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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 Williams 

4 Fordam. This i s the time and place f o r a f u r t h e r hearing i n 

5 the matter of Pennsylvania Public U t i l i t y Commission versus 

6 Philadelphia Gas Works at Docket R-00006042. There are 71 

7 i n d i v i d u a l complaints f i l e d i n t h i s case, and then there were 

8 13 other c dockets t h a t have been added to t h i s case. 

9 At t h i s time I would ask the counsel t o enter 

10 t h e i r appearance, beginning w i t h PGW. 

11 MR. CLEARFIELD: Good morning. Your Honor. 

12 I'm Dan C l e a r f i e l d , representing, PGW along w i t h co-counsel. 

13 MR. HOLLAND; Good morning, Your Honor. I am 

14 Wendell Hol l a n d . I represent the company. 

15 MR. COHEN: Good morning, Your Honor, I am Walter 

16 Cohen, from Obermayer, Rebmann, Maxwell and Hippel. 

17 MR. SIMMS: Good morning Your Honor, Johnnie 

18 Simms, representing the O f f i c e of T r i a l S t a f f . 

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

20 Keene and C h r i s t y Appleby f o r the O f f i c e r of Consumer Advocate. 

21 MS. BURAK: Good morning. Your Honor, Charis Burak 

22 on behalf of Phil a d e l p h i a I n d u s t r i a l and Commercial Gas. 

23 MR. GRAY: Good morning, Your Honor, Stephen Gray 

24 on behalf of the O f f i c e of Small Business Advocate. 

25 MR. BERTOCCI: Good morning, Your Honor, P h i l i p 
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1 Bertocci on behalf of CEPA, Acorn, TAG and Action A l l i a n c e . 

2 JUDGE FORDHAM: As I i n d i c a t e d , t h i s i s a f u r t h e r 

3 hearing i n t h i s matter. We have had two days of hearings so 

4 f a r . I be l i e v e we have one witness from PGW t h i s morning and 

5 then Mr. Knudsen and Mr. Lelash. 

6 MR. CLEARFIELD: Yes, Your Honor. Just a 

7 housekeeping, Mr. Knudsen i s going to t r y to make i t as soon as 

8 he can today. I f he does not, i f he i s not able t o appear a f t e r 

9 Ms. Davis i s f i n i s h e d we had discussed i t w i t h the p a r t i e s , we 

10 would j u s t reverse the order and go w i t h Mr. Lelash, and f i n i s h 

11 him up, and then have Mr. Knudsen at the end. 

12 MR. HOLLAND: There i s a second housekeeping 

13 matter. Your Honor.It involves the cross-examination of 

14 Mr. White yesterday by Mr. Simms. We spoke t o Mr. Simms. I t 

15 concerns I suppose the e x p i r a t i o n o f the customer charge at 

16 $11.65. I b e l i e v e Mr. Simms asked Mr. White when t h a t expired 

17 and Mr. White t e s t i f i e d t h a t i t expired September f i r s t . We 

18 discussed w i t h Mr. Simms t h a t i n f a c t , the customer charges 

19 p r e s e n t l y i n place does not expire u n t i l these rates are put i n 

20 e f f e c t pursuant t o the i n t e r i m settlement agreement. 

21 JUDGE FORDHAM: Okay. 

22 MR. HOLLAND: I f the record could r e f l e c t t h a t 

23 c o r r e c t i o n I would appreciate i t and defer t o Mr. Simms i f he 

24 cares to add. 

25 JUDGE FORDHAM: Mr. Simms. 
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MR. SIMMS: I concur w i t h the statement by Mr. 

Holland, and as r e f l e c t e d i n the i n t e r i m settlement. And the 

matter w i l l probably be discussed f u r t h e r i n our b r i e f s . 

Thank you. 

Your Honor, PGW c a l l s Janice Davis. 

Ms. Davis, I need you to stand f o r 

JUDGE FORDHAM: 

MR. CLEARFIELD: 

JUDGE FORDHAM: 

me to swear you i n . 

JANICE DAVIS, 

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

DIRECT TESTIMONY 

JUDGE FORDHAM: You may be seated. Would you 

st a t e your name and business address f o r the record please. 

THE WITNESS: My name i s Janice Davis. My address 

i s 1401 JFK Boulevard, Room 1330, Philadelphia, Pennsylvania 

19102. 

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

MR. CLEARFIELD: Thank you, Your Honor. Ms. Davis 

i s sponsoring j u s t one piece of testimony. She gets the award 

f o r the l e a s t amount of pre-prepared testimony i n t h i s 

proceeding, PGW Statement 7.0, and her e x h i b i t i s JD-1, which 

i s her curriculum v i t a e . Ms. Davis i s a v a i l a b l e f o r cross-

examination . 

JUDGE FORDHAM: Mr. Simms, do you have anything? 

MR. SIMMS: No cross, Your Honor. 

JUDGE FORDHAM: Mr. Keene? 
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1 MR. KEENE: We have l i m i t e d cross, Your Honor. 

2 Ms. Appleby w i l l be doing the cross of Ms. Davis. 

3 JUDGE FORDHAM: Okay. 

4 CROSS-EXAMINATION 

5 BY MS. APPLEBY: 

6 Q. Ms. Davis, my name i s C h r i s t i n e Appleby. I am w i t h the 

7 O f f i c e r of Consumer Advocate. I w i l l be asking you a few 

8 questions. At page four, l i n e seven of your testimony, you 

9 i n d i c a t e t h a t the C i t y i s r e l y i n g on the 18 m i l l i o n payment from 

10 PGW f o r the City ' s budgeting purposes. What i s the C i t y of 

11 Philadelphia's current annual budget? 

12 A. Our cur r e n t annual budget i s 2.8 b i l l i o n d o l l a r s . 

13 JUDGE FORDHAM: Please keep your voice up, 

14 Ms. Davis. 

15 BY MS. APPLEBY: 

16 Q. Looking now at your r e b u t t a l testimony at pages four and 

17 f i v e , where you discuss r e d i r e c t i o n of C i t y funds f o r other 

18 purposes. Am I c o r r e c t t h a t i t i s a decision of the C i t y 

19 through i t s C i t y Council and Mayor as to how to spend expected 

2 0 c i t y revenues from taxes and the PGW payments? 

21 A. Yes. 

22 Q. So the d e c i s i o n t o r e d i r e c t C i t y funds from a s p e c i f i c 

23 program would have t o be made at the l e v e l of c i t y government, 

24 correct? 

25 A. Yes. 
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1 Q. You would agree w i t h rae th a t one of the City's 

2 considerations should be the p r o v i s i o n of safe and af f o r d a b l e 

3 gas service? 

4 A. Yes. Now moving onto Mr. Knudsen's testimony on 

5 Tuesday. He t e s t i f i e d t h a t PGW provides an array of services 

6 and s o c i a l programs, i n c l u d i n g senior c i t i z e n discount program 

7 and customer r e s p o n s i b i l i t y program, beyond t h a t of t r a d i t i o n a l 

8 u t i l i t y services. What procedure i s used t o decide which s o c i a l 

9 programs are provided by the C i t y , and which are provided by 

10 PGW? 

11 A. The C i t y has c e r t a i n mandated services. We don't share 

12 d e c i s i o n making w i t h PGW on which they are going t o serve and 

13 which we w i l l . We provide those services that are required by 

14 our Municipal Charter t o be provided. 

15 Q. You have t e s t i f i e d before the Philadelphia Gas Commission 

16 proceedings i n v o l v i n g PGW, correct? 

17 A. Yes. 

18 Q. I n August of 2000 you t e s t i f i e d regarding the number of 

19 f a m i l i e s t h a t would f a l l behind i n payments as a r e s u l t of the 

20 r a t e increase requested, i s t h a t correct? 

21 A. Yes. 

22 Q. I be l i e v e t h a t estimate you provided was 24,000 

23 a d d i t i o n a l f a m i l i e s ? 

24 MR. CLEARFIELD: Objection, Your Honor. This i s 

25 outside the scope of her r e b u t t a l testimony. I t has nothing 
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1 t o do w i t h the testimony t h a t she submitted here. 

