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1 P R O C E E D I N G S 

2 ADMINISTRATIVE LAW JUDGE CYNTHIA WILLIAMS FORDHAM: 

3 Good morning. I am A d m i n i s t r a t i v e Law Judge Cynthia 

4 Williams Fordham and t h i s i s the time and place f o r the 

5 hearing i n the matter of Pennsylvania Public U t i l i t y 

6 Commission versus the Philadelphia Gas Works at Docket 

7 Number R-00006042. 

8 There have been a number of other complaints f i l e d 

9 i n t h i s case at Docket Nos. C-0001 through C-0171, and 

10 then there have been some a d d i t i o n a l complaints t h a t have 

11 been added. 

12 At t h i s time I would ask Counsel t o enter t h e i r 

13 appearances, s t a r t i n g w i t h Counsel f o r PGW. 

14 MR. CLEARFIELD: Thank you, Your Honor. 

15 I am Daniel C l e a r f i e l d of Wolf Block Schorr & 

16 Solis-Cohen. With me i s my colleague Mark Stewart. We 

17 are representing PGW. 

18 MR. HOLLAND: I am Wendell Holland from Obermayer 

19 Rebmann Maxwell & Hippel. 

20 MR. COHEN: Walter Cohen from Obermayer also. 

21 JUDGE FORDHAM: Mr. Simms. 

22 MR. SIMMS: Good morning. Your Honor. Johnnie 

23 Simms from the O f f i c e of T r i a l S t a f f . 

24 MR. KEENE: Good morning, Your Honor. Stephen 

25 Keene from the O f f i c e of Consumer Advocate. With me i s 
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1 Tanya McCloskey and C h r i s t y Appleby. 

2 MS. BURAK: Good morning. Your Honor. This i s 

3 Charis Burak. I am w i t h McNees Wallace & Nurick and I am 

4 here on behalf of the Philadelphia I n d u s t r i a l and 

5 Commercial Gas Users Group. 

6 JUDGE FORDHAM: Thank you. 

7 MR. GRAY: Good morning, Your Honor. Steven Gray 

8 f o r the O f f i c e of Small Business Advocate. 

9 JUDGE FORDHAM: Thank you. 

10 MR. BERTOCCI: Good morning. Your Honor. I am 

11 P h i l i p B e r t o c c i . I am w i t h Community Legal Services and 

12 I represent the Consumers Education and Pr o t e c t i v e 

13 Association, The Association of Community Organizations 

14 f o r Reform Now, Tenants Action Group and Action A l l i a n c e 

15 of Senior C i t i z e n s . 

16 JUDGE FORDHAM: Thank you. 

17 Let me give a b r i e f h i s t o r y of t h i s proceeding and 

18 then we have a couple of housekeeping matters before we 

19 proceed w i t h the testimony. 

20 On January 5, 2001, the Philadelphia Gas Works 

21 f i l e d Supplement No. 7 t o T a r i f f Gas Pennsylvania PUC No. 

22 1 w i t h the Pennsylvania Public U t i l i t y Commission. This 

23 supplement was scheduled t o become e f f e c t i v e on March 6 

24 of 2001. I n t h i s t a r i f f PGW proposed changes i n the 

25 r u l e s , r e g u l a t i o n s and rates c a l c u l a t e d t o produce $65 
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1 m i l l i o n i n a d d i t i o n a l annual revenues. I n a d d i t i o n , they 

2 f i l e d the testimony of s i x witnesses. 

3 Concurrently they f i l e d a p e t i t i o n f o r waiver of 

4 p o t e n t i a l l y a p p l i c a b l e n o t i f i c a t i o n and f i l i n g 

5 requirements and establishment of expedited hearing 

6 schedule f o r the base r a t e proceeding. There were 

7 comments f i l e d by the O f f i c e of Consumer Advocate, O f f i c e 

8 of T r i a l S t a f f , the P h i l a d e l p h i a I n d u s t r i a l and 

9 Commercial Gas Users Group, the Consumer Education and 

10 P r o t e c t i v e Association, the Association of Community 

11 Organizations f o r Reform Now, Action A l l i a n c e of Senior 

12 C i t i z e n s of Greater Philadelphia and the Tenants Action 

13 Group. 

14 On February 2nd PGW f i l e d r evised testimony of 

15 t h e i r o r i g i n a l s i x witnesses. 

16 By order entered on February 8, 2001, the 

17 Pennsylvania Public U t i l i t y Commission i n s t i t u t e d an 

18 i n v e s t i g a t i o n i n t o the lawfulness, justness and 

19 reasonableness of the proposed r a t e increase. Pursuant 

20 t o s e c t i o n 1308(d) of the Public U t i l i t y Code Supplement 

21 No. 7 t o T a r i f f Gas Pa. PUC No. 1 was suspended by 

22 operation of law u n t i l October 6, 2001, unless otherwise 

23 d i r e c t e d by order of the Commission. I n a d d i t i o n , the 

24 Commission ordered t h a t the i n v e s t i g a t i o n include 

25 c o n s i d e r a t i o n of the lawfulness, justness and 
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1 reasonableness of PGW's e x i s t i n g r a t e s . The matter was 

2 assigned t o the O f f i c e of A d m i n i s t r a t i v e Law Judge f o r 

3 r e s o l u t i o n by hearing and f o r issuance of a recommended 

4 de c i s i o n . 

5 The p e t i t i o n f o r waiver of p o t e n t i a l l y a p p l i c a b l e 

6 n o t i f i c a t i o n and f i l i n g requirements and establishment of 

7 expedited hearing schedule f o r base r a t e proceeding was 

8 granted i n p a r t and denied i n p a r t . The request f o r 

9 waiver of 52 Pa. Code sect i o n 53.45(a), which requires 

10 t h a t the u t i l i t y f i l e w i t h the Commission w r i t t e n n o t i c e 

11 30 days p r i o r t o the f i l i n g was granted. The request t o 

12 provide n o t i c e t o customers under the a l t e r n a t i v e method 

13 set f o r t h i n 52 Pa. Code s e c t i o n 53.45(b)(4) was also 

14 granted. PGW's request f o r waiver from p r o v i d i n g the 

15 i n f o r m a t i o n required at 52 Pa. Code sections 53.52 and 

16 53.53 was denied. 

17 There had been a previous f i l i n g by PGW on August 8 

18 of 2000. That was an i n t e r i m base r a t e case. That was 

19 f i l e d w i t h the PUC and an expedited proceeding was 

20 requested. That request was granted by the PUC. 

21 A f t e r the hearings the Commission entered i t s 

22 opinion and order on November 22 of 2000, al l o w i n g PGW an 

23. $11 m i l l i o n r a t e increase w i t h c e r t a i n c o n d i t i o n s . The 

24 rates were not increased at t h a t time because PGW 

25 appealed t h i s order t o Commonwealth Court. 
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1 On February 8, 2001, PGW and the Commission's Law 

2 Bureau f i l e d a j o i n t settlement p e t i t i o n r e s o l v i n g the 

3 issue r a i s e d i n the appeal. The Commission approved the 

4 j o i n t settlement p e t i t i o n by order enter February 22, 

5 2001. Therefore, e f f e c t i v e March 1st, 2001, the gas cost 

6 r a t e increased and the customer charge f o r r e s i d e n t i a l 

7 customers, commerical customers and i n d u s t r i a l customers 

8 also increased. PGW d i d f i l e those t a r i f f r e v i s i o n s w i t h 

9 the Commission on March 1st. 

10 On March 12, 2001, the OCA f i l e d a motion t o 

11 dismiss obj ections and compel answers t o various 

12 i n t e r r o g a t o r i e s . PGW f i l e d an answer t o the motion t o 

13 compel on March 16 of 2001. On March 20, 2001, CEPA, et 

14 a l . , f i l e d a l e t t e r memorandum i n support of OCA's motion 

15 t o dismiss o b j e c t i o n s and compel answers. PGW f i l e d a 

16 motion i n l i m i n i on March 21, 2001. On March 22nd, 2001, 

17 CEPA, et a l . , f i l e d a motion t o dismiss o b j e c t i o n s and 

18 compel answers t o various i n t e r r o g a t o r i e s . On March 28, 

19 2001, PGW f i l e d an answer t o the motion. 

20 Public input hearings were held i n t h i s matter on 

21 March 28 and 29 of 2001 i n Phi l a d e l p h i a . 

22 On A p r i l 2nd, 2001, OCA, OTS, the commerical group, 

23 CEPA, et a l . f i l e d answers t o the motion i n l i m i n i . On 

24 A p r i l 6, 2001, PGW f i l e d a r e p l y t o the answers t o the 

25 motion i n l i m i n i or i n the a l t e r n a t i v e request f o r leave 

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



448 

1 t o respond and response t o answers of the i n t e r v e n o r s . 

2 On A p r i l 10 the testimony was f i l e d by the O f f i c e 

3 of T r i a l S t a f f , O f f i c e of Consumer Advocate, O f f i c e of 

4 Small Business Advocate and the commercial group. 

5 On A p r i l 13, 2001, the Presiding O f f i c e r issued 

6 Order No. 3 denying PGW1s motion i n l i m i n i . Order No. 4 

7 gr a n t i n g OCA's motion t o dismiss obj ections and compel 

8 answers was issued on A p r i l 17, 2001. Order No. 5 

9 g r a n t i n g i n p a r t CEPA, et a l . ' s motion t o dismiss 

10 ob j e c t i o n s and compel answers was issued on A p r i l 19 of 

11 2001. 

12 There were a number of complaints assigned t o the 

13 Presiding O f f i c e r on A p r i l 16, 2001: Ida Holloway versus 

14 Philadelphia Gas Works at Docket No. C-00014826; Regina 

15 M. Krohn versus PGW at Docket No. C-00014827; Zina 

16 Hampton versus PGW at Docket No. C-00014828; Mary and 

17 Salvatore Danese versus PGW at Docket No. C-00014843; 

18 Fredrick Karcher versus Philadelphia Gas Works at Docket 

19 No. C-00014910; Jessie Cardine Hairston versus 

20 Philadelphia Gas Works, Docket No. C-00015037; Cora M. 

21 Turpin versus PGW at Docket No. C-00015044, S t e l l a M i l l e r 

22 vesus PGW at Docket No. C-00015045; Mrs. Frank Boettcher 

23 versus Philadelphia Gas Works at Docket No. C-0'0015046; 

24 Themiah Waters versus PGW at Docket No. C-00015047; 

25 Walter Stukowski versus PGW Docket C-00015048; Lester 
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1 Herbert versus Philadelphia Gas Works Docket No. 

2 C-00015050; Florence Preisano versus PGW at Docket No. 

3 C-00015098. 

4 By s e c r e t a r i a l l e t t e r dated A p r i l 24, 2001, the 

5 Commission appointed an A d m i n i s t r a t i v e Counsel to o f f e r 

6 the management a u d i t i n t o the record i n t h i s proceeding. 

7 On A p r i l 26, 2001, Stanley E. Brown, Esquire, entered h i s 

8 appearance as A d m i n i s t r a t i v e Counsel. 

9 By Order No. 6 dated May 7, 2001, the 13 complaints 

10 t h a t were C dockets were consolidated w i t h the current 

11 case. 

12 Rebuttal testimony was f i l e d by PGW, OCA, OSBA and 

13 OTS on May 8 of t h i s year. Then s u r r e b u t t a l testimony 

14 was also f i l e d on May 16. 

15 We have the testimony of Mr. Wheaton, who i s the 

16 witness f o r the A d m i n i s t r a t i v e Counsel. His testimony 

17 was f i l e d l a s t Thursday on May 17. And then we have the 

18 response from Mr. Knudsen which was dated yesterday 

19 evening and has been provided today. 

20 That i s what has happened i n t h i s case so f a r . 

21 We d i d have a conference c a l l l a s t Thursday and 

22 there was an issue t h a t was ra i s e d by Mr. Bertocci 

23 regarding the p e t i t i o n . At t h i s time I w i l l have t h a t 

24 discussion on the record and have a decision on t h a t 

25 matter. 
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€» 
1 Mr. Be r t o c c i . 

2 MR. BERTOCCI: Yes, Your Honor. 

3 I w a n t e d t o o f f e r i n t o evidence a p e t i t i o n which 

4 was gathered by CEPA and some of the other organizations 

5 t h a t I represent. I t contains 730 signatures. The 

6 document t h a t I have i s the o r i g i n a l here w i t h the 

7 signature sheets. Tina Nelson of CEPA i s here i f 

8 testimony should be required t o authentic a t e t h i s 

9 document as to how the signatures were c o l l e c t e d . 

10 What I was proposing was t h a t one of the reasons 

11 t h a t the p e t i t i o n was put together was because the n o t i c e 

12 f o r the input hearings was very short. Newspaper n o t i c e 

13 appeared on Monday and the hearings began on Wednesday. 

14 And f o r t h a t reason many people t h a t might have 

15 p a r t i c i p a t e d i n the input hearings j u s t weren't able t o 

16 do i t on such short n o t i c e . CEPA f e l t t h a t those people 

17 should have a way of presenting and having t h e i r opinions 

18 and having t h e i r i n t e r e s t s expressed on the record i n 

19 t h i s proceeding i n the same way as i f they appeared at 

20 the p u b l i c input hearings. 

21 The p e t i t i o n r e a l l y has two par t s t o i t . Some has 

22 t o do w i t h statements of f a c t and some of i t has t o do 

23 w i t h a request t h a t the p e t i t i o n — t h a t the PUC r e j e c t 

24 any r a t e increases, t h a t i t t i e the c i t y payment i n the 

25 f u t u r e t o e f f i c i e n t performance by the gas works and t h a t 
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1 i t i n i t i a t e an i n v e s t i g a t i o n i n t o the p r i c e f i x i n g of 

2 n a t u r a l gas. So there are r e a l l y two pa r t s t o i t . There 

3 are some f a c t u a l a l l e g a t i o n s : b i l l s are not clear and 

4 concise — maybe t h a t i s opinion — customer service 

5 remains at unacceptable l e v e l s , gas pric e s have 

6 skyrocketed, people were not able t o come t o the p u b l i c 

7 input hearings because of the short n o t i c e . 

8 So what I would move i s t h a t t h i s be entered i n t o 

9 evidence as i f i t was a p e t i t i o n presented by someone 

10 coming t o the Public Input Hearing i n the f i r s t place and 

11 saying I have testimony t o present and by the way I got 

12 my neighbors t o sign t h i s p e t i t i o n also. 

13 JUDGE FORDHAM: Mr. C l e a r f i e l d . 

14 MR. CLEARFIELD: Your Honor, PGW c e r t a i n l y doesn't 

15 oppose customers p u t t i n g on the record or s t a t i n g t h e i r 

16 opinion about the r a t e increase. What we t h i n k i s 

17 i n a p p r o p r i a t e i s t h a t i t be placed on the e v i d e n t i a r y 

18 record at t h i s time. This i s n ' t evidence. I t does not 

19 s a t i s f y any of the requirements f o r evidence. As I 

20 understand i t , even the CEPA witness would not be able t o 

21 t e s t i f y t h a t she i n f a c t gathered every one of these 

22 signatures, t h a t each person on there was a PGW customer, 

23 f o r example. 

24 So I guess as a compromise I would propose t h a t i t 

25 be placed i n the p u b l i c input record along w i t h the other 
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1 p e t i t i o n s and the Commission can consider i t as i t sees 

2 f i t . 

3 JUDGE FORDHAM: And by p u t t i n g i t i n the p u b l i c 

4 i n p u t record, do you mean j u s t submit i t t o the 

5 Commission? 

6 MR. CLEARFIELD: As p a r t of the m a t e r i a l t h a t was 

7 gathered at the p u b l i c input session. I f we could j u s t 

8 designate t h a t i t was cumulative testimony t h a t was 

9 provided or cumulative m a t e r i a l t h a t was submitted a t the 

10 p u b l i c input hearings, I t h i n k t h a t i s a reasonable 

11 compromise. 

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

13 MR. BERTOCCI: Your Honor, I am not sure I q u i t e 

14 understand what the proposal i s . Because there are two 

15 kinds of testimony at p u b l i c input hearings. There i s 

16 testimony under oath and testimony and there i s testimony 

17 t h a t i s not under oath. People are t o l d t h a t testimony 

18 under oath becomes p a r t of the record and can be s i t e d i n 

19 b r i e f s i n support of various p o s i t i o n s . That i s what we 

20 would be o f f e r i n g t h i s p e t i t i o n f o r . 

21 Ms. Nelson i s prepared t o t e s t i f y as t o her 

22 knowledge about these signatures. I t h i n k a large number 

23 of these signatures were a c t u a l l y made before her eyes. 

24 The document speaks f o r i t s e l f as t o the people s i g n i n g 

25 them saying t h a t they are consumers or customers of the 
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1 Philadelphia Gas Works. So i n t h a t respect the documents 

2 do give enough assurance so t h a t they should be pa r t of 

3 the record. 

4 MR. CLEARFIELD: Your Honor, t h a t i s not 

5 s u f f i c i e n t . The reason the witnesses are asked to swear 

6 t h a t the testimony i s t r u e and c o r r e c t at the p u b l i c 

7 input i s t o give some assurance t h a t i n f a c t the 

8 testimony i s t r u t h f u l . We also have the r i g h t , i n f a c t , 

9 as a standard p r a c t i c e t o request t h a t they i n d i c a t e t h a t 

10 they are i n f a c t customers of the company t h a t they are 

11 t e s t i f y i n g against. So t o put t h i s i n the record at t h i s 

12 time as 800 or whatever number of a d d i t i o n a l people who 

13 t e s t i f i e d at the p u b l i c input hearing under oath would, I 

14 t h i n k , be u n f a i r to the company. 

15 We would accept i t as pa r t of the correspondence 

16 f i l e , which as I understand i t any non-sworn testimony 

17 would be put i n t o the p u b l i c input hearing record as 

18 w e l l . 

19 MR. BERTOCCI: Your Honor, i f I may, at the p u b l i c 

20 input hearings people can t e s t i f y who are consumers of 

21 gas of PGW. A tenant, f o r example, who may not be an 

22 a c t u a l customer but pays paid f o r gas through his r e n t i s 

23 welcome to t e s t i f y at p u b l i c input hearings. L e t 1 s 

24 remember t h a t the testimony t h a t i s o f f e r e d at p u b l i c 

25 input hearings i s r e a l l y a combination of f a c t and 
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1 opinion and as opinion we don't have any problem at a l l 

2 w i t h hearsay. As t o f a c t , there i s r a r e l y any 

3 cross-examination because there i s a custom of g i v i n g the 

4 testimony at p u b l i c input hearings the weight t h a t i t 

5 appears to deserve under a l l the circumstances. For 

6 those reasons I t h i n k i t i s q u i t e appropriate f o r t h i s 

7 document t o be entered as being presented under oath and 

8 we c e r t a i n l y have someone here ready under oath t o s t a t e 

9 e x a c t l y the conditions under which t h i s document was 

10 c o l l e c t e d . 

11 JUDGE FORDHAM: With respect t o the p u b l i c input 

12 hearings, there were two people who d i d present p e t i t i o n s 

13 and I d i d ask them about the p e t i t i o n s t h a t they 

14 presented. They i n d i c a t e d t h a t they had c i r c u l a t e d them 

15 and they were the ones t h a t c o l l e c t e d a l l of the 

16 signatures. I d i d allow l a t i t u d e during the p u b l i c input 

17 hearings f o r t h a t . 

18 At t h i s time we are here f o r the experts t o provide 

19 testimony and we do have a number of people who have 

20 already submitted complaints i n t h i s matter. We do have 

21 171 complaints i n t h i s matter. We had three p u b l i c input 

22 hearings. I believe at l e a s t 30 people t e s t i f i e d the 

23 afternoon on the f i r s t day, approximately 20 or 25 the 

24 evening of the f i r s t day and then the second day about 

25 40. So people d i d t e s t i f y . 
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1 With respect t o p u t t i n g t h i s i n the record as under 

2 oath, I r e j ect t h a t . I do accept the obj ections of PGW 

3 to i n d i c a t e t h a t they can be put i n the record but i t 

4 w i l l not be put i n the record as i f i t was under oath at 

5 the p u b l i c input hearing. 

6 MR. CLEARFIELD: Thank you. 

7 MR. BERTOCCI: Very w e l l , Your Honor. Should I 

8 submit the o r i g i n a l s t o the Court at t h i s time? 

9 JUDGE FORDHAM: Yes. 

10 MR. BERTOCCI: And a copy f o r the court reporter? 

11 JUDGE FORDHAM: Yes. 

12 Do you want t o mark these? 

13 MR. BERTOCCI: They should be marked but as the' 

14 Court f i n d s a ppropriate. I f they are going i n t o the 

15 correspondence f i l e I'm not sure whether they should be 

16 marked as an e x h i b i t at t h i s hearing. 

17 MR. CLEARFIELD: Generally items t h a t go i n the 

18 correspondence f i l e don't get marked as e x h i b i t s . 

19 JUDGE FORDHAM: Okay. Let's mark i t CEPA 

20 Submission so we know where i t came from. 

21 MR. BERTOCCI: That's f i n e . 

22 MR. CLEARFIELD: That's f i n e . 

23 (Whereupon, the document was marked as CEPA 

24 Submission f o r submission t o the correspondence 

25 f i l e . ) 
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1 JUDGE FORDHAM: Do we have anything else before we 

2 s t a r t the cross-examination? 

3 MR. CLEARFIELD: Yes, Your Honor. I had a couple 

4 of housekeeping matters. 

5 JUDGE FORDHAM: Okay. 

6 MR. CLEARFIELD: As you know, we are submitting f o r 

7 cross-examination several witnesses today. The order 

8 t h a t we have discussed w i t h the p a r t i e s and i t would be 

9 convenient f o r the schedule of the witnesses i s 

10 Ms. Bisgaier, Mr. S u l l i v a n , Mr. White, Mr. Bogdonovage 

11 and Mr. Knudsen. 

12 JUDGE FORDHAM: Okay. 

13 MR. CLEARFIELD: And f o r , I be l i e v e , each of those 

14 witnesses we have some short r e j o i n d e r t h a t we propose t o 

15 put on before they have cross-examination so t h a t the 

16 p a r t i e s can cross-examine on both the r e j o i n d e r and on 

17 the r e s t of t h e i r testimony. 

18 JUDGE FORDHAM: Okay. 

19 MR. CLEARFIELD: Secondly, I discussed w i t h the 

20 p a r t i e s a proposal t o p o t e n t i a l l y streamline the hearings 

21 a tad. And t h a t i s the p o t e n t i a l of having a l l the 

22 p a r t i e s s t i p u l a t e t h a t the a u t h e n t i c i t y of the 

23 pre-prepared, pre-submitted testimony i s a l l t r u e and 

24 c o r r e c t t o the knowledge of the witnesses and t h a t i t 

25 would be admitted i n t o the record subj ect t o any t i m e l y 
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• 

1 motions t o s t r i k e a l l or p a r t of i t t h a t a pa r t y would 

2 want t o r a i s e . And the purpose of t h a t , Your Honor, i s 

3 t o avoid our s o r t of t r a d i t i o n a l l i t a n y of a u t h e n t i c a t i n g 

4 each piece of testimony when the witness i s present. 

5 That can save maybe a l i t t l e time. 

6 JUDGE FORDHAM: So t h a t i s a s t i p u l a t i o n f o r a l l of 

7 the testimony t h a t has been f i l e d ? 

8 MR. CLEARFIELD: Yes, f o r a l l p a r t i e s . 

9 JUDGE FORDHAM: Okay. 

10 MR. CLEARFIELD: And then what I would propose i s 

11 t h a t as each witness i s submitted the attorney sponsoring 

12 the witness f o r the record j u s t s t a t e the pieces of 

13 testimony t h a t t h a t witness i s sponsoring so t h a t i t i s 

14 c l e a r and there i s no confusion. 

15 JUDGE FORDHAM: Thank you. 

16 MR. CLEARFIELD: The other item t h a t we wanted t o 

17 place on the record i s we have had discussions w i t h 

18 several of the p a r t i e s yesterday and today and i t appears 

19 t h a t there i s no cross-examination f o r Mr. Lukens at t h i s 

20 time, who was scheduled f o r tomorrow, I bel i e v e . 

21 JUDGE FORDHAM: Yes. 

22 MR. CLEARFIELD: We have agreed t h a t Mr. Lukens 

23 does not have t o appear. So h i s testimony would be 

24 entered i n t o the record. The T r i a l S t a f f may have a 

25 statement t o make at t h a t time, which i s f i n e , w i t h 
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1 respect t o t h e i r p o s i t i o n on the testimony and we have no 

2 obj e c t i o n t o t h a t . And we thank the p a r t i e s f o r t h e i r 

3 courtesy f o r t e l l i n g us and a l l o w i n g us t o avoid the cost 

4 of having Mr. Lukens come t o the hearings. 

5 JUDGE FORDHAM: Previously I thought OCA was going 

6 t o cross. You have decided not to? 

7 MR. KEENE: Yes. We have no cross f o r Mr. Lukens. 

8 JUDGE FORDHAM: Thank you. 

9 MR. CLEARFIELD: My co-Counsel, Mr. Holland, has 

10 one other p r e l i m i n a r y matter. 

11 JUDGE FORDHAM: Mr. Holland. 

12 MR. HOLLAND: I believe as you noted i n your 

13 p r e l i m i n a r y remarks, Your Honor, t h a t the supplemental 

14 r e b u t t a l testimony of Tom Knudsen w i t h respect to the 

15 management a u d i t has been received by you. We d e l i v e r e d 

16 i t t o the p a r t i e s l a s t n i g ht and t h i s morning. And 

17 everyone got, I belie v e , a copy of i t by E-mail l a s t 

18 n i g h t . So another housekeeping matter out of the way. 

19 JUDGE FORDHAM: Thank you. 

20 MR. HOLLAND: Thank you, Your Honor. 

21 MR. CLEARFIELD: That's a l l the p r e l i m i n a r y matters 

22 t h a t I had. 

23 JUDGE FORDHAM: Does anyone else have anything. 

24 Mr. Bertocci? 

25 MR. BERTOCCI: Your Honor, we also discussed the 
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1 CEPA e x h i b i t of answers t o i n t e r r o g a t o r i e s which went t o 

2 th i n g s l i k e company cars, the c a f e t e r i a subsidy, the 25 

3 year century banquet, p o l i t i c a l lobbying and some t h i n g s 

4 concerning customer service which I want t o have entered 

5 i n t o the record. I don't know whether now i s the 

6 appropriate time or whether the appropriate time would be 

7 a f t e r the company has submitted the cross-examination. 

8 JUDGE FORDHAM: Maybe i t would i t would be b e t t e r 

9 a f t e r the company submitted i t s cross-examination. 

10 MR. CLEARFIELD: For the record. Your Honor, I 

11 b e l i e v e the questions on a l l these issues can be 

12 addressed t o Mr. Knudsen. There were d i f f e r e n t 

13 i n d i v i d u a l s who sponsored them but r a t h e r than r e q u i r e 

14 each of those i n d i v i d u a l s t o appear Mr. Knudsen -- they 

15 were a l l prepared under h i s supervision and d i r e c t i o n so 

16 t h a t might be the best time t o deal w i t h t h i s issue. 

17 JUDGE FORDHAM: Thank you. 

18 Anything f u r t h e r ? 

19 (No audible response.) 

20 JUDGE FORDHAM: I f not, Mr. C l e a r f i e l d . 

21 MR. CLEARFIELD: We would c a l l Ms. Bisgaier t o the 

22 stand. 

23 Whereupon, 

24 BARBARA BISGAIER 

25 having been duly sworn, t e s t i f i e d as f o l l o w s : 
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1 JUDGE FORDHAM: Would you s t a t e your name and 

2 business address f o r the record and please s p e l l your 

3 l a s t name. 

4 THE WITNESS: I t i s Barbara Bisgaier, 

5 B-I-S-G-A-I-E-R. I am a managing d i r e c t o r of Public 

6 F i n a n c i a l Management, which i s located at Two Logan 

7 Square, Philadelphia, Pennsylvania 19103. 

8 MR. CLEARFIELD: Your Honor, Ms. Bisgaier has 

9 submitted d i r e c t testimony as PGW Statement 2.0 which has 

10 two e x h i b i t s . E x h i b i t BB-1 and BB-2, and she has also 

11 submitted PGW Statement 2.1. 

12 (Whereupon, the documents were marked as PGW 

13 Statements Nos. 2.0 and 2.1 and E x h i b i t s Nos. BB-1 

14 and BB-2 f o r i d e n t i f i c a t i o n . ) 

15 MR. CLEARFIELD: Before we t u r n her over f o r cross 

16 on those statements, i n her r e b u t t a l testimony she 

17 i n d i c a t e d t h a t at the time of her appearance today she 

18 would endeavor t o provide an update of the status of 

19 PGW's contemplated bond issuance and the status of the 

20 renewal of PGW's l i n e of c r e d i t t h a t backs up the 

21 commercial paper program. I would ask w i t h your 

22 indulgence t h a t Ms. Bisgaier provide t h a t update at t h i s 

23 time. 

24 JUDGE FORDHAM: Thank you. 

25 You may proceed. 
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1 DIRECT EXAMINATION 

2 THE WITNESS: Good morning. 

3 Unfortunately we have no good news t o rep o r t on the 

4 status of e i t h e r of those t h i n g s . 

5 With regard t o the commercial paper, f i r s t , the 

6 commercial paper i s a $100 m i l l i o n short-term f i n a n c i n g 

7 mechanism t h a t PGW had over the past 20 or so years used 

8 t o make cash a v a i l a b l e on a t i m e l y basis during the 

9 course of the year because t h e i r revenues come i n 

10 consolidated over the win t e r and they need t o l e v e l o f f 

11 t h e i r cash during the year. So l i k e many companies PGW 

12 borrowed — i t was l i k e a l i n e of c r e d i t -- t o keep 

13 cashflow on a steady basis during the course of the year. 

14 The commercial paper market, the municipal 

15 commercial paper market t h a t PGW p a r t i c i p a t e s i n , 

16 requires t h a t the commercial paper have the very highest 

17 c r e d i t r a t i n g . And i n order t o achieve t h a t v i r t u a l l y 

18 a l l government e n t i t i e s t h a t do commercial paper get a 

19 l e t t e r of c r e d i t from a commercial bank or a group of 

20 commercial banks t o support the commercial paper so t h a t 

21 the purchasers of the commercial paper r e a l l y are not 

22 r e l y i n g on PGW t o pay them back, they are r e l y i n g on t h i s 

23 backstop of a l e t t e r of c r e d i t . 

24 I n 1999 PGW obtained a l e t t e r of c r e d i t from J.P. 

25 Morgan, which has the highest short-term c r e d i t r a t i n g . 
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1 and i t was a two year l e t t e r of c r e d i t . That i s a 

2 standard term f o r a l e t t e r of c r e d i t i n today's market. 

3 That l e t t e r of c r e d i t expires on June 5 of t h i s 

4 year, which happens t o be two weeks from today. I f we 

5 are unable t o replace or renew t h a t l e t t e r of c r e d i t a 

6 number of very bad r e s u l t s w i l l r e s u l t . Right now we are 

7 n e g o t i a t i n g w i t h the banks t o replace the l e t t e r of 

8 c r e d i t or t o I'm sorry — to renew the l e t t e r of 

9 c r e d i t . 

10 I n the normal course of events we would have done 

11 t h i s a year ago. I n f a c t , l a s t June Mr. Knudsen and I 

12 met w i t h Morgan Guaranty and pursuant t o the agreement we 

13 had we had the r i g h t one year before the e x p i r a t i o n date 

14 t o request an extension. This i s c a l l e d an evergreen 

15 f e a t u r e . So you always know t h a t you've got an extension 

16 running a year past the e x p i r a t i o n date. I n the normal 

17 course of events they would t h a t have taken a few weeks 

18 and gotten back t o us and said, f i n e , yes, i t i s extended 

19 t o 2002. 

20 When we asked i n June of 2000 f o r the extension 

21 they said we need t o see what i s going t o happen, there 

22 i s too much i n play r i g h t now. We don't know the answer 

23 t o a l o t of questions. So since l a s t June we have had 

24 countless phone c a l l s , meetings, you know, back and f o r t h 

25 w i t h them t o get them t o commit t o the extension of the 
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1 l e t t e r of c r e d i t . 

2 We have been p a r t i a l l y successful. We've gotten 

3 Morgan Guaranty and another bank -- a Canadian bank -- to-

4 agree t o extend the l e t t e r of c r e d i t f o r 14 months from 

5 June but only i n the amount of $50 m i l l i o n . We have not 

6 gotten commitments from other banks — the banks 

7 t y p i c a l l y form a syndicate and Morgan has l i m i t e d i t s ' 

8 exposure t o $25 m i l l i o n , the Canadian bank has l i m i t e d 

9 i t s exposure t o $25 m i l l i o n and we are c u r r e n t l y s t i l l 

10 n e g o t i a t i n g w i t h a number of l o c a l banks t o get t h e i r 

11 p a r t i c i p a t i o n i n various pieces t o get i t up t o the $100 

12 m i l l i o n l e v e l . 

13 I f we are unsuccessful i n g e t t i n g the $ 100 m i l l i o n 

14 l e t t e r of c r e d i t extension, a l l or a p o r t i o n of the 

15 commercial paper program w i l l c ollapse. 

16 Next Friday, the 31st, i s the date on which PGW i s 

17 prevented from remarketing t h e i r commercial paper again. 

18 On May 31 they w i l l owe $100 m i l l i o n t o the note holders. 

19 Obviously PGW does not have $100 m i l l i o n . There w i l l be 

20 a draw on the l e t t e r of c r e d i t and PGW w i l l then owe t h i s 

21 consortium of banks $100 m i l l i o n . I n order t o avoid t h a t 

22 event we need t o get an a d d i t i o n a l $50 m i l l i o n of bank 

23 commitments from l o c a l P hiladelphia banks t o p a r t i c i p a t e 

24 i n the l e t t e r of c r e d i t . 

25 I can't stress enough how normal i t would have been 
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to get t h i s a year ago. I t i s the unknown c o n d i t i o n of 

PGW and what has gone on f o r the past year t h a t has 

prevented t h i s from happening. And now we are r e a l l y 

past the l l t h hour, the l l t h and-and-a-half hour, i n t h i s 

matter. 

PGW would l i k e t o be able to reduce i t s r e l i a n c e on 

t h i s l e t t e r of c r e d i t and the commercial paper program i n 

the f u t u r e . I f you look at the Black & Veatch r e p o r t , i t 

lays out a str a t e g y f o r paying down the commercial paper 

over a f i v e year period of time a l i t t l e b i t at a time i n 

an o r d e r l y fashion. And t h a t i s , of course, dependent on 

g e t t i n g the $53 m i l l i o n i n r a t e r e l i e f . 

The second t h i n g t h a t i s dependent on g e t t i n g the 

l e t t e r of c r e d i t and the commercial paper r e v i t a l i z e d f o r 

another year i s t h a t a f a i l u r e t o do t h a t w i l l prevent 

PGW from e n t e r i n g the bond market as i t now plans t o do 

i n June. PGW i s planning t o s e l l approximately $110 

m i l l i o n — i t may go up as high as 140 m i l l i o n -- of what 

we c a l l the t h i r d s eries of revenue bonds i n June. 

Because PGW c u r r e n t l y has the lowest l e v e l of bond 

r a t i n g above junk bond -- they are not junk bonds yet; 

they are one step above junk bonds -- i f the commercial 

paper program i s not renewed i n my opinion, my very 

strong opinion, PGW w i l l be downgraded from investment 

grade t o junk bond st a t u s . That w i l l prevent PGW from 

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



465 

1 g e t t i n g bond insurance and most assuredly l i m i t PGW's 

2 a b i l i t y t o s e l l those bonds. 

3 The proceeds of the bonds are t o be used both f o r 

4 the main replacement program and f o r the r e v i t a l i z a t i o n 

5 of the l i q u i d n a t u r a l gas, the LNG, pl a n t and PGW has no 

6 other way t o continue the maintenance of the main 

7 replacement program and the upgrade of the LNG pl a n t 

8 without those bond proceeds. 

9 So r i g h t now both the commercial paper and the 

10 bonds are i n limbo and I can't t e l l you at t h i s time, 

11 although I had hoped t o , what the outcome of t h a t i s 

12 going t o be. 

13 BY MR. CLEARFIELD: 

14 Q. You mentioned l e v e l of the bonds at 110 t o 140 

15 m i l l i o n . How much of t h a t would be f o r c a p i t a l 

16 improvement and how much of t h a t would be f o r other 

17 items? 

18 A. 110 i s f o r c a p i t a l improvement. 

19 Q. What would the r e s t be for ? 

20 A. The balance would'be used t o do what i s c a l l e d 

21 a refunding, which would be t o allow PGW t o replace 

22 e x i s t i n g debt service w i t h new debt service on these 

23 bonds. A r e f i n a n c i n g of e x i s t i n g debt service. 

24 Q. Does t h a t complete your update? 

25 A. Yes. 
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1 Q. Just one question or two on r e j o i n d e r , 

2 Ms. Bisgaier. 

3 Looking at Mr. Lelash's s u r r e b u t t a l , page two, he 

4 disputes your testimony t h a t i n v e s t o r s are expecting the 

5 PUC t o grant a t le a s t a $53 m i l l i o n r a t e increase based 

6 on the Black & Veatch r e p o r t . Why do you believe t h a t 

7 in v e s t o r s are expecting the r e s u l t s t h a t have been shown 

8 i n the Black & Veatch report? 

9 A. The Black & Veatch r e p o r t would a c t u a l l y be 

10 p h y s i c a l l y p r i n t e d i n the o f f e r i n g document t h a t 

11 i n v e s t o r s would receive and the purchasers of these 

12 bonds, i f we get to the po i n t where we can s e l l them, are 

13 as s o p h i s t i c a t e d t h i s i s a product t h a t would be 

14 bought by s o p h i s t i c a t e d i n s t i t u t i o n a l i n v e s t o r s l i k e the 

15 F i d e l i t y Fund or the Vanguard Fund, those kind of 

16 i n v e s t o r s , who w i l l study t h a t r e p o r t and analyze i t 

17 c l o s e l y and make the decision as t o whether or not they 

18 should buy the bonds. 

19 I n t h a t r e p o r t they are look i n g at b a s i c a l l y two 

20 c r i t i c a l items. One i s t h a t the Black & Veatch r e p o r t 

21 r e l i e s on the f a c t t h a t the PUC i s required t o grant r a t e 

22 r e l i e f s u f f i c i e n t t o meet the bond covenants. And the 

23 bond covenants — there are many of them but the two most 

24 important ones from an in v e s t o r p o i n t of view are t h a t 

25 PGW be able t o pay i t s b i l l s and operate — pay i t s b i l l s 
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1 when they are due and operate -- and t h a t i t be able t o 

2 set rates and charges — t h a t the PUC set rates and 

3 charges t h a t are s u f f i c i e n t t o meet the operating 

4 requirements and the debt service and debt service 

5 coverage requirements of PGW. 

6 Black & Veatch has based i t s r e p o r t on t h a t 

7 assumption and based on t h a t they have concluded t h a t $53 

8 m i l l i o n of r a t e r e l i e f i s needed. The bondholders w i l l 

9 r e l y on Black & Veatch as an independent expert and 

10 accept t h e i r judgement t h a t t h a t i s i n f a c t needed and 

11 appropriate. 

12 Q. Mr. Lelash po i n t s out t h a t the renewal of the 

13 commercial paper and the issuance of the bonds w i l l occur 

14 h o p e f u l l y i n the next month or so. How w i l l t h a t have 

15 any e f f e c t , how w i l l t h i s r a t e increase decision by the 

16 Commission have any e f f e c t on those items or the 

17 company's f i n a n c i a l a b i l i t y t o go t o the market? 

18 A. I t i s possible t h a t because no deci s i o n w i l l be 

19 made i n t h a t timeframe t h a t prospective purchasers of the 

20 bonds and the providers of the l e t t e r of c r e d i t f o r the 

21 commercial paper w i l l be r e l y i n g on Black & Veatch and on 

22 the assumptions i n t h a t r e p o r t , t h a t the PUC i s going t o 

23 act i n a c e r t a i n fashion i n s e t t i n g rates. Because the 

24 f i n a l a c t i o n won't be determined i n t h i s timeframe they 

25 w i l l give the b e n e f i t of the assumption t o the Black & 
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1 Veatch r e p o r t . 

2 I f the PUC were t o subsequently act a f t e r the 

3 commercial paper i s renewed and a f t e r the t h i r d series 

4 bonds are sold and come i n w i t h a number t h a t i s 

5 d i f f e r e n t than t h a t and doesn't meet the bond covenants, 

6 those bondholders have no recourse. A bad t h i n g won't 

7 happen w i t h the t h i r d series bondholders but f o r sure PGW 

8 w i l l be unable t o s e l l bonds i n the f u t u r e and when the 

9 commercial paper l e t t e r of c r e d i t i s up f o r renewal i n 

10 August of 2002, the 14 month renewal, a b s o l u t e l y there 

11 w i l l be no way t o get t h a t commercial paper renewed. 

12 So i n e f f e c t PGW may have a s l i g h t b e n e f i t now of 

13 the unknown and based on the Black & Veatch report the 

14 prospective bond buyers and the commercial banks w i l l be 

15 r e l y i n g on Black & Veatch. This w i l l be the l a s t time 

16 t h a t t h a t happens i f t h a t l e v e l of r a t e r e l i e f i s not 

17 granted. 

18 MR. CLEARFIELD: That i s a l l I have, Your Honor f o r 

19 r e j o i n d e r . Ms. Bisgaier i s a v a i l a b l e f o r cross. 

20 JUDGE FORDHAM: Mr. Simms. 

21 MR. SIMMS: Thank you, Your Honor. 

22 CROSS-EXAMINATION 

23 BY MR. SIMMS: 

24 Q. Good morning. 

25 A. Good morning. 
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1 Q. Ms. Bisgaier, on your d i r e c t testimony you made 

2 a reference t o Morgan being concerned about the i n t e r i m 

3 r a t e case and the actions of the PUC w i t h regard t o the 

4 GCR before i t acts on PGW's requested extension, d i d you 

5 not? 

