are primarily principal and interest payments on loans made by the City on SEPTA's
behalf, Convention Certer Service Fees and rents paid to the City by the Gas Works; and (4) $3.0 million
of “Other Authorized Adjustments.” In addition, the projected net collections of the PICA Tax of $127.4
million are inciuded ‘in “Revenue from Other Governments.” These amounts do not include the
substantial amounts of revenues from other governments received by the Grants Revenue Fund,
Community Development Fund, and other operating and capital funds of the City.

Revenues from City-Owned Systems

In addition to taxes, the City realizes revenues through the operation of various City-owned systems
such as the Water and Wastewater Systems and the Gas Works. The City has issued revenue bonds with
respect to the Water and Wastewater Systems and the Gas Works to be paid solely from and secured by a
pledge of the respective revenues of these systems. The revenues of the Water and Wastewater Systems
and the Gas Works do not represent moneys that are unconditionally available for the payment of
obhgauons of the City.

Effective June 1991, the revenues of the Water Department were required to be segregated from
other funds of the City, Under the City’s Restated General Water and Wastewater Revenue Bond
Ordinance of 1989 (the “Water Ordinance™), an annual transfer may be made from the Water Fund to the
City's General Fund in an amount not to exceed the lesser of (a) all Net Reserve Earnings, as defined
below, or (b) $4,994,000. Net Reserve Earnings means the amount of interest earnings during the fiscal
vear on amounts in the Debt Reserve Account and Subordinated Bond Fund, as defined in the Water
Ordinance. The $4,994,000 amount was reduced to $4,138,000 by administrative agreement that will be
in effect through Fiscal Year 2003. No such transfer was made in Fiscal Year 1992, however, the
transfer was made in each subsequent year. A transfer of $4.138 million is also anticipated in Fiscal
Years 1998 and 1999.

The revenues of the Gas Works are segregated from other funds of the City. Payments for debt
service on Gas Works Revenue Bonds are made directly by the Gas Works. The Gas Works also makes
an annual payment of $18,000,000 to the City's General Fund. The Fiscal Years 1998 and 1999 General
Fund budgets include the payment of $18,000,000 to the City by the Gas Works.

Assessment and Callection of Real and Personal Property Taxes
The Board of Revision of Taxes (the “Board”) appoints real estate assessors who annually assess all
real estate located within the City. The assessors return assessments for each parcel of real estate to the

Board. The Board may increase or decrease the property valuations contained in the returns of the
assessors in order that such valuations conform with law. After the Board gives proper notice of all

D-22



changes in property assessments, and after it has heard all assessment appeals, it then makes assessments
and certifies the resuits to the Department of Revenue.

Real estate taxes, if paid by February 28, are discounted by 1%. If the tax is paid during the month of

_____ March, the gross amount of tax is due. If the tax is not paid by the last day of Mareh, tax additions of
1.5% per month are added to the tax for each month that the tax remains unpaid through the end of ‘the
calendar year. Beginning in January of the succeeding year the 15% tax additions that accumulated
during the last ten months of the preceding years are capitalized and the tax is registered delinquent,
Interest is then computed on the new tax base at a rate of 0.5% per month until the real estate tax is fully
paid. Commencing in February of the second year, an additional 1% per month penalty is assessed for a’
maximum of seven months, See Table 6 for assessed and market values of taxable realty in the City and

Table 7 for levies and rates of collections.

During Fiscal Year 1997 and subsequent to the adoption of the Fiscal Year 1998 budget, the City
reached the decision to abandon the collection of the Personal Propetty Tax due to uncertainty as to the
outcome of litigation challenging specific aspects of the tax then pending in other jurisdictions of the
Commonwealth. As a result, the City is no Jonger anticipating the receipt of Personal Property Tax
revenues in its current estimate of Fiscal Year 1998 results nor has it anticipated Personal Property Tax.
receipts in its Fiscal Year 199 budget. The Personal Property Tax had previously been levied on the

value of the personal property of residents of the City.
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v TABLE 3
CITY OF PHILADELPHIA
SUMMARY OF OPERATIONS
PRINCIPAL OPERATING FUNDS (DEDRT RELATED)
4 REVENUES RY MAJOR SOURCE-
: FISCAL YEARS 1988-1999

(L.cgal Basis)
(Amaunts in Millions of Dollars)

