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AGREEMENT 

Between 

THE CITY OF PHILADELPHIA 

AND 

THE PHILADELPHIA FACILITIES 
MANAGEMENT CORPORATION 

FOR THE MANAGEMENT AND OPERATION 
OF THE PHILADELPHIA GAS WORKS 

PRINTING DATE: January, 1996 
Or ig i - i ! Agreement Dated December 29,1972 

Induces Arr.er.drr.ents Through December 31, 1995 



Original Agreement betweciWe City of Philadelphia and the Philadelpiua Faclities 
Management Corporation was executed on December 29,1972, for the managsmer.t and 
operation of the Philadelphia Gas Works, punuajit to an Ordinance of City Council, approved 
December 29,1972 (Bill #455), and to Resolutions of the Board cf Directors of the Corporation 
adopted at a meeting held on December 13,1972. 

Agreement amended, pursuant to an Ordinance of City Council, approved December 14,1973 
(oiLl fil021), relating to gas rate discount for Senior Citizens. 

Agreement amended, pursuant to ar. Ordinance of City Council, approved May 30,1975 (Bill 
frl87Q), relating to Gas Works Revenue Bonds. 

Agreement amended, pursuant to an Ordinance of City Council, approved November 1.1976 
(Bill #395), relating to Company's management fee. 

Agreement amended, pursuant to an Ordinance cf City Council, approved Jur.e 22,1^75 (Bill 
*141Q). relating to Temporary finar.dng. 

Agreement amended, pursuant to an Ordinance of City Council, approved April 10,1979 (Bill 
#1374), relating to Company's management fee. 

Agreement amended, pursuant to an Ordinance of City Council, approved Jur.e 11,1979 (Eiii 
#1943), relating to Management personnel provided by company; producticr. purchase and 
delivery o: gas; paving requirements; narural gas stand arcs;'hearing value star.dards; 
attsndance a; meetings; dassincation of service; definitions and indemnincaricr.s. 

Agreemeni amended, pursuant to an Ordinance of City Council, artrrcved September 5,19S0 
(Biii ^319), relaing f.o Company's management fee. 

Agreement amended, pursuan: to an Ordinance o; City Councii. approved September 5, IS SO 
(Bit; s320), relating to Company's management fee. 

Agreement amended, pursuant tc an Ordinance of City Council, approved Seotsmber 5, 1950 
{Bill #321). reiaMng to Gas Works Temporary Loan Notes. 

Agreement amended, pursuant to an Ordinance of Ciry Counci':. approved Jur.e 23,195" (Bill 
i*750). reiarlng :o Temporary rLr.ancir.g. 

Agreement amended, pursuant to an Ordinance cf Ciry Council, approved September 22, 1952 
(Bill 3:3:5), relating to change in fiscal year basis. 

Agreement amended, pursuant to an Ordinance of City Counci, approved December 3, 19S2 
(Biii 31314). relating to Temporary rinancing. 

Agreement amended, pursuant to an Ordinance of City Council approved April 11, 1990 (Biii 
s757j, reiaring to ccmpensaccn. 

Agreement amended, pursuant to an Ordinance of Ciry- Council approved December 28,1995 
(BU! rl25S). relaring to Ccmpany's management fee. 

Margir.a1. rciss r.ct psr: cf th: fljrcsmsr.I. but sn provided for ccr.-jtr.Ur.cc of us:. 
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AGREEMENT made this 29th day of December, 1972, ?ariies and dates 

by and between the CITY OF PHILADELPHIA (hereinafter 
called "City"), and PHILADELPHIA FACILITIES 
MANAGEMENTT CORPORATION, a corporation organized 
and existing under the laws of the State of Pennsylvania 
(hereinafter called "Company"). 

WITNESSETH: 

WKEHEAS, the City is the owner of a group of real 
and personal assets known as the Philadelphia Gas Works 
("Gas Works"); and 

WHEREAS, the City "desires to provide quality gas 
services to its citizens at reasonable rates; and 

WHEREAS, the Company is a non-profit corporation 
organized for the specific purpose of operating the 
Philadelphia Gas Works. 

N'OW, THEREPORE, the parties to this Agreement, 
intending to be legally bound, agree as follows: 

SECTION I 

Gene rcl 

1. Tne City hereby authorizes Company on the Axiksr-r.- is 
terms and conditions herein set forth to manage and n^nai* sr.d cpsrzu 
operate all the properly, real and personal, collectively f C ' ' v P"":rr:' 
known as the Gas Works, for the sole and exclusive benefit 
of City; provided, however. City may retrieve from the Gas C r ; y ^ r s.. r :>vf 
Works any property or ecuipment which City de term Lies to iuiyfus prspeny cr 
be unnecessary to the efficient and economic operation ot eq-j-ipmsr.; ' 
the Gas Works. 
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2. City, to the extent that it has or shall have the 
authority o: power so to do, authorizes and empowers 
Company to maintain, change, alter, replace, repair and 
operate the Gas Wor.ks and appurtenances along and 
beneath the surfaces cf the highways, streets, avenues, lanes, 
alleys, ways and public places in City, for the supply and 
distribution of gas, subject to provisions hereinafter set 
forth. For these purposes Company may enter upon, occupy ^g*' 
and open all said highw-ays, streets, avenues, lanes, alleys, hij*u.-=ys 
ways and. public places, and supply and distribute gas 
through pipes laid therein. 

3. During the term of this Agreement, Company Cewpasy io 
wil l maintain the Gas Works for the sole and exclusive mi-tzir. Gas 
benefit of the City, including all additions, extensions, w jr<s 
betterments, and improvements made thereto, in good 
order and efficient operating condition. Upon termination 
cf this Agreemer.t by expirstion of the term or by any other 
means, Cir*, its agents, servants, c: employees shell be G'.-y'j usi cf 
entitled without further payment to Company to use all przuuts »rcn 
processes established at the Gas Works for the manufacture ttr^.-.r.zuar. 
or distribution of gas of any type cr kind. To the extent that 
use o? any such process is authorized by a contract with a 
third party, City may at its option either continue the use of 
such process in accordance with the terms of such contract 
or mav discontinue use cf such process. 

r.̂ THTr.!*.'. r.r: 
4. Company •shal! not assign o: subcontract this stsigr.izU 

Agreement or any rights hereunder to any person or 
corporation, nor delegate any duties hereunder. 

5. Company's primary obligation sha'I be to auplv riighesi 
the highest standards of management practice and diligence rr.zr.z^^-.er.t 
to the operation cf the Gas Works. standsrds -

""ftecorrunendations" in the Ordinance. 



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

(a) a chief executive officer; 
fo) a chief operating officer; 
(c) a chief financial ofncer; and 
(d) such other personnel as deemed 
appropriate by Company. 

All such personnel shall be subject to the approval of the 
Gas Commission, which approval shall not be unreasonably 
withheld. In the event the Gas Commission fails to 
approve any such personnel they shall be replaced by 
approved personnel forthwith. 

7. Company shall file semi-annual reports with 
the Gas Commission setting forth all salaries, fringe 
benefits, expenses and costs Incurred by Company in 
carrying cut its duties and responsibilities under the terms 
and conditions of this Asreement. 

Management 
personnel provided 
by Company 

Perscr.r.e! subject ta 
Ccs CsTr.y.issicr. 
cz? rove: 

Ccn-.pcr.y to file 
se^ri-ar.r.uz! re?o.:!s 

SECTION n 

Production, Purckcse end Otlivtrj of Gas 

i . Tne Company shall take aii reasonable steps tc 
insure that the capacity o: the Gas Works to manufacture, 
provide and distribute gas is at all times sufficient for the 
estimated maximum requirements o; gas users in the City 
cf Philacelshia. 

Czpsdiy shall 
ir.e;'. nz^ircrr.e^.is 



2. Company may purchase natural gas or other Approval of 
gas from other parties pursuant to contracts and agreements purchase cf gas 
for such purchases which are first submitted to the Gas 
Commission for its recommendations and approved by City 
Council; except that in temporary or emergency situations. 
Company may purchase natural or other gas from ether 
parties and then seek the approval for such purchase or 
purchases from the Gas Commission and City Council 
within 30 days after the initiation of such purchase. In the 
event such temporary purchase shall be disapproved such 
supply if continuing shall immediately terminate. 
Company shall have the right to contract with others for the 
distribution and/or transmission of such gas to the Gas Approval of nstarsi 
Works or its facilities which are ancillary, attendant or £sl_ *s!:'Jsrj' 
related in any manner to purchase of gas after such contracts facilities 
are first submitted to the Gas Ccmmission for its 
recommendations and approved by City council. 

3. Company, to the extent permitted by the Cksrges tc 
lawfully constituted authorities, may enlarge or extend the c-.tstorr.r-s fsr 
facilities for the distribution of gas to an agreed-upon ez:er.s:or.j 
customer mete: location as may be necessary to meet the 
demand fo: gas. In any situation where such enlargement 
or extension of the Gas Works' facilities will place an 
unreasonable financial burden upon the then existing 
customers, in view of the anticipated revenues to be 
expected from such enlargement or extension Company 
shall make reasonable charges for the same as defined from 
time to time in Company regulations which are approved 
by the Gas Commission. 

4. Tne intention 0? this Agreement is that all 
changes, additions, extensions, betterments, improvements, 
alterations and replacements in the Gas Works and in the Compcny shall 
mains, pipes and appurtenances thereof, and in the property rramMin Ccs. 
needed to meet the* demands for gas as herein provided, v',0'''cs m s c c d or~':r 

shall be made In such a way and manner as shall maintain 
the Gas Works in good order and condition with the best 
and most economical processes in use that are customary in 
the best regulated gas works, to the extent permitted by 
funds available for said purposes. 



5. AJI openings, excavations and repaving shall 
be made subject to such general rules, regulations, Fi-i-g requirerr.er.ts 
specifications, ordinances and such Acts of Assembly as may 
apply, as from time to time shall be in force concerning the 
opening, excavation and repaving of streets and the 
protection of travel along the same, and the trenches shall 
be refilled and repaved with the same material and 
character of paving as before they were opened, unless 
otherwise ordered by the Streets Commissioner. Refilling 
and making opening safe for traffic shall be completed by 
Company within five (5) days after the pipe, services, cr 
mains have been laid, and said repaving shall be completed, 
weather permitting, within sixty (60) days thereafter. 

6. AU ordinances, rules and regulations of City - ; / s ; y regS.ziians 
regulating the safety of the piping and fixtures of houses or 
buildings shall be binding upon Company. 

SECTION in 

Stzr.dsrds of Gas 

1. Gemral 

Company may supply straight natural gas in ,Vr.':(.-r.' gzs 
accordance with the standards provided for in the General 5 - ' - 5 

Terms snd Conditions of the supplier Company's Tariffs on 
file with the Federal Energy Regulator/ Commission and 
incorporated by reference in the Agreements for the 
purchase o; natural gas, to which the Company, City and 
Supplier companies are parties. Also for supplemental ir.urcr.sr.gssbii 
purposes, the Company may, as necessary, supply other s:i?pte>r.tr.iz: gzses 
gases interchangeable and compatible with natural gas. 



2. Tcsiing-'fccuiiiss and Inspeciior, 

Adequate facihties for testing the heating value usting 
and purity of the gas shall be provided at the Gas Works' facilities 
expense and equipped with calorimeters for continuously 
determining the heating value of the gas, apparatus for 
determining presence of sulphureted hydrogen in the gas, 
apparatus for determining total sulphur content, apparatus 
for determining total ammonia content, apparatus for 
determining specific gravity of the gas and such other 
apparatus customary and necessary for such purposes, or 
which wi l l be found to improve the rapidity and accuracy c: 
such testing. 

The location cf testing facilities shall be iscaion of testixt 
selected by Company, and approved by Gas Comrr.issicn. fsdiities 

Tne design and accuracy c: all testing apparatus Cenificziior. of 
when desired by City, Gas Commission or Company shall be ecuipr-.ent 
certified by the United States Bureau o: Standards. 

Standards and tests specified herein may be Chargi in 
changed and altered from time to time as recommended by s-"--"-5 s~-
Company and approved by Gas Commission. 

Citv and Gas Commission shall have the rieht c':'' 5r'~ ?**, 
at al! times by its proper officers, dure.g tne term or tnis ^ /[( ( - inss„. 
Agreement, to test the quality and pressure of gas. Full " '•' 
faciiities for these purposes shall be afforded by Company. 
Ai : such tests shall be made in the presence of a 
representative of Company. Accurate written records of 
such test shall be maintained by Company. 

3. Hmting Va!us~R:qi;:r:rr.:r.!s And 
Determination 

The monthly average total heating value of the Htsiing sc 
gas, when determined as provided below, shall not be'less standards 
than 950 British Thermal Units per cubic foot, measured at a 
temperature of 60° Fahrenheit and a pressure of 30 inches of 
mercury. 

iue 
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The daily average .total heating value shall not differ from 
the monthly average total heating value to such extent as to 
interfere with the satisfactory functioning of consumer 
appliances-

Tne total heating value of the gas shall be Dci'Iy recording 
continuously recorded.da:iy unless prevented by 
circumstances beyond the Company's control. 

The monthly average total heating value of the Avcrsgs msaikly 
gas shall be the average of the daily averages of the total v - l u : 

heating value for that month. 

Tne daily average total heating value shall be Aversgt dciiy . 
the average of 24-hourly readings. vzlue 

4. Purity—.R^yiremettJs and Dtisrrr.inaiiar. 

Sulphursisd Hydrogen-Tne gas shall contain Sulphureted 
no: more than a trace of sulphureted hydrogen. .Tne gas r.yirzgtn 
shall be considered to contain not more than a trace of 
sulphurated hydrogen if a strip of white filter paper 
moistened with a solution containing five per cent by 
weight of lead acetate is not distinctly darker than a second 
paper freshly moistened in the same solution after the first 
paper has been exposed to the gas for one and one-half 
minutes in an apparatus of approved form through which 
the gas is flowing at the rate of approximately 5 cubic feet per 
hour, the gas not impinging directly from a jet upon the test 
paper. 

7cial sulphur—The gas shall contain in each Sulphur 
ICO cubic feet not more than 30 grains of tctai sulphur. 

A.rxmcicis—The gas shall contain in each 100 Ammonia 
cubic feet not more than 5 grains of ammonia. 
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5. Pressure f^ulaiions 

Company shall maintain pressures throughout Css pressure 
the City* within limits compatible with the satisfactory rcauirer.cr.ts 
utilization of gas and as more fully defined in the Rules and 
Regulations* of the Company's Tariff and as approved from 
time to time by-the Gas Commission. 

Pressure rezdir.gs 
Company shall take pressure readings 

continuously in representative locations throughout the 
City, which readings shall be available to representatives of 
Ciry and the Gas Commission upon request for a period of 
one year prior to the date of such request, or in compliance 
with the rules issued from time to time by the Gas 
Commission. 

Gas Commission may order Company by Adjusiments cf 
written notice to adjust pressures to acceptable limits for pnisares 
satisfactory utilization of gas, and due diligence shall be 
employed by Company to adjust pressures at such points to 
within such acceptable limits. If compliance with the order 
of the Gas Commission shall require the installation of new 
apparatus o: mains. Company shall be allowed six (6) Delsy in 
months, after the necessary financing has been secured to czrr.piisr.zs 
obtain permits for opening of streets and for the laying of 
the mains and the installation of the necessary apparatus. 

SECTION rv 

Acccurjing Methods; Operating Budget end Forecssi; 
CcpilC: Bvdgei and rcrecsst; Tenpcr&ry Financing and 
Fir.ZKcicl Statements 

1. Accounting Meikods 

(a) In General 

Ac:cuniir.g io be cn 
The accounts and reporting shall be on cccmzi method 

the accrual methods in which the accounting for 
depreciation shall be as described in subsection 1(b) herein. 



Tne Gas Works revenues and expenses shall be operated 
and accounted for an extended period basis from July 1,1981 
to August 31/1981, and on a fiscal year basis commencing 
September 1,1982 and terminating August 31,1983 and y " ' 
from September 1 to August 31 from year to year thereafter. Sepim!:*? 1 ts 
Accounting shall be employed to show separately the AUJ*-SJ . . 
operating accounts and the capital accounts. Operating and 
capital accounts shall follow generally the classifications 
specified by the Public Utility Commission of Pennsylvania, ^ . .^ ( e -
expanded or altered, as required by the Director of Finance to f j c ^ 0 3 

portray the special charges and special accounting prescribed 
in this agreement. 

(b) Dspreciation 

Tnere shall be established and 
maintained a reserve for depreciation reasonably estimated D:?r:::£t:or. cn 
to be adequate to care for the-retirement (due tc exhaustion, crij-r.:- crs.* 
wear and tear and obsolescence) of property at original cost. 
Tne amount necessary to be credited to the reserve each year 
for such purposes shall be charged to operations. 

(c) ZTr.-plc<jz> ReiirsTr.eni Costs 

Tnere shall be provided for and 
charged to operations annually retirement cost for retired 
employees and employees still in service on the following 
basis: 

For retired employees, the 
amount necessary to meet current payments to them under 
their retirement schedules. 

An additional amount, as 
determined by the Director of Finance, shall be placed in a Pr-.shn fund. 
retirement fund to be held and Invested by the Sinking 
Fund Commission. Such additional amount shall be 
determined by the Director of Finance after taking into 
consideration the current payrolls, the retirement schedules 
then in effect applicable to various classes of employees and 
the extent to which it appears desirable and reasonable to 
build up such fund in current and future years. 



To this end, the Director of Finance at appropriate dmes 
shall obtain competent actuarial advice and shall have 
available at all times a report made within the immediately 
preceding five (5) years by a competent actuary based upon 
an actuarial investigation cf the pertinent factors with the 
costs to be paid by the Gas Works. Payment out of such 
funds shall be subject to the approval of the Director of 
Finance as to amounts and when and how payable. 

Any proposed change in the 
retirement plan, schedule or system recommended by Rairsrr.er.i plsr. 
Company first shall be transmitted to the Director of eksnges 
Finance for his approval and then transmitted to City 
Council for its approval, for which purpose there shall be 
made available to the City Council an appropriate actuarial 
report prepared under the direction of the Director of 
Finance. 

No employee of Company shall be zmplcy:: 
entitied to be paid a retirement or separation allowance eUgihility f=-
unless and until he can establish his direct and immediate prnsians 
and exclusive connection as such employee with the Gas 
Works whether under the present operator or former 
operator. 

AU such retirement and 
separation allowances which are paid during the GbUgaior. of C::y 
continuance of this agreement and the terms of which, as so i0 cominue ic pay 
approved, require their continued payment after its 
termination, shali be thereafter paid by City, or City shall 
cause the same to be paid by any person succeeding to the 
operation of the Gas Works. 

2. Budgets 

(a) Operating Budget end Forecast 

Tnere shall be prepared annually Operstir.g budget 
an operating budget for the ensuing year and an operating 
forecast for four (4) years comprising the ensuing year and 
the three (3) years next following. 

10 

ver.s-.zr.s 



Such budget ar.d forecast shall be prepared by Company with 
the aid of the Director of Finance; shall be consistent with 
the accounting methods prescribed in Section IV (1); and in 
general shall be in form and extent satisfactory to the 
Director of Finance and Gas Commissicn. Tne operating Apprzvsl cf 
budget and forecast shall be subject to the aporoval of the aptrstir.g bndgst b\ 
Gas Commission. 4 c " Conmissicn 

(b) Capital Budget and Foncssi 

Tnere shall be prepared annually a Cspitd c-i$e: 
proposed capital budget for the ensuing year and a forecast 
for six (6) years comprising the ensuing year and the five (5) " 
years next following. Such budget and forecast shall be 
prepared by Company; shall be consistent with the 
accounting methods prescribed in Section IV (1); and in 
general be in form and extent satisfactory to the Director of 
Finance and the Gas Commission. 

The proposed budge: and forecast first 
shall be transmitted to ihs Director of Finance and the Gas Approvst cf c.-.p::. 
Ccmmission for their recommendations thereon. The fcy Ciiy 
Director of Finance and Gas Commission shall transmit Cŝ r.c:: 
such budzet and forecast together with their 
recommendations thereon to City Council for its approval. 
Tne submission of the proposed budget and forecast to the 
Director or Finance and Gas Commission by Company shall 
be made in sufficient time for their review and for ihe 
Director cf Finance and Gas Commission in turn to submit 
the said budget and forecast together with their 
recommendations thereon to City Council no later than the 
middle c: the fourth month preceding the beginning of the 
Gas Works' fiscal year, so that Ciry Council may act on it at 
leas: thirty (30) days prior to the next ensuing fiscal year-

The capital budget and forecast shall 
include a showing of the nature of the proposed capital Knur! of ccpi::'. 
additions and replacements, the amounts needed therefor i t : m 5 

and how the funds required are to be supplied as between-

11 
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(i) funds generated within the 
business through charges to customers or otherwise; and 

(ii) funds to be obtained through Cspiisi iccns 
caoital loans. 

/.pprC'Jzl cf 
ckzxgcs 

A: any time during the fiscal year, or before the budget 
accounts are closed for the year, the division between (i) and 
(ii) above may, if conditions so warrant, be changed or the 
total thereof increased upon recommendation of the 
Director of Finance and the Gas Commission and upon 
approval by City Council. 

In the event that capital loans are ^ . p r - . . - { c r c - - . - . - f 
required in any year-under (ii) above, plans therefor shall be iciins"' ' 
submitted to the Director of Finance for approval cf the 
amount of loan and the method of effecting it, and then 
transmitted to City Council for its approval. 

(c) Expenditures Pursuant to Budgets 

All expenditure and commitments GV Cs";5'1** 
therefor shaH be made pursuant to such approved budgets I-IV,.^?'',""-* 
and subject to rules and regulations, if any, promulgated by 
the Gas Commission in correction therewith. 

3. Temporary Financing 

Shcrt-term leans not exceeding twenty miilion tl-^'/c"'-/' *'" 
collars in amount or twelve months in duration may be 
negotiated in anticipation of revenues, except that short-
term loans exceeding twenty million doUars but not 
exceeding forty-five million dollars in amount may be 
negotiated in anticipation cf revenues for Fiscal Year 1982 of 
the Gas Works and may be outstanding during the period 
July 1, 1981 through June 30, 19S2. If such loans are • 
required, plans therefor shall be submitted to the Gas 
Commission and the Director of Finance for approval of 
amount of loan. The amount of any such loan shall also be 
subject to the approval by resolution or by ordinance of City 
Council. 

12 



Tne Gas Works nay also receive temporary 
advances horn the City in anticipation of revenues which 
are anticipated to be received by the Gas Works provided 
that such advances do not exceed twenty million dollars in 
amount or twenty-four months in duration; provided 
further, however, that during the period June 30,1981 
through June 30, 1983,'such advances may exceed twenty 
million dollars but shall not exceed forty-five million 
dollars in amount. The amount of each such advance shall 
be subject to the prior approval of the Director of Finance 
and the Gas Commission and to the approval by resolution 
or by ordinance of City Council. 

In addition to the foregoing authorized 
borrowings, loans not exceeding one hundred million 
dollars in aggregate principal amount at any time 
outstanding may be incurred for financing accounts 
receivable and the purchase of inventory for the Gas Works, 
as authorized by applicable law. If such loans are required, 
plans therefor shall be submitted to the Gas Commission 
and the Director of Finance for approval c: the aggregate 
principal amount of such loans which may be outstanding 
at any single time. Such aggregate principal amount shall 
also be subject to approval by resolution or by ordinance of 
City Council. 

4. Fir.zr.cicl Stzisrtsr.is 

Company shall within a reasonable time after -xniskir.g cf 
the close of the Gas Works' fiscal year furnish to the Mayor, financial 
the Gas Commission, the City Controller, the City Solicitor, c"^"^-5 ^ 
the Director of Finance and City Council a financial orr.^Ky 
statement of such year in form and extent satisfactory to the 
Director o: Finance and Gas Commission. Such financial c?A to audit 
statement shall be audited by a certified public accountant in fincndct stcter-.cr.i 
accordance with generally accepted accounting principles. 

All books, records and accounts of the Gas E a a k s - r : c o r ; * " f 
Works shall be kept separate and apart from all other books, ipsrcic 
records and accounts of Company. The City Controller and 
the Director of Finance and Gas Commission may examine 
or cause to be examined the books, records and accounts of 
Gas Works for the purpose of auditing and reporting upon 

13 



such fmancial statement to the Mayor, the Gas Commission, 
the City Council, the City Solicitor and the Director of Oiy contrciier. 
Finance; and the Director of Finance, Gas Commission and Dirsztar cf Fmsncs 
the City Controller shall at aU times hereafter, for such c ' d C e s Cs"'~;5it=! 

J , - . . ' . may audit bcc<s 
punsose or for tne purpose of ascertaining any facts m 
relation to the operation of the Gas Works and the 
performance of the obligations of Company, have full and 
free access at all reasonable hours to the related books, 
records and accounts of Gas Works. 

rurntsr.-.r.g; or 
T£g--l3r i r . :* r : in 

Company shall furnish the Mayor, the Gas 
Commission, the City Controller, the City Solicitor, the 
Director of Finance and City Council with copies of regular 
interim financial or operating reports, prepared for periods r^ons fey :srr.p:r.-j 
within the fiscal year, which any such parties may 
reasonably request. 

SECTION V 

tJisurzr.cs; Eninsr.i Dcrr.cir. 

1. Insurance 

Company shall insure against loss the ' J---*f-tsiirs.icr 
buildings, machinery, and equipment and other property of : c C i ? r c- ,- f-
the Gas Works and ether risks tc the Gas Works, all of 
which shall be insured to the extent that such prooerty and 
risks of gas companies are usually insured except that the 
Gas Ccmmission may provide otherwise in its discretion. 

2- Eminent Domain 

In the event tha; Company shall be lawfully 
required to remove or reconstruct any portion of the Gas Zzcrdu of right cf 
Works, or to acquire additional land or property therefor, in enir.sr.t dzmair. 
consequence of the taking o: any of the land cr property of 
the said Gas Works by the United States, the State of 
Pennsylvania or the City cf Philadelphia, in the exercise of 
the right of eminent domain, or for any other reason 
whatsoever, the cost and expense thereof shall be accorded 
appropriate accounting treatment. 

14 



0 

SECTION VI 

Gcs Commission 

1. The Gas Commission as it is presently 
constituted shall be xetained. Reiziacd 

2. The Gas Commission shall consist of the City M'lrhcsk^ 
Controller, nvo members appointed by City Council and two 
members appointed by the Mayor. 

3. Tne members of the Gas Commission 
appointed by the Mayor shall be designated for four year T e r ~ s 0 f 0^ 7 c-' 
terms to hold office until their successors are appointed and 
qualified. Tne City Controller shall hold office during his 
incumbency and until his successor has been elected and 
qualified. Tne members o: the Gas Commission appointed 
by City Council shall be designated for four year terms, to 
hold office until their successors are appointed and 
qualified. Tne terms of all members o: the Gas Commission 
shall terminate if this agreement is terminated by either 
party prior to the expiration of their respective terms. 

4. Members of the Gas Commission shall receive Caw.-ir.ziHor. 
compensation as fixed by City Council from time to time. 

5. Tne Gas Ccmmission shall have the power • pc...,. ( 0 

and authority to obtain such professional services and to cx-'.-is 
employ experts, consultants and such other personnel as in 
its judgment shall be deemed necessary, the:: compensation 
and expenses to be considered an operating expense of the 
Gas Works. 

15 
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6. A statement of the expenses of the Gas statement of 

Commission shall be filed annually by the Gas Commission crpenses to be filed 
with the City Controller and copies thereof transmitted to onnusfiy 
the Mayor, the City Solicitor, the Director of Finance and 
City Council. 

7. Company shall keep the Gas Commission fully Cs-T-r-y f j i^rr 
informed of its plans for oueration, improvement, c < , s Comrr.itsisr. 
extension and betterment of the Gas Works. A'*'* i n f s r m e d 

8. The Gas Commission shall hold regular 
meetings and shall conduct all Commission business 
thereat. Tne City Solicitor and the Director of Finance or 
their designates or deputies shall and the Chief Executive Regutsr mesiir.gs 
Officer of the Gas Works or his designates may attend all 
such meetings of the Gas Commission. 

9. The Gas Commission shall have the 
responsibility for the overseeing of the operation oc the Gas ?*es?snsibiii:-j. 
Works by the Company. All power not specifically'granted psxsrs, s-d d-.-t-es 
to the Company shall reside in the Gas Commission. 

SECTION* VU 

Ccs Rates 

1. Tne Gas Commission shall fix and regulate G^s cemmissisr. 
rates and charges for supplying gas to customers, other than sh*''> J i z r- :-' s 

the City and the Board of Education, without further 
authorization of City Council, which (together with -p...-^» 3, 
revenues for gas supplied to the City and to the Board of 
Education and other revenues of the Gas Works qualifying ~:rst Cisss dtv 
as "project revenues" as such term is defined in Section 2 of Rntr.xe Bond A:: 
Tne First Class City Revenue Bond Act) will, in each fiscal 
year produce revenues, at a minimum: 

16 
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(A) Tne amount needed to pay or 
provide for the payment of base salaries for the Chief 
Executive Officer, chief Operating Office: and Chief fmancial 
Officer and tc pay the other expenses of the Company, not to 
exceed Lhe following amounts for the specified fiscal years: 

rYl996 5700,000 

FY1997 5725,000 

FY1995 5750,000 

rYl999 5775,000 

FY20CC ssocooo 

FY2001 and thereafter The prior fiscal year's 
maximum amount adjusted to reflect the percentage change 
in the Consumer Price Index for All Urban Consumer (CPI-
U) All Items Index, Philadelphia, Pennsylvania, United 
States Department of Labor, Bureau of Labor Statistics, as 
most recently published and available to the Director of 
Finance on March 1 of each such fiscal year; and 

rrsir.iensnce costs 
Ir.tsrss) ar.d 
a^sriizstior. cr 

(a) Sufncier.t to pay all of the operation and Rji« to include 
maintenance costs and expenses of conducting the Gas ^.^V-^f'l 
Works enterprise and to pay the interest and amortization 
becoming due in such fiscal year on debt incurred for the 
Gas Works, including, but not limited to: dsbt 

(i) Charges for depreciation as prescribed Oeprscisiion 
in Section IV 1. (b); 

(ii) Charges for employees' retirement 
costs as prescribed in Section IV 1. (c); 

Retirsrr.er.i costs 

(iii) A management fee to Company Msr.zgtT.cr.i F:c 
equal to the actual cost to Company of managing the Gas 
Works but not to exceed the sum of: 

^claries 
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(B) Incentive compensation, if 
any, awarded to Company management at the discretion of Incentive 
Company's Board of Directors, in total amount not to exceed campenuUar. 
5150,000 per annum and in an amount per employee not to 
exceed 575,000 per annum. Incentive compensation shall be 
payable only pursuant to performance standards established, 
and performance measured against such standards, by the 
Board of Directors cf the Company. The performance 
standards shall include standards which the Board of 
Directors determines, from time to time, to be important for 
the improved operations of the Gas Works such as the 
achievement of the Gas Works' financial plan, customer 
service, billing and collection efficiencies and development 
of new revenues (other than from general rate increases). 

Tne Gas Works shall reimburse Company against vouchers 
on the first day of each calendar month for monies 
expended for the operation of the Gas Works in the 
previous calendar month. 

(iv) Expenses of the Gas Commission; and C-s Csn.-iisicr. 
ezper.ses 

(v) All sinking fund charges payable in respect cf 
principal and interest cn aii obiigaticns of the City issued for 
cr with respect to the Gas Works and, with respect to Gas . . . 
Works Revenue Bonds issued pursuant to Tne Firs; Class 
City Revenue Bond Act, such additional amount as may be cL„*~*,;or. ^.-.j. Q.S 

required to comply wi:h any rate covenant and sinking fund v/ark's Zezznv.e 
reserve requirement approved by ordinance of City Council zzr.i> 
in connection with the authorization or issuance of Gas 
Works Revenue Bonds. 

Co) Sufficient also (together wi:h the excess cn a 
cumulative basis of internally generated funds available for Ger.erzl expenses 
the purposes set forth below in this subparagraph (b) of prior 
years beginning after June 30, 1974, to the extent that such 
excess shall not have been applied to such purposes and 
shall be available for the payment of general expenses of 
such fiscal year and, subject and subordinate to the payment 
or provision for payment of all operation and maintenance 
costs and all sinking Kind and sinking fund reserve 
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requirements as set forth in subparagraph (a) of this 
subsection 1., together with the excess funds provided by 
revenues of such fiscal year not required for such purposes): 

(i) To make base payments to the City in the 
aggregate annual principal amount of 513,000,000 payable in P=yrr.en;s t= City 
the amount of 54,500,000 on each February 1, March 1, April 
1 and May 1, provided that the Gas Works may defer this 
payment to any time between said due date and June 30 of 
each year in which event it shall be assessed interest cn the 
principal amoun: of prevailing rates, to be determined by 
the Director of Finance and the Gas Works, from the said 
due date of the date of payment or such different amounts at 
such different times, not greater in annual aggregate 
principal amount, as City Council shall prescribe; 

(ii) To provide appropriations, to the extent not 
otherwise provided, for prepayment of debt and for capital ^-y-—'*-
acdirions which have been determined by the Gas c:p:!cl cci:i:cr.s 
Commission to be reasonable and which have been 
approved by Ciry Council; and 

(iii) To provide cash, or equivalent, for 
v/orking capital in such reasonable amounts as may be 
c'etermtned by Company to be necessary and as shall be 
approved by the Gas Commission. 

(c) Anything tc the contrary herein contained N'or.-cssM e^pe-sa 
notwithstanding. Company may continue to budget and 
report revenues and expenses in the form and by the 
methods heretofore used and the Gas W'orks shall continue 
to pay cut of its revenues ail of the expenses set forth in this 
subsection 1, and all other expenses necessary and proper to 
the operation of the Gas Works, excepting only the 
Company's own personnel and administrative costs which 
are payable out of the.management fee. 

included in 
esiimales cf revenue 
resitiremenCS 
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Public nstics of rai* 

For the purposes of clauses (a) and (b) of this subsection 1., to 
the extent that operating expenses do not represent an actual 
outflow of funds (e.g., depredation) such amount may be 
included in ascertaining whether revenues are sufficient to 
meet other costs, expenses and requirements of said clauses 
(a) and (b). Company shall at ail times to the extent of its 
authority observe and comply with all terms, covenants and 
provisions of aU ordinances enacted by City Council relating Corzpsr.y io corr.piy 
to the Gas Works including without limitation, ordinances ca"--^o--'^a-"s 
enacted pursuant to Tne First Class City Revenue Bond Act c a,*'"£S 

authorizing Gas Works Revenue Bonds. 

2. Upon any change in the rates for gas, the Gas 
Commission, at least thirty (30) days prior to the effective 
date thereof, shall notify City Council and give public notice 
by advertisement once in one or more daily newspapers ck'n*** 
having a circulation of at least 10,000 published in the City "*' d" 
of Philadelphia, of the rates for gas tc be charged. 

3. Company shall furnish to the City and the Board of C a s *f t e * f c r 

Education, delivered in their various public buildings aions m - j p u r p o s e 
the lines cf its mains, such amounts of gas as may be 
required by the City or the said Board. Rates for gas fcr such 
public purposes shall be established from time to time by the 
Gas Ccmmission upon the recommendations of Comoany 
and subject to approval by City Council. 

4. In connection with any gas rate study or matter Co.npcny ic furnish 
related thereto, Company shali furnish the Gas Commission T ' : : f c C s s 

such data as mav reasonably be reauired therefor. Co- îsso--. 

5. In the determination of rate schedules for gas, the 
Gas Commission shall establish and apply non- Son-discrimir.a.'cry 
discriminatory rates based on suitable and reasonable r 2 t £ i 

classification of the services provided, taking into 
consideration the preparation of such schedules, the nature 

, , . * . . , Ctass'.ricaltof: of 
and purpose or tne use, tne quantity used, tne time of year 
when used, the available supply of gas and other competine 
fuels, the maximum demand, and such other factors,' 
including state, and federal laws, regulations or guide lines. 

"cuaUty" in the Ordinance 
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as nay be appropriate to the economics of the purchase, 
manufacture, distribution and sale of gas and consistent 
with the intent and purpose of this ordinance and/or 
Agreement. Such rates may provide for sufficient revenue 
to stabilize them over a reasonable number of years. 

6. If conditions warrant, the Company shall pay to the Additions! city 
Ciry, but only from any excess described in clause fo) of psymsr.ts 
subsection 1. of this Section VU, such amounts, in addition 
to those set forth in clause (b) (i) of subsection 1. of this 
Section VII, as may be determined and agreed upon by the 
Gas Ccmmission and Citv Council. 

7. Tne Gas Commission is authorized to establish 
rates for gas users authorizing a reduction in gas rates, in the 
amount of 20% of charges for non-heating and heating 
purposes to his residence, for any individual 65 years of age 
cr older, residing in the City of Philadelphia, who directly 
makes payment to the operator of the Gas Works for gas 
ser/ices at his residence. In order to qualify for any rate 
reduction a person must first apply to the Philadelphia Gas 
Works fcr a rate reduction at least thirty days before the next 
scheduled meter reading. Tne reduction shall then take 
effect at the start of the succeeding billing period. 

S. Notwithstanding any provisions to the contrary 
contained herein, no payments will be made to the City 
under subparagraph (b) cf Paragraph 1 or under Paragraph 6 
of this Section VU until the 520,000,000 Gas Works 
Temporary Loan Note, Series of 1980, cf the City has been Sates 
piid in full with interest. 

SECTION vm 

Pvrcksses cr.d Sales of Nor.-Cas liems 

I . Except in the purchase of unique articles or 
articles which fo: any other reason cannot be obtained in the 
open market, competitive bids shall be secured, pursuant to 
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procurement standards adopted and promulgated by the Gas Purcksscs io be 
Commission, before any purchase, by contract or otherwise, nade by 
is made or before any contract is awarded for material and eompctitiue fc-.is 
supplies, construction, alterations, repairs or maintenance 
or for rendering any services to Company other than 
professional services or for the purchase of any other item, Q3S com^issior to 
thing or service, and the purchase shall be made from or the set pxrzhzsixg 
contract shall be awarded to the lowest responsible bidder. standards 

2. All residuals and by-products from operations, Rssid-ja'.s ts be scU 
unser.-iceable property or equipment shall be sold to the ^ highest 
highest responsible bidder pursuant to standards adopted respcr.sible bidder 
and promulgated by the Gas Commission in a manner 
similar to that required fcr awards of contracts for the 
purchase of goods and services. 

3. All acquisirions, sales and leases of real estate Real estate 
proposed by or for the Gas Works by Company shall be transactions to be 
submitted to the Gas Commission for its action and cpprsved by Ccs 
approval, and shall be submitted to Ciry Council fcr its S3"'^"!''!,:""" 
approval by ordinance. l ' ' ' n"" 

SECTION' IX 

Legal Services 

icu Depcrtr.er.! 

me Law Department cf the City of Philadelphia shall adviser fcr 
be the legal advisor for the Gas Commission and the Gas Ccs Ccnn-.isrior. and 
Works. It shall supervise, direct, and control all of the law pew 
work o: the Gas Commission and the Gas Works including, 
but not limited to, litigation or other legal representation, Ditues of 
Investigation, and drafting of documents including tpsr.msn. 
contracts, bonds and all other legal instruments for the Gas 
Commission and the Gas Works. 

The City Solicitor shall determine whether legal 
services fo: the Gas Works shall be performed by other 
course!, and in such even; he shall designate such counsel City Soticitcr jhstt 
and the compensation therefor in his sole discretion. designate other 

ccunsel 
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All legal services rendered, by the Law Department PCW shad pay for 
and by other special legal counsel, to the Gas Commission itgas ser-jic-s 
and to the Gas Works shall be biUed to the Gas Works and 
shall be payable out of gas revenues. 

SECTION X 

Company's Obligations During Disputes 

•N*o disputes between City and Company concerning Oissuus betwcsrt 
any of the terms or provisions of this Agreement shall Ciry cr.d Corr.psr.y 
release Company from its obligations to manufacture, 
provide and supply gas in accordance with the terms and 
provisions hereof during the existence of this Agreement. 

SECTION XI 

Dsfir.it ions 

Tne following terms are defined for purposes of this 
Agreemer.t as set forth below-. 

1. Director cf Finance - Tne Director of Finance of 
the City of Philadelphia. 

2. Ci.'y Solicitor - Tne City Solicitor of the City of 
Philadelphia. 

3. City Ccr.treliV - The City Controller of the City 
of Philadelphia. 

4. Mayor - Tne Mayor of the City of Philadelphia. 
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5. Ciiy Council - The City Council of the City of 

Philadelphia. 

6. Stresis Commissioner - Tne Commissioner cf 
the Department of Streets of the City of Philadelphia. 

7. Cas Works - A l l of the property, both personal 
and real, including mains and pipes, which together 
constitute the plant and equipment of the Philadelphia Gas 
Works. 

8. Non-Cas Items - Non-gas items include but are 
not limited to every tangible or intangible article, item or 
thing except natural gas and substitute natural gas. 

SECTION XH 

Term 

Tne term of this Agreement shall be for a period of Trc wear ttrrr. 
two (2) years commencing January 1, 1973. Said term shall 
be subject to cancellation by City at any time, or upon the 
expiration of said two (2) years, upon ninety (90) days notice. 
No such cancellation shall be effective unless and until such 
cancellation shall have been approved by resolution or 
ordinance of City Council. In the absence of such notice, the 
term shall be extended for further two (2) year periods upon 
the terms and conditions herein. 

SECTION" xm 

Other Agreements 

.1- Unless approved by the Gas Commission, no Concacis shali nc; 
contract or agreement with a third party, including without terminate, with this 
limitation any union contract covering Gas Works 
personnel, entered into by Company or at its direction on 
behalf of the Gas Works during the term of this Agreement 
shall provide by its terms that it shall terminate or expire in 
the event that this Agreement between City and Company 
shall terminate or expire. 
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2. The City agrees and hereby does, indemnify indemnifxcstion of 
and hold harmless the Directors, the officers and the ^oard by City 
employees of Company, individually and collectively, while 
acting within the scope of their employment, against and 
from any and all personal liability, actions, causes of action, 
and any and all claims made against them whatever in their 
capacities as Directors, Officers or employees of Company 
with regard to this Agreement 

SECTION XIV 

Counterparts 

This Agreement may be executed in counterparts, all 
of which taken together shall constitute one document. 

SECTION XV 

Effectiveness 

This Agreement shall not be effective o: binding 
upon the parties unless it has been approved by an effective 
ordinance oc City Council and has been ratified by the Board 

.of Directors of Company. 
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IN WITNESS WHEREOF, the parties hereto have duly executed this 

Agreement, the corporate seal of the City of Philadelphia has been duly affixed by 
the Mayor of said City, and the corporate seal of the Philadelphia Facilities 
Management Corporation has been duly affixed by an authorized officer thereof, the 
day and year first above written. 

Attest;(s) Pace Reich. 
Deputy to the City Solicitor 

CITY OF PHILADELPHIA 

By: (s) Fraruk L. Rizzo 
Mayor 

By: (s) William A. Costello 
Commissioner of Public Property 

PHILADELPHIA FACILITIES MANAGEMENT CORPORATION 

Attest: (s) Stephen S. Gardner By: (s) F. Eugene Dixcn, Jr. 
Secretary President 

Approved for the City of Phiiade-phia 
as to correctness and form; 

(s) Martin Weinberg 
City Solicitor 
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APPENDIX B 



0 
PROPOSED FINDINGS QF F A C T 

1. The Pennsylvania Public Utility Commission ("Commission") assumed 

jurisdiction ofthe Philadelphia Gas Works ("PGW") on July 1, 2000. 

2. On January 5, 2001, PGW filed Supplement No. 7 to Tariff Gas-Pa. P.U.C. 

No. 1 to become effective March 6, 2001, containing proposed changes in rules, 

regulations and rates calculated to produce $65,000,000 in additional annual 

revenues. 

3. By Order entered February 8, 2001, Commission instituted an investigation 

into the lawfulness, justness and reasonableness of the proposed rate increase. 

4. Pursuant to section 1308(d) ofthe Public Utility Code, 66 Pa. C. S. 

§ 1308(d), Supplement No. 7 to Tariff Gas-Pa. P.U.C. No. 1 was suspended by 

operation of law until October 6, 2001 unless otherwise directed by Order of the 

Commission. 

5. PGW's request for waiver of 52 Pa. Code §53.42(a) which requires that a 

utility file with the Commission written notice 30 days prior to the filing of a rate 

case was granted. 

6. PGW's request to provide notice to customers under the alternative method 

set forth in 52 Pa. Code §53.45(b)(4) was granted. 

7. PGW's request for waiver from providing the infonnation required at 52 

Pa. Code §§53.52 and 53.53 was denied. 



9 
8. PGW's rate increase claims in this proceeding is based on the Company's 

Revised Budget 2000-01 (August 31, 2001).1 

9. PGW's did not provide operating revenues and expenses for the future test 

year ending August 31, 2001 using present rates.2 

10. PGW is projecting total sales volumes of 58,498,387 Mcf and 512,891 total 

customers.3 

11. PGW utilized the historic sales period of September 1, 1999 through 

August 31, 2000, together with adjustments for projections and customer counts 

for the test year ending August 31, 2001.4 

12. PGW's average usage projections and adjustments made to historic data 

reflect the use of 4,555 normalized heating degree-days to projected total sales.5 

13. Weather normalization is a methodology used to restate historic test year 

actual sales on a per customer basis to reflect the level of sales that the utility 

would have achieved had actual heating or cooling degree days been considered 

what is normal.6 

14. PGW utilized a two step process in developing normalized usage for the 

residential and commercial heating class.7 

1 PGW Exhibit Volume I I , Part Two, Revised Exhibits A - l , A-2, A-3, PGW Exhibit HSG-5, Schedule 7, at 
page 1, PGW St. 5.0, at page 3 and PGW St. 1.0, at page 3. 
* PGW Exhibit Volume I I , Exhibit A- l -1 . 
3 PGW Exhibit HSG-1, Schedule 4-A. 
4 OTS St. No. 2 at page 7. 
5 PGW St. No. 4 at page 4. 
6 OTS St. No. 2 at pages 4-5. 
7 OTS St. No. 2 at page 8. 