6 A. Yes. 

7 Q. What GCR are you r e f e r r i n g t o i n your 

8 testimony? 

9 A. Morgan had not a s p e c i f i c GCR -- not one of the 

10 s p e c i f i c f i l i n g s i n mind. What Morgan had expressed t o 

11 myself and t o Mr. Knudsen was a concern t h a t i n . t h e — I 

12 be l i e v e i t was i n the i n t e r i m case and f o r g i v e me f o r not 

13 q u i t e understanding a l l these d i f f e r e n t cases. 

14 Q. I understand. 

15 A. That one of the thi n g s t h a t Morgan was 

16 concerned about — and t h i s was going back t o November or 

17 December of 2000 — t h a t as rates — as n a t u r a l gas costs 

18 were going up they were very concerned t h a t PGW have the 

19 a b i l i t y t o go back t o the PUC on a f a i r l y regular basis 

20 i f necessary as gas costs were going up. And so i t was 

21 more having the access to t h a t kind of o p p o r t u n i t y t o 

22 request an increase i n the GCR rat h e r than a s p e c i f i c GCR 

23 and a s p e c i f i c number t h a t they were concerned about. 

24 And they were very happy w i t h the order t h a t came down 

25 from the PUC i n t h a t regard. 
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1 Q. Okay. That was going t o be my next question. 

2 So Morgan understands t h a t a f t e r the i n t e r i m and the GCR 

3 i n November of 2000 t h a t the GCR t o o l s a v a i l a b l e t o PGW 

A change? 

5 A. That i s e x a c t l y r i g h t . And they were.very 

6 pleased w i t h t h a t . And t h a t i s f r a n k l y one of the 

7 reasons t h a t they have agreed t o continue p r o v i d i n g t h e i r 

8 p o r t i o n of the l e t t e r of c r e d i t . 

9 Q. With t h a t change a v a i l a b l e t o PGW such as the 

10 q u a r t e r l y f i l i n g s d i d the management of PGW contact you 

11 regarding the A p r i l 2nd update, q u a r t e r l y update? 

12 A. I don't t h i n k so. 

13 (Pause.) 

14 A. Forgive me. I'm not sure which update t h a t i s . 

15 I would not i n the normal course have any involvement i n 

16 t h e i r GCR f i l i n g s . 

17 Q. I understand t h a t . I guess my question t o you 

18 i s whether or not the management of PGW contacted you and 

19 made an i n q u i r y as t o how Morgan or any other bank would 

20 f e e l i f i n f a c t they d i d not recognize increased gas 

21 costs i n t h e i r q u a r t e r l y f i l i n g s w i t h the Commission. 

22 A. I d i d not have t h a t discussion w i t h PGW. 

23 Q. Now, on page seven of your d i r e c t testimony you 

24 make reference to the f a c t t h a t the commercial papers 

25 have e s s e n t i a l l y become a permanent p a r t of PGW's c a p i t a l 
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1 s t r u c t u r e , do you not? 

2 A. I do. 

3 Q. Is your statement t h a t the commercial paper has 

4 been used t o pay f o r permanent c a p i t a l assets? 

5 A. No, i t i s not. 

6 Q. Can you e x p l a i n the purpose of your statement? 

7 A. Sure. I t h i n k the best way t o t h i n k about the 

8 commercial paper i s as though you had a home equ i t y l i n e 

9 of c r e d i t and you decided t h a t you needed t o borrow a 

10 l i t t l e b i t on the l i n e of c r e d i t t o pay some b i l l s . And 

11 then, you know, over the next three months you pay i t 

12 back and maybe next year you borrow again and then you 

13 pay i t back. That i s how the commercial paper was meant 

14 to be used, t o j u s t smooth over your cashflows. 

15 When I say t h a t i t has become a permanent p a r t of 

16 the c a p i t a l s t r u c t u r e t h a t i s i n f a c t what PGW used the 

17 money f o r , but they have not paid i t back. The $ 100 

18 m i l l i o n has been outstanding now f o r several years 

19 without being able t o pay i t back. So although they 

20 d i d n ' t use i t f o r c a p i t a l items as we t h i n k of c a p i t a l 

21 items, they have no a b i l i t y t o pay i t back r i g h t now. So 

22 i t becomes a permanent loan. 

23 I t ' s as though you had your home e q u i t y l i n e of 

24 c r e d i t f u l l y exposed and you never paid anything but the 

25 i n t e r e s t and you could never pay down the p r i n c i p a l 
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1 amount. That i s where PGW i s w i t h t h a t 100 m i l l i o n r i g h t 

2 now. 

3 Q. So i n essence instead of short-term debt we now 

4 of long-term debt? 

5 A. Well, i t i s short-term debt because of the 

6 nature of the notes. But I t h i n k i n the sense t h a t you 

7 mean i t i s permanent. I t i s permanent and u n t i l they 

8 s t a r t t o pay i t down the way you would a home e q u i t y loan 

9 i t i s going t o be outstanding i n the f u l l amount and they 

10 are going t o have i n t e r e s t due on i t a l l the time. I t i s 

11 kind of l i k e f i n a n c i n g your day-to-day home operations on 

12 a c r e d i t card. I t ' s not a whole l o t d i f f e r e n t than t h a t . 

13 Q. Now, although I know you d i d n ' t prepare the 

14 r e p o r t , the Black & Veatch r e p o r t presents a series of 

15 payoffs f o r the commercial papers? 

16 A. Yes. 

17 Q. And t h a t i s one of the items t h a t Morgan and 

18 the other banks are looking at? 

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

20 MR. SIMMS: That concludes my cross-examination, 

21 Your Honor. 

22 JUDGE FORDHAM: Thank you. 

23 Mr. Keene. 

24 MR. KEENE: Your Honor, i f I could j u s t have a 

25 moment, please. 
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JUDGE FORDHAM: Sure. 

(Pause.) 

MR. KEENE: Your Honor, I am ready whenever you 

are. 

JUDGE FORDHAM: You may proceed, Mr. Keene. 

MR. KEENE: Thank you, Your Honor. 

CROSS-EXAMINATION 

BY MR. KEENE: 

Q. Good morning, Ms. Bisgaier. I am Steve Keene 

wi t h the Pennsylvania O f f i c e of Consumer Advocate. 

A. Good morning. 

Q. I want t o s t a r t w i t h page s i x of your d i r e c t 

testimony. There you t e s t i f y t h a t without the requested 

r a t e r e l i e f PGW w i l l note be able t o meet i t s bond 

coverages i n the f i s c a l year 2001 and i t s c r e d i t r a t i n g 

w i l l be downgraded by the c r e d i t r a t i n g agencies, i s n ' t 

t h a t c orrect? 

A. Yes. 

Q. And t h a t opinion was based on p r o j e c t i o n s 

provided by PGW at the time of your d i r e c t testimony --

at the time your d i r e c t testimony was f i l e d i n January, 

i s n ' t t h a t correct? 

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

Q. And, again, on page s i x r a t h e r , l e t me j u s t 

t u r n t o your update on the bond issue. I believe you 
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1 t e s t i f i e d t h a t the bonds t h a t w i l l be issued are 

2 purchased by s o p h i s t i c a t e d i n s t i t u t i o n a l i n v e s t o r s , i s n 1 t 

3 t h a t correct? 

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

5 Q. Don 11 you t h i n k t h a t these s o p h i s t i c a t e d 

6 i n v e s t o r s understand or review the r a t e s e t t i n g process 

7 t h a t i s t a k i n g place here? 

8 A. They won't make an independent review of t h a t 

9 process. They won't read these proceedings. They won't 

10 read any of these f i l i n g s . B a s i c a l l y they w i l l conduct 

11 t h e i r review by reading the o f f e r i n g document c a l l e d the 

12 p r e l i m i n a r y o f f i c i a l statement which has appended t o i t 

13 Black & Veatch r e p o r t and c e r t a i n other opinions as to 

14 the -- bond r e l a t e d opinions. But t h a t i s what they w i l l 

15 base t h e i r review on. 

16 Some of them may do a search, look at newspaper 

17 a r t i c l e s . I doubt i f they are going t o make t h e i r c r e d i t 

18 review based on the Daily News, but they w i l l look at 

19 those kinds of a r t i c l e s . And t h a t i s what they w i l l base 

20 i t on. They w i l l not not make an independent e v a l u a t i o n 

21 of t h i s process. 

22 Q. Do you know whether f i n a n c i a l analysts w i l l 

23 contact p a r t i e s t o these proceedings t o determine what 

24 t h e i r p o s i t i o n s are on these issues? 

25 A. There are a number of — because PGW has so 
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1 much debt outstanding already there are a number of 

2 investment f i r m s l i k e the kinds t h a t I mentioned t h a t 

3 already own PGW bonds. And i n the normal course they do 

4 what i s c a l l e d s u r v e i l l a n c e . Any bonds t h a t they own i n 

5 t h e i r p o r t f o l i o , they don't j u s t buy those bonds and put 

6 them away. Somebody might own bonds t h a t they bought 

7 ei g h t years ago and i n the normal course once a year they 

8 w i l l do a review or a s u r v e i l l a n c e of the underlying 

9 c r e d i t of the bonds t h a t they already own. 

10 I n the course of doing t h a t they w i l l c a l l PGW, 

11 they w i l l c a l l me, they w i l l c a l l PGW's accountants. I 

12 t h i n k i t i s possible t h a t i n t h i s instance because of the 

13 change of the j u r i s d i c t i o n a l — the r e g u l a t i o n of PGW 

14 from the PGC t o the PUC t h a t has obviously been covered 

15 e x t e n s i v e l y i n the paper and they might have questions 

16 about t h a t . So I would t h i n k i t would not be not unusual 

17 away from a bond issue f o r them t o c a l l and t r y to 

18 understand what from a s t a f f l e v e l prospective the PUC i s 

19 t h i n k i n g about. 

20 Q. And you don't t h i n k they are reviewing the 

21 p o s i t i o n s t h a t the other p a r t i e s i n the proceeding have 

22 put forward? 

23 A. They may be but I would f i n d t h a t f a i r l y 

24 unusual. But they may be. Some d i l i g e n t analyst 

25 somewhere may be doing t h a t , e s p e c i a l l y i f i t i s a fund 
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l i k e the Delaware Fund or the Vanguard Fund t h a t i s based 

i n the Philadelphia area and sor t of see t h i s s t u f f i n 

the papers on a regular basis. I t h i n k i t i s u n l i k e l y 

t h a t a fund analyst i n Boston has t h a t l e v e l of a t t e n t i o n 

to the d a i l y doings of t h i s . 

Q. I n 1998 there were two classes of debt created 

f o r PGW, i s n ' t t h a t correct? 

A. Yes. 

Q. And those were pre-1998 debt and post~19'9Q 

debt, i s t h a t correct? 

A. E f f e c t i v e l y . The pre was already created. The 

bonds issued under the 197 5 ordinance were e x i s t i n g . I n 

1998 the a b i l i t y t o issue bonds under a new ordinance, 

the 1998 ordinance, was added t o what PGW could do. 

Q. And were you involved i n the development of 

th a t second type of debt? 

A. Yes. 

MR. KEENE: That i s a l l I have, Your Honor. Thank 

you 

JUDGE FORDHAM: Thank you. 

Mr. B e r t o c c i . 

CROSS-EXAMINATION 

BY MR. BERTOCCI: 

Q. Good morning, Ms. Bisgaier. 

A. Good morning, Mr. B e r t o c c i . 
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1 Q. You know I represent some of the consumer 

2 organizations? 

3 A. Yes. 

4 Q. You are the managing d i r e c t o r of Public 

5 F i n a n c i a l Management, are you not? 

6 A. A managing d i r e c t o r . 

7 Q. And PFM since 1992 has been the c i t y ' s 

8 f i n a n c i a l advisor, correct? 

9 A. That i s c o r r e c t . 

10 Q. And you worked w i t h the c i t y on i t s f i v e year 

11 plans, the PICA plans? 

12 A. The f i v e year plans. Not a PICA re p o r t but the 

13 f i v e year plans of the c i t y , yes. 

14 Q. And the f i v e year plans are required by PICA? 

15 A. By the PICA l e g i s l a t i o n , yes. 

16 Q. And you also worked on behalf of the c i t y on 

17 gas revenue bonds and water revenue bonds throughout the 

18 1990s? 

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

20 Q. And an important p a r t of your work w i t h the 

21 c i t y has been t o serve as a l i a i s o n between the c i t y --

22 between the c i t y ' s m u n i c i p a l l y owned u t i l i t i e s and the 

23 bond r a t i n g agencies? 

24 A. Yes. 

25 Q. The insurers? 
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A. Yes. 

Q. The c r e d i t p r o v i d i n g agencies, which I take t o 

means banks, i s t h a t r i g h t ? 

A. Cre d i t p r o v i d i n g i s both banks and bond 

issuers. 

Q. Now, on page two of your testimony you r e f e r t o 

your c l i e n t s . I n your work on a l l those matters the c i t y 

i s your c l i e n t , i s t h a t r i g h t ? 

A. That 1s c o r r e c t . 

Q. I n your testimony on page 11 you say t h a t you 

mention the need f o r Morgan and the bond r a t i n g agencies 

t o generate s u f f i c i e n t revenue — f o r PGW t o generate 

s u f f i c i e n t revenue t o , quote, demonstrate t h a t i t i s a 

going concern, close quote. 

A. Right. 

Q. I s n ' t i t t r u e t h a t the going concern 

requirement i s not s t r i c t l y speaking a rat e covenant? 

A. Yes. That i s r i g h t . Going concern i s an 

accounting -- i t i s something t h a t the accounting f i r m 

t h a t a u d i t s PGW would opine t o and i f there i s a doubt 

t h a t PGW would be able t o continue as a, quote, going 

concern, which i s a term of a r t , they would r a i s e t h a t i n 

t h e i r a u d i t l e t t e r . 

But I used i t here not so much i n the accounting 

sense as i n the sense t h a t they would be looking t o make 
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1 sure t h a t PGW can s u s t a i n i t s e l f i n t o the f u t u r e . 

2 Anybody who buys these bonds , rates these bonds or 

3 insures these bonds, o l d bonds, new bonds, i s l o o k i n g at 

4 a 30 year investment. They are s o r t of not l o o k i n g t o 

5 what i s going t o happen over the next two or three weeks. 

6 So they want t o be sure t h a t PGW has the a b i l i t y over 

7 time t o s u s t a i n i t s e l f . 

8 Q. I thought t h a t the reference t o going concern 

9 was a c t u a l l y a reference t o s e c t i o n 4.03 (d) of the 

10 general bond ordinance. That i s one t h a t says t h a t the 

11 c i t y pledges t o continuously maintain i n good c o n d i t i o n 

12 and continuously operate the gas works. Am I mistaken on 

13 that? 

14 A. That was not my i n t e n t i o n i n w r i t i n g t h i s . 

15 Q. But you are aware t h a t i n the general bond 

16 ordinance there i s such an o b l i g a t i o n on the pa r t of the 

17 c i t y , i s t h a t r i g h t ? 

18 A. Well, I see the c i t y and PGW as being the same 

19 t h i n g . I mean, i t i s a d i s t i n c t i o n without a d i f f e r e n c e , 

20 I t h i n k , because the c i t y has asked PGW to undertake t h a t 

21 o b l i g a t i o n , t o maintain --

22 Q. But PGW i s n ' t a c i t y department, i s i t ? 

23 A. I t i s n o t a c i t y department the way the water 

24 department i s . 

25 Q. I s n ' t i t t r u e t h a t the management agreement 
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1 says t h a t PGW i t s e l f i s a c o l l e c t i o n of pipes and 

2 personal and r e a l assets of the C i t y of Philadelphia? 

3 A. Yes. 

4 MR. CLEARFIELD: That i s a rough quote, I take i t . 

5 A. I t approximately says t h a t . 

6 MR. BERTOCCI: Okay. I w i l l accept t h a t as a f a i r 

7 answer t o an approximate q u o t a t i o n from the management 

8 agreement. 

9 BY MR. BERTOCCI: 

10 Q. Assuming subject t o check t h a t there i s a 

11 requirement i n the general bond ordinance t h a t I quoted, 

12 sec t i o n 4.03(d), t h a t the c i t y has an o b l i g a t i o n t o 

13 continuously maintain i n good c o n d i t i o n and continuously 

14 operate the gas works, wouldn't t h a t place the c i t y i n 

15 the s i t u a t i o n where i n some s i t u a t i o n s i t might have t o 

16 make an eq u i t y i n f u s i o n i n t o the gas works? 

17 A. I believe the extent of the f i n a n c i a l 

18 o b l i g a t i o n i s i n the d e f i n i t i o n s of gas works revenues. 

19 And the o b l i g a t i o n of the c i t y and of PGW i s l i m i t e d t o 

20 the defined term — making a v a i l a b l e gas work revenues by 

21 rates and charges. I don't t h i n k t h i s opens i t up t o the 

22 c i t y ' s general fund, i f t h a t i s the question. 

23 Q. But you are saying t h a t t h i s p a r t of the 

24 general bond ordinance i s not a r a t e covenant. So i t 

25 doesn't say t h a t the c i t y i n f u l f i l l i n g i t s o b l i g a t i o n t o 
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1 maintain the gas works must do i t through rates? I t 

2 doesn't say t h a t i n the general bond ordinance, doesn 1t 

3 i t ? 

4 A. This i s not i n the r a t e covenant. The r a t e 

5 covenant i s i n a s p e c i f i c s e c t i o n of the ordinance. I 

6 apologize. I can't c i t e t o you --

7 Q. 4.03(b). 

8 A. Thank you. 

9 I n t h a t i t says the r a t e covenant only goes t o the 

10 question of the adequacy of rates and charges being set 

11 t o meet, as you know, a whole l i s t of items. And t h i s 

12 sec t i o n t h a t you are reading i s not p a r t of the ra t e 

13 covenant because i t doesn't go t o the s e t t i n g of rates 

14 and charges. 

15 Q. In your r e b u t t a l testimony at page three you 

16 say t h a t i f the c i t y committed t o making one or more, 

17 quote, one-time payments of 18 m i l l i o n i n l i e u of 

18 o b t a i n i n g t h a t 18 m i l l i o n through rates t h a t t h a t might 

19 t e c h n i c a l l y s a t i s f y the bond covenants, don't you? 

20 A. Uh-huh. 

21 MR. CLEARFIELD: Was t h a t a yes? 

22 BY MR. BERTOCCI: 

23 Q. You could do that? 

24 A. There i s a way t o do i t so i t could be included 

25 i n the d e f i n i t i o n of revenues which then would flow 
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1 through t o the adequacy of rates — of revenues t o 

2 meet the r a t e covenant. 

3 Q. So you agree t h a t the making of the $ 18 m i l l i o n 

4 payment does not -- t h a t does not f u l f i l l any rat e 

5 covenant i n the bond ordinances? 

6 A . I ' m sorry. Can you ask t h a t again? I l o s t you 

7 on t h a t . 

8 Q. Sure. The r a t e covenants a p p l i c a b l e t o PGW do 

9 not re q u i r e PGW t o make the 518 c i t y payment? 

10 MR. CLEARFIELD: We wish i t was $18. 

11 BY MR. BERTOCCI: 

12 Q. The $18 m i l l i o n payment t o the c i t y . 

13 A. The rat e covenant does not re q u i r e t h a t . The 

14 ra t e covenant only goes to the s e t t i n g of rates t o be 

15 adequate t o meet t h a t l i s t of o b l i g a t i o n s . I t doesn't go 

16 at a l l t o the r e c e i p t of or the payment of the $18 

17 m i l l i o n . 

18 Q. And you also say i n t h a t r e b u t t a l testimony, I 

19 t h i n k , t h a t i f the c i t y was t o under these circumstances 

20 t h i s year and perhaps next year grab back the 18 m i l l i o n 

21 t h a t t h a t would be viewed n e g a t i v e l y by the r a t i n g 

22 agencies. I s t h a t your opinion? 

23 A. Yes, i t i s . And the reason f o r t h a t i s t h a t 

24 PGW has sustained i t s e l f over the l a s t f i v e or s i x years 

25 by doing what i n my business i s c a l l e d a series of 
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one-time f i x e s . As you know, we d i d the forward r a t e 

agreement f o r the debt service reserve fund. We d i d the 

swap i n '98, I guess i t was, or '99. And we have done a 

series of thin g s t h a t have generated enough money i n each 

of those years so PGW could meet i t s r a t e covenant. 

The r a t i n g agencies want PGW t o have a systemic, 

sustainable a b i l i t y t o operate i t s e l f and meet the r a t e 

covenant. They are t i r e d of seeing a series of one-time 

t h i n g s . They w i l l stand s t i l l f o r a couple but we have 

reached the p o i n t now where i f the only way PGW can meet 

i t s r a t e covenant i s by a series of non-systemic moves, 

you know, t r a d i n g f u t u r e b e n e f i t s , g e t t i n g grants from 

the c i t y , there i s no way t h a t they can be assured t h a t 

PGW w i l l maintain i t s e l f as a going concern. 

So while i t may t e c h n i c a l l y meet the r a t e covenant 

i f the c i t y were to grant i t i n the c o r r e c t fashion, the 

r a t i n g agencies would recognize t h i s as once again PGW 

not having adequate rates i n place t o be an ongoing 

sustainable venture. 

Q. But you mentioned the one-time f i x e s as f i x e s 

which i n v o l v e t r a d i n g f u t u r e b e n e f i t s , by which I take i t 

you mean not paying tomorrow but postponing t o the f u t u r e 

some o b l i g a t i o n which was r e a l l y a present o b l i g a t i o n . 

A. No. That i s not what I mean. 

Q. What do you mean by that? Wasn't the forward 
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1 purchase agreement an one-time f i x i n t h a t sense? 

2 A. No. The forward purchase agreement was i n f a c t 

3 j u s t the opposite of t h a t . The forward purchase 

4 agreement gave up a f u t u r e stream of revenues t h a t PGW 

5 could have i n the normal course gotten i n exchange f o r a 

6 payment up f r o n t . So instead of g e t t i n g earnings on 

7 t h e i r reserve fund on a regular basis over the next 30 

8 years they traded w i t h a bank and the bank said, a l l 

9 r i g h t , we w i l l get the b e n e f i t of those earnings over 

10 time i t was, I t h i n k , a seven year agreement at the 

11 time — and we w i l l pay you today f o r t h a t . 

12 Now, they paid us obviously at a discounted r a t e . 

13 I t was discounted at t h e i r cost of money, which i s a 

14 taxable r a t e , more than PGW would borrow a t . So i n 

15 e f f e c t PGW got money today t o make the r a t e covenant i n 

16 t h a t p a r t i c u l a r year and gave up f u t u r e earnings. 

17 Q. I don't disagree w i t h t h a t . I thought t h a t — 

18 and I may have misspoken or you may have misunderstood 

19 A. I may have misunderstood. 

20 Q. but t h a t was a s i t u a t i o n where PGW to 

21 r e a l i z e a present advantage e s s e n t i a l l y put i t s e l f i n a 

22 s i t u a t i o n where i t would be denied something i n the 

23 f u t u r e . 

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

25 Q. Now, i n the s i t u a t i o n where the c i t y grants 
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1 back the 18 m i l l i o n , t h a t i s not the same t h i n g , i s i t ? 

2 A. Assuming the c i t y makes i t an o u t r i g h t grant 

3 w i t h no repayment o b l i g a t i o n , t h a t i s an one-time f i x 

4 w i t h no f u t u r e cost or s a c r i f i c e on PGW's p a r t . That i s 

5 t r u e . 

6 Q. And wouldn 11 you agree t h a t from a consumer 1s 

7 p o i n t of view g r a n t i n g back the $18 m i l l i o n i s not an 

8 one-time f i x ? 

9 MR. CLEARFIELD: Your Honor, I would o b j e c t . She 

10 i s not t e s t i f y i n g here t o provide opinions on consumers' 

11 p o i n t of view. She i s here as the f i n a n c i a l expert f o r 

12 PGW. I t c a l l s f o r speculation. 

13 MR. BERTOCCI: Your Honor, she i s here 

14 c h a r a c t e r i z i n g various f i n a n c i a l a l t e r n a t i v e s t h a t the 

15 company i s fa c i n g and the r a m i f i c a t i o n s of them. She i s 

16 c h a r a c t e r i z i n g some of them as one-time f i x e s , i n c l u d i n g 

17 the $18 m i l l i o n payment, and we are discussing, w e l l , 

18 what does she mean by an one-time f i x . I t h i n k we are 

19 reaching a kind of understanding of some of the 

20 d i f f i c u l t i e s of using the term one-time f i x . 

21 JUDGE FORDHAM: But I believe you asked her t o 

22 t e s t i f y on behalf of the consumers. 

23 MR. BERTOCCI: No. I j u s t asked her t o make a 

24 judgement as t o whether or not as t o customers there was 

25 any q u a l i t y of one-time fixness about g r a n t i n g back the 
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1 $18 m i l l i o n . 

2 JUDGE FORDHAM: Are you able t o answer t h a t 

3 question? 

4 THE WITNESS: I am. Your Honor. 

5 JUDGE FORDHAM: You may answer. 

6 A. Obviously the customers would not care. Only 

7 i f they are taxpayers i n Philadelphia and t h a t $18 

8 m i l l i o n comes out of tax revenue. They might care f o r 

9 t h a t reason. 

10 BY MR. BERTOCCI: 

11 Q. We won't pursue t h a t one f u r t h e r here. 

12 A. As you reminded me, I am the c i t y ' s f i n a n c i a l 

13 advisor. 

14 Q. Thank you. 

15 Now, you would agree, however, i f the c i t y granted 

16 back the $18 m i l l i o n regardless of how you t h i n k the 

17 r a t i n g agencies might view i t , t h a t one of the advantages 

18 of g r a n t i n g back the 18 m i l l i o n i s t h a t i t would have a 

19 p o s i t i v e e f f e c t on u n c o l l e c t i b l e s ? 

20 A. I'm not sure what the nexus i s . 

21 Q. Well, on the l o g i c t h a t PGW's t o t a l 

22 u n c o l l e c t i b l e s are an es c a l a t i n g percentage of what they 

23 have t o charge i n r a t e s . We have seen an increase i n 

24 u n c o l l e c t i b l e s from roughly e i g h t percent t o around 12 

25 percent, I bel i e v e . So i f instead of having t o get $18 
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1 m i l l i o n from customers PGW would get $18 m i l l i o n from the 

2 c i t y , and assuming the c i t y paid t h a t money, we would not 

3 have a c o l l e c t i b l e problem as t o t h a t $18 m i l l i o n . We 

4 would not have t o discount t h a t $18 m i l l i o n by eight t o 

5 12 percent, i s n ' t t h a t r i g h t ? 

6 A. I f you assume t h a t the $18 m i l l i o n would have 

7 otherwise been i n rates I suppose t h a t i s r i g h t . There 

8 would be some discount on t h a t . 

9 Q. Now, you said t h a t the c i t y helping out PGW 

10 w i t h an equ i t y i n f u s i o n would be ne g a t i v e l y viewed by the 

11 r a t i n g agencies. What about the c i t y h e lping out PGW by 

12 i t s $45 m i l l i o n advance? Was t h a t viewed -- d i d t h a t 

13 have a negative e f f e c t on bondholders and the r a t i n g 

14 agencies? 

15 A. No, i t d i d n ' t . Because t h a t was s t r u c t u r e d 

16 w i t h a repayment o b l i g a t i o n and because the repayment of 

17 i t i s p a r t of PGW's ra t e case they saw t h a t as being i n 

18 e f f e c t not u n l i k e what the commercial paper program was 

19 o r i g i n a l l y meant to be, t h a t i t was another home eq u i t y 

20 loan t h a t PGW could use t o get over the next couple of 

21 years while the r a t e case and then the r e s t r u c t u r i n g case 

22 are f i l e d and, you know, u l t i m a t e l y adjudicated. So they 

23 viewed t h a t as i n t e r i m cashflow r e l i e f as opposed to the 

24 one-time f i x of the $18 m i l l i o n grant. 

25 Q. I f the c i t y had not stepped i n at t h a t p o i n t 

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



488 

1 don't you agree t h a t they would have thought t h a t the 

2 c i t y was not meeting i t s r e s p o n s i b i l i t i e s and could not 

3 be expected t o meet i t s r e s p o n s i b i l i t i e s concerning a 

4 company t h a t i t owns? 

5 A. I f they had not stepped i n at t h a t p o i n t there 

6 would not have been much judgement involved i n t h a t 

7 because PGW would have been f l a t out of cash and unable 

8 t o buy gas. So whether or not they viewed t h a t as the 

9 c i t y ' s f a u l t , they would have been focused on the problem 

10 of PGW having no gas. 

11 Q. I wanted t o come back j u s t f o r a moment t o the 

12 Black & Veatch r e p o r t . You were t a l k i n g about i n v e s t o r s 

13 i n bonds and you t a l k e d about i n v e s t o r s being 

14 s o p h i s t i c a t e d i n v e s t o r s reading the Black & Veatch 

15 r e p o r t . Do i n s t i t u t i o n a l i n v e s t o r s have people t h a t 

16 s p e c i a l i z e i n u t i l i t y bonds? 

17 A. Yes. Sure. 

18 Q. And wouldn't you say t h a t i t i s s o r t of common 

19 knowledge among people t h a t s p e c i a l i z e i n u t i l i t y bonds 

20 t h a t rates are always determined u l t i m a t e l y on the j u s t 

21 and reasonable standard? 

22 MR. CLEARFIELD: Objection. There i s an assumption 

23 i n there and i t also c a l l s f o r a l e g a l conclusion. 

24 MR. BERTOCCI: Well, i t may c a l l f o r a l e g a l 

25 conclusion i n the sense t h a t the j u s t and reasonable 
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1 standard i s a l e g a l standard and even a c o n s t i t u t i o n a l 

2 standard. But even on l a y grounds people understand t h a t 

3 t o get rates i t i s necessary t o go t o a r e g u l a t o r and a 

4 r e g u l a t o r i s going t o apply standards which balance the 

5 r i g h t s of customers versus the r i g h t s of the u t i l i t y i n 

6 determining those r a t e s . 

7 MR. CLEARFIELD: Your Honor, I am going t o o b j e c t . 

8 Mr. Ber t o c c i does not have a witness and he i s t r y i n g t o 

9 t e s t i f y through cross-examination. I t c a l l s f o r u t t e r 

10 speculation. He asked Ms. Bisgaier don't you t h i n k t h a t 

11 i n v e s t o r s t h i n k t h a t something i s decided i n a c e r t a i n 

12 way. He has not even established the foundation t h a t 

13 t h a t i s i n f a c t the basis. We don't have to argue about 

14 t h a t now. So — 

15 MR. BERTOCCI: Your Honor — excuse me. 

16 MR. CLEARFIELD: I obj e c t . 

17 MR. BERTOCCI: Ms. Bisgaier has already t e s t i f i e d 

18 about what i n v e s t o r s might t h i n k and c e r t a i n l y t h a t has 

19 been opened up f o r me t o ask what in v e s t o r s might t h i n k 

20 and what they might know. 

21 MR. CLEARFIELD: I n the area of exper t i s e t h a t she 

22 has, Your Honor. I assume we would not ask Ms. Bisgaier 

23 about t h e i r opinion about the 76ers winning the eastern 

24 f i n a l s . I mean, t h i s i s way beyond the areas t h a t she 

25 would have exp e r t i s e i n i n terms of determining what 

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



490 

1 i n v e s t o r s t h i n k or be l i e v e . 

2 JUDGE FORDHAM: The o b j e c t i o n i s sustained. 

3 MR. BERTOCCI: I w i l l rephrase i t another way. Your 

4 Honor. 

5 BY MR. BERTOCCI: 

6 Q. Wouldn't a s o p h i s t i c a t e d i n v e s t o r know t h a t 

7 whatever rates a u t i l i t y gets i t gets from i t s regulator? 

8 A. I n the case of PGW the in v e s t o r s have been t o l d 

9 i n o l d bonds and they w i l l be t o l d w i t h regard t o the 

10 t h i r d series bonds t h a t rates and charges have t o be set 

11 i n accordance w i t h the r a t e covenant. They don't make a 

12 d i s t i n c t i o n -- they don't do a review and say the people 

13 who wrote t h i s document are l y i n g t o us. I t says i n the 

14 o f f e r i n g statement rates and charges must be set to cover 

15 t h i s l i s t of items, period. They know t h a t there i s a 

16 r e g u l a t o r . I t used t o be the PGC, now i t ' s the PUC. 

17 They are being t o l d and they understand t h a t i t i s i n 

18 accordance w i t h t h a t document, the bond indenture, t h a t 

19 rates w i l l be set. 

20 Q. But wouldn't they know, wouldn't a 

21 s o p h i s t i c a t e d i n v e s t o r , at l e a s t someone who bothered t o 

22 read and l e t ' s assume t h a t a s o p h i s t i c a t e d i n v e s t o r 

23 read the Black & Veatch study — know t h a t PGW's 

24 experience w i t h the PUC, there i s no r e a l t r a c k record 

25 there, r i g h t , except f o r the i n t e r i m r a t e case? I s n ' t 
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1 t h a t r i g h t ? They would know t h a t . 

2 A. Yes. 

3 Q. Because i t says i n the Black & Veatch study 

4 t h a t PGW does have l i m i t e d experience w i t h the PUC, i s n ' t 

5 t h a t r i g h t ? 

6 A. Right. That i s c o r r e c t . But they w i l l s t i l l 

7 be r e l y i n g on the l e g a l representations made i n the 

8 o f f e r i n g document t h a t s p e c i f i e s how the rates should be 

9 set. 

10 Q. And the 52 m i l l i o n f i g u r e t h a t i s i n the Black 

11 & Veatch study — 

12 A. I t i s 53 m i l l i o n . 

13 Q. 53 m i l l i o n . I'm sorr y . The 53 m i l l i o n , t h a t 

14 i s a f i g u r e t h a t i s given -- t h a t i s presented as an 

15 assumption, i s n ' t i t ? 

16 MR. CLEARFIELD: Well, Your Honor, Mr. S u l l i v a n i s 

17 going to testify next. He is sponsoring the Black & 

18 Veatch r e p o r t . I f we have questions about t h a t i t would 

19 seem t o me t o make a l o t more sense t o ask Mr. S u l l i v a n 

20 those questions. 

21 JUDGE FORDHAM: Mr. Bertocci? 

22 ' MR. BERTOCCI: Your Honor, I t h i n k she was saying 

23 people reading t h i s are going t o r e l y on the Black & 

24 Veatch and I j u s t t h i n k i t ought t o be cl e a r t h a t they 

25 are r e l y i n g on something t h a t i s presented i n the Black & 
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1 Veatch as an assumption. 

2 JUDGE FORDHAM: I w i l l allow l i m i t e d 

3 cross-examination on t h i s . 

4 BY MR. BERTOCCI: 

5 Q. I s n ' t i t t r u e t h a t the assumption of 52 m i l l i o n 

6 i s not the minimum necessary t o s a t i s f y the bond 

7 covenants? That i s not what the Black & Veatch study 

8 says, i s i t ? 

9 MR. CLEARFIELD: Objection. These are questions 

10 t h a t should be posed t o Mr. S u l l i v a n . Ms. Bisgaier i s 

11 not sponsoring the Black & Veatch r e p o r t . Mr. S u l l i v a n 

12 can ex p l a i n e x a c t l y how the $53 m i l l i o n impacts the 

13 a b i l i t y of PGW to s a t i s f y i t s bond covenants and the 

14 other f i n a n c i a l goals t h a t are i n there. 

15 MR. BERTOCCI: Well, she i s s t i l l saying t h a t 

16 i n v e s t o r s are expecting and w i l l be disappointed and i n 

17 f a c t d i s i l l u s i o n e d i f PGW does not get 52 m i l l i o n . And 

18 i t seems to me t h a t one can say j u s t l o o k i n g at the Black 

19 & Veatch study I would l i k e t o b r i n g out the f a c t t h a t 

20 i n v e s t o r s — t h a t by the terms of the Black & Veatch 

21 study i t s e l f there i s n ' t a reason f o r i n v e s t o r s t o be 

22 disappointed i f there i s s i g n i f i c a n t l y less than $52 

23 m i l l i o n provided i n t h i s case. 

24 MR. CLEARFIELD: Your Honor, t h a t i s a complete 

25 m i s c h a r a c t e r i z a t i o n of the Black & Veatch r e p o r t . I t 
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1 says e x a c t l y the opposite. 

2 MR. BERTOCCI: No, i t i s n ' t . 

3 JUDGE FORDHAM: We can look at the r e p o r t . 

4 MR. CLEARFIELD: The rep o r t i s i n the record. To 

5 have Mr. Ber t o c c i ask questions about what i s i n the 

6 rep o r t and ask Ms. Bisgaier t o a f f i r m one way or the 

7 other when the author of the re p o r t i s s i t t i n g i n the 

8 courtroom does not seem t o be a productive use of our 

9 time. 

10 JUDGE FORDHAM: Mr. Be r t o c c i , i n terms of what 

11 Ms. Bisgaier has already i n d i c a t e d , you can ask her a 

12 question, a l i m i t e d question, regarding the r e p o r t . 

13 However, the m a j o r i t y of the questions should be given t o 

14 Mr. S u l l i v a n regarding t h i s r e p o r t . 

15 MR. BERTOCCI: I understand. Your Honor. I am j u s t 

16 p o i n t i n g out t h a t aspect of the r e p o r t . 

17 I have no more questions. 

18 JUDGE FORDHAM: Do any other i n t e r v e n o r s have 

19 questions? 

20 (No audible response.) 

21 MR. CLEARFIELD: I have a few items on r e d i r e c t , 

22 Your Honor. 

23 REDIRECT EXAMINATION 

24 BY MR. CLEARFIELD: 

25 Q. You mentioned t h a t the commercial paper i s 
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1 equivalent t o a home equ i t y l i n e of c r e d i t ? 

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

3 Q. I s the cost t o PGW equivalent, r e l a t i v e l y 

4 equivalent, v i s - a - v i s other sources of e x t e r n a l 

5 financing? I don't mean the precise cost, but r e l a t i v e l y 

6 speaking. 

7 A. Right. For the past two years the cost of the 

8 l e t t e r of c r e d i t has been 82 basis p o i n t s , which i s 

9 s l i g h t l y less than one percent of the $100 m i l l i o n , 82 

10 percent of one percent. The cost t h a t Morgan has quoted 

11 f o r the renewal of t h e i r p o r t i o n of the l e t t e r of c r e d i t 

12 i s 165 basis p o i n t s . So the cost has doubled over the 

13 past year as a r e s u l t of Morgan's assessment of the 

14 c r e d i t w o r t h i n e s s of PGW. 

15 Q. And i n terms of the o v e r a l l cost of the 

16 commercial paper v i s - a - v i s long-term debt, which one i s 

17 more expensive? 

18 A. I ' m s o r r y . I d i d n ' t understand your question. 

19 Q. That's okay. 

20 A. The commercial paper, because i t i s a 

21 short-term s e c u r i t y , i s at the r e l a t i v e l y lower cost end 

22 of the scale versus 30 year debt. The commercial paper 

23 i s c o n t i n u a l l y remarketed or recycled f o r i t could be as 

24 few as one day and as many as but no more than 270 days. 

25 But because i t i s a short investment the i n t e r e s t r a t e on 
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1 i t i s low whereas the 30 year bond investment r a t e i s 

2 higher. 

3 Q. Do you see any c o n f l i c t between the i n t e r e s t s 

4 of PGW and the i n t e r e s t s of the c i t y v i s - a - v i s PGW's 

5 f i n a n c i a l status at the moment? 

6 A. No. 

7 Q. Why not? 

8 A. Because PGW and the c i t y are — PGW i s owned by 

9 the c i t y and they are one and the same. 

10 MR. CLEARFIELD: That i s a l l I have. Your Honor. 

11 JUDGE FORDHAM: Thank you. 

12 You may be excused from the stand. 

13 (Witness excused.) 

14 MR. CLEARFIELD: Your Honor, as promised we have 

15 Mr. S u l l i v a n , i f you would l i k e t o proceed w i t h him. 

16 JUDGE FORDHAM: That's f i n e . 

17 Before we go t o Mr. S u l l i v a n , Mr. C l e a r f i e l d d i d 

18 you want to move Ms. Bisgaier's documents? 

19 MR. CLEARFIELD: Your Honor, I would move f o r the 

20 admission i n t o the record of Ms. Bisgaier's Statement 2 

21 and accompanying e x h i b i t s and her Statement 2.1. 

22 JUDGE FORDHAM: Since there have been no obj e c t i o n s 

23 they w i l l be admitted without o b j e c t i o n . 

24 (Whereupon, the documents marked as PGW 

25 Statements Nos. 2.0 and 2.1 and E x h i b i t s Nos. 
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1 BB-1 and BB-2 were received i n evidence.) 

2 MR. CLEARFIELD: Thank you. 

3 Whereupon, 

4 THOMAS J. SULLIVAN 

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

6 JUDGE FORDHAM: Would you s t a t e your name and 

7 business address f o r the record, please? 

8 THE WITNESS: Thomas J. S u l l i v a n , 8400 Ward 

9 Parkway, Kansas C i t y , Missouri 64114. And the company I 

10 work f o r i s Black & Veatch Corporation. 

11 MR. CLEARFIELD: Your Honor, Mr. S u l l i v a n . i s 

12 sponsoring PGW Statement 8 and two e x h i b i t s . E x h i b i t 

13 TJS-1 and TJS-2. TJS-2 i s the engineering r e p o r t , the 

14 Black & Veatch report t h a t Ms. Bisgaier r e f e r r e d t o . 

15 (Whereupon, the documents were marked as PGW 

16 Statement No. 8 and E x h i b i t s Nos. TJS-1 and 

17 TJS-2 f o r i d e n t i f i c a t i o n . ) 

18 JUDGE FORDHAM: Thank you. 

19 MR. CLEARFIELD: Your Honor, I have j u s t a couple 

20 of questions on r e j oinder. 

21 DIRECT EXAMINATION 

22 BY MR. CLEARFIELD: 

23 Q. Mr. S u l l i v a n , on page seven of Mr. Lelash's 

24 s u r r e b u t t a l he states t h a t your engineering report d i d 

25 not c a l c u l a t e a revenue requirement f o r PGW. Is he r i g h t 
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1 about that? 