2 MS. APPLEBY: I'm sorry, I beg to d i f f e r . I n t h i s 

3 p a r t i c u l a r case, she i s t a l k i n g about the a f f e c t s of what the 

4 s o c i a l programs would have on t h i s -- the a f f e c t s on PGW of the 

5 p a r t i c u l a r programs t h a t are going to be i n place. 

6 MR. CLEARFIELD: Where has she t e s t i f i e d about that? 

7 MS. APPLEBY: I n t h i s p a r t i c u l a r case what she i s 

8 s t a t i n g i s what the Ci t y ' s funds are, i n t h i s p a r t i c u l a r case, 

9 able t o put towards PGW, and how that i s going to a f f e c t PGW, 

10 and what the C i t y i s able c o n t r i b u t e . Therefore, how t h a t i s 

11 going t o a f f e c t the C i t y and the people i n the C i t y . 

12 MR. CLEARFIELD: Yes. But th a t has nothing t o do 

13 J wi t h how, to what extent, i f at a l l , or to what extent a r a t e 

14 increase by PGW w i l l create a d d i t i o n a l delinquencies. By the 

15 way, the r a t e increase at the end o f t h i s case would a c t u a l l y be 

16 a r a t e decrease when the GCR i s put i n t h i s place, which was not 

17 something being considered i n August o f 2000. 

18 So I j u s t t h i n k i t ' s outside the scope of what 

19 she's here t o t e s t i f y about. You know the PGC proceeding i s a 

20 much more wide ranging proceeding, and she was presented f o r 

21 many other issues. That does not mean t h a t those questions 

22 become rel e v a n t here f o r Ms. Davis. 

23 MS. APPLEBY: The impact of the gr a n t i n g back of 

24 the 18 m i l l i o n d o l l a r s i s h i g h l y relevant t o t h i s p a r t i c u l a r 

25 proceeding. 
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1 JUDGE FORDHAM: Give me a minute. 

2 MR. CLEARFIELD: The impact i s not an issue t h a t 

3 Ms. Davis i s here to t e s t i f y about. Her testimony i s about the 

4 i A d m i n i s t r a t i o n ' s a b i l i t y or i n a b i l i t y t o grant back the 18 

5 m i l l i o n d o l l a r s because of the severe budget concerns t h a t the 

6 C i t y has r i g h t at the moment. 

7 MS. APPLEBY: Your Honor, our p o i n t i n t h i s 

8 p a r t i c u l a r case i s the impact t h a t i t i s going t o have on the 

9 C i t y . She has t e s t i f i e d p r e v i o u s l y about the impact t h a t i t i s 

10 also going t o have on the f a m i l i e s i n the PGC proceedings. 

11 MR. CLEARFIELD: I'm confused — 

12 JUDGE FORDHAM: Give me one minute. 

13 MR. CLEARFIELD: I'm sorry. 

14 JUDGE FORDHAM: Based on my reading of Ms. Davis' 

15 testimony, she i s responding to the impact of the 18 m i l l i o n 

16 d o l l a r payment to the C i t y , as opposed to dealing w i t h the 

17 various customers.Therefore, I w i l l s u s t a i n PGW's o b j e c t i o n . 

18 MR. CLEARFIELD: Thank you. Your Honor. 

19 MS. APPLEBY: That's a l l I have then. 

20 JUDGE FORDHAM: Okay. Ms. Burak. 

21 MS. BURAK: Thank you. Your Honor. 

22 CROSS-EXAMINATION 

23 BY MS. BURAK: 

24 Q. Good morning, Ms. Davis. My name i s Charis Burak. I am 

25 here on behalf of Pennsylvania Area I n d u s t r i a l and Commercial 
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1 Users. I j u s t have a few questions f o r you today. Beginning on 

2 page 4, l i n e 15 of your r e b u t t a l testimony, you i n d i c a t e t h a t 

3 the C i t y should not be required to r e a l l o c a t e funds i n order to 

4 avoid an otherwise j u s t i f i e d r a t e increase f o r PGW; i s t h a t 

5 correct? 

6 A. Right. 

7 Q. I f the PUC concludes t h a t the 65 m i l l i o n d o l l a r increase 

8 requested by PGW i s u n j u s t i f i e d , but f i n d s t h a t a lessor 

9 increase, f o r example, 35 m i l l i o n d o l l a r s , i s j u s t i f i e d , should 

10 the C i t y then be required to r e a l l o c a t e funds to make up the 

11 difference? 

12 A. No. 

13 Q. Do you also b e l i e v e t h a t the C i t y should not be req u i r e d 

14 to r e a l l o c a t e funds i n order t o avoid an u n j u s t i f i e d r a t e 

15 increase f o r the C i t y -- excuse me — f o r PGW? 

16 A. No. 

17 Q. So you would agree t h a t the C i t y should provide PGW 

18 assistance, r a t h e r than r e q u i r i n g PGW's rat e payers to be 

19 charged un j u s t and unreasonable rates? 

20 A. No. 

21 Q. You would p r e f e r PGW's customers to be charged un j u s t and 

22 unreasonable rates r a t h e r than have the C i t y provide any type of 

23 funds to PGW, i s t h a t correct? 

24 A. The ra t e payers should bear the cost of p r o v i d i n g the 

25 service. That's not something t h a t the C i t y should have to do. 
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1 Q. Even i f those rates would be u n j u s t i f i e d i n the eyes of 

2 the PUC? 

3 MR. CLEARFIELD: Your Honor, I am confused. I f 

4 the rates are u n j u s t i f i e d , then they w i l l not be charged. So i f 

5 the PUC i s going t o make a decision, whatever the decision i s , 

6 becomes the determination of the appropriate r a t e increase f o r 

7 PGW. 

8 MS. BURAK: Your Honor, I'm mainly j u s t asking f o r 

9 Ms. Davis' o p i n i o n . At t h i s p o i n t i n her testimony she 

10 i n d i c a t e s t h a t 65 m i l l i o n d o l l a r s i s a j u s t i f i e d r a t e increase. 

11 The PUC has not made a determination yet as to whether or not i t 

12 i s j u s t i f i e d . 

13 JUDGE FORDHAM: So you are t a l k i n g about i f i t ' s 

14 u n j u s t i f i e d i n the eyes o f Ms. Davis, who i s t e s t i f y i n g , as 

15 opposed to the Commission's r u l i n g i n an u n j u s t i f i e d . . . 

16 MS. BURAK: Yes, Your Honor. 

17 JUDGE FORDHAM: Can you answer that? 

18 THE WITNESS: The company's request i s a j u s t i f i e d 

19 request, and as such the C i t y should not a l t e r i t s budgetary 

20 plans i n order to cover anything t h a t i s not charged. 

21 MS. BURAK: Thank you. That's a l l I have, Your 

22 Honor. 

23 JUDGE FORDHAM: Anyone else have anything f o r t h i s 

24 witness? Mr. B e r t o c c i . 

25 MR. BERTOCCI: Thank you, Your Honor. 
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1 CROSS-EXAMINATION 

2 BY MR. BERTOCCI: 

3 Q. Ms. Davis, you are the Finance D i r e c t o r f o r the C i t y of 

4 Philadelphia? 

5 . A. Yes. 

6 Q. That makes you the C i t y ' s highest ranking f i n a n c i a l 

7 o f f i c e r , r i g h t ? 

8 A. Yes. 

9 Q. So i n terms of knowledge of budgetary a f f a i r s you are 

10 probably r i g h t up there w i t h the Mayor i n terms of the 

11 understanding of the nuts and b o l t s o f the C i t y ' s finances? 

12 A. Right by behind the Budget D i r e c t o r . 

13 Q. You agree t h a t g e n e r a l l y PGW has been mismanaged under 

14 the previous c i t y administrations? 

15 MR. CLEARFIELD: Objection. Outside the scope of 

16 r e b u t t a l testimony. 