15. The first step utilized by PGW in developing normalized usage for 

residential and commercial heating class was the base load usage, which is a non-

heating load, determined by averaging sales during July, August and September 

1998.8 

16. The second step utilized by PGW in developing normal heating usage was 

the adjusting of actual historic sales using a computer model and a normal year of 

4,555 heating days to determine the normal heating usage.9 

10. The mathematical calculation for PGW's two-step process is the base load 

usage plus the normal heating usage equals the total usage for residential and/or 

commercial class.10 

11. PGW is claiming an average usage of 100.94 Mcf per residential heating 

customer and 445.21 Mcf per commercial heating customer.11 

12. PGW had a history of billing discrepancies that were corrected during the 

year 2000.12 

13. The Commission should not rely on projections, base load, and heat load 

calculations made before PGW's billings corrections were made.13 

14. The proper basis for determining PGW's average usage per residential 

heating customer and commercial heating customer is the weather normalized 

8 OTS St. No. 2 at page 8. 
9 PGW St. No. 4 at page 4. 
1 0 OTS Exhibit No. 2, Schedule 1. 
1 1 PGW Exhibit HSG-1, Schedule 4A, at page 1. 
1 2 PGW St. No. 1 at pages 25-27. 
1 3 OTS St. No. 2 at page 10. 



• o 
heating load for the year 2000 and using the actual sales for July, August and 

September 2000 to determine base load.1 4 

15. Using the weather normalized heating load for the year 2000 and PGW's 

actual sales for July, August and September 2000 to detennined base load, PGW's 

average usage per residential heating customer should be increased to 103.91 Mcf, 

and the average usage per commercial heating customer should be increased to 

477.11 Mcf per year.15 

16. By increasing PGW's projected use per residential heating customer to 

103.91 Mcf per year when determining proposed rates, the Company will receive 

$12,892,000 in additional revenue at proposed rates.16 

17. By increasing PGW's projected use per commercial heating customer to 

477.11 Mcf per year when determining proposed rates, the Company will receive 

$6,859,000 in additional revenue at proposed rates.17 

18. After re-running its computer analysis that predicts sales, by replacing the 

number of average heating days with the actual number of heating degree days, 

using the most recent five month period from November 2000 through March of 

2001, PGW's forecasting model is only off by 2%. 1 8 

1 4 OTS St. No: 2 at page 9. 
, 5 OTS St. No. 2 at page 9. 
1 6 OTS Exhibit No. 2, Schedule 3, page 2, column C, Line 14. 
1 7 OTS Exhibit No. 2, Schedule 4, page 2, column C, Line 14. 
1 8 PGW St. No. 4.1,31 page 3. 



19. PGW's utilization ofthe most recent five-month period from November 

2000 through March 2001 is not valid, when compared to OTS' twelve-month 

period.1 9 

20. Record high natural gas prices this past winter could have caused some 

customers to use less gas.20 

21. PGW's five-month analysis is invalid, since the Company kept all the 

inputs the same when comparing firm sendouts to calculated sales, as it is possible 

that some of these other inputs could have changed and should have also been 

updated.21 

22. PGW witness White's table on page 2 of PGW St. No. 3.1, shows that the 

Company sent out less gas in February 2001 than the computer model predicted 

that customer should have used.22 

23. The average annualized normalized sales for each residential heating class 

customer was determined by dividing the total normalized usage of 44,069,567 

Mcf by the averageof 424,099 customers for determining the total annual 

normalized usage for January 2000 through December was 103.91 Mcf. 2 3 

24. In this proceeding, PGW projected 412,910 residential heating customers 

and 19,061 commercial heating customers.24 

1 9 OTS St. No. 2SR, at page 2 and OTS St. No. 2, at page 9. 
2 0 OTS St. No2SR, at page 3. 
2 1 OTS St. No. 2SR, at pages 2-3. 
2 2 PGW St. No. 3.1, at page 2 and OTS St. No. 2SR, at page 3. 
2 3 OTS Exhibit No. 2, Schedule 3, page 1, column E, Line 24. 
2 4 PGW Exhibit HSG-1, Schedule 4-1, page 1. 



25. The projected number of customers in the residential heating and 

commercial heating classes for the last four months of 2000 do not match the 

actual number of customers in these classes for the last four months of 2000.25 

26. By adding the number of actual residential heating customers for each 

month in the year 2000, and dividing the total by 12 months, indicates that the 

average number of residential customers in the year 2000 was 424,099.26 

27. By adding the actual residential heating customers for each month in the 

year 2000, and dividing the total by 12 months, results in there being 11,189 more 

than the 412,190 residential heating customers claimed by the Company in its 

proof of revenue schedules.27 

28. By recognizing the 11,189 additional residential heating customers, the 

proposed increase in revenues is $27,114,000. 

29. By adding the actual commercial heating customers for each month in the 

year 2000, and dividing the total by 12 months, results in their being 51 more than 

the 19,061 commercial heating customers claimed by the Company in its proof of 

revenues schedules.29 

30. By recognizing the 51 additional commercial heating customers, the 

proposed increase in revenues is $$7,149,000.30 

2 5 OTS St. No. 2, at page 16. 
2 6 OTS Exhibit No. 2, Schedule 3, page 1, column B. 
2 7 PGW Volume III, Exhibit HSG-1, page 1 and OTS Exhibit No. 2, Schedule 3, page 3, line 3. 
2 8 OTS Exhibit No. 2, Schedule 3, page 4, column C, Line 21. 
2 9 PGW Exhibit HSG-1, Schedule 4A, page 1 and OTS Exhibit No. 2, Schedule 4, page 3, column C, line 3. 
3 0 OTS Exhibit No. 2, Schedule 4, page 4, column C, line 21. 



31. In the rebuttal phase of the proceeding, after comparing the actual records 

for February 2001 and the projected numbers for March 2001, PGW concluded 

that residential customers should be increase by 9,709 customers and the number 

of commercial customers should be increase by 700 customers.31 

32. In the rebuttal phase of the proceeding, PGW conceded that revenues 

should be increased slightly less than $2 million to reflect the additional residential 

32 

and commercial customers paying the proposed monthly customer charges. 

33. The actual number of customers in March 2000 was 5,035 less than the 

average for the year, indicating that using one month total is not indicative of a 

normal year.33 

34. After conceding that 10,409 customers needed to be added, PGW is 

refusing to add gas usage for these additional customers.34 

35. If the both the average use per customer and number of customer 

adjustments proposed by OTS are accepted by the Commission, the total cost of 

gas adjustment would be $16,195,000 for the residential heating class and 

$4,284,000 for the commercial heating class.35 

36. The Company is requesting a $45 million increase in its customer charge 

plus a $20 million increase in its volumetric rates.36 

3 1 PGW St. No. 4.1, at pages 6-7. 
3 2 PGW St. No. 4.1, at page 8. 
3 3 OTS Exhibit No. 2, Schedule 3, page 1, column B. 
3 4 PGW St. No. 4.1, at page 7. 
3 5 OTS Exhibit No. 2, Schedule 3, at page 4, column C, Line 24 and OTS Exhibit No. 2, Schedule 4, at 
page 4, column c, Line 24. 
3 6 OTS St. No. 1, at page 2. 
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37. On February 21, 2001, the Commission adopted a Settlement Agreement, 

which granted PGW a base rate increase of $ 11 million that was included in the 

customer charge, and the increase effectively reduced the Company's customer 

charge requested increase from $45 million to $34 million and reduces its overall 

request to $54 million. 3 7 

38. PGW engaged the Lukens Energy Group, Inc. for $100,000 to review the 

cost-of-service study and develop a revenue requirement that PGW would require 

38 

i f the Company were an investor owned utility. 

39. Based upon the fact that rate case expense is an ongoing, although recurring 

at irregular intervals, the rate case expense is subject to normalization for 

ratemaking purposes, not amortization.39 

40. While the uncollectible account expense is a prospective claim, the proper 

calculation begins with an historic analysis of actual net write-offs to gross 

revenues to develop an historic write-off ratio.4 0 

41. When the write-off percentage of 7.6160% is applied to the projected total 

future test year sales revenues of $802.6 million, the result is an allowance of 

$61.1 million. 4 1 

3 7 OTS St. No. 1, at page 3. 
3 8 OTS St. No. 1, at page 10. 
3 9 OTS St. No. 1, at page 9. 
4 0 OTS St.No. 1, at page 6. 
4 1 OTS St.No. 1, at pages 7-8. 



42. A five-year historic analysis is current enough to reflect present customer 

payment tendencies and sufficiently long enough to levelize any fluctuation in 

write-off activity by the Company.42 

43. The bad debt percentage of 7.6160 is known and measurable, and the 

recommendation is based on a five-year average of actual net write-offs to gross 

revenues 4 3 

44. PGW does not have the ability to compete against alternate fuel sources by 

flexing their rates.44 

45. In recognition ofthe Company's inability to flex its rates, OTS modified its 

recommendation to allow $385,000 for Promotional Activities to be recovered 

from PGW's ratepayers.45 

46. OTS recommended increase of $44 million in revenues is well in excess of 

the minimum requirements set forth in the Bond Ordinances.46 

47. OTS recommended increase of $44 million in revenue show a cash flow 

analysis for the fiscal year ended August 31, 2001 of an ending cash balance of 

$9.2 million 4 7 

48. The ending cash balance using OTS' recommendation of $44 million in 

revenue plus the Interim rate relief is approximately $21.7 million. 

4 2 OTS St.No. 1,31 page 8. 
4 3 OTS Exhibit No. 1, Schedule 4. 
4 4 Tr. 567. 
45 Tr. 743. 
4 6 OTS St. No. 5, at pages 4-5. 
4 7 OTS Exhibit No. 5, Schedule 3 
4 8 OTS St. No. 1SR, at pages 1-2. 
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49. The Company's rebuttal schedules designed to reflect the impact of OTS1 

recommended $44million increase did not reflect OTS1 corresponding adjustments 

to the Company's Filing. 4 9 

50. PGW witness Sullivan's testimony and study extends outside the future test 

year, by using PGW fiscal years ending August 31, 2002 through August 31, 

2006.50 

51. PGW includes Purchase Electric Expenses in its GCR mechanism for 

approximately $965,000 for purchased electric.51 

52. The purchased electric costs represent the electrical usage by the plants and 

buildings of the Company.52 

53. Purchased Electric Expenses are non-natural gas costs.53 

54. PGW's Customer Responsibility Program is a low-income customer 

assistance program.54 

55. The costs for the Customer Responsibility Program are recovered through 

PGW's GCR mechanism.55 

56. The costs for the Customer Responsibility Program are non-natural gas 

costs.56 

4 9 Tr. 602-603 
5 0 PGW St. No. 8, Table 10. 
5 1 OTS St. No. 3, at page 32. 
5 2 OTS St. No. 3, at page 33. 
5 3 OTS St. No. 3, at page 33. 
5 4 OTS St. No. 4, at page 2. 
5 5 OTS St. No. 4, at page 3. 
5 6 OTS St. No. 4, at page 3. 
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57. The Conservation Works Program is a customer program designed to 

provide cost-effective energy savings to PGW's low-income customers, who 

participate in the Customer Responsibility Program.57 

58. The costs for the Conservation Works Program are recovered through 

PGW's GCR mechanism.58 

59. The costs for the Conservation Works Program are non-natural gas costs.59 

60. PGW's Senior Citizens Discount Program is a customer assistance program 

which provides for reduced monthly charges to those customers who are City 

residents, 65 years of age or older, and pay for gas service at their residence.60 

61. Customers meeting the age and residential requirements pay only 80 

percent of their total monthly bill for gas service and receive a discount of 20 

percent.61 

62. The costs for the Senior Citizens Discount Program are being recovered 

through PGW's GCR mechanism.62 

63. The costs for the Senior Citizens Discount Program are non-natural gas 

costs.63 

64. The costs of the non-natural gas programs in the GCR mechanism are as 

follows: (1) $36,852,448 for the Customer Responsibility Program; (2) $2,200,000 

5 7 OTS St. No. 4, at page 5. 
5 8 OTS St. No. 4, at page 5. 
5 9 OTS St. No. 4, at page 5. 
6 0 OTS St. No. 4, at page 5. 
6 1 OTS St. No. 4, at page 5. 
6 2 OTS Exhibit No. 4, at page 8 and OTS St. No. 4, at page 12. 
6 3 OTS St.No. 4, at page 12. 
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for the Conservation Works Program; (3) $21,884,717 for the Senior Citizens 

Discount Program and (4) $965,000 for Purchased Electric Expenses.64 

65. PGW's customers who receive the senior citizens discount are not means-

tested for income eligibility.65 

66. The majority ofthe PGW customers receiving the senior citizens discount 

are above the 150 percent ofthe Federal poverty level, which is the threshold for 

eligibility to participate in PGW's Customer Responsibility Program.66 

67. Since 1998, PGW has not monitored the participants in the Senior Citizens 

Discount Program to ensure that all those receiving discounts are in fact eligible to 

receive the senior citizen discount.67 

68. PGW has agreed to meet with the Office of Trial Staff in a workshop 

environment, to address the unresolved Tariff issues.68 

69. The costs assigned in PGW's Cost of Service Study to each customer class 

have been compared to the revenue produced by the rates in the Company's 

proposed Gas Rate Tariff, as presented in its Base Rate Case filing of January 

2001.69 

6 4 OTS St. No. 3, at page 32 and OTS St. No. 4, at page 13. 
6 5 OTS St. No. 4, at page 8. 
6 6 OTS St. No. 4, at page 8. 
6 7 OTS Exhibit No. 4, Schedule 3. 
6 8 PGW St. No. 4.1, at page 14. 
6 9 PGW St. No. 5, at page 2. 
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70. The Company compares the revenue requirements by customer class, which 

are needed to achieve the surplus, to the costs required to serve each customer 

class.70 

71. The Company predetermines the revenue requirement by relying on their 

cash flow analysis.71 

72. The Company's Cost of Service Study is not needed in a cash flow filing 

except for (1) a comparison between proposed revenues and class cost 

responsibility and (2) a guide to set customer charges.72 

73. The Company should perform a fiilly allocated class Cost of Service Study 

73 

at present and proposed rates for the its next base rate filing. 

74. There are several customer classes in which the revenues do not equal the 

costs allocated to that customer class.74 

75. The increase in the customer charge will generate approximately $44.5 

million of the requested total increase of $65 million.7 5 

76. The average Residential customer charge is $10.35 per month, the average 

Commercial customer charge is $16.79 per month, and the average Industrial 

customer charge is $59.50 per month for the seven largest natural gas utilities in 

Pennsylvania.76 

7 0 OTS St. No. 3, at page 4. 
7 1 OTS St. No. 3, at page 7. 
7 2 OTS St. No. 3, at page 8. 
7 3 OTS St. No. 3, at page 9. 
7 4 OTS St. No. 3, at page 11. 
7 5 PGW St. No. 4, at page 6. 
7 6 OTS Exhibit No. 2, Schedule 5. 
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77. PGW witness White testified that Equitable Gas Company should be used 

in determining an appropriate customer charge for PGW.77 

78. PGW witness White acknowledges that OTS' recommended residential 

customer charge for PGW was based on Equitable's Gas Company residential 

customer charge.78 

7 7 PGW St. No. 4.1,31 page5. 
7 8 Tr. 684 and OTS Exhibit No. 3, Schedule 5. 
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APPENDIX C 



PROPOSED CONCLUSION OF LAW 

1. The Philadelphia Gas Works did not satisfy its Burden of Proof pursuant to 

66 Pa. C.S.A. §315(a) that its proposed increase in rates of $65 million was just 

and reasonable. 

2. That Philadelphia Gas Works' claims for a rate increase is based on its 

Revised Budget for 2000-01, which creates a future test year ending August 31, 

2001. 



tl 

APPENDIX D 



PROPOSED ORDERING PARAGRAPHS 

IT IS ORDERED: 

1. That Philadelphia Gas Works' Supplement No. 7 to Tariff Gas-Pa. P.U.C. 

No. 1 filed January 4, 2001 and docketed at R-00006042 is hereby granted, 

consistent with this Recommended Decision. 

2. That Philadelphia Gas Works is hereby authorized to file Tariff Supplement 

designed to change rules, regulations and rates calculated to produce $33,000,000 

in additional revenues. 

3. That all complaints filed in opposition to the Philadelphia Gas Works' base 

rate increase are hereby granted in part and dismissed in part, consistent with this 

Recommended Decision. 

4. That Philadelphia Gas Works shall make a Compliance Filing with 

Pennsylvania Public Utility Commission implementing this Recommended 

Decision. 

5. That Philadelphia Gas Works shall meet in a collaborative with the Office 

of Trial Staff for the purpose of resolving Tariff issues. 

6. That Philadelphia Gas Works' shall submit a plan to the Commission 

outlining its Recertification of Participants in the Senior Citizens Discount 

Program. 



7. That Philadelphia Gas Works' shall submit a plan to the City Council of 

Philadelphia outlining the phase-out of the Senior Citizens Discount Program over 

a five (5) year period. 

8. That Philadelphia Gas Works' shall move all eligible participants in the 

Senior Citizens Discount Program into Customer Responsibility Program. 

9. That Philadelphia Gas Works' shall mean-test all participants in the Senior 

Citizens Discount Program at 150% of the Federal poverty level or below. 

10. That Philadelphia Gas Works shall remove all non-natural gas expenses 

from its GCR mechanism, move the expenses into Base Rates. 
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Table I 
Page 1 of 2 

PHILADELPHIA GAS WORKS 
INCOME STATEMENT 

FISCAL YEAR ENDING AUGUST 31.2001 

6/8/00 Volume 11/10 OTS A] us ted 
Revised Budget 2000-01 OTS Aiustments Revised Budaet 2000-01 

(Dollars In Thousands) (Dollars in Thousands) (Dollars in Thousands) 

OPERATING REVENUES 
Non-Heating $121,544 $121,544 

Gas Transport Service 3,656 $3,656 

Heating 535,415 $34,263 $569,678 

Proposed Base Rate Increase 65,000 | $33,000 | 

CRP/CWP/Senior Discount $60,937 $60,937 

Interim Increase 0 $11,000 $11,000 

Electric Cost from GCR $965 $965 

Unbilled Adjustment 1,844 $1,844 

Total Gas Revenues $727,459 $802,624 

Appliance Repair & Bill Paid Tum-Ons 13,233 13,233 

Ofher Operating Revenues 14.793 14,793 

Total Other Operating Revenues 28.026 28.026 

Total Operating Revenues $755,485 830,650 

OPERATING EXPENSES 
Natural Gas $394,576 $20,479 $415,055 

Other Raw Material 10 $10 

Sub-Total Fuel $394,586 $415,065 

Contribution Margins $360,899 $415,585 

Gas Processing 13,968 13,968 

FieldServices 33,061 33.061 

Distribution 13,601 13,601 

Customer Affairs 31.208 31.208 

Electric Costs 965 965 

Social Programs 60.937 60,937 

Bad Debt Expense 65,297 (4.169) 61,128 

Marketing & Point of Sale Expenses 6,713 ($1,260) 5,453 

Admin islrative & General 45,407 ($362) 45,045 

Health Insurance 26,290 26,290 

Capitalized Fringe Benefits (5,333) (5,333) 

Capitalized Administrative Charges (6,815) (6,815) 

Regulatory Asset Amortization 3.750 3,750 

Amortization of Restructuring Costs 965 965 

•Year 2000 & Deregulation Amortization 888 888 

Pensions 1.376 1,376 

Taxes 6.548 6,548 

Amortization of Non-Recumng IT Costs 0 0 

Personnel Reductions/Retirements (2,500) (2,500) 

Cost Savings/Productivity Improvements (10.000) (10,000) 

Sub-Total Other Oper. & Maintenance $224,424 $280;535 



Table 1 
Page 2 of 2 

PHILADELPHIA GAS WORKS 
INCOME STATEMENT 

FISCAL YEAR ENDING AUGUST 31.2001 

8/8/00 Volume 11/10 
Revised Budget 2000-01 
(Dollars in Thousands) 

OTS Aiustments 
(Dollars In Thousands) 

OTS Ajustments 
Revised Budget 2000-01 
(Dollars in Thousands) 

Depreciation 
Cost of Removal 
To Clearing Accounts 

TOTAL OPERATING EXPENSES 

OPERATING INCOME 

Other Income 
Income Before Interest 

$33,381 
2,500 

(3,344) 
$32,537 

$651,547 

$103,938 

6.106 
$110,044 

$33,381 
$2,500 

($3,344) 
$32,537 

$727,752 

$102,898 

6,106 
$109,004 

Interest 
Long-Term Debt 
Other 
AFUDC 
Loss From Extinguishment of Debt 

Total Interest 

NET INCOME 
City Payment 
Net Earnings 

47,871 
6,102 

(346) 
4,162 

$57,789 

$52,255 
18,000 

$34,255 

47,871 
6,102 

(346) 
4.162 

57,789 

$51,215 
$18.000 
$33,215 
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Table If 

PHILADELPHIA GAS WORKS 
CASH FLOW STATEMENT 

FISCAL YEAR ENDING AUGUST 31,2001 

8/8/00 Volume 11/10 
Revised Budget 2000-01 

(Dollars in Thousands) 

SOURCES 
Net Income 
Depreciation and Amortization 
Earnings on Restricted Funds 
impact of Refunded Debt Service 
lncreased/{Decreased) Other Liabilities 

Available From Operations 

Funds Required for Capital 
Capital Leasing 
Temporary Financing 

TOTAL SOURCES 

$51,215 
42,827 

451 

3.682 
$98,175 

34,000 
6,000 

0 
$138,175 

USES 
Net Construction Expenditures $62,293 

Funded Debt Reduction: 
Revenue Bonds 
PMA Leases/Subordinate Debt 
Capital Leases 
Temporary Financing 

Notes Payable- CNG Acquisition 
Temporary Financing Repayment 
Distribution of Earnings 
Additions To (Reductions of) Non-Cash Working Capital 

Cash Needs 
Cash Surplus (Shortfall) 

TOTAL USES 

34,192 
1,065 
6,901 

0 
59 

18,000 
14,891 

137,401 
774 

$138,175 

Cash- Beginning of Period 
Cash- Surplus (Shortfall) 

ENDING CASH 

$8,425 
774 

$9,199 

Internally Generated Funds 
Outstanding Commercial Paper 

22,293 
97,000 
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Table 

PHILADELPHIA GAS WORKS 
DEBT SERVICE COVERAGE 

FISCAL YEAR ENDING AUGUST 31,2001 

DEBT SERVICE COVERAGE 8/8/00 Volume 11/10 
Revised Budget 2000-01 
(Dollars in Thousands) 

FUNDS PROVIDED 
Total Gas Revenues 
Other Operating Revenues 

Total Operating Revenues 
Other Income Less Restricted Funds 
AFUDC (Interest) 

TOTAL FUNDS PROVIDED 

$802,624 
28.026 

830,650 
6,557 

346 
$837,553 

FUNDS APPLIED 
Fuel Costs 
Other Operating Costs 

Total Operating Expenses 
PMA Lease Cost 
$20.IM Capital Lease Cost 
$23M Capital Lease Cost 
Less: Non-Cash Expense 

TOTAL FUNDS APPLIED 

$415,065 
312.687 
727,752 

0 
3,980 
3,997 

37,272 
$698,457 

Funds Available to Cover Debt Service 
Add-back Lease Costs 
Funds Available Excluding Lease Costs 

1975 Ordinance Bonds Debt Service 
Debt Service Coverage 1975 Bonds 

Net Available after Prior Debt Service 
PMA & Other Capital Leases 
Net Available after Prior Capital Leases 

1998 Ordinance Bonds Debt Service 
Debt Service Coverage New Bonds 

Net Available after New Debt Service 

139,096 
7,977 

147,073 

51,611 
2.85 

95,462 
7,977 
87,485 

29,449 
2.97 

58,036 

1998 Ordinance Subordinate Bond Debt Service 
Debt Service Coverage Subordinate Bond 

1,990 
29.16 
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Pennsylvania Public Utility Commission 
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Philadelphia Gas Works 

Docket No. R-00006042 

CERTIFICATE OF SERVICE 

I hereby certify that I am serving the foregoing Main Brief of the 

Office of Trial Staff, dated June 21,2001, either personally, by first class mail, 

electronic mail, or by fax upon the persons listed below: 
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BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISS 

PENNSYLVANIA PUBLIC UTILITY 
COMMISSION 

v. 

PHILADELPHIA GAS WORKS 

DOCKET NO. R-00006042 

PHILADELPHIA GAS WORKS' MOTION. ̂ Qf n r 

REOPEN THE RECORD ^ 5 

Philadelphia Gas Works ("PGW") submits this Motion, pursuant to 52 Pa. Code §§5.103 

and 5.571, requesting that the Commission reopen the record to include inlherecord the 

executed Credit Agreement reflecting PGW's successful renewal of its commercial paper 

program. The status of the commercial paper program was a subject of discussion during the 

proceeding, but the renewal occurred after the record closed. The Credit Agreement provides 

relevant facts that should be avail^sle to the PUC in considering PGW's permanent rate request 

including: 

,h^^ipe^lal*paper program was successfully renewed for a period of 1 year 

at the full $100 million level. 

— PGW is required to reduce its outstanding commercial paper to $80 million by 

the end of FY 2002. 

In support of this Motion, PGW states as follows: 

1. Through the above captioned docket, the Commission is reviewing a request by 

PGW for base rate relief. The matter was assigned to ALJ Cynthia Williams Fordham for the 

DSH:27720. 



development of a record. Testimony has been filed, hearings have been conducted and the 

evidentiary record was closed on May 31, 2001. 

2. The level of base rate relief PGW requires to fulfill its bond covenants, satisfy its 

fmancial obligations when they come due and maintain access to the capital markets was a 

critical issue in this proceeding. One of its financial obligations is its commercial paper program. 

3. On June 12, 2001, Morgan Guaranty Trust Company renewed the Letter of Credit 

that is necessary for the maintenance of PGW's commercial paper program at the $100 million 

level, although it required PGW to reduce the amount of outstanding commercial paper by $20 

million by the end of FY 2002. 

4. The Amended and Restated Credit Agreement is attached to this Motion and 

identified as PGW Exhibit BB-3. A verified statement by Ms. Bisgaier authenticating the 

Agreement is also attached (marked for identification as PGW St. 2.2). 

5. Inclusion of the Amended and Restated Credit Agreement in the record of these 

proceedings will provide relevant information concerning the status of one of PGW's key 

financial obligations and sources of external financing. 

6. Accordingly, PGW requests the ALJ to reopen the record to accept PGW exhibit 

BB-3, attached to this Motion, as a late filed exhibit pursuant to 52 Pa. Code § 5.571. 

7. PGW has discussed this Motion with the following parties who have indicated 

that they do not oppose reopening the record for the inclusion of the Restated Credit Agreement 

or the Bisgaier Statement: the Office of Consumer Advocate; the Office of Trial Staff; the Office 

of Small Business Advocate; the Philadelphia Industrial and Commercial Gas Users Group; and 

DSH:27720. 



CEPA. The other active parties were notified of PGW's proposed Motion, but PGW was not 

able to discuss it with them prior to filing. 

WHEREFORE, for all of the foregoing reasons, PGW requests the ALJ to reopen 

the record to accept exhibit BB-3 and PGW statement the Morgan Guaranty Trust Company 

Amended and Restated Credit Agreement, and PGW St. 2.2 as a late filed submission into this 

record. 

Respectfully submitted, 

Daniel Clearnetd' 
Mark Stewart 
Wolf, Block, Schorr and Solis-Cohen LLP 
212 Locust Street, Suite 300 
Harrisburg, PA 17101 
(717) 237-7160 

Dated: June 20, 2001 
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# 

BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 

In Re: Petition of Philadelphia Gas Works for 
Waiver of Certain Notification and Filing 
Requirements and Establishment of 
Expedited Hearing Schedule for Base 
Rate Proceeding 

Docket No. R-00006042 

VERIFIED STATEMENT OF BARBARA C. BISGAIER 

1. I am the same Barbara Bisgaier who has presented testimony in the above 

captioned proceeding. 

2. Attached to this Statement is a copy of the amended and restated Credit 

Agreement between the Philadelphia Gas Works and the Morgan Guaranty Trust Company. The 

amended and restated Credit Agreement was executed on June 12, 2001 and amends the original 

Credit Agreement dated May 28, 1999. 



VERIFICATION 

I , Barbara C. Bisgaier, hereby state that the facts above set forth in the foregoing 

statement are true and correct (or are true and correct to the best of my knowledge, infonnation 

and belief)- I understand that the statements herein are made subject to penalties of 18 Pa. C.S. 

§ 4904 (relating to unsworn falsification to authorities). 

Barbara C. Bisgaier 

Dated: 



EXHIBIT BB-3 



CREDIT AGREEMENT 

Dated as of May 28, 1999 

As amended and restated 
as of June 12, 2001 

between 

CITY OF PHILADELPHIA, PENNSYLVANIA 

and 

FIRST UNION NATIONAL BANK., 

PNC BANK, NATIONAL ASSOCIATION, 

THE BANK OF NOVA SCOTIA, 

MELLON BANK, N.A. 

and 

MORGAN GUARANTY TRUST COMPANY OF NEW YORK, 

as Agent 

Relating to 

$100,000,000 

Gas Works Revenue Notes, CP Series C 

of 

City of Philadelphia, Pennsylvania 

NYY76955.5 
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CREDIT AGREEMENT 

This amended and restated Credit Agreement (as so amended and restated, the "Agreement") 
is dated as of May 28, 1999 as amended and restated as of June 12, 2001 between the City of 
Philadelphia. Pennsylvania (the "Borrower") and Morgan Guaranty Trust Company of New York 
(the "Agent") and First Union National Bank, PNC Bank, National Association, The Bank of Nova 
Scotia and Mellon Bank, N.A. (collectively, the "Non-Agent Banks" and together with the Agent, 
the "Banks"). 

SECTION I . 

DEFINITIONS AND ACCOUNTING TERMS 

Section 1.1 Definitions. 

"Act" means The City of Philadelphia Municipal Utility Inventory and Receivables Financing 
Act (Act No. 231, approved December 1, 1982). 

"Amendment" means the Amendment and Restatement of the Original Credit Agreement and 
the Original Letter of Credit. 

"Amendment Date" means the date on which this Agreement and the Letter of Credit have 
been executed by the Borrower and the Agent and the Non-Agent Banks and all the conditions 
precedent set forth in Section 5.4 hereof shall have been satisfied. 

"Available Credit" means at the time any determination thereof is made, the Commitment 
less Credits Outstanding. 

"Base Rate" means the rate of interest established by the Agent from time to time in New 
York, New York, as its U.S. Dollar base rate. 

"Borrowing" means the incurrence of a Loan on a given date (or resulting from conversions 
or continuations on a given date). 

"Business Days" means a day on which banks are open for business in New York, New York 
and Philadelphia, Pennsylvania. 

"Commercial Paper" means short term Gas Works Revenue Notes, CP Series C issued and 
outstanding pursuant to the General Ordinance and the Committee Resolution and which are entitled 
to the benefit of the Letter of Credit; provided, however, that if the events described in Section 2.1 (b) 
hereof occur, the term "Commercial Paper" shall no longer mean the Gas Works Revenue Notes, CP 
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Series C, but shall mean the commercial paper supported by the Letter of Credit amended as 
provided in Section 2. 1(b). 

"Commercial Paper Dealer" means Goldman, Sachs & Co. or such other firm designated by 
the Borrower by notice to and with the prior written consent of the Agent. 

"Commercial Paper Dealer Agreement" means the agreement between the Borrower and the 
Commercial Paper Dealer with respect to the purchase and sale of Commercial Paper, as 
supplemented or amended from time to time with the prior written consent ofthe Agent. 

"Commercial Paper Memorandum" means any infonnation statement, commercial paper 
memorandum or offering material used in connection with the sale of the Commercial Paper. 

"Committee Resolution" means the Resolution or Resolutions ofthe Committee of the City 
of Philadelphia authorizing the transactions contemplated herein in form and substance satisfactory 
to the Agent, as supplemented or amended from time to time with the prior written consent of the 
Agent and any further reenactment thereof. 

"Commitment" or "Commitment Amount" means the commitment ofthe Agent under this 
Agreement, the Letter of Credit and the Note to advance funds on the terms and conditions hereof 
and thereof in an amount equal to $100,000,000 or such lesser or greater amount to which the 
Commitment may be reduced or increased pursuant to the terms of Section 4.4 of this Agreement. 

" Credit Event" means any combination of the following, as the context may indicate: (a) the 
issuance of Commercial Paper, (b) the issuance ofthe Letter of Credit or (c) the makingof a Loan. 

"Credits Outstanding" means, at any date of detennination thereof, the sum of (a) the 
aggregate amount of Letter of Credit Disbursements to the extent theretofore not reimbursed by the 
Borrower or converted into a Loan pursuant to Section 3.1 hereof and (b) the aggregate amount of 
unpaid principal of Loans outstanding. 

"Documents" means the Commercial Paper, this Agreement, the Note, the Fiscal Agent 
Agreement, the Commercial Paper Dealer Agreement, the Senior Bond Ordinance the General 
Inventory and Receivables Gas Works Revenue Note Ordinance of 1998, the General Gas Works 
Revenue Bond Ordinance of 1998, the First Supplemental Ordinance to the General Gas Works 
Revenue Bond Ordinance of 1998, the Second Supplemental Ordinance to the General Gas Works 
Revenue Bond Ordinance of 1998, the Third Supplemental Ordinance to the General Gas Works 
Revenue Bond Ordinance of 1998, the Fourth Supplemental Ordinance to the General Gas Works 
Revenue Bond Ordinance of 1998, the Act and all agreements, certificates or other instruments 
executed by the Borrower in connection with the issuance of the Commercial Paper and the Letter 
of Credit. 

" Dollars" or "$" means lawful currency of the United States of America. 
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"Effective Date" means the date on which the Original Credit Agreement was executed by 
the Borrower and the Agent and the Original Banks and all the conditions precedent set forth in 
Section 5.1 thereof were satisfied and the Original Letter of Credit was issued. 

"Eligible Assignee" means (i) a commercial bank organized under the laws of the United 
States, or any State thereof; (ii) a commercial bank organized under the laws of any other country 
that is a member of the Organization for Economic Corporation and Development ("OECD") or has 
concluded special lending arrangements with the International Monetary Fund associated with its 
General Arrangements to Borrow, or a political subdivision of any such country, provided that such 
bank is acting through a branch or agency located in the United States; (iii) a finance company, 
insurance company or other fmancial institution or fimd (whether a corporation, partnership or other 
entity) engaged generally in making purchasing or otherwise investing in commercial loans in the 
ordinary course of its business; (iv) the central bank of any country that is a member of the OECD; 
or (v) any Bank; provided, however, that (A) any such Person described in clause (i), (ii), (iii) or (iv) 
is also subject to approval by the Agent. 

"Event of Default" means any of those Events of Default specified in Section 9. 

"Expiration Date" means August 15,2002 or such later date to which the Agent may extend 
such date of expiration of the Letter of Credit pursuant to the terms of Section 2.2 hereof. 

"Face Amount", at the time any determination thereof is made, means the principal amount 
of Commercial Paper, together with the amount of interest on such Commercial Paper, to the stated 
maturity thereof. 

"Federal Reserve Board" means the Board of Governors of the Federal Reserve System as 
constituted from time to time. 

"Fiscal Agent" means U.S. Bank Trust National Association or any successor to or substitute 
therefor acting as depositary and issuing agent for the holders of Commercial Paper designated by 
the Borrower with the prior written consent ofthe Agpnt. 

"Fiscal Agent Agreement" means the agreement between the Borrower and the Fiscal Agent 
with respect to Commercial Paper, in form and substance satisfactory to the Agent, as supplemented 
or amended from time to time with the prior written consent of the Agent. 

"Fitch" means Fitch, Inc., New York, New Yoik, or any successor rating agency thereto. 

" General Ordinance" means the General Inventory and Receivables Gas Works Revenue 
Note Ordinance of 1998, or any subsequent reenactment thereof, as supplemented or amended from 
time to time with the prior written consent of the Agent, and in accordance with Section 11.1 (e) 
hereof. 
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"Governmental Authority" means any national, federal, state or local government (whether 
foreign or domestic), any political subdivision thereof or any gpvemmental, quasi-governmental, 
judicial, public or statutory instrumentality, authority, body or entity, or any other regulatory bureau, 
authority, body or entity. 

"InterestPayment Date" means (a) the last Business Day of each March, June, September and 
December and (b) the date of the last principal repayment of the Loan. 

"Interest Period" shall have the meaning provided in Section 3.3 hereof 

"Letter of Credit" means the amended and restated letter of credit issued by the Agent on the 
Amendment Date pursuant to Section 2.1 hereof, substantially in the form of Exhibit A hereto, as 
the same may be amended pursuant to this Agreement. 

"Letter of Credit Disbursements" means anypayment or disbursements made by or on behalf 
of the Agent pursuant to a drawing under the Letter of Credit. 

"Letter of Credit Fees" means, collectively, the fees enumerated in Section 4.1. 

"Letter of Credit Termination Date" means the earlier of (a) the Expiration Date or (b) the 
date on which the Letter of Credit otherwise terminates in accordance with its terms. 

"Lien" means, with respect to any asset, any mortgage, lien, pledge, charge, security interest 
or encumbrance of any kind in respect of such asset. 

"Loan" means any Loan pursuant to Section 3 hereof. 

"Loans" means Loans made and/or being maintained at a rate of interest based upon the Base 
Rate. 

"Moody's" means Moodys Investors Service Inc., New York, New York, or any successor 
rating agency thereto. 

"Non-AgentBanks" means First Union National Bank, PNC Bank, National Association, The 
Bank of Nova Scotia, and Mellon Bank, N.A. (each a Non-Agent Bank). 

"Note" means the promissory note of the Borrower delivered pursuant to the Section 3.2 
hereof in the form attached hereto as Exhibit B. 

"Note Redemption Account" means the note redemption account described in Section 2.5(a) 
hereof. 

"Operating Account" means the operating account described in Section 2.5(c) hereof. 
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"Original Banks" means the Agent, First Union National Bank, and PNC Bank, National 
Association, each the banks under the Original Credit Agreement. 

"Original Credit Agreement" means the Credit Agreement, dated May 28, 1999, among the 
Borrower, the Agent, First Union National Bank, and PNC Bank, National Association. 

"Original Letter of Credit" means the Letter of Credit issued by the Agent, dated May 28, 
1999. 

"Outstanding Commercial Paper" or "Commercial Paper Outstanding" means all Commercial 
Paper issued, authenticated and delivered pursuant to the Fiscal Agent Agreement which has not 
been paid and for which immediately available funds for the payment of Commercial Paper are not 
held in the Note Redemption Account. 

"Participants" shall have the meaning set forth in Section 12.5 hereof. 

"Payment Obligations" means all obligations of the Borrower to pay orreimburse the Agent 
for the account of the Non-Agent Banks contained in or evidenced by any Document, including the 
Note, including, without limitation, the Reimtxirsement Obligations contained in Section 2.7 ofthis 
Agreement and accrued interest thereon and the obligations ofthe Borrower contained in Section 3.1 
(the loan), the obligations contained in Section 4.1 (fees), the obligations contained in Section 12.3 
(indemnity) and the obligations contained in Section 12.6 (costs and expenses) of this Agreement. 

"Person" means an individual or a corporation, partnership, trust, incorporated or 
unincorporated association, joint venture, joint stock company, government (or an agency or political 
subdivision thereof) or other entity of any kind. 

"Philadelphia Gas Works" and "PGW" means all the real and personal property owned by 
the Borrower and used in the acquisition, manufacture, storage, and distribution of natural, liquified, 
synthetic or manufactured gas or in the maintenance, management and administration thereof and 
also, as the context may require, the business entity operating such property. 

"Principal Letter of Credit Disbursement" means a Letter of Credit Disbursement which is 
used to pay the principal of Commercial Paper. 

"Pro-Rata Share" shall have the meaning ascribed thereto in Section 11.1 hereof. 

"Rating Agencies" means Moody's, S&P and Fitch IBCA. 

"Reduction Date" means the date in each calendar year fal ling between May 1 s t and August 
1S*1 (i) which will be designated by a certificate filed by PGW with the Agent on or prior to 11 am. 
New York City time on the date so determined and (ii) on which (a) there are no outstanding 
Commercial Paper, or Credits Outstanding pursuant to Section 7.13 hereof or (b) there are available 

NY\769S5,5 - 5 -



cash or investments as set forth in Section 7.13; provided, however, if such Reduction Date is not 
achieved due to the failure of either (i) or (ii), August 15'h will be determined to be the Reduction 
Date for such calendar year and for purposes of Sections 2.9(a) and 3.1. 

"Reimbursement Account" means the reimbursement account described in Section 2.5(b) 
hereof. 

"Revenues" means the Gas Works Revenues as defined in the General Ordinance. 

"Senior Bond Ordinance" means the General Gas Works Revenue Bond Ordinance of 1975, 
approved May 30, 1975, Bill No. 1871, as heretofore amended. 

"S&P" means Standard and Poor's Ratings Services, a Division of The McGraw Hill 
Companies, or any successor rating agency thereto. 

"Stated Amount" shall have the meaning ascribed to it in the Letter of Credit. 

"Swaps" means Qualified Swaps and Exchange Agreements as defined in the General 
Ordinance, which relate to Senior Bonds or Subordinate Bonds, as each is defined in the General 
Ordinance. 

Section 1.2 Accounting Terms. All accounting terms not specifically defined herein shall 
be construed in accordance with generally accepted accounting principles as in effect from time to 
time, including, without limitation, applicable statements and interpretations issued by the Financial 
Accounting Standards Board and the Governmental Accounting Standards Board and bulletins, 
opinions, interpretations and statements issued by the American Institute of Certified Public 
Accountants or its Committees. When used herein the term "financial statements" shall include the 
notes and schedules thereto, but need not include such notes or schedules when used with reference 
to such statements of any Person (other than the Borrower or PGW) and any date other than the end 
of a fiscal year of such Person. 

SECTION 2. 
TERMS OF THE CREDIT 

Section 2.1 Letter of Credit. 

(a) Subject to the terms and conditions of this Agreement, the Borrower hereby 
requests that the Agent issue a Letter of Credit and the Agent hereby agrees that on the Amendment 
Date it shall issue its Letter of Credit to the Fiscal Agent in trust for the holders of the Commercial 
Paper for the account of the Borrower. The Letter of Credit shall be issued in an amount equal to the 
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Commitment then in effect and shall be issued to support the obligations of the Borrower under the 
Commercial Paper up to a maximum Face Amount not exceeding (except as provided in Section 
2.4(b) hereof) at the close of business on any day the amount of the Commitment. 

(b) In the event that (x) the Commercial Paper is retired and not reissued prior to 
the expiration date of the Letter of Credit and the Agent receives an opinion of Bond Counsel 
satisfactory in form, scope and substance to the Agent that the Commercial Paper may not be 
reissued, and (y) new commercial paper is issued by the Borrower in a Face Amount which, when 
added to the Credits Outstanding is not greater than the Commitment of the Agent at the time, giving 
effect to any reduction or increase which may have been made pursuant to Section 4.4 hereof, which 
commercial paper is (i) in form and substance identical to the retired Commercial Paper, except for 
series designation and date, (ii) subject to each of the Documents or new documents identical in form 
and substance to the Documents, except for series designation and date, and (iii) entitled to security 
in form and substance identical to the security for the Commercial Paper, except, in the case of (i), 
(ii) and (iii), for any changes that the Agent, in its sole discretion may approve, then in such case the 
Agent shall make such amendments to the Letter of Credit to reflect that the Letter of Credit supports 
such new series of commercial paper and no longer supports the series of Commercial Paper so 
retired. 

Section 2.2 Issuance and Expiry Date. 

(a) The Letter of Credit shall be dated the date of issuance thereof and shall expire 
on the Expiration Date. The request for issuance of the Letter of Credit shall constitute a 
representation and warranty by the Borrower that as of the date of such request the representations 
and warranties set forth in Section 6 hereof are true and correct and that no Event of Default or event 
which, with the giving of notice or lapse of time or both, would become an Event of Default, has 
occurred and is continuing. 

(b) Not earlier than 120 days prior to the Letter of Credit Termination Date then 
in effect the Borrower may request in writing that the Agent renew the Letter of Credit in the stated 
amount of up to $ 100,000,000 for an additional term of one year. If the Borrower makes such a 
written request, not later than 60 days after receipt of such request, the Agent will use its best efforts 
to give written notice to the Borrower and the Fiscal Agent as to whether the Agent will renew the 
Letter of Credit and, if the Agent indicates that it will renew the Letter of Credit, which shall be in 
the Agent's sole and absolute discretion, the proposed renewal terras thereof. Any failure by the 
Agent to respond to a request for an extension or renewal of the Letter of Credit shall be deemed to 
be a denial of such request. 

Section 2.3 Amendment to Letter of Credit and the Note. 
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(a) If the Commitment is reduced pursuant to Section 4.4 hereof, then on the 
effective date of such reduction, the Agent shall have the right to amend the Letter of Credit then 
held by the Fiscal Agent so that the maximum amount payable by the Agent thereunder shall be 
equal to the amount of the reduced Commitment. 

(b) Nothing contained herein shall affect the obligations of the A gent hereunder 
or under the Letter of Credit with respect to Commercial Paper outstanding prior to the amendment 
of the Letter of Credit. 
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Section 2.4 Issuance of Commercial Paper. 

(a) Fiscal Agent. The Borrower has authorized and directed the Fiscal Agent to 
act as its agent for the issuance, authentication and delivery and payment of the Commercial Paper, 
all in accordance with the terms of the Fiscal Agent Agreement. All Commercial Paper shall bear 
a maturity date not later than two hundred seventy (270) days from the issuance date thereof which 
shall be a Business Day and which in no event shall be later than fifteen (15) days prior to the 
Expiration Date. Except as provided in paragraph (b) below, the Borrower shall not issue 
Commercial Paper if the Face Amount of such Commercial Paper exceeds the Available Credit. 

(b) Issuance of Commercial Paper in Excess of Available Commitment. 
Notwithstanding the preceding paragraph, the Borrower may issue new Commercial Paper in an 
amount exceeding the Available Credit, provided that (i) such excess is not greater than the 
aggregate principal amount of Commercial Paper maturing on the date of such issuance, (ii) after the 
closing time for third party transfers via Federal Reserve wire in New York (presently 4-.30 p.m.. 
New York time) on the day of such issuance after giving effect to the receipt of proceeds of 
Commercial Paper issued on that day the Face Amount of all Outstanding Commercial Paper would 
not exceed the Available Credit, and (iii) prior to issuance of such Commercial Paper, there shall be 
available with the Fiscal Agent funds sufficient to pay the Agent an amount equal to the Face 
Amount of Commercial Paper maturing on such date. 