2 A. No. That i s e x a c t l y what i t i s . The analysis 

3 t h a t i s contained i n our re p o r t i s v i r t u a l l y i d e n t i c a l t o 

4 the type of analysis we would do f o r any municipal system 

5 where we are t r y i n g t o determine a revenue requirement 

6 f o r a r a t e case. So i n t h a t case the steps t h a t we 

7 took t o prepare t h i s r e p o r t are the same up t o the p o i n t 

8 of a c t u a l l y designing rates t h a t we would do, you know, 

9 i n any municipal r a t e study. I n t h a t sense i t i s a 

10 revenue requirement study. 

11 Q. Did you use the same method of c a l c u l a t i n g the 

12 revenue requirement t h a t you would use f o r other 

13 municipals? 

14 A. Yes. The cash basis i s t y p i c a l l y what i s used. 

15 T y p i c a l l y there are two methods, a cash basis and u t i l i t y 

16 basis, the u t i l i t y basis being what you would ge n e r a l l y 

17 see f o r a regulated u t i l i t y . Even i n studies where we 

18 have done a u t i l i t y basis c a l c u l a t i o n we s t i l l do a cash 

19 basis c a l c u l a t i o n because t h a t represents the 

20 requirements t h a t t h a t u t i l i t y has t o meet. So v i r t u a l l y 

21 every study t h a t I have ever done f o r a municipal system, 

22 the cash basis or the cash p o s i t i o n i n meeting i t s cash 

23 requirements i s the primary concern i n a r a t e study f o r a 

24 muncipal system. 

25 Q. You said i n your l a s t answer the u t i l i t y basis 
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1 i s used f o r a regulated u t i l i t y . Did you mean f o r an 

2 investor-owned u t i l i t y ? 

3 A. Yes. 

4 Q. Also on page seven of Mr. Lelash's testimony he 

5 states t h a t you based your recommendation on the pe r i o d 

6 a f t e r the budget year. And by the budget year he means 

7 PGW's 2001 f i s c a l year. What per i o d of years d i d you 

8 examine and why d i d you examine them? 

9 A. The study t h a t we d i d examined the period 2001 

10 through 2006. And, again, most of the studies I have 

11 been involved i n where I performed a revenue requirement 

12 study I t y p i c a l l y want t o look at a f i v e year f u t u r e 

13 period. The 2001 pe r i o d i s a p a r t i a l . I n our r e p o r t i t 

14 i s a c t u a l l y a p a r t i a l a c t u a l , p a r t i a l p r o j e c t e d , year and 

15 I t y p i c a l l y want t o look at f i v e a d d i t i o n a l years out 

16 i n t o the f u t u r e t o make sure t h a t I am p i c k i n g up any 

17 events t h a t might occur t h a t are outside of t h a t one year 

18 period. For example, c a p i t a l improvement p r o j ects, I 

19 want t o make sure t h a t I am p i c k i n g t h a t up i n my 

20 analysis and my rat e design recommendation. 

21 Q. F i n a l l y , on page four of Mr. Lelash's testimony 

22 he claims t h a t your revenue requirement t h a t you 

23 c a l c u l a t e d incorporates amounts t o remedy past management 

24 and f i n a n c i a l d e f i c i e n c i e s . Do you know what he i s 

25 t a l k i n g about and i f so what i s your response? 
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1 A. Not r e a l l y . Our study, the s t a r t i n g p o i n t of 

2 our study, i s the cash p o s i t i o n of the company today when 

3 we d i d our study. To the extent t h a t t h a t i s the 

4 accumulation of past events t h a t have occurred w i t h PGW, 

5 you know, t h a t i s what i s i n t h a t number. But we d i d not 

6 d i r e c t l y , you know, analyze these past events or anything 

7 else except t o the extent t h a t they may carry on beyond 

8 2001. 

9 Q. Is t h a t d i f f e r e n t than the way i n which you 

10 would conduct a study t y p i c a l l y ? 

11 A. No. The past events, l i k e I said, are not 

12 necessary relevant unless they have some s o r t of d i r e c t 

13 carry-through l i k e a c a p i t a l improvement p r o j ect or 

14 something l i k e t h a t . They r e a l l y don 11 have any bearing 

15 on the f u t u r e . 

16 MR. CLEARFIELD: That i s a l l I have. Your Honor. 

17 JUDGE FORDHAM: Thank you. 

18 Mr. Simms. 

19 MR. SIMMS: Thank you, Your Honor. 

20 CROSS-EXAMINATION 

21 BY MR. SIMMS: 

22 Q. Good morning, Mr. S u l l i v a n . My name i s Johnnie 

23 Simms. I am w i t h the O f f i c e of T r i a l S t a f f . 

24 A. Good morning. 

25 Q. Mr. S u l l i v a n , on page three of your testimony 
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1 you reference funding more of i t s c o n s t r u c t i o n from 

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

3 A. Excuse me. Where are you at? 

4 Q. Page three. 

5 A. Okay. You are at the top of the page there? 

6 Line two? 

7 Q. Yes. 

8 A. Okay. 

9 Q. Did your company q u a n t i f y t h a t amount of 

10 funding needed? 

11 A. I f you look at our rep o r t — and bear w i t h me 

12 while I f i n d the page. I f you r e f e r t o t a b l e 13 on page 

13 B-48, l i n e s i x , the item r e f e r r e d t o as t r a n s f e r from 

14 operating fund i s a c t u a l l y i n t e r n a l l y generated funds 

15 used f o r c o n s t r u c t i o n . And t h a t i s how i t i s r e f l e c t e d 

16 i n our r e p o r t . 

17 Q. Now, on page f i v e of your testimony you 

18 t e s t i f i e d t h a t O f f i c e of T r i a l S t a f f Witness Weakley's 

19 recommended $33 m i l l i o n increase exclusive of the i n t e r i m 

20 r a t e r e l i e f also appears t o be inadequate, do you not? 

21 A. Yes. 

22 Q. Have you made any d e f i n i t i v e c a l c u l a t i o n s or 

23 schedules as t o whether the recommended $33 m i l l i o n i s or 

24 i s not inadequate? Do you have any schedules or 

25 c a l c u l a t i o n s t o support t h a t statement? 
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1 A. Well, I have statements i n my rep o r t to t h a t 

2 e f f e c t . Let me reference t h a t . 

3 (Witness perusing documents.) 

4 A. I n our report we st a t e t h a t i f the o v e r a l l 

5 l e v e l of r a t e r e l i e f — and I'm on page B-54 -- i f the 

6 o v e r a l l l e v e l of r a t e r e l i e f r e a l i z e d by PGW i s less than 

7 $53 m i l l i o n per year over the 2002 through 2006 period 

8 PGW's a b i l i t y t o meet i t s bond ordinance covenants may be 

9 s i g n i f i c a n t l y impaired. And t h a t also includes the four 

10 items l i s t e d above t h a t statement. 

11 Q. Well, l e t ' s go t o t h a t . I s i t your testimony 

12 t h a t i f the O f f i c e of T r i a l S t a f f ' s recommendation i s 

13 adopted by the Commission PGW w i l l be unable to.meet i t s 

14 bond covenants? 

15 A. We di d n ' t s p e c i f i c a l l y i d e n t i f y which t h i n g s i t 

16 would not be able t o meet. I t would not be able t o meet 

17 i t s bond covenants and those items. I t would not be able 

18 t o meet those four items. I d i d n ' t s p e c i f i c a l l y i d e n t i f y 

19 which items i t would not meet. 

20 Q. Did you get an op p o r t u n i t y to review OTS 

21 Witness Deardorff's testimony i n the preparation of your 

22 testimony? 

23 A. I beg your pardon? 

24 Q. Did you have an op p o r t u n i t y to review OTS 

25 Witness Deardorff's testimony? 
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1 

2 

3 

A 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. No. I don't believe I have read t h a t . 

Q. You have not read that? 

A. No. 

Q. Let's go t o t a b l e 15 of your r e p o r t . 

A. Okay. I am there. 

Q. I believe at the bottom of the page you 

i d e n t i f y , do you not, the t o t a l long-term debt f o r the 

company. I s t h a t correct? Beginning w i t h the year 2001 

through 2006. 

A. Well, t h i s t a b l e i s debt service. This i s n ' t 

the debt outstanding. 

Q. I am looki n g down at the bottom of the page 

there. I f you look at the d e s c r i p t i o n , you have t o t a l 

long-term debt i n 2001, $90,943. 

A. That i s debt service. That i s not the debt 

outstanding. 

Q. Right. But you have t h a t l i s t e d there, 

correct? The t o t a l debt service? 

A. Yes. That i s the t o t a l long-term debt service. 

Q. The next column, commercial paper, you have the 

amount i n 2002, the amount the company a n t i c i p a t e s paying 

o f f on commercial paper, do you not? 

A. What t h a t i s i s the amount t h a t i s consistent 

w i t h the goal t h a t i s i d e n t i f i e d on page B-54, which was 

to s i g n i f i c a n t l y pay down the outstanding commercial 
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1 paper between 2002 and 2004 and pay o f f a l l commercial 

2 paper by 2005. 

3 Q. And you also have the CNG note and c i t y loan 

4 payoff i n the year 2003, correct? 

5 A. Right. Again, on B-54 i t i s repay the $45 

6 m i l l i o n c i t y loan by January 25, 2003. 

7 Q. And at the bottom of the page you have the 

8 t o t a l debt service f o r each of those years, correct? 

9 A. Yes. 

10 Q. Now, t o t r y t o save time, i f I add up the f i v e 

11 year t o t a l s f o r the t o t a l debt service f o r the years 2002 

12 through 2006 I come up w i t h about $595 m i l l i o n . ' I s t h a t 

13 your c a l c u l a t i o n ? 

14 A. Well, subject t o check. I don't have a number. 

15 Q. Subject t o check. 

16 A. You are adding up 2002 through 2006? 

17 Q. That's c o r r e c t . 

18 (Pause.) 

19 Q. That i s subject t o check. 

20 MR. HOLLAND: That was your number? 

21 MR. SIMMS: 595 m i l l i o n , three hundred and three. 

22 BY MR. SIMMS: 

23 Q. Do you accept t h a t subject t o check? 

24 A. Yes. That i s close, subject t o check. 

25 Q. When I look at your t a b l e 18, l i n e number 11, 
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1 funds a v a i l a b l e f o r debt service, I assume t h a t i s based 

2 upon your $53 m i l l i o n r a t e r e l i e f ? 

3 A. That l i n e does include the $53 m i l l i o n . 

4 MR. CLEARFIELD: For year 2002. 

5 THE WITNESS: Yes. For 2002 through 2006 i t 

6 includes the $53 m i l l i o n . 

7 MR. SIMMS: That's c o r r e c t . 

8 BY MR. SIMMS: 

9 Q. And would you accept subject t o check t h a t t h a t 

10 equal about $768,280,000? 

11 A. Yes. Subject t o check t h a t looks p r e t t y close. 

12 Q. And i f you subtract those two I believe you 

13 have funds a v a i l a b l e f o r c a p i t a l expenditures and working 

14 c a p i t a l of about 172,977,000, subject t o check? 

15 A. Yes. 

16 Q. Did you do the same type of analysis w i t h the 

17 recommendation of the O f f i c e of T r i a l S t a f f as I have 

18 j u s t taken you through? 

19 A. I'm not sure I know what you are r e f e r r i n g t o . 

20 Q. Well, I took you through a series -- I 

21 i d e n t i f i e d f o r you your schedules of t o t a l long-term debt 

22 service, commercial paper, the payoff f o r the CNG note 

23 and c i t y loan and the t o t a l debt service and we came t o a 

24 f i v e year t o t a l , correct? 

25 A. You are t a l k i n g about the $172 m i l l i o n number? 
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1 Q. Well, no. I am t a l k i n g about the $595 m i l l i o n 

2 number. 

3 A.. Oh, okay. 

4 Q. And then we subtracted t h a t from your $53 

5 m i l l i o n increase i n the years 2002 through 2006 and came 

6 up w i t h $768 m i l l i o n . 

7 A. I'm not sure t h a t i s ex a c t l y r i g h t . 

8 Q. Subject t o check. 

9 A. Well, what you are saying i s the 768 i s the sum 

10 of the f i g u r e s on l i n e 11, which are funds a v a i l a b l e f o r 

11 dept service — 

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

13 A. -- which include — 

14 Q. The $53 m i l l i o n . 

15 A. — the 2002 through 2006 $53 m i l l i o n a year. 

16 Q. Right. And we came up w i t h a f i g u r e of about 

17 $172 m i l l i o n . 

18 A. When we took the d i f f e r e n c e between those two 

19 numbers. 

20 Q. That i s c o r r e c t . 

21 And my question t o you i s when you say t h a t the 

22 O f f i c e of T r i a l S t a f f recommendation i s inadequate d i d 

23 you perform t h a t same type of analysis i n reaching t h a t 

24 conclusion? 

25 A. No. 
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1 Q. I had an opp o r t u n i t y , Mr. S u l l i v a n , t o perform 

2 t h a t same type of analysis assuming a l l the v a r i a b l e s i n 

3 your t a b l e s as w e l l . And I used the $44 m i l l i o n f o r the 

4 funds a v a i l a b l e f o r debt service t h a t you have l i s t e d i n 

5 t a b l e 18. 

6 A. Okay. 

7 Q. And my f i g u r e using the $44 m i l l i o n comes t o 

8 $723,280,000. And using $44 m i l l i o n , the funds a v a i l a b l e 

9 f o r c a p i t a l expenditure and working c a p i t a l i s 

10 $127,977,000. I s i t your testimony t h a t t h a t i s 

11 inadequate f o r PGW f o r a l l the items you have l i s t e d i n 

12 your engineering report? 

13 A. Yes, i t i s inadequate. 

14 Q. And why i s that? 

15 A. Well, i f we s t a r t deducting out some of the 

16 other o b l i g a t i o n s -- and I w i l l j u s t r e f e r t o l i n e items 

17 i n my rep o r t i f you would l i k e . I n t a b l e 15 — 

18 MR. CLEARFIELD: What page i s that? 

19 THE WITNESS: B-51. 

20 A. I f we sum up the l i n e of commercial paper you 

21 get approximately $97 m i l l i o n . I f you reduce your 127 by 

22 t h a t you end up w i t h 30 m i l l i o n . 

23 BY MR. SIMMS: 

24 Q. No, no. I t h i n k you misunderstood my question. 

25 The $44 m i l l i o n , I have used the same l i n e items we 
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1 discussed using the $53 m i l l i o n . I used the t o t a l 

2 long-term debt t h a t you have i d e n t i f i e d on t a b l e 15. 

3 That has been being c a l c u l a t e d i n the r e . I used the 

4 payoff of the commercial paper i n the years 2002 through 

5 2005. I used the payoff of the c i t y loan of $45 f000. I 

6 used your i d e n t i c a l t o t a l debt service of $595,303,000. 

7 The only d i f f e r e n c e we have i n using $44 m i l l i o n i s the 

8 funds a v a i l a b l e f o r debt service. Instead of the $7 68 

9 m i l l i o n using the 53 m i l l i o n we have 723 m i l l i o n using 

10 the 44 m i l l i o n . 

11 A. Okay. I was making a mistake. 

12 Okay. Let's s t a r t w i t h your 127 again. Bear w i t h 

13 me as I go through t h i s . 

14 (Pause.) 

15 A. The l i n e item 11 t h a t you t o t a l e d t o get your 

16 768 or your 723 does not include, I do not bel i e v e , the 

17 $18 m i l l i o n payment t o the c i t y . So i f you take 18 times 

18 f i v e you get 90. I f you reduce your 127 by 90 you are 

19 down to 37. 

20 Q. 90,000? 

21 A. 90 m i l l i o n . 

22 MR. CLEARFIELD: Over the f i v e year period. 

23 A. Over the f i v e year period. The same per i o d you 

24 looked a t . 

25 BY MR. SIMMS: 
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1 Q. Okay. 

2 A. I r e f e r you now t o another t a b l e . I f you go t o 

3 t a b l e 13 on page B-48, l i n e s i x , you have approximately 

4 $68 m i l l i o n of i n t e r n a l l y generated funds used f o r 

5 c o n s t r u c t i o n t h a t are not included i n those numbers. I f 

6 you reduce your 37 by 68 m i l l i o n you are already 

7 negative. 

8 And then there i s a t h i r d item t h a t i s not being 

9 met, and t h a t i s the item on l i n e — the ending cash 

10 balance on t a b l e 17, l i n e 24. I don't know what t h a t 

11 number would be but i t would not be 28 m i l l i o n . I t would 

12 be more than l i k e l y less than zero based on the d e f i c i t I 

13 have already accumulated w i t h your numbers. 

14 Q. Let's go back t o t r a n s f e r s from operating fund. 

15 What was your mathematics on that? 

16 A. You are t a l k i n g about the c a p i t a l improvement? 

17 Q. Yes. You end up w i t h $90 m i l l i o n . And you 

18 went from $90 m i l l i o n t o a negative, i f I r e c a l l . 

19 A. Well, i f you add up the l i n e items t h a t are 

20 shown --

21 Q. Which are three. 

22 A. On t a b l e 13, l i n e s i x , i n 2004 through 2006 you 

23 have i n t e r n a l l y generated funds used f o r c a p i t a l 

24 improvements and t h a t number adds up t o $68 m i l l i o n --

25 a c t u a l l y i t i s closer to $69 m i l l i o n . 
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1 So the 37, a f t e r I already reduced your 127 f o r the 

2 90 and you reduce i t f o r the 68, you are already negative 

3 without t a k i n g i n t o account having s u f f i c i e n t working 

4 c a p i t a l a v a i l a b l e . So i n t h i s sense your s t a r t i n g 

5 number, the $723 m i l l i o n , i s inadequate. 

6 Q. Well, maybe I'm missing something i n your 

7 c a l c u l a t i o n . I f you take i n t o account the c i t y ' s payment 

8 we are down t o 90 m i l l i o n ? 

9 A. No. You are down to 37. Because i t i s 18 

10 times f i v e . 

11 Q. $18 m i l l i o n times f i v e ? 

12 A. Yes. $18 m i l l i o n times f i v e would be 90 

13 m i l l i o n . 

14 Q- And then you went t o the generated c a p i t a l 

15 s t r u c t u r e , i s t h a t correct? 

16 A. Well, I went t o t a b l e 13, which i s the 

17 i n t e r n a l l y generated funds used f o r c a p i t a l p r o j e c t s , 

18 l i n e s i x . 

19 Q. And those amounts have already been approved? 

20 A. I don't know whether they have been approved or 

21 not. But those are the l e v e l of c a p i t a l improvements 

22 t h a t are i n PGW's f i v e year plan. 

23 MR. CLEARFIELD: That would be generated from 

24 i n t e r n a l funds? 

25 THE WITNESS: Right. 
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1 A c t u a l l y , the t o t a l c a p i t a l improvement 

2 expenditures are shown on l i n e nine. Line s i x only shows 

3 the p a r t t h a t i s paid f o r by i n t e r n a l l y generated funds. 

4 BY MR. SIMMS: 

5 Q. I understand t h a t . But do you know whether or 

6 not they have been approved? 

7 A. I don't know t h a t . 

8 Q. Now, what i s your understanding i n your r e p o r t 

9 as t o how the GCR costs, the gas costs, are resolved 

10 before the Commission? 

11 A. I guess I r e a l l y don't know what the procedure 

12 — are you asking me about the procedure? 

13 Q. Yes. 

14 A. My understanding of i t i s t h a t PGW has the 

15 a b i l i t y t o f i l e f o r a change i n i t s GCR on a q u a r t e r l y 

16 basis or more f r e q u e n t l y i f needed t o adjust i t s GCR to 

17 r e f l e c t , you know, ac t u a l costs or a c t u a l sales or a c t u a l 

18 c o n d i t i o n s -- a combination of a c t u a l and forecasted. 

19 Q. On a q u a r t e r l y basis? 

20 A. I believe t h a t the f i l i n g s are gene r a l l y made 

21 on a q u a r t e r l y basis but they can be made more f r e q u e n t l y 

22 than t h a t i f need be. I believe they have made them more 

23 f r e q u e n t l y than a q u a r t e r l y basis t h i s w i n t e r . 

24 Q. This past winter? Did you review any documents 

25 t o suggest that? 
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1 A . I don 11 know e x a c t l y what the dates were of 

2 those f i l i n g s . 

3 Q. Well, my question was whether or not you 

4 reviewed any documents t o r e f l e c t t h a t . 

5 A. Yes, I d i d . I reviewed the f i l i n g s but I don't 

6 r e c a l l the dates on those f i l i n g s . 

7 Q. You reviewed a f i l i n g t h a t suggested t h a t PGW 

8 made a f i l i n g before the Commission on a more frequent 

9 basis than q u a r t e r l y ? 

10 A. That i s my r e c o l l e c t i o n but t h a t may be i n 

11 e r r o r . 

12 Q. Do you know when PGW made i t s f i r s t GCR f i l i n g 

13 before the Commission? 

14 A . I be l i e v e i t was sometime l a s t summer. 

15 Q. Did your report conduct an analysis which shows 

16 the r e c e i p t and disbursement of funds f o r PGW on a 

17 monthly basis and show the l e v e l of cash remaining at 

18 year end? 

19 A. No. Our study was done on an annual basis. 

20 Q. So do you know assume h y p o t h e t i c a l l y t h a t 

21 the $44 m i l l i o n i s adopted by the Commission. You don't 

22 know the l e v e l of cash remaining at year end f o r t h a t 

23 f i g u r e ? 

24 A. I have not run the c a l c u l a t i o n s of a $44 

25 m i l l i o n number through our an a l y s i s . 

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



512 

1 Q. Do you know the l e v e l of cash remaining at year 

2 end based upon the Commission adopting a $53 m i l l i o n 

3 increase? 

A A. Yes, I do. 

5 Q. And t h a t i s set f o r t h i n what table? 

6 A. That would be t a b l e 17, l i n e 24. 

7 (Pause.) 

8 A. Did I say l i n e four? I meant l i n e 24. I'm 

9 sorr y . 

10 Q. And I would be c o r r e c t t h a t as you t e s t i f i e d 

11 e a r l i e r you don't know the r e c e i p t and disbursement of 

12 funds f o r PGW on a monthly basis using the $53 m i l l i o n ? 

13 A. Again, our analysis was done on an annual 

14 basis, not on a monthly basis. 

15 MR. SIMMS: That concludes my cross-examination, 

16 Your Honor. 

17 JUDGE FORDHAM: Let's take a ten minute break. 

18 (Recess.) 

19 JUDGE FORDHAM: Back on the record. 

20 Ms. McCloskey. 

21 MS. McCLOSKEY: Thank you, Your Honor 

22 CROSS-EXAMINATION 

23 BY MS. McCLOSKEY: 

24 Q. Good morning, Mr. S u l l i v a n . My name i s Tanya 

25 McCloskey. I am w i t h the O f f i c e of Consumer Advocate. 
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1 As the sponsor of the Black & Veatch report were 

2 you also the p r o j e c t manager f o r t h i s report? 

3 A. Yes. 

4 Q. And as the p r o j e c t manager d i d you have the 

5 f i n a l a u t h o r i t y on the r e p o r t ' s scope, f i n d i n g s , 

6 conclusions and recommendations? 

7 A. No, I w a s n ' t t h e f i n a l a u t h o r i t y . 

8 Q. Who was the f i n a l a u t h o r i t y ? 

9 A. The signer of the r e p o r t , Mr. Loos. 

10 Q. What i s Mr. Loos' p o s i t i o n or t i t l e ? 

11 A. He i s vice-president of Black & Veatch 

12 c o r p o r a t i o n . 

13 Q. Now, d i d PGW review a d r a f t or have any input 

14 i n t o the f i n a l f i n d i n g s , conclusions or recommendations 

15 of t h i s report? 

16 A. Yes. We had working group meetings where 

17 d r a f t s of t h i s r e p o r t were reviewed and discussed. 

18 JUDGE FORDHAM: Mr. S u l l i v a n , would you keep your 

19 voice up? 

20 THE WITNESS: Okay. I'm sorr y . 

21 JUDGE FORDHAM: I t ' s a l i t t l e d i f f i c u l t t o hear. 

22 Thank you. 

23 BY MS. McCLOSKEY: 

24 Q. Now, how many previous repo r t s of t h i s type 

25 have you been p r o j e c t manager f o r or sponsored or behalf 
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1 of u t i l i t i e s ? 

2 A. This i s the f i r s t time I have a c t u a l l y 

3 sponsored a bond r e p o r t . As I said e a r l i e r , the vast 

4 m a j o r i t y of the r e p o r t s t h a t I do f o r municipal systems 

5 include a revenue requirement c a l c u l a t i o n t h a t i s 

6 comparable t o what i s i n t h i s r e p o r t . Most municipal 

7 systems aren't regulated by a p u b l i c u t i l i t y commission 

8 so there i s n ' t any need t o t e s t i f y w i t h regard t o those 

9 r e p o r t s . 

10 Q. I f you could look at your resume attached as 

11 E x h i b i t TJS-1, you provide a l i s t i n g of your p r i o r 

12 experience. I s i t c o r r e c t t h a t the bulk of your work has 

13 been on r a t e design, class cost of service and 

14 d e p r e c i a t i o n studies? 

15 A. Yes. I would say i t was more than 50 percent. 

16 Q. And what percentage of your work has involved 

17 gas d i s t r i b u t i o n companies? 

18 A. Again, i t i s probably more than 50 percent. I t 

19 i s probably something l i k e 60. 

20 Q. Mr. S u l l i v a n , would you agree w i t h me t h a t the 

21 engineering r e p o r t i s s i m i l a r to a due d i l i g e n c e r e p o r t 

22 f o r i n v e s t o r s who might lend t o PGW? 

23 A. Really, I would not know the answer to t h a t . 

24 Q. Were you here t h i s morning when Ms. Bisgaier 

25 said t h a t t h i s r e p o r t w i l l be provided w i t h the bond 
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1 issuance? 

2 A- Yes. I t i s an attachment t o the POS. 

3 Q- And t h a t i n v e s t o r s w i l l r e l y on t h i s report? 

4 A. Yes. 

5 MR. CLEARFIELD: What i s the POS? 

6 THE WITNESS: Preliminary o f f i c i a l statement. 

7 BY MS. McCLOSKEY: 

8 Q. Now, i n developing these types of report s f o r 

9 bond issuances i s i t customary t o make a revenue 

10 requirement recommendation as you have here? 

11 A. Yes. Within the re p o r t we have t o make some 

12 s o r t of a forecast of revenues and i f the e x i s t i n g r a t e 

13 revenues are i n s u f f i c i e n t t o meet a l l of the revenue 

14 requirements i t i s common t o make an assumption w i t h 

15 regard t o what l e v e l of r a t e increase i s needed t o 

16 generate s u f f i c i e n t revenues t o cover a l l the revenue 

17 requirements. 

18 Q. Did you review the p r i o r Stone & Webster 

19 r e p o r t s t h a t were issued w i t h the p r i o r bond issuances by 

20 PGW? 

21 A. I believe the one I reviewed was the one j u s t 

22 p r i o r t o t h i s current bond issue. 

23 Q. And d i d t h a t contain a revenue requirement 

24 recommendation as you made here? 

25 A. I don't r e c a l l . 
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1 Q. Now, l e t ' s t u r n t o your revenue requirement 

2 recommendation of $53 m i l l i o n . At page two of your 

3 testimony and i n your study you r e f e r t o t h i s o f t e n as a 

4 l e v e l i z e d amount of $53 m i l l i o n . I s t h a t d i f f e r e n t from 

5 an annual increase of $53 m i l l i o n ? 

6 A. Well, your question kind of mixes i t . The $53 

7 m i l l i o n i s not a revenue requirement. That i s the amount 

8 of the increase i n revenues needed t o meet the revenue 

9 requirement. 

10 Q. Okay. But when you t a l k about i t as a $53 

11 m i l l i o n l e v e l i z e d amount, i s t h a t the same as an annual 

12 increase amount? 

13 A. Yes. That i s $53 m i l l i o n per year over the 

14 f i v e year period t h a t we looked a t . 

15 Q. So under your analysis i f the company was 

16 provided $53 m i l l i o n i n t h i s case, assuming a l l other 

17 assumptions i n your study remain the same, they w i l l not 

18 r e q u i r e a f u r t h e r increase u n t i l 2006, correct? 

19 A. Well, we do not have an assumption w i t h regard 

20 t o anything -- i t would have t o be a f t e r 2006. 

21 Q. Correct. A f t e r 2006. 

22 A. The assumption i s -- i f a l l of the other 

23 assumptions i n the r e p o r t hold t r u e and they receive $53 

24 m i l l i o n i n r a t e r e l i e f then the assumption i s t h a t no 

25 a d d i t i o n a l r a t e r e l i e f f o r purposes of t h i s r e p o r t i s 
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necessary. 

Q. Also on page B-44 of the re p o r t — and I 

believe you discussed t h i s a l i t t l e b i t w i t h Mr. Simms 

you l i s t the four items t h a t the $53 m i l l i o n increase 

w i l l allow the company t o do: pay down i t s commercial 

paper, fund c a p i t a l expenditures, e s t a b l i s h working 

c a p i t a l and repay the c i t y loan. Do you see that? 

A. What i t r e a l l y says i s t h i s l e v e l of r a t e 

r e l i e f w i l l also enable PGW t o do these items. 

Q. Okay. Correct. 

So i t i s accurate, then, t o say t h a t the $53 

m i l l i o n increase would meet the current budget needs and 

provide earnings t o be appli e d t o these c a p i t a l needs i n 

t h i s f u t u r e period? 

A. I'm not sure I ex a c t l y understand your 

question. I mean, you used the word c a p i t a l . You are 

kind of interchanging terms there so I'm not sure e x a c t l y 

what you are asking. 

Q. I t ' s accurate, then, t o say t h a t the $53 

m i l l i o n w i l l meet the current budget needs and i t w i l l 

meet earnings t o pay down the commercial paper, fund the 

c a p i t a l expenditures, e s t a b l i s h working c a p i t a l and repay 

the c i t y loan i n t h i s f u t u r e period between 2002 and 

2006? 

A. Well, as the r e p o r t s t a t e s , the $53 m i l l i o n 
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1 l e v e l i s necessary f o r PGW t o comply w i t h i t s bond 

2 ordinance covenants i n c l u d i n g i t s covenant t o pay 

3 operating expenses and debt service i n f u l l when due, t o 

4 continuously operate and maintain the system i n good 

5 c o n d i t i o n , t o pay a l l c i t y charges i n c l u d i n g the annual 

6 base payment to the c i t y and t o achieve the coverage 

7 required by the r a t e covenants. This l e v e l of r a t e 

8 r e l i e f w i l l also enable PGW t o do the four items t h a t are 

9 l i s t e d there. That i s what the $53 m i l l i o n does. 

10 Q. S o t h e 18 m i l l i o n c i t y payment i s also included 

11 i n your $53 m i l l i o n increase amount? 

12 A. I t i s included i n the revenue requirement. 

13 Q. Now, on page four of your testimony and I 

14 b e l i e v e also i n your r e p o r t you s t a t e t h a t you used the 

15 cashflow method f o r c a l c u l a t i n g t h i s revenue requirement. 

16 Was the d e f i n i t i o n and operation of t h i s method provided 

17 t o you by the company? 

18 A. Not necessarily. As I stated e a r l i e r i n my 

19 testimony, the cashflow method i s -- there i s nothing 

20 e x t r a o r d i n a r y about the method t h a t i s i n t h i s r e p o r t . 

21 That i s the method t h a t we would use i n v i r t u a l l y any 

22 study t h a t we would do f o r a municipal system. But we 

23 d i d receive input from, you know, the bond working group 

24 w i t h regard t o , you know, any s p e c i f i c s w i t h regard t o 

25 what t h a t means w i t h regard t o PGW. 
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1 Q. And I assume, Mr. S u l l i v a n , you are not a 

2 lawyer, i s t h a t correct? 

3 A. No, I'm not a lawyer. 

A Q. And you are not o f f e r i n g the engineering r e p o r t 

5 as a l e g a l i n t e r p r e t a t i o n of the act or of any of the 

6 agreements under which PGW operates, i s t h a t correct? 

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

8 Q. Now, you stated a moment ago and I believe i n 

9 your r e j oinder t h a t t h i s i s a revenue requirement t h a t 

10 you use w i t h other municipal companies. Now, are you 

11 f a m i l i a r i n r e g u l a t i o n w i t h the concept of the h i s t o r i c 

12 and the f u t u r e t e s t years? 

13 A. With regard to regulated investor-owned 

14 u t i l i t i e s , yes. 

15 Q. Are you f a m i l i a r t h a t t h a t covers e s s e n t i a l l y a 

16 two year time period, one year of past year and one year 

17 of forward lo o k i n g f o r the f u t u r e t e s t year? 

18 A. I t could. I t may not. I t may invol v e many 

19 years. 

20 Q. Are you f a m i l i a r w i t h r e g u l a t i o n i n 

21 Pennsylvania and the d e f i n i t i o n of the term f u t u r e t e s t 

22 year i n Pennsylvania? 

23 A. No, I'm not. 

24 Q. Now, I would l i k e t o t u r n t o page B-56 of your 

25 study. I n paragraph four where you are t a l k i n g about 
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1 your 53 m i l l i o n per year i n permanent base ra t e increase 

2 you have a p a r e n t h e t i c a l note and I'm not sure I 

3 understand i t . I want t o t r y and clea r t h a t up. 

4 There you say the 53 m i l l i o n i s t o be compared t o 

5 the r a t e l e v e l s e x i s t i n g before the implementation of the 

6 i n t e r i m r a t e increase. Do you see that? 

7 A. Yes. 

8 Q. I f we compared your recommendation to the ra t e 

9 l e v e l s a f t e r the increase w i t h the rates l e v e l s t h a t are 

10 i n existence today, i s your recommendation f o r an 

11 incremental amount of 35 m i l l i o n , which i s e s s e n t i a l l y 

12 your 53 m i l l i o n minus the 11 m i l l i o n t h a t was implemented 

13 i n March minus the seven m i l l i o n of bad debt expense t h a t 

14 the company was allowed t o r e t a i n ? 

15 A. That number was not derived on an incremental 

16 basis. The $18 m i l l i o n was s t r i c t l y l i m i t e d t o the 

17 f i s c a l year 2001 and then 53 m i l l i o n -- I guess we d i d n ' t 

18 r e a l l y t h i n k of i t i n terms of d i r e c t l y comparing i t t o 

19 the 18 m i l l i o n . 

20 Q. Well, l e t ' s look at t a b l e 17, then, which i s 

21 j u s t back on page B-54. There, f o r example, i n 2001 you 

22 show an ending cash balance of 425,000. And t h a t number 

23 does not include the $11 m i l l i o n i n t e r i m base ra t e 

24 increase and the $7 m i l l i o n bad debt expense increase 

25 t h a t has now been put i n t o e f f e c t ? 
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1 A. Yes, i t does. 

2 Q. I t does? 

3 A. Yes. 

4 Q. And where d i d you include that? 

5 A. I t i s included i n several places. I t w i l l be 

6 i n t a b l e 16, l i n e seven. That i s probably the most 

7 d i r e c t answer t o your question. 

8 Q. Do you know i f your ending cash balance of 

9 $425,000 d i f f e r s from the company's p r o j ected ending cash 

10 balance i n t h i s case? 

11 A. I'm not sure what number you are r e f e r r i n g t o 

12 as f a r as the company number. 

13 Q. The company's number e i t h e r based on current 

14 rates or on i t s p r o j e c t e d r a t e s . 

15 A. I don't know what t h a t number i s . 

16 Q. You don't know what t h a t i s . Okay. 

17 Now, i f you could t u r n t o page two of your 

18 testimony, and i t also appears i n your r e p o r t , l i n e 14. 

19 A. Okay. I am there. 

20 Q. You st a t e t h a t PGW i s competently managed. 

21 When you are using t h a t term competently managed are you 

22 r e f e r r i n g t o the current management of PGW when you make 

23 t h a t statement? 

24 A. Yes. That i s only management we are f a m i l i a r 

25 w i t h . 
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1 Q. And t h i s comment i s not intended t o address any 

2 past management of PGW, i s t h a t correct? 

3 A. No. I t i s intended t o address the current 

A going forward. 

5 Q. Are you aware t h a t the o f f i c e r s t h a t are 

6 c u r r e n t l y serving are serving i n a temporary capacity? 

7 A. Yes. That i s st a t e d i n the r e p o r t . 

8 Q. And you assume t h a t the Philadelphia F a c i l i t i e s 

9 Management Corporation w i l l appoint s i m i l a r l y q u a l i f i e d 

10 i n d i v i d u a l s i n your r e p o r t , do you not? 

11 A. Yes. 

12 Q. Now, looki n g at the study at pages B-4 and B-5 

13 you discuss the o f f i c e r s t h a t the Philadelphia F a c i l i t i e s 

14 Management Corporation i s t o appoint f o r the operation of 

15 PGW. I n your analysis d i d you review any e f f o r t s by PFMC 

16 t o appoint permanent o f f i c e r s ? 

17 A. I can't r e c a l l anything s p e c i f i c l y we would 

18 have looked at w i t h regard t o other than the 

19 commitments t h a t they had made t o do t h a t . 

20 Q. And d i d you review PFMC's past procedures f o r 

21 appointing o f f i c e r s ? 

22 A. No, I pers o n a l l y d i d not. 

23 Q. Now, you also s t a t e i n your testimony and the 

24 r e p o r t t h a t PGW has met a l l r e g u l a t o r y requirements. I n 

25 developing your r e p o r t d i d your f i r m conduct an 
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1 independent a p p r a i s a l of PGW's customer service? 

2 A. I n what regard? We evaluated the systems t h a t 

3 were i n place. 

4 MR. CLEARFIELD: Keep your voice up, please. 

5 THE WITNESS: I'm sorry. 

6 A. We evaluated, f o r example, the BCCS system and 

7 interviewed people who were responsible f o r t h a t . 

8 BY MS. McCLOSKEY: 

9 Q. Did you independently measure thi n g s such as 

10 abandonment phone rates or response times f o r the c a l l 

11 center? 

12 A. That i n f o r m a t i o n was a v a i l a b l e i n documents 

13 t h a t we read. 

14 Q. I'm sorry. The question i s d i d your company 

15 independently measure --

16 A. Oh, no. No, we d i d n ' t . 

17 Q. Did you review the management a u d i t conducted 

18 by the PUC? 

19 A. Yes. 

20 Q. And are you aware t h a t the management a u d i t 

21 concluded t h a t PGW's customer service i s among the worst 

22 i n the industry? 

23 MR. CLEARFIELD: Objection. That i s a 

24 m i s c h a r a c t e r i z a t i o n . The a u d i t says t h a t as measured by 

25 c e r t a i n i n d i c e s i t i s the among worst. I can r e f e r you 
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1 t o the page. 

2 BY MS. McCLOSKEY: 

3 Q. I t i s i n t h e a u d i t i n chapter e i g h t , page 

4 seven. I w i l l read the whole quote. 

5 Are you aware t h a t i t makes the f i n d i n g t h a t PGW's 

6 l e v e l of service as measured by abandonment phone rates 

7 and response time of the c a l l center i s one of the worst 

8 i n the industry? 

9 A. Well, as you j u s t read i t t o me I am aware of 

10 i t . 

11 Q. Did you review any company reports on the c a l l 

12 center such as the Vanguard report? 

13 A. I personally d i d not. There were other people 

14 working w i t h me t h a t may have. 

15 Q. But you are not sure whether they have reviewed 

16 those reports? 

17 A. I'm not sure. 

18 Q. And d i d you seek t o ob t a i n any independent 

19 i n f o r m a t i o n on whether the c a l l center problem i d e n t i f i e d 

20 i n the management audit has been remedied? 

21 A. Let me r e f e r you t o what i s addressed i n our 

22 r e p o r t . 

23 JUDGE FORDHAM: W i l l you keep your voice up? 

24 THE WITNESS: I'm sorry. 

25 JUDGE FORDHAM: Which section? 
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1 THE WITNESS: I am going t o f i n d i t i n the r e p o r t . 

2 JUDGE FORDHAM: Okay. 

3 {Witness perusing document.} 

A A. Can I get you t o r e s t a t e your question f o r me? 

5 BY MS. McCLOSKEY: 

6 Q. The question was do you have any independent 

7 i n f o r m a t i o n t h a t the c a l l center problems t h a t were 

8 i d e n t i f i e d i n the management au d i t have been remedied 

9 between the time of the management au d i t and your report? 

10 A. The secti o n where we discuss t h i s i s on page 

11 B-36 of the r e p o r t . And I believe t h a t f a i r l y a c curately 

12 describes, short of me reading i t t o you, t h a t f a i r l y 

13 accurately describes our f i n d i n g s w i t h regard t o the 

14 BCCS. 

15 Q. Okay. 

16 A. And i t c a r r i e s over on t o page B-37. 

17 Q. Now, i f you could t u r n t o t a b l e B-32 -- page 

18 B-32 — t a b l e seven. 

19 A. Okay. 

20 Q. There you provide a l i s t i n g of monthly b i l l s of 

21 customers using 20 Mcf of gas per month. F i r s t of a l l , 

22 could you t e l l us whether i n c a l c u l a t i n g these monthly 

23 b i l l s you have included customer charge, d e l i v e r y charges 

24 and commodity charges? I s t h a t correct? 

25 A. The i n t e n t of t h a t i s i n c l u d i n g a l l charges 
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1 t h a t would be ap p l i c a b l e . I n other words, t h a t i s a 

2 t o t a l b i l l . 

3 Q. So you would then have included r e c o n c i l i a t i o n 

4 f a c t o r s and t r a n s i t i o n surcharges? 

5 A. I believe t h a t there were t r a n s i t i o n surcharges 

6 i n some of those numbers. 

7 Q. And were they based on t a r i f f e d rates at a 

8 s p e c i f i c date, a s p e c i f i c p o i n t i n time? 

9 A. Well, obviously they were but they may not have 

10 been based on rates t h a t were adopted at the same time 

11 f o r each u t i l i t y . These were the rates i n e f f e c t at the 

12 time we d i d t h i s r e p o r t . 