17 JUDGE FORDHAM: Sustained. 

18 BY MR. BERTOCCI: 

19 Q. I n your testimony you make reference to ways i n which the 

20 C i t y has sought to help PGW; i s t h a t r i g h t ? 

21 A. Yes. 

22 Q. And i f the C i t y has sought t o help PGW, doesn't i t imply 

23 t h a t PGW has c e r t a i n needs t h a t i t has not been able to f u l f i l l 

24 through i t s rates? 

25 A. Yes. 
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1 Q. And those needs reasonably come from i t s past f i n a n c i a l 

2 h i s t o r y ? 

3 A. Yes. 

4 Q. And i t s needs also come from problems th a t i t has had 

5 w i t h i t s b i l l i n g system? 

6 MR. CLEARFIELD: Are you r e f e r r i n g t o any s p e c i f i c 

7 assistance, Mr. Bertocci? I would ob j e c t , because i t ' s vague. 

8 MR. BERTOCCI. I am r e f e r r i n g t o the 45 m i l l i o n 

9 d o l l a r C i t y advance. 

10 MR. CLEARFIELD: I was asking f o r c l a r i f i c a t i o n . 

11 You gave i t to me. Ms. Davis,, do you need the question read 

12 back? 

13 THE WITNESS: I understand, the b i l l i n g system, 

14 yes. 

15 BY MR. BERTOCCI: 

16 Q. And the needs have been associated w i t h the f a c t w i t h 

17 t h a t short-term commercial c r e d i t program had been tapped out, 

18 i s n ' t t h a t correct? 

19 A. Yes. 

20 Q. On page two of your testimony, l i n e ten, you have t h a t i n 

21 f r o n t of you? 

22 A. Yes. 

23 Q. You say t h a t the 45 m i l l i o n d o l l a r C i t y advance would 

24 cost approximately two to three m i l l i o n d o l l a r s annually i f 

25 PGW had t o get i t from some place else than the C i t y . Now 
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1 t h a t ' s not the cost t o the C i t y , i s i t ? 

2 A. No. 

3 Q. Have you estimated the cost i n l o s t i n t e r e s t to the City? 

4 A. No, we have not. 

5 Q. On page two, l i n e seventeen, you say, i n t h i s f i s c a l year 

6 the C i t y , the Philadelphia Housing A u t h o r i t y , and the Board of 

7 Education a l l agreed t o prepay c e r t a i n remaining annual n a t u r a l 

8 gas b i l l s ? 

9 A. Yes. 

10 Q. Aren't these agencies b i l l e d monthly l i k e other 

11 customers? 

12 A. Yes. 

13 Q. So when you say annual n a t u r a l gas b i l l s , you mean — 

14 what do you mean ex a c t l y by that? 

15 A. We prepaid our b i l l s f o r the remainder of the year. 

16 Q. When you say c e r t a i n , what do you mean by that? 

17 A. They were the remaining b i l l s , the b i l l s t h a t were 

18 remaining. 

19 Q. Were these agencies current on t h e i r b i l l s w i t h PGW at 

20 the time the agreement was made to pay c e r t a i n annual b i l l s ? 

21 A. I can only speak f o r the C i t y , and we were. I would have 

22 t o defer t o other members . . . 

23 MR. CLEARFIELD: I f i t ' s important we can provide 

24 the i n f o r m a t i o n t o Mr. B e r t o c c i . I don't t h i n k she has t h a t 

25 i n f o r m a t i o n w i t h her r i g h t now. 
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1 BY MR. BERTOCCI: 

2 Q. So what you are saying t h a t the C i t y would not be i n 

3 c o n t r o l of what the Phila d e l p h i a Housing A u t h o r i t y does or the 

4 Board of Education? 

5 MR. CLEARFIELD: Objection. She j u s t said she 

6 d i d n 1 t know . . . 

7 THE WITNESS: I don't know. 

8 JUDGE FORDHAM: Objection overruled. 

9 THE WITNESS: We don't pay t h e i r b i l l s . We pay 

10 our b i l l s . 

11 BY MR. BERTOCCI: 

12 Q. I n the case of PHA, were you aware t h a t there was an 

13 outstanding dispute concerning what was owed? 

14 A. I'm not involved i n the b i l l i n g . 

15 Q. So you wouldn't know whether the r e s o l u t i o n of the 

16 dispute was pa r t of the establishment of t h i s amount prepaid? 

17 A. I would have t o leave t h a t t o one o f PGW s t a f f t o 

18 answer. 

19 Q. On page two, l i n e 27, you say t h a t the C i t y pays the 

20 present salary of i n t e r i m present and CEO, Kumar Kishinchand, 

21 the i n t e r i m p r e s i d e n t . 

22 MR. CLEARFIELD: Mr. Ber t o c c i , I t h i n k on the 

23 o f f i c i a l copy t h a t ' s on page three, l i n e three and four. 

24 THE WITNESS: Yes, we do. I t ' s on page three, 

25 l i n e three and four . 
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1 MR. BERTOCCI: I'm sorry, I'm using what I got 

2 from E-mail. 

3 BY MR. BERTOCCI: 

4 Q. I f there i s a problem, Ms. Davis, say i t i s n ' t what you 

5 t h i n k i t i s and we w i l l stop. 

6 A. I was loo k i n g f o r i t . 

7 Q. I'm sorry. Mr. Kishinchand i s the Water Commissioner, i s 

8 he not? 

9 A. He was the Water Commissioner. 

10 Q. His place as Water Commissioner has not been — he has 

11 not been replaced as Water Commissioner? 

12 A. There i s an i n t e r i m Water Commissioner. 

13 Q. So wasn't the C i t y bound to pay h i s sa l a r y i n any event? 

14 A. We were bound to pay h i s salary, but we are now paying 

15 someone else as the a c t i n g Water Commissioner. And he i s not a t 

16 the Water Company, p r o v i d i n g a service t h a t he would have, 

17 instead he's at PGW. 

18 Q. You are paying someone else from the ranks of the Water 

19 Department; i s t h a t r i g h t ? 

20 A. Yes. And whenever you pay f o r a service t h a t you are 

21 r e c e i v i n g i n some other place i t ' s considered t h a t the other 

22 place i s t a k i n g the b e n e f i t . So PGW i s b e n e f i t t i n g by the f a c t 

23 t h a t the sa l a r y i s being paid. 

24 Q. I was focusing more on the out-of-pocket cost t o the C i t y 

25 t o Mr. Kishinchand being where he i s . 
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1 A. Okay. 

2 Q. So th a t ' s a conclusion, there i s no out of costs? 

3 A. There i s no a d d i t i o n a l costs but i t i s a b e n e f i t t o PGW. 

4 Q. On page three, my l i n e one, the question has to do w i t h 

5 d e f e r r a l of 18 m i l l i o n d o l l a r C i t y payment. 

6 MR. CLEARFIELD: That the C i t y has deferred? 

7 MR. BERTOCCI: The Ci t y , one of the things 

8 t h a t . . . 

9 MR. CLEARFIELD: I t ' s on f i v e and s i x . 

10 MR. BERTOCCI: Lines f i v e and s i x . 

11 MR. CLEARFIELD: Page three. 

12 BY MR. BERTOCCI: 

13 Q. Lines f i v e and s i x , you say the C i t y has as s i s t e d PGW by 

14 a l l o w i n g i t t o defer u n t i l June 30, 2001, making i t s annual 

15 payment to the City? 

16 A. Yes. 

17 Q. That involves, however, a payment w i t h i n t e r e s t ? 

18 A. Yes. 

19 Q. And t h a t i n t e r e s t amount i s about $200,000? 

20 A. Yes, i t i s . 

21 Q. Now i n the summer of 2000, toward the end of PGW's f i s c a l 

22 year on August 31st, you issued a commitment to grant back the 

23 f i v e m i l l i o n i n p r o j e c t revenues t o PGW, i f i t was necessary i n 

24 order to meet debt service coverage, i s n ' t t h a t r i g h t ? 

25 A. Yes. 
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1 Q. I n the past. To whom was t h a t commitment issued? 