(c) Consent of the Agent. Cessation of Issuance of Commercial Paper. The 
Borrower shall not issue any Commercial Paper unless the Agent shall have consented to such 
issuance and the conditions precedent for such issuance set forth in Section 5 shall have been met. 
The Agent shall be deemed to have consented to the issuance of any Commercial Paper by the 
Borrower unless the Agent shall have instructed the Borrower, the Fiscal Agent and the Commercial 
Paper Dealer, not later than 4:00 p.m., New York time, on any Business Day, by telephonic notice 
or other telecommunication, which instructions shall be effective on the next succeeding Business 
Day and shall be promptly confirmed in writing, to cease issuing, delivering and selling Commercial 
Paper as provided in Sections 2.9(a), 4.4(b) and 10 hereof, and such instructions shall not have been 
rescinded by the Agent as herein provided. 

If as further provided in the Fiscal Agent Agreement the Agent shall instruct the 
Borrower, the Fiscal Agent and the Commercial Paper Dealer, in the manner specified above, to 
cease issuing, delivering and selling Commercial Paper, the Borrower shall not, after the receipt of 
such instructions, issue any Commercial Paperuntil the Agent shall have rescinded such instructions 
in writing and concurrently with or subsequent to such rescission shall have consented in writing to 
the issuance of Commercial Paper. 

Section 2.5 Note Redemption Account: Reimbursement Account; Operating Account; 
Sinking Fimd Account: Letter of Credit Reimbursement Account 
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(a) Contemporaneously with the execution and delivery by the Borrower of the 
Original Credit Agreement, the Fiscal Agent established a special purpose trust account (the "Note 
Redemption Account") for the sole and exclusive benefit of the holders of the Commercial Paper, 
over which the Fiscal Agent has exclusive control and sole right of withdrawal. Each payment or 
disbursement received by the Fiscal Agent from the Agent honoring a demand by the Fiscal Agent 
for payment under the Letter of Credit shall be deposited in the Note Redemption Account and used 

. solely to pay the matured and concurrently maturing Commercial Paper with respect to which such 
demand for payment was made. 

(b) Contemporaneous^ with the execution and delivery by the Borrower of the 
Original Credit Agreement, the Fiscal Agent established a second special purpose trust account for 
the sole and exclusive benefit of the Agent as issuer of the Letter of Credit to the extent necessary 
to reimburse it for amounts drawn under the Letter of Credit or to repay a Loan (the "Reimbursement 
Account"). Proceeds ofthe sale ofthe Commercial Paper shall be deposited by the Fiscal Agent in 
the Reimbursement Account to the extent necessary to reimburse the Agent for each payment or 
disbursement made by the Agent under the Letter of Credit and are withdrawn from the 
Reimbursement Account and transferred to the Agent on each day any fimds are deposited therein 
in accordance with the provisions ofSection3.I ofthe Fiscal Agent Agreement; provided, however. 
that in no event shall any funds be deposited in the Reimbursement Account before the fimds 
received by the Fiscal Agent from the Agent pursuant to a drawing under the Letter of Credit made 
on the same day to pay maturing Commercial Paper shall have been deposited with general funds 
of the Agent into the Note Redemption Account in accordance with paragraph (a) above. 

(c) Contemporaneously with the execution and delivery by the Borrower of the 
Original Credit Agreement, the Fiscal Agent established a third special account (the "Operating 
Account") for the Borrower into which shall be transferred the remaining proceeds ofthe sale of 
Commercial Paper from the Reimbursement Account afterpayment to the Agent under paragraph 
(b) above. The Borrower shall have the sole right to direct the disposition of funds in the Operating 
Account. 

(d) Contemporaneously with the execution and delivery by the Borrower ofthe 
Original Credit Agreement, the Fiscal Agent established a fourth special account known as the City 
of Philadelphia Gas Works Revenue Notes, Sinking Fund Account (the "Sinking Fund Account"). 
Funds shall be deposited into the Sinking Fund Account in accordance with the provisions of Section 
3.1(e) of the Fiscal Agent Agreement. 

Section 2.6 Payment of Commercial Paper. 

(a) No later than 3:00 p.m. (New York time) on the Business Day before 
Commercial Paper matures the Fiscal Agent shall, to the extent permitted by the Fiscal Agent 
Agreement and the Letter of Credit, without request by the Borrower or authorization of the Agent, 
make a demand for payment under the Letter of Credit with respect to Commercial Paper maturing 
on the next Business Day in an amount which is equal to the Face Amount of all such Commercial 

NYY76955.5 -10-



Paper; and the Agent shall under the Letter of Credit pay to the Fiscal Agent the amount so 
demanded no later than 2:15 p.m. (New York time) on the maturity date of such Commercial Paper. 
If demand for payment is received by the Agent on or before 11:00 a.m. (New York time) on the 
same day Commercial Paper matures, payment will be made on such day no later than 4:30 p.m. 
(New York time). If demand for payment is received by the Agsnt after 11:00 a.m. (New York time) 
on the same day Commercial Paper matures, payment will be made as promptly thereafter as possible 
but in no event later than 2:15 p.m. (New York time) on the next succeeding Business Day after such 
demand. All payments under the Letter of Credit will be made with general ftinds of the Agent. 

(b) In addition, upon the occurrence and during the continuance of an Event of 
Default, the Fiscal Agent shall, if so requested by the Agent, make a demand for payment under the 
Letter of Credit in the amount required to pay in full all outstanding Commercial Paper upon 
maturity. 

(c) The proceeds of a drawing made pursuant to paragraphs (a) or (b) above shall 
be deposited by the Fiscal Agent in the Note Redemption Account. 

(d) All amounts at any time on deposit in or otherwise to the credit ofthe Note 
Redemption Account shall be held by the Fiscal Agent in dust for the benefit of the holders of 
Commercial Paper and shall be applied as provided in the Fiscal Agent Agreements. 

Section 2.7 Agreement to Reimburse Letter of Credit Disbursements. 

(a) The Borrower hereby agrees to reimburse the Agent for any Letter of Credit 
Disbursements no later than closing time for third party transfers via Federal Reserve wire in New 
York (presently 4:30 p.m., New York time) on the date of any Letter of Credit Disbursement; 
provided, however, that any Principal Letter of Credit Disbursement which is not reimbursed in full 
on the date when made, shall be automatically converted to a Loan on the date of such Principal 
Letter of Credit Disbursement in accordance with Section 3 hereof. If any Letter of Credit 
Disbursement is reimbursed to the Agent on the date such Letter of Credit Disbursement is made, 
notwithstanding the provisions of Section 3.3(c) hereof, such Letter of Credit Disbursement shall 
not bear interest. If a Letter of Credit Disbursement, other than a Principal Letter of Credit 
Disbursement, is not reimbursed on the date such Letter of Credit Disbursement is made, such Letter 
of Credit Disbursement shall bear interest at a rate per annum (based on a year of365 days and actual 
days elapsed) for each day such Letter of Credit Disbursement is not reimbursed or converted to a 
Loan equal to the Base Rate plus 3%. 

(b) The Borrower's obligation to reimburse the Agent under this Section 2.7 for 
the amount of all Letter of Credit Disbursements directly or from the proceeds of the sale of new 
Commercial Paper, on the same day or by borrowing in accordance with Section 3 hereof, and the 
Borrower's obligation to pay principal and interest on any and all Loans, shall be absolute and 
unconditional under any and all circumstances and irrespective of any setoff, counterclaim or defense 
to payment which the Borrower may have or have had against the Agent, including, without 
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limitation, any defense based on the failure of any drawing to conform to the terms of the Letter of 
Credit, any failure of the Borrower to receive all or any part of the proceeds of the sale of 
Commercial Paper with respect of which such Letter of Credit Disbursement was made or any 
nonapplication or misapplication ofthe proceeds of such sale or the legality, validity, regularity or 
enforceability of the Letter of Credit; provided, however, that the Borrower shall not be obligated 
to reimburse the Agent for any wrongful payment or disbursement made under the Letter of Credit 
as a result of the acts or omissions constituting willful misconduct or gross negligence on the part 
of the Agent or any of its officers, employees or agents. Nothing herein shall prevent the assertion 
by the Borrower of any claim or defense by separate suit or compulsory counterclaim. 

Section 2.8 Reinstatement ofthe Available Credit. 

(a) The Letter of Credit is a revolving credit, and the Agent agrees that the 
Commitment Amount ofthe Letter of Credit shall at aU times remain equal to the amount ofthe 
Commitment and shall not be reduced by the amount of any Letter of Credit Disbursement for the 
payment of Commercial Papa-; provided, however, that the Available Credit shall be reduced by the 
amount of any such Letter of Credit Disbursement, subject to reinstatement as provided in the 
immediately succeeding clause (b). 

(b) Upon (i) the reimbursement to the Agent by the Borrower, or by the Fiscal 
Agent for the account of the Borrower, of any unpaid Letter of Credit Disbursement (by means other 
than conversion into a Loan in accordance with Section 3 hereof on or after the date of such Letter 
of Credit Disbursement) or (ii) the repayment to the Agent, by the Borrower, or by the Fiscal Agent 
for the account of the Borrower, of a Loan, the Available Credit shall be increased by the amount 
of such reimbursement or repayment. 

Section 2.9 Modification or Termination of Letter of Credit Facility in Certain Events. 

(a) In the event any restriction or limitation is imposed upon or determined or 
held to be applicable to the Agent or the Borrower by, undo- or pursuant to any law or regulation 
now or hereafter in effect (including, without limitation, any legal lending limits imposed by state 
or Federal law or regulation) or by reason of any interpretation thereof by any court or governmental 
or supervisory agency which, in the sole and reasonable judgment of the Agent, after consultation 
with the Borrower, would prevent the Agent from consenting to the issuance or sale of Commercial 
Paper entitled to the benefit ofthe Letter of Credit or from honoring demands for payment, or from 
otherwise legally incurring liability under the Letter of Credit with respect to subsequently issued 
Commercial Paper, the Agent shall give prompt written notice thereof to the Borrower, the Fiscal 
Agent and Commercial Paper Dealer instructing them to cease issuing, delivering and selling 
Commercial Paper, and thereupon the Commitment shall terminate (except with respect to the 
amount of Commercial Paper Outstanding at the time such notice is received by the Borrower). So 
long as the extension of such Loan does not violate any applicable law or regulation, any Loan 
outstanding at the time the Commitment is terminated pursuant to this Section 2.9 shall be due and 
payable not later than the then next succeeding Reduction Date. 
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(b) If any law, regulation or change in any law orregulation adopted afterthe date 
hereof or in the interpretation thereof or any ruling, decree, judgment, guideline, directive or 
recommendation (whether or not having the force of law) by anyregulatory body, court, central bank 
or any administrative or governmental authority charged or claiming to be charged with the 
administration hereof (including, without limitation, a request or requirement that affects the manner 
in which the Agent or any affiliates, subsidiaries or Participants allocate capital resources to its 
commitments, including its obligations hereunder or under the Letter of Credit or in connection 
therewith) shall either: 

(i) impose upon, modify, require, make or deem applicable to the Agent, any 
Non-Agent Bank or any of their affiliates, subsidiaries or Participants any reserve requirement, 
special deposit requirement, insurance assessment or similar requirement against or affecting the 
Letter of Credit, or 

(ii) subject the Agent, any Non-Agent Bank orany of their affiliates, subsidiaries 
or Participants to any tax, charge, fee, deduction or withholding of any kind whatsoever in 
connection with the Letta- of Credit or change the basis of taxation of the Agent, any 
Non-Agent Bank or any of their affiliates, subsidiaries or Participants (other than a change 
in the rate of tax based on the overall net income of the Agent, such Non-Agent Banks or 
such affiliate, subsidiary or Participant), or 

(iii) impose any condition upon or cause in any manner the addition of any 
supplement to or increaseof any kind to the Agent's, any Non-Agsnt Bank or anyaffiliates's, 
subsidiary's or Participant's capital or cost base for issuing, maintaining or participating in 
the Letter of Credit that results in an increase in the capital requirement supporting the Letter 
of Credit, or 

(iv) impose upon, modify, require, make or deem applicable to the Agent, any 
Non-Agent Bank or any of their affiliates, subsidiaries or Participants any capital 
requirement, increased capital requirement or similar requirement, such as the deeming of 
the Letter of Credit to be an asset held by the Agent, any Non-Agent Bank or any of their 
affiliates, subsidiaries or Participants for capital adequacy calculation or other purposes 
(including, without limitation, a request or requirement that affects the manner in which the 
Agent, such Non-Agent Bank or such affiliate, subsidiary or Participant albcates capital 
resources to its commitments, including its obligations hereunder or under the Letter of 
Credit), 

and the result of any events referred to in (i) (ii), (iii) or (iv) above shall be to materially increase the 
costs in any way to the Agent, any Non-Agent Bank or any affiliate, subsidiary or Participant of 
issuing, maintaining, or participating in the Letter of Credit or to materially reduce the amounts 
payable by the Borrower hereunder or materially reduce the rate of return on capital, as a 
consequence of the issuing or maintaining or participating in the Letter of Credit, to a level below 
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that which the Agent, such Non-Agait Banks, their affiliates, subsidiaries or Participants could have 
achieved but for such events; then and in such event, the Borrower shall, within fifteen (15) days 
after receipt of written notice to the Borrower of such increased costs anchor decreased benefits 
(accompanied by an explanation in reasonable detail of such increased costs and/or decreased 
benefits), pay to the Agsnt all such additional amounts as, in the Agent's, Non-Agent Banks or any 
affiliate's, subsidiary's or Participant's sole good faith calculation as allocated to the Letter of Credit, 
shall be sufficient to compensate it for all such increased costs and/or decreased benefits, all as 
certified by the Agent in said written notice to the Borrower. Such certification shall be conclusive 
and binding on the parties hereto, absent manifest error. Notwithstanding anything in this Section 
to the contrary, i f such costs are to be incurred on a continuing basis and the Agent shall so, notify 
the Borrower in writing as to the amount thereof, such costs shall be paid by the Borrower to the 
Agent quarterly in arrears on each Interest Payment Date. If it shall later be detennined that any 
amount so paid by the Borrower pursuant to this paragraph (b) is in excess of the amount required 
to be paid by the Borrower under the provisions hereof, the Agent shall promptly refund such excess 
to the Borrower. 

In detennining such amount, i f the Agent, any Non-Agent Bank, any affiliate, subsidiary or 
any Participant making a claim for compensation under this Section shall fail to notify the Borrower 
of the amount of such claim for compensation within one year of the date of the adoption of the law 
or regulation, the change in law or regulation or in the interpretation thereof, or the ruling, decree, 
judgment, guideline, directive or recommendation giving rise to such claim for compensation, the 
Agent, such affiliate, such subsidiary, or such Participant shall be deemed to have waived its right 
to compensation under this Section. 

Section 2.10 Obligation to Pay Outstanding Commercial PaperNotwithstanding Reduction, 
Termination or Suspension of Letter of Credit Commitment. Anything to the contrary herein 
notwithstanding, no reduction, termination or suspension of the Commitment in accordance with the 
terms ofthis Agreement shall affect the obligations of the Agent hereunder and under the Letter of 
Credit with respect to Commercial Paper Outstanding prior to the date of such reduction, termination 
or suspension and otherwise entitled to the benefits of the Letter of Credit then outstanding. 

Section 2.11 Liability of the Agent. The Bonower assumes all risks of the acts or 
omissions ofthe Fiscal Agent and any transferee ofthe Letter of Credit with respect to its use ofthe 
Letter of Credit. Neither the Agent nor any of its officers or directors shall be liable or responsible 
for (a) the use which may be made of the Letter of Credit or for any acts, omissions, errors, 
interruptions, delays in transmission, dispatch or delivery of any message or advice, however 
transmitted, of the Fiscal Agent in connection with the Letter of Credit; (b) any action, inaction or 
omission which may betaken by the Agent in good faith without gross negligence in connection with 
the Letter of Credit, (c) the validity, sufficiency or genuineness of documents, or of any 
endorsements thereon, even i f such documents should in fact prove to be in any or all respects 
invalid, insufficient, fraudulent or forged; (d) payment by the Agent against presentation of 
documents which do not comply with the terms of the Letter of Credit, including failure of any 
documents to bear any reference or adequate reference to the Letter of Credit; or (e) any other 

NY\769i5.5 -14-



circumstances whatsoever in making or failing to make payment under the Letter of Credit, except 
only that the Borrower shall have a claim against the Agent for acts or events described in the 
immediately preceding clauses (a) through (e), and the Agent shall be liable to the Borrower, to the 
extent, but only to the extent, of any direct, as opposed to consequential, damages suffered by it 
which the Borrower proves were caused by (i) the Agent's willful misconduct or gross negligence 
in detennining whether documents presented under the Letter of Creditcomply with the terms ofthe 
Letter of Credit or (ii) the Agent's willful failure or gross negligence in failingto pay under the Letter 
of Credit after the presentation to it by the Fiscal Agent of a certificate strictly complying with the 
terms and conditions ofthe Letter of Credit. The Bonower further agrees that any action taken or 
omitted by the Agent under or in connection with the Letter of Credit or the related draft or 
documents, if done in good faith without gross negligence, shall be effective against the Bonower 
as to the rights, duties and obligations ofthe Agent and shall not place the Agent under air/ liability 
to the Bonower. In furtherance and not in limitation of the foregoing, the Agent may accept 
documents that appear on their face to be in order, without responsibility for further investigation, 
regardless of any notice or infonnation to the contrary, provided, that if the Agent shall receive 
written notification from the Fiscal Agent that sufficiently conforming (in the opinion ofthe Agent) 
documents presented to the Agent are not to be honored, the Agent agrees that it will not honor such 
documents. 

Section 2.12 Security ofthe Payment Obligations. Pursuant to Section 4.08 of the General 
Ordinance, the Bonower, under the Original Credit Agreemoit pledged to the Agent, for the benefit 
of the Original Banks, for the security and payment of the Payment Obligations to the Original Banks 
thereunder, including the Loan obligation evidenced by the Note, and thereby granted a security 
interest to the Agent, for the benefit of the Original Banks, in: 

(i) the Gas Works Revenues (as defined in the General Ordinance) and all 
accounts and general intangibles representing the Gas Works Revenues (as defined in the General 
Ordinance); 

(ii) the proceeds from the sale of the Commercial Paper; and 

(iii) in each case, the proceeds of the foregoing. 

The Bonower hereby ratifies and confirms its pledge made under the Original Credit 
Agreement to the Agent, for the benefit of the Banks hereunder, and confums that the Security 
Interest in (i), (ii) and (iii) ofthis Section 2.12 remains valid. 

The Payment Obligations ofthe Borrower hereunder are secured on a parity basis with the 
Commercial Paper as set forth in the General Ordinance. 

SECTION 3. 
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THE LOANS 

Section 3.1 Loans. The Agent agrees, upon the terms, subject to the conditions and 
relying upon the representations and warranties hereinafter set forth, to make Loans to the Borrower 
by converting the amount of each unreimbursed Principal Letter of Credit Disbursement into a Loan 
pursuant to this Section 3. The obligation ofthe Borrower to repay such Loan under this Section 3 

. shall be substituted in full for the obligation of the Borrower to reimburse such Principal Letter of 
Credit Disbursement under Section 2.7 hereof. Each Loan shall be in an aggregate principal amount 
of not less than $100,000. Until the Letter of Credit Termination Date, the Borrower may borrow, 
pay, prepay and reborrow hereunder in accordance with this Section 3. Except as ftirther restricted 
in Sections 2.9(a) and 4.4 hereof, all Loans shall be due and payable not later than the earlier ofthe 
Expiration Date and the next succeeding Reduction Date. 

Section 3.2 Note. The Loans of the Agent shall be evidenced by the Note, substantially 
in the form attached hereto as Exhibit B, appropriately completed, duly executed and delivered on 
behalf of the Borrower and payable to the Agent or its registered assigns. The date and amount of 
each Loan, and the date and amount of each payment or prepayment of principal of any Loan, shall 
be recorded on the grid schedule annexed to the Note and the Borrower authorizes the Agent to make 
such recordation; provided, however, that failure ofthe Agent to make such recordation shall in no 
way derogate from the Borrower's obligations thereunder or hereunder. 

Section 3.3 Interest (a) The Borrower agrees to pay interest in respect ofthe unpaid 
principal amount of each Loan from the date of the making of such Loan until such Loan shall be 
paid in full at a rate per annum which shall be equal to the Base Rate in effect from time to time, 
such rate to change as and when the Base Rate changes; provided, however, that in the event the 
Borrower's debt secured by the Revenues shall be rated less than BBB-, BBB- or Baa3 or its 
equivalent by two of the three Rating Agencies, the rate per annum shall be equal to the Base Rate 
plus .5 %, such increase effective from the date either rating agency publishes such rating; (if the 
rating of a Rating Agency is withdrawn or suspended, such rating shall be deemed to be less than 
the requirements ofthis Section 3.3^)): provided further that if after any such downgrading referred 
to above the Borrower's debt secured by the Revenues shall no longer be rated less than BBB-, BBB-
or Baa3 or its equivalent by two ofthe three Rating Agencies, the rate per annum shall again be equal 
to the Base Rate, such decrease effective from the date such rating agency publishes such rating. 

(b) In the event that, and for so long as, any Event of Default shall have occurred 
and be continuing, the outstanding principal amount of all Loans and, to the extent permitted by law, 
overdue interest in respect of all Loans, shall bear interest at a rate per annum (the "Default Rate") 
equal to the sum of three percent (3%) phis the interest rate otherwise applicable hereunder to such 
principal amount in effect from time to time. 

(c) Interest on each Loan shall accrue from and including the date of the 
Borrowing thereof to but excluding the date of any repayment thereof (provided that, subject to the 
provisions of Section 2.7(a) hereof, any Loan borrowed and repaid on the same day shall accrue one 
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day's interest) and shall be payable quarterly in arrears on each Interest Payment Date and on any 
prepayment or conversion (on the amount prepaid or converted), at maturity (whether by acceleration 
or otherwise) and, after such maturity, on demand. 

Section 3.4 Voluntary Prepayments. The Borrower shall have the right to prepay the 
Loans in whole or in part from time to time on the following terras and conditions: (i) the Borrower 
shall give the Agent written notice (or telephonic notice promptly confirmed in writing), which 
notice shall be irrevocable, of its intent to prepay the Loans at least one Business Day prior to a 
prepayment of Loans, which notice shall specify the amount of such prepayment and (ii) each 
prepayment shall be in a minimum principal amount of $100,000. 

SECTION 4. 

. OTHER CREDIT TERMS 

Section 4.1 Letter of Credit Fees. 

(a) Annual Fee. The Borrower shall pay to the Agent for the benefit of 
the Banks (including the Agent Bank), an annual fee equal to 150 basis points per annum; provided, 
however that in the event any of the Borrower's debt secured by the Revenues shall be rated less than 
BBB-, BBB- or Baa3 or its equivalent by two out of the three Rating Agencies, the annual fee shall 
be equal to 225 basis points per annum, such increase effective from the date the second Rating 
Agency publishes such rating (if the rating of a Rating Agency is withdrawn or suspended, such 
rating shall be deemed to be less than the requirements of this Section 4.1 (a)); provided, further that 
i f after any such downgrading referred to above the Borrower's debt secured by the Revenues shall 
no longer be rated less than BBB-, BBB- or Baa3 or its equivalent by two out of the three Rating 
Agencies, the annual fee shall again be equal to 150 basis points per annum, such decrease effective 
from the date such second Rating Agency publishes such rating. 

(b) Fronting Fee. The Borrower shall pay to the Agent for the account 
ofthe Agent a Fronting Fee equal to 15 basis points per annum; provided, however that in the event 
any of the Borrower's debt secured by the Revenues shall be rated less than BBB-, BBB- or Baa3 or 
its equivalent by two out of the three Rating Agencies, the Fronting Fee shall be equal to 20 basis 
points per annum, such increase effective from the date the second Rating Agency publishes such 
rating (if the rating of a Rating Agency is withdrawn or suspended, such rating shall be deemed to 
be less than the requirements of this Section 4.1(b)); provided, further that i f after any such 
downgradingreferred to above the Borrower's debt secured by the Revenues shall no longer be rated 
less than BBB-, BBB- or Baa3 or its equivalent by two out of the three Rating Agencies, the Fronting 
Fee shall again be equal to 15 basis points per annum, such decrease effective from the date such 
second Rating Agency publishes such rating. 

(c) Drawing Fee. The Borrower shall pay to the Agent a drawing fee of 
$150 each time a drawing is made on the Letter of Credit; provided, however, that the drawing fee 
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for any one year shall not exceed $7,500. The drawing fee payable for any quarter shall be paid 
quarterly in arrears on the last Business Day of each March, June, September and December and on 
the Letter of Credit Termination Date, such amount payable determined as ofthe fifth Business Day 
prior to each such payment date and any adjustments to such drawing fee necessitated by drawings 
after such Day to such payment date shall be allocated to the next succeeding drawing fee 
installment. 

(d) Administrative Asencv Fee. The Borrower shall pay to the Agent an 
administrative agency fee equal to $1,500 per Bank, payable on the Amendment Date and on each 
anniversary date thereof; provided, however, that no payment on any anniversary with respect to the 
administrative agency fee shall exceed $6,000. 

(e) Transfer Fee. The Borrower shall pay to the Agent a transfer fee of 
$1,500 upon each transfer of the Letter of Credit. 

(f) Payment of Letter of Credit Fees. The Letter of Credit Fees described 
in (a) and (b) above shall be payable quarterly in arrears on each Interest Payment Date, commencing 
on the last Business Day of June, and on the later of the date on which the last maturing Commercial 
Paper is paid or the Letter of Credit Termination Date and shall be multiplied by the average 
Commitment outstanding during each such quarter. Any Letter of Credit Fees not paid when due 
shall accrue interest at a rate per annum, (computed on the basis of a yearof3 65 days and actual days 
elapsed) equal to the Base Rate plus three percent (3 %) until paid. The Agent shall mail a written 
invoice to the Borrower at least five (5) Business Days prior to each date on which the Letter of 
Credit Fees are due and payable setting forth the amount of such Fees; provided, however, that 
failure of the Agent to deliver such invoice shall not affect the obligations of the Borrower 
hereunder, except that (i) interest on any such obligation shall accrue at the Base Rate until five 
Business Days afta such invoice is received, and (ii) failure to pay any such amount shall not 
constitute an Event of Default under Section 9.1 (c) hereof until 10 Business Days afier such invoice 
is received. 

(g) Up-front Fees. The Borrower shall pay to the Agent on the 
Amendment Date an up-front fee of $150,000 for the account of the Banks and an up-front agency 
fee of $75,000. 

Section 4.2 Payments. All payments to be made by the Borrower hereunder shall be 
made to the Agent at the account designated in Section 12.2 hereof, or to such other account as the 
Agent shall from time to time designate by notice in writing to the Borrower, and shall be made in 
immediately available funds without deduction, setoff, defense or counterclaim no later than 4:00 
p.m. (New York time) on the day when due; any funds received after such time shall be deemed to 
have been received by the Agent on the next succeeding Business Day. 
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Section 4.3 Computation of Interestand Fees. All interest payable under this Agreement 
and the Note and the Letter of Credit Fees pajable under this Agreement shall be calculated on the 
basis of a three hundred sixty (360) day >ear for the actual days elapsed. 

Section 4.4 Reduction or Termination of Commitment Amount. 

(a) The Borrower shall have the right to reduce or terminate the 
Commitment at any time from time to time upon not less than one (1) month's prior written notice 
to the Agent and the Fiscal Agent, designating the date (which shall be a Business Day) of the 
termination or change and the amount of any change all without penalty or premium; provided, 
however, that the Commitment may not be reduced to an amount less than the Credits Outstanding 
and Commercial Paper Outstanding. Such termination or partial reduction of the Commitment shall 
be effective on thedate specified in the aforesaid notice of the Borrower. Any such partial reduction 
of the Commitment shall be in the aggregate amount of $ 1,000,000 or an integral multiple thereof. 
The Letter of Credit Fees shall, in case of a termination of the Commitment, cease to accrue from 
and after the date of such termination and, in case of a partial reduction of the Commitment 
Amount, cease to accrue from and after the date of such reduction on the amount by which the 
Commitment shall have been so reduced. 

(b) If at any time during the term of this Agreement the Borrower has debt 
secured by the Revenues outstanding with a rating from two of the three Rating Agenciesof less than 
"BBB-" from Fitch, "BBB-" from S&P or "Baa3 "from Moody's and such ratings have continued for 
asbc-month period, the Agent may, upon written notice to the Borrower, cancel this Agreement and 
terminate the Commitment (except with respect to the amount of Commercial Paper Outstanding at 
the time such notice is received by the Borrower) and instruct the Fiscal Agent immediately to cease 
issuing, delivering and selling Commercial Paper, and on the date thereof, all Loans shall be paid 
in full. 

Section 4.5 Setoff. Upon the occurrence and during the continuance of any Event of 
Default or any event which, with the giving of notice or lapse of time or both, would become an 
Event of Default, the Banks are hereby authorized at anytime and from time to time without notice 
to the Borrower (any such notice being expressly waived by the Borrower), and, to the fullest extent 
permitted by law, to setoff, to exercise any banker's lien or any right of anachment or garnishment 
and apply any and all balances, credits, deposits (general or special, time or demand, provisional or 
final), accounts or monies at any time held and other indebtedness at any time owing by the Banks 
to or for the account of PGW against any and all of the obligations of the Borrower now or hereafter 
existing under or in connection with this Agreement, the Letter of Credit, or Note, whether or not 
the Agent shall have made any demand hereunder or thereunder. The rights of the Banks underthis 
Section are in addition to, in augmentation of, and do not derogate from or impair other rights and 
remedies (including, without limitation, other rights of setoff) which the Banks may have. Anything 
herein to the contrary notwithstanding, any amounts realized by the Banks pursuant to this Section 
4.5 shall be consistent with the priorities for payment established herein and in the General 
Ordinance. 
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SECTION 5. 

CONDITIONS OF CREDIT 

Section 5.1 Conditions Precedent to Initial Credit Event. At or prior to the occurrence of 
the initial Credit Event, and as conditions precedent thereto, each of the following conditions shall 
have been satisfied: 

(a) the Borrower and the Fiscal Agent shall have executed and delivered the 
Fiscal Agent Agreement, which shall be in full force and effect on the date of the initial Credit 
Event; 

(b) the Agent shall have received each of the following documents with sufficient 
copies for each ofthe Non-Agent Banks: 

(i) the signed opinions of the City Solicitor and of Wolf, Block, Schorr and 
Solis-Cohen LLP, Bond Counsel to the Borrower, each in form and substance satisfactory to the 
Agent; 

(ii) the signed opinion of Hawkins, Delafield & Wood, New York, New York, 
counsel to the Agent, in the form of Exhibit C hereto, dated the Effective Date; 

(iii) a certified copy or executed original, as the Agent may request, of (x) the 
General Ordinance, certified by the Clerk of the Council as being in full force and effect on the 
Effective Date, (y) the Committee Resolution authorizing the transactions provided for herein and 
the execution, delivery and performance of this Agreement, and (z) each of the Documents and any 
other documents to be executed by the Borrower related to this transaction; 

(iv) a certificate, dated the Effective Date, as to the incumbency, and containing 
the specimen signature or signatures, ofthe authorized officer or officers executing and delivering 
this Agreement and any instrument or agreement required hereunder on behalf of the Borrower; 

(v) the Note executed by the Borrower; 

(vi) copies of all financing statements and continuation statements executed by 
the Borrower in favor ofthe Fiscal Agent for the benefit of the holders of Commercial Paperand the 
Agent; 

(vii) a certificate, dated the Effective Date, executed by the Borrower covering such 
matters as the Agent may reasonably request, including but without limitation to the following (i) 
certification as to all Documents under which PGW is obligated as of the Effective Date to pay or 
secure obligations in a priority equal or prior to the obligations to the Banks hereunder, and (ii) a 
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statement setting forth the outstanding amount of all obligations issued or entered into pursuant to 
any of the documents set forth in (i) above; and 

(viii) a certificate, dated the Effective Date, executed by the Fiscal Agent covering 
such matters as the Agent may reasonably request; 

(c) the Agent shall have received a copy of any consent or approval of any Person 
required in connection with the consummation of this Agreement; 

(d) The Agent shall be satisfied that neither the Borrower nor PGW is subject to 
any present or contingent environmental liability which in the aggregate is in excess of $100,000, 
except as disclosed in writing to the Agent; and 

(e) All other legal matters pertaining to the execution and delivery of this 
Agreement and the Documents, the issuance of the Commercial Paper and the Letter of Credit shall 
be reasonably satisfactory to the Agent and its counsel. 

Section 5.2 Conditions Precedait to all Credit Events. As a condition to the issuance of 
any Commercial Paper or any other Credit Event, the following conditions precedent shall be 
satisfied at the time of issuance: 

(a) the representations and warranties on the part ofthe Borrower contained in 
Section 6 of this Agreement shall be true and correct in all material respects at and as of the date of 
such issuance as though made on and as of such date (except to the extent that such representations 
and warranties expressly relate solely to an earlier date); 

(b) no Event of Default shall have occurred and be continuing on the date of such 
issuance or would result from such issuance; 

(c) in connection with Commercial Paper only, all conditions precedent to the 
issuance of the Commercial Paper hereunder and under the Documents shall have been satisfied; 

(d) there shall have been no amendments to the General Ordinance orCommittee 
Resolution since the date of the certificates or certifications furnished by the Borrower pursuant to 
Section 5.1(b) hereof except as approved in writing by the Agent; 

(e) the funds in the Reimbursement Account shall not be subject to any writ, 
order, judgment, warrant of attachment, execution or similar process, except as is being contested 
in good faith; 

(f) the fimds in the Operating Account shall not be subject to any writ, order, 
judgment, warrant of attachment, execution or similar process, except as is being contested in good 
faith; 
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(g) all necessary action shall have been taken as required to assign and pledge 
under the General Ordinance and the Committee Resolution the Revenues for the benefit of the 
Agent and to ensure the priority thereof a^inst any actual or potential creditors of the Borrower; 

(h) in connection with the initial issuance of Commercial Paper only, no 
Commercial Paper is currently outstanding and the Letter of Credit No. SYN-10005 issued by CIBC 
dated May 1, 1994 has been terminated prior to the issuance of the Commercial Paper, and 

(i) in connection with the initial issuance of Commercial Paper only, (i) the 
Commercial Paper shall have been rated "A-l-t-" by S&P and "P-l" by Moody's (or the then 
comparable S&P or Moody's rating), (ii) the Agent shall have received a copy of the rating letters 
or other documents evidencing any such ratings, and (iii) such ratings shall continue in effect on the 
Effective Date; and 

(j) no loans are outstanding under the credit agreement between CIBC and PGW 
dated May 1, 1994 relating to Letter of Credit No. SYN-10005. 

Section 5.3 Representations and Warranties with Respect to all Issuance of Commercial 
Paper. Each issuance of Commercial Paper shall be deemed a representation and warranty by the 
Borrower that the conditions precedent to such issuance of Commercial Paper, unless otherwise 
waived in accordance herewith, shall have been satisfied. 

Section 5.4 Conditions Precedent to the Amendment. In addition to the conditions set 
forth above, at or prior to the Amendment Date, the Agent shall have received: 

(a) each of the Documents and any other documents to be executed by the 
Borrower in connection with the Amendment; 

(b) bring-down certificates of the Borrower related to the Committee Resolutions, 
and as to the continued effectiveness of each of the Commercial Paper Dealer Agreement and the 
Fiscal Agent Agreement; 

(c) a certified copy of each of (i) the General Ordinance, (ii) the Senior Bond 
Ordinance and (iii) the General Gas Works Revenue Bond Ordinance of 1998, each together with 
copies of any supplemental ordinances amending such ordinances, and each certified by the Chief 
Clerk of the City Council as being in full force and effect on the Amendment Date; 

(d) a copy of the Preliminary Official Statement, dated June 5, 2001 (the 
"Preliminary Official Statement"), relating to the City of Philadelphia, Pennsylvania Gas Works 
Revenue Bonds, Third Series, together with a deemed-final certificate executed by the Borrower in 
connection therewith; 
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(e) a certificate, dated the Amendment Date, as to the incumbency, and containing 
the specimen signature or signatures, ofthe authorized officer or officers executing and delivering 
the Agreement and any instrument or agreement required hereunder on behalf of the Borrower; 

(f) a certificate, dated as of the Amendment Date, executed by the Borrower 
related to the following: (i) that, except as disclosed in the Preliminary Official Statement or in such 
certificate, there is no pending litigation in which a final adverse determination would result in any 
material adverse change in the business, fmancial positioner results of operations of PGW, (ii)that 
no Event of Default by the Borrower under the Original Credit Agreement has occurred and is 
continuing, (iii) that the Fiscal Agent Agreement has not been amended and remains in full force 
and effect on the Amendment Date, (iv) that the representations and warranties on the part of the 
Borrower contained in Section 6 of this Agreement are true and correct in all material respects at and 
as of the Amendment Date (except to the extent that such representations and warranties expressly 
relate solely to an earlier date), (v) that no Event of Default has occurred and is continuing on the 
Amendment Date or would result from the Amendment, (vi) that the Certificate shall be deemed a 
representation and warranty by the Borrower that the conditions precedent to the Amendment, unless 
otherwise waived in accordance herewith, shall have been satisfied. 

(g) a certificate, dated as of the Amendment Date, executed by the Borrower 
covering such matters as the Agsnt may reasonably request, including but without limitation to the 
following: (i) certification as to all Documents under which PGW is obligated as of the Amendment 
Date to pay or secure obligations in a priority equal or prior to the obligations to the Banks 
hereunder, and (ii) a statement setting forth the outstanding amount of all obligations issued or 
entered into pursuant to any of the documents set forth in (i) above; 

(h) an opinion of the City Solicitor of the Borrower as to the due authorization, 
execution and delivery of the Agreement and that the Agreement is a valid, binding and enforceable 
obligation of the Borrower; 

(i) a Bond Committee Determination authorizing the execution and delivery'of 
the Agreement; 

(j) the comfort letters, each dated May 29, 2001, each executed by the Director 
of Finance of the Borrower, and each individually addressed to the respective Banks; and 

(k) an opinion of Blank Rome Comisky & McCauley LLP as to priority of 
payments under the General Ordinance. 

SECTION 6. 

REPRESENTATIONS AND WARRANTIES 
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In order to induce the Agent to enter this Agreement, the Borrower agrees and warrants to 
the Agent: 

Section 6.1 Organization Power. The Borrower is a first class city and political 
subdivision duly organized and validly existing under the laws of the Commonwealth of 
Pennsylvania and the Borrower has all required power and authority (a) to own and operate the 

. Philadelphia Gas Works, (b) to execute, deliver and perform its obligations under the Documents, 
and (c) to execute, deliver and perform its obligations under all other agreements and instruments 
executed and delivered by the Borrower pursuant to or in connection with this Agreement. 

Section 6.2 Authorization. The execution, delivery and performance by the Borrower of 
the Documents have been duly authorized and do not and will not (a) violate any provision of any 
law, rule, regulation, order, writ, judgment, injunction, decree, determination or award presently in 
effect having applicability to the Borrower, (b) result in a breach of or constitute a default under any 
resolution ofthe Borrower with respect to PGW or any indenture or loan or credit "agreement or any 
other agreement, lease or instrument with respect to PGW to which the Borrower is a party or by 
which the Borrower or any of its properties within PGW maybe bound or affected, or (c) result in, 
or require, the creation or imposition of any Lien other than those imposed in the General Ordinance 
or Committee Resolution, upon or with respect to any of the assets now owned or hereafter acquired 
by the Borrower for PGW; and the Borrower is not in any material respect in violation of or in 
defaultunderany such law, rule, regulation,order, writ, judgment, injunction, decree, determination 
or award or any such indenture, agreement, lease or instrument material to its operations of PGW. 

Section 6.3 Enforceable Obligation. This Agreement and each ofthe other Documents 
to which the Borrower is or is to be a party constitute legal, valid and binding obligations of the 
Borrower enforceable against the Borrower in accordance with their respective terms, except as they 
may be limited by applicable bankruptcy, insolvency, reorganization or similar laws affecting the 
enforcement of creditors' rights generally. 

Section 6.4 Financial Condition. PG Ws fmancial statements for the period ending August 
31, 2000 which have been furnished to the Agent, and all financial statements when prepared and 
delivered have been or will be prepared in conformity with generally accepted accounting principles 
and fairly present the fmancial condition of PGW as at the dates, and the results of its operations for 
the periods, covered thereby. Except asset forth in the Preliminary Official Statemait, since August 
31, 2000 there has been no material adverse change in the business, financial position, results of 
operations or projections or prospects of PGW. PGW has no material contingent liabilities or other 
material contracts or commitments which are not reflected in such fmancial statements or in the 
notes thereto or the Preliminary Official Statement. 

Section 6.5 Information All infonnation supplied and statements and representations 
made to the Agent by an authorized Person on behalf of Bonower in any fmancial, credit or 
accounting statement, application for credit or other statement or document furnished to the Agent 
in connection with this Agreement, whether prior to, contemporaneously with or subsequent to the 
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execution hereof, and any certificate, document, schedule or other writing furnished to the Agent 
pursuant to this Agreement or in response to a request made by the Agent pursuant to this 
Agreement, are and will be, when furnished in all material respects true, complete, correct, valid, 
genuine and what they purport or are represented to be. 

Section 6.6 Regulatory Approvals with Respect to this Agreement. Each authorization, 
consent, approval, license or formal exemption from, or filing, declaration or registration with, any 
court, governmental agency or regulatory authority (Federal, state or local), required in connection 
with the execution and delivery by the Borrower of the Documents and the performance by the 
Borrower of its obligations under the Documents has been obtained or made and is in full force and 
effect (except for such authorizations, consents, approvals, licenses, exemptions, filings, declarations 
or registrations, if any, which maybe required to be obtained or made subsequent to the Effective 
Date, all of which, if then required, will have been duly obtained ormade on or before each date on 
which the foregoing representation and warranty shall be made or effective or reaffirmed, as the case 
may be, will be sufficient for all purposes thereof and will be in full force and effect on each such 
date). 

Section 6.7 Use of Commitment and Loan Proceeds. The Borrower will use the 
Commitment and the proceeds ofthe Loans solely for the purposes set forth herein and in the Fiscal 
Agent Agreement. 

Section 6.8 Modifications and Waivers. Neither the Act, the General Ordinance nor the 
Committee Resolution has been amended, modified or waived, except as provided herein. 

Section 6.9 Security. The, General Ordinance and the Committee Resolution create the 
security interest in the Revenues which they purport to create to secure the Agent on a parity with 
all Commercial Paper holders. 

Section 6.10 Investment Company Act The Borrower is not an "investment company" 
within the meaning of the Investment Company Act of 1940, as amended. 

Section 6.11 Commercial Paper Memorandum. No information statement, commercial 
paper memorandum or offering material, other than updating information based on publicly available 
information, describing or pertaining to the Agent, this Agreement, the Letter of Credit or the 
transactions contemplated hereby or thereby, will be used in connection with the sale of the 
Commercial Paper unless approved by the Agent in writing. No such commercial paper 
memorandum, given the purpose and scope of the memorandum as it relates to a commercial paper 
program, will contain any untrue statement of a material fact or will omit a material fact necessary 
to make information contained therein not misleading; provided, however, that the Borrower makes 
no representation with respect to infonnation contained in any such commercial paper memorandum 
relating to the Agent which is provided by the Agent in writing for inclusion therein. 
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Section 6.12 Compliance: No Default The Borrower is in compliance with the terms and 
conditions of this Agreement and each ofthe other Documents applicable to it, except for any such 
terms and conditions which are to be satisfied after the date hereof, and no Event of Default has 
occurred and is continuing, and no event, act or omission has occurred and is continuing which, with 
the lapse of time, the giving of notice, or both, would constitute an Event of Default. 

Section 6.13 Litigation. Except as provided in the certificate dated as ofthe Amendment 
Date as required by Section 5.4(f)(i), there is no action, suit, investigation or proceeding pending, 
or to the best knowledge ofthe Borrower, threatened, against or affecting the Borrower before any 
court, arbitrator or administrative or other Governmental Authority (i) which could result in any 
material adverse change in the business, financial position or results of operations of PGW, (ii) 
which in any manner draws into question the validity or enforceability of this Agreement or any 
Document or any Lien created hereby or thereby, or (iii) which could materially adversely affect the 
ability of the Borrower to comply with its obligations under or in respect of this Agreement and each 
of the other Documents or in connection with the transactions contemplated hereby or thereby. 

Section 6.14 Disclosure. Neither this Agreement, none of the other Documents nor any 
other document, certificate or statement furnished to the Agent by or on behalf of the Borrower in 
connection with the transactions contemplated hereby or thereby contains any untrue statement of 
any material fact oromits to state any material fact necessary so as to make the statements contained 
herein or therein, in light ofthe circumstances under which they were made, not misleading. 

Section 6.15 Immunity. There is no governmental immunity which would protect the 
Borrower from the service of process, from a judgment resulting from such service of process or the 
enforcement of any judgment, pursuant to applicable law, rendered against it in connection with 
proceedings commenced by the Agent to enforce any of its rights under the Documents. Nothing 
contained herein shall be construed as pledging the credit or the taxing power of the Bonower or 
creating any debt or charge against the tax or general revenues ofthe Bonower to the payment of the 
obligations under this Agreement. 

Section 6.16 Title to Properties. The Bonower has good title to the properties and assets 
of PGW except for any defects or Liens that, in the aggregate, do not materially adversely affect the 
ability of the Bonower to perform its obligations under this Agreement. 

Section 6.17 Incorporation of Representations and Warranties bv Reference. Bonower 
hereby makes to the Agent the same representations and wananties made by the Bonower in each 
Document, which representations and wananties, as well as the related defined terms contained 
therein, are hereby incorporated by reference for the benefit of the Agent with the same effect as if 
each and every such representation and warranty and defined term were set forth herein in its 
entirety. No amendment to such representations and wananties or defined terms made pursuant to 
any Document shall be effective to amend such representations and wananties and defined terms as 
incorporated by reference herein without the prior written consent of the Agent. 
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Section 6.18 Regulation U. The Borrower is not entering into this Agreement and the 
transactions contemplated hereby for the purpose of purchasing or carrying margin stock as defined 
in Regulation U of the Board of Governors of the Federal Reserve System. 

SECTION 7. 