13 Q. And what was the date on which you d i d the 

14 r e p o r t or the c a l c u l a t i o n s ? 

15 A. Well, the date of the r e p o r t i s A p r i l 24. 

16 These c a l c u l a t i o n s were probably done, you know, roughly 

17 a month before t h a t . 

18 Q. Now, f o r PGW the $239.32 monthly b i l l does not 

19 include, or does i t include, the $11 m i l l i o n i n t e r i m base 

20 r a t e increase? 

21 A. I t does include the i n t e r i m r a t e increase. 

22 Q. But i t does not include your $53 m i l l i o n 

23 increase recommendation, i s t h a t correct? 

24 A. That's c o r r e c t . I t includes the current r a t e 

25 at the time we d i d the study. 
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1 Q. I f we included your recommended increase what 

2 would be the approximate increases i n the monthly b a i l 

3 f o r PGW? 

4 A. Well, f i r s t of a l l , I probably would not have 

5 included t h a t because t h a t would be an apples and oranges 

6 comparison. Because I would be drawing a rat e out i n t o 

7 the f u t u r e t h a t does not e x i s t whereas i t i s conceivable 

8 t h a t you would have to update a l l the numbers i f I d i d 

9 t h a t . 

10 Q. Do you know i f any of these other companies 

11 have a pending base ra t e case? 

12 A. That would be a f f e c t e d by more than j u s t the 

13 base rates increase. I t would be a GCR r e c o n c i l i a t i o n or 

14 anything else. 

15 Q. Well, t h a t wasn't my question. My question was 

16 do you whether any of these companies have a pending base 

17 r a t e increase before the Pennsylvania Public U t i l i t y 

18 Commission? 

19 A. I don't know t h a t . 

20 Q. But i f you d i d include the base r a t e increase 

21 f o r Philadelphia Gas Works the increase would be 

22 approximately ten percent higher? 

23 A. Again, i f I was doing t a b l e seven I would not 

24 include t h a t because I would not be comparing apples t o 

25 apples. 
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1 Q. Mr. S u l l i v a n , assuming a l l else i s equal and 

2 assuming t h a t none of the GCRs change and we hold a l l the 

3 GCRs equal, t o include your $53 m i l l i o n r a t e increase, 

4 t h a t would be at l e a s t a ten percent higher b i l l f o r the 

5 PGC customers, i s n ' t t h a t correct? 

6 A. I can't say t h a t . 

7 MR. CLEARFIELD: Just on a mathematical basis? 

8 MS. McCLOSKEY: Just on a mathematical basis. 

9 BY MS. McCLOSKEY: 

10 Q. You are recommending a ten percent r a t e 

11 increase, i s n ' t t h a t r i g h t ? Or more? 

12 A. Well, i t depends on how you measure ten 

13 percent. I mean, the $53 m i l l i o n i s less than ten 

14 percent of the revenues. 

15 Q. I n the base ra t e s . 

16 A. I r e a l l y have not computed what t h a t number i s . 

17 Q. And can you t e l l us why you used 20 Mcf per 

18 month of gas f o r a r e s i d e n t i a l customer? 

19 A. That was our estimate of, you know, what the 

20 t y p i c a l peak month would be f o r a r e s i d e n t i a l customer. 

21 Q. That i s not meant r e a l l y , then, t o be an 

22 average or an annualized monthly b i l l f o r a r e s i d e n t i a l 

23 customer? 

24 A. I t i s intended t o be a t y p i c a l b i l l t h a t could 

25 be expected during the high use months i n the w i n t e r . 
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1 Q. But not each month of every year? 

2 A. No. 

3 Q. Now, at page B-57, paragraph number f i v e , you 

4 i n d i c a t e there t h a t you assume t h a t rates i n 2003 w i l l 

5 allow PGW t o assign capacity or c o l l e c t stranded costs. 

6 Did you review the Natural Gas Act i n Pennsylvania f o r 

7 p r o v i s i o n s regarding the recovery of stranded cost? 

8 A. No. 

9 MS. McCLOSKEY: Thank you very much, Mr. S u l l i v a n . 

10 That i s a l l I have. 

11 JUDGE FORDHAM: Mr. Be r t o c c i . 

12 CROSS-EXAMINATION 

13 BY MR. BERTOCCI: 

14 Q. Good morning, Mr. S u l l i v a n . 

15 A. Good morning. 

16 Q. My name i s P h i l i p B e r t o c c i . I represent 

17 several consumer organizations. 

18 This i s the f i r s t time t h a t Black & Veatch has made 

19 an engineering r e p o r t f o r a PGW bond issue, i s n ' t t h a t 

20 r i g h t ? 

21 A. Yes, t h a t i s t r u e . 

22 Q. But i t i s t r u e also t h a t the C i t y of 

23 Philadelphia i s a longstanding c l i e n t of Black & Veatch 

24 i n t h a t Black & Veatch has represented the water 

25 department or has provided r e p o r t s f o r the water 
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1 department since 1972? 

2 A. I believe t h a t i s stated i n our r e p o r t . 

3 Q. B-2. Page B-2. 

4 A. I j u s t w a s n ' t sure o f t h e date. 

5 MR. CLEARFIELD: I f i t i s i n the r e p o r t . Your 

6 Honor, i t i s already i n the record. 

7 (Witness perusing document.) 

8 A. Okay. 1972. That i s what i t says i n the 

9 r e p o r t . 

10 BY MR. BERTOCCI: 

11 Q. I want t o r e f e r you, again, t o page B-44. That 

12 seems t o be a f a v o r i t e page. 

13 I n the f i r s t l i n e you say the 53 m i l l i o n l e v e l i z e d 

14 annual increase i n base rates assumed i n t h i s r e p o r t i s 

15 predicated on balancing several considerations. I s n ' t i t 

16 t r u e there i s no mention made there of balancing consumer 

17 i n t e r e s t s against the i n t e r e s t s of the company? 

18 A. That r e a l l y was not w i t h i n the scope of our 

19 r e p o r t , I don't b e l i e v e , d i r e c t l y . I mean, i n the 

20 r e p o r t , the t a b l e t h a t we j u s t discussed, the l e v e l of 

21 rates obviously i s a consideration i n t h i s r e p o r t and how 

22 PGW compares to other u t i l i t i e s i s an element of t h i s 

23 r e p o r t . That, you know, analysis t h a t i s contained i n 

24 the r e p o r t d i d n ' t h i g h l i g h t anything t o be concerned w i t h 

25 w i t h regard t o the l e v e l of rates t h a t PGW charges 
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1 r e l a t i v e t o other Pennsylvania u t i l i t i e s . So i n t h a t 

2 sense t h a t was our focus of t h i s r e p o r t . 

3 Q. And also nothing t o be concerned w i t h 

4 concerning the l e v e l of service t h a t PGW has been 

5 p r o v i d i n g t o customers? 

6 A. Well, again, I w i l l r e f e r t o our discussion 

7 e a r l i e r , t h a t i f you are r e f e r r i n g t o the BCCS system 

8 t h a t was an element of what we discussed w i t h the company 

9 personnel. 

10 Q. And you also r e a l l y d i d n ' t consider how PGW got 

11 i t s e l f i n t o a s i t u a t i o n where p a r t of i t s plan, a 

12 s u b s t a n t i a l p a r t of t h i s r a t e increase, would go to 

13 paying down short-term and long-term debt? 

14 A. The focus of our rep o r t was on the present 

15 going forward. 

16 Q. Just t o be sure, i s i t your p o s i t i o n t h a t the 

17 c i t y w i l l be i n t e c h n i c a l d e f a u l t on i t s bonds i f i t does 

18 not make the $18 m i l l i o n c i t y payment i n any p a r t i c u l a r 

19 year? 

20 A. You know, I'm not -- you are asking me t o make 

21 a l e g a l opinion, I be l i e v e , and I can't make t h a t w i t h 

22 regard t o t e c h n i c a l d e f a u l t . I don't know the answer t o 

23 t h a t . 

24 Q. I n looking at the requirements here, you are 

25 r e a l l y not d i s t i n q u i s h i n g between those requirements 
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1 which are r e l a t e d t o meeting debt service coverage and 

2 requirements t h a t have t o do w i t h the company's f i n a n c i a l 

3 o b j e c t i v e s as expressed t o you, i s t h a t f a i r ? 

4 A. A l l of the thi n g s t h a t we considered are 

5 i d e n t i f i e d on page B-44. And t h a t includes, you know, a 

6 couple of the items t h a t you mentioned. I f you would 

7 l i k e I w i l l repeat what i s on page B-44. 

8 Q- What I was r e a l l y asking was you are saying 

9 these are a l l requirements but you have not made an 

10 e f f o r t t o break down those requirements which are bond 

11 coverage r e l a t e d and requirements which have been 

12 expressed t o you by the company as thin g s t h a t they would 

13 l i k e t o do over the next f i v e years which are not bond 

14 r e l a t e d or not -- do not e n t a i l -- where a f a i l u r e t o 

15 comply w i t h some of these a r t i c u l a t e d requirements would 

16 not necessarily lead t o a d e f a u l t on the bonds. 

17 A. I guess I r e a l l y don't understand what your 

18 question i s . 

19 Q. Let's t r y i t one more time. The $18 m i l l i o n 

20 c i t y payment has been expressed t o you by PGW as a 

21 requirement, r i g h t ? 

22 A. We have included i t as a revenue requirement, 

23 yes. 

24 Q. And i f i t was not a revenue requirement would 

25 you s t i l l be recommending a $53 m i l l i o n -- would you 
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1 s t i l l be assuming -- because t h a t i s what you are doing, 

2 you are assuming? 

3 A. Yes. We have defined revenue requirement i n 

4 t h i s r e p o r t . The $18 m i l l i o n payment i s an element of 

5 t h a t . 

6 MR. BERTOCCI: Okay. I have no more questions. 

7 Thank you very much. 

8 JUDGE FORDHAM: Does anyone else have any questions 

9 f o r t h i s witness? 

10 (No audible response.) 

11 JUDGE FORDHAM: Any r e d i r e c t ? 

12 MR. CLEARFIELD: Could I have perhaps j u s t a moment 

13 t o confer, Your Honor? 

14 JUDGE FORDHAM: Yes. 

15 (Pause.) 

16 JUDGE FORDHAM: We are back on the record. 

17 I d i d have one question before we go t o r e d i r e c t . 

18 On page two of the r e p o r t , Mr. S u l l i v a n , at the top 

19 you i n d i c a t e d t h a t the r e p o r t was based on review of the 

20 books and records and customer and f i n a n c i a l p r o j e c t i o n s 

21 and other m a t e r i a l s supplied by PGW. Then the next 

22 sentence says while Black & Veatch considers such 

23 m a t e r i a l s t o be r e l i a b l e we have not v e r i f i e d the 

24 accuracy of those documents. I believe Ms. McCloskey 

25 touched a l i t t l e b i t on t h i s when she asked you d i d you 
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1 do independent analysis of the BCCS system. Could you 

2 ex p l a i n what documents you r e l i e d on and how you 

3 determined whether they were r e l i a b l e or not? 

4 THE WITNESS: Yes. There are several instances. 

5 One of the primary documents was the company's f i l i n g , 

6 i n i t i a l f i l i n g , i n t h i s case and workpapers t h a t the 

7 company developed i n preparing t h a t f i l i n g . I f you would 

8 l i k e l c a n g o through the whole t h i n g or I can give you 

9 an example. 

10 JUDGE FORDHAM: Just give me an example. 

11 THE WITNESS: Okay. With regard t o sales, revenues 

12 and number of customers, which b a s i c a l l y feeds the 

13 revenue forecast of t h i s , we looked at the d e t a i l e d 

14 computer runs t h a t the company develops t h a t p r o j e c t s 

15 t h a t and d i d some of our own independent analyses. We 

16 d i d weather normalization adjustments, we d i d some 

17 s t a t i s t i c a l and regression analyses, t o t e s t the 

18 reasonableness of t h a t l e v e l of normalized sales and also 

19 t o t e s t the l e v e l of revenues against the t a r i f f e d rates 

20 t o determine whether we believed t h a t t h a t l e v e l of 

21 revenue they were f o r e c a s t i n g was reasonable. 

22 So i n a sense we used company data but i n c e r t a i n 

23 instances we would have done independent analyses t o t e s t 

24 whether, you know, f i g u r e s were — where we d i f f e r e d . 

25 And there were some instances where we d i d change some 
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1 t h i n g s . S p e c i f i c a l l y w i t h regard t o the sales revenue 

2 fo r e c a s t , we made a change i n the re p o r t t h a t you won't 

3 see i n anything t h a t PGW f i l e d w i t h regard t o the growth 

4 adjustment t h a t they have l a t e r i n the period. We 

5 included some c a p i t a l costs associated w i t h promotion 

6 t h a t they would need t o incur i n order t o get new 

7 customers t o connect t o the system independent of what 

8 they were c u r r e n t l y doing. 

9 So depending on which issue you are t a l k i n g about, 

10 you know, there was independent checking and analyses of, 

11 you know, company documents. But obviously the s t a r t i n g 

12 place f o r what we do was company i n f o r m a t i o n . I mean, 

13 t h a t i s t y p i c a l i n any r a t e study or bond study t h a t we 

14 would do, t o use the books and records of the company. 

15 JUDGE FORDHAM: Does anyone else have any cross on 

16 that? 

17 MS. McCLOSKEY: No, Your Honor. 

18 REDIRECT EXAMINATION 

19 BY MR. CLEARFIELD: 

20 Q. Just so i t i s c l e a r , why was t h i s study done 

21 i n i t i a l l y ? 

22 A. Well, t h i s study, when we were i n i t i a l l y 

23 contacted was t o provide the engineers r e p o r t t h a t would 

24 be an attachment t o the POS. 

25 Q. So was i t done f o r the r a t e case? 
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1 A. No. 

2 Q. On page B-32 of your re p o r t you have the 

3 comparisons, as i t says i n the r e p o r t , of t y p i c a l peak 

4 win t e r month r e s i d e n t i a l b i l l s . Ms. McCloskey asked you 

5 some questions about t h a t . I f you were going t o r e s t a t e 

6 these l e v e l s f o r a period a f t e r t h i s r a t e increase i s 

7 going t o be voted on by the PUC would you j u s t look at 

8 the base r a t e increase t h a t the Commission would award or 

9 t h a t you were assuming? 

10 A. No, I mean, because a s i g n i f i c a n t p a r t of the 

11 d o l l a r s i n t h i s are gas costs and GCR r e l a t e d costs. So 

12 obviously I would — I am looki n g at a r a t e t h a t would be 

13 i n e f f e c t -- assumed i n t h i s r e p o r t i t would take e f f e c t 

14 i n f i s c a l year 2002. So I would have t o look at some 

15 estimate of what the f u t u r e GCR i s f o r Phil a d e l p h i a Gas 

16 Works and to the extent t h a t other i n f o r m a t i o n i s 

17 a v a i l a b l e on these other companies I would make t h a t 

18 adjustment as w e l l . 

19 Q. I f you considered the base ra t e increase t h a t 

20 you are assuming and also PGW's r e c e n t l y f i l e d GCR 

21 increase do you know i f t h i s t y p i c a l r e s i d e n t i a l b i l l 

22 would go up or down v i s - a - v i s what i s on the sheet? 

23 A. Well, i t could go e i t h e r way depending on the 

24 magnitude of the GCR. I f the GCR c a l c u l a t i o n was more 

25 than, you know, the ten percent number, or whatever she 
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1 quoted, i t would go down. 

2 Q. Mr. Bertocci asked you some questions about the 

3 items t h a t are on B-44 and he characterized them as items 

4 t h a t PGW said they would l i k e t o do. I s t h a t a f a i r 

5 c h a r a c t e r i z a t i o n ? 

6 A. Well, l i k e implies kind of random, you know, 

7 w i s h f u l kinds of th i n g s . These r e f l e c t , you know, i n p u t 

8 -- p r i m a r i l y the items one through four we r e l i e d h e a v i l y 

9 on input from the working group t h a t was part of the bond 

10 study w i t h regard t o , you know, acceptable schedules, f o r 

11 example, w i t h regard t o the payment of the commercial 

12 paper. While the i n d i v i d u a l numbers i n our r e p o r t year 

13 by year we determined, we determined them consistent 

14 w i t h , you know, the i n p u t t h a t we got from the working 

15 group. I n other words the bond underwriters, 

16 Ms. Bisgaier, Ms. Stern and people l i k e t h a t , w i t h regard 

17 t o what they thought was a reasonable schedule or per i o d 

18 of time w i t h regard t o repayment of t h a t commercial 

19 paper. So the input was a broader group than j u s t PGW. 

2 0 Q. On page two of your testimony you summarize the 

21 conclusion you have i n the r e p o r t t h a t PGW i s competently 

22 managed and operated -- i s a competently managed and 

23 operated gas u t i l i t y . How do you r e c o n c i l e t h a t 

24 conclusion w i t h the f i n d i n g i n the management audit t h a t 

25 w i l l be put i n the record s h o r t l y t h a t PGW's l e v e l of 
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1 service as measured by abandonment phone rates and 

2 response times of the c a l l center i s one of the worst i n 

3 the industry? 

4 A. Well, while the c a l l center i s an important 

5 item r e l a t i v e t o other t h i n g s t h a t we looked at i t ' s not 

6 on the same l e v e l as operating and maintaining the 

7 system. I am t a l k i n g about the pipes i n the system i n a 

8 safe and r e l i a b l e manner and having gas supply a v a i l a b l e 

9 t o meet the demands of the customers. I n the context of 

10 our rep o r t t h a t i s the c r i t i c a l c o n s i d e r a t i o n t h a t we 

11 were addressing i n our r e p o r t , not the s p e c i f i c s of 

12 i n d i v i d u a l , you know, smaller items w i t h i n the company, 

13 you know, w i t h regard t o customer service, f o r example. 

14 MR. CLEARFIELD: That's a l l . 

15 JUDGE FORDHAM: Anything? 

16 MS. McCLOSKEY: Yes. 

17 RECROSS-EXAMINATION 

18 BY MS. McCLOSKEY: 

19 Q. Just one question on your l a s t statement. 

20 You said your focus was more on maintaining the 

21 pipes and system gas supply. Did you review the 

22 company's mains replacement program and Navigant 

23 Consulting study concerning the mains replacement 

24 program? 

25 A. Yes, we d i d . 
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1 Q. Did you agree w i t h the conclusion there t h a t 

2 the company needed t o increase i t s mains replacement 

3 program from i t s h i s t o r i c l e v e l s t o a l e v e l approximating 

4 one percent? 

5 A. We found the recommendations i n t h a t r e p o r t t o 

6 be reasonable. 

7 MS. McCLOSKEY: Thank you. Your Honor. That i s a l l 

8 I have. 

9 JUDGE FORDHAM: Mr. Be r t o c c i . 

10 MR. BERTOCCI: Thank you. Your Honor. I j u s t have 

11 one question. 

12 RECROSS-EXAMINATION 

13 BY MR. BERTOCCI: 

14 Q. Getting back t o those four items t h a t were 

15 enumerated on B-44, you said you t a l k e d t o the bond 

16 working group and other bond people about these. Are you 

17 implying t h a t i f PGW d i d not do these t h i n g s t h a t they 

18 would be i n v i o l a t i o n of some bond covenant? 

19 A. I'm not sure t h a t I am s p e c i f i c a l l y addressing, 

20 quote, unquote, the bond covenant here. I n other words, 

21 i n the sense of our r e p o r t , these were items t h a t are 

22 elements of the revenue requirement t h a t i s included i n 

23 t h i s r e p o r t , and those are reasonable items i n our 

24 opinion t o include i n a revenue requirement study f o r a 

25 municipal system. I mean, there i s nothing p a r t i c u l a r l y 
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1 outstanding or unique about any of those assumptions. 

2 The absolute l e v e l s of them are unique t o PGW but there 

3 i s nothing unique about any of those assumptions. 

4 Q. By the absolute l e v e l you mean the $100 m i l l i o n 

5 i n short-term debt t h a t should be paid down? 

6 A. Yes. I n other words, I could probably p u l l out 

7 any number of studies t h a t would have those s i m i l a r items 

8 l i s t e d i n them. But the d o l l a r amounts would be unique 

9 t o t h a t p a r t i c u l a r u t i l i t y . 

10 MR. BERTOCCI: Thank you. 

11 MR. CLEARFIELD: I have nothing f u r t h e r . 

12 May Mr. S u l l i v a n be excused? 

13 JUDGE FORDHAM: Yes. You may be excused from the 

14 stand. 

15 (Witness excused.) 

16 JUDGE FORDHAM: Do you want t o move f o r the 

17 admission of h i s documents? 

18 MR. CLEARFIELD: I would move f o r the admission of 

19 PGW Statement 8.0 and the accompanying e x h i b i t s , Your 

20 Honor. 

21 JUDGE FORDHAM: Since there are no obj e c t i o n s , i t 

22 i s admitted without o b j e c t i o n . 

23 (Whereupon, the documents marked as PGW 

24 Statement No. 8 and E x h i b i t s Nos. TJS-1 and 

25 TJS-2 were received i n evidence.} 
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MR. CLEARFIELD: Thank you. 

JUDGE FORDHAM: I t i s lunch time. How long d i d we 

want t o take f o r lunch? 

MR. CLEARFIELD: Considering t h a t we have three 

more witnesses scheduled f o r today, Your Honor, I would 

t h i n k an hour so t h a t we can t r y t o f i n i s h up. Unless we 

are sure t h a t we are not going t o f i n i s h and then we can 

put somebody o f f . 

JUDGE FORDHAM: An hour was the longest I wanted t o 

consider. 

MR. CLEARFIELD: Forgive me, Your Honor. 

JUDGE FORDHAM: I t h i n k we should do t h a t . An 

hour. 

(Whereupon, at 12:45 p.m., the hearing was 

adjourned, t o be reconvened at 1:45 p.m. t h i s same day.) 
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AFTERNOON SESSION 

(1:55 p.m.) 

JUDGE FORDHAM: We are back on the record. 

MR. CLEARFIELD: Your Honor, we are going t o go 

forward w i t h Mr. White at t h i s time. 

JUDGE FORDHAM: Okay. 

Whereupon, 

CRAIG WHITE 

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

JUDGE FORDHAM: Would you s t a t e your name and 

business address f o r the record, please. 

THE WITNESS: My name i s Craig White. The business 

address i s 800 West Montgomery Avenue, Phi l a d e l p h i a , 

Pennsylvania 19122. 

JUDGE FORDHAM: Would you i d e n t i f y the statements? 

MR. CLEARFIELD: Yes, Your Honor. 

Mr. White i s sponsoring PGW Statement 4.0 and two 

e x h i b i t s , E x h i b i t s CW-1 and CW-2, and also r e b u t t a l 

Statement 4.1 and E x h i b i t CWR-1. 

(Whereupon, the documents were marked as PGW 

Statements Nos. 4.0 and 4.1 and E x h i b i t s Nos. 

CW-1, CW-2 and CWR-1 f o r i d e n t i f i c a t i o n . ) 

JUDGE FORDHAM: Thank you. 

MR. CLEARFIELD: Your Honor, we have also handed 

out t o a l l the p a r t i e s and I have provided a copy t o you 
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1 and two copies t o the court r e p o r t e r of two e x h i b i t s t h a t 

2 Mr. White would l i k e t o use i n the short r e j o i n d e r t h a t 

3 we are planning t o do r i g h t now. 

4 JUDGE FORDHAM: Okay. 

5 MR. CLEARFIELD: I would ask t h a t these be marked 

6 f o r i d e n t i f i c a t i o n as CW Rejoinder E x h i b i t No. 1 and 2. 

7 JUDGE FORDHAM: They s h a l l be so marked. 

8 (Whereupon, the documents were marked as PGW 

9 E x h i b i t Nos. CW-Rejoinder-1 and CW-Rejoiner-2 

10 f o r i d e n t i f i c a t i o n . ) 

11 MR. CLEARFIELD: Thank you. 

12 DIRECT EXAMINATION 

13 BY MR. CLEARFIELD: 

14 Q. Mr. White, Mr. Lelash's testimony at pages 10 

15 and 11 i n h i s s u r r e b u t t a l claims t h a t PGW's estimate f o r 

16 prospective wholesale gas costs which Mr. Bogdonavage 

17 then used t o update h i s t e s t year f i n a n c i a l p r o j e c t i o n s 

18 are overstated. Mr. Bogdonavage i n d i c a t e d i n h i s 

19 r e b u t t a l t h a t you had provided those estimates t o him and 

20 he used those estimates i n his a n a l y s i s . So could you 

21 please respond t o Mr. Lelash's claims t h a t those 

22 p r o j e c t i o n s overstate gas costs as you see them? 

23 A. C e r t a i n l y . PGW f o r , I guess, the past ten 

24 years has applied p r e t t y much the same mechanism i n 

25 developing a gas cost f o r e c a s t . We have a con t r a c t w i t h 
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1 DRI, which now f a l l s under the umbrella of Standard & 

2 Poor's. DRI produces a q u a r t e r l y r e p o r t f o r us and then 

3 of course ad hoc report s i f we request them on gas costs 

4 s p e c i f i c a l l y f o r the Phil a d e l p h i a market along w i t h 

5 a l t e r n a t e f u e l s . 

6 As I said, we have been using the same methodology. 

7 The issues t h a t Mr. Lelash pointed out, such as the f a c t 

8 t h a t gas costs are pres e n t l y i f you look at a snapshot of 

9 NYMEX at the current time they are below what our DRI 

10 forecast i n d i c a t e d when we developed the most recent GCR 

11 f i l i n g . However, as has been the case over many years, 

12 the same argument occurs, which i s i f you look at a 

13 snapshot i n time i t obviously i s going t o move as we move 

14 forward. 

15 The forecast t h a t we d i d i s f o r the per i o d 

16 September 1 of 2001, through August 31, 2002. Between 

17 now and t h a t p o i n t when those a c t u a l gas costs become a 

18 r e a l i t y the forecast could be below, above, below, above, 

19 m u l t i p l e times. I t j u s t so happens t h a t at the time t h a t 

20 Mr. Lelash f i l e d h i s testimony the New York Mercantile 

21 Exchange was r e p o r t i n g gas costs t h a t were below what PGW 

22 had i n i t s f o r e c a s t . 

23 Q. Do you have what was marked as CW-Rej oinder 

24 E x h i b i t 1? 

25 A. Yes. 
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1 Q. Would you t e l l us what t h a t is? 

2 A. As I alluded t o , we use a f u e l p r i c e forecast 

3 prepared by Standard & Poor's and t h i s i s t h a t f o r e c a s t . 

4 I t i s used i n our q u a r t e r l y GCR f i l i n g s , as I said 

5 e a r l i e r , and i t i s also used f o r our operating budget and 

6 a l l of our gas supply planning. 

7 Q. And t h i s i s the forecast t h a t you used -- t h i s 

8 p a r t i c u l a r forecast i s the one t h a t you used f o r your GCR 

9 pr o j ections? 

10 A. Yes. I n a l l cases when we are preparing a 

11 forecast we have at some po i n t f i s h or cut b a i t . We have 

12 today what i s the l a t e s t piece of in f o r m a t i o n t h a t we 

13 have t h a t we have to work w i t h and s t i l l allows us enough 

14 time t o complete the f i l i n g by the due date. This was a 

15 March f i l i n g t h a t we arranged f o r so t h a t we would get i t 

16 i n a t i m e l y enough fashion t h a t would allow us t o 

17 complete the f i l i n g by the f i l i n g date. 

18 Q. And i s there a more recent f u l l f o r ecast t h a t 

19 i s a v a i l a b l e at t h i s time? 

2 0 A. No. There i s not a more recent f oreca'st 

21 s p e c i f i c a l l y created f o r PGW. Now, Standard & Poor's 

22 does have a web s i t e where they put a forecast out on a 

23 month-to-month basis. But i t ' s not n e c e s s a r i l y a 

24 forecast t h a t deals w i t h the P h i l a d e l p h i a market and the 

25 p i p e l i n e s t h a t we deal w i t h . 
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1 Q. And would you e x p l a i n what you are showing on 

2 CW-Rejoinder E x h i b i t 2? 

3 A. Yes. One of the p o i n t s I would l i k e t o make i s 

4 evident on t h i s e x h i b i t . This e x h i b i t provides you w i t h 

5 the c l o s i n g p r i c e since January of '98, the New York 

6 Mercantile Exchange c l o s i n g p r i c e f o r gas fu t u r e s at 

7 Henry Hub, Louisiana, which i s one of the p o i n t s where 

8 the NYMEX report s gas costs. 

9 As you can see, p r i o r t o '99, during '99, we were 

10 i n a gas market t h a t was r e l a t i v e l y f l a t . As you move 

11 i n t o 2000 the market s t a r t s t o get a l i t t l e more 

12 v o l a t i l e . And i n 2001 you can see the market t h a t we are 

13 i n today. 

14 The snapshot t h a t Mr. Lelash i s r e l y i n g on i s 

15 b a s i c a l l y at the back end of t h i s f o r e c a s t . Prices a t 

16 the present time are probably closer t o the 4.50 at Henry 

17 Hub, Louisiana, 4.50 to the 4.60 range, somewhere i n t h a t 

18 neighborhood. And they are f l u c t u a t i n g d a i l y . 

19 Gas t h a t trades on the New York Mercantile Exchange 

20 trades throughout the e n t i r e day and i t can range from --

21 you know, there can be a d o l l a r or two d o l l a r s swing from 

22 where the p r i c e f i n a l l y s e t t l e s at on the day. What 

23 these settlement p r i c e s represent i s the monthly 

24 settlement p r i c e . So t h i s i s the settlement p r i c e f o r 

25 each of these p a r t i c u l a r months. 
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1 My p o i n t i s t h i s i s the market we are i n today. We 

2 are i n t h i s 2001 market. We are not i n the market t h a t 

3 e x i s t e d back i n '98 and '99 and 2000. We are i n a very 

4 v o l a t i l e gas market. There are no assurances t h a t we 

5 won't see s i g n i f i c a n t changes going forward. We are a t a 

6 p o i n t r i g h t now where the e l e c t r i c generation load has 

7 not kicked i n f o r the summer. There are a l o t of items 

8 t h a t the experts w i l l i n d i c a t e i t i s a f r a g i l e market 

9 r i g h t now and there are things t h a t could m a t e r i a l l y 

10 impact gas costs. 

11 So t o i n d i c a t e t h a t we have overstated gas costs, 

12 we have used a forecast t h a t represents a longer term 

13 look. I t does not look at a snapshot i n time. I t 

14 considers i t but i t does not look at only a snapshot i n 

15 time. I t i s look i n g at a l o t of other causal f a c t o r s and 

16 we bel i e v e using a standard l i k e t h i s c o n s i s t e n t l y , which 

17 i s what we d i d -- we are not c h e r r y p i c k i n g t h i s at a l l . 

18 We c o n s i s t e n t l y use i t year a f t e r year. 

19 Q. Do you have anything you wanted t o add w i t h 

20 respect t o that? 

21 A. No. 

22 Q. I f we could t u r n t o Mr. Kubas1 s u r r e b u t t a l f o r 

23 a moment. Mr. Kubas i n h i s s u r r e b u t t a l claims t h a t the 

24 analysis t h a t you used t o attempt t o v e r i f y your 

25 p r o j e c t i o n s of normalized sales f o r the f u l l y forecasted 
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1 t e s t year was flawed. Would you e x p l a i n why you t h i n k 

2 Mr. Kubas1 analysis i s i n c o r r e c t ? 

3 A. Well, the planning model t h a t we used f o r 

4 f o r e c a s t i n g sales -- and I t h i n k Mr. S u l l i v a n r e f e r r e d t o 

5 i t a l i t t l e b i t e a r l i e r . He was i n d i c a t i n g , as an 

6 example, t h a t he looked at t h a t model t o review i t s 

7 v a l i d i t y . That model i s something t h a t we developed back 

8 i n the e a r l y '80s. The key t o any model, any f o r e c a s t i n g 

9 model, i s the consistency and accuracy of the input data 

10 t h a t you use t o develop the f a c t o r s t h a t are then used t o 

11 p r o j e c t sales and sendout. 

12 The model t h a t we used f o r the r a t e case proceeding 

13 which provided the i n f o r m a t i o n t o both Mr. S u l l i v a n and 

14 provided i n f o r m a t i o n t o Mr. Rudden i n h i s cost of service 

15 analysis and Mr. Bogdonavage and so f o r t h , t h a t model 

16 incorporated the best i n f o r m a t i o n t h a t we had going i n t o 

17 the f o r e c a s t . 

18 To v a l i d a t e the model what I d i d was what we c a l l 

19 backcasted the model. I n other words, when we ran t h i s 

20 model f o r the r a t e case we put i n the t h e o r e t i c a l normal 

21 degree days t h a t occur over a year, which are 4,555 as we 

22 proposed i n t h i s r a t e f i l i n g . What I d i d was I went back 

23 i n November through March, which i n c i d e n t l y i s the p e r i o d 

24 of time where PGW experiences about 70 percent, closer t o 

25 72 percent, of i t s t o t a l annual sales occur during t h a t 
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1 timeframe. What I d i d was I put a c t u a l degree days i n 

2 during t h a t timeframe and I said my model f a c t o r s 

3 consider a ple t h o r a of items but there i s one v a r i a b l e 

4 t h a t I have no c o n t r o l over and t h a t v a r i a b l e i s 

5 obviously weather. I put a c t u a l degree days i n and ran 

6 the model and I came i n w i t h an uncanny l e v e l of accuracy 

1 i n my opinion -- and I have been doing t h i s f o r 20 years 

8 — of less than two percent v a r i a t i o n from what a c t u a l l y 

9 occurred. 

10 Now, i n Mr. Kubas' testimony he suggests t h a t I 

11 compared sendout t o sales. I d i d not. I compared 

12 sendout t o sendout. I drew the p a r a l l e l t h a t sendout i s 

13 d i r e c t l y r e l a t e a b l e t o sales because there i s only a 

14 d i f f e r e n t of unaccounted f o r . But f o r the purpose of 

15 i d e n t i f y i n g whether t h i s model accurately p r o j e c t i o n s 

16 sendout and i n t u r n sales and i n t u r n revenue, I put the 

11 a c t u a l degree days i n and I compared i t t o a c t u a l sendout 

18 t h a t we in c u r r e d . 

19 Now, any u t i l i t y t h a t wants t o measure the amount 

20 of gas t h a t they use, the most accurate rep r e s e n t a t i o n i s 

21 the i n f o r m a t i o n t h a t i s metered at your c i t y gate 

22 s t a t i o n s . Now, i n PGW we have approximately nine c i t y 

23 gate s t a t i o n s . That l e v e l of accuracy i s what I am t y i n g 

24 back t o . I'm not t r y i n g t o t i e back t o 520,000 

25 i n d i v i d u a l meters t h a t are read on a cycle b i l l basis. I 
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1 am saying t h a t the models t h a t we have when you put 

2 a c t u a l degree days i n w i l l generate a sendout t h a t very 

3 c l o s e l y m i r r o r s the sendout t h a t a c t u a l l y occurred. And 

4 t h a t was the basis upon which I'm drawing the conclusion 

5 t h a t the model i s very accurate. 

6 Q. But Mr. Kubas i n d i c a t e s t h a t your a n a l y s i s 

7 might be flawed because you only examined f i v e months. 

8 I s he c o r r e c t there? 

9 A. Well, as I said, i n those f i v e months we have 

10 43 Bcf of the t o t a l of 59 Bcf of sales -- of f i r m sales. 

11 That represents about 72 percent. Of t h a t 43 Bcf, 36 Bcf 

12 of i t i s heating sales. So i f there i s going t o be a 

13 v a r i a t i o n or i f you have f a c t o r s t h a t are not going t o 

14 accurately represent sendout, i t ' s going t o be r e a d i l y 

15 apparent i n t h a t f i v e peak wi n t e r months. 

16 Mr. Kubas i n h i s testimony i n d i c a t e s t h a t he i s 

17 proposing a 2.9 Bcf adjustment, which i s only 2^67 

18 percent, and he compares t h a t t o my 1.95 and says, w e l l , 

19 geez, there i s not much of a v a r i a t i o n here, your one 

20 1.95 could be happenstance. 

21 Well, f i r s t of a l l , Mr. Kubas d i d not compare the 

22 f i r m sendout, he compared the t o t a l sendout. Using 

23 i n t e r r u p t i b l e s our t o t a l sendout i s about 68 Bcf. 

24 I n t e r r u p t i b l e sales represent about 10 Bcf of t h a t so 

2 5 i t ' s not relevant t o the a n a l y s i s . 
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1 I am looki n g at f i r m sales and my p o i n t i s I 

2 develop a forecast t h a t i s w i t h i n less than two percent 

3 accurate t o the t o t a l f i r m sales. Mr. Kubas1 2.67 uses a 

4 l a r g e r denominator, he uses t o t a l sales and he i s not 

5 t e l l i n g the f u l l s t o r y because the 2.9 Bcf does not 

6 represent h i s f u l l adjustment. He i s a c t u a l l y asking us 

7 t o adjust sales by 4.2 Bcf which represents seven percent 

8. of PGW's t o t a l f i r m sales. 

9 My p o i n t i s I'm accurate t o w i t h i n two percent. 

10 He's asking f o r an adjustment t h a t i s seven percent --

11 not 2.67 percent but seven percent. 

12 Q. Have you ever seen an increase i n f i r m sales of 

13 t h a t magnitude i n your experience w i t h PGW? 

14 A. No. In p o i n t of f a c t since 1984 our average 

15 annual use f o r r e s i d e n t i a l customers -- r e s i d e n t i a l 

16 customers make up almost 500,000 of our t o t a l 520,000 

17 customers we have a ten percent r e d u c t i o n i n the 

18 average use per customer per year. So, f o r instance, i f 

19 the customers were using 115 i n 1984 they are using 101 

20 today as an example. 

21 We have not had load growth and i n t h i s instance we 

22 would be asked t o increase our f i r m sales by 4.2 Bcf i n a 

23 normal year. I f I were t o e x t r a p o l a t e t h a t t o a design 

24 year t h a t would be b e t t e r than a 14 percent increase i n 

25 my t o t a l f i r m sales. 

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



552 

1 I have not reviewed i t t o the p o i n t of g i v i n g you a 

2 d e f i n i t i v e answer, but I would suggest t h a t we may not 

3 even have the assets, meaning upstream t r a n s p o r t a t i o n , 

4 underground storage and LNG, t o meet t h a t l e v e l of f i r m 

5 requirement i f I added another 14 percent on my f i r m 

6 load. 

7 We reserve assets t o meet our f i r m load. We are 

8 not t r y i n g t o reserve assets and pay demand charges on 

9 assets t h a t we don't need t o meet our f i r m load. To 

10 suggest t h a t the f i r m load i s a c t u a l l y s i g n i f i c a n t l y 

11 higher i s in a p p r o p r i a t e and i t i s j u s t inconceivable t o 

12 me. 

13 Q- Mr. Kubas suggested PGW's ac t u a l r e s u l t s may 

14 have been a f f e c t e d by the GCR increases t h a t were 

15 experienced i n f i s c a l year 2001. Do you have any comment 

16 on th a t ? 

17 A. Yes. The only t h i n g I can say about t h a t i s 

18 the model has been an accurate f o r e c a s t e r of sales, 

19 sendout and revenues f o r many years. And i n a l l of those 

20 years we had f l u c t u a t i n g GCRs, we had f l u c t u a t i n g gas 

21 costs. The basis upon which we b u i l d the f a c t o r s i s the 

22 very l a t e s t e m p i r i c a l evidence from the sales i n f o r m a t i o n 

23 t h a t we have and t h a t sales i n f o r m a t i o n has t o r e f l e c t 

24 such th i n g s as conservation. I t r e f l e c t s such t h i n g s as 

25 the f a c t t h a t a degree day generates more sales i n 
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1 January than i t generates i n November. I t r e f l e c t s a 

2 m u l t i t u d e of v a r i a b l e s because of the f a c t t h a t you are 

3 using a c t u a l i n f o r m a t i o n . 

4 Q. Why do you t h i n k Mr. Kubas' r e s u l t s appear t o 

5 be so i n c o n s i s t e n t w i t h what you have experienced and 

6 w i t h what you have p r o j ected? 

7 A. Well, Mr. Kubas hangs h i s whole argument on a 

8 statement i n Mr. Knudsen 1s testimony t h a t the b i l l i n g 

9 system i s now accurately during the year 2000 the 

10 b i l l i n g system i s producing accurate r e s u l t s . I n f a c t , 

11 t h a t was our number one p r i o r i t y , t o make sure t h a t 

12 customers' b i l l s were both sent out and c a l c u l a t e d 

13 c o r r e c t l y . We have worked very hard on t h a t . 

14 But as a second p r i o r i t y we looked at the 

15 a n c i l l i a r y r e p o r t s t h a t I use t o develop the f o r e c a s t s . 

16 And those repo r t s are s t i l l being r e f i n e d . 

17 Mr. Kubas chose t o use the 2000 year data. Now, we 

18 took i t one step f u r t h e r . Mr. Kubas makes no reference 

19 t o any analysis where he compares t o the 2000 year data 

20 t o any previous years t o say, w e l l , wait a minute, t h i s 

21 i s not out of the realm of reasonableness. And i f you 

22 look at t h a t 2000 year data there are months where the 

23 sales are a c t u a l l y negative sales. So I wasn't about t o 

24 use t h a t i n f o r m a t i o n i n developing f a c t o r s . 

25 However, I asked my analysts t o develop i n d i v i d u a l 
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f a c t o r s f o r both base load and heating load f o r a l l 42 of 

our -- 49 -- of our homogenious classes. We do t h a t on 

an annual basis t o see whether or not the factors, are 

accurate and should be used i n a for e c a s t . 

H i s t o r i c a l l y we have a f i v e t o s i x percent plus or 

minus v a r i a t i o n about an act u a l number•that we compare 

back t o . I n the case of the 2000 year data we had a 30 

percent v a r i a t i o n . We were 30 percent under the a c t u a l 

sendout. 