2 A. The l e t t e r went t o the company and to t h e i r a u d i t o r s . 

3 Q. So i t was something i n w r i t i n g ? 

4 A. Yes. 

5 Q. I s n ' t i t t r u e t h a t the C i t y might have, i f necessary, 

6 provided a backstop of up to ten m i l l i o n d o l l a r s ? 

7 A. I n the f i s c a l . . -

8 Q. i n the l a s t f i s c a l year. 

9 A. Yes. 

10 Q. I f i t had been necessary to provide f i v e or ten m i l l i o n 

11 d o l l a r s , what would the mechanism t h a t would have been used? 

12 A. I t would have been granted back to the company. 

13 Q. I t would have been a grant back to the company. Would 

14 you have had to get C i t y Council approval f o r that? 

15 A. No. 

16 Q. Would you have had to amend the budget? 

17 A. No, i t was w i t h i n remaining a p p r o p r i a t i o n s . We had 

18 remaining app r o p r i a t i o n s at t h a t p o i n t . 

19 Q. Now the City' s f i s c a l year begins July f i r s t , r i g h t ? 

20 A. Yes. 

21 Q. PGW's f i s c a l year goes from September f i r s t ? 

22 A. Yes. 

23 Q. So when you are at August 31st, which i s the c r u c i a l date 

24 f o r debt service coverage f o r PGW, you are about three months 

25 i n t o the City' s f i s c a l year, i s t h a t r i g h t ? 
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1 A. Yes. 

2 Q. So when you are saying what the C i t y does, can you 

3 e x p l a i n a l i t t l e b i t more to us what t h a t means, you can j u s t 

4 grant back the you have received funds from PGW, an 18 

5 m i l l i o n d o l l a r grant i n the p r i o r f i s c a l year, r i g h t ? 

6 A. Yes. 

7 Q. Now you are i n a subsequent f i s c a l year and you are 

8 saying t h a t your o f f i c e can j u s t come up w i t h f i v e m i l l i o n 

9 or ten m i l l i o n d o l l a r s . . . 

10 A. I would have been i n s t r u c t e d to make a grant to the 

11 company i n some amount i n order to ensure t h a t they made 

12 coverage. 

13 Q. Who would i n s t r u c t you to do that? 

14 A. By l e t t e r from the Mayor. 

15 Q. That money comes from grant revenue fund? 

16 A. Yes. 

17 Q. I s t h a t the proper term, the grants revenue fund? 

18 A. The grants revenue fund, i t ' s our grants category w i t h i n 

19 the general operating budget. 

20 Q. What i s a grants category? Just so everyone knows. 

21 A. I t ' s the category t h a t i s used to make grants to other 

22 agencies and i n d i v i d u a l s . 

23 Q. That grants fund i s p a r t of your operating budget? 

24 A. Yes, i t i s . 

25 Q. On page three, i t ' s s t i l l page three, but f u r t h e r down t o 
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1 l i n e 16, you t a l k about, you say t h a t PGW i s a municipal 

2 u t i l i t y , i s intended t o be s e l f - s u f f i c i e n t . 

3 MR. CLEARFIELD: Eighteen through nineteen. 

4 MR. BERTOCCI. Thanks. 

5 BY MR. BERTOCCI: 

6 Q. Then a few l i n e s f u r t h e r down you say "Customers are not 

7 asked to provide a r e t u r n on the cash working c a p i t a l or on 

8 eq u i t y . " I s n ' t the 18 m i l l i o n t h a t PGW pays to the Ci t y , 

9 doesn't t h a t come from r a t e payer funds? 

10 A. Yes, i t does. 

11 Q. So i f the 18 m i l l i o n d o l l a r s was not paid, wouldn't PGW 

12 s t i l l be s e l f - s u f f i c i e n t ? 

13 A. The 18 m i l l i o n i s required by the PFMC agreement, and as 

14 such i t ' s p a r t of t h e i r r a t e making requirement. 

15 Q. Now you say a l i t t l e f u r t h e r down on the same page, t h a t 

16 "None of the ordinances a u t h o r i z i n g PGW'S current f i n a n c i n g 

17 mechanisms assumes or requires the C i t y to act l i k e a 

18 conventional u t i l i t y i n v e s t o r or owner." 

19 A. I t ' s on page four, l i n e s one and two. I t s t a r t s on page 

20 three and ends on four. 

21 Q. Thanks. I s t h a t a statement made on advice of counsel? 

22 MR. CLEARFIELD: Yes. 

23 BY MR. BERTOCCI: 

24 Q. What would a conventional u t i l i t y i n v e s t o r or owner do 

25 t h a t PGW i s not required t o do? 
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1 A. Since PGW i s a municipal o r g a n i z a t i o n , I am not c e r t a i n 

2 what your conventional u t i l i t y would be required t o do. I can 

3 only say what PGW's and the City' s r e l a t i o n s h i p i s . I can't 

4 speak on other r e l a t i o n s h i p s . 

5 Q. I remember us having a s i m i l a r conversation back on 

6 August 21st, when we were both much younger. 

7 A. Much, much, younger. 

8 Q. And at t h a t time you said "The 18 m i l l i o n i s a r e t u r n on 

9 equ i t y and i s n ' t r e a l l y t i e d t o how w e l l PFMC manages or does 

10 not manage." 

11 MR. CLEARFIELD: I s t h a t at the PGC? 

12 MR. BERTOCCI: That was before the Gas Commissioner 

13 on August 21st. 

14 BY MR. BERTOCCI: 

15 Q. Do you r e c a l l making a statement to tha t a f f e c t ? 

16 A. I don't r e c a l l i t s p e c i f i c a l l y , but I probably d i d . 

17 Q. Would you l i k e t o check i n the t r a n s c r i p t ? 

18 A. No, I t r u s t you. 

19 Q. You were speaking f o r the C i t y then, r i g h t ? 

20 A. Yes. 

21 Q. I s t h a t s t i l l the City's view? 

22 A. That's s t i l l the City's view. I t ' s also a payment i f you 

23 want t o look at i t f o r use of f a c i l i t i e s of our assets. Those 

24 are C i t y assets PGW i s using t o generate income. I t ' s not an 

25 unusual t h i n g or unreasonable payment f o r use of those assets. 
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1 Q. Those assets would have been paid f o r by rate payer funds 

2 haven't they? 

3 A. The i n i t i a l investments were C i t y funds. 

4 Q. Do you know when and what C i t y funds were ever invested 

5 i n PGW? 

6 A. I would have to go back and check to give you s p e c i f i c 

7 amounts. 

8 MR. CLEARFIELD: Are you t a l k i n g about i n 1846? 

9 THE WITNESS: Yes, i t was o r i g i n a l l y a c i t y 

10 u t i l i t y . 

11 BY MR. BERTOCCI: 

12 Q. So maybe back i n 1846, t h a t ' s the basis? 

13 A. S t a r t i n g back then, yes. 

14 Q. And then . . . 

15 A. They also operate i n the c i t y ' s s t r e e t s . I f they were i n 

16 many c i t i e s they would pay a franchise tax f o r operating i n the 

17 c i t y ' s s t r e e t s f o r making cuts i n the s t r e e t s . So i t ' s not an 

18 unusual payment f o r being i n the c i t y , and t a k i n g advantage of 

19 c i t y services. 

20 Q. Philadelphia found i t d e s i r a b l e to have a c i t y u t i l i t y , 

21 gas u t i l i t y , m u n i c i p a l l y owned i n c o n t r a s t to other c i t i e s i n 

22 other places, r i g h t ? 

23 A. Yes. 

24 Q. The reason f o r maintenance of such a system c o n s t i t u t e s 

25 probably a r e c o g n i t i o n of the importance of u t i l i t y service, 
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1 of gas service at a f f o r d a b l e p r i c e s to Philadelphia residents? 

2 A. I would assume t h a t t h a t i s the reason. 

3 Q. And probably a r e c o g n i t i o n of the d i f f i c u l t y of assuring 

4 a f f o r d a b l e service under Philadelphia's urban c o n d i t i o n s , at 

5 l e a s t since the Second World War, such u t i l i t y service without 

6 municipal ownership; i s t h a t r i g h t ? 