AFFIRMATIVE COVENANTS OF THE BORROWER 

The Borrower hereby covenants and agrees that, so long as this Agreement or the 
Commitment remains in effect, the Note or any of the Commercial Paper remain outstanding and 
unpaid or any amount is owing to the Agsnt under this Agreement, unless the Agent shall otherwise 
consent in writing: 

Section 7.1 Financial and Other Information. The Borrower will furnish to each of the 
Banks: 

(a) Notice of Default (i) Forthwith afler the Borrower shall have obtained 
knowledge ofthe occurrence of an Event of Default, or an event which with the lapse of time or the 
giving of notice may become an Event of Default, the statement of an authorized officer of the 
Borrower setting forth the details of each such Event of Default or an event which with the lapse of 
time or the giving of notice may become an Event of Default which has occurred (for purposes of 
this Section 7.1 (a), such notice shall include notice of events specified in Section 9.2, without taking 
into account the minimum principal amounts specified therein); and (ii) within thirty (30) days after 
the delivery of the statement described in clause (i) above, provide to the Agent the statement of an 
authorized officer ofthe Borrower setting forth the action which the Borrower proposes to take with 
respect thereof; 

(b) Interim Reports. Within ninety (90) days after the end of each of the first three 
quarters of each fiscal year of PGW, (i) financial statements consisting of a balance sheet of PGW 
as at the end of such quarter and a statement of income and equity of PGW and for the fiscal year 
through such quarter, setting forth in comparative form the corresponding figures for the 
corresponding periods of the preceding fiscal >ear, all in reasonable detail and certified (subject to 
year-end audit adjustments), by an authorized fmancial officer of PGW, as being fairly presented, 
accompanied by (ii) a letter from such officer addressed to the Agent stating that no Event of 
Default, and no event which with the lapse of time or the giving of notice would become an Event 
of Default, has come to his attention which was continuing at the end of such quarter or on the date 
of his letter, or, i f such an Event of Default or event which with the lapse of time or the giving of 
notice would become an Event of Default has come to his attention and was continuing at the end 
of such quarter or on the date of his letter, indicating the nature of such Event of Default or event 
which with the lapse of time or the giving of notice would become an Event of Default and the action 
which Borrower proposes to take with respect thereto; 

(c) Annual Reports 
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(i) Within one hundred twenty (120) days after the end of each fiscal yearof the 
PGW, (A) fmancial statements consisting of a balance sheet of PGW as at the end of such fiscal year 
and a statement of income and equity of PGW for such fiscal year, setting forth in comparative form 
(beginning with the fiscal year ending August 31,2001) the corresponding figures for the preceding 
fiscal year, all in reasonable detail and accompanied by an unqualified audit report of the 
independent public accountants of PGW stating that they have been prepared in accordance with 
generally accepted accounting principles consistently applied, accompanied by (B) a letter from an 
authorized financial officer of PGW addressed to the Agent stating that no Event of Default, and no 
event which with the lapse of time or the giving of notice would become an Event of Default, has 
come to his attention which was continuing at the end of such fiscal year or on the date of his letter, 
or, i f such an Event of Default or event which with the lapse of time or the giving of notice would 
become an Event of Default has come to his attention and was continuing at the end of such fiscal 
year or on the date of his letter, indicating the nature of such Event of Default or event which with 
the lapse of time or the giving of notice would become an Event of Default and the action which the 
Borrower proposes to take with respect thereto; and 

(ii) Within one hundred and eighty (180) days after the end of each fiscal year of 
the Borrower or as soon thereafter as they are available, the annual financial statements of the 
Borrower for such fiscal year: 

(d) Other Filings. Promptly upon their becoming available, a copy of any other 
non-routine, periodic or special reports of its activities or condition submitted to any Governmental 
Authority and any other audit report prepared with respect to its activities or condition for delivery 
to a third party, in each case to the extent such reports are deemed relevant by the Borrower to the 
Borrower's ability to perform its obligations under this Agreement, and copies of any material 
adverse notice or other material adverse communication from any Governmental Authority, i f such 
report, notice or communication is of a scope which would be required to be disclosed in an audit 
report of the Borrower. The Banks agree to maintain the confidentiality of all non-public information 
provided pursuant to this paragraph; provided, however, that the Banks shall not be precluded from 
disclosing such information or the contents of such infonnation to its Participants or, to the extent 
required by statute, rule, regulation or judicial process or upon the lawful demand of any court, 
agency oc other governmental authority having jurisdiction over the Banks; 

(e) Litigation. As promptly as practicable, written notice of all litigation filed 
against the; Bonower or PGW and all proceedings before any court OT Governmental Authority 
which (i) relate to this Agreement or (ii) relate to any of the other Documents and, in either case, if 
determined adversely to the Bonower orPGW, would have a material adverse effect upon the ability 
of the Bonower to perform its obligations hereunder; 

(f) Additional Debt. Notice of the issuance of any additional debt of the 
Bonower secured by the Revenues, promptly after the issuance thereof, and 
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(g) Other Information. Copies of all official statements issued by Borrower with 
respect to PGW, prompt notice of any amendment to any Document, and such other infonnation 
respecting the business affairs, fmancial condition and/or operations of PGW, as the Agent may from 
time to time reasonably request. 

Section 7.2 Maintenance of Books and Records. The Bonower shall keep proper books 
of record and account in which full, true and conect entries will be made of all dealings or 
transactions in relation to its business and activities. 

Section 7.3 Inspections: Discussion. The Bonower shall permit the Agent or its 
respective representatives, at any reasonable time and upon reasonable notice, during normal 
business hours and from time to time, at the request of the Agent to visit and inspect the properties 
of PGW, to examine and make copies of and take abstracts from the records and books of account, 
and to discuss the affairs, finances and accounts with the appropriate officers of PGW. The Agent 
agrees to maintain the confidentiality of all such books,records and information; provided, however, 
that the Agent shall not be precluded from disclosing such information or the contents of such books 
and records to its Participants or, to the extent required by statute rule, regulation or judicial process 
or upon the lawful demand of any court, agency or other governmental authority having jurisdiction 
over the Agent, 

Section 7.4 Use of Proceeds. In the case ofthe Bonower, the Bonower shall not use the 
proceeds ofthe sale of any Commercial Paper or the proceeds of any investments made with such 
proceeds for any purposes other than the following: (a) the payment to the Reimbursement Account 
for each Letter of Credit Disbursement, (b) the payment of the principal of and interest, i f any, on 
the Note, (c) the payment of any other indebtedness (including the Letter of Credit Fees specified 
in Section 4. 1) owing to the Agent hereunder, (d) the payment of any fees or other amount which 
it is obligated to pay to the Commercial Paper Dealer pursuant to the agreement in effect on the date 
hereof and fees to the Fiscal Agent for its services under the Fiscal Agent Agreement and billed to 
it, and (e) Project Costs (as defined in the General Ordinance). 

Section 7.5 Security. The Bonower shall take any and all actions necessary or reasonably 
requested by the Agent to continue the security interest described in Section 6.9 hereof. 

Section 7.6 Securities Act. The Bonower will sell or offer to sell Commercial Paper only 
in compliance with the registration provisions of the Securities Act of 1933, as amended, or pursuant 
to an exemption under Section 3(a)(2) thereof, for a political subdivision ofthe Commonwealth of 
Pennsylvania, and in compliance with the registration or qualification provisions of the Blue Sky or 
similar securities laws of any state having jurisdiction and, i f applicable, any regulatory authority 
thereof. Prior to the initial sale or offer to sell Commercial Paper under an exemption under Section 
3(a)(2) or at such subsequent time, as the Agent my reasonably request, the Borrower will provide 
the Agent with a favorable opinion of counsel in respect of such sale and offer to sell. 

NY\76955.5 -30-



Section 7.7 Licenses. Pennits. Etc. The Bonower will at all times and in all material 
respects maintain and comply with all necessary pennits and licenses with respect to the operation 
of PGW issued by governmental authorities havingjurisdiction over PGW, i f any. 

Section 7.8 Payment of Obligation. The Bonower shall pay and discharge all of its 
obligations and liabilities, including, without limitation, all taxes, assessments and governmental 
charges on or against the income and properties of PGW, when due, except to the extent only that 
such obligations, liabilities, taxes, assessments and governmental charges shall be contested in good 
faith and by appropriate proceedings and then only to the extent that a bond is filed in cases where 
the filing of a bond will avoid the creation of a Lien against any of its properties, or if no such bond 
can be filed, then only to the extent that such contest does not involve, in the reasonable judgment 
of the Agent, a substantial risk of sale, foreclosure, forfeiture or loss of a material item of property 
of PGW which would, in the opinion of the Agent, materially adversely affect the ability of the 
Bonower to perform its obligations under this Agreement. 

Section 7.9 Compliance with Documents. The Bonower shall perform and comply with 
each and every covenant and agreement required to be performed or observed by it in the 
Documents, which provisions, as well as related defined terms contained therein, are hereby 
incorporated by reference herein with the same effect as if each and every such provision were set 
forth herein in its entirety all of which shall be deemed to be made for the benefit of the Agent and 
shall be enforceable against the Bonower. To the extent that anysuch incorporated provision permits 
the Bonower, the fiscal Agent or the holders of Commercial Paper to waive compliance with such 
provision or requires that a document, opinion or other instrument or any event or condition be 
acceptable or satisfactory to the Bonower, the Fiscal Agent or the Commercial Paper Holders, for 
purposes of this Agreement, such provision shall not be complied with only if it is specifically 
waived by the Agent in writing and such document, opinion or other instrument and such event or 
condition shall be acceptable or satisfactcry only if it is acceptable or satisfactory to the Agent which 
shall only be evidenced by the Agent's written approval ofthe same. No termination or amendment 
to such covenants and agreements or defined terms or release of the Bonower with respect thereto 
made pursuant to the Documents shall be effective to terminate or amend such covenants and 
agreements or defined terms or release of the Bonower with respect thereto as incorporated by 
reference herein without the prior written consent of the Agent. Notwithstanding any termination or 
expiration of any such Document, the Bonower shall continue to observe the covenants therein 
contained for the benefit ofthe Agent until the termination of this Agreement. AU such incorporated 
covenants shall be in addition to the express covenants contained herein and shall not be limited by 
the express covenants contained herein nor shall such incorporated covenants be a limitation on the 
express covenants contained herein. 

Section 7.10 Insurance. The Bonower shall keep, or cause to be kept, the works, plants 
and facilities comprising the PGW and the operations thereof insured to the extent available at 
reasonable cost with responsible insurers with policies payable to the Bonower for the benefit of 
PGW against risks of direct physicalloss, damage or destruction of such works, plants and facilities, 
and against accidents, casualties, or negligence, including liability insuranc e and emp loyê s 1 iab Ui ty, 
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at least to the extent that similar insurance is usually carried by natural gas utilities operating like 
properties, if failure to maintain such insurance could materially adversely affect the ability of the 
Borrower to perform its obligations under this Agreement. 

Section 7.11 Further Assurances. From time to time hereafter, the Borrower will execute 
and deliver such additional instruments, certificates or documents, and will take all such actions as 
the Agent may reasonably request for the purposes of implementing or effectuating the provisions 
of this Agreement and each ofthe other Documents or for the purpose of more fiilly perfecting or 
renewing the Agent's rights with respect to the rights, properties or assets subject to such documents 
pursuant hereto or thereto. Upon the exercise by the Agent of any power, right, privilege or remedy 
pursuant to this Agreement and each of the other Documents which requires any consent, approval, 
registration, qualification or authorization of any Governmental Authority or instrumentality, the 
Borrower will, to the extent pennitted by law, execute and deliver aU necessary applications, 
certifications, instruments and other documents and papers that the Agent may be required to obtain 
for such governmental consent, approval, registration, qualification or authorization. 

Section 7.12 Use of Commitment. The Bonower will use the Commitment provided for 
herein for purposes of supporting the Commercial Paper. 

Section 7.13 Reduction of Outstanding Commercial Paper, (a) The Bonower will either 
(i) reduce its Outstanding Commercial Paper, its Credits Outstanding and outstanding Loan under 
the Credit Agreement to zero at least once each year on the Reduction Date, or (ii) demonstrate that 
its (a) available cash and (b) investments in obligations of the United States of America or 
obligations guaranteed as to all payments of principal and interest by the United States of America, 
which obligations have a maturity of one year or less, exceed the amount of Commercial Paper 
outstanding for a period of five consecutive business days ending on the Reduction Date at least once 
each year. 

(b) The Bonower will reduce its Outstanding Commercial Paper for the Agent and 
each Non-Agent Bank on a Pro-Rata Shares basis, so that the Commitment reduces to not more than 
the following amounts on the following dates: 

May 20, 2002 $95,000,000 
June 20, 2002 $90,000,000 
July 20, 2002 $85,000,000 
August 10, 2002 $80,000,000 

SECTION 8. 

NEGATIVE COVENANTS 
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The Borrower covenants, undertakes and agrees with the Agent that from the date hereof and 
throughout the term of this Agreement and so long as this Agreement or the Commitment remains 
in effect, the Note or any of the Commercial Paper remains outstanding and unpaid or any amount 
is owing to the Agent under this Agreement, it will not 

Section 8.1 Compliance with Laws, etc. Violate any laws, rules, regulations, or 
governmental orders to which it is subject, which violation involves a reasonable possibility of 
materially and adversely affecting the financial condition, business or results of operations of PGW. 

Section 8.2 Rate Covenant. Fail to impose, charge and collect gas charges, as shall be 
sufficient to comply with the rate covenant applicable to all outstanding Gas Works Revenue Bonds 
as defined in the General Ordinance. 

Section 8.3 Amendment. Amend or modify or agree to amend or modify in any way the 
General Ordinance, the Committee Resolution or any Document except with the prior written 
consent ofthe Agent, and in accordance with Section 11 - 1(e) hereof. 

Section 8.4 Removal of Fiscal Agent or Commercial Paper Dealer. Cause or permit the 
removal of the Fiscal Agent or the Commercial Paper Dealer or the appointment of successors 
thereto unless (i) in the case of a removal, such removal does not take effect until the appointment 
of a successor and (ii) in the case of any appointment, the successor is satisfactory to the Agent. 

Section 8.5 Sale of Assets Sell, transfer, convey or lease (whetherin a single transaction 
or a series of transactions) all or any substantial part ofthe properties or assets of PGW. 

Section 8.6 Liens. Create, assume or permit to exist any Lien with respect to any assets 
now owned or hereafter acquired and used in connection with PGW, other than (i) mechanic's or 
materialman's Liens which are being contested in good faith by the Borrower or on the Borrowers 
behalf, and (ii) Liens authorized by the Documents, if anysuch Lien would materially adversely 
affect the ability ofthe Borrower to perform its obligations under this Agreement. Nothing herein 
shall be construed as prohibiting the Borrower from incurring indebtedness secured by the Revenues 
permitted pursuant to the provisions of the Act and the General Ordinance or pursuant to The First 
Class City Revenue Bond Act of the Commonwealth of Pennsylvania, Act 234, approved October 
18, 1972, P.L. 955 or the Senior Bond Ordinance, as amended from time to time subject to 8.7. 

Section 8.7 Additional Bonds. Issue any additional bonds or incur any additional loans 
payable from the revenues of PGW except for any such debt that is subject to the rate covenant 
requiring net revenues at least equal to 1.5 times annual debt service without the prior written 
consent of the Agent. 

Section 8.8 Swap Termination Payments. Enter into any Swaps under which the 
termination payments are payable from the revenues of PGW, unless such payments are paid on a 
basis subordinate in lien and payment priority to the payments under this Agreement. 
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SECTION 9. 
EVENTS OF DEFAULT 

Each of the following events, acts or occurrences shall constitute an "Event of Default" under 
this Agreement. 

Section 9.1 Failure to Pay Principal or Interest. The Borrower shall fail to pay (a) the 
principal amount of any Loan when due, (b) any interest an any Loan within five (5) Business Days 
after the same shall be due and payable, or (c) or any fees or other amounts owing under this 
Agreement within five (5) Business Days after the same shall be due and payable. 

Section 9.2 Default bv Borrower under Other Obligations. 

(a) The Borrower shall default in the payment when due (subject to any applicable 
notice or grace period), whether at stated maturity or otherwise, of any principal of or interest on 
(howsoever designated) any indebtedness for borrowed money payable from Revenues in excess of 
$500,000, whether such indebtedness now exists or shall hereafter be created, provided, however, 
this Section 9.2(a) shall not apply to PGW debt to the Borrower, 

(b) an event of default as defined in any mortgage, indenture, instrument or 
resolution under which there may be issued, or by which there may be secured or evidenced, any 
indebtedness for money borrowed of, or guaranteed by, the Borrowo- and payable from Revenues 
in excess of $500,000, whether such indebtedness now exists or shall hereafter be created, shall 
occur and shall result in the indebtedness becoming due and payable prior to the stated maturity or 
due date thereof; or 

(c) any event shall occur which shall permit such indebtedness in excess of 
$500,000 to be so declared due and payable prior to its stated maturity or due date and such event 
shall continue unremedied past any period of grace provided for in any mortgage, indenture, 
instrument or resolution under which such indebtedness is issued. 

Section 9.3 Representations or Warranties Untrue. Any representation or warranty made 
by the Borrower herein or in any other Document or in any certificate, letter or other writing or 
instrument furnished or delivered by the Borrower to the Agent pursuant hereto or thereto or in 
connection with this Agreement or therewith, shall prove to have been untrue or incorrect in any 
material respect when made or when reaffirmed, as the case maybe. 

Section 9.4 Bankruptcy. Etc. (i) The Borrower or PGW shall commence any case, 
proceeding or other action (A) under any existing or future law of any jurisdiction relating to 
bankmptcy, insolvency, reorganization or relief of debtors, seekingto have an order for relief entered 
with respect to it or seeking to adjudicate it insolvent or a bankrupt or seeking reorganization, 
arrangement, adjustment, winding-up, liquidation, dissolution, composition or other relief with 
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respect to it or its debts, or (B) seeking appointment of a receiver, trustee, custodian or other similar 
official for itself or for any substantial part of its property, or the Borrower shall make a general 
assignment for the benefit of its creditors, or (ii) there shall be commenced against the Borrower or 
PGW any case, proceeding or other action of a nature referred to in clause (i) and the same shall 
remain undismissed for a period of 30 days, or (iii) there shall be commenced against the Borrower 
or PGW any case, proceeding or other action seeking issuance of a warrant ofattachment, execution, 
distraint or similar process against all or any substantial part of its property which results in the entry 
of an order for any such relief which shall not have been vacated, discharged, or stayed or bonded 
pending appeal, within 30 days from the entry thereof, or (iv) the Borrower shall take action in 
furtherance of, or indicating its consent to, approval of, or acquiescence in, any of the acts set forth 
in clause (i), (ii) or (iii) above, or (v) the Borrower shall generallynot, or shall be unable to, or shall 
admit in writing its inabiUty to, pay its debts as they become due. 

Section 9.5 Document or General Ordinance Default The Borrower shall default in the 
due observance of any covenant, condition or agreement contained in the General Ordinance or any 
Document and the expiration of any applicable grace period shall have occurred. 

Section 9.6 Default in Covenants Hereunder. The Borrower shall (a) default in the 
observance of its covenants set forth in Section 7.1(a) or 8, or (b) default in the observance of its 
other covenants hereunder not specifically referred to in this Section 9, and such default shall 
continue unremedied for thirty (30) days (or, if the Borrower is diligently pursuing a cure of such 
default, and such default is capable of cure within such time period, sixty (60) days) after written 
notice of such default shall have been given to the Borrower by the Agent. 

Section 9.7 Accounts. The Note Redemption Account,the ReimbursementAccount, the 
Sinking Fund Account or the Operating Account or any fimds on deposit in, or otherwise to the 
credit of such account shall become subject to any writ, order, judgment, warrant of attachment, 
execution or similar process and such writ, order, judgment, warrant of attachment, execution or 
similar process prevents payment into or out of such Accounts for the purposes and at the times 
contemplated by the Documents, unless such writ, order, judgment, warrant of attachment, execution 
or similar process shall be fully bonded. 

Section 9.8 Certain Judgments. Any judgment arising out of the operation of Borrower 
or PGW in an aggregate amount in excess of $5,000,000 shall be entered against Borrower or PGW 
as the case may be and which is not (a) appealed or (b) paid within ninety (90) da>5 of becoming 
final. 

Section 9.9 In va lidi tv of Documents. Any provision ofthis Agreement or any ofthe other 
Documents or the General Ordinance shall at any time for any reason cease to be valid and binding 
on the related obligor thereunder or shall be declared to be null and void by any court or 
Governmental Authority or agency having jurisdiction over the Borrower, or the validity or fee 
enforceability thereof shall be contested by the Borrower or PGW in a judicial or administrative 
proceeding. 
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Section 9.10 Changes in Act Any change shall be made in any provision ofthe Act i f such 
change would, in the reasonable judgment of the Agent, materially and adversely affect the ability 
of the Borrower to pay any amount coming due hereunder. 

SECTION 10. 

REMEDIES UPON DEFAULT 

If any Event of Default shall occur and be continuing then, and in any such event, the Agent 
may immediately in its sole discretion take any or all of the following actions: 

Section 10. V Cease Issuing Commercial Paper. Instruct the Borrower and the Fiscal Agent 
with a copy to the Commercial Paper Dealer to immediately cease issuing and delivering 
Commercial Paper (if such instructions have not theretofore been given and are not then in effect). 

Section 10.2 Terminate Commitment. Declare the Commitment to be terminated, 
whereupon the Commitment shall forthwith terminate except with respect to the amount of 
Commercial Paper Outstanding prior to the date of such termination; provided, however, that when 
the Commercial Paper Outstanding is paid the remaining Commitment shall be terminated.. 

Section 103 Draw Under the Letter of Credit Direct the Fiscal Agent to make a drawing 
under the Letter of Credit in the amount required to pay in full all Outstanding Commercial Paper 
entitled to the benefit of the Letter of Credit upon maturity. 

Section 10.4 Revenue Deposit Direct the Fiscal Agent and the Borrower to deposit an 
amount into the Reimbursement Account equal to the Credits Outstanding. 

Section 10.5 Acceleration. Upon not less than thirty (30) days prior notice to the Borrower, 
declare all the unpaid principal amount of the Note, interest accrued thereon and all other amounts 
owing by the Bonower hereundtr or under the Note to be due and pa>able without presentment, 
demand, protest or notice of any kind, all of which are hereby expressly waived, and an action 
therefor shall immediately accrue; provided, however, that with respect to an Event of Default under 
Section 9.4 hereof, all the unpaid principal amount of the Note, interest accrued thereon and all other 
amounts owing by the Bonower hereunder or under the Note shall be immediately due and payable 
without presentment, demand, protest or notice of any kind, all of which are hereby expressly 
waived, and an action therefor shall immediately accrue. Anything herein to the contrary 
notwithstanding, no declaration or termination of the Commitment of the Agent pursuant to the 
foregoing provisions of this Section 10 shall affect the obligations ofthe Agent to make payments 
under the Letter of Credit with respect to Commercial Paper Outstanding. 
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SECTION 11. 

THE BANKS 

The provisions ofthis Section 11 are for the sole and exclusive benefit ofthe Agent and the 
Non-Agent Banks, and the Borrower shall have no rights or obligations under this Section 11. 

Section 11.1 Obligations ofNon-Aeent Banks. On the following termsand conditions, the 
Agent hereby agrees to sell and the Non-Agent Banks hereby agree to purchase an undivided interest 
(the "Subcommitment") in the Agent's obligations in respect of this Agreement. The maximum 
amount of the Subcommitment of each Non-Agent Bank is set forth on the signature page hereto and 
the relationship which such amount bears to the maximum amount of the Agent's obligations under 
the Letter of Credit (detennined at any given time after giving effect to any assignment by the Agent 
of any of its right, title and interest under the Agreement but without giving effect to the sale of any 
Subcommitment) is hereinafter called the "Pro Rata Share". 

(a) At any time that a drawing in respect of principal and/or interest is not 
reimbursed by the Borrower under the terms of this Agreement, then the Agent will give notice to 
the Non-Agent Banks of a drawing under the Letter of Credit not later than noon on the succeeding 
Business Day. Such notice will state the date, the amount of the drawing and the amount of each 
Non-Agent Bank's Pro Rata Share in the drawing. The Non-Agent Banks will, before 3:00 p.m. 
(New York City time) on the date of such notice, make available to the Agent (ABA # 021-000-238) 
c/o J.P. Morgan Services, Inc., 500 Stanton Christiana Road, P.O. Box 6071, Newark, Delaware 
19713-2107, Attention, Letter of Credit Services (account # 001-39-968), in immediately available 
funds, an amount equal to each Non-Agents Banks' Pro Rata Share. 

(b) The Agent will promptly credit the account of each Non-Agent Bank, with 
its Pro Rata Share of all amounts representing reimbursanent of drawings, interest on drawings, and 
the Annual Fee in accordance with Section 4.1(a) hereof. 

(c) If the Agent should for any reason make anypayment to any of the Non-Agent 
Banks in anticipation of the receipts of fimds from the Borrower and such fimds are not received by 
the Agent from the Borrower on the date payment is due, then each Non-Agent Bank shall, on 
demand of the Agent, forthwith return to the Agent any such amounts transferred to such Non-Agent 
Bank by the Agent in respect of the Subcommitment plus interest thereon for the period from the day 
such amounts were transferred by the Agent to such Non-Agent Bank to but not including the day 
such amounts are returned by such Non-Agent Bank, at a rate per annum equal to the effective 
Federal Funds rate for such period. If the Agent is required at any time to return to the Borrower or 
to a trustee, receiver, liquidator, custodian or other similar official any portion of the payments made 
by the Bonower to the Agent, then the Non-Agent Bank shall, on demand of the Agent, forthwith 
retum to the Agent any such payments transfened to the Non-Agent Bank by the Agent in respect 
ofthe Subcommitment, but without interest on such paymeits (unless the Agent is required to pay 
interest on such amounts to the person recovering such payments). 
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(d) The Agent will exercise the same care in making and in handling the credits 
under this Section 11.1 as the Agent exercises with respect to credits in which no Subcommitments 
are granted. 

(e) The Agent reserves the sole right and responsibility to enforce the obligations 
of the Borrower and any other entity obligated in respect ofthis Section 11.1. and may, in its sole 
discretion (a) agree to any modification of any ofthe terms of this Agreement or any other agreement 
or instrument evidencing, securing or otherwise relating to this Agreement, (b) waive any of such 
terms or give or withhold consents or approvals to any action or failure to act by the Borrower or any 
such other entity and (c) exercise or refra in from ex ercising, or waive, any rights or powers the Agent 
may have in respect thereof; provided that no amendment, waiver, or consent shall increase the 
Subcommitment or subject any Non-Agent Bank to any additional obligation, extend, as to the 
Subcommitment, the expiry date ofthe Letter of Credit, reduce the Letter of Credit Fees or reduce 
the rate of interest on draws under the Letter of Credit, extend the due date of any principal or 
interest on the Loans in connection therewith, release items of security under Section 2.12 of this 
Agreement, or consent to the assignment of the Borrower's obligations under this Agreement 
pursuant to Section 12.17 ofthis Agreement without the prior written consent of 100% ofthe Banks; 
and provided, ftirther, however, with respect to Acceleration under Section 10.5. the Agent may only 
accelerate the Note if Banks whose Pro-Rata Share (including the Pro-Rata Share of the Agent) is 
at least equal to 100% of the Commitment, give their prior written consent to such remedy and 
provided further that the Agent may only (i) consent to additional bonds under Section 8.7 of this 
Agreement or amendments to the General Ordinance, or the Committee Resolutions, (ii) waive any 
Event of Default under this Agreement (iii) elect not to pursue remedies under this Agreement if 
Banks whose Pro-Rata Share (including the Pro-Rata Share of the Agent) is at least equal to 75% 
of the Commitment give their prior written consent to such consent, waiver or election; and 
provided, further, however, that the Agent shall pursue remedies if so directed by the Banks whose 
Pro-Rata Share (including the Pro-Rata Share of the Agent) is at least 75% of the Commitment. If 
the Non-Agent Banks do not agree or consent to a request of the Agent in writing within 10 days, 
the Agent may, in its option, repurchase the Pro Rata Share of such Non-Agent Banks immediately 
at par or such purchase price as shall be agreed between the Agent and such Non-Agent Banks at 
such time. The Agent shall not, in the absence of gross negligence or willful misconduct, be under 
any liability to the Non-Agent Banks with respect to anything which it may do or refrain from doing 
which may seem to the Agent to be necessary or desirable. Without in any way lirniting the 
foregoing, the Agent may rely upon the advice of counsel concerning legal matters and upon any 
written communication or telephone conversation which it believes to be genuine and correct or to 
have been signed, sent or made by the proper person and shall not be required to make an inquiry 
concerning the performance by the Borrower of its obligations under this Agreement. The Agent 
shall have no.obligation to make any claim on, or assert any lien upon, or assert any setoff against, 
any property held by it, and if it elects to do so, the Agent may in its discretion apply the same 
against indebtedness ofthe Borrower otho- than its indebtedness in respect ofthe Agreement. The 
Agent and the Non-Agent Banks may accept deposits from, make loans or otherwise extend credit 
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to and generally engage in any kind of banking or trust business with, the Borrower or any other 
entity obligated in respect of this Agreement. 

(f) Each Non-Agent Bank agrees to indemnify the Agent for each Non-Agent 
Bank's Pro Rata Share (to the extent not reimbursed by the Borrower) of any and all liabilities, 
obligations losses, damages, penalties, actions, judgments, suits, costs, expenses or disbursements 
of any kind and nature whatsoever which may be imposed on, incurred by or asserted against it in 
any way relating to or arising out of (i) any legal proceedings relating to this Agreement or the 
transactions contemplated thereby or (ii) the enforcement of any of the terms thereof, provided that 
each Non-Agent Bank shall not be liable for any ofthe foregoing to the extent they arise from the 
Agent's gross negligence or willful misconduct. This indemnity shall survive termination of this 
Agreement. 

(g) The Agent makes no representation or warranty in connection with, and shall 
have no responsibility with respect to, the solvency, financial condition, or statements of the 
Borrower, or the validity and enforceability of the obligations of the Borrowa in respect of this 
Agreement. Each Non-Agent Bank acknowledges that it has, independently and without reliance on 
the Agent, and based on such documents and information as it has deemed appropriate, made its own 
credit analysis and decision to purchase the Subcommitment and will continue to be responsible for 
making its own independent appraisal of the business, affairs and fmancial condition of the 
Borrower. 

(h) The Agent shall retain a Pro-Rata Share at least equal to ten percent (10%) 
of the Commitment. 

(i) The Agent shall give notices of default hereunder to the Borrower if requested 
to do so by any Non-Agent Bank. 

Section 11.2 Notices to the Banks. Upon receipt by the Agent of any notice under this 
Agreement or the Documents, the Agent shall promptly forward copies of any such notice to the 
Banks. Within 45 days following the date on which any Bank receives a copy of the Borrower's 
request for an extension ofthe Expiration Date as provided in Section 2.2 hereof, each Non-Agent 
Bank shall deliver to the Agent written notice indicating whether or not such Non-Agent Bank 
consents to the Borrower's extension request. The failure of any Non-Agent Bank to notify the Agent 
in writing of any decision within such 45-day period shall be deemed to be a rejection of such 
request. 

Section 11.3 Authorization and Action. Each Bank hereby appoints and authorizes the 
Agent to take such action as agent on its behalf and to exercise such powers under this Agreement 
and under the Documents as are delegated to such the Agent by the terms hereof and thereof, 
together with such powers as are reasonably incidental thereto. As to any matters not expressly 
provided for by this agreement or the other Documents, the Agent shall not be required to exercise 
discretion or take any action, but shall be required to act or to refrain from acting (and shall be fully 
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protected in so acting or refraining from acting) upon the instructions of the Banks, and such 
instructions shall be binding upon all the Banks; provided, however, that the Agent shall not be 
required to take any action which exposes the Agent to personal liability or which is contrary to this 
Agreement or applicable law. The Agent agrees to give to each Bank prompt notice of each notice 
given to it by the Borrower or the Fiscal Agent pursuant to the terms of this Agreement or the other 
Documents. In addition, the Agent shall, within 30 days of its receipt thereof from the Borrower, 
deliver a complete set of the documents executed and delivered with respect to the Amendment on 
the Amendment Date, to each Non-Agent Bank. The Agent shall deliver to each Non-Agent Bank, 
within 30 days of its delivery by the Borrower to the Agent, any other information relating to PGW 
reasonably requested in writing by such Non-Agent Bank. 

Section 11.4 Agent's Reliance. Etc. Neither the Banks nor any of their directors, officers, 
administrative agents or emplojees shall be liable to any Bank for any action taken or omitted to be 
taken by it or them under or in connection with this Agreement or the other Documents, except for 
its or their own gross negligence or willful misconduct. Without limitation of the generality of the 
foregoing, each Bank may consult with legal counsel (including counsel for the Borrower), 
independent public accountants and other experts selected by it and shall not be liable for any action 
taken or omitted to be taken in good faith by it in accordance with the advice of such counsel, 
accountants or experts. The Banks (i) make no warranty or representation to any Bank and shall not 
be responsible to any Bank for any statements, wananties or representations (whether written or oral) 
made in or in connection with this Agreement; (ii) shall not have any duty to ascertain or to inquire 
as to the performance or observance of any ofthe terras, covenants or conditions of this Agreement 
on the part of the Bonower or to inspect the property (including the books and records) of the 
Bonower; (iii) shall not be responsible to any Bank for the due execution, legality, validity, 
enforceability, genuineness, sufficiency or value of this Agreement, the Documents or any other 
instrument or document furnished pursuant hereto or thereto, and (iv) shall incur no liability under 
or in respect of this Agreement by acting upon any notice, consent, certificate or other instrument 
or writing (which may be by telecopier, telegram, cable or telex) believed by it to be genuine and 
signed or sent by the proper party or parties. The Banks and the Bonower acknowledge that only 
the Agent has duties or responsibilities hereunder. 

Section 11.5 Agents and Affiliates. The Agent and each Bank and its affiliates may accept 
deposits from, lend money to, act as trustee under indentures of, and generally engage in any kind 
of business with, the Bonower, any of its subsidiaries and any Person who may do business with or 
own securities of the Bonower or any such subsidiary, all as if it were not a Bank and without any 
duty to account therefor to any other Bank. 

Section 11.6 Bank Credit Decision. Each Bank acknowledges that it has, independently 
and without reliance upon any other Bank and based on the financial statements refened to in 
Sections 6.4 and 7.1 and such other documents and information as it has deemed appropriate, made 
its own credit analysis and decision to enter into this Agreement. Each Bank also acknowledges that 
it will, independently and without reliance upon any other Bank and based on such documents and 
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information as it shall deem appropriate at the time, continue to make its own credit decisions in 
taking or not taking action under this Agreement. 

SECTION 12. 

MISCELLANEOUS 

Section 12.1 No Waiver: Modifications in Writing. No failure or delay on the part ofthe 
Agent in exercising any right, power or remedy hereunder or under any other document, instrument 
or agreement required, referred to or contemplated hereunder or with respect to any Loan, the Letter 
of Credit or any Letter of Credit Disbursement shall operate as a waiver thereof, nor shall any single 
or partial exercise of any suchright, power or remedy preclude any other or further exercise thereof 
or the exercise of any other right, power or remedy. The rights and remedies of the Agent provided 
for herein are cumulative and are not exclusive of any remedies that maybe available to the Agent 
at law or in equity. Any waiver of any provision ofthis Agreement, and any consent to any departure 
by the Borrower from the terms of any provision ofthis Agreement, shall be effective only in the 
specific instance and for the specific purpose for which given. No notice to or demand on the 
Borrower in any case shall entitle the Borrower to any other or further notice or demand in similar 
or other circumstances. 

Section 12.2 Notices, etc. Except as otherwise specified herein, all notices, demands, 
instructions and other communications required or permitted to be given to or made upon any party 
hereto shall be in writing, and such writing may be satisfied by communication by telecopy or tested 
telex or shall be personally delivered or sent by registered or certified mail, postage prepaid, return 
receipt requested, and shall be deemed to be given for purposes of this Agreement on the day that 
such writing or telecopy or tested telex is received by the intended recipient thereof in accordance 
with the provisions of this Section 12.2. Unless otherwise specified in a notice sent or delivered in 
accordance with the foregoing provisions ofthis Section 12.2, notices, demands, instructions and 
other communications in writing, or by telecopy or tested telex shall be given to or made upon the 
parties hereto at their respective addresses, telecopier number, or telex number set forth below, and, 
in the case of telephonic instructions or notices, by calling the telephone number or numbers 
indicated for such party below: 

(a) In the case of communications and payments to the Agent. 

Morgan Guaranty Trust Company of New York, 
One Chase Plaza 
New York, New York 10081, 
Reference: ABA# 02100021 for the credit of Philadelphia Gas Works Clearing 
Account 323224415 

(b) In the case of communications and payments to the Non-Agent Banks: 
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(i) First Union National Bank 
123 South Broad Street (PA 1220) 
Philadelphia, Pennsylvania 19109-7558 
Attention: Underwriting Department 

(ii) PNC Bank, National Association 
1600 Market Street, 221 Floor 
Philadelphia, Pennsylvania 19103 
Attention: Michad Valerio 

(iii) Bank of Nova Scotia 
New York Agency 
1 Liberty Plaza, 26th Floor 
New York, New York 10006 
Attention: Sandra Edwards, Letters of Credit 

(iv) Mellon Bank, N.A. 
1735 Market Street, Suite 465 
Philadelphia, PA 19103 
Attention: MaryannM. George 

or to such other account as the Agent or such Non-Agent Bank may from time to time 
designate in writing to the Borrower 

(c) If to the Borrower: 

City of Philadelphia 
Municipal Services Building, Suite 1330 
1401 John F. Kennedy Boulevard 
Philadelphia, Pennsylvania 19102 
Attention: Director of Finance 
Telephone: 215-686-6140 
Telecopier: 215-988-0865 

Copy to: 

PGW 
800 W. Montgomery Avenue 
Philadelphia, Pennsylvania 19122 
Attention: Chief Financial Officer 
Telephone: 215-684-6456 
Telecopier: 215-684-6602 
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(d) If to Fiscal Agent: 

U.S. Bank Trust National Association 
100 Wall Street 
20,h Floor 
New York, New York 10005 
Attention: William Martinez 
Telephone: 212-361-3841 

(e) If to Commercial Paper Dealer: 

Goldman Sachs & Co. 
85 Broad Street 
New York, New York 10004 
Attention: Municipal Money Market Desk 
Telephone: 212-902-6632 

Section 12.3 Indemnity. The Borrower hereby indemnifies and holds harmless the Banks 
from and against any and all claims, damages, losses, liabilities, reasonable costs or expenses 
whatsoever which the Agent may incur (or which may be claimed against the Agent by any Person 
or entity whatsoever) by reason of or in connection with the offering and sale of the Commercial 
Paper (including, without limitation, by reason of any inaccuracy in any material respect, or any 
untrue statement or alleged untrue statement of any material fact, contained in any Commercial Paper 
Memorandum or any amendment or supplement thereto, or by reason of the omission or alleged 
omission to state therein a material fact necessary to make such statements, in the light of the 
circumstances under which they were made, not misleading), the execution and delivery of this 
Agreement or the Letter of Credit or the transfer of the Letter of Credit, or payment or failure to pay 
under the Letter of Credit; provided, however, that the Bonower shall not be required to indemnify 
the Agent for any claims, damages, losses, liabilities, costs or expenses to the extent, but only to the 
extent, caused by (a) the willful misconduct or gross negligence of the Agent in determining whether 
a certificate presented under the Letter of Credit complied with the terms of the Letter of Credit, (b) 
the Agent's willful failure or gross negligence in failing to pay under the Letter of Credit after the 
presentation to it by the Fiscal Agent of acertificate strictly complying with the termsand conditions 
of the Letter of Credit or (c) an inaccuracy in a material respect, or an untrue statement, with respect 
to information supplied in writing by the Agent for inclusion in any Commercial Paper 
Memorandum. Nothing in this Section 12.3 is intended to limit any other obligations ofthe 
Borrower contained in this Agreement. The provisions of this Section 12.3 shall survive the 
termination of this Agreement. 

Section 12.4 Survival of Agreement. All covenants, agreements, representations and 
warranties made herein, in the Fiscal Agent Agreement and in the certificates delivered pursuant 
hereto shall survive the issuance ofthe Letter of Credit and the Note and shall continue in full force 
and effect as to the Agent so long as any obligations ofthe Borrower hereunder or under the Note 
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are outstanding and unpaid and so long as the Agent has any liability hereunder or under the Letter 
of Credit. Whenever in this Agreement any of the parties hereto is referred to, such reference shall 
be deemed to include the successors and assigns of such party, but no assignment or transfer (by 
operation of law or otherwise) of this Agreement by the Borrower or any of its rights or duties 
hereunder may be made without the prior written consent of the Agent; and all covenants, promises 
and agreements by or on behalf of the Bonower which are contained in this Agreement and the 
documents, instruments and agreements required hereunder shall inure to the benefit of the 
successors and assigns ofthe Agent. 

Section 12.5 Participations. The Agent may at any time sell, assign, negotiate, grant 
participations in, or otherwise dispose of its rights under this Agreement or the Note, to certain 
participating entities (the "Participants") but, no such disposition shall affect or reduce any 
obligations of the Agent or the rights of the Bonower hereunder, and all obligations of the Agent 
hereunder shall continue in full force and effect to the same extent as though no such disposition was 
made. Non-Agent Banks are not deemed to be Participants as defined in this Section 12.5 

Section 12.6 Costs and Expenses. 

(a) Costs of Enforcement. The Bonoweragrees to pay to the Agentupon receipt 
of an invoice therefor whether or not any extension of credit is made under this Agreement the 
reasonable costs and other reasonable expenses (including, without limitation, legal fees and 
disbursements) incuned (as a direct or indirect result of action taken or omitted to be taken by or on 
behalf of the Bonower) in enforcing or seeking to enforce any of the rights ofthe Agent under this 
Agreement. 

(b) Taxes. The Bonower agrees to pay all stamp, transfer and other similar taxes 
payable or determined to be payable in connection with the execution and delivery of this Agreement 
and in connection with any payment made by the Agent under or with respect to the Letter of Credit. 
The Bonower shall pay all such taxes payable or determined to be payable in connection with 
issuance of the Note or the making of any Loan made to it, and the Bonower agrees to save and hold 
the Agent harmless from and against any and all liabilities with respect to or resulting from any delay 
in paying cr omission to pay such taxes. 

Section 12.7 Applicable Law. This Agreement and the Note shall be construed in 
accordance with and governed by the laws ofthe Commonwealth of Pennsylvania. 

Section 12.8 Counterparts. This Agreement may be executed in two or more counterparts, 
each of which shall constitute an original but all of which, when taken together, shall constitute but 
one instrument, and shall become effective when such counterparts shall have been duly executed 
and delivered as of the date hereof by all parties hereto. 

Section 12.9 Severability. In case any one or more of the provisions contained in this 
Agreement, the Fiscal Agent Agreement, the Note or any document, instrument, or agreement 
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required hereunder should be declared invalid, illegal or unenforceable in any respect, the validity, 
legality and enforceability of the remaining provisions contained herein and therein shall not in any 
way be affected or impaired thereby. 

Section 12.10 Oral Negotiations. This Agreement and the documents, instruments, and 
agreements required hereunder supersede all oral negotiations and prior writings in respect ofthe 
subject matter hereof and thereof. 

Section 12.11 Disclaimer. The Borrower acknowledges that the Agent has made no 
representation that the transactions contemplated by this Agreement or any other agreement delivered 
in connection herewith will have particular tax or accounting treatment upon the Borrower or any 
other person. 

Section 12.12 No Third Party Beneficiary Rights or Benefits. This Agreement shall not be 
construed so as to confer any right or benefit upon any person other than the parties to the Agreement 
and their respective successors and assigns (including the Participants). 

Section 12.13 Responsibility. Except to the extent required by law, neither the Agent nor 
any Participants shall have any responsibility as to the application by the Borrower of the proceeds 
of any Loan. 

Section 12.14 Descripti ve Headings. The Section headings are for convenience and are not 
part of this Agreement. Accordingly, they shall not affect the interpretation of any of the provisions 
hereof. 

Section 12.15 Limited Liability. The Note, the Loans, and any obligation underthis 
Agreement are not general obligations ofthe Borrower and do notpledge the credit or taxing power 
or create any debt or charge against the tax or general revenues of the Borrower. Any liability of the 
Borrower arising out of this Agreement shall be a limited liability of the Borrower payable solely 
from the Revenues and from the proceeds of the Commercial Paper. This Agreement is the 
corporate obligation ofthe Agent only. No recourse may be had by the Borrower or the Agent 
against any of the other's incorporators, shareholda-s, controlling persons, directors, officers, 
employees or agents with respect to claims arising under this Agreement. 

Section 12.16 Liability of each Bank. As to each Bank, including the Agent, the Borrower 
assumes all risks of the acts or omissions of the Fiscal Agent with respect to its use of the Letter of 
Credit and the proceeds thereof; provided, however, that this assumption is not intended to, and shall 
not, preclude the Borrower from pursuing such rights and remedies as it may have against the Fiscal 
Agent at law or under any other agreement. Neither the Banks nor any of their officers, directors, 
employees or agents shall be liable or responsible for: 

(a) the use made of the Letter of Credit or any proceeds of the Letter of Credit or 
for any acts or omissions ofthe Fiscal Agent; 
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(b) the validity, sufficiency or genuineness of any documents or endorsements, 
except the Letter of Credit, even if such documents should in fact prove to be in any or all respects 
invalid, insufficient, fraudulent or forged; 

(c) payment by the Agent on behalf of the related Non-Agent Banks against 
presentation of documents which do not comply with the terms of a Letter of Credit, including 
failure of any documents to bear adequate refaence to such Letter of Credit; or 

(d) any other circumstances in making or failing to make payment under a Letter 
of Credit; 

provided, however, that the Borrower shall have a claim against the Agent, and the Agent shall be 
liable to the Borrower for direct, but not consequential, damages suffered by the'Borrower which 
were caused solely by the willful misconduct or gross negligence of the Agent in connection with 
drawings under the Letter of Credit (it being understood that, without limitation, failure to honor a 
draft accompanied by documentation in proper form shall const itute gross negligence). By way of 
amplification, the Agent may accept documents that appear on their face to be in order without 
responsibility for further investigation, regardless of any notice or infonnation to the contrary. 
Subject to the foregoing, the determination of whether a draft has been presented under the Letter 
of Credit prior to the Expiration Date or whether a draft drawn under the Letter of Credit or any 
accompanying document or instrument is in proper and sufficient form shall be made by the Agent 
in its sole discretion, which determination shall be conclusive and binding upon the Bonower absent 
evidence that such determination was manifestly in enor. The Bonower hereby waives any right to 
object to any payment made under the Letter of Credit against a draft with accompanying documents 
in the forms provided for in such Letter of Credit but varying in punctuation, capitalization, spelling 
or similar matters of form. 

The provisions ofthis Section 12.16 shall not affect any claim which the Bonower 
or the Holder of any Commercial Paper may have against the Agent regarding information provided 
by the Agent for inclusion in any offering document for the Commercial Paper. 