What I mean by t h a t i s we create the f a c t o r s . We 

put the a c t u a l degree days from the months the o r i g i n a l 

data was derived and we r e c a l c u l a t e the sendout and we 

say, okay, using our f a c t o r s and p u t t i n g i n a c t u a l degree 

days how close are we t o our sendout. Well, we are 

u s u a l l y plus or minus f i v e percent. Using the 2000 year 

data we were 30 percent under. 

Q. F i n a l l y , Mr. Kubas also i n d i c a t e d there seems 

to be some agreement about r e v i s i n g or reconsidering the 

t e s t year to update the customer count. But i n your 

testimony d i d you not add a d d i t i o n a l load associated w i t h 

those a d d i t i o n a l customers. Mr. Kubas takes issue w i t h 

t h a t . How do you e x p l a i n the f a c t t h a t you d i d not add 

a d d i t i o n a l load f o r those customers? 

A. That's c o r r e c t . At the time we d i d t h i s 

f i l i n g , which was November, I was reviewing the b i l l i n g 
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1 count and the b i l l i n g count, as I show i n the e x h i b i t 

2 attached t o my r e b u t t a l testimony, has a s i g n i f i c a n t 

3 amount of v a r i a t i o n . I t was not u n t i l we s t a r t e d t o 

4 prepare our f a c t o r s f o r the purpose of f i l i n g the —-

5 p r e f i l i n g f o r the GCR — t h a t we bel i e v e t h a t there was 

6 some s t a b i l i t y t o the b i l l i n g count. 

7 However, one of the f a c t o r s t h a t c o n t r i b u t e s t o the 

8 higher number of b i l l i n g s i s the f a c t t h a t we went from 

9 an o l d system which d i d not assign a customer charge on a 

10 meter basis, which i s what the t a r i f f r e q u i r e s , t o a new 

11 system where each meter has a customer charge. I t 

12 doesn 1t mean you are going t o get any more sales. I t 

13 j u s t means you are going t o get a higher number of 

14 customer charges. 

15 So we have about 10,000 more reported customers 

16 which we are assigning a customer charge. That does not 

17 change the sales or the sendout. 

18 Q. Why doesn't i t change the sales or the sendout? 

19 A. Well, because i f you take a f a c i l i t y t h a t has 

20 two meters, i t i s two separate counts. We were counting 

21 i t as one account. The amount of using t h a t occurs at 

22 t h a t l o c a t i o n has not changed. 

23 Q. And have you captured t h a t i n your sales 

24 p r o j e c t i o n s ? 

25 A. In my r e b u t t a l testimony I i n d i c a t e d t h a t i f I 
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1 were t o rerun t h i s today I would account f o r those 

2 a d d i t i o n a l customer charges, which I t h i n k Mr. Kubas and 

3 I are f a i r l y close on our numbers. I t r e s u l t s i n about 

4 $2 m i l l i o n worth of a d d i t i o n a l revenue. So of Mr. Kubas' 

5 $34 m i l l i o n i n adjustment I am w i l l i n g t o s t a t e t h a t the 

6 two m i l l i o n associated w i t h a customer charge i f I were 

1 t o run t h i s again today would be a reasonable inclusion.. 

8 But as f a r as h i s adjustments t o sales volumes, I see no 

9 reason t o do t h a t and I t h i n k I provided some explanation 

10 t o why I f e e l t h a t way. 

11 Q. Yes, you have. 

12 MR. CLEARFIELD: Thank you. Your Honor. That i s 

13 a l l we have on r e j o i n d e r . 

14 JUDGE FORDHAM: Thank you. 

15 Mr. Simms. 

16 MR. SIMMS: Thank you, Your Honor. 

17 CROSS-EXAMINATION 

18 BY MR. SIMMS: 

19 Q. Good afternoon, Mr. White. 

20 A. Good afternoon. 

21 MR. CLEARFIELD: I apologize. I don't mean t o 

22 i n t e r r u p t , but j u s t t o c l a r i f y , Mr. White i s t e s t i f y i n g 

23 on r a t e s t r u c t u r e and cost of service issues as w e l l . 

24 That i s going t o be tomorrow. Just so everybody i s 

25 c l e a r . 
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1 MR. SIMMS: Hopefully I d i v i d e d i t up. But I am 

2 q u i t e sure you w i l l object i f I --

3 MR. CLEARFIELD: I won't objec t . I t ' s j u s t t o make' 

4 sure the record i s cl e a r . I j u s t f o r g o t t o mention t h a t . 

5 BY MR. SIMMS: 

6 Q. Let's go back t o the GCR r e j oinder. 

7 Fortunately, or u n f o r t u n a t e l y , I am assigned t o the GCR 

8 case of PGW. Attached t o your l e t t e r i n your f i l i n g were 

9 the c i t y gate p r i c e s f o r the 2001-2002 f u l l y estimated 

10 budget year. Do you r e c a l l t h at? 

11 A. Yes. 

12 Q. Are these p r i c e s s o l e l y gas costs or do they 

13 include s o c i a l costs as well? 

14 A. Well, you have i n d i c a t e d there i s attachment 

15 and I would have t o see the attachment. 

16 MR. SIMMS: May I approach the witness. Your Honor? 

17 JUDGE FORDHAM: Sure. 

18 (Document handed t o witness.) 

19 A. I know what i t i s now. I don't need t o see i t 

20 anymore. I j u s t needed t o see the format. 

21 Those p r i c e s represent c i t y gate d e l i v e r e d p r i c e s . 

22 So i t i s gas from the wellhead and includes 

23 t r a n s p o r t a t i o n , surcharges and f u e l . No s o c i a l costs 

24 included i n t h a t . 

25 BY MR. SIMMS: 
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1 Q. Now, you i n d i c a t e d t h a t your r e j o i n d e r 

2 E x h i b i t 2 i s a snapshot of what the gas costs w i l l be i n 

3 2001, d i d you not? 

4 A. No. A c t u a l l y E x h i b i t 2 i s the c l o s i n g p r i c e 

5 f o r every month. This i s h i s t o r i c a l evidence of what has 

6 occurred a t the close of every month. This i s your NYMEX 

7 c l o s i n g . 

8 Q. Now, are you f a m i l i a r w i t h the NYMEX? 

9 A. Yes. 

10 Q. You do agree t h a t they also forecast gas costs 

11 going up i n t o 2004, do they not? 

12 A. I t ' s not r e a l l y a fo r e c a s t . I t i s the r e s u l t 

13 of the t r a d i n g a c t i v i t y t h a t i s ongoing i n the 

14 marketplace. And i t i s , you know, f o r the f u t u r e months 

15 going out 24. 

16 Q. When I look at the f u t u r e p r i c i n g coming out t o 

17 24, I see no pric e s coming close t o what you are 

18 p r o j e c t i n g i n t h i s e x h i b i t here. Can you ex p l a i n that? 

19 A. Sure. As I had i n d i c a t e d , what you are looki n g 

20 a t when look i n g at the NYMEX i s a snapshot i n time of 

21 what i n v e s t o r s believe the costs w i l l be or what they are 

22 w i l l i n g t o pay f o r f u t u r e s c o n t r a c t s w e l l i n t o the 

23 f u t u r e . The DRI for e c a s t , which was done probably 

24 sometime i n e a r l y March, i s , I guess, a couple months out 

25 of phase from the snapshot i n time. However, when the 
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1 DRI p r i c e was c a l c u l a t e d i t also had a NYMEX t h a t may 

2 have been less than what the p r i c e s are t h a t e v e n t u a l l y 

3 populate the for e c a s t . 

4 I guess my po i n t i s t h a t the NYMEX i s only one 

5 i n d i c a t o r of where the f u t u r e p r i c e i s going t o be. I t 

6 i s one v a r i a b l e . I t doesn't consider p i p e l i n e expansion. 

7 I t doesn't consider the f a c t t h a t domestic n a t u r a l gas 

8 d r i l l i n g r i g h t now, you w i l l read a r t i c l e s t h a t w i l l 

9 i n d i c a t e t h a t the easier gas has been found. Tougher 

10 d r i l l i n g operations w i l l occur. Deep water d r i l l i n g . 

11 There i s a p o s s i b i l i t y t h a t p i p e l i n e expansions which are 

12 before the FERC may not get b u i l t . There i s a l o t of 

13 v a r i a b l e s t h a t are considered i n t h i s DRI foreca s t , not 

14 j u s t what NYMEX looks l i k i n g go forward. 

15 Now, obviously between now and when our GCR goes 

16 i n t o e f f e c t we are going t o update. At the p o i n t when we 

17 update once again i t w i l l be not only a snapshot of the 

18 NYMEX but we w i l l consider other f a c t o r s t h a t may Impact 

19 the p r i c e going forward. 

20 So only t h i n g I can say i s t h a t you are lo o k i n g at 

21 a snapshot and we are look i n g at something t h a t was 

22 created a month-and-a-half, two months, ago but i t looks 

23 over an extended period of time and considers a l o t of 

24 other f a c t o r s . 

25 Q. But back over the years the NYMEX has been 
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1 p r e t t y close t o what the gas pr i c e s have been over the 

2 years, has i t not? 

3 A. I t h i n k there i s a misconception here. The 

4 NYMEX trades every day. I t trades throughout the day. 

5 When the NYMEX closes t h a t i s the p r i c e . There i s a 

6 s l i g h t v a r i a t i o n between the cash market and the f i r s t of 

7 the month c l o s i n g p r i c e . 

8 Q. As I understand t h a t . 

9 A. But as f a r as the NYMEX i s not r e a l l y a 

10 p r o j e c t o r or p r e d i c t o r of gas costs. I t i s what 

11 i n v e s t o r s are w i l l i n g t o pay f o r a contract at a p o i n t i n 

12 time. So f i v e months from now, next August, i t could be 

13 t r a d i n g m a t e r i a l l y d i f f e r e n t than what i t i s t r a d i n g 

14 today. 

15 Q. Well, have you done a study -- you say you have 

16 been i n t h i s business 20 years -- of how close the NYMEX 

17 has been t o the cost of gas going forward? 

18 A. I guess I'm j u s t not understanding the 

19 question. 

20 Q. Do you know what the Commission r e l i e s on i n 

21 terms of using f o r gas costs f o r 1307(f) GCR proceedings? 

22 A. I am assuming t h a t the Commission i s going t o 

23 evaluate the forecasts t h a t we produce. Our forecast has 

24 a c e r t a i n amount of gas t h a t i s locked i n . So of t h a t 

25 f o r e c a s t t h a t went out, there i s a c e r t a i n amount of gas 
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1 t h a t i s locked i n f o r p r i c e . By the time I update i t 

2 there w i l l be more gas t h a t i s locked i n f o r p r i c e and 

3 there w i l l be a l o t less gas t h a t w i l l be subject t o the 

4 market. 

5 Where the market i s at t h a t time, we w i l l have a 

6 new for e c a s t . I am assuming t h a t the Commission w i l l 

7 evaluate t h a t forecast and j u s t determine the v a l i d i t y of 

8 i t , whether i t i s on p o i n t , whether i t i s too high, too 

9 low. 

10 Q. I guess t h a t was next question. What i s the 

11 purpose of the GCR f i l i n g t h a t you j u s t made w i t h the 

12 Commission? 

13 A. The purpose of the GCR f i l i n g ? 

14 Q. Yes. 

15 A. We made a p r e f i l i n g and I t h i n k we are — t h i s 

16 i s the f i r s t f i l i n g t h a t we have made before the 

17 Commission under the 130 7 ( f ) . The purpose of the f i l i n g 

18 i s to set the r a t e f o r an e f f e c t i v e implementation of 

19 September 1 through August 31, subject t o p e r i o d i c review 

20 and q u a r t e r l y updates. 

21 Q. So the Commission i s going t o make at some 

22 p o i n t i n time a determination as t o what your gas cost 

23 r a t e i s going t o be i n about a couple months? 

24 A. Yes. That i s my understanding. 

25 Q. And i f gas costs were t o increase 
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1 h y p o t h e t i c a l l y before your next GCR f i l i n g how w i l l PGW 

2 deal w i t h that? 

3 A. You mean between September 1 and the f o l l o w i n g 

4 year's annual f i l i n g ? 

5 Q. Yes. 

6 A. I would assume t h a t we would make a q u a r t e r l y 

1 f i l i n g and i n t h a t q u a r t e r l y f i l i n g we would i d e n t i f y 

8 where the over-under b i l l i n g i s and we would p r o j e c t 

9 forward f o r 12 months. 

10 I mean, t h i s d i f f e r s from what PGW h i s t o r i c a l l y 

11 does. We always stay w i t h i n the f i s c a l year. But as I 

12 understand i t , 1307(f) i s always a prospective 12 month 

13 f a c t o r . So i f I set the f a c t o r i n September and by 

14 December the gas -- between September 1 and December 1 

15 the gas subject t o index i s m a t e r i a l l y higher, I may have 

16 t o come back i n w i t h a q u a r t e r l y adjustment t h a t says I 

17 have u n d e r b i l l e d by so many m i l l i o n d o l l a r s and we expect 

18 the p r i c e t o say high h y p o t h e t i c a l l y going forward and as 

19 a r e s u l t of t h a t we want t o change the f a c t o r f o r the 

20 next 12 months based upon t h i s evidence. And I would 

21 assume t h a t the Commission would r u l e on t h a t . 

22 Q. And how much n o t i c e would the Commission 

23 r e q u i r e f o r you t o change the customers 1 b i l l s based upon 

24 a h y p o t h e t i c a l increase i n gas costs? 

25 A. How much notice? Subject t o check, I t h i n k we 
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have t o f i l e the q u a r t e r l y 30 days i n advance of the 

close of the quarter. I haven't had t o cross t h a t bridge 

yet so I'm not q u i t e sure of the answer t o t h a t . 

Q. W i l l you accept subject t o check t h a t the 

company can provide an one day n o t i c e t o customers on a 

q u a r t e r l y f i l i n g ? 

A. I t h i n k t h a t i s c o r r e c t . 

Q. Now, i n between q u a r t e r l i e s i f there i s an 

increase i n gas costs of two percent or more i s there any 

t o o l a v a i l a b l e t o the company t o address those incre a s i n g 

gas costs i n between q u a r t e r l i e s ? 

A. I t i s my understanding t h a t there i s when i t 

vari e s beyond the two percent t h r e s h o l d . 

You w i l l have t o excuse me from t h i s standpoint, 

t h a t I have been working under one set of ru l e s and we 

j u s t now as per our i n t e r i m f i l i n g we have agreed t o 

fo l l o w the 1307(f). We f i l e d the annual p r e f i l i n g . My 

next hurdle i s to f i l e on June 1st testimony on the 

second piece. And I am crossing these bridges as I come 

t o them. So the subsequent q u a r t e r l y f i l i n g s and my 

r i g h t s a f t e r t h a t p o i n t I have not r e a l l y poured over 

t h a t yet. But I am assuming I have s i m i l a r f l e x i b i l i t y 

t o what I have today, which gives me the r i g h t once we•go 

outside of a c e r t a i n band to f i l e f o r a d d i t i o n a l costs. 

Q. I understand. And t h a t i s why I am t r y i n g t o 
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1 get the company1s understanding. And I presume you are 

2 the witness t o address these questions t o . 

3 Fortunately, or u n f o r t u n a t e l y , I have been doing 

4 t h i s f o r 20 years too. So I am t r y i n g t o see whether the 1 

5 company has an understanding of the t o o l s a v a i l a b l e t o i t 

6 because i n t h i s proceeding here Mr. Bogdonavage, based 

7 upon your a n a l y s i s , has placed some a d d i t i o n a l gas costs' 

8 i n t o t h i s proceeding and I am t r y i n g t o f i n d out your 

9 knowledge and the company1s knowledge as to a l l the t o o l s 

10 t h a t are a v a i l a b l e t o i t i n addressing i n c r e a s i n g gas 

11 costs. 

12 MR. CLEARFIELD: Your Honor, t h i s may or may not 

13 help. Mr. Bogdonavage 1s r e b u t t a l testimony d i d n ' t deal 

14 w i t h the gas costs per se as much as the base r a t e e f f e c t 

15 of the gas costs t h a t are not included. 

16 MR. SIMMS: I understand t h a t . But you would agree 

17 t h a t the bad debt expense i s r e f l e c t e d i n the amount of 

18 gas costs t h a t Mr. White has t e s t i f i e d t o . 

19 MR. CLEARFIELD: Yes. I n the base r a t e s . 

20 MR. SIMMS: I n the base ra t e s , yes. 

21 BY MR. SIMMS: 

22 Q. Now, on July 1 you w i l l make a d e f i n i t i v e 

23 f i l i n g f o r the GCF, testimony and supporting 

24 documentation. I t i s my understanding t h a t you are going 

25 t o r e v i s i t your p r o j e c t i o n s on gas costs at t h a t time. 
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1 A. On July 1 d i d you say? 

2 Q. Did you say July 1? What are you making on 

3 July 1? 

4 A. On June 1 we have --

5 Q. June 1. I'm sorry. A d e f i n i t i v e f i l i n g ? 

6 A. A second f i l i n g . At t h a t p o i n t we are not 

7 a n t i c i p a t i n g modifying the GCR. I bel i e v e t h a t we w i l l 

8 be doing t h a t subsequent to t h a t p o i n t but p r i o r t o the 

9 implementation date t o give the Commission a l a t e r view 

10 of the gas costs. 

11 Q. And out of t h a t GCR proceeding w i l l be a 

12 d e f i n i t i v e r u l i n g by the Commission as t o what the gas 

13 costs w i l l be f o r PGW, w i l l i t not? 

14 A. Right. That i s my understanding. 

15 JUDGE FORDHAM: Can I stop you there? Because 

16 Judge Chestnut has t h a t case and the question, I guess, I 

17 have i s whether I have t o deal w i t h the issue i n t h i s 

18 case. Because i t has been r a i s e d regarding the s o c i a l 

19 programs and whether they should be p a r t of the gas cost 

20 r a t e . So am I t o understand t h a t t h a t i s an issue t h a t 

21 should be l e f t open i n t h i s case and resolved i n the GCR 

22 case? Where are we on t h a t issue? 

23 MR. CLEARFIELD: You are speaking of the s o c i a l 

24 cost recovery i n the GCR, Your Honor? 

25 JUDGE FORDHAM: Yes. 
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1 MR. CLEARFIELD: I bel i e v e t h a t issue i s here i n 

2 t h i s base r a t e case. Now, i f there was a decision t o 

3 change the GCR and put some of those costs i n t o base 

4 rates f o r recovery there i s going t o have t o be 

5 co o r d i n a t i o n between the GCR and the base rates because 

6 we are going t o have t o revise the GCR t o e l i m i n a t e those 

7 costs and presumably increase the base rates t o recover 

8 them. 

9 MR. SIMMS: That's c o r r e c t . I concur w i t h t h a t . 

10 JUDGE FORDHAM: Thank you. 

11 BY MR. SIMMS: 

12 Q. When i s your next q u a r t e r l y f i l i n g ? Do you 

13 r e c a l l ? You made one i n A p r i l . 

14 A. Can I use my finger s ? 

15 Q. Yes. 

16 A. I guess May 31 i s the close of the t h i r d 

17 quarter. 

18 Q. While we are discussing the t o o l s a v a i l a b l e t o 

19 PGW f o r the recovery of gas costs, d i d you e x p l a i n those 

20 procedures t o your commercial paper holders, Morgan or 

21 anyone, the banks? 

22 A. I personally d i d not. That i s not t o say t h a t 

23 someone at the company d i d not. I j u s t d i d not myself. 

24 Q. Let me r e f e r you t o page 15 of your r e b u t t a l 

25 testimony. S t a r t i n g on l i n e nine you discuss the 
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1 i n t e r r u p t i b l e sales customers and the p o t e n t i a l expenses., 

2 correct? 

3 A. A c t u a l l y , I am only r e f e r r i n g t o the sales 

4' volume, the annual sales volume f o r the 500 or so 

5 i n t e r r u p t i b l e customers t h a t we have. 

6 Q. Well, I guess my question i s are these the same 

7 i n t e r r u p t i b l e customers t h a t you discuss back on page 12, 

8 l i n e s seven through 17 of your r e b u t t a l testimony? 

9 A. The customers discussed on l i n e seven are a 

10 very small subset of t h a t 10 Bcf. I t h i n k I have 

11 h i g h l i g h t e d the volumes associated w i t h these customers 

12 and you can see on page 12 the LBS-L, which i s the one 

13 t a r i f f category, i s 335,000 Mcf. The LBS-XL i s 69,000 

14 Mcf, or 70,000 Mcf. And the NGV Dir e c t i s about 3,000 

15 Mcf. And the t o t a l 500 customers t h a t I r e f e r t o on page 

16 15 are a t o t a l of ten m i l l i o n Mcf. 

17 Q. Well, I guess my question to you i s are some of 

18 these customers t h a t comprise t h i s 10 Bcf i n t e r r u p t i b l e 

19 a l t e r n a t i v e f u e l customers who receive an one-time 

20 i n c e n t i v e payment? 

21 A. These 500 customers would not receive an 

22 i n c e n t i v e payment. They are already customers. The 

23 purpose of the i n c e n t i v e payment i s t o address the f i r s t 

24 cost issues t h a t are prevalent when we are competing 

25 against o i l , steam, propane. Only i n the event t h a t one 
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1 of these 500 customers would have some incremental 

2 o p p o r t u n i t y t h a t we believe would hinge on -- you know, 

3 i f there was an issue of f i r s t cost and there was, f o r 

4 example, i f a customer was considering steam versus 

5 n a t u r a l gas. They were already a n a t u r a l gas customer, 

6 they were already a dual f u e l customer, an i n t e r r u p t i b l e 

7 customer, and they want t o expand t h e i r usage or they 

8 want t o p o t e n t i a l l y end a con t r a c t w i t h a steam company. 

9 We may be w i l l i n g t o provide an i n c e n t i v e payment. But 

10 the i n t e r n a l r a t e of r e t u r n f o r t h a t p r o j e c t has t o be at 

11 l e a s t 12 percent. 

12 Q- Now, as I understand your testimony on page 15 

13 you paid an one-time i n c e n t i v e payment t o t a l i n g 

14 approximately $558,000 and you recovered $511,0.00 from 

15 these customers, correct? 

16 A. I n one year. 

17 Q. I n one year. 

18 A. I n one year. That i s 21 customers t h a t 

19 received the 558,000. 

20 Q. Do these customers sign a service contract w i t h 

21 PGW f o r a s p e c i f i e d time period? 

22 A. Yes. 

23 Q- How long t h a t i s time period? 

24 A. I t v a r i e s . I t v a r i e s . The time p e r i o d 

25 requires exclusive use of gas unless we make some other 
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1 arrangements. We t y p i c a l l y w i l l work w i t h a customer. 

2 I f the customer wants t o reduce the i n c e n t i v e payment so 

3 t h a t they can burn dual f u e l e a r l i e r on i n the game we 

4 w i l l a d j u s t i t . I mean, i t i s a zero sum game f o r us. 

5 We are lo o k i n g f o r a r e t u r n . We have a c e r t a i n amount of 

6 d o l l a r s on the t a b l e . We have a c e r t a i n amount of 

7 a n t i c i p a t e d margin t h a t we w i l l r e c e iver from t h a t 

8 customer based upon our analysis of the annual use t h a t 

9 t h i s customer w i l l have. So we are weighing a number of 

10 t h i n g s . We are weighing the usage. We are weighing the 

11 i n c e n t i v e payment t h a t we are p r o v i d i n g . Any mains and 

12 service costs t h a t we would put i n the ground. And we 

13 are lo o k i n g at the p o t e n t i a l margin t h a t we are going t o 

14 get f o r each Mcf over the l i f e t i m e of t h a t c o n t r a c t . 

15 Q. So the company never f l e x e s the i n t e r r u p t i b l e 

16 rates t o these customer? 

17 A. We don't f l e x our i n t e r r u p t i b l e r a t e s . We set 

18 them on a monthly basis. At the present time we set them 

19 on the 18th working day of the month. That i s when we 

20 i n i t i a l l y set them. I f there are changes t h a t allow us 

21 t o drop or force us to ra i s e the r a t e , we w i l l do so. 

22 But t h a t i s more the exception than i t i s the r u l e . 

23 Q. So as I understand your answer, i t i s i n order 

24 t o r e t a i n a customer or t o get a customer — w e l l , i n 

25 order t o r e t a i n or prevent a customer from using an 
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1 a l t e r n a t i v e f u e l you use an i n c e n t i v e payment as opposed 

2 t o f l e x i n g your i n t e r r u p t i b l e rates f o r t h a t customer? 

3 A. We don't have t a r i f f a u t h o r i t y t o f l e x the 

4 r a t e . So I guess the answer i s we do not f l e x the r a t e . 

5 But I'm not sure t h a t your understanding of how we apply 

6 the i n c e n t i v e payment i s 100 percent on p o i n t . Maybe I 

7 j u s t have not been too clear about i t . 

8 To use an example, a customer w i l l — a p o t e n t i a l 

9 customer w i l l come to PGW and they w i l l say, look, I have 

10 t h i s size b u i l d i n g , the energy analysis i n d i c a t e s t h a t I 

11 am going t o use t h i s much per hour, t h i s much per month, 

12 t h i s much per year. We are going t o look at t h a t , look 

13 at the amount of revenue t h a t w i l l be generated and then 

14 we look at the cost of the mains and service. I f there 

15 i s the a b i l i t y t o provide an i n c e n t i v e payment while a t 

16 the same time we s t i l l have an adequate r e t u r n we w i l l do 

17 t h a t . And the i n c e n t i v e payment i s t o defray or to 

18 o f f s e t the c a p i t a l investment f o r new equipment. I t ' s 

19 not j u s t a reduction i n a r a t e . I t i s t o a s s i s t the 

20 customer i n paying f o r equipment t h a t i s very expensive. 

21 Q. I understand. But you understand what f l e x e d 

22 rates mean as w e l l , don't you? Flexing the i n t e r r u p t i b l e 

23 rates? 

24 A. Well, I mean, I have seen f l e x e d rates before. 

25 But as I said, we don't have t h a t a u t h o r i t y . So when you 
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1 say do I understand a f l e x i b l e i n t e r r u p t i b l e r a t e , not i n 

2 the context of PGW's t a r i f f . 

3 (Pause.) 

4 A. When we apply an i n t e r r u p t i b l e r a t e we apply i t 

5 c o n s i s t e n t l y t o every customer i n the class. So we do 

6 not have a r a t e t h a t d i f f e r s . I f you're an LBS-XL 

7 customer, you're going t o pay whatever r a t e i s i n e f f e c t . 

8 And a l l LBS-XL customers w i l l pay t h a t r a t e . 

9 Q. But i f I t e l l you t h a t I am going t o leave the 

10 system because I have an a l t e r n a t i v e f u e l you would give 

11 me an i n c e n t i v e payment, i s t h a t correct? 

12 A. No. 

13 Q. I f I am a new customer coming i n t h a t i s when 

14 you use an i n c e n t i v e payment? 

15 A. I f you are a new customer and you are making a 

16 c a p i t a l investment we w i l l consider an i n c e n t i v e . I f you 

17 are an e x i s t i n g customer and you are going t o expand your 

18 load and once again you are dealing w i t h a c a p i t a l 

19 investment, we w i l l provide an i n c e n t i v e payment i f the 

20 economics work. And we w i l l make sure t h a t you sign a 

21 contract so t h a t you use enough gas so t h a t we can 

22 acquire an adequate r e t u r n on investment. 

23 Q. And t h a t determines the du r a t i o n of the 

24 contract? 

25 A. Yes. 
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1 Q. What i s the longest, t o your knowledge, term 

2 t h a t you have f o r a customer i n order t o receive a r e t u r n 

3 back from your investment? 

4 A. Well, we have one customer t h a t i s r e a l l y a 

5 o u t l y e r . That i s a large generating f a c i l i t y , a 

6 cogenerator. That i s a 20 year c o n t r a c t . But f o r the 

7 m a j o r i t y of the contracts we are u s u a l l y i n a ten year. 

8 We may have one or two t h a t extend beyond ten years t o , 

9 say, 11 or 12, but nothing beyond t h a t . A f t e r those 

10 c o n t r a c t s the next shortest c o n t r a c t i s the 20 year 

11 contract and there i s only one customer t h a t has t h a t . 

12 Q. In the company1s cost of service study i n t h i s 

13 proceeding are those 21 customers covering t h e i r costs? 

14 Are you recovering costs from those customers i n the 

15 present cost of service study? 

16 A. I t i s my understanding from my review of the 

17 cost of service study we are recovering the cost of 

18 service from the customers as a whole. Now, there are 

19 some categories of customers t h a t are u n d e r c o n t r i b u t i n g 

20 and there are other categories of customers t h a t are 

21 c o n t r i b u t i n g i n excess of the cost to serve. 

22 Q. Looking at your t a b l e on page two of your 

23 r e b u t t a l testimony, you have t e s t i f i e d t h a t the f i v e year 

24 average f o r unaccounted f o r gas i s a percentage of 3.6. 

25 Was t h a t accounted f o r i n the t a b l e s or columns i n your 
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1 testimony? 

2 A. I n t h i s p a r t i c u l a r t a b l e you are comparing 

3 sendout t o sendout. 

4 Q. Yes. 

5 A. So there i s no a p p l i c a t i o n of unaccounted f o r . 

6 The i n f o r m a t i o n i n the f i r s t column here t h a t i s l a b e l e d 

7 f i r m sendout company recorded a c t u a l , t h a t i s the 

8 i n f o r m a t i o n t h a t comes r i g h t out of the gate s t a t i o n s . 

9 So t h a t i s the i n f o r m a t i o n t h a t i s both metered by the 

10 p i p e l i n e and metered by PGW. So the gas t h a t we have 

11 d e l i v e r e d t o the c i t y gate and the gas t h a t we send out, 

12 t h a t i s t h i s number. 

13 Q. And t h a t comes from the c i t y gate? 

14 A. Yes. 

15 (Pause.) 

16 A. I t includes any LNG j u s t t o be cl e a r , any LNG 

17 v a p o r i z a t i o n . 

18 MR. SIMMS: Your Honor, t h a t concludes my 

19 cross-examination. 

20 JUDGE FORDHAM: Thank you. 

21 Mr. Keene. 

22 MR. KEENE: Your Honor, I have nothing f o r 

23 Mr. White. Thank you. 

24 JUDGE FORDHAM: Do you have anything, Ms. Burak? 

25 MS. BURAK: Your Honor, I have nothing on the 

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



574 

1 revenue p o r t i o n of i t . 

2 JUDGE FORDHAM: Mr. Gray? 

3 MR. GRAY: No, Your Honor. 

4 MR. BERTOCCI: No, Your Honor. I don't e i t h e r . 

5 JUDGE FORDHAM: Any r e d i r e c t ? 

6 MR. CLEARFIELD: No r e d i r e c t . 

7 JUDGE FORDHAM: Thank you. See you tomorrow. 

8 (Witness excused.) 

9 MR. CLEARFIELD: Your Honor, may I move i n t o 

10 evidence Mr. White's testimony and e x h i b i t s , PGW 

11 Statement 4, Statement 4.1 and h i s Rejoinder E x h i b i t s 1 

12 and 2? 

13 JUDGE FORDHAM: Yes. And I would j u s t note f o r the 

14 record t h a t on May 15 there was a r e v i s i o n t o 4.1, two 

15 pages, pages four and nine, I be l i e v e . 

16 MR. CLEARFIELD: Yes, Your Honor. The copies t h a t 

17 I provided the court r e p o r t e r r e f l e c t those r e v i s i o n s . 

18 JUDGE FORDHAM: Okay. Hearing no objections they 

19 are admitted without obj e c t i o n . 

20 (Whereupon, the documents marked as PGW 

21 Statements Nos. 4.0 and 4.1 and E x h i b i t s Nos. 

22 CW-1, CW-2, CWR-1 and CW-Rejoinder-1 were 

23 received i n evidence.) 

24 MR. CLEARFIELD: Moving r i g h t along. Your Honor, 

25 Mr. Bogdonavage i s our next witness. 
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1 Whereupon, 

2 JOSEPH BOGDONAVAGE 

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

4 JUDGE FORDHAM: Would you s t a t e your name and 

5 business address f o r the record and please s p e l l your 

6 l a s t name? 

7 THE WITNESS: Joseph Bogdonavage, 

8 B-0-G-D-O-N-A-V-A-G-E. I am Senior Vice-president of 

9 Finance at PGW. That i s 800 West Montgomery Avenue, 

10 Phil a d e l p h i a , Pennsylvania 19122. 

11 JUDGE FORDHAM: Thank you. 

12 You may proceed, Mr. C l e a r f i e l d . 

13 MR. CLEARFIELD: Thank you. 

14 Mr. Bogdonavage i s sponsoring PGW Statement 3 and 

15 E x h i b i t JRB-1 as w e l l as Volume 2 of the o r i g i n a l f i l i n g 

16 He i s also sponsoring PGW Statement 3.1 i n c l u d i n g 

17 E x h i b i t s JRB-2 and 3. And then w i t h respect t o h i s 

18 r e j o i n d e r , we have handed out t o the r e p o r t e r and I 

19 be l i e v e you have a copy of two r e j o i n d e r e x h i b i t s , 

20 Rejoinder E x h i b i t 1 and Rejoinder E x h i b i t 2. 

21 JUDGE FORDHAM: I don't see i t . 

22 MR. CLEARFIELD: Just a moment, Your Honor. 

23 (Document handed t o Judge Fordham.) 

24 MR. CLEARFIELD: They have been marked and copies 

25 have been provided t o the court r e p o r t e r . 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

JUDGE FORDHAM: Thank you. 

(Whereupon, the documents were marked as PGW 

Statements Nos. 3.0 and 3.1 and E x h i b i t s JRB-1, 

JRB-2, JRB-3, JRB-Rejoinder-1 and JRB-Rejoinder-2 

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

DIRECT EXAMINATION 

BY MR. CLEARFIELD: 

Q. Mr. Bogdonavage, I would l i k e you t o respond t o 

some contentions t h a t Mr. Lelash has i n h i s s u r r e b u t t a l . 

F i r s t , on page ten Mr. Lelash states t h a t PGW's 

updated t e s t year r e s u l t s which you presented i n your 

r e b u t t a l which updated the f u l l y forecasted t e s t year f o r 

the most recent gas cost p r o j e c t i o n s f o r PGW are 

in c o n s i s t e n t w i t h p r i o r ratemaking methodologies used by 

PGW at i t s former r e g u l a t o r y agency, the PGC, 

Philadelphia Gas Commission. F i r s t , are you f a m i l i a r 

w i t h PGC ratemaking methodologies and procedures t h a t 

were used f o r PGW? 

A. Yes, I am. During my career at PGW I have been 

involved w i t h most of the rat e cases and budget f i l i n g s 

since about 1978, or about 20 some years. 

Q. That i s even longer than 20 years, 

Mr. Bogdonavage, j u s t f o r the record. 

With respect t o h i s contention about PGW's r a t e 

s e t t i n g i s he co r r e c t t h a t using the pr o j e c t e d gas cost 
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1 i s i n c o n s i s t e n t w i t h t h a t methodology? 

2 A. I f I may, Your Honor, PGW normally f i l e s i t s 

3 operating budget and request f o r rates p r i o r t o the 

4 beginning of the f i s c a l year t h a t we are expecting the 

5 rates t o be set f o r . PGW during t h i s case r i g h t now f o r 

6 the f i s c a l year 2001 f i l e d w i t h the Philadelphia Gas 

7 Commission at the time i t s annual operating budget on 

8 June 19 of 2000. 

9 Q. What i s your f i s c a l year, j u s t f o r the b e n e f i t 

10 of the Judge? 

11 A. The f i s c a l year at PGW s t a r t s September 1st and 

12 ends August 31. 

13 I n normal p r a c t i c e before the Philadelphia Gas 

14 Commission p r i o r t o the t r a n s f e r over t o the Public 

15 U t i l i t y Commission PGW would f i l e i t s operating budget, 

16 as I mentioned before, along w i t h any increase i n rates 

17 t h a t were requested f o r base r a t e s . Normally t h a t 

18 process took about three t o four months. So i f we f i l e d 

19 i n June we expected rates t o be i n place sometime i n the' 

20 September-October-November time span, which would be more 

21 r e p r e s e n t a t i v e of when the rates were going t o be i n 

22 e f f e c t f o r the normal cost of operations f o r a f u l l y 

23 forecasted t e s t year. 

24 Q. So how d i d the budget year coincide w i t h 

25 revenues and expenses t h a t were expected t o be i n place? 

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



578 

1 A. They were the same. The revenues t h a t were 

2 expected t o be i n place and the rates i n place t o b i l l 

3 customers would have been re p r e s e n t a t i v e of a f u l l y 

4 forecasted budget year. As an example, i n one of the 

5 cases when PGW f i l e d f o r rat e s , the l a s t case was i n 

6 1991, the 1991-1992 budget year was i n f a c t what was used 

7 as the normal cost of operation f o r a f u l l y forecasted 

8 period. 

9 Q. And do you have a r e j oinder e x h i b i t t h a t 

10 provides i n f o r m a t i o n i n t h a t respect? 

11 A. Yes, i t does. On E x h i b i t 1 of JRB Rejoinder 

12 you can see t h a t going back t o the 1997-98 pe r i o d the 

13 PGW's f i l i n g s occurred u s u a l l y i n the l a t e spring or 

14 e a r l y summer. The budget year t h a t was i n e f f e c t at t h a t 

15 time was the f u l l y forecasted year t h a t would take place' 

16 i n September 1st. So as an example, back i n 1997-98 we 

17 f i l e d i n A p r i l . The budget year t h a t should be 

18 1977-78. The order was entered a f t e r hearings and the 

19 process of i n t e r v i e w i n g a l l those p a r t i e s who would have 

20 intervened along w i t h the witnesses t h a t were involved 

21 w i t h the case. That order was adopted i n May of 1977. 

22 The rates went i n t o e f f e c t i n '77,. I t was about a 30 -day 

23 or a two month period. 

24 Over the course of t h i s you can see over the l a s t 

25 seven or ei g h t f i l i n g s t h a t PGW has made f o r base rates 
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1 the normal process was somewhere between the three t o 

2 four months as I j u s t alluded t o . 

3 Back i n 1982-83 PGW had back-to-back r a t e cases. 

4 We had one i n 1982 and also one i n 1983 which were f i l e d 

5 f o r the purposes of cashflow. Back then PGW's debt 

6 service coverage was s u b s t a n t i a l l y b e t t e r than the 1.5 

7 t h a t was mandated. Both of those cases involved a 

8 tremendous increase i n the n a t u r a l gas p r i c e s t h a t we 

9 were charging t o customers and also had the commensurate 

10 e f f e c t of increas i n g our accounts receivable and p u t t i n g 

11 severe pressure on PGW's cashflow at the time. 

12 I may, Your Honor, mention t h a t p r i o r t o 1982 PGW 

13 d i d not have a commercial paper program i n place. So we 

14 d i d not have t h a t o v e r a l l f l e x i b i l i t y at the p o i n t i n 

15 time t o take care of any working c a p i t a l needs as a 

16 r e s u l t of higher gas p r i c e s f o r in v e n t o r y and f o r 

17 accounts receivable from customers. 

18 Q. Let me j u s t make sure t h i s i s cl e a r . 

19 Mr. Lelash i n h i s s u r r e b u t t a l i n d i c a t e s t h a t PGW's 

20 budgeting and r a t e s e t t i n g h i s t o r i c a l l y were based on 

21 coverages, t r y i n g t o meet coverages, and not on cashflow. 

22 So are you saying he i s wrong about that? 

23 A. That's c o r r e c t . I f we go back t o some of the 

24 r a t e orders t h a t we had back i n 1982 and 1983, both of 

25 those cases t y p i c a l l y had cashflow as part of the base 
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1 r a t e case. Back then PGW, as I j u s t mentioned, had 

2 severe cashflow problems. We had run-ups i n customer 

3 accounts receivable and also i n the n a t u r a l gas pric e s 

4 t h a t were being charged t o customers a t t h a t p o i n t i n 

5 time. 

6 Q. So was the case f i l e d t o meet debt service 

7 coverages or t o provide cash working c a p i t a l ? 

8 A. That case back i n 1982 and then subsequently i n 

9 '83 were mostly cashflow methodology cases. 

10 Q. Can you t e l l us what you are showing i n e x h i b i t 

11 JRB-Rejoinder-2? 

12 A. Yes. Your Honor, what i s attached here are the 

13 r a t e orders f o r both of those cases. I f you go t o the 

14 second tab i n — a c t u a l l y , the f i r s t tab i n -- you w i l l 

15 see an order from the 1981 use r a t e case. I f you go t o 

16 page --

17 Q. That i s the one t h a t says f i l i n g date, June 19, 

18 1981? 

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

20 MR. CLEARFIELD: Do you see t h a t , Your Honor? 

21 JUDGE FORDHAM: Yes. Thank you. 

22 A. There was a summary attached i n i t i a l l y up f r o n t 

23 t o t h i s . But b a s i c a l l y i f you t u r n t o page seven there 

24 i s a secti o n seven from the PFMC agreement t h a t the Gas 

25 Commission alludes t o the f a c t t h a t the cashflow method 
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1 i s what i s p r e v a i l i n g f o r PGW's s e t t i n g of rates and i s 

2 bound by a l l of the c r i t e r i a set f o r t h i n sect i o n seven 

3 of the PFMC agreement, which b a s i c a l l y orders PGW t o have 

A enough rates i n place t o charge and c o l l e c t t o pay f o r 

5 i t s operating and maintenance expenses, i t s debt service 

6 and also f o r reasonable working cash, j u s t t o paraphrase. 

7 Also i n the 1982-83 order, which would be your l a s t 

8 tab i f you went t o page nine, the Commission again 

9 r e a f f i r m e d t h a t the Commission's oversight r e s p o n s i b i l i t y 

10 was t h a t the revenues would be s u f f i c i e n t t o cover 

11 everything covered through the PFMC agreement i n secti o n 

12 seven, and t h a t the cashflow methodology was upheld. 

13 Further, they went through and also through the 

14 a d j u d i c a t i o n process made a determination t h a t the rates 

15 at t h a t time would be j u s t and reasonable and t h a t the 

16 cashflow methodology was by v i r t u e of t h e i r order a j u s t 

17 and reasonable approach f o r s e t t i n g PGW's rat e s . 