7 A. I am not r e a l l y q u a l i f i e d t o go t h a t f a r . 

8 Q. You say t h a t , I am on my page four, I t h i n k you are a 

9 l i t t l e f u r t h e r down, you say t h a t the C i t y i s not i n a p o s i t i o n 

10 t o o f f e r any a d d i t i o n a l monetary assistance t o PGW. Don't you 

11 agree t h a t whether or not to grant back the 18 m i l l i o n i s a 

12 p o l i c y decision? 

13 A. I t ' s a p o l i c y decision driven by the f i n a n c i a l r e a l i t i e s 

14 of the C i t y of Ph i l a d e l p h i a . We have the School D i s t r i c t t h a t 

15 needs money, among other t h i n g s . The C i t y i s j u s t not i n a 

16 p o s i t i o n t o give up the 18 m i l l i o n . I t ' s not t h a t we have a 

17 1 desire t o harm anyone. I t ' s j u s t t h a t we are c u r r e n t l y unable 

18 to do i t . The u n c e r t a i n t i e s facing the C i t y , e s p e c i a l l y around 

19 the School D i s t r i c t , what might be required t o continue p u b l i c 

20 education i n the c i t y , j u s t does not allow us to give PGW the IE 

21 m i l l i o n . 

22 Q. But you recognize t h a t the p r o v i s i o n of r e s i d e n t i a l gas 

23 service ranks r i g h t up there w i t h e s s e n t i a l municipal services, 

24 p o l i c e , f i r e , education. I t ' s i n the same class, r i g h t ? 

25 A. Yes. 
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1 Q. I t i s a high p r i o r i t y f o r Philadelphia residents to have 

2 safe, e f f i c i e n t and a f f o r d a b l e service, r i g h t ? 

3 A. Right. 

4 Q. Without gas heat many Philadelphia houses would be 

5 uninhabitable, r i g h t ? 

6 A. I would assume. 

7 Q. And economic job development and job c r e a t i o n , t h a t i s 

8 l i n k e d t o pri c e s of gas, r i g h t ? 

9 A. I am not q u a l i f i e d t o make t h a t leap. 

10 Q. I n making the kind of dec i s i o n t h a t you are making w i t h 

11 regard t o whether or not to grant back 18 m i l l i o n , you t r i e d t o 

12 balance the i n t e r e s t of the C i t y against the i n t e r e s t of 

13 customers, wouldn't you? 

14 A. The customers are the C i t y . So there i s no balancing. 

15 They are e i t h e r r a t e payers or taxpayers. They w i l l pay through 

16 t h e i r rates or pay by foregoing services. There i s no balancing 

17 t o be done. They are the same people. 

18 Q. Wouldn't you agree t h a t high — t h a t i f some of the costs 

19 of PGW i n these circumstances were borne by the C i t y , t a l k i n g 

20 about 18 m i l l i o n , wouldn't you agree t h a t t h a t cost would be 

21 spread more broadly and more equi t a b l e through the tax system, 

22 as opposed t o through the ra t e system? 

23 A. The r a t e payers receive the service, the r a t e payers 

24 should pay f o r the ser v i c e . Taxpayers who are not r e c e i v i n g gas 

25 service, shouldn't pay f o r gas service they're not r e c e i v i n g . 
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1 Q. I s n ' t t h i s a s i t u a t i o n where you say, you t a l k about tax 

2 payers paying f o r gas service. But, i n f a c t , i s n ' t i t the 

3 s i t u a t i o n where r a t e payers are paying f o r the C i t y , they are 

A paying the 18 m i l l i o n to the City? 

5 A. That i s . . . 

6 Q. Not vice versa? 

7 A. That's p a r t of t h e i r requirement under the PFMC 

8 agreement, and as such i t i s a l e g i t i m a t e cost to the r a t e 

9 payers. The f a c t t h a t i t goes back to the C i t y does not i n any 

10 way change the nature of tha t payment. 

11 Q. But i f t h a t money di d n ' t go to the C i t y are you saying 

12 t h a t taxpayers would be paying f o r PGW? 

13 A. Yes, they would then have to bear the burden of the C i t y 

14 not r e c e i v i n g t h a t 18 m i l l i o n . Some service would be cut. 

15 Q. Do you agree wi t h many o f the people t h a t t e s t i f i e d at 

16 the Public Input Hearing t h a t PGW's current rates are higher 

17 than they can afford? 

18 MR. CLEARFIELD: Objection, outside the scope of 

19 her testimony. 

20 JUDGE FORDHAM: Sustained. 

21 MR. BERTOCCI: Your Honor, I t h i n k t h i s i s — she 

22 i s discussing p o l i c y , and she i s denying t h a t she i s balancing 

23 anything. But i n f a c t I t h i n k I am allowed t o question her on 

24 issues t h a t might be r e l a t e d t o the balancing. 

25 MR. CLEARFIELD: No, he's not, Your Honor. 
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1 He's allowed to question her on her testimony, and the answer 

2 she gave. She's t e s t i f y i n g t h a t the C i t y does not have the 

3 money to fund and otherwise l e g i t i m a t e r a t e increase, otherwise 

4 other l e g i t i m a t e c i t y programs would have to be reduced. 

5 I f he wants to ask her questions about how i t 

6 a f f e c t s c i t y r e s i d e n t s and c i t i z e n s and taxpayers who would lose 

7 a c i t y program, or not have a school r e f u r b i s h e d because we 

8 can't make an otherwise appropriate r a t e increase, he can ask 

9 those questions.But not about whether r a t e payers can pay. 

10 MR. BERTOCCI: Your Honor, I t h i n k i t stacks the 

11 deck. I am not e n t i t l e d to t a l k about the lady who says t h a t 

12 she i s stressed t o the l i m i t s of e l a s t i c i t y i n a Public I n t e r e s t 

13 Hearing. But they are e n t i t l e d to cry about the School D i s t r i c t 

14 and about the Police Department and F i r e Department. 

15 MR. KEENE: Your Honor, they objected to the 

16 OCA's questions about the impact on the City's s o c i a l programs. 

17 MR. CLEARFIELD: No. 

18 MR. KEENE: I f they don't get the 18 m i l l i o n 

19 d o l l a r s from PGW. 

20 MR. CLEARFIELD: Your Honor, th a t was not the 

21 o b j e c t i o n . The question has to do w i t h the impact of r a t e 

22 payers of not having rates t h a t r e f l e c t e d or d i d n ' t r e f l e c t the 

23 18 m i l l i o n . I objected, and you sustained t h a t o b j e c t i o n . 

24 What I am saying i t ' s l e g i t i m a t e t o question her about the 

25 a f f e c t on the C i t y and the c i t i z e n s i f the C i t y has to f i n d 
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1 18 m i l l i o n d o l l a r s by reducing a s o c i a l program or ra i s e taxes. 

2 But she i s not here as an expert on what w i l l 

3 happen i f the rates go up by 65 m i l l i o n d o l l a r s i n a base ra t e 

4 case. That's not what she's here f o r . Mr. Ber t o c c i had a whole 

5 array of witnesses he could ask those questions t o . I t h i n k i n 

6 f a c t he d i d ask most of those questions. Ms. Davis i s not the 

7 person to ask those questions. 

8 This i s argument. Mr. Bertocci has hi s p o s i t i o n . 

9 The C i t y i s expressing the f a c t s as they see i t . 

10 MR. KEENE: Your Honor, i f t h a t i s ~ i f what 

11 Mr. C l e a r f i e l d said i s c o r r e c t , then I would request the 

12 r i g h t t o ask the questions about the impact on the City'' s 

13 s o c i a l programs t h a t he objected to, and which you sustained. 

14 MR. CLEARFIELD: I am confused. I thought the 

15 question s p e c i f i c a l l y was what would be the impact on r a t e 

16 payers. 

17 JUDGE FORDHAM: That's what I thought the question 

18 was. 