Section 12.17 Successors and Assigns. This Agreement is a continuing obligation and shall 
be binding upon the Agent, the Non-Agents Banks, the Bonower, and their respective successors, 
transferees and assigns, and shall inure to the benefit of and be enforceable by the Agent, the Non-
Agent Banks, the Bonower and their respective successors, transferees and assigns; provided. 
however, that the Bonower shall not assign all or any part of this Agreement without the prior 
written consent ofthe Agent. 

Section 12.18 Sharing of Payments Etc. If any Bank shall obtain anypayment (whether 
voluntary, involuntary, through the exercise of any right of set-off or otherwise) on account ofthe 
Payment Obligations (other than pursuant to Section 2.7 or 12.3) in excess of its ratable share of 
payments on account ofthe Payment Obligations payable to all the Banks, such Bank shall forthwith 
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purchase from the other Banks such participations in the Payment Obligations as shall be necessary 
to cause such purchasing Bank to share the excess payment ratably with each of them, provided, 
however, that if all or any portion of such excess payment is thereafter recovered from such 
purchasing Bank, such purchase from each Bank shall be rescinded and such Bank shall repay to the 
purchasing Bank the purchase price to the extent of such recovery together with an amount equal to 
such Bank's ratable share (according to the proportion of (i) the amount of such Bank's required 
repayment to (ii) the total amount so recovered from the purchasing Bank) of any interest or other 
amount paid or payable by the purchasing Bank in respect of the total amount so recovered. The 
Borrower agrees that an/ Bank so purchasing a participation from another Bank pursuant to this 
Section 12.18 may, to the fullest extent permitted by law, exercise all its rights of payment (including 
the right of set-off) with respect to such participation as fully as if such Bank were the direct creditor 
ofthe Borrower in the amount of such participation. 

Section 12.19 Assignments and Participations. 

(a) Each Non-Agent Bank may, with the prior written consent of the Agent 
(which consent shall not be unreasonably withheld or delayed), assign to one or more banks or other 
entities all or a portion of its rights and obligations under this Agreement; provided, however, that 
(i) each such assignment shall be of a constant, and not a varying, percentage of all such rights and 
obligations, (ii) each such assignment shall be to an Eligible Assignee, and (iii) the parties to each 
such assignment shall execute and deliver to the Agent, an Assignment and Acceptance a form of 
which is attached hereto as Exhibit D, together with a processing and recordation fee of $2,500: 
provided further that the prior written consent of the Borrower shall be required for any assignment 
resulting in a change in Non-Agent Banks. Upon such execution, delivery, acceptance and recording, 
from and after the effective date specified in each Assignment and Acceptance, (x) the assignee 
thereunder shall be a party hereto and, to the extent that rights and obligations hereunder have been 
assigned to it pursuant to such Assignment and Acceptance, have the rights and obligations of a 
Bank hereunder and (y) the Bank assignor thereunder shall, to the extent that rights and obligations 
hereunder have been assigned by it pursuant to such Assignment and Acceptance, relinquish its 
rights and be released from its obligations under this Agreement (and, in the case of an Assignment 
and Acceptance covering all or the remaining portion of an assigning Bank's rights and obligations 
under this Agreement, such Bank shall cease to be a party hereto). 

(b) By executing and delivering an Assignment and Acceptance, the Bank 
.assignor thereunder and the assignee thereunder confirm to and agree with each other and the other 
parties hereto as follows; (i) other than as provided in such Assignment and Acceptance, such 
assigning Bank makes no representation or warranty and assumes no responsibility with respect to 
any statements, warranties or representations made in or in connection with this Agreement or the 
execution, legality, validity, enforceability, genuineness, sufficiency or value of this Agreement or 
any other instrument or document furnished pursuant hereto; (ii) such assigning Bank makes no 
representation or warranty and assumes no responsibility with respect to the fmancial condition of 
the Borrower or the performance or observance by the Borrower of any of its obligations under this 
Agreement or any other instrument or document furnished pursuant hereto; (iii) such assignee 
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acknowledges that it has received a copy of this Agreement, together with copies of the financial 
statements referred to in Sections 6.4 and 7.1 and such other documents and information as it has 
deemed appropriate to make its own credit analysis and decision to enter into such Assignment and 
Acceptance; (iv) such assignee will, independently and without reliance upon the Agents, upon such 
assigning Bank or upon any other Bank and based on such documents and information as it shall 
deem appropriate at the time, continue to make its own credit decisions in taking or not taking action 
under this Agreement; (v) such assignee confirms that it is an Eligible Assignee, (vi) such assignee 
appoints and authorizes the Agent to take such action on its behalf and to exercise such powers under 
this Agreement as are delegated to the Agent by the terms hereof, together with such powers as are 
reasonably incidental thereto; and (vii) such assignee agrees that it will perform in accordance with 
their terms all of the obligations which by the terms of this Agreement are required to be performed 
by it as a Bank. 

(c) The Agent shall maintain at its address referred to in Section 12.2 hereof a 
copy of each Assignment and Acceptance delivered to and accepted by it and a register for the 
recordation ofthe names and addresses of the Banks. The entries in the register shall be conclusive 
and binding for all purposes, absent manifest error, and the Borrower, the Agent and the Non-Agent 
Banks may treat each Person whose name is recorded in the register as a Bank hereunder for all 
purposes of this Agreement. The register shall be available for inspection by the Borrower or any 
Bank at any reasonable time and from time to time upon reasonable prior notice 

(d) Upon its receipt of an Assignment and Acceptance executed by an assigning 
Bank and an assignee representing that it is an Eligible Assignee, the Agent shall, if such Assignment 
and Acceptance has been completed and is in substantially the form of Exhibit D hereto, (i) accept 
such Assignment and Acceptance, (ii) record the information contained therein in the register and 
(iii) give prompt notice thereof to the Borrower. 

(e) Each Bank may sell participations to one or more banks or other entities in 
or to all or a portion of its rights and obligations under this Agreement; provided, however, that (i) 
such Bank's obligations under this Agreement shall remain unchanged, (ii) such Bank shall remain 
solely responsible to the other parties hereto for the performance of such obligations, and (iii) the 
Borrower, the Agent and the other Banks shall continue to deal solely and directly with such Bank 
in connection with such Bank's rights and obligations under this Agreement. 

(f) Any Bank may, in connection with any assignment or participation or 
proposed assignment or participation pursuant to this Section 12.19, disclose to the assignee or 
participant or proposed assignee or participant any information relating to the Borrower furnished 
to such Bank by or on behalf of the Borrower, provided that the Borrower shall have no liability for 
any Bank's failure to indicate the date when such information was provided by Borrower or to 
provide complete and up to date information provided by Borrower. 

(g) Notwithstanding anything to the contrary set forth herein, any Bank may 
assign, as collateral or otherwise, any of its rights hereunder (including without limitation, its rights 
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to receive payments of principal and interest hereunder) to any Federal Reserve Bank without notice 
to or consent of the Bonower or the Agent. 

Section 12.20 Discretion of Bank as to Manner of Funding. Notwithstanding any other 
provision of this Agreement, each Bank shall be entitled to fimd and maintain its funding of all or 
any part of its participation interests in any manner it sees fit 

Section 12.21 Consent. The Agent acknowledges and agrees that any consent requested by 
Borrower of the Agent hereunder shall not be unreasonably withheld. 
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IN WITNESS WHEREOF, the Borrower and the Agent have caused this Agreement to be 
duiy executed by their duly authorized officcn as of tbe day and year fxst above written. 

MORGAN QUABANTY TRUST 
COMPANY OF NEW YORK 

30% of Commitment 

Director of Finance 

3 y : _ 
Name: 
Titla: 

FtRST UNION NATIONAL BANK 
25% of Commitment 

By. 
Name: 
TiUe: 

Title: THE BANK OF NOVA SCOTIA 
25% of Commitment 

B y : _ 
Name: 
Title: 

-50-



IN WITNESS WHER£OF, the Borrower and th© Agent have caused this Agreement to be 
duly executed by their duly authorized officers as of the day and jear first above writtea. 

MORGAN GUARANTY TRUST 
COMPANY OF NEW YORK 

30% of Commitment 

Name: 
Title: 

FIRST UNION NATIONAL BANK 
25% of Commitmem 

B y : _ 
Name: 
Title: 

Title: THE BANK OFNOVA SCOTIA 
25% of Commitment 

By: 
Name: 
Title; 

CITY OF PHILADELPHIA 

By 
Mayor 

By. 
City Solicitor 

By:. 
City Controller 

Approved:. 
Director of Finance 
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IN WITNESS WHEREOF, dm Borrower and the Agwt have caused this Agreemau co be 
duly executed by their duly authorized officers as ofthe day and jear first above written. 

MORGAN GUARANTY TRUST 
COMPANY OF NEW YORK 

30% of Commitment 

By:— 
Name; 
Title: 

FIRST UNION NA TIONAL BANK 
25% ofCamraitmcnt 

By: /AnvMo/v^ , 
Nsmo: Tbowx* BSsar 
HHc: Sniar Tlct President 

Title: THE BANK OF NOVA SCOTIA 
25% of Commitment 

B y : _ 
Name: 
Title: 

CITY OF PHILADELPHIA 

By: 
Mayor 

By. 
City Solicitor 

By-
City Comroller 

Approved:. 
Director of Finance 



IN WITNESS WHEREOF, the Borrower and the Agent have caused this Agreement to be 
duly executed by their duly authorized officen as ofthe day and year first above written. 

CITY OF PHILADELPHIA 

By: , 
Mayor 

By:-
City Solicitor 

By. 
City Controller 

Approved:. 

Director of Finance 

MORGAN GUARANTY TRUST 
COMPANY OF NEW YORK 

30% of Commitment 

B y _ 
Name: 
Title: 

FIRST UNION NATIONAL BANK 
25% of Commitment 

By: 
Name; 
Title: 

ride:'THE BANK OF NOVA SCOTIA 
25% of Commitment 

By:. 
Name: 
Title: wa±iAMR.COLUNS 

MANAGING DIRECTOR 



10% (St Commitment 

MELLON BANK. N-A. 
I OK. a£ Coznaitraaat 

Name 
Tide; 

-51-



FNC BANK 
10% af Comrnttmanf 

By: 
Nams; 
Title: 

MELLON BANK, N A. 
1 Q% of Cammltment 

Title: ^ fc*4a«ffc 
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EXHIBIT A 

FORM OF AMENDED AND RESTATED 
IRREVOCABLE LETTER OF CREDIT 

Morgan Guaranty Trust Company of New York 

May 28, 1999, 
as amended and restated 

June 12, 2001 

LETTER OF CREDIT No. S-868812 

U.S. Bank Trust National Association 
100 Wall Street 
Suite 1600 

New York, New York 10005 

Attention: Corporate Trust Services 

Ladies and Gentlemen: 
1. We hereby establish in favor of U.S. Bank Trust National Association orany 

successor fiscal agent (the "Fiscal Agent"), as Fiscal Agent under the Fiscal Agent Agreement dated 
as of May 1, 1994, as amended (the "Fiscal Agent Agreement"), with the City of Philadelphia, 
Pennsylvania (the "Issuer"), relating to the Issuer's Gas Works Revenue Notes, CP Series C (the 
"Notes"), an irrevocable credit whereby you are authorized to draw on Morgan Guaranty Trust 
Company of New York (the "Agent"), irrevocable Letter of Credit No. S-868812 for the account of 
the Issuer pursuant to a Credit Agreement dated as of May 28,1999 as amended and restated as of 
June 12,2001 (as amended and restated, the "Credit Agreement"), by and between the Issuer and the 
Agent, First Union National Bank, PNC Bank, National Association, The Bank of Nova Scotia and 
Mellon Bank, N.A. available by drafts at sight, an aggregate amount not exceeding $100,000,000 
(the "Stated Amount"), which amount may be drawn upon by the Fiscal Agent with respect to 
payment ofthe aggregate face amount of Notes maturing on the date of any such drawing, subject 
to reinstatement pursuant to paragraph 5 hereof. This Letter of Credit is effective immediately and 
expires on August 15, 2002. As used in this Letter of Credit, with respect to any Notes, 'face 
amount" shall mean the principal amount of such Notes, together with the amount of interest thereon, 
to the stated maturity thereof. 

2. Funds under this Letter of Credit are available to you against your sight drafts 
drawn on the Agent stating on their face: 'Drawn under Morgan Guaranty Trust Company of New 
York, Irrevocable Letter of Credit No. S-86 8812", and accompanied in each case by your certificate 
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in the form of Schedule I hereto appropriately completed. Presentation ofsuch drafts and certificates 
shall be made by hand delivery, telecopier or by tested telex at our office located at 500 Stanton 
Christiana Road, Newark Delaware 19713-2107, Attention: Core Processing/Danid Holmes, ASC, 
Reference: Philadelphia Gas Works or at any other office or offices or number ornumbers in the City 
and State of New York which may be designated by us by written notice delivered to you. 

3. We hereby agree with you that, to the extent of our liability as provided 
herein, all drafts drawn under and in compliance with the terms of this Letter of Credit will be duly 
honored upon delivery of the certificate as specified in paragraph 2 hereof and if presented at the 
aforesaid office on or before the expiration or termination date hereof. We will pay all drawings 
under this Letter of Credit with our own funds. If a drawing is made by you hereunder at or prior to 
3:00 p.m.. New York City time, on a business day prior to the stated maturity date of the Notes (the 
"Payment Date") in respect of which such drawing is made, and provided that such drawing and the 
documents presented in connection therewith conform to the terras and conditions hereof, payment 
shall be made of the amount specified, in immediately available funds not later than 2:15 p.m.. New 
York City time, on the Payment Date. If a drawing is made by you hereunder and received by the 
Agent at or prior to 11:00 a.m., New York City time, on the Payment Date, and provided that such 
drawing and the documents presented in connection therewith conform to the terms and conditions 
hereof, payment shall be made ofthe amount specified, in immediately available funds, not later than 
4:30 p.m.. New York City time, on such Payment Date. If a drawing is made by you hereunder and 
received by the Agent after 11:00 a.m., New YorkCity time, on the Payment Date, and provided that 
such drawing and the documents presented in connection therewith confonn to the terras and 
conditions hereof, payment shall be made of the amount specified, in immediately available funds, 
not later than 2:15 p.m., New York City time, on the business day next succeeding such Payment 
Date. Payment under this Letter of Credit shall be made by wire transfer of immediately available 
funds to the Fiscal Agent at its account at the Federal Reserve Bank ofNew York, U.S. Bank Trust 
National Association, ABN No. 091000022 for further credit to Account No. 1731-0185-1827, 
Attention: Rosalyn Callender, ref. City of Philadelphia. Such account may be changed only by 
presentation to us of a letter in form satisfactory to us specifying a different account with the Fiscal 
Agent executed by the Fiscal Agent. As used in this Letter of Credit, "business day" shall mean any 
day other than a Saturday, Sunday or a day on which banking institutions in the State of New York 
or the Commonwealth of Pennsylvania are authorized or required by law to close. 

4, Multiple drawings may be made hereunder; provided that, subject to 
paragraph 5 hereof, each drawing honored by the Agent hereunder shall pro tanto reduce the amount 
available under this Letter of Credit. Payments made in respect of any drawing (whether or not 
complying with the terms ofthis Letter of Credit) shall reduce by the amount of such payment the 
amounts which the Fiscal Agent may draw hereundernotwithstanding any acts or omissions, whether 
authorized or unauthorized, ofthe Fiscal Agent or any officer, director, employee or agent ofthe 
Fiscal Agent in connection with any drawing hereunder or the proceeds thereof or otherwise in 
connection with this Letter of Credit. 
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5. The obligations of the Agent to honor drawings under This Letter of Credit 

will be automatically reinstated, concurrently with receipt by the Agent of (a) reimbursement of any 
drawing under this Letter of Credit or (b) repayment of a Loan, by an amount equal to such 
reimbursement or repayment. The Bank shall promptly notify the Fiscal Agent of any reinstatement. 
As used in this Letter of Credit, "Loan" shall mean any unreimbursed drawing under this Letter of 
Credit used to pay principal of the Notes which is converted to a Loan under the terms of the Credit 
Agreement. 

6. Only the Fiscal Agent may make drawings under this Letter of Credit. Upon 
payment as provided in paragraph 3 hereof of the amount specified in a sight draft drawn hereunder, 
we shall be fully discharged of our obligation under this Letter of Credit with respect to such sight 
draft. 

7. The Stated Amount shall be decreased upon our receipt of notice from you, 
in the form of Schedule 4 hereto, as a result of a reduction in the Stated Amount of the Notes by an 
amount equal to the amount stated in said notice and the amounts available to be drawn by you under 
any subsequent reduction shall be automatically decreased by the amounts stated in such notice. 

8. Upon the delivery by the Fiscal Agent to the Agent of a written certificate in 
the form of Schedule 2 hereto, appropriately completed and signed by your duty authorized officer, 
accompanied by this Letter of Credit surrendered for cancellation, this Letter of Credit shall 
terminate. Upon the earlier of (a) the payment by us of the final drawing available to be made 
hereunder (not subject to reinstatement pursuant to paragraph 5 horeof), or (b) the expiration date 
hereof, this Letter of Credit shall automatically terminate. 

9. This Letter of Credit shall be governed by the Uniform Customs and Practice 
for Documentary Credits, 1993 Revision, ICC Publication No. 500 (the "UCP") and, to the extent 
not governed by the UCP, by the internal laws of the State of New York, including, without 
limitation, Article 5 of the Uniform Commercial Code as in effect in the State of New York; 
provided, however, that notwithstanding the provisions of Article 19 of the UCP which contains 
provisions to the contrary, i f this Letter of Credit expires during an interruption of business (as 
described in Article 17 of the UCP), we agree to effect payment under this Letter of Credit i f a 
drawing which strictly conforms to the terms and conditions ofthis Letter of Credit is made within 
15 days after the resumption of business. Unless otherwise specified herein, communications with 
respect to this Letter of Credit shall be in writing and shall be addressed to the Agent at One Chase 
Plaza, New York, New York 10081, Reference: ABA# 02100021 for the credit of Philadelphia Gas 
Works Clearing Account 323224415, specifically referring thereon to this Irrevocable Letter of 
Credit by number. Any communication to the Agent which is made by tested telex as permitted 
hereby shall be immediately confirmed in writing delivered to the Agent at the address ofthe Agent 
set forth in paragraph 2 hereof, provided that failure to provide such written confirmation shall not 
affect the validity of such notice by tested telex. 
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10. You may transfer your rights under this Letter of Credit in their entirety (but 
not in part) to any transferee who has succeeded you as Fiscal Agent under the Fiscal Agent 
Agreement or the successor agreement thereto and such transferred rights may be successively 
transferred. Transfer of your rights underthis Letter ofCredit to any such transferee shall be effected 
upon the presentation to the Agent of this Letter of Credit accompanied by a transfer letter in the 
form attached hereto as Schedule 3. 

11. This Letter ofCredit sets forth in full our understanding, and such undertaking 
shall not in any way be modified, amended, amplified or limited by reference to any document, 
instrument or agreement referred to herein (including, without limitation, the Notes), except only the 
certificates,sight draft and letters referred to herein; and anysuch reference shall not be deemed to 
incorporate herein by reference any document, instrument or agreement. 

Very truly yours, 

MORGAN GUARANTY TRUST 
COMPANY OF NEW YORK 

By 
Authorized Signatory 
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SCHEDULE 1 

CERTIFICATE FOR THE PAYMENT OF THE FACE 
AMOUNT OF GAS WORKS REVENUE NOTES, CP SERIES C, 

OFTHE CITY OF PHILADELPHIA, PENNSYLVANIA 

The undersigned, acting in its capacity as Fiscal Agent by its duly authorized officer, 
hereby certifies to Morgan Guaranty Trust Company of New York, with reference to Irrevocable 
Letter of Credit No. S-868812 (the "Letter of Credit"; any capitalized term used herein and not 
defined having its respective meaning as set forth in the Letter ofCredit) issued by Morgan Guaranty 
Trust Company of New York, in favor of the Fiscal Agent, that: 

(A) The undersigned is the Fiscal Agent under the Fiscal Agent Agreement for the 
holders ofthe Notes. 

(B) The Fiscal Agent is making a drawing under the Letter of Credit with respect 
to the payment of the principal amount of and interest accrued on the Notes maturing on the date 
hereof [oc insert date of maturity if Certificate presented prior to date of maturity]. 

(C) The aggregateprincipal amount of and interest accrued on the Notes maturing 
on the date hereof (or insert the date of maturity if this Certificate is presented prior to the date of 
maturi ty] is S consisting of $ of principal amount of and S 
of interest on the Notes, which is the amount hereby demanded under the Letter of Credit. 

(D) The amount of the sight draft accompanying this Certificate was computed 
in accordance with the Fiscal Agent Agreement, and such amount equals the amount necessary to 
pay in full the aggregate principal amount of and interest accrued on the Notes maturing on the date 
hereof [cr insert the date of maturity if this Certificate is presented prior to the date of maturity]. 

(E) Upon our receipt of the amount demanded hereby under the Letter of Credit 
we will deposit said amount to the credit of the Note Redemption Account established pursuant to 
the Fiscal Agent Agreement for use solely to pay the aggregate principal amount of and interest 
accrued on such Notes. 

IN WITNESS WHEREOF, the Fiscal Agent has executed and delivered this 
Certificate as of the day of . 

U.S. BANK TRUST NATIONAL ASSOCIATION 

By 
Title: 
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SCHEDULE 2 

CERTIFICATE FOR CANCELLATION OF LETTER OF CREDIT 
IN RESPECT OF GAS WORKS REVENUE NOTES, CP SERIES C 

OFTHE CITY OF PHILADELPHIA. PENNSYLVANIA 

The undersigned, acting in its capacity as Fiscal Agent by its duly authorized officer, 
hereby certifies to Morgan Guaranty Trust Company of New York, with reference to Irrevocable 
Letter of Credit No. S-868812 (the "Letter ofCredit"; any capitalized term used herein and not 
defmed having its respective meaning as set forth in the Letter ofCredit) issued by Morgan Guaranty 
Trust Company of New York, in favor of the Fiscal Agent, that: 

(1) The undersigned is the Fiscal Agent under the Fiscal Agent Agreement for the 
holders of the Notes. 

(2) All outstanding Notes have been paid, and the undersigned has been advised 
by the Issuer that no additional Notes will be issued. The Letter of Credit, which 
accompanies this Certificate, is hereby surrendered for cancellation. 

IN WITNESS WHEREOF, the Fiscal Agent has executed and delivered this 
Certificate as of the day of , . 

[NAME OF FISCAL AGENT] 

By 
Title: 
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SCHEDULE 3 

[Letterhead of Fiscal Agent] 

[Date] 

Morgan Guaranty Trust Company of Now York, 

Re. Morgan Guaranty Trust Company of New York 
Irrevocable Letter of Credit No. 

Ladies and Gentlemen: 

For value received, the undersigned beneficiary hereby irrevocably transfers to 

(Name of Transferee) 

(Address) 

all rights of the undersigned beneficiary to draw under the above-referenced Letter of Credit in its 
entirety. Such transferee has succeeded the undersigned as Fiscal Agent under the Fiscal Agent 
Agreement dated as of , between the City of Philadelphia, Pennsylvania (the 
"Issuer") and the undersigned, or the successor agreement thereto, relating to the Gas Works 
Revenue Notes, CP Series C, of the Issuer. 

By this transfer, all rights ofthe undersigned beneficiary in such Letter ofCredit are 
transferred to the transferee and the transferee shall have the sole rights as beneficiary thereof, 
including sole rights relating to any amendments whether increases or extensions or other 
amendments and whether now existing or hereafter made. All amendments are to be advised directly 
to the transferee without necessity of any consent of or notice to the undersigned beneficiary. 

The transferee hereby directs you to make all payments of drafts by it under the Letter 
of Credit in immediately available funds to account number at . 
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The advice of such Letter of Credit is returned herewith, and we ask you to endorse 
the transfer on the reverse thereof, and forward it directly to the transferee with your customary 
notice of transfer. 

SIGNATURE AUTHENTICATED 

Yours very truly, 

[Name of Beneficiary] 

(Agent) 
By 

(Authorized Officer) 

(Authorized Signature) 

SIGNATURE AUTHENTICATED 

(Agent) 

[Name of Transferee] 

By 
(Authorized Officer) 

(Authorized Signature) 
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SCHEDULE 4 

CERTIFICATE FOR THE REDUCTION 
OF AMOUNTS AVAILABLE UNDER 
IRREVOCABLE LETTER OF CREDIT 

No. S-868812 

The undersigned, acting in its capacity as Fiscal Agent by its duly authorized officer, 
hereby certifies to Morgan Guaranty Trust Company of New York, (the "Bank") with reference 
to Irrevocable letter of Credit No. S-868812 (the "Letter ofCredit"; any capitalized term used 
herein and not defmed having its respective meaning set forth in the Letter of Credit) issued by 
Morgan Guaranty Trust Company of New York, in favor ofthe Fiscal Agent, that: 

(1) The Fiscal Agent is the Fiscal Agent under the Fiscal Agpnt Agreement for the 
holders of the Notes. 

(2) The Fiscal Agent has been directed by the Issuer to send this certificate to you. 

(3) The Fiscal Agent hereby notifies you that on or prior to the date hereof the principal 
amount of the Notes which have been paid is as follows: 

(4) Following the reduction, referred to in paragraph (2) above the aggregate principal 
amount of all of the Notes outstanding is as follows: 

(5) The amount now available to be drawn by the Fiscal Agent under the Letter of Credit 
pursuant to any reduction relating to such Notes is reduced to the amount set forth below upon 
receipt by the Bank ofthis Certificate: 

IN WITNESS WHEREOF, the Fiscal Agent has executed and delivered this Certificate 
this day of . 

U.S. Bank Trust National Association 

By_ 
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EXHIBIT B 

FORM OF 
CITY OF PHILADELPHIA 

MORGAN GUARANTY 
PROMISSORY NOTE 

$100,000,000.00 

FOR VALUE RECEIVED, the undersigned City of Philadelphia (the "City") 
hereby promises to pay to Morgan Guaranty Trust Company of New York (the "Agent"), or its 
registered assigns, to the account of the Agent in New York, New York, specified in the Credit 
Agreement dated as of May 28, 1999, (as amended and restated, together with any amendments 
thereto, the "Credit Agreement") between the City and the Agent in lawful money ofthe United 
States of America in immediately available fimds, the principal sum of One Hundred Million 
Dollars (5100,000,000) or, if less, the aggregate unpaid principal amount ofthe Loans (as defmed 
in the Credit Agreement) made by the Agent to the City under the Credit Agreement. Such Loans 
shall be payable in the amounts and on the dates specified in the Credit Agreement. 

The City also promises to pay interest to the account of the Agent specified in the 
Credit Agreement, in like money and funds, on the aggregate outstanding amount of the Loans 
made by the Agent on the dates and at the rates specified in the Credit Agreement. 

Each Loan made by the Agent and each payment or prepayment with respect 
thereto shall be endorsed by the holder hereof on the grid attached hereto. 

Presentation, demand, protest and notice of dishonor are hereby waived by the 
undersigned. 

Neither the principal of this note or any part thereof nor any interest thereon is a 
general obligation ofthe City or pledges the general credit or taxing power ofthe City, or creates 
any debt or charge against the tax or general revenues of the City, but such amounts are payable 
solely from the Revenues (as defmed in the Credit Agreement) and from the proceeds ofthe 
Commercial Paper (as defmed in the Credit Agreement). 

This note may be transferred only by surrender hereof to the City, together with an 
instrument of transfer reasonably satisfactory to the City, for registration of transfer whereupon 
the City, at its option, may either reissue this note or issue a new note to the transferee. 

This note is subject to the terms and conditions contained in the Credit 
Agreement, which among other things provides for the acceleration of the maturity of any Loan 
upon the occurrence of certain events and for prepayments in certain circumstances and upon 
certain terms and conditions, and reference is made thereto for a complete statement of such 
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terms and conditions and of the security for this note, including the pledge of the Revenues, and 
the creation of a security interest therein. It is hereby certified and recited that any and all acts, 
conditions and things required to exist, to happen and to be performed precedent to and in the 
incurring ofthe indebtedness evidenced by this note and issuance of this note exist, have 
happened, and have been performed in due time, form and manner as required by the 
Constitution and laws ofthe Commonwealth of Pennsylvania including the Act (as defined in the 
Credit Agreement). 

IN WITNESS WHEREOF, the City of Philadelphia has caused this note to be 
signed in its name and on its behalf and its official seal to be hereunto affixed this 28,h day of 
May, 1999. 

CITY OF PHILADELPHIA 

By: 
Mayor 

By: 
City Solicitor 

By: 
City Controller 

Approved: 
Director of Finance 
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Date of Notation 
Date of Loan Loan Amt. Interest Rate Repayment Made By 
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EXHIBIT C 

[FORM OF OPINION OF HAWKINS DELAFIELD & WOOD] 

May 28, 1999 

Moody's Investors Service 
99 Church Street 
New York, New York 10007 

Standard & Poor's Ratings Services 
25 Broadway 
New York, New York 10004 

Fitch IBCA, Inc. 
One State Street Plaza 
New York, New York 10004 

PNC Bank, National Association 
1600 Market Street, 22nd Floor 
Philadelphia, Pennsylvania 19103 

Morgan Guaranty Trust Company of 
New York 

City of Philadelphia, Pennsylvania 
1650 Wall Street, Room 1760 
Philadelphia, Pennsylvania 19103 

U.S. Bank Trust National Association 
100 Wall Street, Suite 1600 
New York, New York 10005 

Goldman, Sachs & Co. 
85 Broad Street 
New York, New York 10004 

First Union National Bank 
123 South Broad Street (PA 1220) 
Philadelphia, Pennsylvania 19109-7558 

Ladies and Gentlemen: 

We have acted as special counsel to Morgan Guaranty Trust Company of New 
York, acting through its New York Agency (the "Agent"), in connection with the issuance of an 
irrevocable letter of credit dated May 28, 1999 (the "Letter of Credit") by the Agent in support of 
Gas Works Revenue Notes, CP Series C (the "Notes") ofthe City of Philadelphia, Pennsylvania 
(the "City"), in the original aggregate face amount of $100,000,000. The Notes have been issued 
pursuant to the General Inventory and Receivables Gas Works Revenue Note Ordinance of 1998, 
Bill No. 980234, ofthe City, approved on May 4, 1998, and the Resolution dated May 4, 1998, 
adopted by the Committee of the City. In connection with the issuance of the Letter ofCredit, the 
Agent, First Union National Bank and PNC Bank, National Association have entered into a 
Credit Agreement with the City, dated as of May 28, 1999 (the "Credit Agreement"). 

We have examined such records, documents, instruments, certificates of public 
officials and ofthe Agent and such questions of law as we have deemed necessary for the 
purpose of rendering the opinions set forth herein. In such examination, we have assumed the 
genuineness of all signatures and the authenticity of all items submitted to us as originals and the 
conformity to originals of all items submitted to us as certified copies and the authenticity of the 
originals of such copies. 
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Based upon and subject to the foregoing, we are of the opinion that: 

1. The Agent is duly licensed by the Superintendent of Banks ofthe State of 
New York and authorized to transact business as a New York trust company and has the power to 
execute and deliver the Credit Agreement and to issue the Letter ofCredit. 

2. The Credit Agreement and the Letter of Credit have been duly authorized, 
executed and delivered by the Agent. 

3. The Letter of Credit constitutes the legal, valid and binding obligation of 
the Agent, enforceable against the Agent in accordance with its terms, except as such 
enforceability may be limited by applicable insolvency, reorganization, liquidation, moratorium, 
readjustment of debt or other similar laws affecting the enforcement of creditors' rights generally, 
as such laws may be applied in the event of an insolvency, reorganization, liquidation, 
readjustment of debt or other similar proceedings of or moratorium affecting Morgan Guaranty 
Trust Company of New York, and subject to the application of general principles of equity 
regardless of whether such enforceability is considered in a proceeding at law or in equity. We 
express no opinion as to whether a court, in the exercise of its equitable powers, may temporarily 
restrain payment under the Letter ofCredit. 

We are qualified to practice law in the State of New York and we do not express 
any opinion concerning any law other than the law of the State of New York and the Federal law 
of the United States of America. 

This opinion is furnished to you, is solely for your benefit and may not be used, 
circulated, quoted or otherwise referred to without our prior consent. 

Very truly yours, 
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EXHIBIT D 

ASSIGNMENT AND ACCEPTANCE 

Dated f 

Reference is made to the Credit Agreement dated May 28, 1999 as amended and 
restated as of June 12, 2001, as (the "Credit Agreement"), among the City of Philadelphia, (the 
"Borrower"), the Non-Agent Banks (as defined in the Credit Agreement) and Morgan Guaranty 
Trust Company of New York, as Agent (the "Agent"). Terms defmed in the Credit Agreement 
are used herein with the same meaning. 

, (the "Assignor") and (the 
"Assignee") agree as follows: 

1. The Assignor hereby sells and assigns without recourse the Assignee, and 
the Assignee hereby purchases and assumes from the Assignor, that interest in and to all ofthe 
Assignor's rights and obligations under the Credit Agreement as of the date hereof which 
represents the percentage interest specified on the signature page of the Credit Agreement of all 
outstanding its and obligations under the Credit Agreement, including, without limitation, such 
interest, in the Assignor's Subcommitment, the Payment Obligations owing to the Assignor, the 
outstanding Letters of Credit and the rights and obligations of the Assignor with respect to the 
Letters of Credit. After giving effect, to such sale and assignment, the Assignee's Commitment 
and the amount of the Payment Obligations owing to the Assignee will be as set forth on the 
signature pags ofthe Credit Agreement. 

2. The Assignor (i) represents and warrants that it is the legal and beneficial 
owner of the interest being assigned by it hereunder and that such interest is free and clear of any 
adverse claim; (ii) makes no representation or warranty and assumes no responsibility with 
respect to any statements, wananties or representations made in or in connection with the Credit 
Agreement or the execution, legality, validity, enforceability, genuineness, sufficiency or value of 
the Credit Agreement or any other instrument or document furnished pursuant thereto; (iii) 
makes no representation or warranty and assumes no responsibility with respect to the financial 
condition ofthe Borrower or the performance or observance by the Borrower of any of its 
obligations under the Credit Agreement or any other instrument or document furnished pursuant 
thereto. 

3. The Assignee (i) confirms that it has received a copy of the Credit 
Agreement, together with copies of the Documents and information as it has deemed appropriate 
to make its own credit analysis and decision to enter into this Assignment and Acceptance and 
(ii) agrees that it will, independently and without reliance upon the Agent, the Assignor or any 
Non-Agent Bank make its evaluation ofthe transaction. 
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IN WITNESS WHEREOF, the parties hereto have caused this Assignment and 
Acceptance to be executed by their respective officers thereunto duly authorized, as of the date 
entered above written, such execution being made an Schedule I hereto. 

[NAME OF ASSIGNOR] 

By 
Name: 
Title: 

[NAME OF ASSIGNEE] 

By 
Name: 
Title: 

Consented to this 
of 

day 

Lending Office: 
(Address] 

Contact for notices other than 
Advances and Repayments: 

MORGAN GUARANTY TRUST COMPANY 

OF NEW YORK, As Agent 

By 
Name: 
Title: 
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Lance Haver 
6048 Ogontz Avenue 
Philadelphia, PA 19141 
(CEPA) 

Brian Kalcic 
Excel Consulting 
Suite 720-T 
225 S. Meramec Avenue 
St. Louis, MO 63105 
(OSBA) 
Fax: (314) 725-2022 

Richard A. Baudino 
J. Kennedy and Associates 
570 Colonial Park Dr., Suite 305 
Roswell, GA 30075 
E-mail; Jlbaudino@jkenn.com 

Larry Speilvogel 
203 Hughes Road 
King of Prussia, PA 19406 
(PICGUG) 

Wendell F. Holland, Esq. 
Obermayer, Rebmann Maxwell 

& Hippel LLP 
One Penn Center, 19th Fl. 
1617 John F. Kennedy Blvd. 
Philadelphia, PA 19103-1895 
E-mail:_wfh@oberymayer.com 

Philip Bertocci, 
Edward A. McCool, Esq. 
Community Legal Services 
1424 Chestnut Street 
Philadelphia, PA 19102 
Fax: (215) 981-0434 
E-mail: pbertocci@clsphila.org 

Dated: June 20, 2001 Mark S. Stewart, Esquire 
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COMMONWEALTH OF PENNSYLVANIA 

Bernard A. Ryan, Jr 
Small Business Advocate 

OFFICE OF SMALL BUSINESS ADVOCATE 
Suite 1102, Commerce Building 

300 North Second Street 
Harrisburg, Pennsylvania 17101 

(717) 783-2525 
(717) 783-2831 (FAX) 

June 21 , 2001 

HAND DELIVERED 

James J. McNulty, Secretary-
Pa. Public U t i l i t y Commission 
Commonwealth Keystone B u i l d i n g 
Harrisburg, PA 17105 

Re: Pennsylvania Public U t i l i t y Commission v. 
Philadelphia Gas Works 

Docket No. R-00006042 0 0 C L ^ ~ \ T 

TO 
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CD 
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Dear Mr. McNulty: FOLDER 
Enclosed f o r f i l i n g are the o r i g i n a l and nine (9) copies of the Main B r i e f 

on behalf of the O f f i c e of Small Business Advocate i n the above-docketed 
proceeding. As evidenced by the enclosed c e r t i f i c a t e of service, three copies 
have been served on a l l a c t i v e p a r t i e s i n t h i s case. 

I f you have any questions, please do not h e s i t a t e t o contact me. 

Sincerely, 

Steven C. Gray 
Assistant Small Business Advocate 

Enclosures 
cc: Hon. Cynthia W. Fordham 

Adm i n i s t r a t i v e Law Judge 

Parties of Record 

Brian Kalcic 
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I . STATEMENT OF THE CASE 

On January 5,2001, Philadelphia Gas Works ("PGW" or "Company") filed Supplement No. 

7toTariffGas-Pa.P.U.C.No. 1 ("Supplement No. 7") to become effective March 6, 2001. PGW 

filing proposed an increase in rates calculated to produce an additional $65,000,000 in annual 

revenues. On February 8, 2001, the Pennsylvania Public Utility Commission ("Commission") 

suspended Supplement No. 7 until October 6, 2001, in order to conduct an investigation into the 

justness and reasonableness of PGW's existing rates. 

The Office of Small Business Advocate ("OSBA") filed a formal complaint in this rate 

proceeding on February 6, 2001. The OSBA filed direct, rebuttal, and surrebuttal testimony in this 

case. 

Evidentiary hearings were held on May 22, 23, and 24, 2001 in Philadelphia. 

II. STATEMENT OF QUESTIONS 

Does the Cost of Service Study presented by PGW in this rate proceeding demonstrate that 

PGW's Commercial class is over-recovering its cost of service revenue requirement? 

Must PGW's firm customer classes be moved closer to recovering their respective cost-based 

revenue requirements in this rate proceeding? 

Should the Commercial class customer charge be set at $17.50? 

Should the Commercial class commodity charge be set at $7.1897 per Mcf? 

Should the Commercial class commodity charge be proportionally scaled back if PGW is not 

granted its entire $65 million revenue request? 

III. SUMMARY 

The Cost of Service Study filed by PGW demonstrates that the Residential class is 

significantly under-recovering its cost of service. PGW's Cost of Service Study also demonstrates 

that the Commercial class is significantly over-recovering its cost of service. The OCA's proposed 
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modification to PGW's Cost of Service Study does not change the fact that the Residential class is 

under-recovering its cost of service, or the fact that the Commercial class is over-recovering its cost 

of service. 

PGW's firm customer classes must be moved closer to their cost of service in this rate 

proceeding. 

The Commercial class should have its customer charge set at $17.50, and its commodity 

charge set at $7.1897. 

In the event that PGW is not granted its entire revenue request of $65 million, the firm 

customer classes should have their revenue allocation scaled back based upon the percentages set 

forth in OSBA witness Brian Kalcic's Schedule BK-3. The Commercial class should receive its 

scaleback in the commodity charge component. 

IV. ARGUMENT 

A. Cost of Service Study 

As part of its January 5, 2001 Base Rate Case filing, PGW filed a cost of service study 

("COSS") that it describes as an "unbundled, fully allocated cost of service study...completed in 

December, 2000." PGW Statement No. 5 (Revised), at 2. The COSS was performed for PGW by 

R.J. Rudden Associates, and is described in detail beginning on page 6 of Mr. Gorman's direct 

testimony. Id-

For the purposes of this case, the OSBA accepts the COSS as filed. The OSBA takes no 

position, for example, on the issues raised by OCA Witness Miller regarding alleged defects in the 

allocation procedures used in PGW's COSS. See, e.g., OCA Statement No. 2, at 21. 

PGW states that the purpose of its COSS is to "assign the total costs incurred by the utility 

to each Customer Class, and to compare the costs assigned to each Customer Class to the revenue 

produced by the rates proposed by the utility." PGW Statement No. 5 (Revised), at 2. Exhibit HSG-

1, Schedules 1 through 5, summarizes in detail the results of the PGW COSS. 



It is important to note, however, that the PGW COSS provides two distinct sets of results. 

First, the COSS sets forth a fully allocated result at PGW's requested revenue requirement of $800.4 

million. This calculated result is labelled "Total Tariff Requirement - Cost Causation Basis" as 

shown in Exhibit HSG-1, Schedule 1. Simply stated, this dollar amount is that portion of PGW's 

overall requested revenue requirement attributable to each customer class on a straightforward, cost-

causation basis. 

However, that straightforward result is not the end of the analysis. PGW's COSS then 

presents a new calculation of the class revenue requirements based upon the reassignment of the 

$58.7 million of Customer Responsibility Program and Senior Citizen discounts ("discount 

programs"). This further calculation is labelled "Total Tariff Requirement- Re- Assignment Basis" 

in Schedule 1 of Exhibit HSG-1. This reassignment was performed using the methodology currently 

employed by PGW to recover those discounts, which is on a volumetric (non-cost) basis. See PGW 

Statement No. 5 (Revised), at 36. 

The cost-of-service results contained in PGW Exhibit HSG-1 are summarized in Schedule 

BK-1 attached to the Direct Testimony of OSBA witness Brian Kalcic. Page 1 of Schedule BK-1 

recaps the base revenue increases that would be required of each customer class in order for the 

customer classes to meet their cost of service on a pure "cost-causation basis" (to use PGW's 

phrase). Page 2 of Schedule BK-2 recaps the revenue increases that would be required of each 

customer class after the discount programs have been reassigned on the volumetric basis used by 

PGW. 

Schedule BK-1, page 1, is of interest to all parties in this case because it sets forth the 

revenue requirement of the various customer classes absent the unique "reassignment" of the 

discount programs that are offered by PGW. Page 1 of Schedule BK-1 shows that the Residential 

class would require a base rate increase of 26.65% in order to fully recover its cost of service. All 

other rate classes would require base rate decreases. See OSBA Statement No. 1, at 4. 



However, as interesting and illuminating as page 1 of Schedule BK-1 may be, even more 

telling is page 2 of Schedule BK-1, which shows the class "cost-of-service" results with the discount 

programs fully reassigned. Specifically, the fifth column in Schedule BK-1, page 2 (labelled "'Cost-

Based' Increase"), shows that the Residential class would still require a 22.34% increase in rates for 

it to fully recover its cost of service. With the exception of the Housing Authority class, all 

remaining rate classes would again require base rate decreases in this proceeding in order to move 

to their respective "cost of service." 

This is an appropriate juncture to consider OCA witness Ralph Miller's argument that 

PGW's COSS contains defects in parts of its allocation methodology. See OCA Statement No. 2, 

at 21. To repeat, the OSBA takes no position in this case on the validity of Mr. Miller's 

recommended changes to the PGW COSS. However, assume that Mr. Miller's changes are correct 

in every detail, and that the PGW COSS is modified to reflect all of Mr. Miller's changes in 

methodology. It would be expected that these allocation changes would make a difference in the cost 

of service results, and indeed they do. 

Schedule BK-1S, attached to Brian Kalcic's Surrebuttal testimony, summarizes the revenue 

increases that would be required of each customer class in order for them to meet their cost of service 

using Mr. Miller's cost of service study methodology. For clarity and ease of comparison, Schedule 

BK-1S follows the same format as Schedule BK-1. Specifically, page 1 of Schedule BK-1S sets 

forth the customer class cost-of-service results using PGW's cost causation basis. Page 2 of 

Schedule BK-IS shows the customer class cost-of-service results after the discount programs have 

been reassigned on a volumetric basis. 

Clearly, Mr. Miller's changes in allocation methodology have made a significant difference 

in the under- and over-recovery percentages in nearly all of PGW's customer classes, particularly 

impacting PGW's intemiptible customer classes. However, little has changed for the Residential 

class where it is yet again chronically under-recovering its cost of service. Specifically, PGW's 

COSS show that even with the discount programs assigned on a volumetric basis, the Residential 



class needs a 22.34% revenue increase in order to fully meet its cost of service. Using Mr. Miller's 

COSS, that 22.34% revenue increase drops only slightly to 19.45%. 

Ironically, Mr. Miller's cost allocation methodology has the greatest positive impact upon 

the Commercial class. The PGW COSS shows that the Commercial class needs a 1.18% decrease 

in order for it to stop over-recovering its cost of service, once again with the discount programs 

assigned on a volumetric basis. However, using Mr. Miller's methodology, the Commercial class 

needs a much larger 7.36% decrease in order to eliminate that over-recovery. See OSBA Schedule 

BK-IS, at 2. 

Consequently, no matter which cost of service allocation methodology is chosen, the results 

are inescapable. The Residential class is grossly under-recovering its cost of service revenue 

requirement, and requires a double-digit percentage increase in its revenues in order to fully meet 

that cost of service. Further, the Commercial class is over-recovering its cost of service revenue 

requirement, and requires a decrease in its revenues in order for it to fully meet, and not overpay, its 

cost of service. 

B. Revenue Allocation 

PGW has filed this Base Rates Case requesting a $65 million rate increase. As discussed 

above, the PGW COSS conclusively demonstrates that the non-residential firm rate customer classes 

are over-recovering their cost of service while the Residential class is under-recovering its costs. 

Significantly, even the cost allocation changes proposed by Mr. Miller on behalf of the OCA do not 

change these fundamental facts. 

PGW has presented its proposal for allocating its requested base revenue increase from the 

various customer classes. See PGW Statement No. 4 (Revised), at 4. See also, PGW Exhibit CW-2. 

Schedule BK-2 summarizes PGW's proposed revenue distribution at the Company's requested 

revenue requirement level. 