18 MR. CLEARFIELD: Just one moment. Your Honor. 

19 (Pause.) 

20 Q. Mr. Bogdonavage, i n r e f e r r i n g t o the f i r s t case 

21 you said t h a t you are re f e r e n c i n g page seven of the 

22 opinion and order, which was i n f a c t the f i r s t tab. Did 

23 you mean t o say t h a t you were r e f e r e n c i n g page seven of 

24 the supplemental opinion and order? 

25 A. Yes. I'm sorry f o r t h a t , Your Honor. I t was 
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1 the supplemental. 

2 JUDGE FORDHAM: Thank you. 

3 BY MR. CLEARFIELD: 

4 Q. Mr. Bogdonavage, what would happen i f the 

5 Commission accepted Mr. Lelash's s i m i l a r argument t h a t 

6 cash working c a p i t a l should not be considered i n t h i s 

7 r a t e award i n terms of PGW's f i n a n c i a l s ? 

8 A. Your Honor, the most important issue before PGW 

9 r i g h t now i s obviously a cashflow issue. I f Mr. Lelash's 

10 proposed 21-and-a-half m i l l i o n d o l l a r r a t e increase were 

11 a l l t h a t PGW could r e l y upon f o r meeting i t s many 

12 requirements PGW would have a s u b s t a n t i a l cash problem a t 

13 the end of t h i s c u r r e n t f i s c a l year. 

14 As Ms. Bisgaier t e s t i f i e d e a r l i e r today, PGW at 

15 t h i s time does not have a renewal f o r i t s commercial 

16 paper program. At the moment we are s t i l l i n 

17 ne g o t i a t i o n s w i t h t r y i n g t o s e l l our bonds f o r c a p i t a l 

18 purposes and as we speak PGW probably has about a 20 t o 

19 30 m i l l i o n d o l l a r hole i n paying back the commercial 

20 paper which would be due sometime i n the month of June. 

21 C u r r e n t l y PGW has p r o j e c t e d somewhere i n the 20 t o 

22 25 m i l l i o n d o l l a r range an opening cash balance on June 

23 1st. We have s u b s t a n t i a l requirements t h a t month, being 

24 June of 2001. PGW does have t o pay back the $97 m i l l i o n . 

25 I t w i l l have the $45 m i l l i o n c i t y loan outstanding. So 
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1 t h a t w i l l be able t o be used t o pay o f f the commercial 

2 paper. There w i l l also be an advance from PGW's pension 

3 and s i n k i n g fund t o pay b e n e f i c i a r y payments. And then 

4 most i m p o r t a n t l y f o r one of the dominos t o f a l l i n place 

5 f o r the commercial paper would be the sale of the bonds 

6 t h a t Ms. Bisgaier mention t h i s morning. 

7 The t h i r d series bond i s supposed t o generate about 

8 $110 m i l l i o n of proceeds f o r c a p i t a l expenditures. PGW 

9 expects t o spend about 62 t o 64 m i l l i o n d o l l a r s i n 

10 c a p i t a l f o r the f i s c a l year ended 2001 i n August. 

11 As we speak PGW has spent about h a l f of t h a t amount 

12 so f a r . We w i l l be going f u l l bore on the cast i r o n main 

13 replacement program over the summer c o n s t r u c t i o n season. 

14 We are also very w e l l under way on our LNG refurbishment 

15 t h a t was also mentioned. 

16 At t h i s p o i n t i n time PGW has no funds a v a i l a b l e 

17 from any of i t s p r i o r bond issues. PGW drew down about 

18 $34 m i l l i o n of proceeds from the 1999 bond sale. That 

19 exhausted the proceeds t h a t were remaining from t h a t 

20 issue. C u r r e n t l y PGW has about $6 m i l l i o n l e f t i n i t s 

21 c a p i t a l lease fund. Those expenditures can only be made 

22 f o r i n f o r m a t i o n technology and t r a n s p o r t a t i o n equipment. 

23 So b a r r i n g any sale of the t h i r d series bond PGW has no 

24 other mechanism r i g h t now t o reimburse ourselves f o r 

25 c a p i t a l expenditures. 
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1 So the t i m i n g of the commercial paper being renewed 

2 and also t h a t the revenue bond be sold i n the l a t t e r p a r t 

3 of June would a f f o r d PGW the f l e x i b i l i t y t o then pay back 

4 i t s commercial paper, stay out of the commercial paper 

5 market f o r the mandatory f i v e days and then at t h a t p o i n t 

6 i n time then reissue h o p e f u l l y because of the renewal of 

7 the commercial paper whatever we needed t o fund working 

8 c a p i t a l requirements and pay the t i m e l y expenses as they 

9 become due, i n c l u d i n g p a y r o l l and n a t u r a l gas payments. 

10 Q. Mr. Bogdonavage, i n Mr. Lelash's s u r r e b u t t a l he 

11 attempts t o rebut your a s s e r t i o n t h a t company doesn't 

12 have enough cash by ref e r e n c i n g what we c a l l the a c t u a l 

13 p r o j e c t e d r e s u l t s f o r f i s c a l year 2001 and he mentions 

14 the number of $37 m i l l i o n i n cash at the end of the year 

15 based on t h a t snapshot. Now, do you have updated 

16 i n f o r m a t i o n on t h a t and can you e x p l a i n how the•amount of 

17 cash t h a t i s shown at the end of the year can be 

18 r e c o n c i l e d w i t h your testimony t h a t you j u s t gave t h a t 

19 Mr. Lelash's recommendation would not be s u f f i c i e n t t o 

20 produce enough cash to keep the company going? 

21 A. Yes, I w i l l . 

22 Q. Can you reference the page t h a t you are going 

23 t o r e f e r to? 

24 A. Your Honor, I am refe r e n c i n g schedule JRB-2, 

25 page fou r . 
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1 Q. Which i s attached t o the r e b u t t a l ? 

2 A. That i s p a r t of the r e b u t t a l testimony. 

3 This i s a monthly cashflow p r o j e c t i o n of r e c e i p t s 

4 and disbursements from PGW. I t includes b a s i c a l l y seven 

5 months of ac t u a l experience t h a t has occurred through the 

6 end of March w i t h a very good estimate f o r A p r i l . PGW i s 

7 now p r o j e c t i n g t h a t we would have a year end cash balance 

8 at the end of August of 34.1 m i l l i o n . 

9 We have had some erosion from when the testimony 

10 was f i l e d i n i t i a l l y t h a t Mr. Lelash has spoken about as 

11 an ending cash balance. PGW has had some higher 

12 expenditures and also a l i t t l e erosion i n cash r e c e i p t s . 

13 But the 34.1 m i l l i o n ending cash balance i s a 

14 l i t t l e misleading. The only two ways we get t o t h a t $34 

15 m i l l i o n i s , as you know, the $45 m i l l i o n c i t y loan i s 

16 included i n t h a t number. I f I were t o remove the $45 

17 m i l l i o n which was f u l l y outstanding at the end of August 

18 I would have a negative cash balance of about $11 

19 m i l l i o n . 

20 I n a d d i t i o n t o t h a t , Mr. White through h i s supply 

21 departments has been able t o work out some deals w i t h 

22 n a t u r a l gas s u p p l i e r s t h a t we are not paying f o r gas 

23 c u r r e n t l y and we w i l l be paying f o r t h a t gas on a 

24 deferred basis sometime i n the the December through A p r i l 

25 timespan. Included i n t h i s c u r r e n t f i s c a l year i s about 
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1 11-and-a-half m i l l i o n d o l l a r s of cash deferments on 

2 n a t u r a l gas. 

3 So absent those two items, PGW would have about a 

4 $20 negative cash balance, not the 37 t h a t was i n i t i a l l y 

5 r e f e r r e d t o by Mr. Lelash. 

6 Q. Or the 34? 

7 A. Or the 34 t h a t we are now p r o j e c t i n g , c o r r e c t . 

8 Q. Does i t include or exclude the c a p i t a l fund? 

9 A. One of the other fundamental items t h a t we have 

10 i n the $34 m i l l i o n cash balance i s PGW w i l l be 

11 withdrawing from the new bond proceeds of the sale about 

12 $24 m i l l i o n t o then fund 100 percent of a l l c a p i t a l 

13 expenditures f o r the current f i s c a l year. Not a very 

14 f i n a n c i a l l y prudent t h i n g t o do. 

15 PGW h i s t o r i c a l l y has l i k e d t o fund about a t h i r d of 

16 c a p i t a l expenditures from i n t e r n a l l y generated funds. 

17 That i s what a large p o r t i o n of the r a t e increase i s 

18 designed t o do. What we are loo k i n g at r i g h t now i s t h a t 

19 i f we spend at t h i s pace of about 60 t o 65 m i l l i o n 

20 d o l l a r s which i s p r o j ected over the next two f i s c a l 

21 years, PGW w i l l be back i n t o the bond market i n e a r l y 

22 2002 or 2003 and we w i l l have exhausted a l l 110 m i l l i o n 

23 of the proceeds. Again, not something t h a t I t h i n k 

24 Ms. Bisgaier or the investment community would be looki n g 

25 f o r . Sooner or l a t e r PGW should have rates s u f f i c i e n t so 
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1 t h a t they should be able t o fund some of the c a p i t a l 

2 expenditures on a pay-as-you-go basis. 

3 Q. Did you do a p r o j e c t i o n of Mr. Lelash's 21.5 

4 m i l l i o n recommendation considering the r e s u l t s of 

5 operations t h a t you are p r o j e c t i n g f o r the f i s c a l year 

6 s t a r t i n g September, 2001? 

7 A. Yes, I d i d . Your Honor, t h a t would be schedule 

8 JRB-3, page one, of the r e b u t t a l testimony. This i s a 

9 f u l l y forecasted 

10 MR. KEENE: Your Honor, I am going t o i n t e r j e c t 

11 w i t h an o b j e c t i o n at t h i s p o i n t . This schedule was 

12 presented. I t was attached to h i s r e b u t t a l . He could 

13 have provided testimony on i t then. To allow him t o 

14 provide a d d i t i o n a l testimony on r e j o i n d e r i s improper. 

15 Mr. Lelash has recommended $21.5 m i l l i o n , which was made 

16 i n h i s d i r e c t testimony. So they have had an op p o r t u n i t y 

17 t o respond t o t h i s . 

18 MR. CLEARFIELD: Well, Your Honor, i f I could 

19 respond, Mr. Lelash has r e i t e r a t e d i n h i s s u r r e b u t t a l the 

20 contention t h a t the 21.5 i s s u f f i c i e n t t o meet PGW's cash 

21 needs and he has referenced t h i s a c t u a l p r o j e c t e d f o r 

22 2001 and said t h a t t h a t should be more than s u f f i c i e n t t o 

23 take care of any problems t h a t PGW would have. Mr. 

24 Bogdonavage has shown t h a t t h a t i s i l l u s o r y . There i s no 

25 cash. He was completely wrong about t h a t . 
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1 But i n a d d i t i o n , Mr. Bogdonavage wanted t o p o i n t 

2 out the f a c t t h a t based on the per i o d of time i n which 

3 the ra t e s are going t o be i n e f f e c t what the r e s u l t s of 

4 Mr. Lelash's recommendation would be which, again, i s i n 

5 d i r e c t response t o Mr. Lelash's s u r r e b u t t a l . 

6 MR. KEENE: Again, Your Honor, he could have 

7 presented t h i s i n his r e b u t t a l testimony. There i s 

8 nothing new here. We were t o l d t h i s was t o be very 

9 l i m i t e d r e j o i n d e r testimony t o s p e c i f i c new issues t h a t 

10 Mr. Lelash raised i n h i s s u r r e b u t t a l . There i s nothing 

11 new here. 

12 MR. CLEARFIELD: Well, I r e s p e c t f u l l y disagree, 

13 Your Honor. I n h i s s u r r e b u t t a l -- i n the r e b u t t a l 

14 testimony of Mr. Bogdonavage he i n d i c a t e d t h a t Mr. Lelash 

15 had not done any kind of cash working c a p i t a l analysis 

16 f o r the company. Mr. Lelash, I believe on page 10 or 11 

17 or 12 of hi s s u r r e b u t t a l said, oh, no, t h a t i s wrong, I 

18 have looked at cash working c a p i t a l and he quotes from an 

19 i n t e r r o g a t o r y response t h a t he put i n the record and he 

20 i n d i c a t e s t h a t he t h i n k s the cash would be more than 

21 adequate f o r the company because of a balance t h a t they 

22 have at the end of the year and because of other sources 

23 he t h i n k s w i l l take care of the company's cash needs on a 

24 going forward basis. 

25 JUDGE FORDHAM: Which page d i d you say? 
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MR. CLEARFIELD: I w i l l get you the exact page, 

Your Honor. I t i s I n Mr. Lelash's s u r r e b u t t a l and i t i s 

a block quote, so I can f i n d i t q u i c k l y . I t i s on page 

11. 

MR. KEENE: And, Your Honor, he j u s t addressed t h i s 

moments ago. 

MR. 'CLEARFIELD: Your Honor, I t h i n k he only has 

one p o i n t t o make. There were two p a r t s t o the answer. 

One was t o rebut the contention about end of the year 

cash balance f o r the FY 2001 p e r i o d and then t o show what 

our p r o j e c t i o n s of PGW's cash working c a p i t a l would be 

f o r the FY 2002, the next year, i f Mr. Lelash's 

adjustment was adopted. Because the cash i s a con t i n u i n g 

complication. 

JUDGE FORDHAM: So t h a t i s your only question? 

MR. CLEARFIELD: That i s the l a s t t h i n g t h a t 

Mr. Bogdonavage has t o do, j u s t r e f e r t o our p r o j e c t i o n 

and e x p l a i n how tha t impacts Mr. Lelash's contention i n 

his testimony. 

MR. KEENE: Your Honor, t h i s case i s n ' t about 

f i s c a l year 2002. I t i s about f i s c a l year 2001. 

MR. CLEARFIELD: Your Honor, t h a t i s r i d i c u l o u s . 

I t i s about PGW's cashflow needs. You have t o look at 

what our a c t u a l cashflow needs are i n the period of time 

i n which the rates are i n e f f e c t . You can't ignore what 
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1 i s going t o happen i n the p e r i o d of time t h a t the rates 

2 are i n e f f e c t or t h i s company i s going t o go bankrupt. 

3 Mr. Bogdonavage i s t r y i n g t o show what Mr. Lelasb's 

4 recommendation would do t o the company, which would be 

5 t h a t the company would be $30 m i l l i o n negative at the end 

6 of the f i s c a l year 2002 and would a c t u a l l y not have 

7 enough money t o make i t s debt service payment i n August. 

8 MR. KEENE: But t h e i r budgeted year t h a t they 

9 presented i n t h i s case i s f o r f i s c a l year 2001. Now they 

10 are t r y i n g t o expand i t i n t o what happens next year and 

11 t h a t i s not what t h e i r case i s based upon, 

12 MR. CLEARFIELD: Well, Your Honor, we can argue 

13 about t h i s i n the b r i e f . A municipal company has t o look 

14 at ac t u a l cash working c a p i t a l r e c e i p t s and 

15 disbursements. I t can't look at h y p o t h e t i c a l r e c e i p t s 

16 and disbursements because you can't pay your b i l l s 

17 h y p o t h e t i c a l l y . 

18 MR. KEENE: But Mr. Lelash's s u r r e b u t a l does not 

19 address f i s c a l year 2002. 

20 MR. CLEARFIELD: Your Honor, t h a t i s r i g h t . He 

21 d i d n ' t say f i s c a l year 2002. What Mr. Lelash said was 

22 t h a t PGW's cash should be adequate f o r the p e r i o d of time 

23 i n which the rates are i n e f f e c t and he pointed t o the 

24 end of the budget year 2001 and he said t h a t should be 

25 f i n e f o r the company f o r the time i n which the rates are 
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1 i n e f f e c t . Mr. Bogdonavage wants t o show why he believes 

2 t h a t statement i s i n c o r r e c t . 

3 JUDGE FORDHAM: The e x h i b i t t h a t you are r e f e r r i n g 

4 me to does not deal at a l l w i t h f i s c a l year 2001. I t 

5 s t a r t s w i t h September. 

6 THE WITNESS: Right. That i s the ending cash 

7 balance t h a t PGW now p r o j e c t s because of some of the 

8 one-time t h i n g s t h a t have happened, b a s i c a l l y the c i t y 

9 loan and the d e f e r r a l of n a t u r a l gas b i l l s and also the 

10 100 percent borrowing f o r c a p i t a l expenditures. 

11 Your Honor, a l l I wanted t o do i n t h i s e x h i b i t was 

12 t o now d i s p l a y PGW's 1307(f) f i l i n g f o r the gas cost r a t e 

13 which w i l l take e f f e c t p r i o r t o probably the 

14 implementation of the base r a t e which i f i t went t o i t s 

15 f r u i t i o n we would not have a decision from the Public 

16 U t i l i t y Commission u n t i l probably October. 

17 JUDGE FORDHAM: You are saying the gas cost r a t e 

18 t h a t has j u s t been f i l e d would take e f f e c t p r i o r t o the 

19 base r a t e case? 

20 THE WITNESS: That i s my understanding, Your Honor. 

21 MR. KEENE: But i t w i l l take place a f t e r the budget 

22 year t h a t they have presented t o support t h e i r base r a t e 

23 case. 

24 MR. CLEARFIELD: Your Honor, we updated our budget 

25 year t o include what we believed t o be the best 
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1 p r o j e c t i o n of gas costs because gas costs have a b i g 

2 e f f e c t on the company i n twp ways t h a t are not covered by 

3 the GCRf t h a t i s , bad debt expense and and the biggest 

4 e f f e c t i s cash. Because when gas costs go up the company 

5 has t o have more money t o pay i t s gas b i l l s when they 

6 come due. So u n l i k e other companies t h a t get t h e i r cash 

1 working c a p i t a l from i n v e s t o r s , we get i t from r a t e s . So 

8 we have t o be able t o show how increased costs of such 

9 magnitude, what, t w o - t h i r d s of our t o t a l expenditures — 

10 MR. KEENE: Your Honor, t h a t ' s f i n e . 

11 Mr. C l e a r f i e l d i s not t e s t i f y i n g here. What we are 

12 t r y i n g t o do i s l i m i t the scope of Mr. Bogdonavage's 

13 r e j o i n d e r . That was supposed t o be very l i m i t e d t o 

14 responding t o Mr. Lelash's s u r r e b u t t a l testimony. And 

15 now they are t r y i n g t o present a d d i t i o n a l testimony on 

16 next year, which i s n ' t even p a r t --

17 MR. CLEARFIELD: Your Honor, we already presented 

18 t h a t testimony. 

19 JUDGE FORDHAM: Let Mr. Keene f i n i s h . 

20 I'm sorry, Mr. Keene. 

21 MR. KEENE: The f i s c a l year 2002 i s not p a r t of 

22 t h i s case. Their case i s premised on f i s c a l year 2001. 

23 MR. CLEARFIELD: Your Honor, t h a t i s an argument 

24 t h a t Mr. Keene i s making. I t i s not a f a c t . We updated 

25 our t e s t year t o show what our p r o j ected gas costs are 
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1 j u s t l i k e every other company gets t o update t h e i r 

2 expenditures t o show what they expect t o experience i n 

3 the per i o d of time i n which the rates are i n e f f e c t . 

4 That i s e x a c t l y what we always d i d at the PGC. -And i n a 

5 cash case, which i s very d i f f e r e n t , as Mr. S u l l i v a n 

6 t e s t i f i e d today, very d i f f e r e n t than the way i n which 

7 rates are set f o r an investor-owned u t i l i t y , you have t o 

8 do t h a t because you have t o show what the cash r e c e i p t s 

9 and disbursements are a c t u a l l y going t o be. 

10 So what we d i d i s we updated our t e s t year t o 

11 include our best p r o j e c t i o n of what the gas costs are 

12 going t o be based on the GCR t h a t we f i l e d , and then 

13 Mr. Bogdonavage produced a cash r e c e i p t s and 

14 disbursements study f o r the pe r i o d of time t h a t s t a r t s i n 

15 September, 2001, t o the end of 2002. 

16 A l l he was going t o do, I t h i n k , was two more 

17 sentences and say i f you look at Mr. Lelash's 

18 recommendation at 21.5 and you look out a year t o see 

19 what would happen, Mr. Lelash's recommendation would make 

20 us d e f a u l t on our bond covenants. And t h a t i s j u s t a 

21 f a c t . 

22 Now, Mr. Keene can says we can't look at t h a t . I 

23 don't t h i n k t h a t i s a prudent t h i n g t o do. 

24 JUDGE FORDHAM: I w i l l allow t h i s one question and 

25 then we w i l l move on. 
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1 THE WITNESS: Your Honor, on E x h i b i t JRB-3, page 

2 one, which s t a r t s o f f w i t h the best p r o j e c t i o n PGW now 

3 has f o r beginning cash of 34.1 m i l l i o n , one of the most 

4 d i s t r e s s i n g t h i n g s t h a t we found out from t h i s new f i l i n g 

5 w i t h the 1307(f) i s t h a t the n a t u r a l gas p r i c e s t h a t 

6 Mr. White has p r o j ected are going t o lead PGW t o probably 

7 pay about 50 t o 55 m i l l i o n d o l l a r s more f o r n a t u r a l gas 

8 i n the September through December pe r i o d than i t d i d l a s t 

9 year. So I don't have the l u x u r y of j u s t c l o s i n g my eyes 

10 and saying t h i s FY 2001 f u l l y forecasted. 

11 PGW expects t o be able t o h o p e f u l l y get the renewal 

12 on commercial paper, s e l l the bond, use those proceeds t o 

13 reimburse PGW f o r c a p i t a l expenditures and then husband 

14 enough cash t h a t we w i l l be able t o get through the next 

15 four months, being December 31 of 2001, and make the debt 

16 service payment. And a l l I wanted t o p r o j e c t here i s i f 

17 we do a l l of those t h i n g s the 21.5 t h a t Mr. Lelash i s 

18 recommending i s inadequate. 

19 Just t o go a l i t t l e step f u r t h e r , f u r t h e r t o the 

20 r i g h t , at the end of July, PGW w i l l then be i n a negative 

21 cash p o s i t i o n a f t e r i t has made i t s n a t u r a l gas and debt 

22 service payments. However, there i s a $13 m i l l i o n debt 

23 payment due on August 1st. At t h a t p o i n t PGW w i l l have 

24 a l l 60 some m i l l i o n d o l l a r s now borrowed f o r c a p i t a l 

25 expenditures, the c i t y loan w i l l be f u l l y outstanding and 
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1 PGW w i l l have no other source of cash t o make those 

2 payments at t h a t p o i n t . 

3 BY MR. CLEARFIELD: 

4 Q. I s t h a t $13.3 m i l l i o n ? 

5 A. That i s c o r r e c t . 

6 Your Honor, t h a t i s a l l I wanted t o po i n t out, t h a t 

7 during Mr. Lelash's discussion on PGW's f u l l y forecasted 

8 t e s t year I would j u s t l i k e t o b r i n g i t t o the Court's 

9 a t t e n t i o n t h a t the f u l l y forecasted 2001 year d i d not 

10 have the n a t u r a l gas p r i c e s t h a t were approved by the 

11 Public U t i l i t y Commission at a l l . And also through the 

12 cost of service, which was done by Mr. Rudden, had a 

13 somewhat in-between look at n a t u r a l gas p r i c e s . I t h i n k 

14 the numbers t h a t we were look i n g at at t h a t p o i n t i n time 

15 were about a $150 m i l l i o n increase. 

16 Q- That was your o r i g i n a l f i l i n g i n January? 

17 A. That was the January 5 f i l i n g t h a t was made 

18 before the PUC. 465 i n base r a t e s . 

19 Coincident w i t h t h a t the Public U t i l i t y Commission 

20 allowed PGW i n i t s January f i l i n g t o increase rates on a 

21 compressed r a t e of about $230 m i l l i o n . So j u s t going 

22 back and look i n g at Mr. Lelash's testimony and schedules, 

23 he d i d make coverage at 21-and-a-half m i l l i o n d o l l a r s . 

24 However, by adding another $80 m i l l i o n of gas costs j u s t 

25 l o o k i n g at i t h y p o t h e t i c a l l y i f a l l t h i n g s were s t i l l t o 
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1 remain equal, PGW would probably have about a three t o 

2 f i v e m i l l i o n d o l l a r exposure on bad debt because of the 

3 increase i n n a t u r a l gas costs t h a t would then be passed 

4 on t o customers. And at t h a t p o i n t Mr. Lelash would not 

5 have made the debt service coverage requirement t h a t PGW 

6 had t o f o r FY 2001. 

7 Q. So even i f we d i d not look at FY 2002 gas costs 

8 and used the a c t u a l gas costs from 2001, Mr. Lelash would 

9 have us v i o l a t e our bond covenants? 

10 A. A l l things else being equal, c o r r e c t . 

11 Q. With respect t o Mr. Weakley's testimony i n h i s 

12 s u r r e b u t t a l I j u s t want t o c l a r i f y , he i n d i c a t e s i n there 

13 t h a t he believes h i s $44 m i l l i o n recommendation would 

14 produce s u f f i c i e n t cash f o r PGW because i t would produce 

15 a p o s i t i v e balance at the end of the year and he says 

16 t h a t any d e f i c i e n c i e s could be made up during the win t e r 

17 heating season. Would you c l a r i f y why t h a t i s the not 

18 correct? 

19 A. PGW i f we look at any of the cash p r o j ections 

20 t h a t we have, and even on a h i s t o r i c basis, i s i n a 

21 negative cashflow between September and December. That 

22 i s why PGW i s husbanding as much cash as we can t o get us 

23 over the working c a p i t a l requirement t h a t normally would 

24 have been funded by PGW's commercial paper program. 

25 As Ms. Bisgaier had t e s t i f i e d e a r l i e r today, t h a t 
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1 i s the very reason why PGW has the commercial paper, t o 

2 get i t over the hump of the revenues which come i n 

3 s u b s t a n t i a l l y during the win t e r period and also any of 

4 the cashflow requirements because of the purchase of 

5 n a t u r a l gas i n v e n t o r i e s t h a t are made between September 

6 and December. U n t i l PGW gets t o about December or 

7 January i t i s i n a negative cash p o s i t i o n . Our f i x e d 

8 costs at t h a t p o i n t i n time are s u b s t a n t i a l . The 

9 revenues are very minor at t h a t p o i n t i n time because 

10 there i s no heating load t h a t PGW r e l i e s upon. 

11 Again, j u s t t o go a step f u r t h e r , i f i n f a c t I were 

12 t o run out Mr. Weakley 1s $4 4 m i l l i o n we would s t i l l up FY 

13 2002 at the end of August i n a negative cash p o s i t i o n , 

14 although not q u i t e as d r a s t i c as Mr. Lelash's. 

15 Q. This need t o pay f o r gas costs i n the September 

16 t o December period, t h a t i s what d r i v e s the need t o have 

17 a cash balance at the end of the f i s c a l year? 

18 MR. KEENE: Objecting, Your Honor. We have been 

19 over t h i s and over t h i s . This i s nothing new. 

20 MR. CLEARFIELD: Your Honor, t h i s was a question 

21 t h a t went t o Mr. Weakley's testimony and i t was simply t o 

22 c l a r i f y and t o make sure you understood how h i s answer 

23 r e l a t e s t o the s u r r e b u t t a l t h a t Mr. Weakley put i n . 

24 That was the l a s t question on the s u r r e b u t t a l , Your 

25 Honor — or the r e j o i n d e r . 
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1 MR. KEENE: And i t i s already i n the record. Your 

2 Honor. 

3 MR. CLEARFIELD: Then what harm does i t do f o r 

4 Mr. Bogdonavage t o c l a r i f y at t h i s p o i n t i n r e j oinder, 

5 Your Honor? We w i l l go a l o t f a s t e r i f we 

6 JUDGE FORDHAM: I have looked at i t . I do believe 

7 t h a t i t i s already i n the record. So at t h i s p o i n t I 

8 w i l l s u s t a i n the o b j e c t i o n . 

9 MR. CLEARFIELD: That's f i n e . 

10 That i s a l l I have. 

11 (Pause.) 

12 MR. CLEARFIELD: I'm sorry. I d i d have one more. 

13 I apologize. 

14 BY MR. CLEARFIELD: 

15 Q. Getting back t o Mr. Lelash r e a l q u i c k l y , 

16 Mr. Lelash has c r i t i c i z e d the l e v e l of gas cost 

17 p r o j ections and Mr. White has already discussed•that. 

18 But i n terms of the e f f e c t on cashflow, i f we s u b s t i t u t e d 

19 Mr. Lelash's p r o j e c t i o n s or the o r i g i n a l p r o j e c t i o n s f o r 

20 the ones t h a t are r e f l e c t e d i n our updated GCR would t h a t 

21 have a d o l l a r - f o r - d o l l a r e f f e c t your cashflow analysis? 

22 A. I t would have a d o l l a r - f o r - d o l l a r impact on 

23 cash flow. However, as Mr. White has t e s t i f i e d , PGW has 

24 about 48 Bcf of gas a v a i l a b l e on the open market t h a t PGW 

25 has not locked up w i t h p r i c i n g . At t h i s p o i n t i n time 
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1 Mr. Lelash's average $1.34 -- I t h i n k was the number t h a t 

2 was quoted — f o r the 12 month period, even i n f a c t i f I 

3 put the $1.34 i n t o play at t h i s p o i n t i n time PGW f o r FY 

4 2002 s t i l l would have a cashflow problem at the back end, 

5 being August of 2002. 

6 MR. CLEARFIELD: That i s a l l I have. Thank you. 

7 JUDGE FORDHAM: Thank you. 

8 Mr. Simms. 

9 MR. SIMMS: Thank you, Your Honor. 

10 CROSS-EXAMINATION 

11 BY MR. SIMMS: 

12 Q. Good afternoon. 

13 A. Good afternoon. 

14 Q. Were you present i n the hearing room t h i s 

15 morning? 

16 A. Yes, I was. 

17 Q. I believe Ms. Bisgaier i n d i c a t e d t h a t PGW was 

18 s t i l l n e g o t i a t i n g w i t h Philadelphia banks t o secure the 

19 a d d i t i o n a l $50 m i l l i o n t h a t she believed the company 

20 needed f o r t h i s commercial program. Did you hear t h a t 

21 testimony? 

22 A. Yes, I d i d . 

23 Q. And i f the company i s successful i n securing 

24 t h a t p a r t i c u l a r $50 m i l l i o n would t h a t change any of your 

25 schedules? 
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1 A. I t would not change any of my schedules because 

2 PGW i s r e l y i n g upon the f a c t t h a t the renewal of the 

3 commercial paper, which i s the l i f e b l o o d of the company, 

4 would r e s u l t -- i f i t was not renewed at $100 m i l l i o n 

5 would r e s u l t i n s u b s t a n t i a l erosion of cash balances. 

6 Q. But i f i t was renewed -- w e l l , you have $50 

7 m i l l i o n already as I r e c a l l from the testimony t h i s 

8 morning. 

9 A. I t h i n k Ms. Bisgaier has mentioned t h a t we have 

10 an unc o n d i t i o n a l commitment f o r $50 m i l l i o n , c o r r e c t . 

11 Q. And i f you get an . a d d i t i o n a l $50 m i l l i o n your 

12 testimony i s i t w i l l not change any of your schedules? 

13 A. The pr o j e c t e d $34 m i l l i o n cash balance i n 

14 August of t h i s f i s c a l year i s predicated on the $100 

15 m i l l i o n of commercial paper being renewed. 

16 MR. CLEARFIELD: You have already assumed that.. 

17 THE WITNESS: The assumption i n the $34 m i l l i o n i s 

18 t w o - f o l d . I t i s a commercial paper renewal at $100 

19 m i l l i o n and also the sale of the new t h i r d series revenue 

20 bond. They are the two c r i t i c a l cornerstones of PGW's 

21 f i n a n c i a l v i a b i l i t y t o get through t o next January. 

22 BY MR. SIMMS: 

23 Q. Now, on page two of your r e b u t t a l testimony you 

24 t e s t i f y on l i n e ten about d e f e r r i n g approximately $11.5 

25 m i l l i o n i n n a t u r a l gas purchase o b l i g a t i o n s . Do you see 
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that? 

A 

Q 

A 

c o r r e c t 

Q 

That's c o r r e c t . 

Was t h a t the A p r i l 2nd, 2001, q u a r t e r l y f i l i n g ? 

I t h i n k t h a t was Mr. White's 1307(f) f i l i n g , 

Well, not 1307(f). Was t h a t the q u a r t e r l y 

f i l i n g f o r A p r i l 7? 

A. Subj ect t o check, Your Honor, I would say yes. 

MR. CLEARFIELD: Your Honor, j u s t a second. I 

don't b e l i e v e — we w i l l do i t i n r e d i r e c t . I'm sorry. 

BY MR. SIMMS: 

Q. I s there an amount r e f l e c t e d i n any of your 

schedules? 

A. Yes. The 11-and-a-half m i l l i o n d o l l a r s i s 

r e f l e c t e d i n PGW's new pr o j e c t e d cash balance of $34 

m i l l i o n , yes. 

Q. And how i s i t r e f l e c t e d ? 

A. The n a t u r a l gas expenditures t h a t I expected t o 

pay between A p r i l and August have been reduced by 

11-and-a-half m i l l i o n d o l l a r s . That i s one of the 

cornerstones of g e t t i n g the 34 m i l l i o n of cash. Absent 

t h a t we would be down t o 23, as I spoken t o e a r l i e r i n 

the testimony. 

Q. Now, when I look at JRB-3, page two, t h i s 

schedule was designed by you t o i l l u s t r a t e what would 
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1 occur w i t h the $44 m i l l i o n increase, was i t not? 

2 A. Yes. Along w i t h the i n c l u s i o n of our new 

3 n a t u r a l gas p r o j e c t i o n s f o r p r i c i n g t o be paid i n the 

4 September through August time span. • 

5 Q. N a t u r a l g a s expenditures would depend somewhat 

6 on what the Commission determines i n the company's 

7 1307(f) or GCR f i l i n g , correct? 

8 A. That would be one of the p o i n t s , yes. Whether 

9 or not the Commission allows PGW t o recover i t s costs 

10 would be a d i f f e r e n c e , because PGW may i n f a c t pay 

11 higher, as i t d i d l a s t year, when the gas cost r a t e was 

12 not changed u n t i l January and PGW had t o front-end a l l of 

13 the cash working c a p i t a l needs because the rates were 

14 changed subsequent to the payment of n a t u r a l gas expense. 

15 Q. When d i d the company make i t s f i r s t GCR f i l i n g 

16 i n f r o n t of the Commission? 

17 A. August 8. 

18 MR. CLEARFIELD: 2000. 

19 BY MR. SIMMS: 

20 Q. N o w , a s I understand i t , t h i s schedule i s t o 

21 r e f l e c t the impact of the $44 m i l l i o n increase 

22 recommended by Mr. Weakley, correct? 

23 A. I t has the impact of 44 i n r a t e s , c o r r e c t . 

24 Q. Did you r e f l e c t the adjustments t h a t — whether 

25 or not you disagree w i t h the adjustment, d i d you r e f l e c t 
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1 the adjustments t h a t Mr. Weakley also made w i t h respect 

2 t o h i s testimony? 

3 A. No. This was a f u l l y forecasted period. 

4 Q. That's i s not my — 

5 A. No, I d i d not. 

6 Q. Now, i n your d i r e c t testimony you d i d not 

7 provide a d e s c r i p t i o n of the purpose of each witness who 

8 t e s t i f i e d on behalf of PGW, the purpose of t h e i r 

9 testimony, d i d you? 

10 A. Not t h a t I am aware of, no. 

11 Q. Did you review Mr. Knudsen's testimony i n t h a t 

12 regard? 

13 A. I have read Mr. Knudsen's testimony. 

14 Q. Have you reviewed Mr. Lukens' testimony? 

15 A. I have reviewed some of Mr. Lukens' testimony. 

16 Q. When I look at page 11 of your r e b u t t a l 

17 testimony, l i n e 22, beginning w i t h "The" and going on t o 

18 23, am I not c o r r e c t t h a t n e i t h e r Mr. Knudsen nor 

19 Mr. Lukens used t h i s i d e n t i c a l statement i n de s c r i b i n g 

20 the purpose of t h e i r testimony — or Mr. Lukens' 

21 testimony -- correct? 

22 A. You are t a l k i n g about l i n e 22 through 25? 

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

24 MR. CLEARFIELD: Your Honor, I am a l i t t l e — the 

25 testimony w i l l speak f o r i t s e l f . 
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1 MR. SIMMS: I am asking whether or not --

2 A. I t h i n k Mr. Lukens provided testimony t h a t i f 

3 PGW --

4 BY MR. SIMMS: 

5 Q. That i s not my question. My question I s very 

6 cl e a r . S t a r t i n g at "The" and ending w i t h "municipals" 

7 does Mr. Lukens define i n h i s testimony, or Mr. Knudsen, 

8 t h a t p a r t i c u l a r sentence d e s c r i b i n g the purpose of 

9 Mr. Lukens' testimony? 

10 A. I n ex a c t l y t h a t term? 

11 Q. Yes. 

12 A. Probably not. 

13 Q. Have you accounted f o r q u a r t e r l y updates i n 

14 your f u l l y forecasted t e s t year f o r GCR purposes? 

15 A. For the f i s c a l year 2001? 

16 Q. Yes. 

17 A. Not i n the f u l l y forecasted t e s t year. But PGW 

18 provides an update almost on a monthly basis, 

19 u n f o r t u n a t e l y over the l a s t s i x or e i g h t months almost on 

20 a d a i l y basis. We take a look at whatever n a t u r a l gas 

21 costs are being p r o j e c t e d , yes. 

22 MR. SIMMS: That concludes my cross-examination, 

23 Your Honor. 

24 JUDGE FORDHAM: Let's take a ten minute break. 

25 (Recess.) 
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1 JUDGE FORDHAM: We are back on the record. 

2 Ms. Burak. 

3 MS. BURAK: I have nothing f o r t h i s witness. Your 

4 Honor. 

5 JUDGE FORDHAM: Mr. Keene. 

6 MR. KEENE: A c t u a l l y , Your Honor, I had j u s t a few 

7 JUDGE FORDHAM: Mr. Keene. I'm sorry. 

8 CROSS-EXAMINATION 

9 BY MR. KEENE: 

10 Q. Good afternoon. 

11 A. Good afternoon. 

12 Q. My name i s Steve Keene w i t h the O f f i c e of 

13 Consumer Advocate. 

14 A. Good afternoon. 

15 Q. In your r e b u t t a l testimony you presented a 

16 f u l l y forecasted t e s t year f o r f i s c a l year 2002, i s n ' t 

17 t h a t correct? 

18 A. Among other t h i n g s , c o r r e c t . 

19 Q. And t h a t i s i n JRB-3? 

20 A. Statement 3. 

21 Q. Going back t o your d i r e c t testimony, a t page 

22 two you presented a revi s e d budget f o r f i s c a l year 2001, 

23 i s n ' t t h a t correct? 

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

25 Q. And i t was a revised budget f o r f i s c a l year 
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1 2001 which forms the basis f o r your requested increase i n 

2 base r a t e revenues of $65 m i l l i o n , i s n ' t t h a t correct? 

3 A. At the p o i n t of the f i l i n g on January 5, t h a t 

4 i s c o r r e c t . But i t does not include the approved PUC gas 

5 cost rates t h a t were i n e f f e c t f o r the c u rrent period. 

6 Q. And i n proceedings before the Philadelphia Gas 

7 Commission has the company ever presented anything other 

8 than a budgeted t e s t year f o r the current year t o the' 

9 Philadelphia Gas Commission? 

10 A. As I spoke before e a r l i e r i n my testimony, PGW 

11 always f i l e d a f u l l y forecasted t e s t year because t h a t 

12 was the p e r i o d when the rates would be i n e f f e c t . 

13 Q. And i f we look back at t h a t e x h i b i t , JRB 

14 Rejoinder E x h i b i t 1, the budget year u t i l i z e d i n each of 

15 those cases was f o r the current year, wasn't i t ? 

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

17 (Pause.) 

18 A. And i f I may, Your Honor, j u s t t o put a l i t t l e 

19 more i n s i g h t i n t o i t , those years because of the budget 

20 s t a r t i n g i n September rates were u s u a l l y i n e f f e c t and an 

21 order was handed down by the gas commission r e l a t i v e l y 

22 e a r l y i n t h a t f i s c a l period. As we speak now, the e n t i r e 

23 t e s t p e r i o d apparently w i l l be over before the rates are 

24 now set f o r the base r a t e case. 

25 Q. And when you used the term a f u l l y forecasted 
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1 t e s t year you are r e f e r r i n g t o a budget and not stated on 

2 a ratemaking basis? 

3 A. I t would be a normal cost of operating PGW from 

4 a budget t h a t was prepared at the beginning of each 

5 f i s c a l year t h a t the rates w i l l be i n e f f e c t , c o r r e c t . 

6 Q. Turning t o your r e j oinder testimony, you 

7 mentioned a number of cases i n the 1980s before the 

8 commercial paper program was i n e f f e c t and t h a t there was 

9 no c o m m e r c i a l p a p e r f o r c a s h w o r k i n g c a p i t a l r e q u i r e m e n t s 

10 then. Since PGW has implemented a commercial paper 

11 program has the Philadelphia Gas Commission review been 

12 more geared t o bond coverages? 

13 A. Subsequent t o the 1983 base r a t e case most of 

14 the proceedings f o r base rates before the PGC have been 

15 dr i v e n by the debt service coverage minimum requirement. 

16 Q. I want t o ask you one more question about 

17 JRB-3. 

18 A. Which page? 

19 Q. Page one of schedule JRB-3. 

20 A. I have t h a t . 

21 Q. Did your p r o j e c t i o n s i n there include any of 

22 the p o t e n t i a l 18 m i l l i o n of GCR overrecovery t h a t the 

23 company was allowed to keep under the settlement w i t h the 

24 PUC? 

25 A. The answer t o the question i s no. But I t h i n k 
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1 more i m p o r t a n t l y , PGW's new p r o j e c t i s t h a t there i s an 

2 underrecovery, not an overrecovery. 