19 MR. KEENE: Your Honor, we wanted t o ask a 

20 question about her testimony t h a t the increase i n rates t h a t 

21 PGW requested l a s t year r e s u l t e d i n a d d i t i o n a l s o c i a l costs 

22 t o the C i t y . 

23 JUDGE FORDHAM: We're t a l k i n g about the bottom of 

24 page four of her testimony about the City' s contingency fund and 

25 surpluses? 
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MR. KEENE: No, Your Honor, what Ms. Davis has 

t e s t i f i e d i s t h a t the C i t y cannot a f f o r d t o grant back the 18 

m i l l i o n d o l l a r s . And we wanted to explore w i t h her t h a t i f the 

rates are raised, and i t does have an impact on s o c i a l program 

• costs f o r the C i t y , i f rates are ra i s e d because the C i t y does 

not grant back the 18 m i l l i o n d o l l a r s . 

This i s r e a l l y a c r u c i a l issue i n t h i s case. Your 

Honor, what the City's r e s p o n s i b i l i t y i s here. I t h i n k i t would 

be h e l p f u l t o the Commission i f Mr. Bertocci and the OCA are 

allowed t o explore those issues. 

MR. CLEARFIELD: Your Honor, we are not going to 

allow t h i s witness to t e s t i f y about everything i n t h i s case 

about a f f e c t on r a t e payers. She i s not here f o r t h i s purpose. 

Now I misunderstood the question. I thought the question was, 

how would the increased b i l l i n g s a f f e c t customers. That's a 

question t h a t should have gone t o some other witness. She's 

not here f o r t h a t . 

I f I misunderstood then I d i d . I don't even 

remember what Mr. Bertocci's question i s at t h i s p o i n t . 

MR. BERTOCCI: Your Honor, maybe there i s 

another way to deal w i t h t h i s . And t h a t i s a f t e r a l l she said 

t h a t r a t e payers are taxpayers. I can question her about the 

a f f e c t o f these increase r a t e payers on the taxpayers which she 

i s concerned -- the increased rates on the taxpayers t h a t she i s 

concerned about. 
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1 These people, taxpayers, s u f f e r the a f f e c t s on the 

2 kind of d i s t r i b u t i o n t h a t i s made between costs which are 

3 a l l o c a t e d to the PGW and costs which are a l l o c a t e d t o the C i t y . 

4 MR. CLEARFIELD: That's t r a n s p a r e n t l y j u s t a 

5 ruse. You can't s t a r t asking her questions about how the rates 

6 w i l l a f f e c t r a t e payers by j u s t saying w e l l they are also 

7 taxpayers. That's one of our p o s i t i o n s . She i s not here f o r 

8 t h a t purpose. She's here t o t e s t i f y about what i s i n her 

9 r e b u t t a l testimony. The C i t y does not have 18 m i l l i o n d o l l a r s 

10 without reducing valuable s o c i a l programs. 

11 I f you want to ask questions about t h a t , you can 

12 ask them. We had l o t s of witnesses who could t e s t i f y about the 

13 a f f e c t of the 65 m i l l i o n increase on r a t e payers. 

14 JUDGE FORDHAM: Page four of Ms. Davis' testimony, 

15 i n the f i r s t answer she does t a l k about how the annual 18 

16 m i l l i o n d o l l a r payment t o the C i t y has been budgeted f o r C i t y 

17 programs and f o r the next several years. At the bottom she 

18 t a l k s about the City' s contingency funds and reported surpluses 

19 have been severely stressed by unforeseen expenses. She l i s t s 

20 the City' s School D i s t r i c t as one of those unforeseen expenses. 

21 Then she mentions t h a t i f City's funds were r e - d i r e c t e d t o PGW, 

22 i t would abandon planned expenditures i n support of the City' s 

23 c h i l d r e n and schools or other taxpayer services. 

24 I f Mr. Bertocci or OCA has cross-examination -

25 regarding those issues, I w i l l allow i t . 



796 

1 MR. KEENE: Thank you, Your Honor. 

2 JUDGE FORDHAM: Mr. Ber t o c c i , you may continue. 

3 MR. BERTOCCI: Thank you, Your Honor. 

4 BY MR. BERTOCCI: 

5 Q. I s your p o l i c y decision concerning what some people say, 

6 non-existence of the 13 m i l l i o n d o l l a r payment of grant back, 

7 i s t h a t influenced by your b e l i e f t h a t the l e g a l . C i t y ' s l e g a l 

8 r i g h t t o 18 m i l l i o n i s e s p e c i a l l y strong? 

9 MR. CLEARFIELD: Objection. That c a l l s f o r l e g a l 

10 conclusion. 

11 MR. BERTOCCI: I t asks her p o l i c y , a person who 

12 makes p o l i c y decisions, Your Honor. I t h i n k weighs a range of 

13 d i f f e r e n t kinds of a l t e r n a t i v e s . I am asking whether one of the 

14 f a c t o r s i s th a t they f e e l that they can, t h a t t h e i r p o s i t i o n 

15 on 18 m i l l i o n i s strong enough so tha t they would r a t h e r put 

16 resources some place else? 

17 JUDGE FORDHAM: I t h i n k you l o s t me. 

IS MR. CLEARFIELD: I withdraw the o b j e c t i o n . 

19 THE WITNESS: Our deci s i o n i s based p r i m a r i l y on 

20 our i n a b i l i t y to a f f o r d i t . That i s the primary d r i v e r . 

21 BY MR. BERTOCCI: 

22 Q. The issue of a f f o r d a b i l i t y i s an issue which involves 

23 judging whether you can a f f o r d 18 m i l l i o n as opposed t o , f o r 

24 instance, debt service payments on stadiums, f o r instance, i s 

25 t h a t r i g h t ? 
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1 A. Those generate revenue to cover themselves. The debt 

2 service payments w i l l be paid f o r out of t h e i r revenue generated 

3 from the stadiums and r e l a t e d work. The decision on the 18 

4 m i l l i o n i s looked at i n conjunction w i t h those services l i k e the 

5 School D i s t r i c t where we have 213 m i l l i o n c h i l d r e n r e q u i r i n g an 

6 education, t h a t don't give us a r e t u r n t o cover the costs. The 

7 18 m i l l i o n i s made i n l i g h t of those types of decisions, not any 

t h a t are s e l f -- t h a t generate revenue to cover themselves. 

9 Q. The investments i n the stadium, debt service i n the 

10 stadium you w i l l not recover t h a t revenue c e r t a i n l y w i t h i n the 

11 next few years? 

12 ' A. That revenue, the annual debt service w i l l be more than 

13 covered by what w i l l be generated from the annual stream. 

14 Q. What w i l l be a f t e r the stadiums are b u i l t ? 

15 A. No, s t a r t i n g when they are under c o n s t r u c t i o n , there are 

16 wage taxes t h a t are generated i n more than s u f f i c i e n t amount t o 

17 cover the debt service from the very beginning. The stadiums 

18 are s e l f - s u f f i c i e n t from day one. 

19 Q. You wouldn't regard 18 m i l l i o n investment i n PGW as a --

20 as something t h a t would a c t u a l l y have a r e t u r n over the long run 

21 i n terms of the h e a l t h of t h a t u t i l i t y and i t s r o l e i n the 

22 Philadelphia economy? 

23 MR. CLEARFIELD: Objection. Your Honor, t h i s i s 

24 purely argument.She has answered these questions at l e a s t f i v e 

25 times. I t ' s p u r e l y argument. Mr. Bertocci t h i n k s t h a t the 
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1 C i t y should w r i t e a check f o r 18 m i l l i o n d o l l a r s out of some 

2 slush fund t h a t he apparently t h i n k s e x i s t s . Ms. Davis has 

3 represented the C i t y and says i t does not have the money. He 

4 can argue i n h i s b r i e f t h a t he does not believe her. This i s 

5 not helping anything. We are j u s t plowing over ground we have 

6 already covered. 