Real & Wage : Other Revenue
Fersonat Earnings & Rusiness Sales . Water & Locaily Total From ‘TransTers
Fiscal Property Net Profits Privilege znd Vse Other Total Waslewater  Airport Generated Local Qther Beiween
Year Taxes (2} Taxes (a} Tax (a} Tax {a)ib) Taxes {c) Taxes Charges{d)  Charges Revenue Revenue Governments Funds Total
1988 2752 88R.3 165.7 —~ 94,1 1412 pivaa &61.6 155.1, 1.855.7 4354 T2 23233
1989 286.7 213.9 200.7 - 96,8 1.499.1 2071.7 614 0.5 1,944.7 506.5 . M8 24860
1990 . 3140 947.8 207.5 - 011 1,570.7 5.5 120 9.3 2,057.0 5184 4.6 26292
1991 3266 974.6 2173 - 304 1,593 1 217 B4.6 lﬁz,j 20614 5$714 B 427 2.679.5
1992 3433 R159 ie) 200.3 51.4 780 1,488.9 2688 103.3 178.0 2,019.0 1,006.4 ' 25.5 :.!_.070.9
1993 345.2 8200 fe) 2151 76.3 %9 1,533.5 294.8 109.0 I98."i‘ 2,136.0 959.2 3.8 31270
1994 6.0 8108 (e} 2216 826 8.7 1,579 881 113.0 206.2 2,187.0 566.4 8.6 3:]92.0
!9‘9; 95 8516 (e} 230.2 861 o7 1.605.1 2880 109.1 2622 22653 901.6 . 3 328840
1906 346.6 875 e} 2375 82.4 92,1 1.636.1 2962 nis M3 23217 1924 . N2 3.447.3
1997 3582 8854 (e} 296.4 91.4 1t 16925 291.7 121.8 270.1 2,376.1 V.276.5 A0 1.696.7
Adapted Budget ]
1598 349.1 8801 (&) 2374 9Ly 324 1,699.4 295.6 142.1 205.6 2,284.4 566.6 1459 18969
Adopted Budget

1999 - M6 9084  (c) 2520 960 1215 1,720.8 949 -2l 288.6 2,432.1 1.859.5 114.5 4,405.6

(3) See Table 5 for Tax Rates.

{b) Effective September 28, 1991.

i)  Includes Real Estate Transfer Tax, Parking Tax, Amusement Tax, and Other Taxes.

(d) Water and Wastewater rates were increased on December [, 1991, and July 1, 1993, with inflationary increascs put into effect on July 1, 1994 and July 1, 1995,

(c) In FY 1992, the City reduced the resident Wage and Eamings and Net Profits Tazes from 4.96% to 3.46% and levied the PICA Tax at a mte of 1.50%, the proceeds of which are remitied to PICA fof payment of dlcbl service
on the PICA bonds and PICA’s expenses.

FIGURES MAY NOT ADD DUE TO ROUNDING



{c}

REAL PROPERTY TAXES
Current
Prior
Total

PERSONAL PROPERTY TAXES

Current
Prior
Total

WAGE AND EARNINGS TAX (b)

Current
Délinguent
Total
BUSINESS TAXES:
Business Privilege

Cutrent
Delinquent

Sub-Total Business Priviiege

Net Profits Tax
Current
Delinguent
Sub-Total Net Profits Tax

Total Business Taxes

OTHER TAXES
Sales and Use Tax
Amusement Tax
Real Property Transfer Tax
Parking Taxes
Other Faxes
Sub-Total Other Taxes

TOTAL TAXES

See Table 5 for tax rates.

TABLE 4

CITY OF PHILADELPHIA

GENERAL FUND
TAX REVENUES (a)

FISCAL YEARS 1993-1999
(Amounts in Millions)

Adopted Estimated Adopted‘
Actual Budget Actual Budget

1993 1954 1995 1996 1997 1998 1998 1999
$303.9 $3049  § 3061 $2992  $3101  $3087  §310.2 $ 3156
26.6 267 214 364 44.7 31.0 30.0 270
53305 §$331.6  $327.5 $ 3296 § 3548  $3397 % 34p2 % 3426
14.4 139 11.8 167 0.0{c) 163 0.0 0.0
0.3 0.5 0.2 0.3 34 0.2 0.0 0.0
£ 147 5 144 5 120 5§ 170 3 34 5165 3 00 3 00
7815 804.6 §26. 844.7 859.7 866.8 878.3 882.5
l6.9 244 21.4 20.2 12.8 220 140 13.0
$ B044 $8290 5 8475 $ 8649 § 8725 § 8888 § 8923 $ 8955
178.1 184.4 1875 214.6 210.6 225.7 216.6 2274
37.0 37.2 42.7 229 35.8 23.0 28.0 250
2150 2218 3 2302 $ 2375 S 2464 $2487 0§ 2446 $ 2520
12.6 03 7.7 10.4 10.4 10.5 10.6 18.5
30 2.6 2.4 272 23 14 24 , 24
15.6 11.9 101 12.6 12.7 12.8 13.0 129
230.7 2338 2403 250.2 259.2 261.6 257.6 264.9
76.3 82.6 B6.1 82.4 o914 88.6 93.7 96.0
53 83 7.2 7.7 9.2 8.6 9.5 9.7
40.3 46.3 45.6 42.0 54.8 46.3 710 58.0
3.2 234 25.6 277 28.4 294 29.2 29.9
0.2 0.2 1.4 0.2 14 0.2 1.0 10
5 1433 1608 3 1660 $ 1601 § 1852 $£1733 5 2043 $ 1946
$1.5256 51,5693 $1.5933 $1,621.8 31,6752 516799 51,6944 51,697