3 MR. KEENE: I f I could j u s t have a moment. Your 

4 Honor? 

5 JUDGE FORDHAM: Sure. 

6 (Pause.) 

7 MR. KEENE: That i s a l l I have. Your Honor. Tha-nk 

8 you. 

9 JUDGE FORDHAM: Mr. Be r t o c c i . 

10 MR. BERTOCCI: I have no questions. Your Honor. 

11 JUDGE FORDHAM: Do you have anything, Mr. Gray? 

12 MR. GRAY: Nothing, Your Honor. Thank you. 

13 JUDGE FORDHAM: Any r e d i r e c t ? 

14 MR. CLEARFIELD: A few questions, Your Honor. 

15 REDIRECT EXAMINATION 

16 BY MR. CLEARFIELD: 

17 Q. S t a r t i n g backwards, you i n d i c a t e d t h a t 

18 subsequent t o 1983 the cases before the PGC focused 

19 p r i m a r i l y on debt service coverage. How d i d the focusing 

20 on debt service coverage a f f e c t the company's cash 

21 working c a p i t a l needs or allowance f o r cash working 

22 c a p i t a l ? 

23 A. Going back t o 1987, which I t h i n k was.the f i r s t 

24 year t h a t we had a base ra t e increase, debt service 

25 coverage was an issue at t h a t p o i n t i n time. However, as 
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1 p a r t of a l l of PGW's operating budget f i l i n g s , i n c l u d i n g 

2 ones f o r base r a t e increases, a cashflow p r o j e c t i o n was 

3 always p a r t of t h a t f i l i n g . PGW has always had problems 

4 with- customer accounts receivable and also the funding of 

5 the working c a p i t a l requirements f o r n a t u r a l gas storage 

6 inv e n t o r y . So i n any given f i s c a l year PGW's operating 

7 budget, which i s s t i l l under the purview of the 

8 Philadelphia Gas Commission, includes not only a look a t 

9 a l l of the normal operating costs f o r t h a t f u l l y 

10 forecasted period, but also take i n t o account PGW's 

11 p r o j e c t i o n s f o r what i t s cashflow and working c a p i t a l 

12 needs w i l l be. 

13 Q. I f the rates were set t o produce appropriate 

14 debt service coverages under the 1975 ordinance how would 

15 t h a t a f f e c t the company's cash working c a p i t a l 

16 requirements? 

17 A. Under the 1975 ordinance PGW would recover the 

18 extra h a l f p o i n t , the 1.5. That would be over and above 

19 the debt service payment and would go t o provide some 

20 s o r t of working c a p i t a l requirement f o r the company. 

21 Q. And was t h a t adequate? 

22 A. I n c e r t a i n of those years t h a t was adequate i n 

23 combination w i t h the commercial paper program. 

24 Q. And d i d t h a t change? 

25 A. I t changed s i g n i f i c a n t l y , as Ms. Bisgaier had 
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1 mentioned e a r l i e r today. S t a r t i n g w i t h the 1998 bond 

2 issue, which was the f i r s t s e r i e s , PGW had a two t i e r 

3 debt service coverage c a l c u l a t i o n and the net r e s u l t of 

4 t h a t was t h a t r a t h e r than covering a l l of the debt at 1.5 

5 times there i s a two t i e r system the net e f f e c t of which 

6 was t h a t i t p u l l e d about 15 to 20 m i l l i o n d o l l a r s of 

7 working c a p i t a l out of the coverage c a l c u l a t i o n and i s 

8 one of the paramount reasons why PGW has such a cashflow 

9 requirement r i g h t now. Over the l a s t three years PGW has 

10 cumulatively l o s t somewhere around 50 t o 60 m i l l i o n 

11 d o l l a r s of working c a p i t a l because of the change i n the 

12 c a l c u l a t i o n of the debt service coverage. 

13 Q. F i n a l l y , Mr. Simms asked you whether i n your 

14 analysis of Mr. Weakley's recommendation from a cashflow 

15 standpoint t h a t you show on JRB-3, page two, i f you 

16 included the adjustments t h a t Mr. Weakley had sponsored 

17 or incorporated from the other OTS witnesses. Do you 

18 r e c a l l those questions? 

19 A. Yes. 

20 Q. What approximately would be the e f f e c t i n your 

21 view i f you had included those adjustments? 

22 A. Again, lo o k i n g at t h a t f u l l y forecasted 2002 

23 t e s t year, i f I included a l l of Mr. Weakley's adjustments 

24 t h a t were both revenue and also f o r bad debt expense the 

25 negative $11 m i l l i o n would be about a p o s i t i v e three. 
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1 Again, not a tremendous improvement over PGW1s cashflow 

2 needs. Because at the end of f i s c a l year 2002 the c i t y 

3 loan of $45 m i l l i o n i s by ordinance due on January 25 of 

4 2003. And as I pointed out a l i t t l e e a r l i e r , the reason 

5 t h a t PGW t r i e s t o husband as much cash at the end of the 

6 f i s c a l period, i t i s i n a negative cashflow p o s i t i o n 

7 between September and January 1st of most heating 

8 seasons. So t h a t PGW needs t o have about 35 t o 4 0 

9 m i l l i o n d o l l a r s i n play t o s a t i s f y two needs, i n t h i s 

10 p a r t i c u l a r case the c i t y loan and also t o pay the debt 

11 service payment which i s due on January 1st. 

12 MR. CLEARFIELD: That i s a l l I have, Your Honor. 

13 JUDGE FORDHAM: Anything f u r t h e r ? 

14 MR. SIMMS: Yes, Your Honor. 

15 JUDGE FORDHAM: Mr. Simms. 

16 MR. SIMMS: Thank you. Your Honor. 

17 RECROSS-EXAMINATION 

18 BY MR. SIMMS: 

19 Q. Would not i n the upcoming year, w i t h the 

20 company's GCR f i l i n g , would the company be i n p o s i t i o n t o 

21 address f o r the f i r s t time the h y p o t h e t i c a l l y increase 

22 gas costs going forward w i t h the GCR f i l i n g , the 

23 q u a r t e r l y f i l i n g and the two percent threshold? Would 

24 t h a t be correct? 

25 A. PGW would be i n a much b e t t e r p o s i t i o n t h i s 
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1 year than i t was l a s t year, c o r r e c t . 

2 MR. SIMMS: Thank you. 

3 That's a l l I have. Your Honor. 

4 FURTHER REDIRECT EXAMINATION 

5 BY MR. CLEARFIELD: 

6 Q. But t h a t b e t t e r p o s i t i o n would deal w i t h gas 

7 costs. Would i t deal w i t h the e f f e c t s on base rates and 

8 cashflow? 

9 A. There would be a domino e f f e c t because of 

10 whatever increases i n gas costs t h a t would be i n e f f e c t 

11 at t h a t p o i n t i n time would have a degradation i n the 

12 impact on the base ra t e case because of the bad debt 

13 expense. 

14 Q. I s t h a t a yes or no? 

15 A. As a r e s u l t of j u s t the gas cost r a t e increases 

16 there would be a s u b s t a n t i a l impact on the base r a t e 

17 case. 

18 Q. Can the company's f i n a n c i a l c o n d i t i o n be 

19 completely p r o j e c t e d j u s t by the GCR when gas costs go 

20 up? 

21 A. No. 

22 FURTHER RECROSS-EXAMINATION 

23 BY MR. SIMMS: 

24 Q. But you would agree t h a t you are i n a b e t t e r 

25 p o s i t i o n t o address at l e a s t the gas cost p o r t i o n of your 
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1 budget than you were i n years past, i s t h a t correct? 

2 A. Under the PUC they have given us the a b i l i t y 

3 t o , as Ms. Bisgaier had pointed out e a r l i e r , the a b i l i t y 

4 t o t r a c k our n a t u r a l gas costs i n a more t i m e l y manner, 

5 yes. 

6 MR. SIMMS.: Thank you. 

7 JUDGE FORDHAM: Thank you. You may be excused from 

8 the stand. 

9 (Witness excused.) 

10 MR. CLEARFIELD: Your Honor, may I move i n t o the 

11 record Mr. Bogdonavage 1s e x h i b i t s . Statement 3.0, JRB-1, 

12 Volume I I , h i s Statement 3.1, JRB E x h i b i t s 2 and 3 and 

13 then the two r e j o i n d e r e x h i b i t s , JRB Rejoinder E x h i b i t 1 

14 and JRB Rejoinder E x h i b i t 2? 

15 And before are you r u l e , I w i l l note t h a t I b e l i e v e 

16 Mr. Bogdonavage mentioned t h i s but there i s a typo i n 

17 JRB-Rejoinder .Exhibit 1. The second column on the l e f t , 

18 the f i r s t l i n e , says 1997 t o '78. I t should 1977 t o '78. 

19 MR. KEENE: Your Honor, w i t h respect t o the 

20 r e j o i n d e r e x h i b i t s and i n p a r t i c u l a r E x h i b i t JRB 

21 Rejoinder 2, the orders from the Phil a d e l p h i a Gas 

22 Commission, these appear t o be j u s t some selected orders 

23 from the gas commission and we j u s t saw these f o r the 

24 f i r s t time today. So we would reserve the r i g h t t o 

25 u t i l i z e any other decisions of the Philadelphia Gas 
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1 Commission t h a t might be relevant i n t h i s proceeding 

2 a f t e r we have taken a look at them. 

3 JUDGE FORDHAM: So you are not o b j e c t i n g t o t h i s 

4 but you are i n d i c a t i n g t h a t you might want t o add — 

5 MR. KEENE: Yes, Your Honor. 

6 JUDGE FORDHAM: Okay. 

7 MR. CLEARFIELD: Well, Your Honor there i s no 

8 o b j e c t i o n , but Mr. Bogdonavage provided expert testimony 

9 about how to i n t e r p r e t these orders and what they said. 

10 So t h a t i s why we thought i t was re l e v a n t . That i s why 

11 we made i t an e x h i b i t . 

12 MR. BERTOCCI: Your Honor, I don't believe he 

13 provided any expert testimony concerning e s s e n t i a l l y 

14 l e g a l opinions. He provided testimony t o c a l l a t t e n t i o n 

15 t o previous decisions. He i s not a lawyer. He can 11 

16 provide expert testimony on what i s a l e g a l l y b i nding 

17 order. 

18 MR. CLEARFIELD: Well, the orders w i l l speak f o r 

19 themselves. Your Honor. But he also authenticated --

20 some of these orders, f o r example, the '81 case, has 

21 three d i f f e r e n t p a r t s . He was able t o because he was 

22 there put those three together and I don't believe there 

23 i s any o b j e c t i o n t o t h a t and say t h i s i s the t o t a l i t y , 

24 t h i s i s the order t h a t the Commission issued. So i n t h a t 

25 respect he presented testimony. 
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1 JUDGE FORDHAM: Mr. B e r t o c c i , are you o b j e c t i n g t o 

2 the admission of the orders? 

3 MR. BERTOCCI: I would p r e f e r t h a t the orders — I 

4 don't have a problem w i t h PGW a t t a c h i n g copies of the 

5 orders t o t h e i r b r i e f , c a l l i n g a t t e n t i o n t o them. But i t 

6 seems t o me they are l i k e any kind of opinion and there 

7 i s no reason t o have them i n evidence per se. So I would 

8 object t o t h e i r admission as evidence. 

9 JUDGE FORDHAM: I s any other p a r t y o b j e c t i n g t o the 

10 admission? 

11 MR. KEENE: Your Honor, I guess I would j u s t say 

12 t h a t these are j u s t decisions of an a d m i n i s t r a t i v e agency 

13 and i f the company wants t o c i t e them they can c i t e them 

14 and at t a c h them as they would any other orders or 

15 opinions. 

16 MR. CLEARFIELD: Your Honor, the reason 

17 Mr. Bogdonavage t e s t i f i e d on the orders was, f i r s t of 

18 a l l , t o make sure t h a t we i d e n t i f i e d the r i g h t orders 

19 since t h i s i s a d i f f e r e n t process than we are used t o . I 

20 t h i n k i t i s relevant f o r t h a t purpose. He was there. He 

21 can t e s t i f y t o them. And he also t e s t i f i e d as an expert 

22 as to what the subject of the case was. He used these as 

23 the basis f o r t h a t testimony. He said t h i s was a 

24 cashflow case. 

25 He i s not p r o v i d i n g an opinion over and above what 

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



616 

1 i s st a t e d i n these orders as t o what the orders say. But 

2 he i s saying t h i s case was a cashflow case and he was 

3 using these orders t o i l l u s t r a t e t h a t . So f o r t h a t 

4 reason I t h i n k i t i s appropriate. 

5 JUDGE FORDHAM: The statements and the E x h i b i t s JRB 

6 1, 2 and 3 and JRB Rejoinder E x h i b i t 1 are admitted 

7 without o b j e c t i o n . And JRB Rejoinder 2 i s admitted w i t h 

8 the ob j e c t i o n s of OCA and CEPA noted. 

9 MR. CLEARFIELD: Thank you. 

10 (Whereupon, the documents marked as PGW 

11 Statements Nos. 3.0 and 3.1 and E x h i b i t s Nos. 

12 JRB-1, JRB-2, JRB-3, JRB-Rejoinder-1 and 

13 JRB-Rejoinder-2 were received i n evidence.) 

14 MR. KEENE: And, Your Honor, we have reserved our 

15 r i g h t t o u t i l i z e any other decisions t h a t we may have 

16 from the Philadelphia Gas Commission. 

17 JUDGE FORDHAM: I n the b r i e f s or present them as 

18 evidence? 

19 JUDGE FORDHAM: As e x h i b i t s ? 

20 MR. KEENE: I suppose we could present them as 

21 evidence or j u s t s i t e them i n our b r i e f s and att a c h them. 

22 JUDGE FORDHAM: I have no problem w i t h c i t i n g them. 

23 MR. KEENE: Whichever method Your Honor would 

24 p r e f e r . 

25 JUDGE FORDHAM: I t i s probably b e t t e r t o c i t e them 
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1 i n your b r i e f . I f we make mention of them as you 

2 cross-examine a witness or whatever, then you can decide 

3 at t h a t time. But i f they are not used i n 

A cross-examination or you f i n d t h a t there are others t h a t 

5 are rel e v a n t you can c i t e them i n your b r i e f . 

6 MR. KEENE: Thank you. Your Honor. 

7 MR. CLEARFIELD: Your Honor, we have come t o the 

8 l a s t witness of the day. I know you're glad t o hear me 

9 say t h a t . Mr. Knudsen. 

10 Whereupon, 

11 THOMAS KNUDSEN 

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

13 JUDGE FORDHAM: Would you s t a t e your name and 

14 business address f o r the record and please s p e l l your 

15 l a s t name? 

16 THE WITNESS: My name i s Thomas E. Knudsen, 

17 K-N-U-D-S-E-N. I am I n t e r i m Chief F i n a n c i a l O f f i c e r of 

18 Phil a d e l p h i a Gas Works. Our address i s 800 North 

19 Montgomery Avenue, Philadelphia, Pennsylvania. 

20 JUDGE FORDHAM: And please keep your voice up. 

21 THE WITNESS: Very good. 

22 MR. CLEARFIELD: Your Honor, Mr. Knudsen i s 

23 sponsoring several pieces of testimony. PGW Statement 

24 1.0 i s h i s d i r e c t testimony. I t has e x h i b i t s TEK-1 and 

25 TEK-2. He i s sponsoring PGW Statement 1.1, which i s h i s 
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1 r e b u t t a l . 

2 And then yesterday and t h i s morning we d i s t r i b u t e d 

3 h i s response t o the management a u d i t , which has been 

4 marked as PGW Statement 1.2, supplement r e b u t t a l 

5 testimony of Thomas Knudsen, and t h a t contains e x h i b i t 

6 TEK-3 through TEK-6. 

7 And then, Your Honor, i f we could have marked f o r 

8 i d e n t i f i c a t i o n t h i s afternoon a r e j o i n d e r e x h i b i t , TEK 

9 Rej oinder E x h i b i t 1, which we pr e v i o u s l y d i s t r i b u t e d t o 

10 the p a r t i e s and provided t o the court r e p o r t e r which we 

11 w i l l use t o make some p o i n t s on r e j o i n d e r . 

12 JUDGE FORDHAM: They s h a l l be so marked. 

13 (Whereupon, the documents were marked as PGW 

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

15 Nos. TEK-1 through TEK-6 f o r i d e n t i f i c a t i o n . ) 

16 MR. CLEARFIELD: Your Honor, w i t h respect t o 

17 Mr. Knudsen, Mr. Holland has a statement he would l i k e t o 

18 make. 

19 JUDGE FORDHAM: Mr. Holland. 

20 MR. HOLLAND: Yes, Your Honor. With Your Honor's 

21 permission we would l i k e t o do the management a u d i t s t u f f 

22 tomorrow while Mr. Wheaton i s here. So he w i l l only be 

23 crossed t h i s afternoon on h i s revenue requirement issues. 

24 JUDGE FORDHAM: That's f i n e . 

25 Does anybody have any objection? 
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1 MR. SIMMS: No, Your Honor. 

2 MS. McCLOSKEY: No, Your Honor. 

3 JUDGE FORDHAM: Okay. 

4 MR. CLEARFIELD: We have three or four questions on 

5 r e j oinder. 

6 DIRECT EXAMINATION 

7 BY MR. CLEARFIELD: 

8 Q. Mr. Knudsen, at page s i x of Mr. Lelash's 

9 s u r r e b u t t a l he has responded t o your r e b u t t a l statements 

10 and i n d i c a t e d t h a t PGW should be held t o the minimum 

11 l e v e l of rat e increase possible because of h i s perception 

12 about the l e v e l of service f o r PGW and also the alle g e d 

13 unreasonableness of the r e s u l t i n g r a t e l e v e l s . Do you 

14 have a response? 

15 A. Yes, I do. When I read Mr. Lelash's r e b u t t a l 

16 testimony I was concerned t h a t there was a very large 

17 disconnect between what the p a r t i e s were saying needed t o 

18 be done and where PGW i s i n r e a l i t y . I want t o make i t 

19 very c l e a r , as I t h i n k one would sense from Ms. 

20 Bisgaier's testimony t h i s morning, t h a t PGW i s on the 

21 b r i n k of not making i t . I can't say t h a t any more 

22 s t r o n g l y than t h a t . We are a h a i r ' s breadth away from a 

23 f i n a n c i a l d i s a s t e r . We need the amount of r a t e r e l i e f 

24 t h a t i s being requested i n order t o survive next year. 

25 I f we don't we w i l l not r a i s e paper, as Ms. Bisgaier said 
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1 t h i s morning, we w i l l not s e l l bonds and the mandates of 

2 the Commission t o keep our c o n s t r u c t i o n budget going next 

3 year and complete our c o n s t r u c t i o n or refurbishment, our 

4 l i q u i f i e d n a t u r a l gas f a c i l i t y , t h a t w i l l not happen. 

5 The n i c e t i e s of the arguments t h a t are being made 

6 are simply missing the p o i n t . We cannot stop the 

7 analysis of t h i s company at August 31 of t h i s year f o r 

8 the reasons t h a t Mr. Bogdonavage said. 

9 I n r e a l i t y what we ought t o be doing i s having, as 

10 Mr. Keene said, l o o k i n g at f i s c a l 2002. But t h a t ' s not 

11 where we are i n t h i s proceeding. We are p l a y i n g t h i s 

12 p a r t i c u l a r proceeding as i f i t was a PUC proceeding, a 

13 r a t e hearing, a t h i s , a t h a t . That i s not how t h i s 

14 company i s regulated under what I understand the 

15 procedures t o be. 

16 W e a r e d e a l i n g w i t h a budgeted f i s c a l p e riod. We 

17 are look i n g at the cash requirements and now we r e a l l y 

18 have t o look at the consequences of any s h o r t f a l l s . 

19 That i s the f i r s t disconnect. 

20 The second disconnect i s the sum t o t a l of 

21 Mr. Lelash's both d i r e c t and h i s r e b u t t a l testimony --

22 Q. Well, focus j u s t on hi s s u r r e b u t t a l testimony. 

23 A. He confirms some of these issues again i n h i s 

24 r e b u t t a l testimony. And the l o g i c goes l i k e t h i s — and 

25 you w i l l have t o f o r g i v e me because I have notes because 
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1 I wanted t o get the sequence r i g h t . 

2 The representations are made t h a t PGW i s 

3 competently managed. Both BWG, the a u d i t o r s , and Black & 

4 Veatch have determined t h a t . I t i s recognized t h a t PGW 

5 i s aggressively reducing costs. I n f a c t , Mr. Lelash has 

6 t e s t i f i e d t h a t maybe we are too aggressive, t h a t i n f a c t 

7 we won't meet the goals t h a t we have set f o r t h i s year 

8 which, of course, reduce the amount of r a t e r e l i e f t h a t 

9 we are asking f o r . I f we are not going t o meet the 

10 l e v e l s of cost reduction then our request should be more. 

11 I t i s not. I t stays a t $65 m i l l i o n . 

12 PGW's budgeting process i s transparent. I t i s not 

13 l i k e an investor-owned u t i l i t y . We go before the 

14 Philadelphia Gas Commission and our e n t i r e p r e s e n t a t i o n 

15 i s v e t t e d . We are v e t t e d i n the press and we are ve t t e d 

16 before the PUC and I have a decision -- I made a decision 

17 l a s t f a l l t h a t as f a r as any of the substantive issues 

18 were concerned the p a r t i e s could know anything about the 

19 Philadelphia Gas Works. We made studies a v a i l a b l e t h a t 

20 any other u t i l i t y probably would have buried and not made 

21 p u b l i c . We made those p u b l i c f o r the purposes of 

22 b r i n g i n g people along w i t h us i n understanding the 

23 complexities, not necessarily where we were, but the 

24 complexities of the issues t h a t we are dealing w i t h . 

25 I t i s recognized t h a t PGW has undertaken profound 
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1 reform and we are i n the process of t h a t . 

2 So you take a l l one, two, three, four of t h a t and 

3 then you say t h a t i s a l l w e l l and good but we are not 

A going t o give you the resources t o work w i t h . We are 

5 going t o give you $21.5 m i l l i o n , as f a r as the OCA i s 

6 concerned, or we are going t o give you $44 m i l l i o n , as 

7 f a r as the OTS i s concerned. S i x t y - f i v e m i l l i o n i s what 

8 our budgeting process has i d e n t i f i e d as r e a l l y the 

9 minimum amounts w i t h some adjustments t h a t I t h i n k are 

10 appropriate and we w i l l l i v e w i t h . But e s s e n t i a l l y t h a t 

11 order of magnitude i s what i s going t o p u l l us through. 

12 So those are the two disconnects t h a t I want you t o 

13 p a r t i c u l a r l y understand. That we are i n desire s t r a i t s 

14 and t h a t even i f we skate through t h i s year because the 

15 t i m i n g i s as i t i s , as Ms. Bisgaier said t h i s morning, 

16 t h a t the f i n a n c i a l markets are going t o t r u s t t h a t the 

17 PUC w i l l do the r i g h t t h i n g , i f we don't get the l e v e l of 

18 r a t e r e l i e f t h a t i s required we w i l l not get through next 

19 year f o r sure. 

20 Q. Focusing j u s t on Mr. Lelash's claim t h a t he has 

21 made i n i s s u r r e b u t t a l testimony t h a t i n l i g h t of the 

22 recent marked increases i n the GCR t h a t PGW's rates w i l l 

23 be unreasonably high i f i t s $65 m i l l i o n r a t e request were 

24 put i n t o e f f e c t , do you be l i e v e t h a t Mr. Lelash's 

25 concerns are f a c t u a l l y j u s t i f i e d ? 
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1 A. No, I don't. I t h i n k I would l i k e t o o f f e r two 

2 pieces of evidence i n t h a t regard. 

3 Q. Is t h a t i n your r e j oinder e x h i b i t ? 

4 A. That i s i n the Rejoinder E x h i b i t 1. Let's go 

5 t o page four f i r s t . 

6 What we have done here i s t o look at the rates t h a t 

7 were i n e f f e c t i n December of 1991, which i s the time of 

8 the l a s t r a t e increase. And using the Bureau of Labor 

9 S t a t i s t i c s u t i l i t y n a t u r a l gas index, which i s 

10 e s s e n t i a l l y the i n f l a t i o n index, app l i e d t h a t against 

11 those r a t e s , and t h a t i s the l a s t column. This i s f o r an 

12 annual -- e s s e n t i a l l y an annual b i l l f o r a r e s i d e n t i a l 

13 customer. We are loo k i n g at 1,403.38. That takes the 

14 795.65 and e s s e n t i a l l y adjusts i t f o r i n f l a t i o n coming 

15 forward. 

16 Q. Would t h a t show what the n a t i o n a l average 

17 increase would be applied to PGW? 

18 A. Yes. That would be the n a t i o n a l experience 

19 r e l a t i v e t o PGW's rat e s . 

20 Then you compare t h a t w i t h the t h i r d column of 

21 numbers, which i s the base r a t e assuming f u l l award 

22 ra t e s , and we would be at $1,430. So t h a t you see 

23 r e l a t i v e t o what other u t i l i t i e s have experienced across 

24 the country these are not unreasonable rates i n t h a t 

25 regard. We are consistent w i t h the experience of the 
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1 i n d u s t r y more broadly across the country. 

2 Turning go back, then, t o page three, what i s the 

3 e f f e c t on the t y p i c a l b i l l . The rates t h a t are i n e f f e c t 

4 r i g h t now w i l l be adjusted through the GCR as we have 

5 f i l e d i t . Obviously i f i t i s a f u r t h e r reduction than we 

6 have a n t i c i p a t e d these numbers w i l l look even more 

7 advantageous t o the customer. But the way we are l o o k i n g 

8 at i t r i g h t now, we w i l l reduce rates f o r the GCR. I f we 

9 got the e n t i r e r a t e increase, the $65 m i l l i o n , rates 

10 would s t i l l be reduced from the present l e v e l s by 2.8 

11 percent. 

12 Q. And the present l e v e l s include the i n t e r i m 

13 increase? 

14 A. They include the i n t e r i m increase, t h a t ' s 

15 c o r r e c t . 

16 Q. And t h a t ' s f o r r e s i d e n t i a l ? 

17 A. That's c o r r e c t . And then the e x h i b i t shows 

18 what the other r a t e classes or r a t e groups would 

19 experience. 

20 Q. Do you have any other evidence t h a t shows how 

21 customers are doing w i t h respect t o paying t h e i r c u r r e n t 

22 b i l l s ? 

23 A. Yes. There i s a question of a f f o r d a b i l i t y and 

24 I would o f f e r the f o l l o w i n g two e x h i b i t s : 1 and 1(a) were 

25 intended t o be together but i t got so small t h a t we one 
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1 could read i t so we put i t on two pages. 

2 I f you go t o the second page, what we attempted t o 

3 do was t o p r o j e c t r e c e i p t s w i t h these i n c r e d i b l y higher 

4 rates as t o - - p r o j ect r e c e i p t s as we would a n t i c i p a t e 

5 them t o be based on a h i s t o r i c a l p a t t e r n of r e c e i p t s plus 

6 our e f f o r t s t o c o l l e c t money. And what you can see from 

7 p a r t i c u l a r l y page 1(a) i s t h a t we have b i l l e d -- we 

8 a n t i c i p a t e r e c e i v i n g $702 m i l l i o n f o r the year and we are 

9 very close. I t i s r e a l l y less than a h a l f a percent o f f 

10 r i g h t now i n terms of the c o l l e c t i o n s through about the 

11 15th of May. 

12 Q. What does t h a t t e l l you? 

13 A. What t h i s says i s t h a t customers are paying 

14 t h e i r b i l l s . Whether they l i k e t o pay them or not, 

15 whether they t h i n k they can a f f o r d t o pay them or not, 

16 they are paying t h e i r b i l l s . This i s a gross measure but 

17 i t i s one t h a t I have t o t e l l you t h i s p a r t i c u l a r E-mail 

18 i s d i s t r i b u t e d widely throughout the c i t y and i s watched 

19 d a i l y at four o'clock every afternoon. 

20 Q. How does t h a t compare t o the company's 

21 p r o j e c t i o n of bad debt expense? 

22 A. W e l l , t h i s l e v e l of cash r e c e i p t s equates 

23 g e n e r a l l y t o what we would a n t i c i p a t e our earnings 

24 p o s i t i o n t o be. I n other words, we need t o get t o 702 

25 and then we would have about $70 m i l l i o n of bad debt 
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1 experience. This i s very gross but i t g e n e r a l l y holds as 

2 a theory. To the extent, then, t h a t we exceed these cash 

3 r e c e i p t s we w i l l e s s e n t i a l l y reduce the bad debt 

4 experience. So r i g h t now thin g s are oc c u r r i n g g e n e r a l l y 

5 the way we thought they might, which i s t o say t h a t most 

6 of the people are paying t h e i r b i l l s . 

7 Now, l e t me go t o the next page, which I t h i n k i s a 

8 wonderful e x h i b i t f o r us and f o r , I t h i n k , Mr. Be r t o c c i , 

9 p a r t i c u l a r l y . I t i s complex i n i t s p r e s e n t a t i o n but i t 

10 i s f a i r l y simple. 

11 Just go t o the estimated the 2001 l i n e . Stay w i t h 

12 the CRP p a r t i c i p a n t s . We a n t i c i p a t e t h a t we w i l l have 

13 60,000 CAP customers, the equivalent of CAP customers, at 

14 PGW t h i s year. That i s s u b s t a n t i a l l y more than any other 

15 u t i l i t y i n the s t a t e has by a f a c t o r of three, four and 

16 f i v e . 

17 We have asked them t o pay $54.4 m i l l i o n and once we 

18 have received i n the c r i s i s grants and the LIHEAP program 

19 -- a c t u a l l y , not the LIHEAP, but the c r i s i s grants plus 

20 what the people themselves have paid, we w i l l be at about 

21 4 6 m i l l i o n . That i s 85 percent of the money owed by our 

22 CAP customers, our CRP customers, w i l l be i n t h i s year. 

23 That i s a s u b s t a n t i a l accomplishment and we have j u s t 

24 gone a b s o l u t e l y f l a t out to e n r o l l these people and 

25 i r r i t a t e d other u t i l i t i e s i n the s t a t e as a r e s u l t . Be 
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1 t h a t as i t may, t h a t i s where we are. 

2 And then the other numbers are simply a reduc t i o n 

3 of t h a t o v e r a l l f i g u r e . 

4 The p o i n t t h a t I am r a i s i n g there i s t h a t the low 

5 income customers have reached out t o us and we have 

6 reached out t o them mutually so t h a t they got the f u l l 

7 b e n e f i t of p a r t i c u l a r l y the c r i s i s payments here. That 

8 i s r e a l l y the l a r g e r amount of money. The c r i s i s and the 

9 LIHEAP both. They sought us and we sought them and we 

10 have had a very good experience t h i s year. That i s t o 

11 say t h a t they are making an e f f o r t t o pay t h e i r b i l l s as 

12 w e l l . 

13 So the question of a f f o r d a b i l i t y i s very much on 

14 our minds. Believe me, i t i s on my mind d a i l y as I look 

15 at a l l of these numbers together. The r e a l i t y i s t h a t we 

16 are not going t o be look i n g at a reduction most l i k e l y i n 

17 the o v e r a l l l e v e l of rat e s . People can do i t t h i s year. 

18 We have t o assume t h a t they w i l l make a s i m i l a r e f f o r t 

19 next year and understand t h a t they w i l l make other 

20 s a c r i f i c e s . There i s no question about t h a t . But t h i s 

21 group of customers i s not alone i n the country, i t ' s not 

22 alone i n the s t a t e , i t ' s not alone i n the region. A l l of 

23 these customers are experiencing s u b s t a n t i a l increases i n 

24 the cost of gas. 

25 Q. You said t h a t you are not l o o k i n g at a 
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1 red u c t i o n t h i s year. Did you mean you are not look i n g at 

2 an increase? 

3 A. We are looking at a reduct i o n i n gas costs, 

4 t h a t i s c o r r e c t . 

5 Q. An o v e r a l l r a t e reduction? 

6 A. An o v e r a l l r a t e reduction. 

7 MR. CLEARFIELD: That i s a l l I have, Your Honor. 

8 JUDGE FORDHAM: Mr. Simms. 

9 MR. SIMMS: Thank you. Your Honor. 

10 JUDGE FORDHAM: You're welcome. 

11 CROSS-EXAMINATION 

12 BY MR. SIMMS: 

13 Q. Good afternoon. 

14 A. Good afternoon t o you. 

15 Q. I j u s t want t o go through the budget process 

16 t h a t you mentioned t h a t the $65 m i l l i o n has i d e n t i f i e d . 

17 Who prepares the budget at PGW? 

18 A. Well, i n A p r i l of each year we send out a 

19 budget l e t t e r t o a l l of the departments w i t h c e r t a i n 

20 g u i d e l i n e s t h a t we a n t i c i p a t e w i l l apply, i n f l a t i o n 

21 l e v e l s , general g u i d e l i n e s as t o how we went them t o 

22 approach the budget. And then i n the months of A p r i l and 

23 May and then i n t o June we put the budget together. I t i s 

24 then compiled along w i t h some not d e t a i l e d testimony but 

25 adequate testimony t o ex p l a i n what we have done and t h a t 
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1 i s presented h i s t o r i c a l l y / now, t o the Philadelphia Gas. 

2 Commission as i t w i l l be t h i s June. 

3 Q. When you say we, you mean the management of 

4 PGW? 

5 A. I mean Mr. Bogdonavage and me. 

6 MR. CLEARFIELD: Don't f o r g e t Mr. White. 

7 THE WITNESS: Mr. White as w e l l . 

8 BY MR. SIMMS: 

9 Q. And then the Philadelphia Gas Commission w i l l 

10 approve or adjust the budget? 

11 A. Yes. Then they evaluate the budget and look at 

12 our program d e f i n i t i o n . I n t h i s year's budget 

13 Mr. Bleiweis, who i s i n the hearing room w i t h us here, 

14 they made c e r t a i n adjustments t h a t we have accepted as a 

15 m o d i f i c a t i o n t o the budget. They are not huge but they 

16 are appropriate. 

17 JUDGE FORDHAM: What was the name? 

18 THE WITNESS: I'm sorry. Mr. Bleiweis. 

19 JUDGE FORDHAM: Can you s p e l l t h at? 

20 THE WITNESS: B-L-E-I-W-E-I-S. 

21 BY MR. SIMMS: 

22 Q. And i n the past f o r r a t e purposes when PGW was 

23 under the j u r i s d i c t i o n of the gas commission, the gas 

24 commission then set rates f o r 

25 A. I n a year i n which there was a request f o r a 
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1 change of rat e s , then the budget proceeding became a 

2 process f o r e s t a b l i s h i n g a new l e v e l of rates f o r 

3 customers. 

4 Q. Now, you made a reference t o the $65 m i l l i o n . 

5 I s t h a t reference i n disagreement w i t h your engineering 

6 r e p o r t where Mr. S u l l i v a n t e s t i f i e d about $53 m i l l i o n ? 

7 A. No. The budget t h a t was prepared f o r l a s t June 

8 was a d i f f e r e n t animal. I t had a much lower l e v e l of gas 

9 costs, s u b s t a n t i a l l y less gas costs. And i t had a $52 

10 m i l l i o n requirement. The $53 m i l l i o n requirement t h a t 

11 was derived by Black & Veatch was an independent 

12 determination. They j u s t happened t o come close together 

13 but the circumstances were somewhat d i f f e r e n t f o r sure. 

14 MR. SIMMS: That concludes my cross-examination, 

15 Your Honor. 

16 JUDGE FORDHAM: Thank you. 

17 Let's take a ten minute break now. 

18 (Recess.) 

19 JUDGE FORDHAM: Back on the record. 

20 While we were o f f the record we d i d t a l k about the 

21 witnesses f o r the next two days. Tomorrow Mr. Lukens, we 

22 i n d i c a t e d before t h a t there was no cross f o r him and he 

23 would not appear. There i s also no cross f o r 

24 Mr. Brian Kalcic f o r OSBA. So we are going t o s t a r t at 

25 10 o'clock instead of nine o'clock on Wednesday. 
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1 And then on Thursday, Mr. Baudino, there i s no 

2 cross f o r him. So he w i l l not make the t r i p from 

3 A t l a n t a . And also Mr. M i l l e r f o r OCA, there i s no cross 

4 f o r him. Those are two reduced from Thursday's schedule 

5 so we w i l l also s t a r t Thursday at 10 o'clock. 

6 MR. CLEARFIELD: Thank you. Your Honor. 

7 JUDGE FORDHAM: We s t i l l have Mr. Knudsen on the 

8 stand. 

9 Ms. McCloskey f o r the OCA. 

10 MS. McCLOSKEY: Thank you, Your Honor. 

11 CROSS-EXAMINATION 

12 BY MS. McCLOSKEY: 

13 Q. Good afternoon, Mr. Knudsen. 

14 A. Good afternoon. 

15 Q. I would l i k e t o f o l l o w up on some questions 

16 t h a t Mr. Simms asked regarding the budget process. At 

17 t h i s time your f i s c a l year 2001 operating budget has not 

18 been approved by the Philadelphia Gas Commission, i s t h a t 

19 correct? 

20 A. There i s a recommended hearing examiner 1s 

21 r e p o r t . That's a l l . And the next commission meeting, I 

22 b e l i e v e , i s June 23rd. 

23 Q. And the recommended hearing examiner's r e p o r t 

24 came out l a s t week on that? 

25 A. I t was the other day, a c t u a l l y . 
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1 Q. At t h i s time the company has not f i l e d i t s 

2 f i s c a l year 2002 operating budget w i t h the Phil a d e l p h i a 

3 Gas Commission, i s t h a t correct? 

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

5 Q. When i s t h a t a n t i c i p a t e d t o be f i l e d w i t h the 

6 gas commission? 

7 A. Probably the t h i r d week of June. For a l l of 

8 the other things t h a t are going on i n everybody's l i v e s 

9 r i g h t now i t i s hard t o get at i t cl e a n l y . 

10 Q. You don't have a f i l i n g deadline or timeframe? 

11 A. No. 

12 Q. Now, i n your r e j o i n d e r testimony I would l i k e 

13 t o ask you a few questions about your r e j o i n d e r e x h i b i t . 

14 F i r s t , we were on t h i s CRP, which i s page two, the CRP 

15 requested data. 

16 A. Yes. 

17 Q. And you made the statement i n your r e j o i n d e r 

18 t h a t w i t h 60,000 customers you have s u b s t a n t i a l l y more 

19 customers e n r o l l e d than any other u t i l i t y . 

20 A. That i s my understanding. 

21 Q. I n Pennsylvania. Are you i n d i c a t i n g gas 

22 u t i l i t i e s or a l l u t i l i t i e s ? 

23 A. No. Gas u t i l i t i e s . 

24 Q. And you are aware t h a t PECo E l e c t r i c Company 

25 has more than 80,000 customers i n i t s CAP program, which 
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1 i s the equivalent of your CRP? 

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

3 Q. Now, on your pages 1 and 1(a) -- and perhaps we 

4 can j u s t look at page one, t h a t would be easiest — on 

5 the p r o j e c t e d r e c e i p t s column, I'm not sure i f I missed 

6 t h i s explanation but i t was unclear t o me what your 

7 p r o j e c t e d r e c e i p t s are. These are not your b i l l s , i s 

8 t h a t correct? This i s not what you have b i l l e d t o 

9 customers? 

10 A. Well, i t i s b i l l s , but i t i s the a n t i c i p a t e d 

11 r e c e i p t of funds from a l l customer sources. I n other 

12 words, there could be LIHEAP, c r i s i s . We have three 

13 major customers i n the c i t y , PHA, Philadelphia Housing 

14 A u t h o r i t y and the school d i s t r i c t . So a l l of those are 

15 included here. 

16 Q. So you took what you b i l l e d t o customers and 

17 then p r o j e c t e d how much you would be r e c e i v i n g over t h i s 

18 time p e r i o d . So i s your u n c o l l e c t i b l e s f a c t o r then 

19 r e f l e c t e d i n your receipts? I n other words, you took 

20 your b i l l i n g s and reduced i t by the amount of 

21 u n c o l l e c t i b l e s ? 

22 A. Like I said, a s a g r o s s measure, a very gross 

23 measure, i f you look at 1 ( a ) , we are f o r e c a s t i n g $702 

24 m i l l i o n of r e c e i p t s . I f you added t o t h a t our 

25 u n c o l l e c t i b l e s of about 73 or so t h a t would b r i n g us up 
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1 t o about $785 m i l l i o n i n b i l l i n g s . And t h a t i s 

2 approximately where we are. 

3 Now, t h i s i s cash, you see. So we have a 

4 receivables at the beginning of the year t h a t we w i l l 

5 have received during the year and we w i l l end w i t h some 

6 of our b i l l s u n c o l l e c t e d going i n t o September. But as a 

7 general statement, yes, i f you put t h i s schedule together 

8 w i t h our u n c o l l e c t i b l e t h a t i s where we t h i n k we are 

9 probably going t o come out. Or we c e r t a i n l y hope we can 

10 come out. And i f we can end up b e t t e r than t h a t I would 

11 be d e l i g h t e d . 

12 Q. But you do continue t o expect your 

13 u n c o l l e c t i b l e s f a c t o r t o increase from i t s c u r r e nt l e v e l , 

14 i s t h a t correct? 

15 A. Well, you mean from the h i s t o r i c l e v e l s of 7.78 

16 t o the 10, 11, 12 percent l e v e l ? 

17 Q. Yes. 

18 A. Yes, t h i s r e f l e c t s t h a t experience so f a r . 

19 Now, i f i n f a c t our cash now stays p o s i t i v e -- where are 

20 we now? We are down $2 m i l l i o n cumulatively f o r the 

21 eight-and-a-half months. I f i t goes p o s i t i v e then, 

22 again, i n a very gross sense we w i l l see some di m i n u t i o n 

23 or reduction i n the u n c o l l e c t i b l e expense. 