7 MR. BERTOCCI: That mischaracterizes my p o s i t i o n . 

8 I don't t h i n k there's j u s t some slush fund out there. I t h i n k 

9 i t ' s a very serious question on the p a r t o f C i t y as to how i t 

10 a l l o c a t e s resource.Anybody t h a t went t o Public Input Hearings 

11 heard the pain t h a t ' s out there, would understand t h i s i s a very 

12 important question.People are e n t i t l e d t o have a ranking C i t y 

13 o f f i c i a l come here, speak about i t . I c r e d i t Janice Davis f o r 

14 coming here, and s t r u g g l i n g t o answer these questions which are 

15 • d i f f i c u l t f o r anybody. 

16 MR. CLEARFIELD: Your Honor, we have r u l e s of 

17 evidence. Mr. Bertocci has asked the question several times. 

18 He has received the same answer several times. And he's gone 

19 over and over t h i s , and t h i s i s not appropriate. This i s not a 

20 c r i m i n a l proceeding.He's not e n t i t l e d t o t r y t o wear the 

21 witness down over ten hours. He asked her why she has taken the 

22 p o s i t i o n . The r e s t i s argument. He i s l i t e r a l l y arguing w i t h 

23 the witness. 

24 JUDGE FORDHAM: Mr. Be r t o c c i , do you have any 

25 questions regarding any other s o c i a l programs or any other 
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1 expenditures t o the C i t y t h a t have been mentioned i n Ms. Davis 1 

2 testimony? 

3 MR. BERTOCCI: No f u r t h e r questions on the s o c i a l 

4 programs. Mr. Keene may. . . 

5 JUDGE FORDHAM: That's what I was asking. Do you 

6 have anything f u r t h e r ? 

7 MR. BERTOCCI: I have a couple more questions. 

8 BY MR. BERTOCCI: 

9 Q. On page four, l i n e s f i v e and s i x . You say the C i t y had 

10 a n t i c i p a t e d 90 m i l l i o n of revenues from PGW f o r the years 2001 

11 t o 2005. Then you say t h a t "Loss of some or a l l of t h i s revenue 

12 would be a s i g n i f i c a n t hardship." I can understand 90 m i l l i o n 

13 over f i v e years might be a hardship. The question I have i s 

14 what about 18 m i l l i o n between now and the end of PGW's f i s c a l 

15 2002, August 31st, 2002? That's over three C i t y f i s c a l years. 

16 That would be about s i x m i l l i o n a year f o r three C i t y f i s c a l 

17 years; i s n ' t t h a t r i g h t ? 

18 MR. CLEARFIELD: Objection. I don't understand 

19 the c a l c u l a t i o n s . 

2 0 BY MR. BERTOCCI: 

21 Q. We are i n f i s c a l 2001 now, from the City's f i s c a l 2001 t o 

22 June 30th, we're in.And then f i s c a l , C i t y ' s f i s c a l 2002 runs 

23 t o June of 2002.And i n the meantime PGW's f i s c a l year, PGW's 

24 present f i s c a l year, second f i s c a l year, which ends 2002. So, 

25 the p e r i o d between now and August 31st contains p a r t of the 
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1 C i t y ' s f i s c a l 2001, a l l the City ' s f i s c a l 2002, and p a r t of the 

2 City's f i s c a l 2003. 

3 What I'm asking i s , since the 90 m i l l i o n wasn't 

4 something I ever proposed or anyone proposed, why don't we j u s t 

5 look at i t from the p o i n t of view of 18 m i l l i o n between now and 

6 August 31st of 2002?! am asking i s t h a t as d i f f i c u l t as 90 

7 m i l l i o n over f i v e years? 

8 A. Well 18 m i l l i o n represents a s i g n i f i c a n t amount of money. 

9 I t ' s not as s i g n i f i c a n t obviously as 90 m i l l i o n , but i t i s 

10 something t h a t the C i t y i s unable to provide. 

11 Q. Even w i t h t i m i n g t h a t p e r m i t t e d i t to be spread over 

12 three years'? 

13 A. I t i s not r e a l l y three years. 

14 Q. Three f i s c a l years. 

15 A. The C i t y s t i l l i s i n no p o s i t i o n to give up 18 m i l l i o n . 

16 MR. BERTOCCI; Thank you very much. I have no 

17 f u r t h e r questions. 

18 JUDGE FORDHAM: Mr. Keene. 

19 MR. KEENE: I can be b r i e f . 

2 0 CROSS-EXAMINATION 

21 BY MR. KEENE: 

22 Q. Good morning, Ms. Davis, Steve Keene w i t h the O f f i c e of 

23 Consumer Advocate.In August of 2000 you t e s t i f i e d before the 

24 Philadelphia Gas Commission i n a PGW proceeding; i s n ' t t h a t 

25 r i g h t ? 
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1 A. Yes. 

2 Q. And again at t h a t time you t e s t i f i e d regarding the number 

3 of f a m i l i e s t h a t would f a l l behind i n payments as a r e s u l t of 

4 r a t e increases t h a t were pending at t h a t time, i s t h a t r i g h t ? 

5 A, I don't remember s p e c i f i c a l l y , but t h a t ' s c o r r e c t . 

6 Q. And I believe your testimony was t h a t 24,000 a d d i t i o n a l 

7 f a m i l i e s would f a l l behind i n payments as a r e s u l t of t h a t 

8 requested r a t e increase; i s t h a t correct? 

9 A. I don't remember t h a t number. 

10 Q. Would you accept t h a t subject to check? 

11 A. Yes. 

12 Q. The date of your testimony i n t h a t proceeding was August 

13 21st, 2000. That's the testimony I'm r e f e r r i n g t o . Would you 

14 accept, subject t o check, t h a t increase i n base rates requested 

15 at t h a t time was 52 m i l l i o n d o l l a r s ? 

16 A. Yes. 

17 Q. And the GCR increase p r o j e c t e d at t h a t time was 97 

18 m i l l i o n d o l l a r s ? 

19 A. Yes. 

20 Q. Have you estimated -- have you estimated how many 

21 a d d i t i o n a l f a m i l i e s are l i k e l y t o f a l l behind i n payments at the 

22 l e v e l of r a t e increase and the GCR t h a t i s being requested i n 

23 t h i s proceeding? 

24 MR. CLEARFIELD: Objection, Your Honor. And I 

25 would ask t h a t the e n t i r e l i n e be s t r i c k e n from the record. 
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1 The purpose, you i n d i c a t e d , Your Honor, t h a t Mr. Keene would be 

2 able t o ask questions about the a f f e c t on the C i t y of having t o 

3 provide a d d i t i o n a l services h y p o t h e t i c a l l y i f the customers had 

4 problems w i t h b i l l s . M r . Keene d i d not ask any questions about 

5 t h a t . He asked about the number of a d d i t i o n a l customers who 

6 would be delinquent w i t h PGW b i l l s . 

7 This witness i s n ' t here f o r t h a t . They are t r y i n g 

8 t o get testimony through Ms. Davis who i s not aware of a l l of 

9 the i n f o r m a t i o n . I t ' s i n a p p r o p r i a t e . She d i d not t e s t i f y t o 

10 t h i s . I don't understand why these questions were not asked of 

11 other witnesses who could provide complete answers. I don't 

12 even know i f those numbers are s t i l l t r u e . I am not sure i f 

13 they were t r u e when they were provided. 

14 MR. KEENE: Your Honor, Mr. C l e a r f i e l d said t h a t 

15 Ms. Davis i s here to t e s t i f y t h a t the C i t y cannot grant back 18 

16 m i l l i o n d o l l a r s because i t would r e s u l t i n c u t t i n g other s o c i a l 

17 programs and other C i t y s o c i a l programs. A l l we are t r y i n g t o 

18 e s t a b l i s h here, i f rates go too high i t creates a d d i t i o n a l costs 

19 f o r the C i t y , a d d i t i o n a l s o c i a l costs. 