)

} Beginning in FY 1992, the City reduced the resident Wage and Earnings and Net Profits Tax from 4.96% to 3.46% and levied the PICA Tax
a rate of 1.50%, the proceeds of which are remitied to PICA for payment of debt service on PICA bonds and the PICA expenses. After payin
deby service and expenses, net proceeds from the tax are remitted 10 the City as Revenue from Other Governments.

The City ceased levying the Personal Property Tax during the laner pant of Fiscal Year 1997
FIGURES MAY NOT ADD DUE TO ROUNDING
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1990 1991 1992 1993 1954 1995 1996 1997 1998 1999
Tax Classification
Real Property:
(% on-Assessed Valuation)
City 1.745% 1.745% 31.745% 1.745% 1.745% 3.745% 1.745% 1745% 31745% 3.745%
School District 4.120% 4.519% 4.519% 4,519% 4.519% 4.519% 4.519%  4.519% 4.519% 4.519%
Total Real Property Tax 7.865% 8.264% 8.264% £.264% 8.264% 8.264% 8.264% 8.264% £.264% 8.264%
Assessmem Ratio as
Determined:by Sales 23.800 24.600 24.600 25.200 25.100 25.500 na ma v na
Effective Tax Rate
{Rea) Esiate Tax Rate)
Assessmen Ratio) 1.872% 2.033% 10331% L074% 2.107% n‘a nfa nfz nfa na
Wage, Earnings and Net
Profis Taxes (a)
Residents - 4.960% 4.960% 4.560% 4.960% 4.960% 4.960% 4.860% (i) 4.840% () 4.790% (o) 4.687% (q}
Non-Residents 4.313% 4.3i3% 4.313% 4313% 4.313% 4.313% 4.226% (j) 4.208% {m 4.165% (p) 4.075% (n)
Rea) Propeny Transfer Tax {b) 4.070% (e) 3.520% {d) 3.6%0% (d) 1.460% (4} 3.240% (&) 3.000% (4) 3.000% 3.000% 3.000% 3.000%
Personal Property Tax (% on- - :
Taxabi¢ lntangible ltems) 0.400% 0.400% 0.400% 0.400% 0.400% 0.400% 0.400% nfa (1) na {t) naft)
Business Privilege Taxes .
{% on Gross Receipis) 3.250% 3.250% 3.250% 3.250% 3.250% 3.250% 3.000% (k) 2.950% (n) 2.880% (p) 2.775% (s}
(% on Net Income) 6.500% 6.500% 6.500% 6.500% 6.500% 6.500% 6.500% 6.500% 6.500% 6.500%
Sales and Use Tax (&) —_ —_ 1.000% 1.000% 1.000% 1.000% 1.000% 1.600% 1.000% 1.000%
Armuszment Tax 5.000% 5.000% 5.000% 5.000% 5.000% 5.000% 5.000%  5.000% 5.000% 5.000%
Parking Lot Tax (On Gross
Receipts from Parking 15.000 15.000 15.000 15.000 15.000 15.000 15.000 15.000 15.000 15.000
Sound Reproduction Tax
{Qn Gross Income) () 5.000% 5.000% 5.000% — — — —_ — — —_
Bowling Alley. Tax
(Annual Per Alley) (0 -~ $25.00 £25.00 §25.00 — —- — — — —_— -
Mechanical Amusement Device
TFax {Annual Per Deviee) (g) $100.0 5100.0 S100.0 §100.0 —_ — — — — —
Hotel Room Rental Tax
{% on Cost of Room Renlal)th)  5.000% 5.000% 5.000% 5.000% 6.000% 6.000% 6.000% 6.000% 6.000% 6.000%
NOTES:
(a) The rate for the Wage. Eamings and Net Profits Tax for non-zesidents is 4.3125%. Effective July 1, 1991 the City's share of the
Wage, Eamings and Net Profits Taxes for City residents is 3.46%. while PICA receives 1.5%.
) Effective July 1, 1985, wansfers made by corporate entities are subject to Realty Transfer Tux,
(c) Increase effective July 1, 1988, :
(d) Phased decreases beginning July 1, 1990,
&) Effective Seplember 28, 1991,
{fr These taxes were repealed in FY 1993,
@ The City converted this tax to a licensing fee in FY 1994,
(h) Tax rate increase (o 6% wpon substantial completion of the Convention Center which occurred in FY 1894,
(i) Tax decrease effective January 1. 1996. The City's share of the Wage, Eamings and Net Profits for City Residents is 3.36% while PICA receives
(i Tax decrease effective January 1, 1996. The City's share of the Wage, Eamings and Net Profits for Non Residents is 4.2256%.
(k) Tax decrease effective January 1, 1995,
1] Tax decrease effective Janvary |, 1996. The City's share of Wage, Eamings and Net Profits for City Residents is 3.34% while PICA receives 1.5%.
(m) Tax decrease effective July 1, 1996,
{m Tax decrease effective January 1, 1996, )
{0} Tax decrease effective July 1, 1997, The City's share of Wage, Eamings and Net Prafits for City Residents is 3,29% while PICA receives 1.5%.
im Tax decrease effective July 1, 1997
Q) Tax decrease effective July 1, 199%,
(] Tax decrease effective Juiy 1, 1998.
(s) Tax decrease effective July I, 1998,
1) The City ceased levying the Personal Property Tax during FY97.