24 Q. Now, i f you could look at page three of your 

25 e x h i b i t where you were discussing the e f f e c t on the 
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1 t y p i c a l r e s i d e n t i a l b i l l , i n your l a s t column you were 

2 showing i t as a negative 2.8 percent change i n rates from 

3 present r a t e s . When you used the term present rates are 

4 you working o f f of the rates t h a t are i n e f f e c t t h a t have 

5 the compression f a c t o r involved i n them which i s a l l o w i n g 

6 you t o c o l l e c t the $11 m i l l i o n between March and August? 

7 A. That's c o r r e c t . That i s column two. And t h a t 

8 I t h i n k the i n t e n t here i s what are customers 

9 experiencing, what w i l l they experience i f the GCR 

10 reduces t h e i r rates and then there i s a concomitant 

11 increase i n base ra t e s . 

12 Q. But as of the end of August the compression 

13 f a c t o r i s t o go away? 

14 A. I s t o come o f f , t h a t ' s c o r r e c t . 

15 Q. I s t o come o f f i n any event? 

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

17 Q. And I believe you i n d i c a t e d t h a t t h i s was w i t h 

18 the GCR, the p r e l i m i n a r y GCR, t h a t you are f i l i n g , t h a t 

19 you j u s t r e c e n t l y f i l e d r e f l e c t i n g the reduc t i o n I n some 

20 gas costs, t h a t we would experience the negative 2.8 

21 percent? 

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

23 MS. McCLOSKEY: Thank you. Your Honor. That i s a l l 

24 I have f o r Mr. Knudsen. 

25 JUDGE FORDHAM: Thank you. 
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1 Ms. Burak. 

2 MS. BURAK: I have nothing. Thank you, Your Honor. 

3 JUDGE FORDHAM: Mr. Be r t o c c i . 

4 MR. BERTOCCI: Thank you, Your Honor 

5 CROSS-EXAMINATION 

6 BY MR. BERTOCCI: 

7 Q. Good afternoon, Mr. Knudsen. 

8 A. Good afternoon. 

9 Q. You are PGW's I n t e r i m Chief F i n a n c i a l O f f i c e r , 

10 i s t h a t r i g h t ? 

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

12 Q. And you are i n a chain of command at PGW, i s 

13 t h a t r i g h t ? 

14 A. Yes, I am. Not a very long one. 

15 Q. You rep o r t t o the I n t e r i m CEO? 

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

17 Q. And he i s a C i t y of Philadelphia employee on 

18 loan from h i s post as Water Department Commissioner, i s 

19 t h a t correct? 

20 A. Correct. 

21 Q. And you were appointed by the Philadelphia 

22 F a c i l i t i e s Management Corporation, PFMC? 

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

24 Q. And t h a t i s a board appointed by — composed of 

25 people appointed by the Mayor of Philadelphia, i s t h a t 

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



637 

1 r i g h t ? 

2 A. Correct. 

3 Q. And people serve on t h a t board at the Mayor's 

4 pleasure, i s t h a t correct? 

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

6 Q. And the Philadelphia D i r e c t o r of Finance also 

7 s i t s on t h a t board? 

8 A. She does. 

9 Q. I s i t f a i r t o say t h a t she i s probably the most 

10 i n f l u e n t i a l person on t h a t board? 

11 A. No. 

12 Q. The mission of PFMC i s t o manage PGW f o r the 

13 sole and exclusive b e n e f i t of the c i t y , i s t h a t r i g h t ? 

14 A. I t h i n k t h a t i s what the management agreement 

15 c a l l s f o r , yes. '; 

16 Q. And the c i t y i s designated i n the management 

17 agreement as, quote, owner of a group of r e a l and 

18 personal assets known as the P h i l a d e l p h i a Gas Works., 

19 close quote? 

20 A. The pipes i n the ground. That i s c o r r e c t . 

21 Q. So u l t i m a t e l y the amount of a rat e increase is-

22 not your decision, i s i t ? The amount of the requested 

23 r a t e increase t h a t PGW has requested i s not your 

24 decision? 

25 A. Mine personally? 
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1 Q. Yes. 

2 A. No. 

3 Q. I t i s a decision which i s made by 

4 (gesturing) — 

5 JUDGE FORDHAM: We can't r e f l e c t t h a t on the 

6 record. 

7 BY MR. BERTOCCI: 

8 Q. I t i s a decision t h a t i s made by the c i t y , i s 

9 t h a t r i g h t ? 

10 A. I don't t h i n k t h a t i s t o t a l l y f a i r . C e r t a i n l y 

11 there i s input from the c i t y . But i n t h i s instance the 

12 recommendation and the determination was PFMC's. 

13 Q. And PFMC, of course, i s appointed by the Mayor 

14 and serves at the Mayor's pleasure? 

15 A. Well, l e t me be cl e a r on t h a t . These are not 

16 simply people who rubber stamp the decisions t h a t are 

17 made. I mean, these are people who have been meeting i n 

18 many respects every week f o r a year, u n t i l r e l a t i v e l y 

19 r e c e n t l y when we have gone every two weeks, and they 

20 serve without compensation and they are very dedicated 

21 and they are f a r from -- believe me, f a r from -- rubber 

22 stamps on p o l i c y . 

23 Q. What about the de c i s i o n whether t o request a 

24 grantback of the $18 m i l l i o n c i t y payment? You i n d i c a t e d 

25 i n your testimony t h a t t h a t i s non-existent as a 
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1 p o s s i b l y , i s t h a t r i g h t ? 

2 A. Yes. 

3 Q. But t h a t i s not r e a l l y your d e c i s i o n , r i g h t ? 

4 A. To request the grantback? 

5 Q. The decision not t o 

6 A. Not t o grant one? 

7 Q. Well, the decision not t o --

8 A. Yes, i t i s not my dec i s i o n . 

9 Q. -- not to make a rat e request which has as a 

10 component or as pa r t of a r a t e request a statement t h a t 

11 the c i t y intends t o grant back the 18 m i l l i o n . 

12 A. That would not be my decision . I mean, the 

13 r a t e , the budget w i t h the accompanying r a t e requirement 

14 t h a t we prepared, had no p r o v i s i o n f o r a grantback of the 

15 18 m i l l i o n . 

16 Q. By the way, on page four, I no t i c e t h a t you 

17 say, quote, the company has no opti o n but to t u r n t o i t s 

18 owner/customers f o r the funds i t needs t o operate, close 

19 quote. 

20 MR. CLEARFIELD: I s t h a t d i r e c t or r e b u t t a l ? 

21 MR. BERTOCCI: I thought i t was page four of h i s 

22 main testimony. 

23 MR. CLEARFIELD: Okay. 

24 MR. BERTOCCI: The d i r e c t testimony. 

25 MR. CLEARFIELD: Yes, i t i s i n h i s d i r e c t . 
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1 MR. BERTOCCI: That's r i g h t ? Okay. 

2 A. Line 13? 

3 BY MR. BERTOCCI: 

4 Q. Do you know of any l e g a l document which 

5 i d e n t i f i e s customers as, quote, the owners of PGW? 

6 A. I don't believe so, no. I have heard i t 

7 r e f e r r e d t o i n the context of a l e g a l debate as 

8 owner/operators but I can't say where, so the answer i s 

9 no. 

10 Q. I n your testimony you address resources other 

11 than rates t h a t are a v a i l a b l e t o PGW t o meet PGW's 

12 f i n a n c i a l needs. And you say t h a t the c i t y -- t h i s i s on 

13 page 11 of your d i r e c t testimony -- the c i t y has already 

14 committed a l l t h a t i t can i n working c a p i t a l , a t o t a l of 

15 63 m i l l i o n , close quote. 

16 A. Yes. 

17 Q. You are r e f e r r i n g t o the $4 5 m i l l i o n advance, 

18 which i s the c i t y loan, r i g h t ? 

19 A. Right. 

20 Q. A two year loan t h a t i s a r e v o l v i n g l i n e of 

21 c r e d i t ? 

22 A. Correct. 

23 Q. And there i s no i n t e r e s t on t h a t c r e d i t when i t 

24 i s being used by PGW. PGW returns i t as q u i c k l y as i t 

25 can. And then i t s i t s i n a fund which draws i n t e r e s t f o r 
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1 the b e n e f i t of the c i t y , i s t h a t r i g h t ? 

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

3 Q. And then there i s the 18 m i l l i o n t h a t would 

4 make up 63 --

5 A. The 18 t h a t I am r e f e r r i n g t o there i s the 

6 deferred $18 m i l l i o n t h a t s t a r t s i n February and b u i l d s 

7 t o 18 over four months. So i t i s r e a l l y not a t o t a l of 

8 18. 

9 Q. So what you are r e a l l y committing, r e a l l y , i s 

10 the d e f e r r a l of the payments which s t a r t being due i n 

11 March, A p r i l , May and June? 

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

13 Q. They are a l l paid i n June and they are a l l paid 

14 w i t h i n t e r e s t , i s t h a t r i g h t ? 

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

16 Q. At t h a t time. 

17 A. We have the use of the funds through February, 

18 March, A p r i l and May, and they were q u i t e c r i t i c a l t o us 

19 t h i s year. Not only were we borrowing the 4 5 but we also 

20 were e s s e n t i a l l y e x e r c i s i n g the p r o v i s i o n s of our FERC 

21 t a r i f f s which allow us t o e s s e n t i a l l y defer capacity 

22 charges on our f u e l purchases. 

23 Q. And you are saying t h a t t h a t i s a l l the c i t y 

24 can do, r i g h t ? 

25 A. Well, I t h i n k t h a t question i s b e t t e r d i r e c t e d 
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1 at Ms. Davis, who w i l l be here on Thursday. I t h i n k she 

2 w i l l be q u i t e e x p l i c i t t h a t t h a t i s a l l the c i t y can do. 

3 Q. But you have not done any independent analysis 

4 o f t h e c i t y ' s finances t o determine whether or not t h a t 

5 i s a l l the c i t y can do, i s t h a t r i g h t ? 

6 A. No. I am r e l y i n g on Ms. Davis. I am i n 

7 conversation w i t h a number of people who t a l k about the 

8 d i f f i c u l t i e s t h a t the c i t y i s f a c i n g and i s going t o face 

9 and a l o t of i t r i g h t now revolves around the school 

10 d i s t r i c t . 

11 Q. So on page 21 when you say t h a t the a l t e r n a t i v e 

12 t o p r o v i d i n g a l l PGW's cash needs through rates i s r e a l l y 

13 sale of the u t i l i t y --

14 MR. CLEARFIELD: Could we have a l i n e ? 

15 MR. BERTOCCI: I don't have a l i n e , I'm sorry t o 

16 say. 

17 MR. CLEARFIELD: I j u s t want t o make sure he knows 

18 where the exact statement i s . 

19 MR. HOLLAND: Line 25? 

20 MR. BERTOCCI: Yes, at the bottom. Line 25. 

21 MR. CLEARFIELD: I t says e i t h e r s e l l . 

22 BY MR. BERTOCCI: 

23 Q. Ei t h e r s e l l or arrange f o r an investor-owned 

24 u t i l i t y t o provide gas t o the c i t y and have the company's 

25 rates determined on a t r a d i t i o n a l . . . 
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1 A. Let me j ust -- bear w i t h me. I j u s t want t o 

2 see what the context was leading up t o t h a t statement. 

3 (Witness perusing document.) 

4 Q. You are g i v i n g me too much c r e d i t f o r my 

5 question. A l l I want t o a s c e r t a i n i s you r e a l l y r u l e d 

6 out the p o s s i b i l i t y of the c i t y p r o v i d i n g a 18 m i l l i o n 

7 grant f o r the next year. 

8 A. Yes. 

9 Q. When you pose the question i n t h a t terms and 

10 you say the only a l t e r a n t i v e . 

11 A. Yes. 

12 MR. CLEARFIELD: We always want t o give you c r e d i t . 

13 MR. BERTOCCI: Well, I don't want anyone t o mistake 

14 him f o r an expert witness i n t h i s context. He i s an 

15 employee of the u t i l i t y . 

16 MR. CLEARFIELD: Thank you f o r t h a t . 

17 BY MR. BERTOCCI: 

18 Q. On page 18 of your testimony, you describe the 

19 cashflow method -- page 19, l i n e 18 — you describe the 

20 cashflow method as the l e a s t c o s t l y and the most 

21 reasonable method of s e t t i n g rates f o r a municipal 

22 u t i l i t y . 

23 A. Yes. 

24 Q. Now, the cashflow method t h a t i s not r e a l l y 

25 s t a t u t o r y language. That i s not i n the bond ordinance. 
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1 t h a t 1 s not i n the management agreement, t h a t i s not even 

2 i n the Gas Choice Act, i s i t ? 

3 MR. CLEARFIELD: Well, I obj e c t , Your Honor. The 

4 PGC has characterized s e c t i o n seven of the management 

5 agreement as the cashflow method at l e a s t eight times i n 

6 various r a t e orders. 

7 MR. BERTOCCI: No, I said s t a t u t o r y language. 

8 MR. CLEARFIELD: I'm sorry. I thought you meant 

9 i n i t i a l a d m i n i s t r a t i v e decisions. And the Supreme Court 

10 and the Commonwealth Court have also characterized i t 

11 t h a t way and approved i t as a method of s e t t i n g j u s t and 

12 reasonable r a t e s . But other than t h a t , no. 

13 MR. BERTOCCI: Thank you, Dan. 

14 BY MR. BERTOCCI: 

15 Q. So i s i t f a i r t o say t h a t the cashflow method 

16 i s a concept, i s t h a t r i g h t ? 

17 A. Well, as I t h i n k Ms. Bisgaier t h i s morning 

18 t e s t i f i e d , I mean, i t i s an approach t o a determination 

19 of a l e v e l of revenues t h a t a municipal u t i l i t y r e q u i r e s . 

20 And as Mr. S u l l i v a n also t e s t i f i e d , t h a t i n f a c t the 

21 method t h a t we were using f o r purposes of t h i s proceeding 

22 i s very s i m i l a r t o t h a t used i n other m u n i c i p a l i t i e s . 

23 Q. And b a s i c a l l y the concept i s t h a t you cover a l l 

24 debt expenses and meet required debt service r a t i o s and 

25 t h a t you have cash r e c e i p t s s u f f i c i e n t t o pay o b l i g a t i o n s 
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1 as they come due a f t e r accounting f o r a v a i l a b l e short and 

2 long-term borrowing. I s t h a t about the concept i t s e l f ? 

3 A. Generally t h a t i s the concept. 

4 Q. On page 21 you say t h a t the cashflow method 

5 asks f o r quote, no r e t u r n . That i s l i n e 17. No r e t u r n 

6 on cash working c a p i t a l , i s t h a t r i g h t ? 

7 (Witness perusing document.) 

8 Q. But then the next --

9 MR. CLEARFIELD: Wait a minute. He wants t o 

10 f a m i l i a r i z e himself w i t h t h a t . 

11 MR. BERTOCCI: He i s g i v i n g me too much c r e d i t 

12 again. 

13 (Witness perusing document.) 

14 A. Well, the concept there was l i k e n i n g i t to an 

15 investor-owned u t i l i t y proceeding. 

16 BY MR. BERTOCCI: 

17 Q- And then i n the next l i n e you say t h a t the only 

18 payment t h a t the owner of t h i s municipal u t i l i t y receives 

19 i s the 18 m i l l i o n t h a t i s mandated by the PGW management 

20 agreement and now by the Public U t i l i t y Code, i s t h a t 

21 r i g h t ? 

22 A. Yes. 

23 Q- That i s not a return? 

24 A. I don't t h i n k so. I t h i n k what we have here i s 

25 -- I t h i n k there i s a d i f f e r e n c e of opinion as t o what 
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1 the 18 m i l l i o n r e a l l y c o n s t i t u t e s . The management au d i t 

2 was q u i t e d e t a i l e d i n i t s analysis of t h i s amount and I 

3 would commend the p a r t i e s and the Court t o t h a t p o r t i o n 

4 where we are t a l k i n g about i t p o t e n t i a l l y being a 

5 fran c h i s e fee f o r a m u n i c i p a l i t y u t i l i t y , which i s a very 

6 common mechanism. But even i f i t were, a quote, 

7 dividend, a r e t u r n , i t would be a very low r e t u r n on the 

8 t o t a l investment r e l a t i v e t o other market rates at the 

9 present time. 

10 Q- But as a franchise fee, i f you t h i n k of i t as a 

11 fra n c h i s e fee, how does t h a t square w i t h the management 

12 agreement which requires PFMC t o do more than simply 

13 the c i t y does more than simply franchise PGW. I t charges 

14 PFMC w i t h maintaining the highest standards of management 

15 p r a c t i c e s and d i l i g e n c e i n the operation of the gas 

16 works. That i s from the management agreement. 

17 A. And you are saying t h a t t h a t i s a c r i t e r i o n , 

18 then, f o r the $18 m i l l i o n ? 

19 Q• Well, my question i s , again, you are saying 

20 i t ' s not a r e t u r n on investment. And you are saying i n 

21 some way i t i s compensation f o r e i t h e r service provided 

22 by the c i t y or l i k e a franchise fee. And I am p o i n t i n g 

23 out t h a t t h a t $18 m i l l i o n , i f you t h i n k of i t as 

24 compensation then we have t o look t o see whether or not 

25 compensation has a c t u a l l y been provided by the c i t y , 
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1 i s n ' t t h a t r i g h t ? 

2 MR. CLEARFIELD.: Your Honor, we are g e t t i n g t o the 

3 p o i n t of asking f o r a l e g a l conclusion about what the 

4 management agreement says. I mean, a l l Mr. Knudsen 

5 pointed out was t h a t the management a u d i t characterized 

6 the payment i n a v a r i e t y of ways, one way you could look 

7 a t i t i s a s a f r a n c h i s e fee, and they found t h a t i t was a 

8 reasonable one. There was no comparison t o the 

9 management agreement. I f we are going t o make a l e g a l 

10 conclusion then t h a t i s outside the scope of t h i s 

11 witness' e x p e r t i s e . 

12 MR. BERTOCCI: Your Honor, I'm not asking f o r a 

13 l e g a l conclusion. I am r e a l l y l o o k i n g at the problem of 

14 t a l k i n g about as a concept the cashflow method which 

15 presumably covers the cash needs of the u t i l i t y and then 

16 having the requirement attached t o the cashflow method 

17 t h a t $18 m i l l i o n be paid t o the c i t y o s t e n s i b l y f o r 

18 reasons which no one r e a l l y can q u i t e understand. We 

19 don't understand whether i t i s r e t u r n on investment, we 

20 don't understand whether i t i s a fran c h i s e fee. I f i t i s 

21 compensation f o r service then we c e r t a i n l y have a r i g h t 

22 t o ask what kinds of services have been provided t o 

23 ratepayers f o r t h i s 18 m i l l i o n . 

24 MR. CLEARFIELD: This i s a l l argument. Your Honor. 

25 I t i s compensation f o r the f a c t a l l of the p r o p e r t i e s 
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1 owned by the c i t y . You can look at i t as a franchise 

2 fee. You can look at i t as payment i n l i e u of taxes. 

3 The a u d i t looked at i t i n several ways and found t h a t i t 

4 was reasonable. I f we are going t o get i n t o a p o l i c y 

5 debate about t h i s then t h a t i s not proper 

6 cross-examination and I ob j e c t . 

7 MR. BERTOCCI: I t h i n k I am at the end of t h a t l i n e 

8 of questioning. Your Honor. 

9 MR. CLEARFIELD: Then I withdraw the o b j e c t i o n . 

10 JUDGE FORDHAM: Okay. 

11 BY MR. BERTOCCI: 

12 Q. In your r e b u t t a l testimony at page f i v e , l i n e s 

13 18 and 19 again, you say t h a t PGW's bond covenants 

14 r e q u i r e t h a t PGW have s u f f i c i e n t revenues, quote, from 

15 r a t e s , close quote, to be able t o pay i t s o b l i g a t i o n s 

16 when due. You appear t o take the p o s i t i o n t h a t the bond 

17 r a t e covenants r e q u i r e not merely t h a t debt service 

18 coverage r a t i o s be met from rates but t h a t debt service 

19 payments as they come due be met from rates i n t h a t 

20 month. I s t h a t your p o s i t i o n ? 

21 A. Well, I t h i n k t h a t i s the company's p o s i t i o n on 

22 t h i s , yes. That w i l l be the l e g a l argument. 

23 Q. That i s a p o s i t i o n taken on advice of Counsel? 

24 A. Yes. 

25 Q. Are you saying t h a t i t v i o l a t e s the covenants 
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1 t o use the tax exempt commercial paper, t o use money from 

2 the tax exempt commercial paper or monies from the 

3 c a p i t a l fund or even the c i t y advance, t o make debt 

4 service payments? 

5 A- No. I mean, i f we have i n s t r u m e n t a l i t i e s 

6 a v a i l a b l e t o us t o use t h a t i s not i n a p p r o p r i a t e . The 

7 problem t h a t we have i s t h a t u l t i m a t e l y those are 

8 exhausted w i t h i n the 12 month period and we are nowhere. 

9 And we are s i t t i n g w i t h t h i s o b l i g a t i o n f o r the 45 

10 m i l l i o n t o pay i t back by the 1st of January, 2003., and 

11 w i t h the l e v e l of recommended r a t e r e l i e f we don't make 

12 i t . And t h a t i s an ordinance and we are under law t o 

13 r e t u r n those monies by I t h i n k i t i s the 3rd or 4th of 

14 January of 2003. 

15 Q. Now, on page 12 of your r e b u t t a l testimony, 

16 l i n e s 29 through 31, you say t h a t i n your experience — 

17 I'm paraphrasing -- i n your experience w i t h PGW's p r i o r 

18 ratemaking methodology and requirements the gas 

19 commission never denied an otherwise j u s t i f i e d r a t e 

20 increase on the basis of conclusions about PGW's service 

21 q u a l i t y , i s t h a t r i g h t ? 

22 A. That was my experience, yes. 

23 Q. But wouldn't you agree t h a t i n t h a t time there 

24 never was a time when there was a f a i l e d implementation 

25 of a b i l l i n g system? 
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1 MR. CLEARFIELD: I'm sorry. I missed t h a t 

2 question. 

3 BY MR. BERTOCCI: 

4 Q. In the time of your experience w i t h PGW, which 

5 I recognize t h a t h i s experience w i t h PGW goes back t o the 

6 l a t e 1980 1s, you are saying service was never an issue 

7 when i t came t o rates i n those times. I am saying, w e l l 

8 — I'm asking him, w e l l , was there ever a time i n t h a t 

9 timeframe when customers had experienced the f a i l e d 

10 implementation of a b i l l i n g system. 

11 A. Well, I t h i n k t h a t i s a layered question. Let 

12 me respond. Yes, there was no other f a i l e d 

13 implementation of a b i l l i n g system. We had a very flawed 

14 b i l l i n g system before t h i s one. So the question then was 

15 d i d you take the r i s k t o remove a very flawed system t h a t 

16 was e s s e n t i a l l y c r e a t i n g God knows as many problems then 

17 as we have t r i e d t o e l i m i n a t e i n the l a s t year. And the 

18 answer was by a group of f o l k s , i n c l u d i n g ourselves when 

19 I was at t h a t t a b l e f o r 28 years, 14 of which I was 

20 appearing f o r Mr. Bertocci and h i s predecessors, we 

21 argued t h a t the IT system, the i n f o r m a t i o n technology 

22 system, had to be upgraded, which i t d i d . So they took 

23 t h a t book but they d i d a very bad job of i t . 

24 Are they unique i s the next question. That i s the 

25 next l a y e r of i n q u i r y . And the f a c t i s t h a t they are 
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1 not. There are at l e a s t four r e g i o n a l u t i l i t i e s around 

2 us who have major flawed implementations of b i l l i n g 

3 systems f o r a very good reason: they are very hard t o do 

4 r i g h t . And then on top of t h a t , we o f f e r f i v e types of 

5 services t h a t nobody else i n the region does t h a t f u r t h e r 

6 complicates our b i l l i n g system and has complicated i t t o 

7 a f a i r t h e e w e l l and we are p u l l i n g our way out of t h a t . 

8 The d i f f e r e n c e between us and the others around us 

9 — - I ' m not going t o name the u t i l i t y but there i s one 

10 where they a c t u a l l y h i r e d people t o manually t o w r i t e out 

11 b i l l s t o make sure t h a t they got out the door. We could 

12 not do t h a t because we simply don't have the resources. 

13 So the lOUs around us were able t o do t h a t . We were not. 

14 MR. CLEARFIELD: What i s an IOU? 

15 THE WITNESS: An investor-owned u t i l i t y . 

16 So the idea t h a t somehow we should be held t o a 

17 d i f f e r e n t standard I t h i n k i s u n f a i r because we are not 

18 an investor-owned u t i l i t y . There was no deep pocket t o 

19 go to t o e s s e n t i a l l y p u l l us out of t h i s problem t h a t we 

20 were i n and we have gone as f a r as we can i n f i n a n c i n g i t 

21 d i f f e r e n t l y . We now have t o t u r n t o the customers and 

22 t h a t i s r e a l l y what t h i s i s addressed t o here. 

2 3 BY MR. BERTOCCI: 

24 Q. Don't you agree t h a t PGW's problems at le a s t i n 

25 degree are s i g n i f i c a n t l y greater w i t h i t s new b i l l i n g 
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1 system than other u t i l i t i e s ? 

2 A. I t i s i n degree because of the complexity of 

3 the design. 

4 Q. And the design was a t t r i b u t a b l e to...? 

5 A. The major problem t h a t we have had w i t h the 

6 implementation of the system i s the CRP program. 

7 E s s e n t i a l l y what we took was a standard i n d u s t r y v a n i l l a 

8 construct and we had t o i n t e r l a c e w i t h i t a very complex 

9 t a r i f f , the CRP program, and i t has created no end of 

10 problems. The ir o n y of t h i s i s we are going t o get 

11 ourselves out from a l l of t h i s and we are going t o t u r n 

12 and under r e s t r u c t u r i n g put the CAP program i n . 

13 Q. But i t was p r i o r management t h a t attempted t o 

14 implement t h i s system, i s t h a t r i g h t ? 

15 A. That 1s c o r r e c t . 

16 Q. And when the system was implemented i n July of 

17 1999 i s n ' t i t f a i r t o say t h a t you were not i n the l e a s t 

18 su r p r i s e d at the d i s a s t e r which ensued? 

19 A. Yes, t h a t ' s c o r r e c t . 

20 Q. On page 32 of your main testimony you say at 

21 l i n e 19 through 21 we know from a recent study t h a t i f we 

22 can address these three concerns — and you are r e f e r r i n g 

23 t o improving the c a l l center and I t h i n k you are 

24 r e f e r r i n g t o the p r o d u c t i v i t y of s t a f f , improving the 

25 i n f o r m a t i o n and a c c e s s i b i l i t y t o the computer system and 
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1 t r a i n i n g and also a t t i t u d i n a l changes i n the s t a f f — 

2 you are saying i f we can address these three concerns 

3 there i s no reason t h a t you cannot reach i n d u s t r y 

4 standards of performance, i s t h a t r i g h t ? 

5 A. Yes. 

6 Q. S o a t t h i s p o i n t you would agree t h a t you are 

7 below i n d u s t r y standards of performance? 

8 A. Yes. On c e r t a i n aspects of customer access. 

9 Some aspects of customer access are i n excess of current 

10 standards. 

11 Q. As f a r as the c a l l center i s concerned --

12 A. No. Within the c a l l center we answer emergency 

13 c a l l s w e l l under standard and w i t h the exception of one 

14 week since about the 25th of March anybody who c a l l e d PGW 

15 f o r a payment arrangement has been able t o get i n under 

16 the 30 second requirement or gen e r a l l y around t h a t l e v e l . 

17 So where we do have problems -- and here again and I 

18 t h i n k I would c e r t a i n l y l i k e the Court and the p a r t i e s t o 

19 understand t h a t PGW o f f e r s an array of services t h a t no 

.20 other u t i l i t y around here does. And i t i s t h i s o f f e r i n g 

21 of t h i s array of services i n conj unction w i t h t h i s new 

22 b i l l i n g system t h a t has created the problems. 

23 There i s a very strong temptation r i g h t now simply 

24 t o discontinue the whole array of services. Then we w i l l 

25 have a p e r f e c t l y f u n c t i o n i n g c a l l center and a l o t of 
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1 people w i l l be severely discommoded and inconvenienced 

2 because PGW i s no longer the provider of e s s e n t i a l 

3 services t o t h i s community. 

4 Right now we do a l o t of work f o r low income 

5 customers. We have 150,000 people l i v i n g at or below 150 

6 percent of poverty. We have a blacksmith and a sheet 

7 metal worker on duty a l l of the time because, guess what, 

8 we have 60 and 70 year o l d furnaces i n t h i s town t h a t 

9 need r e p a i r p a r t s t h a t we custom make. And I w i l l t e l l 

10 you we do not receive back i n compensation the cost of 

11 i n c u r r i n g t h a t o b l i g a t i o n . But we do have a customer i n 

12 t h e i r l o c a t i o n , i n t h e i r home, stay i n g on the system and 

13 not homeless. 

14 So when we t a l k about the services t h a t PGW 

15 supposedly f a i l s i n p r o v i d i n g , we have an array of 

16 d i f f i c u l t i e s and i t i s not only our r e s p o n s i b i l i t y and 

17 problem. We have a l o t of d i f f i c u l t i e s communicating 

18 w i t h c l i e n t e l e , our customers, who make an appointment 

19 and choose not t o show up even though we c a l l them the 

20 n i g h t before and say please be a v a i l a b l e i n the hours 

21 t h a t we have i n d i c a t e d . They may not be there. 

22 We have appliance r e p a i r s . We have the senior 

23 c i t i z e n s i n PGW's service t e r r i t o r y who put an 

24 e x t r a o r d i n a r y demand on us i n terms of the phone c a l l s . 

25 We know from recent studies -- and, P h i l , you w i l l be 
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1 i n t e r e s t e d i n t h i s — 33 percent of our customers have 

2 never phoned us i n the l a s t two-and-a-half years by t h e i r 

3 r e p o r t . Two-thirds, then, do phone us and they phone on 

4 the average of two-and-a-half times a year. The great 

5 percentage of those are low income and older people. And 

6 t h a t speaks t o the d i f f i c u l t i e s because people don 11 c a l l 

7 n e c e s s a r i l y only f o r a s p e c i f i c reason. I was l i s t e n i n g 

8 t o phone conversations the other day and older people 

9 were c a l l i n g simply t o make sure t h a t everything i s okay. 

10 There are people i n t h i s town who w i l l not t u r n on 

11 t h e i r own -- they don't l i g h t up t h e i r own equipment i n 

12 the f a l l . The gas man does t h a t . There are other people 

13 who w i l l not adjust t h e i r thermostat i n Philadelphia. 

14 The gas man does t h a t . 

15 So we are o f f e r i n g an enormous complexity of 

16 services and we take a drubbing because some of i t 

17 s e r i o u s l y goes wrong. And we are working very hard t o 

18 c o r r e c t those problems. 

19 But to now -- and I come back t o my l i s t of four or 

20 f i v e items -- get me down to the bottom and say I'm sorry 

21 but you can't have any money t o f i x the r e s t of i t even 

22 though you are undertaking reforms, even though you are 

23 c u t t i n g costs t o the best t h a t you can, where does t h a t 

24 leave us? Nowhere. And t h a t i s r e a l l y the issue t h a t we 

25 are t a l k i n g about. 
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1 A long-winded answer. 

2 Q. I l e t you go. 

3 A. Thank you. 

4 Q. PGW i s proposing a $65 ra t e increase pursuant 

5 t o a f i n a n c i a l plan which envisions repaying the $45 

6 m i l l i o n advance w i t h i n two years and paying down the $97 

7 m i l l i o n i n short-term commercial paper w i t h i n f i v e , i s 

8 t h a t r i g h t ? 

9 A. Yes. 

10 Q. Now, such a f i n a n c i a l plan i d e a l l y would be 

11 grounded on a s t r a t e g i c plan, i s n ' t t h a t r i g h t ? 

12 A. And i t i s . 

13 Q. Has PGW formulated a s t r a t e g i c plan t h a t i s 

14 acceptable t o the gas commission and Philadelphia C i t y 

15 Council? 

16 A. The answer t o t h a t i s t h a t the s t r a t e g i c plan 

17 which we prepared, which was a booklet about an 

18 inch-and-a-half t h i c k , t h a t i n my opinion c e r t a i n l y was 

19 re p r e s e n t a t i v e of an i n d u s t r y d e f i n i t i o n of a s t r a t e g i c 

20 plan was r e j e c t e d f o r very t e c h n i c a l reason. 

21 Q. So the answer i s no? 

22 A. The answer i s no i n t h i s j u r i s d i c t i o n at t h i s 

23 time, t h a t i s c o r r e c t . 

24 Q. So the owner of PGW has not at t h i s p o i n t 

25 s e t t l e d upon a s t r a t e g i c plan f o r PGW? 
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MR. CLEARFIELD: I'm confused. The PGC, the gas 

commission, does not own PGW. You said i t was r e j e c t e d 

by the gas commission and C i t y Council. 

MR. BERTOCCI: The c i t y owns PGW, r i g h t ? 

MR. CLEARFIELD: And i t s c i t i z e n s , who are also 

ratepayers. 

MR. BERTOCCI: That's what you t h i n k . 

MR. CLEARFIELD: I t h i n k we can take a d m i n i s t r a t i v e 

n o t i c e of t h a t . 

MR. BERTOCCI: The C i t y Council i s par t of the 

c i t y , r i g h t ? 

MR. CLEARFIELD: I f you want to say t h a t the C i t y 

Council has not done i t , or the PGC has not approved i t , 

t h a t ' s f i n e . 

BY MR. BERTOCCI: 

Q. And the gas commission i s a department'of the 

c i t y , r e a l l y , i s n ' t i t ? 

A. But you l e f t out the Mayor's o f f i c e . 

Q. That's r i g h t . The Mayor i s p a r t of the c i t y . 

And there has not been an agreement? 

MR. CLEARFIELD: Why don't you ask him i f the 

a d m i n i s t r a t i o n has approved the plan. 

BY MR. BERTOCCI: 

Q. I f a plan has been submitted -- i s n ' t i t t r u e a 

plan has been submitted --
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1 A. The a d m i n i s t r a t i o n i s — 

2 Q. The mayor and PFMC support the s t r a t e g i c plan 

3 which you have presented at t h i s time? 

4 A. Yes. The only element t h a t was not included 

5 o r i g i n a l l y because we p h y s i c a l l y could not do i t i n 

6 November and we have had a hard time d e l i v e r i n g i t since 

7 then, although I am about to d e l i v e r i t t o the PGC, and 

8 t h a t was t h a t they wanted a l l of the departmental goals 

9 and the departmental s t r u c t u r e s t o contain and r e f l e c t 

10 the o v e r a l l d i r e c t i o n t h a t we were going i n . I n a l l 

11 candor, while the place was i n chaos there was simply no 

12 way t o d i r e c t resources t o t h i s kind of an academic 

13 exercise. We have gone through t h a t since then and we 

14 are about t o incorporate t h a t process i n the 2002 

15 budgeting p r o t o c o l . So a l l of those questions w i l l be 

16 answered i n a very short period of time. 

17 Q. But you would not say the development of a 

18 s t r a t e g i c plan at the departmental l e v e l i s simply an 

19 academic exercise, would you? 

20 MR. CLEARFIELD: Your Honor, I don't know what the 

21 s t r a t e g i c plan has to do w i t h t h i s r a t e case. The PUC 

22 doesn't approve the s t r a t e g i c plan. Mr. Bertocci may 

23 t h i n k i t i s c r u c i a l but I don't b e l i e v e i t has ever been 

24 p a r t of a ratemaking determination. 

25 MR. BERTOCCI: Well, Your Honor, the reason I am 
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1 asking about i t i s t h a t we have heard a l o t of testimony 

2 today which asks f o r a r a t e increase which i n a l l 

3 appearances not only meets bond requirements but i s also 

4 p a r t of a f i n a n c i a l plan which involves paying down 

5 according t o a p a r t i c u l a r schedule short and long-term 

6 debt or reducing long-term debt and paying down 

7 short-term department. And the question i s i t i s a 

8 matter of p r i o r i t i e s . What I'm i n q u i r i n g i s , you know, 

9 i f ratepayers are the ones th a t are going t o have t o come 

10 up w i t h t h i s money then we want t o be sure t h a t PGW at 

11 the l e v e l of departments has i n p o s i t i o n a s t r a t e g i c plan 

12 which enables them t o set t h e i r p r i o r i t i e s and cut i n 

13 such a way t h a t a l l t h i s money t h a t we have provided i n 

14 r a t e o s t e n s i b l y t o reduce debt does not end up going f o r 

15 operating expenses which have been u n c o n t r o l l e d . That i s 

16 the relevance of the question. And I t h i n k he has j u s t 

17 about given me the answer. 

18 A. Well, I've got a l i t t l e b i t more of an answer 

19 t o give. 

20 MR. CLEARFIELD: I t i s argument. Your Honor. But 

21 at t h i s l a t e hour I w i l l withdraw my obj e c t i o n . 

22 A. The s t r a t e g i c plan was prepared. I t r e f l e c t e d 

23 a c o n t i n u a t i o n of services as we c u r r e n t l y c o n s t i t u t e d 

24 i t . That was e s s e n t i a l l y the i m p l i c i t understanding I 

25 had w i t h the s t a f f of the gas commission when I s t a r t e d 
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1 down t h a t path. I t was t h a t document t h a t was the 

2 foundation f o r the Black & Veatch r e p o r t . Black & Veatch 

3 then independently reviewed w i t h Mr. Bogdonavage and 

4 others i n the company the assumptions: was what we were 

5 saying an appropriate d i r e c t i o n f o r the company and d i d 

6 t h i s f i v e year forecast or outlook represent something 

7 consistent w i t h what they e i t h e r have experienced i n the 

8 i n d u s t r y or they would judge t o be independently 

9 acceptable. And the answer was yes. 

10 So the s t r a t e g i c plan as Mr. Bertocci I t h i n k 

11 p r o p e r l y observes i s p a r t of t h i s case. I t happens t o 

12 have taken a d i f f e r e n t form and i t i s c a l l e d the Black & 

13 Veatch r e p o r t . The basis f o r the Black & Veatch r e p o r t 

14 was t h i s book t h a t was an inch-and-a-half t h i c k t h a t I 

15 submitted t o the gas commission l a s t November. 

16 BY MR. BERTOCCI: 

17 Q. But i s n ' t i t t r u e t h a t the Black & Veatch 

18 r e p o r t r e a l l y makes no e f f o r t t o assess whether or not 

19 from a customer standpoint the rates which would be 

20 i m p l i e d by the Black & Veatch r e p o r t are j u s t and 

21 reasonable? 

22 A. That i s not t h e i r j ob. 

23 MR. BERTOCCI: I have no f u r t h e r questions. 

24 JUDGE FORDHAM: Any r e d i r e c t ? 

25 
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1 REDIRECT EXAMINATION 

2 BY MR. CLEARFIELD: 

3 Q. Mr. Knudsen, i n the comments t h a t you received 

A from the PGC -- and I'm not sure i f C i t y Council i s p a r t 

5 of t h a t — d i d they question at a l l the goals of paying 

6 down the commercial paper or increas i n g the p o r t i o n of 

7 c a p i t a l expenditures generated by i n t e r n a l l y generated 

8 funds? 

9 A. They d i d not comment on t h a t at a l l . There was 

10 a concern w i t h t h i s other aspect of the program. 

11 Q. Did they i n d i c a t e t h a t you should not pay back 

12 the $45 m i l l i o n loan from the c i t y ? 

13 A. Oh, on the contrary, at the same meeting of the 

14 C i t y Council where t h i s s t r a t e g i c plan was denied 

15 acceptance counsel was vociferous i n i t s requirement t h a t 

16 we pay t h i s $45 m i l l i o n o f f on the second year 

17 anniversary. 

18 Q. Did the PGC i n d i c a t e t h a t the $18 m i l l i o n c i t y 

19 payment should be waived? 

20 A. No. 

21 Q. Did the C i t y Council or PGC i n d i c a t e t h a t PGW 

22 should not have an adequate l e v e l of cash working c a p i t a l 

23 during t h i s planning period? 

24 A. No. 

25 MR. CLEARFIELD: That i s a l l I have. 
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1 JUDGE FORDHAM: Anything? 

2 (No audible response.) 

3 JUDGE FORDHAM: Thank you very much. 

4 THE WITNESS: Thank you very much, Your Honor. 

5 (Witness excused.) 

6 JUDGE FORDHAM: This concludes the session f o r 

7 today. We w i l l s t a r t tomorrow -- I'm sorry. 

8 MR. CLEARFIELD: Your Honor, I would l i k e t o move 

9 i n t o evidence Mr. Knudsen's e x h i b i t s , PGW Statement 1.0 

10 w i t h E x h i b i t s TEK-1 and 2, PGW Statement 1.1. 

11 We w i l l wait on the supplemental. That goes t o the 

12 management a u d i t . 

13 JUDGE FORDHAM: Okay. 

14 MR. CLEARFIELD: And then we would l i k e t o move 

15 i n t o evidence TEK Rej oinder E x h i b i t 1. 

16 JUDGE FORDHAM: Hearing no ob j e c t i o n s , those 

17 statements and e x h i b i t s are admitted without o b j e c t i o n . 

18 MR. CLEARFIELD: Thank you. Your Honor. 

19 (Whereupon, the documents marked as PGW 

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

21 TEK-1, TEK-2, TEK-3 and TEK-Rejoinder-1 were 

22 received i n evidence.) 

23 JUDGE FORDHAM: We w i l l resume tomorrow at 10 

24 o'clock. 

25 Thank you very much. 
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(Whereupon, at 5:14 p.m., the hearing was 

adjourned, t o be reconvened at 10:00 a.m. on Wednesday, 

May 23, 2001, i n Philadelphia, Pennsylvania.) 
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1 C E R T I F I C A T E 

2 I hereby c e r t i f y , as the stenographic r e p o r t e r , 

3 t h a t the foregoing proceedings were taken 

4 s t e n o g r a p h i c a l l y by me and t h e r e a f t e r reduced t o 

5 t y p e w r i t i n g by me or under my d i r e c t i o n ; and t h a t t h i s 

6 t r a n s c r i p t i s a t r u e and accurate record t o the best of 

7 my a b i l i t y . 
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