As shown in Schedule BK-2, the system average revenue increase is 15.1%. 1 Note that 

PGW is proposing no change in revenue requirement from the Intemiptible / Transportation 

customers. What PGW is proposing, however, is to increase the Residential customer class revenue 

requirement 0.5% above the system average increase of 15.14%. OTS Exhibit No. 3, Schedule 1, 

page 1. The remaining customer classes then have their increases slightly reduced, in "an offsetting 

percentage reduction equal to the increase in the Residential class in order to maintain the overall 

$65 million increase." Id. 

PGW's own Cost of Service Study clearly demonstrates the complete inadequacy of PGW's 

proposed allocation ofthe revenue increase. The Company's COSS shows that the Residential class 

is woefully under-recovering its costs, and needs an increase of at least 22.34% in order to move to 

full cost of service. See OSBA Schedule BK-1, at 2. Instead, PGW offers up an anaemic proposal 

that only "moves us in the direction of eliminating the under contribution of costs by Residential 

customers." OTS Exhibit No. 3, Schedule 1, at 2. 

The OSBA is pleased that PGW recognizes that the Residential customers are "under 

contributing" their costs, and that movement towards the elimination of that under recovery is 

necessary. However, a mere 0.5% increase above the system average increase would move the 

Residential class closer to its cost of service at only the most miniscule of rates. Consequently, all 

other firm customer classes would receive no meaningful rate relief, and no end to their severe over-

recovery of costs under PGW's existing rate structure. 

The OSBA's proposed revenue allocation provides an appropriate balance of gradualism with 

the necessity of making real progress in the present case moving the firm customer classes closer 

to their cost of service. Specifically, the OSBA revenue allocation assigns the Residential class an 

increase of 18.9%, which is 3.8% over the system average increase of 15.1%, instead of the mere 

'PGW calculates this percentage as 15.14%. See OTS Exhibit No. 3, Schedule l.page 1. Part ofthe 
Municipal and Housing Authority classes are billed on the Commercial and Residential tariffs, respectively. 
Schedule BK-2 keeps the "classes" on the same basis as the COSS. Exhibit CW-2 combines these customers, where 
applicable, and consequently the resulting percentages shown in Schedule BK-2 are slightly different. 



0.5% differential proposed by PGW. The remaining firm, non-residential customer classes receive 

a downward adjustment in their revenue requirement in proportion to the level of their over-recovery 

of costs. 

It is important to note what the OSBA proposal is truly suggesting. The OSBA proposal 

attempts to make real progress getting all of the firm customer classes closer to their cost of service, 

and to begin that progress immediately. The OSBA is not attempting to increase the Residential 

customer class revenue requirement by 22.34% in order to reach its total cost of service as shown 

in the PGW COSS. Nor is the OSBA proposal attempting to decrease the revenue requirement for 

the Commercial class as even Mr. Miller's COSS acknowledges would be fair. The OSBA proposal 

is, instead, gradually moving the Residential class closer to its costs, while providing the other firm 

customer classes with relief from their over-recovery of costs. 

This disparity between the PGW COSS and the PGW revenue allocation proposal carries 

with it consequences beyond the basic unfairness of having the firm non-Residential classes over-

recover their costs, while the Residential class under-recovers its costs. 66 Pa.C.S.A. Section 

2212(g) requires PGW to submit a restructuring filing to the Commission no later than July 1,2002. 

Furthermore, 66 Pa.C.S.A. Section 2212(j) requires that all retail customers of PGW have the 

opportunity to participate in a customer choice program shortly after the Commission's restructuring 

order takes effect. Clearly the day is fast approaching that PGW is going to have to offer cost-based 

transportation rates to all of its customer classes. Bringing PGW's customer classes closer to their 

cost of service therefore takes on an immediacy beyond a question of economic fairness - it is simply 

mandatory that action be taken now if PGW is to offer a customer choice program in the foreseeable 

future. Consequently, PGW's proposal to move the Residential class 0.5% closer to its cost of 

service is, at best, a de minimis attempt to "do something" in this case, and at worst, a failure to face 

the inevitable. 

The OSBA proposal, which limits the Residential customer class increase to 1.25 times the 

system average, makes real progress in this case without violating the principle of gradualism. It 
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gradually moves the Residential class in the "direction of eliminating the under contribution of costs 

by Residential customers," while providing a degree of relief from the severe over-recovery currently 

experienced by all firm rate classes. OTS Exhibit No. 3, Schedule 1. 

C. Commercial Class Rate Design 

PGW proposes to increase the Customer Charge of the Commercial class from $10.00 to 

$25.00. See PGW Statement No. 4, at 7. The Company's rationale for this customer charge increase 

includes, among its other arguments, a dubious comparison of PGW's customer charge to other 

natural gas utilities throughout Pennsylvania. Id-, at 4-7. 

In contrast, the OSBA proposes an increase in the Commercial customer charge from $ 10.00 

to $17.50, and applies the residual increase necessary to recover the class revenue target to the 

Commercial commodity charge, which increases from $7.1200 per Mcf to $7.1897 per Mcf. See 

OSBA Statement No. 1, at 10. The OSBA proposal thus mitigates the rate impact that the $25.00 

charge would visit upon smaller Commercial ratepayers, while still providing the rate relief that 

PGW claims that it needs. In addition, moving the Commercial customer charge to $17.50 brings 

PGW more in line with the current statewide Commercial customer charge average of $16.79 as 

calculated by Mr. Metro. See OTS Exhibit No. 3, Schedule 5. 

PGW's proposal to increase the Commercial customer charge from $10.00 to $25.00 is 

excessive for a number of reasons. First, PGW's proposal would result in a 150% increase to the 

Commercial customer charge. So much for any "application ofthe concept of gradualism" that PGW 

claims to adhere to. See OTS Exhibit No. 3, Schedule 1, page 2. Second, any 150% increase is 

suspect in and of itself. Consider how easy it would be, as an example, to move all firm customer 

classes to their cost of service i f 150% changes were a reasonable and accepted way of allocating 

costs and designing rates. Finally, PGW evidently did not pay much attention to its own testimony 

where it compared its proposed Commercial customer charge to that of other Pennsylvania utilities. 



A simple review of PGW Statement No. 4 shows that $25.00 is far beyond the Commercial customer 

charge of nearly every utility that PGW chooses to list. 

The OSBA rate design proposal in this proceeding also takes into account the possibility that 

PGW may be granted less than its requested amount of base rate relief. Specifically, the OSBA 

recommends that the Commercial customer charge remain fixed at $17.50 regardless ofthe level of 

increase ultimately allowed. The reduced Commercial class revenue requirement should then be 

realized by scaling back the Commercial class commodity charge, thereby providing PGW with a 

75% increase in its Commercial customer charge independent of the final level of rate relief granted 

by the Commission. Consequently, the OSBA's recommended rate design is responsive to PGW's 

revenue stability concerns. See PGW Statement No. 4 (Revised), at 5. 

V. PROPOSED FINDINGS OF FACTS 

The Cost of Service Study filed by PGW, as described by Howard S. Gorman in PGW 

Statement No. 5 (Revised), and as set forth in Volume III titled "Fully Allocated Cost of Service 

Study" in PGW's base rate proceeding filing, is an accurate representation of the costs to serve 

PGW's customer classes. 

OSBA Witness Brian Kalcic's Schedule BK-1 accurately summarizes the over and under 

recovery of PGW's customer classes as set forth in the PGW Cost of Service Study. 

The Residential class is substantially under-recovering its required revenues necessary to 

meet its cost of service. 

The Commercial class is substantially over-recovering its required revenues necessary to 

meet its cost of service. 



VI. PROPOSED CONCLUSIONS OF LAW 

PGW's revenue allocation proposals are unjust and unreasonable in that they are insufficient 

to move PGW's firm customer classes closer to their respective cost of service, as they must given 

the impending customer choice program as required by Pa.C.S.A. Section 2212{j). 

VII. PROPOSED ORDERING PARAGRAPHS 

PGW shall set the Commercial class customer charge to $17.50 per month. 

PGW shall set the Commercial class commodity charge to $7.1890 per Mcf, assuming that 

PGW is granted its entire revenue request of $65 million. 

PGW shall set the Commercial class commodity charge to a proportional scaleback ofthe 

revenue allocation as set forth in OSBA Schedule BK-3, i f PGW is granted a revenue increase that 

is less than the requested $65 million. 

VIII. CONCLUSION 

For the reasons set forth in the Direct, Rebuttal, and Surrebuttal testimony of OSBA witness 

Brian Kalcic, as well as the reasons set forth in this Main Brief, the OSBA requests that the ALJ and 

the Commission accept the rate design changes to PGW's Commercial class as described therein. 

Respectfully submitted, 

fN 

Steven C. Gray 
Assistant Small Business Advocate 

Date: June 21, 2001 
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I . INTRODUCTION 

On July 1,2000, pursuant to The Natural Gas Choice and Competition Act ("Act"), the 

Pennsylvania Public Utility Commission ("Commission") assumed jurisdiction over the public utility service 

beingofferedbyPhiladelphiaGasWorks("PGW")withintheCityofPhiladelphia. 66Pa.C.S.§2212. 

Prior to the passage of the Act, PGW's rates, terms and conditions of service were exempt from the 

jurisdiction, regulation and control of the Commission. Instead, PGW was regulated by the Philadelphia 

Gas Commission ("PGC"), a local agency of the City provided for by the Philadelphia Home Rule Charter, 

351 Pa.Code §§3.3-100, 5.5-902. 

This is the first full base rate case filed by PGW since the Commission assumed jurisdiction 

over the Company. Through this filing, PGW is requesting to increase its base rates by $65 million.1 This 

case comes on the heels of a series of staggering rate increases over the last 7 months resulting from an 

interim base rate proceeding before the Commission (Docket No. R-00005654), a Gas Cost Rate 

("GCR") proceeding before the Commission (Docket No. R-00005 619) and a q uarterly update to the 

Company's GCR. These events have resulted in an overall increase in rates of$248 million since last year, 

nearly a 50% increase, that has left PGW's ratepayers struggling to pay for this essential service. 

The impact of these rate increases on consumers was further compounded by the fact that 

the total annual increase in the GCR of $237 million ($97 million authorized as a result ofthe GCR 

proceeding, $ 133 million from the January 1,2001 quarterly update and $7 million increase forbad debt 

1 The $65 million base rate increase includes the $11 million interim rate increase previously 
authorized by the Commission in approving the Joint Petition for Settlement of PGW's Interim Rates 
proceeding more fully described below. 

1 



expense authorized in the Joint Petition for Settlement of the interim rates proceeding) and the interim base 

rate increase of $11 million were compressed to recover the entire amount between the effective date of 

the new rates and the end ofthe Company's fiscal year, August 31, 2001. The OCA submits that in 

evaluating the instant request for a base rate increase, the Commission must be cognizant of the fact that 

the combined increase of the GCR by $237 million and the $11 million interim rate increase, both 

compressed to be recovered in less than a year, has already resulted in rate shock for PGW ratepayers 

and largely unaffordable rates as reflected in the dramatic increase in bad debt for the Company and 

demonstrated by the public input testimony. 

Since this is the first Hill PGW base rate case before the Commission, it is critical that the 

appropriate ratemaking methodology be utilized to ensure that the rates established are just and reasonable 

and that the intent of the General Assembly in passing the Act is carried out. The Company has argued that 

the Commission's only role in this proceeding is to establish a revenue requirement which would meet all 

of PGW's identi fied needs, without any further application of any ratemaking principles or law, including 

the Constitutional standard that rates be just and reasonable. Under the Company's theory of the case, 

once the PGC approves PGW's budget, the Commission must then set rates at a level which will recover 

the budgeted amount. This would reduce the Commission's role in the rate-setting process to nothing more 

than a "rubber stamp" ofthe PGC's budgeting determinations. The OCA submits that this position is 

untenable and renders the Act meaningless. 

The OCA submits that the appropriate ratemaking methodology to be utilized in this 

proceeding must be consistent with all provisions ofthe Act and the Public Utility Code. Paramount is the 

requirement that rates be just and reasonable. The Company's position that the Commission must simply 



establish rates at a level necessary to recover all of the dollars that PGW chooses to spend cannot 

withstand the scrutiny of the just and reasonable standard. It is especially important to note that the Hearing 

Examiner in PGW's currently pending operating budget proceeding at the PGC also disagrees with PGW's 

interpretation ofthe Act. 

A critical area of dispute is the Company's contention that rates must be established so as 

to provide the Company with a $35-40 million cushion of cash at the end ofthe fiscal year. The OCA 

submits that this is an unreasonable requirement and one which has never been part ofthe ratemaking 

process at the PGC. In this proceeding, the OCA has recommended an increase in PGW's revenue 

requirement of $21.5 million, inclusive of the $ 11 million interim rate increase. The evidence presented by 

the OCA establishes that this level of rate increase will allow PGW to maintain its fmancial health, satisfy 

its bond coverages, continue its initiatives to improve the safety and adequacy of its service, and provide 

a reasonable level of ratepayer support of the Company's cash flow. To the extent that the Company 

needs additional cash, it should turn to its owner, the City of Philadelphia. As owner of the troubled utility, 

the City must attempt to resolve the current fiscal crisis which results from the failure to address these 

problems in the past. Ratepayers should not be asked to provide additional needed capital to remedy a 

temporary cash flow problem created by poor prior management. Instead, if necessary, the City should 

provide assistance through a grant back of the $ 18 million City payment, an injection of additional capital 

or by facilitating the acquisition of additional debt. It is unreasonable to ask ratepayers to correct, through 

yet another substantial rate increase, a problem which took many years to develop, without asking the City, 

as owner and manager of the utility, to contribute as well. 



Howard Gorman presents a class cost of service study ("COSS") on behalf of PGW. 

Although the OCA does not take issue with many of the details ofthis study, three major allocations and 

several minor ones should be corrected. The OCA accepts PGW's proposal for spreading the allowed 

rate increase among its customer classes. However, the OCA recommends a $21.5 million revenue 

increase, rather than the $65 million recommended by the Company. Therefore, the increases for the 

individual customer classes should be calculated by proportionately reducing the class revenue increases 

proposed by the Company. Implementation ofthe OCA's $21.5 million increase includes a residential 

customer charge of $ 11.50, rather than the $ 15 charge proposed by the Company. 

Finally, the OCA has identified significant concerns about the quality of service being 

provided by PGW. In considering whether any rate increase request is just and reasonable, the 

Commission must ensure that the uti lity is providing safe and adequate service. The law in Pennsylvania 

is clear that the Commission has the discretion to withhold, limit, or condition any rate relief granted on the 

qualtity of service. The OCA submits that any rate relief awarded in this proceeding should be specifically 

conditioned upon a Company commitment to proceed with its mains replacement program at a replacement 

rate of at least one percent, continue its commitment to correcting problems with its BCCS, especially the 

budget billing function; continue to work with the Commission and proceed with the implementation plan 

of the necessary recommendations from the Management Audit; improve customer service; and continue 

progress on its Transition to Excellence Plan. 



H. HISTORY OF THE PROCEEDING 

PGW is a municipal public utility company, owned by the City of Philadelphia and managed 

and operated byPhiladelphia Facilities Management Corporation ("PFMC"), anon-profit Pennsylvania 

Corporation. The natural gas service being furnished or rendered by PGW became subject to the 

regulation and control ofthe Pennsylvania Public Utility Commission ("Commission" or "PUC") on July 1, 

2000, pursuant to the Natural Gas Choice and Competition Act, 66 Pa. C.S. §2212 and pursuant to 

Section IV of the Company's existing Tariff. 

PGW filed an interim base rate request on August 8,2000, asking for an immediate $52 

million base rate increase. This request was designed to provide the Company with increased revenues 

until it was able to make its permanent base rate filing in early 2001. Numerous parties, including the OCA, 

participated in the litigation ofthis case before the PUC. PGW also filed a request for an increase in its gas 

cost rate ("GCR") of $97 million. After analysis of all positions presented, the Commission awarded PGW 

an interim rate increase of $11 million. See Pa.P.U.C. v. Philadelphia Gas Works. Docket No. R-

00005654 (Order entered November 22,2000). The Commission also allowed implementation ofthe $97 

million GCR increase. See Pa.P.U.C. v. Philadelphia Gas Works. Docket No. R-00005619 (Order 

entered November 22,2000). PGW was also permitted to file a quarterly update to increase its GCR by 

an additional $130 million, effective January 1, 2001. 

PGW deemed the $11 million interim base rate award inadequate. Therefore, the 

Company challenged the Commission's decision in the Commonwealth Court of Pennsylvania. As 

discussed in more detail below, the Commission's Law Bureau and PGW settled the appeal allowing the 

$ 11 million base rate increase to be implemented, as well as allowing recovery of $7 million of bad debt 



expense through the GCR. Both of these increases were compressed so that the full $ 18 million annual 

amount of the increase would be recovered by the end of PGW's current fiscal year on August 31,2001. 

Concurrent with the interim rates proceeding, the Company also filed for a $97 million 

increase in its GCR which was docketed with the Commission at Docket No. R-00005619. The GCR 

case was litigated on the same expedited schedule as the interim rates case. During the GCR proceeding, 

the Company presented updated gas costs that increased its requested GCR increase to $ 172 million. On 

November 22, 2000 the Commission entered an order in the GCR proceeding which authorized an 

increase in the Company's GCR of $97 million - the amount requested by the Company in its original 

filing. Pa.P.U.C. v. Philadelphia Gas Works. Docket No. R-00005619 (Order entered November 22, 

2000). Shortly thereafter, on December 12,2000, the Company sought to update its GCR on one day's 

notice to reflect an additional increase in gas costs of $103 million, in addition to the $97 million already 

approved by the Commission in the November 22 GCR Order. The Commission rejected the Company's 

request since it was not in conformance with Section 1307(f) of the Public Utility Code or the 

Commission's November 22 Order in the GCR proceeding which authorized PGW to do its first quarterly 

GCR update on Juanuary 1, 2001. See, Secretarial Letter Dated December 13,2000, Docket No. R-

00005619. On December 29, 2000, the Company filed a quarterly update that increased its GCR, 

effective January 1, 2001, by $133 million, in addition to the $97 million already approved in the 

Commission's November 22 GCR Order. The Company also filed a Petition for approval to file updates 

to its GCR on February 1 and March 1,2001. In an Order entered January 24,2001, the Commission 

authorized PGW to do monthly updates to its GCR in Febmary and March of 2001. Pa.P.U.C. v. 



Philadelphia Gas Works, Docket No. R-00005619 (Order entered January 24,2001). The Company 

has not, however, filed any updates to increase its GCR since the January I , 2001 increase. 

On January 5,2001, PGW filed its current base rate case through Supplement No. 7 to 

itsTariffGas-Pa.P.U.C.No. 1 at DocketNo. R-00006042. The Company proposed to increase rates 

to produce additional annual operating revenues of $65,000,000 by utilizing a cash flow methodology to 

determine its revenue requirement.2 If implemented, this proposal would result in an increase of 9.4% in 

the overall rates of PGW from base rate levels of one year ago. As part of this increase, the Company 

proposed to increase the monthly customer charges for Residential General Service customers from $8.00 

per month to $ 15.00 per month, or 87.5%. The Company also projected that the average residential 

heating bill will increase approximately 10.4% and the average residential non-heating bill will1 increase 

approximately 20.1 %. 

In a separate Petition filed at the same docket, PGW requested that the Commission 

expedite the base rate increase proceeding and allow the Company's requested base rate increase to 

become effective on June 1,2001. The Company's Petition also requested the Commission to waive 

certain notification and filing requirements for base rate increase proceedings. 

On January 22, the Office of Consumer Advocate ("OCA") filed an Answer to PGW's 

Petition. Additionally, on January 24, the OCA filed a complaint challenging the Company's rate request. 

CEPA et al (the Consumers Education and Protective Association, Association of Community 

Organizations for Reform Now, Action Alliance of Senior Citizens of Greater Philadelphia and the Tenants' 

2With the implementation of the $ 11 million base rate increase, the Company's claim is for $54 
million of additional revenues above the level now in effect. 
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Action Group) also filed a complaint on this date. The Philadelphia Industrial and Commercial Gas Users 

Group ("PICGUG") and the Office of Small Business Advocate ("OSBA") filed complaints on February 

2 and February 6, respectively. 

On February 8, the Pennsylvania Public Utility Commission ("PUC" or "Commission"), 

issued an Order granting waivers of specific provisions ofthe Public Utility Code, but refusing a blanket 

waiver of other Code provisions. The Commission also denied the Company's request to expedite the 

instant proceedings. 

Pursuant to the February 8 Order, the Company's filing was suspended until October 6, 

2001. The Commission's February 8 Order was served upon the Commission's Office of Trial Staff 

("OTS"), which became an active participant in the proceeding. The matter was subsequently assigned 

to the Office of Administrative Law Judge for investigation and eventually assigned to Administrative Law 

Judge Cynthia Williams Fordham ("ALJ" or "Judge"). 

February 8 was also the date on which PGW, the PUC's Law Bureau and the City of 

Philadelphia filed the Joint Petition for Full Settlement of Philadelphia Gas Works' Petition for the 

Establishment of Interim Rates and Related Appeal ("Joint Petition") to settle PGW's challenges to the 

Commission's Order entered November 22,2000. The Joint Petition allowed PGW to increase its base 

rates by $ 11 million (the amount awarded by the Commission initially), but also allowed the Company to 

include in its gas cost rate an additional $7 million to account for bad debt expense (billed amounts that will 

not be collected), while also allowing PGW the ability to retain up to $ 18 million in over-recovered gas cost 

revenues that would typically be returned to customers. The Joint Petition allowed such recovery and 

treatment from March 1 through August 31,2001. PGW was required to withdraw its Petition for Review 



with the Commonwealth Court. The OCA filed Comments expressing concern with the implementation 

of the Joint Petition, particularly the recovery of bad debt expense in a gas cost rate and the ability ofthe 

Company to retain up to $ 18 million of over-recovered gas costs. The OCA argued that if gas costs went 

down, all over-recoveries should be returned to consumers immediately. The Commission adoptedthe 

Joint Petition without modification on February 22, 2001. 

On March 21,2001 in the instant base rate case, PGW filed a Motion in Limine requesting 

that Judge Fordham acknowledge a specific ratemaking methodology and budgetary requirements that 

should be applied to PGW in this proceeding. Specifically, PGW sought to have the "cash flow method" 

of ratemaking, as defined by PGW, declared the only acceptable method of ratemaking for PGW. Based 

on its reading of Section 2212(e) of the Public Utility Code, PGW asserted that the Commission is charged 

with following the same ratemaking methodology and requirements that the Philadelphia Gas Commission 

("PGC") used prior to the Commission assuming control under the Gas Choice Act. According to PGW, 

this section means that the Commission must employ the cash flow method of ratemaking as defined by 

PGW, /'. e., rates must cover operating and maintenance expenses and provide PGW with cash working 

capital and the ability to meet its fmancial obligations. PGW argued that the Commission may not employ 

any other ratemaking principles, including the just and reasonable standard. The Company also asserted 

that, as a logical extension of its argument, the Commission is bound by the determinations of the 

Philadelphia Gas Commission. In other words, if the Philadelphia Gas Commission approves a PGW 

budget, PGW argued that the Commission can do nothing more than approve rates to recover this 

budgeted amount. 



On April 2, the OCA, PICGUG, CEPA et al, and OTS filed Answers to PGW's Motion 

in Limine. In its Answer, the OCA argued that the Gas Choice Act should not be interpreted in such a 

manner as would diminish the ability of the Commission to review PGW's expenses and set PGW's rates 

at just and reasonable levels. The OCA further stated that if the Commission's only function is to "rubber 

stamp" a budget approved by the Philadelphia Gas Commission, there was no point in bringing PGW under 

Commissionjurisdiction to be subject to regulation and control by the Commission with the same force as 

if the service were rendered by a public utility. 

On April 13, Judge Fordham issued an Order denying PGW's Motion. In her decision, 

Judge Fordham properly stated: 

[T]he PUC should not rubberstamp the proposed rate increase. It is 
noted that the rate increase is based on a budget that has been submitted 
to but not approved by the PGC. Therefore, the record must contain 
information to allow the PUC to detennine whether the rates are just and 
reasonable. 

Pa. P.U.C. v. Philadelphia Gas Works. Docket No. 00006042 (Order #3 Denying PGW's Motion in 

Limine-April 13, 2001). 

The OCA filed the written direct testimonies of Richard LeLash and Ralph Miller on April 

10 in the instant proceeding. The written rebuttal testimony of Mr. Miller was also filed on May 8 and the 

surrebuttal testimonies of Mr. LeLash and Mr. Miller were filed on May 16. 

ALJ Fordham presided over three Public Input sessions held in the Company's service 

territory on March 28 and 29, as well as three days of evidentiary hearings held in this proceeding in 

Philadelphia from May 22-24. Judge Fordham also established due dates for Main Briefs and Reply Briefs 



on June 21 and June 29, respectively. In accordance with the procedural schedule established in this 

proceeding, the OCA hereby files this Main Brief in support of its position. 

III. LEGAL STANDARD 

A. Burden of Proof 

The OCA wishes to emphasize that the burden of proof to establish the justness and 

reasonableness of every element ofthe Company's rate increase request is upon PGW. As set forth in 

Section 315(a) ofthe Public Utility Code: 

Reasonableness of rates. — In any proceeding upon the motion of the 
Commission, involving any proposed or existing rate of any public utility, 
or in any proceeding upon complaint involving any proposed increase in 
rates, the burden of proof to show that the rate involved is just and 
reasonable shall be upon the public utility. 

66 Pa. C.S. §315(a). This principle has been interpreted by the Commonwealth Court as follows: 

Section 315(a)ofthe Public Utility Code, 66 Pa. C.S. §315(a), places the 
burden of proving the justness and reasonableness of a proposed rate hike 
squarely on the utility. It is well-established that the evidence adduced by 
a utility to meet this burden must be substantial. [Citations omitted.] 

Lower Frederick Twp. v. Pa. P.U.C. 48 Pa. Commw. 222, 226-27, 409 A.2d 505, 507 (1980) 

(emphasis added). See also. Brockwav Glass v. Pa. P.U.C. 63 Pa. Commw. 238. 437 A.2d 1067 

(1981). The Pennsylvania Supreme Court also has clearly slated that the party with the burden of proof 

has a formidable task before its position can be adopted by the Commission. Even where a party has 

established apriinafaciecase, the litigant still must establish that "the elements of that cause of action are 

proven wilh substantial evidence which enables the party asserting the cause of action to prevail, 
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precluding all reasonable inferences to the contrary " Burleson v. Pa. PUC, 501 Pa. 433,436; 461 

A.2d 1234, 1236 (1983) (emphasis added). 

With specific reference to base rate proceedings, it is well settled at the Commission and 

in the Courts that this burden does not shift to intervenors challenging a requested rate increase. The utility's 

burden of establishing the justness and reasonableness of every component of its rate request is an 

affirmative one. In contrast, there is no similar burden placed on an intervenor to justify a proposed 

adjustment to the companys filing. See, e^, Bemerv. Pa.P.U.C. 382 Pa. 622,116 A.2d 738 (1955). 

In Bemer. the Pennsylvania Supreme Court stated: 

[T]he appellants did not have the burden of proving that the plant additions 
were improper, unnecessary or too costly; on the contrary, that burden is, 
by statute, on the utility to demonstrate the reasonable necessity and cost 
ofthe installations and that is the burden which the utility patently failed to 
carry. 

Bemer. 382 Pa. at 631, 116 A.2d at 744. 

This standard has been recognized by the Commission in its rate determinations: 

[t]he Respondent, Equitable has the burden of persuasion in the issue of 
the reasonableness of an expense level. Respondent must affirmatively 
establish, on the record, that the test-year claim is a reasonable 
and appropriate amount. 

Pa. P.U.C v. Equitable Gas Co.. 57 Pa. P.U.C. 423,471 (1983) (emphasis added). See also. University 

of Pennsvlvania v. Pa. P.U.C. 86 Pa. Commw. 410, 485 A.2d 1217 (1984). 

The OCA submits that it remains incumbent upon the Company to affirmatively 

demonstrate the reasonableness of every element of its claim and to demonstrate that its rates are j List and 

reasonable. As set forth below, the Company has failed to satisfy this burden. 
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B. The Commission Must Determine A Level Of Rates For PGW That Is Just And 
Reasonable. 

The Natural Gas Choice Act brought PGW under the jurisdiction of the Commission and 

provides that PGW is, with certain exceptions, "subject to regulation and control by the commission with 

thesameforceasiftheservicewererenderedbyapublicutility." 66Pa.C.S. §2212(b). UnderSection 

2212(e) of the Act, the Commission is charged with establishing overall rates and charges for PGW. 66 

Pa.C.S. §2212(e). Section 2212(e), in pertinent part provides: 

[Fin determining the city natural gas operation's revenue requirement and 
approving overall rates and charges, the commission shall follow the same 
ratemaking methodology and requirements that were applicable to the city 
natural gas distribution operation prior to the assumption of jurisdiction by 
the commission . . . 

66 Pa.C.S. §2212(e). Throughout this proceeding, PGW has argued that this section ofthe Act requires 

that PGW's Management Agreement with the Philadelphia Facilities Management Committee (PFMC) 

control all aspects of PGW's request, leaving the Commission with little or no discretion. The Company 

argues that under the Act, the Management Agreement commits the Commission to setting rates to meet 

all ofPGW's identified needs, without the application of any ratemaking principles or law. The Company 

has gone so far as to argue that the Commission must simply accept any determination of the PGC, which 

approves PGW's budgets under the Management Agreement, and implement rates to achieve the budget 

approved by the PGC, without any regard to whether the rates are just and reasonable. Under PGW's 

logic, if the PGC approves a budget, the Commission can do nothing more than approve rates to recover 

this approved budgeted amount. The OCA submits that PGW's interpretation ofthe Act is untenable and 

renders the Act meaningless. 
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If, in fact, the Commission's only function is to "rubber stamp" abudget approved by the 

Philadelphia Gas Commission, there was simply no point in bringing PGW under Commissionjurisdiction 

to be "subject to regulation and control by the commission with the same force as i f the service were 

rendered byapublic utility." 66 Pa.C.S. §2212(b). Such an interpretation ofthe Act provides little or no 

protection to the ratepayers of Philadelphia and could not be what was intended by the General Assembly 

in bringing the operations of PGW under the Commission's jurisdiction. 

The recently issued Recommended Decision of the Hearing Examiner in PGW's still-

pending F Y2001 Operating Budget proceeding before the PGC has aptly explained the flaw in PGW's 

interpretation: 

PGW asserts that Section IV. of the Management Agreement 
(regarding operating budget approvals) must be read in conj unction with 
the Section VH. requirements (regarding rate-setting), but as PGW 
concedes, "[interpretation of the Management Agreement must also be 
reconciled with the Gas Choice Act" (cites omitted). From this, PGW 
concludes that "[p]erforce.. .this Commission must assure that the budget 
incorporates sufficient revenues to pay operating and maintenance 
expenses and costs associated with the programs and policies approved 
by this Commission...; the City payment; and a reasonable allowance for 
cash working capital" (cites omitted). 

PGW's interpretation of how the Gas Commission's remaining 
duties under the Management Agreement are to be reconciled with the 
Gas Choice Act is incorrect. While the Commission retains the obligation 
to adopt reasonable budgets which project sufficient revenues to cover 
reasonable operating expenses, as already discussed, the Commission 
cannot assure that "sufficient revenues" are provided via PGW's rates 
because it no longer has authority over the legal detennination of PGW's 
revenue requirement, which is now with the PUC's purview (see 66 
Pa.C.S. §2212(e)). In addition, there is no specific formula for the 
detennination ofPGW's year-end cashbalance set forth in theprovision 
for PGW's rates and other project revenues to provide a reasonable and 
necessary amount of cash or equivalent working capital. Under the 
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Management Agreement, this determination is left to be a matter of 
judgment, which is to be exercised in the overall exercise of [the 
Commission's former] rate-setting authority. 

PGC Hearing Examiner Recommended Decision, FY2001 Operating Budget and Outyear Forecasts 

("PGC R.D") at 18-20 (May 17,2001 ). 3 The Hearing Examiner went on to conclude that for budgeting 

purposes, the PGC should conclude that the authorized rates from the Public Utility Commission which are 

in effect for FY2001 should be used in establishing a budget for PGW. PGC R.D. at 21-22. 

The OCA submits that, similar to the conclusion ofthe PGC Hearing Examiner, a more 

appropriate reading ofthe Act is one that gives meaning to all provisions ofthe Act and the Public Utility 

Code. 1 Pa.C.S. §1922. The task, then, for the Commission isto harmonize and to reconcilethe Public 

Utility Code with the ratemaking methodologies in place for PGW. It is critical to note that the fundamental 

principle of the Public Utility Code, which is also the fundamental principle applicable to PGW's ratemaking 

methodology, is that rates must be just and reasonable. 66 Pa. C.S. §1301; Public Advocate v. 

Philadelphia Gas Comm'n. 544 Pa. 129,674 A.2d 1056 (1996). As the Supreme Court made clear in 

Public Advocate, the rates of PGW must be just and reasonable. Id. In Public Advocate, the Court stated 

that: "[w]hen examining the 1991 -92 rates for PGW, this Court is mindful that no applicable constitutional 

requirement is more exacting than the requirement of cjust and reasonable'rates." Id-at 1061. The 

Pennsylvania Supreme Court went on to hold as follows: 

3 A true and correct copy of the Philadelphia Gas Commission Hearing Examiner's 
Recommended Decision in PGW's FY2001 Operating Budget and Outyear Forecast proceeding is 
aitached hereto and marked "Appendix A." 
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We hold today that the United States Supreme Court guidelines for 
determining the constitutionality of a rate are also applicable to examining 
rate disputes involving municipal utilities. 

674 A.2d at 1062. See also. Action Alliance v. Philadelphia Gas Comm'n, 406 A.2d 1155,1158 (Pa. 

Commw. 1979) and American Aniline Products. Inc. v. Lock Haven, 288 Pa. 420,424,135 A.2d 726, 

727 (1927). Without such a standard, PGW would be subject to no control. 

As such, PGW's argument that the Commission can only mechanically apply the 

Management Agreement and "rubber stamp" the findings ofthe PGC cannot withstand scrutiny. The 

Commission cannot simply be required to add up all of the dollars that PGW chooses to spend andpass 

them on to ratepayers. The Commission must have the authority and discretion to consider the Company's 

claim and to apply fundamental principles of ratemaking and regulation to any claim of PGW. 

In this case, OCA witness LeLash summarized the balancing of interests which must occur 

in determining rates that are just and reasonable: 

Under the PUC's mandate to set just and reasonable rates, I have 
recommended, for a variety of reasons which have already been 
presented, that rates be designed to share responsibility between the 
Company's owner and its ratepayers. The City of Philadelphia has a 
responsibility to protect the value of its operation. It needs to do so by 
augmenting the revenue flow from rates during a period when operational 
efficiency is low and wholesale gas prices are very high. When these 
factors are reversed, the PUC may be able to, justifiably, shift more 
responsibility onto ratepayers. An adequate revenue flow for PGW must 
reflect a reasonable mix of resources from all three ofthe revenue and 
capital components (rates, debt financing and common equity). Without 
such a mix, it is my belief that rates will not be just and reasonable. 

OCA St. No. 1-S at 14 (explanation added). 
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Based on these considerations, the OCA recommends rate relief in the form of a $21.5 

million increase in the revenue requirement for PGW.4 The OCA's recommendation adheres to the 

fundamentals of the ratemaking methodology employed by the PGC, it properly recognizes the obligations 

and responsibilities of the owner of PGW, and it balances the interests of the company and its ratepayers. 

IV. REVENUE REQUIREMENT 

A. Introduction 

As it did when it requested $52 million in interim rate relief last Fall, PGW is now requesting 

rate relief in the context of a fmancial crisis - one substantially of its own making. This request is being 

made despite unprecedented Gas Cost Rate (GCR) increases of $237.0 million (inclusive ofthe interim 

$7.0 million for Bad Debt Expense) and an interim base rate increase of $11.0 million. PGW is again 

seeking to obtain higher revenues from its customers - which would represent nearly one-third of a billion 

dollars in rate increases in less than a year. PGW continues to argue that the significant relief already 

granted has been insufficient to rectify its problems. Ratepayers are being asked to fund an operation 

which, by consensus, has been poorly run in the past, thereby contributing to its current financial crisis. 

Stratified Management and Operations Audit of Philadelphia Gas Works (Attachment 1 to Administrative 

Counsel St. No. 1) §III.E; OCA St. 1-S at 8-9; PGW St. 1.0 (rev.) at 23. Furthermore, the current 

service is poor and there is no clear indication of improved customer service any time soon. In deciding 

4The $21.5 million includes the $11 million interim rate relief. Therefore, the OCA's 
recommendation represents a $ 10.5 million incremental increase over rates now in effect. 
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the instant case, the Commission must take a careful look at both the affordability ofthe rates and the 

Company's service to determine what is just and reasonable. 

Into these difficult circumstances, PGW now asks for a $65 million rate increase, much of 

which is intended to remedy over the short term its current financial crisis. To get itself out ofthe hole that 

it has dug over the past eight years, PGW seeks to recover from ratepayers not only all of its expenditures, 

but the capital needed by the Company, including cash working capital, and additional cash of $3 5-40 

million at the end ofthe fiscal year. PGW St. 1.0 (rev.) at 20. 

As was made abundantly clear in the testimony given by customers at the public input 

hearings, a significant increase in rates would present a financial hardship to many customers of PGW. In 

asserting a need for constant rates, customer Rhonda S. Smith testified that: "[w]e are not getting raises at 

the rates that these bills are going up. We can't choose not to have gas...The company's debt, we are like 

Jonah and they are like the whale. We get swallowed up by this big conglomerate because they have 

financial difficulty." Tr. at 283-284. With respect to the impact that the sudden and dramatic increases in 

rates has had on consumers, Ms. Rosemary Macklin testified that "[l]ast month I got a bill for $474. When 

I got it for the first time in my 30 years 1 sat down and I cried because I was scared. It scares me." Tr. 

at 402. Regarding the impact of a significant increase on the service territory as a whole, customer Mary 

Cooper continued: "My concern is not only for myself, but others as a whole...People are going to try 

anything and everything to cook, try to keep warm. So I speak not only for myself but for the elderly, the 

children of families that are neglected." Tr. at 285-286. Customer Anne Rossi touched upon the long-term 

effect of a significant rate increase as she testified that: " I think there is going to be a mass exodus if this 

continues and these rates continue to rise. 1 myself don't know how people that live on a fixed income can 



afford to live in this city any longer. And I have no intention when I retire of retiring in Philadelphia." Tr. 

at 385. Ms. TeodoziaPepe, who is employed in thereat estate business, also testified about the large 

number of Philadelphians moving into the suburbs to escape the high cost of gas service. Tr. at 418-19. 

The Company, however, persists in trying to solve its long developing and long term 

fmancial problems in this case solely at the expense of ratepayers. OCA witness LeLash explained the 

problems with the Company's request in this proceeding: 

Unfortunately, in the current case, PGW is seeking to transfer ownership 
obligations to the Company's ratepayers. While the City of Philadelphia 
is the direct owner and manager of the Company, its customers are being 
asked to provide needed "capital" to remedy a cash flow deficiency. 
Under traditional regulation, ratepayers are solely responsible for 
providing revenues to cover the cost of capital, not the capital itself. This 
places the responsibility on the City either to provide capital or to facilitate 
the acquisition of additional debt. 

OCA St. 1 at 13. 

As OCA witness LeLash testified, PGW's impaired financial condition is mostly of its own 

making and a significant result of the ongoing failure by the City to make any signi ficant equity contribution 

to PGW. OCASt. 1 at 7. Overyearsof financial deterioration, PGW never sought base rate relief from 

the PGC. Now, PGW has reached the maximum of its short term borrowing which it uses to provide cash 

flow and working capital, and asserts that its ability to issue further long term debt has been compromised. 

To remedy this situation, PGW turns to ratepayers to support all of its needs. 

In support of its position, PGW offers up a tortured application of the ratemaking 

methodology of the PGC, referred to as the cash flow method, that would transfer any obligation ofthe 

owner of PGW, the City of Philadelphia, completely to ratepayers. The OCA submits that the Company's 



attempt to shift this responsibility to ratepayers must be rejected. The consequences ofPGW's past 

management in failing to respond to the deterioration of the Company are not properly bome by ratepayers. 

B. Ratemaking Methodology 

As OCA witness LeLash testified, PGW has three sources of revenues and capital. It can 

derive revenue and capital through rates, from debt financing, and through the provision of common equity, 

i.e. the provision ofcash from its owner, the City.5 OCASt. 1-S at 13. In this proceeding, the Company 

has argued that a "cash flow method" of ratemaking must be employed under the Act to set the rates and 

charges of PGW. PGW has interpreted this cash flow method of ratemaking to require that rates be set 

to meet all of its expenses as identified in the Management Agreement, including provisions for the 

Company's cash working capital needs as well as other capital requirements, fn other words, under the 

Company's application of this method, the Company would not derive any revenue or capital from its 

owner, the City, but would derive all revenue from ratepayers. Under this position, if the Company's short 

term line of credit or debt financing failed, ratepayers would be required to provide this cash as well. 

The OCA submits that from a regulatory perspective, this definition of the cash flow method 

proves too much. Of particular concern, the Company's definition of the cash flow method fails to 

5Mr. LeLash is an independent financial and regulatory consultant. Prior to becoming an 
independent consultant, he was a principal with the Georgetown Consulting Group for twenty years. He 
has testified on cost of service, rate of retum, and regulatory policy issues in more than 200 regulator)' 
proceedings before the Philadelphia Gas Commission, the Federal Energy Regulatory Commission, the 
Pennsylvania Public Utility Commission and the commissions in numerous other states. Mr. LeLash has 
also participated and provided testimony on behalf of the PhiladelphiaPublic Advocate in all ofPGW's 
Gas Cost Rate (GCR) proceedings and in other related matters since 1990. A complete description of Mr. 
LeLash's background and experience can be found on pages 1-4 of his Direct Testimony and the 
Appendix attached to OCA St. No. 1. 
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recognize that the owner of PGW - the City - as well as the ratepayers are responsible for maintaining the 

utility's operations. OCASt. 1 at 18. Instead, the Company's application ofthis methodology shifts all 

burdens to ratepayers, whether or not that is just and reasonable. Mr. LeLash testified: 

From the Company's perspective, given its definition ofthe cash flow 
method of rate setting, the capital shortfall would be recoverable from 
ratepayers. However, even PGW must realize that its ratepayers' ability 
to pay higher and higher rates has been limited because of the GCR 
increases. Such limits in the ratepayers' ability to pay are amply illustrated 
by the Company's currently requested rate increase which is justified, for 
the most part, by its growing bad debt expense. 

As should be apparent, even i f ratepayers had the responsibility to provide 
capital for PGW's operations, which I believe they do not, they lack the 
ability to provide a never ending source of capital. 

OCA St. 1 at 15.6 

By progressive steps, the cash flow method urged by the Company would have this 

Commission set rates to ensure the fulfillment of PGW's bond covenants, underwrite a dividend payment 

to the City, and finally, relieve the City of any responsibility to ensure the adequate financing of the 

operations. The method urged by the Company is to be employed without regard to any other ratemaking 

standards. OCA witness LeLash explained the flaw in the Company's definition of the cash flow 

methodology as follows: 

Finally, the Company argues that the Act requires the cash flow method 
of rate setting. The Company's definition or application of this method has 
rates providing PGW's capital as well as meeting revenue requirements. 
From a regulatory perspective, this interpretation of the Act and the cash 

6 As explained by OCA witness LeLash, under traditional ratemaking, ratepayers pay only 
the cost of capital, including working capital, and do not provide the capital itself. OCASt. 1 at 13. Here, 
PGW interprets the cash flow method to require ratepayers to provide the capital itself. 
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flow method is fundamentally unreasonable. If it is followed, it would have 
the effect of absolving the City from any of its ownership responsibilities. 
In effect, the City would always be able to say that any PGW deficiencies 
were the result of insufficient revenues for costs and capital. Failure to 
rectify the Billing, Collections and Customer Service System (BCCS) 
problems, lack of adequate mains replacement, unreasonable levels of 
customer service could always be explained away by inadequate rate 
allowances. 

OCA St. 1 at 26-27. Under the Company's definition, then, ratepayers are required to pay all operating 

expenses, the cash working capital, and other capital requirements, regardless of issues concerning 

prudence, service, orthereasonablenessoftheresultantrates. OCASt. 1 atl8. The OCA submits that 

such an interpretation cannot produce rates that are just and reasonable. 

As OCA witness LeLash testified, a more appropriate application of the ratemaking 

methodology is to seek to ensure that PGW meets its coverage requirements on its bonds. OCA St. 1 at 

26. After detennining an appropriate level of expenses for PGW using PGW's own budgets, the 

Commission could then calculate an increase that would provide for bond coverages of 1.5x on the 

Company's bonds. The Commission should not, however, require ratepayers to provide for all of the 

company's cash flow needs orits capital requirements. The OCA submits that Mr. LeLash's analysis 

reaches a reasonable resolution and is consistent with the methodology employed by the PGC. This 

application of the cash flow method properly balances the interests of PGW and its ratepayers to ensure 

just and reasonable rates. 

C PGW Should Be Awarded A Rate Increase Of No More Than $21.5 Million. 

In this case, PGW has requested a $65 million rate increase based on its fiscal year 2000-

2001 (FY 2001) operating budget- the same operating budget that supported the Company's request in 
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the interim proceeding of $52 million. OCASt. 1 at 20. The primary difference between the Company's 

interim request and its current base rate request relates to a $ 19.3 million increase in bad debt expense that 

was occasioned by the Company's $230 million increase in its Gas Cost Rate (GCR) during this fiscal year. 

Id.; PGW St. 3.0 (rev.) at 30. OCA witness LeLash put the Company's request in its proper context given 

the $ 11 million rate relief awarded through a Settlement ofthe interim rates proceeding during this fiscal 

year: 

Since the Company filed its base rate request, it has been granted $11 
millionof interim base rate relief. Accordingly, thepermanent request for 
$65 million would represent a $54.0 million increase over the base rates 
which are currently in effect [at the time the Company filed the instant base 
rate case]. 

OCA St. 1 at 20 (explanation added). 

The Company seeks this level of rate increase to address a "massive financial crisis" that 

the Company asserts threatens its ability to maintain its present level of service through the remainder of 

the fiscal year. PGW St. 1.0 (rev.) at 3. PGW's request reflects the claim that the Company has reached 

the maximum short-term borrowing limit and the fact that the City has not provided the necessary working 

capital or permanent capital on an on-going basis to cover the financial shortfall. OCA St. 1 at 24. 