TABLES

TAX RATES OF THE CITY OF PHILADELPHIA
AND SCHOOL DISTRICT
FOR THE TEN-YEAR PERIOD 1990 THROUGH 1992
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TABLE 6
CITY OF PHILARELPHIA
ASSESSED AND MARKET VALUE OF TAXABLE REALTY IN PHILADELPIIIA
FOR THE CALENDAR YEARS 1988 THROUGH 1997
{Amounts in Millions of Dollars)

Assessed Value Adjusted to 630797 {n) Market Value on Basis of STER Ratio Estimated Markel Value Based on Sales
Percentape Ascessmient Percentage Percentage
Increase Ratio of Inerease Assessment Increase
{Decrease) State Tax (Necrease) Ratio as (Decrease)
Calendar Over Equalization Over Determined Over
Year Amount Trior Year Roard (b) Amount I'rior Year by Sales (¢) Amount Prior Year
1988 7.536 5.46% 0.208 24,468 12.65% 0.243 31,025 1193%
1939 1.573 0.49% 0.308 24,588 0.49% 0,250 30,292 -2.36%
1990 8.417 iL14% 0.300 28,094 14.26% 0.218 35.380 16.30%
1991 8.796 4.50% 0.300 29,340 4.43% 0.246 35814 1.23%
1992 8,929 1.51% 0.300 29,783 1.51% 0.252 35475 -0.95%
1993 . 8929 -0.64% 0300 29,593 -0.64% 0.251 35318 -0.44%
1994 9.020 1.67% 0.300 30.087 1.67% 0.273 3310 -6.28%
1995 8.917 -1.14% 0.299 29,823 0.88% 0.270 32,989 -0.34%
1996 " 8.954 041% 0.300 29,867 0.15% 0.271 33,126 041%
1997(d) 9.102 1.65% 0.303 30,059 0.65% NIA NIA N/A

{8) The adjustment reflects reductions in assessments pursuant to established procedures for review of assessments.

(b) The State Tax Equalization Roard (STEB) determines annually for each municipality in the Commonwealth a ¢atio of assessed valuation to true value.
The ratio is used for the purpose of equalizing certain state school aid distribution.

(¢) The Assessment Ratio as presented has not been adjusted to allow for the effects of large or unusual sales.

() At June 30, 1997
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TABLE 7
E. CITY OF PHILADELPHIA -
REAL PROPERTY TAXES LEVIED AND COLLECTED
FOR THE CALENDAR YEARS 1988 THROUGH 1997 -

($ in Millions)
Collections Total Collections
Amount Amount Within Year Net Collections as a Percent of
Collectible Collected as a Percent of Delinquent Adjusted
in Year in Year of Amount Taxes Relating to Total Amount
Year of Levy of Levy Collectible Year of Levy Collections Collectible
1988 265.8 - 2{48.41 93.5% ' 14.9 2633 98.6%
1989 284.6 263.4 92.6% 17.8 281.2 - 98.6%
1990 316.6 290.5 91.8% 223 312.8 98.5%
1991 3304 297.6 90.1% 26.0 323.6 97.6%
1992 3389 306.4 90.4% 217 328.1 97.2%
1993 3372 307.1 91.1% 20.7 327.8 96.8%
1994 3356 305.9 91.2% : 17.2 3231 95.5%
1995 3385 - 3071 90.7% | 15.2 3223 95.2%
1996 337.7 308.2 91.3% 7.9 3159 93.3% |
1997 3364 299.0 889% - N/A N/A N/A
Sour;:c: City of.Philadelphia. Consolid'ated Annual Finanr.:ial Report for Fiscal Year Endcd- June 30, 1997.
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