Through this case, PGW seeks to remedy this financial crisis and restore its long term 

financial health. PGW witness Knudsen identified the Company's objectives for the Company's rate 

increase. Specifically, Mr. PCnudsen testified that through this rate increase the Company seeks to: 

• Satisfy its bond ordinance covenants; 

• Maintain sufficient cash to meet obligations; 

• Reduce dependence on short-term debt; 
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• Reduce level of long-term debt issues; 

• Continue and enhance service improvement plan; 

• Facilitate the restructuring/unbundling process. 

PGW St. 1.0 (rev.) at 17; OCA St. 1 at 21. While the OCA does not disagree that these are goals that 

PGW should seek to achieve, the OCA submits that achievement of these goals in this one rate case will 

result in rates that are not just and reasonable. In this case, PGW should focus on the short term and take 

the necessary steps to begin to restore its financial health. 

Given the circumstances that PGW and its ratepayers now face, the OCA submits that the 

Commission must determine an appropriate rate level to assist the Company with its present financial 

situation but not to remedy all problems of the past on a long tenn basis through this case. In particular, 

the Commission must be mindful of fhe circumstances that confront ratepayers. As Mr. LeLash explained: 

First, ratepayers cannot be expected to pay for a large base rate increase 
in addition to the GCR increases which they are already having to absorb. 
Second, ratepayers should not be asked to pay for a rate increase before 
the Company has given guarantees that: the current level of service is 
actually being improved; PGW's information systems are fiilly supporting 
business operation; the call center is fully responsive to customer needs in 
a timely manner; and measures to improve productivity, included but not 
limited to greater workforce flexibility, are in place. 

OCA St. 1 at 25. 

To address these issues, OCA witness LeLash recommended that the Company's rates 

be set to meet their debt coverage requirements, after giving consideration to service considerations. Mr. 

LeLash developed an alternative revenue requirement that would allow the Company to meet its bond 

coverage based on the Company's analyses. Mr. LeLash started with PGW's Revised FY 2001 Budget, 
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which already included a significant increase in the bad debt expense, and continued to assume, as did the 

Company, that the Company will successfully issue its planned $100 million of bonds and renew its $100 

million short term credit line.7 OCA St. 1 at 29-30. Mr. LeLash also assumed that the $18 million 

payment would be made to the City as did the Company in its FY 2001 Budget. Mr. LeLash made certain 

accounting adjustments, which will be described in more detail below, that reduced the Company's 

operating budget by $6.8 million. Mr. LeLash then made an offsetting increase in the Company's revised 

FY 2001 level of bad debt expense to increase further the bad debt expense by $6.8 million. OCA St. 

1 at 32. As set forth below, the OCA submits that these adjustments should be adopted. Since the 

adjustments offset each other, however, the adj ustments do not change the analysis or the underlying budget 

revenue requirement. 

Mr. LeLash then determined the revenue increase necessary for the Company to achieve 

a coverage on the 1998 Ordinance Bonds of 1.5 times, given the Company's assumed FY 2001 budget. 

As shown on Schedule 1 attached to OCA witness LeLash's Direct Testimony, a rate increase of $21.5 

million achieves this coverage requirement.8 OCASt. 1 at 30; Sch. 1, Line 2. This level of increase would 

allow the Company to meet its expenses, make the $18 million payment to the City, achieve a bond 

7 It is important to note that neither the Company's original FY 2001 Budget nor its revised 
FY 2001 Budget has received final approval by the Philadelphia Gas Commission ("PCC"). The 
Recommended Decision ofthe Hearing Examiner is pending before the PGC, however, as of the date that 
this Main Brief is filed, no PGC action has been taken on the Company's FY2001 budget. Under the 
Company's theory that the Commission must set rates to achieve the budget approved by the Philadelphia 
Gas Commission, it is not clear how the Company can even proceed with this case. 

8 This increase represents an increase of $10.5 million more than the $ 11 million interim base 
rate level that is currently in effect. Since the budget utilized in the analysis did not reflect the rate increase 
provided by the Settlement, that rate increase must be accounted for when the final level of rates are 
detennined. 
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coverage of 1.5x on the 1998 Ordinance Bonds, achieve a 2.01 x bond coverage on its 1975 bonds, and 

end the year with $34 million in cash. Id ; PGW St. 3.1 at 2. If the City grants back the $ 18 million 

payment as project revenues to PGW, PGW would achieve bond coverages of 2.1 Ix on its 1998 Bond 

Ordinance and 2.36x on its 1975 Bond Ordinance.9 OCA St. 1, Sch. 2, Lines 25 and 20. 

The OCA submits that this level of rate increase will allow the Company to maintain its 

financial health, meet its debt service requirements, continue its initiatives to improve the safety and 

adequacy of its service, and provide a reasonable level of ratepayer contribution to the Company's cash 

flow. Initially, it is important to note that for FY 2001, with the anticipated bond issuance and the $45 

million loan firom the City, under the Company's assumptions it will end the year with a cash balance of $34 

million even before implementing its requested $65 million rate increase. PGW St. 3.1 at 2. What the 

Company desires, however, is to implement a rate increase that will have ratepayers provide an extra cash 

cushion of $35 to $40 million per year. As the Company acknowledges, it seeks this level of rate increase 

to address longer term objectives and to bui Id up cash in the short run to improve its financial situation in 

the long run. Such a focus, however, will result in rates that are not just and reasonable. As OCA witness 

LeLash testified: 

PGW is facing an atypical set of circumstances. Wholesale gas costs are 
at unprecedented levels, the Company's bad debt expense is escalating, 
and the Company has acknowledged that it will have another base rate 
investigation in its mandated restructuring case which has to be filed no 
more than 14 months from now. Under these circumstances, rates should 

9 Project revenues represent funds supplied by the City, in this case the grant back of $ 18 
million payment, that qualifies for inclusion as above-the-line operating revenue in the coverage calculation. 
The City maintains a grant revenue hind as part of its operating budget. This fund is used to provide grants 
to various City agencies. Tr. at 785. 
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be set only to meet the Company's coverage requirements. The rates 
should not incorporate amounts to remedy past management and financial 
deficiencies. With a moderation in the wholesale cost of natural gas and 
measurable improvement in operations and service, some ofPGW's long-
term needs could be addressed differently. 

OCASt. No. 1-S at 3-4. 

The OCA submits that the Company's attempt to remedy its financial problems on the 

backs of ratepayers in this proceeding is improper. Through this case, the Company seeks to ensure that 

it has a year-end cash balance of between S35 and $40 million on a going forward basis, without the help 

ofthe City. PGW St. 1.0 (rev.) at 20. As OCA witness LeLash testified, however, since FY1992 (the 

year of the Company's last rate case), year-end cash has only exceeded $35.0 million twice, in FY 1994 

andFY1995. OCA St. No. 1 at23. Since 1992, the Company's net earnings were never greater than 

$17 million and in FY1998 through FY 2000 earnings were negative. OCASt. 1 at 22. As to bond 

coverage, over the past eight years, the debt coverage has never been higher than 1.67x and in several 

years, itapproached the bond covenant minimum of 1.5x. OCASt. 1 at22. In this case, however, the 

Company seeks arate increase that will result in debt coverage of 2.87x on its 1975 bonds and 3.01 x on 

its 1998 bonds. Such a result is not required by the Act and is not just and reasonable. 

The OCA submits that the OCA's recommendation properly addresses PGW's financial 

situation over the next 12 to 18 months, until its subsequent restructuring filing, which the Company states 

will also include a base rate filing. OCASt. 1-S at3. By working from the Company'sown budget, the 

OCA's recommendation recognizes PGW's planned expenditures, including expenditures for its Mains 

Replacement program, its LNG plant program, and its Transition to Excellence program. With this level 

of increase, the Company's progress towards correcting its financial crisis can continue, and its efforts to 
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improve safety and customer service can also continue. As OCA witness LeLash explained, this focus is 

critical at this time: 

The emphasis of this proceeding should not be to build up enough cash in 
the short-run to ensure financial health in the long-term. Rather, the 
emphasis should be on what rates the Company requires to get through its 
present financial situation and this period of unprecedented wholesale gas 
costs. 

OCA St. 1 at 25. 

The OCA submits that its revenue requirement determination and the recommended short 

term focus of this proceeding produces rates which are just and reasonable. As such, the OCA submits 

that its $21.5 million increase should be adopted. This level of increase allows the Company to meet its 

bond coverage requirements and its expenditures identified in its budget. Any additional cash needs ofthe 

Company should be provided by its owner, the City of Philadelphia. 

D. The Company's Challenges To The OCA's Recommendation Should Be Rejected. 

The Company has challenged the OCA's recommended level of increase. Based upon the 

Black & Veatch Engineering Report, the Company now argues that anything less than $53 million will 

jeopardize the bond issuance and the renewal ofthe short tenn lineof credit. The Company's arguments, 

however, are incorrect, ignore the responsibility of the City, and must be disregarded. 

As noted, the OCA's recommended increase provides the Company with a 1.5x coverage 

on its 1998 bonds and a2.01x coverage on its 1975bonds. The Company argues that this minimum 

coverage level leaves them with no margin for error. The Company, however, ignores several options 

which are available to it. As OCA witness LeLash testified, the City as owner should backstop the 

Company during this financial crisis. This could be done through a waiver of the $ 18 million City payment 
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or a grant back of all or a portion of the payment as project revenues. OCA St. 1-S at 14-15. PGW 

could also request that the City provide additional short-term advances to address any cash flow problems. 

OCA witness LeLash explained: 

While the City did advance $45.0 million during the past winter, it should 
be requested to effectively provide "bridge" loans in order to help the 
Company with any month to month cash deficiencies. The Company 
could use such temporary advances to help it get over a period when cash 
is needed and then repay the advance when cash is less critical. 

OCA St. 1 at 27-28. 

The Company should also control expenditures during this time frame. OCA witness 

LeLash explained this commonly used business practice: 

It is a common business practice to prioritize operating expenditures so 
that especially in those months of low cash balances, only those expenses 
deemed absolutely essential to provide service and assure safety are 
made. 

OCA St. 1 at 28. 

The OCA does not dispute that the Company will need to aggressively pursue these other 

options i f unexpected contingencies occur, but the OCA submits that it is not proper for ratepayers to 

provide ultimate protection for the Company from every possible occurrence. 

PGW also argues that setting a rate level for PGW to meet its bond coverage requirements 

is inconsistent with the "ratemaking methodology" employed by the PGC. Tr. at 576-581; JRB Rejoinder 

Exh. 2. PGW argues that the PGC has not used a bond coverage test but rather requires ratepayers to 

provide revenue to meet the bond coverage, the capital requirements, and all cash requirements of the 

Company, including the provision ofcash working capital. As set forth above, PGW's interpretation of 
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the requirements ofthe Act and the ratemaking methodology of the PGC is tortured. The Company tries 

to support its claim by referencing Orders of the PGC from the early 1980,s. JRB Rejoinder Exh. 2. As 

PGW witness Bogdonavage acknowledged on cross-examination, however, these orders were issued1 

before the Company implemented its commercial paper program. Tr. at 607. Since the implementation 

of the commercial paper program, which provides the necessary working capital, the PGC has approved 

budgets using a debt service coverage test. Tr.at 607. As OCA witness LeLash testified, PGC's 

budgeting and rate setting process has been principally based on coverage of debt, not cash working 

capital, in his experience with PGW.10 OCASt. 1-S at 10. To the extent the Company needed additional 

cash working capital, it utilized the commercial paper program. Tr. at 751. 

PGW next argues that if projected out to the end of FY 2002, a $21.5 million rate increase 

would be insufficient. PGW St. 3.1 at 4-5. PGW attempts to support its argument through the 

presentation of forecasted fmancials for FY 2002. But PGW's presentation is seriously flawed, and 

violates its own principles as to the appropriate ratemaking methodology in this proceeding.11 Initially, it 

must be noted that the Company selected FY 2001 as the "test year" for this case and has based its entire 

claim on its FY 2001 budget, as revised for an increase in uncollectible accounts. The Company presented 

no information on FY 2002 until the Rebuttal stage ofthis proceeding. The Company had to acknowledge 

1 0 OCA witness LeLash has participated and provided testimony for the Public Advocate in 
all ofPGW's Gas Cost Rate (GCR) proceedings and in other related matters since 1990. Last year, Mr. 
LeLash also presented testimony on behalf of the OCA in PGW's Interim Rates and GCR Proceedings. 
OCA St. 1 at 4. 

1 1 As OCA witness LeLash testified, the PGC always sets rates based on the forecast for the 
pending budget year only. It does not look out over several years when reviewing a fiscal year budget. 
OCA St. 1-S at 10. See also, Tr. at 606-607. 
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that it has not even developed a final FY 2002 budget or presented such a budget to the PGC for approval. 

Tr. at 632. Under its own theory, an unapproved and as yet undeveloped budget cannot form the basis 

of any rate relief. More fundamentally, its projections of FY 2002 fmancial consequences are untested in 

this proceeding and cannot form the basis for any decision in this matter.12 

PGW also points to an Engineering Report by Black and Veatch that was conducted for 

the Company to accompany the bond issuance. The Commission, however, does not set rates on the basis 

of engineering reports. The Commission's task is to determine what level of rates is just and reasonable 

considering the interests of consumers and the Company. The Engineering Report did not attempt to 

consider ratepayer interests or what would be a just and reasonable level of rates. Tr. at 530. 

Importantly, the Engineering Report is also based on achieving the same goals as the 

Company sets for its rate request. See Exhibit TJS-2 at B-44; PGW St. 1.0 (rev.) at 17. The Engineering 

Report also utilizes the same application of the cash flow method as did the Company. Mr. Sullivan, the 

witness in support ofthe Report, acknowledged on cross examination that his application and understanding 

of the methodology was developed with the assistance ofthe Company. Tr. at 513,518. The Engineering 

Report provides no independent basis for increasing rates to PGW's customers. It suffers from the same 

flaws as the Company's analysis and completely ignores the requirement that rates be just and reasonable. 

PGW's criticisms ofthe OCA's recommendation are unfounded and should be rejected. 

The OCA's recommendation allows the Company to meet its bond coverages and to move forward with 

1 2 The OCA would also note that the gas cost assumptions contained in the FY 2002 
presentation are overstated. OCA St. 1-S at 10-11. When more recent gas prices are used, the 
Company's average price is potentially 23% overstated. Id This also has the effect of overstating the bad 
debt expense, kf 
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its planned expenditures. To the extent that additional cash is needed, it should be provided by the owner, 

theCityofPhiladelphia. 

V. EXPENSE ADJUSTMENTS 

A. Introduction 

In his direct testimony, OCA witness LeLash proposed ten adjustments to the Company's 

claimed level of expenses in FY 2001. These adj ustments are contained in Schedules 6-15 (appended to 

OCA St. No. 1). As for one-time expenditures to be normalized, Mr. LeLash made adjustments to BCCS 

Remediation ($800,000), Consultant Studies/Costs ($424,000), Non-Recurring Expenses ($ 1,840,000), 

and Rate Case Expense ($412,000). Regarding expenditures which are not representative of future 

operating conditions and, therefore, to be eliminated, Mr. LeLash made adjustments to Employee 

Consultants ($258,000), Equipment Rentals and Leasing Information Technology ($632,000), Lobbying 

Expenses ($ 115,000), Operating Leases ($601,000), and Non-Recurring Material Purchases ($ 100,000). 

Finally, Mr. LeLash made an additional adj ustment to partially offset the Company's amortization of its 

regulatory asset for CRP arrearages ($ 1,637,000). In total, the above adjustments result in a downward 

adjustment of $6.8 million to the Company's revenue requirement. 

PGW has accepted Mr. LeLash's recommended adjustments for BCCS Remediation 

(Schedule 6), Consultant/Studies Costs (Schedule 7), Non-Recurring Expenses (Schedule 8), Equipment 

Rentals & Leasing Information Technology (Sch. 11), and amortization ofPGW's regulatory asset for CRP 

arrearages (Sch. 15). The Company also accepts Mr. LeLash's adjustment for non-recurring material 

purchases. However, PGW desires to amortize the adjustment over 3 years, rather than normalize it. 
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Company witness Bogdonavage opposes Mr. LeLash's adjustment for lobbying expenses, but does not 

address Mr. LeLash's adjustment for rate case expense, employee consultants, or operating leases. 

Therefore, the OCA submits that these unaddressed adjustments should be adopted. 

B. Expense Adjustments Accepted Bv PGW 

In accepting Mr. LeLash's adjustments for BCCS Remediation, Consultant/Studies Costs, 

and Non-Recurring Expenses, Company witness Bogdonavage stated: 

(e)ach of these adjustments reflects a determination that they are non­
recurring and are applicable to anumber of years. Therefore, PGW has 
determined that it will be amortizing on its books these items over the 
periods that Mr. LeLash has indicated. Accordingly, it is appropriate to 
make these adjustments for ratemaking purposes. 

PGW St. 3.1 at 8. Witness Bogdonavage also accepted Mr. LeLash's adjustments for Equipment Rentals 

& Leasing Information Technology and amortization ofPGW's regulatory asset for CRP arrearages. Id. 

at 9. Consequently, the OCA submits that Mr. LeLash's adjustments for BCCS Remediation, 

Consultant/Studies Costs, Non-Recurring Expenses, Equipment Rentals & Leasing Information Technology 

and amortization ofPGW's regulatory asset for CRP arrearages be adopted by the Commission. 

As for Non-Recurring Material Purchases, the Company made $150,000 in Non-

Recurring Material Purchases in anticipation of the work stoppage in May 2001. OCA witness LeLash 

proposed that this expense be normalized over a three year period. OCA witness LeLash explained: 

Since this expense occurs only when the union contract is being 
renegotiated, it should be nonnalized for rate making purposes over the 
life ofthe contract. Accordingly, Schedule 14 shows the recommended 
normalization of three years which is based on the tenn of the existing 
contract. 
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OCA St. No. 1 at39-40. PGW states that it accepts the adj ustment, but as an amortization over 3 years 

rather than a normalization. PGWSt.3.1 at9. The OCA submits that a normalization for ratemaking 

purposes is appropriate because renegotiation of the union contract and the need for material purchases 

is a normal operating expense. 

C. Expense Adjustments Opposed Or Unaddressed By PGW 

1. Lobbying Expenses 

PGW has claimed recovery for lobbying expenses. PGW No. 3.1 at 8. PGW witness 

Bogdonavage testifies that the PGC has permitted the inclusion in rates of lobbying expenses, and therefore, 

argues that the Commission should continue to include these expenses. PGW St. 3.1 at 6-7. The 

Company further claims that PGW will violate its bond covenants if rates are not sufficient to cover its 

obligations in FY 2001. Id at 9. PGW's argument is that because the Company spent $115,000 for 

Lobbying, the Company should be able to recover the costs. As will be explained below, PGW's lobbying 

expense is not an appropriate item for recovery from ratepayers. 

PGW's assertion that the PGC's allowance of recovery of lobbying expenses requires the 

Commission to allow such recovery demonstrates the unreasonableness ofthe Company's arguments in 

this case. As OCA witness LeLash explained: 

I believe Mr. Bogdonavage's position is somewhat flawed as stated. The 
apparent corollary would be that if the PGC had not included some 
expense category in rates previously, it could not be recovered in the 
future. In my view, this appeal's to have the PGC, de facto, continuing to 
set rates by virtue of whatever it authorizes, eventually, within PGW's 
operating budget. This certainly does not appear to be compatible with 
the intent ofthe Act, and it appears to require the PUC to potentially grant 
rates which it would otherwise determine not to be just and reasonable. 

34 



OCA St. No. 1 -S at 12. As set forth below, there is a strong history of Commission precedent disallowing 

the recovery of lobbying expenses from ratepayers. The Commission has often found the inclusion of these 

costs to be unjust and unreasonable and should hold the same here. 

The Commission has ruled that lobbying expenses do not have a direct ratepayer benefit 

and as such cannot be included in rates. Several cases have examined this issue and reached the.same 

conclusion. Pa.P.U.C. v. Pennsvlvania-American Water Co., 79 Pa. P.U.C. 25,66 (1993); Pa.P.U.C. 

v. Duquesne Light Co.. 59 Pa. P.U.C. 67,118 (1985); Pa.P.U.C. v. National Fuel Gas Dist.Corp.. 84 

Pa. P.U.C. 134, 196 (1995); Pa.P.U.C. v. Metropolitan Edison Co., 60 Pa. P.U.C. 349, 382 (1985). 

In the Pennsylvania-American case, the Commission disallowed the portion of membership dues to local 

organizations which related to "lobbying and legislative advocacy functions of those organizations." 

Pennsylvania-American Water Co., 79 Pa. P.U.C. at 66. Approximately 31% ofthe dues were 

disallowed because of the relationship to lobbying and legislative advocacy of the organizations. Id, 

In the Duquesne Light case, the Commission also disallowed lobbying expenses. Duquesne 

Light Co.. 59 Pa. P.U.C. 67,118 (1985). The Commission examined the dues paid to an association of 

investor-owned utilities (Edison Electric Institute). UT at 117. Duquesne claimed $213,377 in dues. IcL 

Approximately 20% of the organization's activities were devoted to "legislative advocacy, broadly defined." 

Id. at 118. The Commission held that "(w)e believe that the record establishes that a substantial portion 

of EEI's activities are of no benefit to ratepayers." kf The Commission did not permit recovery from 

ratepayers ofthe percentage that related to the organization's legislative advocacy activities. Id 

In the Met-Ed case, the Commission followed the Duquesne case with respect to Met-Ed's 

and Penelec's claims for membership dues to the same Edison Electric Institute (EEI). Metropolitan-Edison 
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Co., 60 Pa. P.U.C. 349, 382 (1985). The expense was reduced to eliminate the percentage that went 

towards lobbying and legislative activities expenses. Id at 382. The Commission again held that the 

excluded percentage for lobbying expenses did not provide a direct ratepayer benefit. Id. at 381-382. 

In the NFGD case, the Commission followed the Metropolitan Edison case above and 

disallowed the expenditures of the Governmental Affairs Department that related to lobbying. Pa.P.U.C. 

v. National Fuel GasDist. Corp., 84 Pa.P.U.C. 134.196(1995). The Commission held that "NFGD did 

not prove that the services provided by New York Division's Government Affairs, Marketing and Public 

Affairs and Public Relations Departments confer any benefit to ratepayers or are necessary for the 

provision ofnatural gas service." Id. at 196. The Commission found that the Department in question 

served as a conduit of infomiation between the government and the Company. Id. The Commission found 

that there was no ratepayer benefit to the lobbying expenses. Id 

The Commission has determined in the above-referenced cases that lobbying expenses 

should not be paid by ratepayers. As stated by the Duquesne, Metropolitan Edison, and National Fuel 

cases, ratepayers do not receive a direct benefit from these costs, and therefore, the OCA submits 

ratepayers should not be required to pay such expenses. 

Based on the above, the Commission should hold PGW to the same standard as other 

regulated utilities and should not allow unreasonable expenditures that burden ratepayers. Therefore, in 

accord with prior Commission precedent, recovery of expenditures for lobbying expenses should be 

disallowed. Indeed, if the Company wants to lobby, its owner, the City of Philadelphia, should support the 

lobbying efforts, not the ratepayers. 
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2. Operating Leases 

OCA witness LeLash recommended that the operating leases be capitalized rather than 

expensed. OCA St. No. 1 at 39. Mr. LeLash explained the issue as follows: 

Included in PGW's FY 2001 Operating Budget is $462,000 for operating 
leases for vehicle replacements and $ 139,000 for operating leases for 
computer-related equipment. However, the Company has proposed that 
such expenditures be included under capital, rather than operating leases, 
mainly for the positive effect such inclusion would have on debt coverage. 

Id. The Company, however, retained the $601,000 of expenses inFY2001 even though it proposes to 

capitalize these leases. OCASt. 1 at 39. The OCA submits that the $601,000 expense in FY2001 should 

be eliminated from the operating budget because these costs have been capitalized by the Company. Id. 

The Company did not respond to this adjustment. As such, a downward adjustment of $601,000 should 

be adopted as reflected in Schedule 13. 

3. Employee Consultants 

The Company made a claim for $258,000 for former employee consultants. OCA St. No. 

1 at38. The OCA submits that these former employee consultant salaries should be eliminated. OCA 

witness LeLash stated that: 

PGW has hired several former employees on a temporary basis 
as consultants in order to retain needed operational experience. 
The reply to OC A-IU-49 lists four employees whose contractual 
salaries are included in the FY 2001 test year budget. Of those 
listed, only one is expected to remain with the Company for an 
extended period of time, as a gas supply consultant. Since the 
other consultants will not be remaining with the Company and 
their duties are expected to be performed by other PGW 
employees, their budgeted salaries should be eliminated for 
ratemaking purposes. As shown on Schedule 10, elimination of 
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former employee consultant salaries results in a $258,000 
downward adjustment to expense. 

Id. 

The Company did not rebut this adjustment during the case. Therefore, the OCA's 

$258,000 downward adjustment for the elimination ofthe former employee consultant salaries should be 

adopted as reflected on Schedule 10. 

4. Normalization of Rate Case Expense 

The Company made a claim for $825,000 in rate case expenses for lawyers and 

consultants. OCASt. No. 1 at37. The OCA submits that this rate case expense should be normalized. 

OCA witness LeLash stated that 

PGW has included $825,000 in the test year budget for rate case 
expenditures for lawyers and consultants. Though FY 2000 Rate Case 
Expense was amortized over a two-year period and included in the FY 
2001 budget, FY 2001 Rate Case Expense was not amortized in the FY 
2001 budget. It is normal ratemaking procedure to normalize such 
expenses over the period between rate cases. Since it is expected that 
PGW will file its next base rate case with its restmcturing filing in 2003, it 
is proper to normalize Rate Case Expense over two years, the same 
normalization period utilized by the Company. Schedule 9 shows this 
nonnahzation resulting in a $412,000 downward adjustment to expense. 

Id 

OTS witness Weakley also recommends that the rate case expense should be normalized 

over a two-year period. OTS St. No. 1 at 5. The Commission has ruled that rate case expenses are 

normal operating expenses, and normalization should, therefore, be based on the frequency ofthe utility's 

rate filings. Pa.P.U.C. v. Roaring Creek Water Co., 73 Pa. P.U.C. 373, 400 (1990); Pa.P.U.C. v. 
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National Fuel Gas Dist. Corp.. 84 Pa.P.U.C. 134.17509951: Pa.P.U.C. v. WestPennPowerCo.. 119 

PUR4th 110, 149(1990). 

As such, the $412,000 downward adjustment for normalization over two years should be adopted 

as reflected on Schedule 9. 

D. Effect Of Bad Debt Expense 

As Mr. LeLash explained, one of the most difficult PGW expense components to analyze 

is its Bad Debt expense, or more accurately, its Bad Debt Appropriation. OCA St. No. 1 at 42.13 In its 

filing, the Company has estimated this expense to be $65.3 million ($ 10.7 million higher than the actual 

expense for FY 2000). A majority of the expense increase is associated with the forecasted increase in 

Total Gas Revenues, which in the filing were estimated to be $727.5 million or $ 194.5 million higher than 

in the previous year. However, even the $727.5 million estimate will understate the actual billed revenues. 

Therefore, as set forth by Mr. LeLash, a $65.3 million Bad Debt Expense may represent a low estimate. 

OCA St. No. 1 at 42. Consequently, Mr. LeLash has proposed an increase of $6.8 million to Bad Debt 

Expense given PGW's recent increases in bills, which may exceed customers' ability to pay. The estimated 

increase in bad debt expense offsets the effect on PGW's revenue requirement that would result from the 

adoption of Mr. LeLash's recommended expense adjustments. 

l3This expense is the amount which is added to the Company's Accumulated Provision for 
Uncollectible Accounts in order to cover Accounts Receivable which ultimately will not be collected. 
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VI. COST OF SERVICE 

A. Cost of Service Study 

1. Introduction 

Company witness Gorman presents his class cost of service study ("COSS") in Exhibit 

HSG-6. Although the OCA does not take issue with many of the details of this study, three major 

allocations and several minor ones should be corrected. OCA St. No. 2 at 21. Specifically, witness 

Gorman: 1) classifies 25% of distribution mains investment as customer-related and allocates it on the basis 

ofthe number of customers in each customer class; 2) allocates the entire amount of administrative and 

general (A&G) salaries (account 920) and office supplies and expenses (account 921) on the basis of 

labor; and 3) allocates A&G credit of $ 12 million for duplicate charges in accord with his allocation of 

Construction Work In Progress. As will be explained below, these allocations should be modified. The 

result ofthe modifications is to allocate significantly less cost to the residential class than is allocated to 

residential customers in the Company's study. 

2. Investment In Distribution Mains 

As set forth by OCA witness Mi Her, mains are constmcted to deliver gas, not merely to 

connect customers to the system. OCA St. No. 2 at 22. Therefore, the entire investment in mains should 

be allocated on the basis of some measure of the gas they deliver or the loads they serve. However, 

witness Gorman classi fies 25% o f this investment as customer-related and allocates it on the basis ofthe 

number of customers in each customer class. PGW St. 5.0 at 18. His defense of his customer component 

is based on the premise that one reason for installing distribution mains is to attach customers to the 

distribution system. IcL at 10. In contrast to individual service lines, however, the length and cost of 
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distribution lines is not a separate product or service provided by PGW, and has no independent value to 

PGW's customers. OCA St. No. 2 at 22. In other words, PGW would not connect a customer to the 

distribution system if that customer were not going to purchase gas. 

Mr. Miller explained the flaw in Mr. Gorman's premise through a comparison of distribution 

mains and service lines (service lines bring gas from the main to the point of use in the home or business) 

as follows: 

The number of services does depend primarily upon the number of 
customers, because each customer generally has his own service. The 
diameter of each service pipe depends upon the customer's gas usage, and 
that is part ofthe reason why the total cost of services investment is not 
exactly proportional to the number of customers. For mains, in contrast, 
there is no evidence that the footage of mains actually depends upon the 
number of customers. It is not true that each customer has a segment of 
distribution main specifically dedicated to his own use, in the way that a 
specific segment of service pipe is dedicated to each customer's use. 
Instead, all customers share in using all ofthe footage of distribution mains. 
The total length is the footage required to reach from the supply source of 
gas at the city gate to the most distant customer, and this footage is 
essentially independent of the number of other customers situated along 
the way. 

OCA St. No. 2 at 22-23. Thus, the footage and, thereby, the cost of a distribution main are unrelated to 

the number of customers served by the main and should not be allocated based on the number of 

customers. 

In his COSS, Mr. Miller allocated the investment in distribution mains on the basis of the 

peak and average demand method. OCA St. No. 2 at 21. In the peak and average demand method, the 

demand allocation factors reflect both the class' average use of energy and its total usage on system peak 

days. This method ofallocation has been accepted by the PUC. See Pa.P.U.C. v. West Penn Power Co., 

41 



73 Pa. P.U.C. 454 (1990") and Pa. P.U.C. v. Philadelphia Elec.Co.. 61 Pa. P.U.C. 589 (1986). As such, 

the OCA submits that the Commission should employ the peak and average method in the instant 

proceeding for allocating PGW's investment in distribution mains. 

3. Allocation of A&G Salaries And Office Supplies And Expenses 

Mr. Gorman allocated A&G expense on the basis of labor. As explained by Mr. Miller, 

however, some of these expenses are more closely related to PGW's plant investment and should be 

allocated on that basis. OCA St. No. 2 at 21. Among these activities are financial services, which include 

plant and general accounting and the treasury, and corporate information and legal services. As OCA 

witness Miller testified, labor is not the factor that causes PGW to incur these costs. OCA St. No. 2 at 

23-24. In responding to witness Gorman's allocation, Mr. Miller stated: 

The best alternative would have been for Mr. Gorman to make a special 
study of these A&G costs, to determine how they should have been 
allocated, instead of making the unreasonable assumption that they are all 
labor-related. A second alternative is to make a more reasonable 
assumption about the way A&G salaries and office expenses should be 
allocated to reflect the nature ofPGW's business, instead of making the 
assumption that these costs are entirely labor-related. One such 
approach, which I have used, is to allocate one-hal f of the A&G costs as 
labor-related and one-half as plant-related. This approach is akin to the 
"Massachusetts formula" used for allocating common corporate costs in 
the absence of any cost of service study or equivalent basis for specific 
causal allocation. 

OCA St. No. 2 at 24. Because utilities as a whole are capital intensive, the allocation of overhead costs 

like A&G salaries and office expense as related entirely to labor ignores this fundamental structure ofthe 

industry. OCA St. No. 2 at 24. Therefore, an allocation of part of these A&G costs on the basis of plant 

investment, as proposed by Mr. Miller, recognizes these realities of the way a utility works. 
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In his rebuttal testimony, PGW witness Gorman disputes the allocation of A&G salaries 

and office expenses in part on the basisofplantratherthan labor. PGWSt.5.1 at3. Witness Gorman 

states that his allocation reflects PGW's business because direct labor costs reflect PGW's business. He 

then states that use of plant investment to allocate some A&G costs is valid only if there are A&G costs 

incurred to manage assets without having direct labor involved. Id. However, as OCA witness Miller 

testified: 

PGW's plant and general accounting costs and its treasury activity costs 
are costs incurred to manage (or finance) PGW's assets, and these plant 
accounting and treasury costs are all included in A&G expense. None of 
these plant accounting and treasury costs has any direct labor component 
because the direct costs of performing these activities are charged to 
A&G salaries in account 920, not to any of the O&M accounts 700-919, 
and the direct labor in accounts 700-919 is the way Mr. Gorman allocates 
all ofPGW's A&G salaries and office expense. Plant accounting costs 
might arguably be related to construction outlays and to depreciation 
expense, but the direct labor component of construction outlays is not 
included in O&M expense, and depreciation does not have a labor cost 
component. By allocating all A&G salaries in proportion only to the direct 
labor costs in O&M accounts 700-919, Mr. Gorman has chosen an 
allocation factor which excludes all of the tilings to which plant accounting 
and treasury costs might reasonably be related. 

OCA St. No. 2-S at 6. The OCA submits that this type of allocation is unreasonable. 

In support of his allocation, Mr. Gorman states that FERC generally accepts an allocation 

ofA&Gexpense based on direct labor costs. PGWSt.5.1 at3. However, FERC's use of direct labor 

to allocate A&G salaries is not relevant to PGW because the situation of interstate pipelines is very different 

from that of gas distribution companies, including PGW. Mr. Miller explained the problem with Mr. 

Gorman's reliance on FERC procedure as follows: 
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... [T]he major problem in using the labor allocator is that it 
overemphasizes the customer accounts function, which is more than one-
third ofthe direct labor allocator, and it gives too little weight to the 
distribution and storage functions that use much more plant than labor. 
This distortion is a problem because customer accounts costs are 
allocated almost entirely to the residential class, whereas distribution and 
storage costs are not. This distortion does not arise with interstate 
pipelines because their customer accounts expense is a much smaller 
[component] of their other direct labor costs. Further, even if the use of 
direct labor does cause some overweighting of customer accounts, it is 
much less of a problem for interstate pipelines because their customer 
accounts expense is allocated in much the same way as their other costs. 
The decreased importance of the customer accounts function and the 
similarity of its allocation to the pipelines' other costs are both due to the 
absence of a separate class of numerous small customers, which is 
characteristic only of the gas distribution business but not of interstate 
pipelines. 

OCA St. No. 2-S at 6-7. Consequently, witness Gorman's reliance on FERC-approved allocations for 

interstate pipelines is misplaced. 

Based on the above, the OCA submits that the Commission should adopt Mr. Miller's 

COSS. As explained, Mr. Miller's COSS deals more effectively with allocation of A&G salaries and office 

supplies and expenses. 

4. Allocation Of A&G Credits 

PGW's test year A&G expense includes a credit for $12 million of duplicate charges. 

OCASt. No. 2-S at 2; See also. PGW Exh. HSG-2, Sch. I , p. 3, lines 119-122, 124. Mr. Gonnan 

allocates these credits in accord with his allocation of Construction Work In Progress. However, they 

should instead be allocated the same way as the costs they are reversing, and those costs are primarily 

A&G salaries and pensions and benefits. OCA St. No. 2 at 22. 
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As Mr. Miller explained in his surrebuttal testimony, PGW charges its plant construction 

costs to its capital account, rather than to its current operating expenses, and these capital outlays are not 

included in the test year revenue requirement. OCA St. No. 2-S at 2. The amounts charged to 

construction include $ 16 million of labor costs for work performed by PGW employees on construction 

projects. This $ 16 million of direct labor on construction projects is not part ofthe test year expense, and 

it does not appear anywhere in PGW's operation and maintenance (O&M) expense. OCA St. No. 2-S 

at 3. 

PGW also incurs $5,333 million of fringe benefits and $6.815 million (for a total of $ 12 

million) of other overhead costs relating to this $ 16 million of constmction labor. However, unlike the direct 

construction labor itself, these fringe benefits and other construction overheads do appear in the test year 

(at least initially) where they are included as part of A&G expense. To remove them from the test year 

expense, PGW includes credits of $ 12 million in account 929. The allocation of these credits is the issue 

contested by the OCA. Id, 

In his rebuttal testimony, witness Gorman agreed with Mr. Miller that the $ 12 million of 

credits should be allocated in accord with the costs they are reversing, not in accord with construction work 

in progress. PGW St. 5.1 at 4. His only defense for having allocated these costs in accord with 

construction work in progress is his statement that he "did not have the detailed data to determine which 

costs were reversed" and he therefore "assumed that the costs that were reversed [were] similar to the 

costs for... the construction..." Id However, as Mr. Miller explained, witness Gorman appears to be 

unclear as to what the credit for Duplicate Charges represents or how it was developed. OCASt. No. 

2-S at 3. Mr. Miller testified that: 
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The essence of Mr. Gorman's claim is that he did not know which costs 
are being reversed by the credit for Duplicate Charges, and he made an 
assumption that seemed to him to be reasonable in relation to that lack of 
information. However, my direct testimony states explicitly that the costs 
being reversed "are primarily A&G salaries and pensions and benefits." 
(OCA Statement No. 2, page 22.) I used this additional information to 
guide the allocation of the credits for the Duplicate Charges. Nowhere in 
his rebuttal to my allocation of these credits does Mr. Gorman challenge 
the correctness of the additional information that I presented, nor does he 
dispute my claim that this additional infonnation is the proper guide to the 
allocation of these credits. Instead he asserts that an unsupported 
assumption he made because he lacked this information is superior to the 
analysis that I made using the additional information which I presented. 

OCA St. No. 2-S at 5. Therefore, these Duplicate Charge credits should be allocated the same way as 

the costs they are reversing, i.e., primarily A&G costs, including employee benefits. Mr. Miller made this 

adjustment in his COSS, therefore, the OCA submits that Mr. Miller's COSS is more complete and should 

be relied upon by the Commission. 

5. Other Modifications To PGW's COSS 

Mr. Miller's allocation of PGW costs also differ from witness Gorman's in other areas 

besides those of investment in distribution mains and A&G salaries. See OCA St. No. 2 at 25. For 

example, Mr. Miller allocated the expense for Distribution Operation Supervision and Engineeringhalf on 

distribution plant, to recognize the engineering component ofthis account. Id. Mr. Gonnan's allocation 

entirely on labor recognizes only the supervision component. Since Mr. Gorman's rebuttal testimony does 

not address this modification or any of the other additional modi fications, the OCA submits that these 

modifications have been accepted by the Company and should be adopted by the Commission. 
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6. Conclusion 

Based on all ofthe above, the OCA submits thatMr. Miller's COSS should be adopted. 

Mr. Miller's COSS more accurately reflects the cost responsibility of each class and provides a more 

reasonable guide for detennining class revenue responsibility. 

B. Class Revenue Responsibility 

PGW sought a revenue increase of $65 million, which corresponds to an increase of 

$66.8 million in the full tariff rates. See PGW St. 5.0 at 3-4 and PGW Exhibit HSG-6. The amount ofthe 

revenue increase is 9.4% above the "present" revenue at the rates in effect prior to the interim settlement, 

which had not yet been reached at the time PGW filed its rate increase application at the PUC in the 

present proceeding.14 See PGW Exhibit HSG-3. 

PGW recommended an increase of 10.53% for residential customers and smaller increases 

of approximately 8.85% for commercial and industrial customers. PGW also recommended increases of 

7.4% for the municipal customer and 4.7% for the Philadelphia Housing Authority. OCA Exh. 2-B, Table 

REM-2. PGW recommended that there be no changes in the existing rates for its non-firm customer 

classes. These class revenue responsibility recommendations were based on PGW's class cost of service 

study results. 

The OCA accepts PGW's proposal for spreading the allowed rate increase among its 

customer classes. However, the OCA recommends a $21.5 million revenue increase, rather than the $65 

million recommended by the Company. Therefore, the increases for the individual customer classes should 

l4The present rates are those rates that were in effect prior to implementation ofthe Joint Petition. 
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be calculated by proportionately reducing the class revenue increases proposed by the Company. As 

explained by Mr. Miller, this calculation should be developed from PGW's proposed increases above the 

"present" rates in effect prior to the interim settlement. This is necessary because the interim rates were 

designed to recover the entire "annual" amount of the interim increase in just six months, mostly outside of 

the winter period, and their use is a distortion of the rate structure appropriate for a full year.15 OCA St. 

No. 2 at 12. 

In order to implement this proposed "scale-back", the allowed revenue increase should first 

be converted from a revenue requirement increase to a tariff requirement increase. This adjustment is 

necessary because tariff rates must also account for the amount of rate discounts offered under programs 

such as the Senior Citizen discount program and the Customer Responsibility Program. 

Table REM-3 illustrates the conversion of the OCA's recommended net revenue increase 

of $21.5 million into an increase of $22,176,566 for the full tariff revenue requirement. This roughly 

i5As Mr. Miller explained, the interim settlement rates are irrelevant to a proper determination of 
class revenue responsibilities and are largely irrelevant to the development of aproper rate design. OCA 
St. No. 2 at 14. Mr. Miller testified: 

The interim settlement was designed to provide a nominal $ 18 million of 
additional revenue, but this amount is not a correct indication of its effect 
from a rate design perspective. On an annualized basis, the interim 
settlement rates represent a rate increase of $52 million, because these 
interim rates would provide $52 million of additional revenue if they were 
in effect for the entire test year. This amount is much larger than the 
nominal amount of the interim increase because the interim rates were 
designed to collect $ 18 million in only six months, from March through 
August 2001. 

Id. Therefore, the Company's present rates, prior to the interim settlement, are the appropriate starting 
point for the detennination of class revenue responsibilities. 
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represents a third of the full tari ff revenue increase of $66,766,872 proposed by PGW. Therefore, each 

ofPGW's proposed class tariff revenue increases can be multiplied by 0.332156 to derive the OCA's 

recommended class revenue increases. As the chart below illustrates, for the residential class, the resulting 

target increase is $17.7 million. This represents nearly 80% ofthe OCA's total proposed revenue increase 

and is consistent with the Company's allocation of a recommended increase. 

OCA Proposed Customer Class Revenues 

Class Increase % above present rates 

Residential $17,683,712 3.5% 

Commercial 3,437,795 2.95% 

Industrial 482,727 2.93% 

Municipal 347,663 2.47%. 

Housing Authority 225,103 1.57% 

Total 22,177,000 3.32% 

Source: OCA Exhibit 2-B, Table REM-2 

In their direct testimonies, OTS witness Metro, OSBA witness Kalcic and PICGUG 

witness Baudino recommend that the revenue responsibility of the residential class be substantially increased 

over the level recommended by the OCA or PGW. See OTS; OSBA; and PICGUG. OCA St. 2-R.at 

2-3. These witnesses base their class revenue responsibility recommendations on the PGW class cost of 

service study presented by Company witness Gorman. 
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As previously explained, however, the OCA disagrees with the Company's class cost of 

service study and has performed a COSS that more accurately reflects the costs caused by each class. 

Consequently, the OCA submits that the alternative class revenue responsibility recommendations of 

witnesses Metro, Kalcic and Baudino should be rejected since they are based on PGW's flawed class cost 

of service study. Because Company witness Gorman's allocation of several major items in his class cost 

of service study fails to recognize proper cost causation, Mr. Miller's COSS incorporates appropriate 

changes to recognize proper causation. Afler such recognition, the cost responsibility of classes is more 

accurately reflected. 

Mr. Miller's COSS indicates that the residential class revenues at present rates are 

somewhat less than the costs allocated to the residential class, but the differences between class revenues 

and costs are much smaller in Mr. Miller's properly constructed COSS than the much larger disparities in 

the Company's COSS. The more extreme class revenue responsibility recommendations ofthe OTS, 

OSBA, and PICGUG witnesses are not consistent with the results of Mr. Miller's class cost of service 

study. 

Witness Baudino even goes so far as to argue that the entire rate increase should be bome 

by the residential class. PICGUG St. No. 1 at 11. However, as Company witness White testified, 

increasing the residential allocation beyond the recommendation ofthe Company "would only serve to 

increase the burden on the customers who are having the most difficulty paying their bills." PGW St. 4.1 

at 17. For example, regarding his homeowners' association, customer Michael Connell testified: "We have 

a lot of senior citizens in our association who are on fixed incomes and cannot really afford this, as most 
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of these people are here." Tr. at 406. Therefore, the OCA submits that the revenue responsibility 

recommendations of witnesses Metro, Baudino and Kalcic be rejected. 

C. Rate Design 

1. Customer Charge 

a. PGW's Proposed Increase To The Residential Customer Charge Should 
Be Rejected. 

i . Introduction 

PGW is seeking to increase its residential customer charge to $ 15.00 per month. See 

Exhibit HSG-1. The Company's current customer charge is $11.66 per month and is a result of 

implementation of the Joint Petition. The Joint Petition was implemented in March 2001, but prior to this 

implementation, the residential customer charge was $8.00 per month. Therefore, PGW is proposing to 

increase the residential customer charge by nearly 88% over year-ago levels. As will be explained below, 

the Company's request for a $15.00 per month customer charge should be rejected. 

ii . PGW's Proposal Would Improperly Shift More Cost Recoverv 
To The Customer Charge. 

Company witness Craig White favors an increase in the customer charge in order to 

mitigate the impact of weather on the Company's ability to collect revenues. See PGW-St. 4.0 (rev.) at 

7. In other words, since weather can affect a commodity charge (a charge based on customer usage), 

witness White seeks to collect more "guaranteed" revenues via a fixed charge, i.e, the customer charge. 
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The PUC has stated that the purpose of a customer charge is to recover costs "up front" 

each month before a customer is charged for consumption. Pa.P.U.C. v. Pennsvlvania-American Water 

Co., 82 Pa. P.U.C. 381. According to the Commission: 

[cjustomer charges appropriately recover billing and collection costs, 
meter reading costs and costs of meters and services. 

Id at 429. See also. Pa. P.U.C. v. West Penn Power Co..73 Pa. P.U.C. 454 (1990). Therefore, a 

residential customer charge should recover basic or "direct" customer costs and is not intended to provide 

protection against variation in weather. As explained by Mr. Miller, when determining customer costs for 

this charge, PGW witness Gorman included many costs that are not properly classified as customer-related. 

OCA St. No. 2 at 6. Specifically, Mr. Miller testified: 

The only cost classifications recognized in Mr. Gonnan's cost of service 
study (and most other cost of service studies) are Demand, Commodity, 
and Customer. Mr. Gonnan classifies a cost as customer-related unless 
he deems it to be demand-related or commodity-related. But it does not 
follow that all costs which cannot be related directly to maximum demands 
orto commodity usage should therefore be recovered in monthly customer 
charges, yet that is what Mr. Gorman and Mr. White have assumed. 

Id. Put another way, the costs appropriately included in the customer charges are the costs that a utility 

directly incurs each month to serve each of its customers. These are costs that increase when one customer 

is added, and decrease when one customer is lost. OCA St. No. 2 at 6. 

As set forth by Mr. Miller, direct customer costs should represent the carrying costs of the 

Company's investment in services, meters, and house regulators, plus the cost of meter reading and part 
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of the costs of customer records and collection.16 Id. For privately owned gas utilities, the carrying costs 

of investment are depreciation, retum, and taxes. For PGW, which is municipally owned and not subject 

to most taxes, the carrying costs are depreciation and the equivalent of retum on investment. Therefore, 

in his calculations, Mr. Miller used the total budgeted income at PGW's proposed rates—/. e., revenues 

less expenses — as the equivalent of retum on rate base. OCA St. No. 2 at 7. 

OCA Exhibit 2-B, Table REM-4 sets forth the direct costs calculated by Mr. Miller for 

PGW, in accord with Commission precedent. Table REM-4 illustrates (with the full amount ofthe 

Company's claimed financial requirements included, rather than the OCA's reduced recommendation) that 

the direct customer costs for the residential class are $12.17 per customer per month. This is in stark 

contrast to the inflated costs of $39.94 contained in the Company's Cost of Service Study (due to the 

Company's inclusion of costs not properly recovered via a customer charge). 

As explained by Mr. Miller, the difference in direct costs calculated in PGW's Cost of 

Service Study and the calculations done by Mr. Miller is attributable to the fact that Mr. Miller excluded 

three large customer cost elements identified by Mr. Gorman. OCA St. No. 2 at 7. Specifically, Mr. 

Miller excluded witness Gorman's customer component of distribution mains investment; all types of 

overheads (specifically, administrative and general expense) and other supervisory costs; and a large 

amount of Customer Accounts expense, (specifically, collection costs—part of account 903) and 

uncollectibles expense (account 904). Id. 

16This classification is in accord with Pa.P.U.C. v. Pennsylvania-American Water Co.. supra and 
Pa. P.U.C. v. West Penn Power Co. supra. 
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First, exclusion of distribution mains investment from the category of direct costs is 

appropriate. As Mr. Miller testified, there is no justification for recovering any of the mains investment 

costs in the residential customer charge. OCA St. No. 2 at 8. Mr. Miller testified: 

In any small geographical area, such as a residential subdivision, mains are 
installed to serve the entire community, and the investment cost does not 
depend in any way on the decision of an individual household whether to 
use gas service. The mains investment cost allocated to the residential 
class should therefore be recovered from all residential customers in 
accord with their gas usage and the benefit they derive from using the gas 
distribution system. 

Id. Therefore, exclusion of distribution mains investment from the category of direct costs is appropriate. 

Second, overhead costs should also be excluded from the category of direct customer 

costs for determining the customer charge. These costs, speci fically administrative and general (A&G) 

expense and other supervisory costs, are system costs. OCA St. No. 2 at 8. As such, they are not 

incurred to provide service to individual customers, and do not increase or decrease when customers are 

gained or lost. Other examples of overhead costs are customer installations expense, the call centers for 

handling customer inquiries and complaints, sales expense, and even the fixed costs ofthe BCCS system 

software and other information technology aspects of customer accounts expense. All of these costs apply 

to the residential class and other customer classes in the aggregate, but not to each individual customer. 

As such, these costs are system overheads and should not be recovered in customer charges. OCA St. 

No. 2 at 9. 

Likewise, collection costs and uncollectibles expense should be excluded from the category 

of direct costs recovered in the customer charge. Regarding uncollectibles, because the amount of write­

offs depends upon revenues and not simply the number ofbills written off, uncollectibles are not properly 
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considered a customer cost to be recovered in the customer charge. OCA St. No. 2 at 8-9. 

Based on the above, it is clear that the Company's inflated category of direct costs has 

contributed to the unreasonably high level of the residential customer charge proposed by PGW. 

Therefore, the Commission should disregard the category of direct costs identified in PGW's Cost of 

Service when determining the appropriate residential customer charge that should be adopted in the instant 

proceeding. OCA St. No. 2 at 5. 

b. The Commission Should Implement A Residential Customer Charge of 
$11.50 for PGW. 

As previously set forth, the residential customer charge now in effect under the Joint Petition 

is $11.66 per month. This customer charge is consistent with the direct customer costs in Mr. Miller's 

Table RJEM-4 and residential customer charges of other Pennsylvania gas utilities.17 However, this current 

customer charge adds more revenue than the total tari ff revenue increase recommended for the residential 

class by the OCA. Therefore, Mr. Miller recommended that the residential customer charge rate should 

be established by reducing the interim customer charge to $ 11.50 per month. A rate of $ 11.50 per month 

still yields an increase of more than $20 million in residential customer charge revenues, therefore, it 

I 7In support ofthe Company's proposal, witness White presents the customer charges of other 
Pennsylvania natural gas distribution companies, while also relying on the Company's Cost of Service Study 
results as they relate to the residential class. Id. at 7. However, although a comparison of residential 
customer charges of other Pennsylvania NGDCs may support an increase in PGW's residential customer 
charge, a $ 15.00 residential customer charge is unsupportable. For example, although witness White did 
not provide the residential customer charges of all Pennsylvania NGDCs, his testimony does contain two 
tables depicting the residential customer charges of select Pennsylvania NGDCs. The average customer 
charge of the NGDCs contained in the first table is $9.64, while the average residential customer charge 
ofthe NGDCs contained in the second table is $ 10.89. See PGW-St. 4.0 (REVISED) at 6. Therefore, 
Mr. White's comparisons with other gas utilities may support a residential customer charge of up to $ 11.00 
per month, but no higher than $12.00 per month. 
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necessitates a residential commodity charge decrease to achieve the residential revenue target of 

$17.7 million that Mr. Miller recommends. OCA St. No. 2 at 16. 

If a total residential revenue increase exceeds the $ 17.7 million recommended by Mr. 

Miller, the customer charge should remain at $ 11.50 and the commodity charge should be increased to 

meet the higher revenue target. 

c. The OCA's Proposed Rate Design. Including A Residential Customer 
Charge Of $11.50, Should Be Adopted. 

With implementation of the OCA's recommended residential customer charge, a 

commodity charge must also be calculated. In order to achieve the residential revenue target of $ 17.7 

million, a commodity charge rate of $ 10.3895 is required. This residential commodity charge is a base rate 

of$3.3921 (rolling out $3.18 of fuel costs), plus theproforma test year GCR rate of$6.9974 (with the 

rolled-in base rate fuel costs).18 See OCA Exhibit 2-B, Table REM-1. Mr. Miller's Table REM-2c-

proof of revenue at OCA's recommended rates-forms the basis for this calculation. Table REM-2c utilizes 

a total revenue target of $523,374,433 for the residential class. From this target, the $66,362,820 of 

residential customer charge revenues at the recommended rate of $ 11.50 is subtracted. The difference is 

then divided by the 43,988,023 Mcf residential usage to yield a rate per Mcf. The quotient of $ 10.3895 

is the result and should be used as the commodity charge for the residential class. 

, 8 I f the $3.18 is not rolled out of base rates, the residential commodity charge will be $6.5559 and 
the GCR rate will be $3.8336. 
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2. Gas Cost Rate 

PGW's present base rates include $3.18 per Mcf of fuel cost recovery. As explained by 

Mr. Miller, this amount is almost entirely for the recovery of purchased gas costs, but PGW also includes 

$0.0162/Mcf of purchased electricity costs in its fuel cost calculations. OCA St. No. 2 at 18-19. As set 

forth by Mr. LeLash, the purchased gas component of the $3.18 per Mcf should be rolled out of base rates 

and placed instead in the GCR rate. The purchased electricity cost should be a base rate item. Likewise, 

recovery ofthe $7 million in uncollectibles that was permitted in the Joint Petition should be removed from 

the GCR rate when the new rates resulting from the present proceeding are implemented and should be 

included in base rates.19 Neither of these modifications affect the total rate paid by any customer. 

Mr. Miller effectuated these changes in developing his base rate commodity charge. As 

shown in Table REM-1 ,$3.1638/Mcf of purchased gas costs is shifted out of the base rate and into the 

GCR rate ($3.18- $0.0162 = $3.1638). This change reduces the base rate commodity charge for each 

customer class by $3.1638 and it increases the GCR rate by the same amount, to $6.9974. There is no 

effect on the non-fuel component ofthe base rate and no effect on the commodity charge total. With this 

shift, purchased electricity would be treated no differently for rate design purposes than any other 

purchases, such as office supplies, postage, and consulting services. All would be recovered together in 

the base rate. Therefore, both of these modifications can be incorporated into the rate design proposal of 

Mr. Miller without affecting the total rate paid by any customer. 

l9The Joint Petition allows the Company to recover $7 miilion in uncollectibles expense via the 
GCR. 
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D. Tariff Changes 

1. Introduction 

Company witness Craig White has proposed two tariff changes in his testimony. One is 

a new Section 2.3 in the Rules and Regulations part the tariff. It would permit PGW to offer individual 

contracts with non-standard rates to select intemiptible customers. PGW St. 4.0 at 11. The other change 

is a modification to the price ceiling provision in the boiler and powerplant service (BPS) rate schedules. 

Id. at 14. As set forth below, the OCA is not opposed to the premises underlying these proposals, 

however, certain modifications and clarifications are necessary prior to Commission approval. 

2. Non-Standard Rates 

Mr. Miller recommends three changes to Section 2.3 dealing with non-standard rates. 

First, Section 2.3b should state, in its entirety, that" The negotiated nite(s) shall not be less than 110% 

ofthe incremental gas cost for gas sold under the negotiated contract plus an adjustment for all 

applicable taxes, as determined by the Company." This language is the same as the corresponding part 

ofthe Commodity Charge provision in each of PGW's intemiptible (BPS and LBS) rate schedules, except 

that the phrase "the negotiated contract" is substituted for the phrase "this rate schedule." OCA St. No. 

2 at 26. 

Second, there should be a further provision (in a new Section 2.3c) that the negotiated rate 

shall'not be less than the rate that would otherwise be available to the customer, unless the contract also 

contains a minimum take or a full requirements provision. Also, if the provision qualifying the negotiated 

contract for a discount rate is a minimum take provision, the minimum take requirement must be at least 

80% ofthe maximum volume for which the discounted rate is offered. This further provision is needed to 
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ensure that PGW obtains a benefit of additional sales volume in exchange for any discounts below the 

intemiptible rates otherwise available to the customer. OCA St. No. 2 at 27. 

Finally, Mr. Miller recommends a further provision relating to the use of a specific gas 

source for determining the incremental gas cost for gas sold under the negotiated contract. This further 

provision would become a new Section 2.3d. It should state that PGW may use a specific gas source 

purchased for a period of more than one month to determine the incremental gas cost for a negotiated 

contract, but only if the contract also includes a commitment by the purchaser to take and pay for at least 

80% of the gas in that speci fie purchase. This provision is needed to prevent a purchaser from obtaining 

a long-term supply commitment from PGW at a specific price, and then walking away if gas prices happen 

to fall. Absent a multi-month minimum take commitment by the purchaser, the incremental gas cost would 

continue to be detennined monthly, and the contract price in each month would have to be at least 110% 

of that month's incremental gas cost pursuant to Section 2.3b. OCA St. No. 2 at 27. 

Company witness White deems the above recommendations as too restrictive. PGW St. 

4.1 at 20-21. However, the OCA submits that incorporation ofthe above modifications will ensure that 

sales customers are not disadvantaged by any contracts entered into under Section 2.3. Therefore, the 

OCA submits that these modifications should be adopted. 

3. BPS Price Ceiling 

Rate Schedules BPS-S and BPS-L contain a requirement that the commodity charge rate shal 1 not 

exceed 90% of the General Service (GS) rate for commercial and industrial customers, including the GCR 

charge. This threshold is referred to as the "BPS price ceiling" by Mr. Miller. As Mr. Miller testified, this 

price ceiling is a problem because in some months it may be lower than one or more of the price floors in 
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the BPS Commodity Charge provision. OCA St. 2 at 28. The two relevant floors are the requirements 

that the BPS price be at least 80% of a specified oil parity price, and that it be at least 110% ofPGW's 

incremental gas cost. In months when the BPS price ceiling is below one (or both) ofthe floors, there is 

a question whether PGW may offer BPS gas for sale and, i f so, at what price. Id. However, the 

Company's proposal to remedy this potential situation is unclear. Therefore, Mr. Mi Her recommends that 

the BPS price ceiling at 90% of the GS rate be removed from the tariff. In his surrebuttal testimony, 

Company witness White concurs with this recommendation. Consequently, the OCA submits that the 

Commission should adopt this recommendation. 

VII. QUALITY OF SERVICE 

A. Introduction 

In considering whether any rate increase request is j ust and reasonable, the Commission 

must consider the quality of service being provided by the utility. As OCA witness LeLash explained: 

The regulatory process has consistently followed the principle that a utility 
operation is only entitled to rate increases if its service is adequate and 
reasonable. Such a principle enforces the requirement that, in providing 
a monopoly service, utility owners have a responsibility to maintain and 
operate the utility in the most efficient and reasonable manner possible. 
Failure to fulfill these requirements can result in the withholding of rate 
relief. In effect, regulation requires that utility owners provide effective 
management and sufficient capital to ful fi 11 the on-going obligation to serve. 

OCA St. 1 at 13. In other words, "rates should follow service." OCA St. No. 1 at 60. 

The long-term problems with PGW's service to customers and its progress towards 

improved service should be a primary determinant of whether customers should have to pay higher rates. 
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Id. Pennsylvania law is clear that the Commission has the discretion to withhold, to limit, or to condition 

rate relief on the quality of service. Section 526(a) of the Public Utility Code states that: 

(a)The commission may reject, in whole or in part, a public utility's request 
to increase its rates where the commission concludes, after hearing, the 
service rendered by the public utility is inadequate in that it fails to meet 
quantity or quality for the type of service provided. 

66 Pa. C.S. §526 (a). Section 523(a) also states that "the commission shall consider, in addition to all 

other relevant evidence of record, the efficiency, effectiveness and adequacy of service of each utility when 

determining just and reasonable rates underthis title. 66 Pa.C.S. §523(a). A utility's service must be 

considered in a determination of its rates. 

In the instant case, the Commission's Stratified Management and Operations Audit of 

Philadelphia Gas Works by the Barrington-Wellesley Group, Inc. was admitted into the record. Stratified 

Management and Operations Audit of Philadelphia Gas Works (January 2001), Attachment 1 to 

Administrative Counsel Statement No.l. Further, Philadelphia Gas Works filed in March 2001 the 

Philadelphia Gas Works Implementation Plan for the Stratified Management and Operations Audit, which 

was also admitted into the record. Philadelphia Gas Works Implementation Plan for the Stratified 

Management and Operations Audit (March 2001). As the Management Audit has made clear, many areas 

ofthe Company's customer service are inadequate. For example, the Management Audit found that 

"PGW's level of service, as measured by abandonment phone rates and response time ofthe call center, 

is one of the worst in the industry." Stratified Management and Operations Audit of Philadelphia Gas 

Works at p. VIII-7 (January 2001). Other problems identified with PGW's service include insufficient 

staffing levels to meet Call Center levels (only 62% or 48 of 78 employees are on average present at one 



time); inadequate training of employees on the billing system; lack of functioning billing system; 

overwhelmingly negative customer opinion of PGW; and poor responsiveness to customer complaints. Id. 

at p. VIII-11, VIII-16-17, Vni-26. 

The public input testimony in this proceeding confirms these Audit findings and raises many 

concerns about the level ofPGW's service. The OCA submits that if PGW is granted a rate increase, it 

must be subject to conditions to ensure the provision of safe and adequate service and to ensure that the 

rates are just and reasonable. 

B. The Commission Should Only Grant Rate Relief Subject To Certain Conditions. 

The OCA submits that basic protections are necessary to afford ratepayers appropriate 

protection if they are required to pay higher rates as a result of this rate proceeding. Specifically, the OCA 

submits that (1) the Company should be required to maintain at least a 1 % replacement rate in its mains 

replacement program; (2) the Company should continue its commitment to correcting the problems with 

its BCCS, particularly the need to recti fy the budget billing problems; (3) the Company should continue to 

work with the Commission to implement the necessary recommendations as per the Philadelphia Gas 

Works Implementation Plan for the Stratified Management and Operations Audit (March 2001); (4) 

improve its customer service in a timely manner; and (5) continue its progress on its Transition to Excellence 

Plan. 

The Commission has often exercised its discretion to either reject a rate increase due to 

inadequate service or condition the receipt of a rate increase on a uti lity company's agreement to perform 

certain improvements. For example, in Pa.P.U.C. v. Pa. Gas and Water Co. ("PG&W"), the Commission 

concluded that no rate increase could be justified based on the poor quality of service being offered by 
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PG&W. Pa.P.U.C. v. Pa. Gas and Water Co.. 68 Pa. P.U.C. 191. 197 (1988). In a case involving 

Pennsylvania-American Water Company ("PAWC"), the Commission went so far as to say PAWC 

"should have to demonstrate actual evidence of improved service" before its customers should have to 

pay an increased rate. Pa. P.U.C. v. Pennsylvania-American Water Co., 71 Pa. P.U.C. 210,217(1989) 

(emphasis added). See also. Pa. P.U.C. v. National Utilities. Inc., 87 Pa.P.U.C. 1,6 (1997) (denying the 

Company's rate increase entirely because of inadequate service); see also. Pa. P.U.C. v. Pa. Gas and 

Water Co.. 68 Pa.P.U.C. 191 (1988), (denying a rate increase because ofthe Company's failure to show 

that its customers were receiving adequate service). 

The Commission has also used its authority under Sections 523 and 526 to provide a utility 

with the option of accepting no rate increase or a rate increase that was dedicated entirely to distribution 

system improvements to accelerate progress toward providing safe and adequate service. Pa.P.U.C. v. 

Pa. Gas & Water Co.. 79 Pa. P.U.C. 349, 359 (1993). 

The Courts have long held that service is an essential consideration in determiningjust and 

reasonable rates. SeeD.C. Transit Svstem, Inc. v. Washington Metropolitan Area Transit Comm'n. 466 

F.2d 394,422 (D.C. Cir. 1972). The U.S. Court of Appeals for the District of Columbia Circuit in IXC 

Transit perhaps stated this consideration best when reviewing a decision ofthe Washington Metropolitan 

Transit Commission. In that case, the Transit Commission had made a fare increase contingent upon steps 

calculated to recti fy serious deficiencies in the service that the Company furnished to the public. The Court 

summarized the Company's argument and concluded as follows: 

Transit's argument has one central theme: its revenues cannot be pennitted 
to fall below the level of fair retum, and surely not below thebreakeven 
point, no matter what the circumstances, and even if its management is 
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uneconomical and inefficient and its service inadequate. If Transit is 
correct, the Commission is powerless to sanction corrective measures by 
deferring further consideration of a fare increase. If Transit is correct, 
it may disregard its public responsibilities at will. . . and yet insist 
that the public respond to its demands for higher rates. We cannot 
accept that position. We do not believe that the Constitution left the 
Commission impotent to deal with the situation confronting it in a 
sensible manner. 

D.C. Transit, 466 F.2d at 422 (emphasis added). As far back as Smvthe v. Ames, 169 U.S. 466 (1898), 

the United States Supreme Court has recognized that service is an essential consideration in just and 

reasonable rates. The Court held: 

[Wjhat the public is entitled to demand is that no more be extracted from 
it for the use of a public highway than the services rendered by it are 
reasonably worth. 

Id. at 547. 

As the public input testimony, the Management Audit, and the Company's own studies 

make abundantly clear, PGW has failed to provide adequate and reasonable service to its customers for 

some time. Although the OCA acknowledges that current management has made improvements, there is 

much that remains to be done, particularly regarding the Company's billing system and its customer service. 
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C. Public Input Testimonv Regarding Quality of Service 

The OCA submits that the public input testimony demonstrates that PGW's quality of 

service needs to be improved. The public input testimony overwhelmingly demonstrated a dissatisfaction 

with PGW's service and brings critical evidence to the PUC on the impact on customers ofthe problems 

identified in the Management Audit and the Company's studies. 

The public input testimony demonstrates that PGW's quality of service must be improved. 

Many individuals expressed concern about PGW's billing system and Call Center. Approximately 80 

people testified at the three public input hearings on the afternoon and evening of March 28,2001 and 

evening of March 29,2001. Many of the people that testi fied also represented local community groups. 

Additionally, several State Senators and Representatives testified on behalf of constituents including State 

Representative John M. Perzel; Geoffrey Seay, Chief Counsel for Senator Anthony Williams; and Darnell 

M. Deans, Sr. from State Senator Shirley M. Kitchen's office. 

A primary concern for customers and PGW has been billing problems, particularly since 

implementation ofthe new billing system, referred to as BCCS in July 1999. As both the Management 

Audit and OCA witness LeLash testified, this system has been fraught with problems and is still not fully 

operational even two years after the program's implementation. The Company still has problems with the 

accuracy and completeness of customer bills, which compromise its ability to enter into payment 

arrangements and properly implement budget billing. OCASt. 1 at54;PGWSt. 1.0 at 24. Thepublic 

input testimony documents the negative impact and the hardship on consumers from these problems. 

For example, Betty-Ann Workman testi fied about the "cavalier attitude the gas company 

has towards its customers" and the "appalling mismanagement that results in pain for the consumer." Tr. 
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at90. Ms. Workman testified thatPGW failed to send her a bill for four months. Tr.at90. She testified 

that she contacted PGW on an average of three times per week, and when her neighbor finally received 

Ms. Workman's "overdue notice," the balance due was $2,093.94. Id, Ms. Workman's average bill had 

been $ 175 per month. She never received a bill, only the "overdue notice." Id, Consumer, Barbara Carey 

testified that "there is confusion, disorder, billing errors, incorrect bills or no bills at all in one or more billing 

periods." Tr. at 195. Eric S. Maron testified about the "sloppy handling of the billing process on the part 

of PGW." Tr. at 215. Maron testified that he contacted PGW to be sent a bill, but he was not sent a bill 

for four years and then received a $4,000 bill with late charges. Tr. at 216. Another customer, Francis 

Sheffield, testified that after fire damage to his home, the gas was cut off for his home and the home was 

unoccupied. Tr. at 186-187. However,he testified that he still received three bills forthose months of 

January, Februaiy, and March when the gas was turned off and no one was occupying the home. Id. 

Many witnesses also testified as to the unresponsiveness ofthe customer call service. As 

the Management Audit found, the customer call center, when measured in terms of abandonment phone 

rates and response time of the call center is the worst in the industry. Attachment 1 to Administrative 

Counsel St. No. 1 at p. VIII-7. The Management Audit found that the average speed of answer for 

service calls is between 3 and 6 minutes, and for billing calls between 15 and 30 minutes. The industry 

standard is 25 to 30 seconds. I d at p. VIIl-2, VIII-8. 

The impact of these failings on customers is significant. As Pennsylvania State 

Representative John Perzel testified, customers should be able to call the utility, have their phone calls 

answered properly, and have their bills be delivered on time with accuracy. Tr. at 184-185. 

Representative Perzel further stated that PGW "should be held to the same operating and customer service 
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standards as required for all other natural gas companies in Pennsylvania." Id at 183. Marge Benner 

testified that no matter what time of day she calls, she never receives a response from PGW's customer 

service. Tr. at 356. Herb Sumsky testified that PGW hires incompetent and computer illiterate workers 

at customer service. Tr. at 372. Mr. Sumsky testified that "going down to the PGW to straighten out bills, 

you come in like a nice person and you walk out like a fighting tiger." Id Anne Rossi testified that she was 

yelled at by the customer service representative at PGW and spends hours on hold waiting for customer 

service on the phone. Tr. at 382. Vince Mullins, a formal complainant in this case, testified also about the 

poor customer service. Tr. at 390-392. Alice Wojciechowski, 83, brought 400 petitions that she had 

collected and testified that she has spent hours on the phone with customer service at PGW. Tr. at 410. 

This public testimony puts a human face on the myriad of customer service problems 

identified by the Management Audit and identified by OCA witness LeLash through a review of the 

Company's own studies. As set forth below, the Commission should require specific commitments in the 

areas of customer service, the BCCS system and the mains replacement program if any rate increase is 

awarded. Additionally, the Company should commit to continue its Transition to Excellence Plan and to 

timely work with the Commission to implement the necessary recommendations ofthe Management Audit. 

D. Specific Commitments Necessary to Improve Quality of Service 

1. BCCS 

The OCA submits that the quality of service received by PGW's customers should be a 

determinant in whether or not customers should be required to pay higher rates or whether conditions 

should be imposed on any rate increase requested. The record in this case demonstrates PGW's service 

has suffered and fails to meet even the most rudimentary test of adequacy. Significant and far-reaching 
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changes are needed - many of which have been identified by the Management Audit. The Company has 

committed to many of these changes and improvements but only time will tell whether corrective actions 

will be properly implemented. 

The OCA submits that part of these problems stem from the failed implementation ofthe 

BCCS. As OCA witness LeLash stated: 

The problems associated with the BCCS system hampered all ofPGW's 
operations and were particularly damaging to the Company's relationship 
with its customers. However, the problematic BCCS implementation was 
only the final element in a detenoration in operations extending back over 
several years which undermined the Company's financial and management 
capability to address new problems and provide customers with 
reasonable service. 

Id at 55-56. 

While many of the basic problems have been addressed, the BCCS is still not fully 

operational and requires further improvement. PGW witness Thomas Knudsen stated in his prefiled 

testimony that: 

We are also now billing our accounts albeit we still have problems with 
accuracy and completeness. As we have peeled away and dealt with 
major problem areas, we have exposed issues that were similar but in 
equal need of correction. 

OCA St. 1 at 54; PGW St. 1.0 at 24. 

As noted, several areas still require further improvement. OCA witness LeLash identified 

some of the specific areas that require further attention: 

A review of the current status ofthe BCCS and associated systems shows 
that several specific areas need further improvement. Billing exceptions, 
while dramatically reduced, still are occurring at a rate somewhat less than 
300 per day. (PGW St. 1.0, page 26). A large number of errors are 
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occurring with reference to payment arrangements and the bill calculation 
process (PGW St. 1.0, page 29). The Company has also acknowledged 
that, at least through February ofthis year, it was having problems making 
adjustments to customers' budget billingplans. (Response to CEPA-I-
47) 

OCA St. 1 at 54. 

The Management Audit also identified problems with the BCCS and the poor training and 

insufficient staffing of employees who operate the BCCS. Attachment 1 to Administrative Counsel St. No. 

1 at p. Vm-9-13, VHI-15-16. The Management Audit also concludes that these problems with the BCCS 

system are negatively affecting customer service. The Management Audit stated that April 2000 focus 

groups showed that "(m)ost participants did not trust PGW to provide either good customer service or 

accurate billing. The poor service conveys to customers that PGW does not have any regard for them." 

Id at p. Vm-17. In the fall of 2000, BCCS was attempting to correct over 10,000 customer billing 

exceptions created by the BCCS system. Id at p. VIII-17. 

The OCA submits that PGW must continue to rectify its BCCS problems, particularly those 

regarding budget billing. The Company should commit to implementing corrective measures, including 

implementation of the necessary recommendations of the Management Audit regarding this system. 

2. Customer Service 

The Commission's Management Audit found that "PGW's level of service, as measured 

by abandonment phone rates and response time ofthe call center, is one ofthe worst in the industry." 

Attachment 1 to Administrative Counsel St. No. 1 at VIII-7. The Audit found that the average speed of 

answer for service calls was three to six minutes and the average speed for billing calls was 15 to 30 
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minutes. Id at p. Vin-8. The industry standard is 25 to 30 seconds. Id. Only PGW's emergency call 

response fell within accepted standards. 

Studies conducted by the Company last year confirm these findings of the Management 

Audit. OCA witness LeLash summarized the information from the Company's own study: 

Vanguard reported last June that the industry standard for utilities was that 
80% of incoming calls should be answered within 30 seconds. PGW met 
that standard only for emergency calls. As for service calls, Vanguard 
reported that the average service call by a customer was answered in 3 to 
6 minutes; the average call for billing information was answered in 15 to 
30 minutes (Vanguard Report, pp. 11. 36). Not surprisingly, 20% to 
30%) of PGW service calls by customers were abandoned, in contrast 
with the industry standard of 4%-5%. And 70% to 85% of calls for billing 
information by customers were abandoned, in contrast with the industry 
standard of 4%-5% (Vanguard Report, p. 11). Andersen confirmed that 
the Call Center provided a "seriously low ... service level" (Andersen 
Report, p. 10). 

OCASt.l at 58. 

In addition to statistical information regarding the level of customer dissatisfaction, OCA 

witness LeLash noted the significant number of customer complaints that are being pursued against PGW. 

Mr. LeLash testified: 

There is also evidence that customers are lodging complaints with the 
PUC. As of Febmary of this year, there were 3,513 infonnal complaints 
pending before the Commission's Bureau of Consumer Services (BCS). 
This level of pending complaints has been increasing at a rate of300 to 
almost 700 per month and apparently PGW has been able to respond to 
only about 40% of them to date (Response to CEPA-I-52). 

OCA St. 1 at 60. As discussed above, the public input testimony bears out this information and highlights 

the myriad of problems with PGW's service. 
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The OCA submits that long-term customer service improvements must be implemented 

before ratepayers can be expected to pay ever higher rates. The OCA submits that if any rate increase 

is granted, the Company must commit to timely improvements in customer service, including those identi fied 

in the Management Audit. 

3. Mains Replacement 

PGW has an extensive system of cast iron mains. As its cash flow increasingly became a 

problem, mains replacement became a discretionary item for PGW. OCASt. 1 at 51. As OCA witness 

LeLash testified, according to a Replacement Study developed last year by Navigant Consulting 

("Navigant"), a replacement rate of 18 miles per year, or 1 % for PGW is necessary to reduce the risk of 

main breaks and incidents. OCA St. 1 at 51. As a condition of the interim rate relief granted to the 

Company, PGW was required to maintain a 1 % cast iron mains replacement program. Pa.P.U.C. v. 

Philadelphia Gas Works, Docket No. R-00005654 at 28 (November 22, 2000). 

Through March 2001, the Company replaced or abandoned 6.2 miles of the cast iron 

mains. OCASt.No. 1 at 52. Thatequalsapproximatelyone-thirdofthe 18.0 miles necessary to achieve 

a 1 % replacement rate, kf PGW has experienced 334 main breakssinceMarch2001 compared to 445 

main breaks for the comparable period during the previous fiscal year. Id. 

The OCA submits that it is vital that at least a 1 % replacement rate be maintained in order 

for PGW to provide safe and adequate service. OCA St. No. 1 at 53. OCA witness LeLash testified 

about the impact of continuing the company's mains replacement program at its current rate: 

A low level of replacement increases the prospect for increased breaks 
and incidents. While breaks have averaged between 350 and 400 per 
year, the system has benefitted from the recent mild winters. As noted by 
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Navigant,"Since severe weather tends to cause breaks, and breaks tend 
to cause incidents, severe weather tends to cause incidents." 

Id at 52. 

The OCA submits that PGW's mains replacement raises a serious public safety concern 

if not maintained at safe and adequate levels. Since the definition of a utility'sperformance benchmark is 

safe and adequate service, the OCA submits that it is vital that at least a 1 % replacement rate is achieved 

and maintained. OCASt. 1 at53. TheCommissionshouldestablishasaprerequisitetoanyrate increase 

that PGW commit to maintaining at least a 1 % replacement rate. 

E. Conclusion 

For the reasons set forth above, the OCA submits that any rate relief granted in 

this proceeding must be subject to certain conditions so that basic protections are afforded ratepayers as 

a result of this proceeding. The OCA submits the following five conditions must be met: 

PGW should be required to maintain at least a 1% replacement rate in its mains 
replacement program; 

PGW should continue its commitment to correcting the problems with the BCCS, 
particularly the need to rectify the budget billing problems; 

PGW should continue to work with the Commission to implement the 
recommendations as per the Philadelphia Gas Works Implementation Plan for the 
Stratified Management and Operations Audit (March 2001); 

PGW should improve its customer service in a timely manner, particularly its call 
center performance; and 

• PGW should continue its progress on its Transition to Excellence Plan. 
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vn. CONCLUSION 

For the reasons set forth above, the Office of Consumer Advocate submits that the 

Commission find that a $21.5 million increase in revenues is appropriate for PGW in the instant proceeding 

subject to the conditions set forth herein. 

Tanya J. McCloskey 
Senior Assistant Consumer Advocate 
James A. Mullins 
Stephen J. Keene 
Christy M. Appleby 
Assistant Consumer Advocates 

Counsel for: 
Irwin A. Popowsky 
Consumer Advocate 

Office of Consumer Advocate 
555 Walnut Street, Forum Place, 5th Floor 
Harrisburg, PA 1710M923 
(717) 783-5048 
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TABLES 



Philadelphia Gas Works 

Base Rate Case - Docket No. R-00006042 

The Company's filing and the OCA's recommended position in this proceeding were 

not based on traditional rate base and rate of retum components. Indeed, no party presented 

either a rate base or a rate of retum recommendation in order to determine its recommended 

revenue requirement for PGW. 

For comparison purposes, the OCA position and the Company's position are shown on 

Schedule 1. This schedule contrasts the Company's $65.0 million increase with the OCA's 

$21.5 million increase and shows the impact of these revenue levels on the bond coverages of 

the Company. The data on Schedule 1 provides the calculation without any grant back of 

operating revenues by the City of Philadelphia, while Schedule 2 provides the same revenue 

comparison with an $18.0 million grant by the City. 

On Schedule 5 there is a breakdown of the operating expense adjustments which are 

recommended by the OCA. These adjustments would lower the revenue requirement by $6.8 

million. However, the OCA also recognized the potential for an increase in Bad Debt Expense 

of approximately $6.8 million associated with the higher levels of billed revenues within the 

Company's GCR. Taking the initial ten expense reductions and the bad debt expense increase, 

the OCA recommends that no net expense adjustment be made to the Company's filed position. 

Accordingly, the three referenced schedules, which are attached, show the equivalent 

data to that typically filed in the Table I Income Summary, and in the Table I I Summary of 

Adjustments. The only additional consideration involves the fact that the itemized expense 

adjustments were offset by the referenced increase in Bad Debt Expense which is not shown 

on Schedule 5. 



PHILADELPHIA GAS WORKS 
Debt Service Coverage @1.5x 

($000) 

Schedule 1 

FUNDS PROVIDED 
1 Total Gas Revenues ©Present Rates 
2 Proposed Rate Increase 
3 Appliance Repair & Turn-Ons 
4 Other Operating Revenues 
5 Total Opg Revenues ©Proposed Rates 
6 Other Income Less Restricted Funds 
7 City Operating Grant 
8 AFUDC 
9 TOTAL FUNDS PROVIDED 

FUNDS APPLIED 
10 Fuel Costs 
11 Other Operating Costs 
12 Total Operating Expenses 
13 Capital Lease Costs 
14 Less: Non-Cash Expenses 
15 TOTAL FUNDS APPLIED 

16 Funds Available to Cover Debt Service 
17 Add-Back Lease Costs 
18 Funds Available Excluding Lease Costs 

19 1975 Ordinance Bonds Debt Service 
20 Debt Service Coverage 1975 Bonds 

21 Net Available After Prior Debt Service 
22 PMA & Other Capital Leases 
23 Net Available After Prior Capital Leases 

24 1998 Ordinance Bonds Debt Service 
25 Debt Service Coverage 1998 Bonds 

26 Net Available After 1998 Debt Service 
27 1998 Ord. Subordinate Bond Debt Service 
28 Debt Service Coverage Subord. Bond 

OCA 
Revised Revised 
Budget Budget 
2000-01 Adj. 2000-01 

(1) (2) (3) 

$662,459 $0 $662,459 
65,000 (43,502) 21,498 

13,233 0 13,233 
14,793 (849) 13,944 

755,485 (44,351) 711,134 
6,557 0 6,557 

0 0 0 
346 0 346 

762,388 (44,351) 718,037 

394,586 0 394,586 

256,961 0 256,961 

651,547 0 651,547 

7,977 0 7,977 

37,272 0 37,272 
622,252 0 622,252 

140,136 (44,351) 95,785 
7,977 0 7,977 

148,113 (44,351) 103,762 

$51,611 $0 $51,611 
2.87 -0.86 2.01 

$96,502 ($44,351) $52,151 
7,977 0 7,977 

$88,525 ($44,351) $44,174 

$29,449 $0 $29,449 
3.01 (1.51) 1.50 

$59,076 ($44,351) $14,725 

$1,990 $0 $1,990 
29.69 (22.29) 7.40 



PHILADELPHIA GAS WORKS 
Debt Service Coverage @1.5x & $18 Million Grant 

($000) 

Schedule 2 

OCA 

FUNDS PROVIDED 
1 Total Gas Revenues @Present Rates 
2 Proposed Rate Increase 
3 Appliance Repair & Tum-Ons 
4 Other Operating Revenues 
5 Total Opg Revenues ©Proposed Rates 
6 Other Income Less Restricted Funds 
7 City Operating Grant 
8 AFUDC 
9 TOTAL FUNDS PROVIDED 

FUNDS APPLIED 
10 Fuel Costs 
11 Other Operating Costs 
12 Total Operating Expenses 
13 Capital Lease Costs 
14 Less: Non-Cash Expenses 
15 TOTAL FUNDS APPLIED 

16 Funds Available to Cover Debt Service 
17 Add-Back Lease Costs 
18 Funds Available Excluding Lease Costs 

19 1975 Ordinance Bonds Debt Service 
20 Debt Service Coverage 1975 Bonds 

21 Net Available After Prior Debt Service 
22 PMA & Other Capital Leases 
23 Net Available After Prior Capital Leases 

24 1998 Ordinance Bonds Debt Service 
25 Debt Service Coverage 1998 Bonds 

26 Net Available After 1998 Debt Service 
27 1998 Ord. Subordinate Bond Debt Service 
28 Debt Service Coverage Subord. Bond 

Revised Revised 
Budget Budget 
2000-01 Adj. 2000-01 

(1) (2) (3) 

$662,459 $0 $662,459 
65,000 (43,502) 21,498 
13,233 0 13,233 
14,793 (849) 13,944 

755,485 (44,351) 711,134 
6,557 0 6,557 

0 18,000 18,000 

346 0 346 

762,388 (26,351) 736,037 

394,586 0 394,586 

256,961 0 256,961 

651,547 0 651,547 

7,977 0 7,977 

37,272 0 37,272 

622,252 0 622,252 

140,136 (26,351) 113,785 
7,977 0 7,977 

148,113 (26,351) 121,762 

$51,611 $0 $51,611 
2.87 -0.51 2.36 

$96,502 ($26,351) $70,151 
7,977 0 7,977 

$88,525 ($26,351) $62,174 

$29,449 $0 $29,449 
3.01 (0.89) 2.11 

$59,076 ($26,351) $32,725 

$1,990 $0 $1,990 
29.69 (13.24) 16.44 



ft 

Schedule 5 

PHILADELPHIA GAS WORKS 
Adjustments 

($000) 

BCCS Remediation 
Consultant/Studies Costs 
Non-Recurring Expenses 
Rate Case Expense 
Employee Consultants 
Equipment Rentals & Leasing-IT 
Lobbying Expense 
Operating Leases 
Non-Recurring Material Purchases 
Amortization-Regulatory Asset 

Total Adjustments 

OCA 
Revised 
Budget 
2000-01 

($800) 
(424) 

(1,840) 
(412) 
(258) 
(632) 
(115) 
(601) 
(100) 

(1,637) 

($6,819) 

Schedule 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

0 
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PROPOSED FINDINGS OF FACT 
AND 

CONCLUSIONS OF LAW 

Proposed Findings of Fact: 

1. During the period September 1, 1999 to August 31, 2000 (FY 2000) PGW's 
customers' actual GCR costs were $236.7 million. OCA St. No. 1 at 8. 

2. For fiscal year 2001, based on current forecasts, PGW's customers' applicable GCR 
costs will be $241.0 million higher, or $477.7 million, which reflects more than a 100% 
increase in the GCR. OCA St. No. 1 at 8. 

3. The Company has requested a $65 million base rate increase based on its fiscal year 
2001 budget. PGW St. 1.0 at 5. 

4. PGW has not sought a base rate increase since 1992. OCA St. No. 1 at 22. 

5. With the requested $65.0 million base rate increase, PGW ratepayers would be 
required to pay almost one-third of a billion dollars in total rate increases during this 
fiscal year. OCA St. No. 1 at 8. 

6. Under the Company's requested $65 million rate increase, debt coverage is projected 
to be 2.87 times on 1975 bonds and 3.01 times on 1998 bonds and produce $35-40 
million in cash at fiscal year end. PGW St. 1.0 (rev.) at 20. 

7. Over the past eight years, debt coverage was never higher than 1.67 times and in 
several cases it approached the bond covenant minimum of 1.50 times. OCA St. No. 
1 at 22. 

8. In this proceeding, if granted the $65.0 million request, net earnings are projected to be 
$34 million. OCA St. No. 1 at 22. 

9. Since 1992, the Company's net earnings were never greater than $17 million and in 
FY1998 through FY 2000 earnings were negative. OCA St. No. 1 at 22. 

10. Since FY1992, year-end cash has only exceeded $35.0 million twice, in FY1994 and 
FY1995. OCA St. No. 1 at 23. 

11. Since the Company filed its pending base rate request, it has been granted and 
implemented $11.0 million of interim base rate relief. OCA St. No. 1 at 20. 

12. The Company's current rates are designed to recover the $11 million interim rate 
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increase injust six months (March 1 through August 31, 2001). OCA St. No. 2 at 12. 

13. A $21.5 million rate increase is sufficient to meet PGW's bond coverage requirements 
and its expenditures as set forth in its budget, including the $18 million payment to the 
City. This represents an incremental increase of $10.5 million over the interim rates 
now in effect. OCA St. No. 1 at 30-31. 

14. With a $21.5 million increase and no grant back of the $18 million annual payment to 
the City, PGW's bond coverages for the 1975 bonds and the 1998 bonds will be 2.01 
times and 1.50 times, respectively. Schedule 1 (appended to OCA St. No. 1). 

15. A revenue requirement increase of $21.5 million, along with a grant back of the $18 
million payment to the City, will result in a 2.36 times coverage on the 1975 Ordinance 
Bonds and a 2.11 times coverage on the 1998 Ordinance Bonds. OCA St. No. 1 at 
10. 

16. An award of $21.5 million in additional revenues should be allocated among the 
individual customer classes by proportionally reducing the class revenue increases 
proposed by PGW. OCA St. No. 2 at 12. 

17. The prevailing rolled-in factor for gas of $3.18 per Mcf is currently recovered in base 
rates. OCA St. No. 1 at 11. 

18. Of the $3.18/Mcf of gas costs recovered in base rates, $0.0162/Mcf is attributable to 
purchased electricity costs, which should remain in base rates. The remaining $3.1638 
should be rolled into the GCR. OCA St. No. 2 at 19. 

19. For PGW, a replacement rate of at least 1% is necessary to reduce the risk of main 
breaks and incidents. OCA St. No. 1 at 51. 

20. Between 1989 and 1994, PGW's average rate of replacement of mains was 18 miles 
per year, or 1 %. OCA St. No. 1 at 51. 

21. Through March of this year, the Company has replaced or abandoned 6.2 miles of cast 
iron mains which equals about one-third of the 18.0 miles which would achieve a 1% 
replacement rate, i f continued. OCA St. No. 1 at 52. 

22. PGW's service has failed to meet industry standards in regard to call center 
performance for response time and call abandonment. Attachment 1 to Administrative 
Counsel St. No. 1 at Vm-7. 

23. While many of the basic problems have been addressed, the BCCS system is not fully 
operational, including the budget billing function. OCA St. No. 1 at 54. 



24. As of February of this year, there were 3,513 informal complaints pending before the 
Commission's Bureau of Consumer Services (BCS). OCA St. No. 1 at 60. 
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Proposed Conclusions of Law: 

1. All rates shall be just and reasonable. 66 Pa. C.S. § 1301. 

2. Every public utility shall furnish and maintain adequate, efficient, safe, and reasonable 
service. 66 Pa. C.S. § 1501. 

3. The Commission must consider the efficiency, effectiveness, and adequacy of service of 
each utility when determiningjust and reasonable rates. 66 Pa. C.S. § 523. 

4. The Commission may reject, in whole or in part, a request to increase rates where the 
Commission concludes that the service rendered by the utility is inadequate. 66 Pa. 
C.S. § 526. 

5. The Company must offer a budget billing option with the opportunity for adjustments 
three times a year. 52 Pa. Code § 56.12(7) 
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OCA PROPOSED ORDERING PARAGRAPHS 

1. PGW shall be allowed to implement rates enabling the Company to collect $21.5 
million in additional revenues. 

2. The rate increase shall be allocated to the customer classes as proposed by the 
Company with a proportional scale-back to reflect the appropriate rate increase 
amount. 

3. The residential GS customer charge shall be established at $11.50 per month. 

4. The purchased gas component of the commodity charge shall be removed from the 
base commodity charge and included in the gas cost rate. 

5. The purchased electricity costs shall remain in the base commodity charge. 

6. PGW shall maintain at least a 1% replacement rate in its mains replacement program. 

7. PGW shall commit to correcting the problems with the BCCS, including the budget 
billing function. 

8. PGW shall commit to continue to work with the Commission to implement the 
recommendations ofthe Management Audit consistent with the Implementation Plan. 

9. PGW shall commit to improve its customer service in a timely manner. 

10. ( PGW shall commit to continue its progress on its Transition to Excellence Plan. 
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