20 MR. CLEARFIELD: You d i d n ' t . . . 

21 MR. KEENE: T w i l l ask the question i f 

22 Mr. C l e a r f i e l d i s p a t i e n t and l e t s me wrap t h i s up. 

23 JUDGE FORDHAM: Can you ask t h a t question without 

24 other questions r e l a t e d t o the delinquencies? This witness i s 

25 from the City,I'm not sure she's i n a p o s i t i o n to answer t h a t . 
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1 MR. KEENE: Well she t e s t i f i e d i n the Gas 

2 Commission proceedings the C i t y had done an estimate of how many 

3 a d d i t i o n a l f a m i l i e s would f a l l i n t o arrearages based upon the 

4 increase that was requested i n t h a t proceeding, l a s t August. 

5 JUDGE FORDHAM: We don't have anything . . . 

6 MR. KEENE: I'm asking t o see whether they have 

7 looked at t h a t and the impact i t w i l l have on s o c i a l costs f o r 

8 the C i t y now. 

9 JUDGE FORDHAM: She d i d n ' t t e s t i f y i n her r e b u t t a l 

10 testimony about t h a t same type of testimony t h a t she gave during 

11 the Gas Commission proceeding, t h e r e f o r e , t h a t i s outside of the 

12 scope. However, i f you would l i k e t o ask her about the impact 

13 on the C i t y or the s o c i a l programs, whether taxpayers, even r a t e 

14 payers, I w i l l allow t h a t . 

15 BY MR. KEENE: 

16 Q. Ms. Davis, would you agree t h a t fami l i e s t h a t f a l l behind 

17 i n payments of t h e i r u t i l i t i e s are at r i s k f o r being terminated? 

18 MR. CLEARFIELD: Objection. She i s not q u a l i f i e d 

19 [ t o t e s t i f y on these issues, Your Honor. This i s completely 

20 outside the scope of testimony. 

21 JUDGE FORDHAM: Let's go o f f the record. 

22 (Whereupon, a discussion was held o f f the record.) 

23 JUDGE FORDHAM: We're back on the record. 

2 4 BY MR. KEENE: 

25 Q. Ms. Davis, has the C i t y done any studies about the 



804 

1 a d d i t i o n a l s o c i a l costs t h a t i t may inc u r , i f PGW's rates are 

2 set at a l e v e l which r e s u l t s i n a d d i t i o n a l f a m i l i e s f a l l i n g i n t o 

3 arrearages or being terminated? 

4 A. No. 

5 MR. KEENE: That's a l l I have. Your Honor. 

6 JUDGE FORDHAM: Any other p a r t y have anything? 

7 Any r e d i r e c t ? 

8 MR. CLEARFIELD: May I have a moment t o . . . 

9 JUDGE FORDHAM: Yes. 

10 MR. CLEARFIELD: I have no r e d i r e c t . 

11 JUDGE FORDHAM: I have one question before we 

12 leave Ms. Davis.On page three o f your testimony, you t a l k e d 

13 about i t before, the C i t y paying the s a l a r y of Mr. Kischichand. 

14 THE WITNESS: Yes. 

15 JUDGE FORDHAM: How long w i l l the C i t y pay that 

16 salary? 

17 THE WITNESS: As long as he i s assigned t o PGW or 

18 u n t i l he goes back to h i s other job. We w i l l continue u n t i l he 

19 no 'longer I s there. 

20 MR. HOLLAND: Your Honor, i f I can elaborate, I 

21 t h i n k the i n t e r i m settlement c a l l s f o r new management at le a s t 

22 to be h i r e d or appointed by about September 31st. So t h a t i s 

23 one gauge. 

24 JUDGE FORDHAM: I j u s t wanted to make sure i t was 

25 not the end of e i t h e r PGW's f i s c a l year or City's f i s c a l year. 
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1 So i t w i l l be past t h a t time? 

2 MR. HOLLAND: Yes. 

3 JUDGE FORDHAM: Thank you, Ms. Davis. 

4 THE WITNESS: Thank you. 

5 MR. CLEARFIELD: I do not see Mr. Knudsen i n the 

6 courtroom. Your Honor, we would l i k e to move i n t o evidence 

7 PGW'S Statement 7.0 i n the company's e x h i b i t . 

8 JUDGE FORDHAM: Let's go o f f the record a minute. 

9 (Whereupon, a discussion was held o f f the record.) 

10 JUDGE FORDHAM: We're back on the record. There 

11 has been a motion to admit PGW Statement 7.0. Any objections? 

12 Hearing none, i t ' s admitted. 

13 (Whereupon, statement marked f o r i d e n t i f i c a t i o n as 

14 PGW Statement 7.0 was received i n t o evidence.) 

15 JUDGE FORDHAM: We have OCA witness, Mr. Lelash. 

16 Please r a i s e your r i g h t hand. 

17 RICHARD W. LELASH, 

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

19 DIRECT TESTIMONY 

2 0 JUDGE FORDHAM: You may be seated. Would you 

21 s t a t e your name and business address f o r the record, please 

22 s p e l l your l a s t name. 

23 THE WITNESS: Yes. My name i s Richard W. Lelash. 

24 My business address i s 1870 Acre Road i n Reading, Connecticut. 

25 JUDGE FORDHAM: Please s p e l l your l a s t name. 
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1 THE WITNESS: I t ' s L-E-L-A-S-H. 

2 JUDGE FORDHAM: Thank you. You may proceed, 

3 Mr. Keene. 

4 MR. KEENE: Thank you, Your Honor. Your Honor, 

5 at t h i s time I would l i k e t o have marked f o r i d e n t i f i c a t i o n , 

6 OCA Statement Number One, which i s the d i r e c t testimony o f 

7 Richard W. Lelash, on behalf of the O f f i c e r of Consumer 

8 Advocate, and attached t h e r e t o are Schedules 1 through 17, and 

9 an appendix of Mr. Lelash's r e g u l a t o r y testimonies from 1996 to 

10 the present. 

11 I would also l i k e to have marked f o r i d e n t i f i c a t i o n , 

12 OCA Statement Number 1-S, which i s the s u r r e b u t t a l testimony of 

13 Richard W. Lelash on behalf of the O f f i c e r of Consumer Advocate, 

14 and attached there are Schedules One and Two. 

15 And pursuant to s t i p u l a t i o n Mr. Lelash i s prepared 

16 t o be crossed. 

17 JUDGE FORDHAM: The documents t h a t were mentioned 

18 by Mr. Keene are so marked. 

19 (Whereupon, OCA Statement marked E x h i b i t 1 f o r 

20 i d e n t i f i c a t i o n . ) 

21 (Whereupon, OCA Statement marked E x h i b i t 1-S f o r 

22 i d e n t i f i c a t i o n . ) 

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

2 4 MR. CLEARFIELD: Thank you. Your Honor. 

25 CROSS-EXAMINATION 
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1 BY MR. CLEARFIELD: 

2 Q. Good morning, Mr. Lelash. 

3 A. Good morning, Mr. C l e a r f i e l d . 

4 Q. Let's see i f we can s t a r t o f f determining whether 

5 there i s some common ground between the company and your 

6 recommendations. You agree, don't you, t h a t there would be 

7 serious negative consequences i f PGW were to become i n t e c h n i c a l 

8 d e f a u l t of i t s bond covenant? 

9 A. Yes. 

10 Q. You reviewed Ms. Bisgaier's testimony? 

11 A. Yes. 

12 Q. And she in d i c a t e s t h a t a t e c h n i c a l d e f a u l t would r e s u l t 

13 i n a downgrading of PGW's bonds to below investment r a t e s t a t u s , 

14 you don't disagree w i t h t h a t , do you? 

15 A. Neither she nor I would know as a f a c t . But c e r t a i n l y 

16 t h a t would be l o g i c a l i n d i c a t i o n . 

17 Q. And t h a t would have serious consequences t o PGW's a b i l i t y 

13 t o continue to issue bounds; i s t h a t f a i r ? 

19 A. PGW and f o r t h a t matter the C i t y as w e l l . 

20 Q. You also agree t h a t the PUC should set the rates f o r PGW, 

21 so t h a t PGW has a reasonable assurance of a s a t i s f y i n g i t s bond 

22 covenants? 

23 A. Subject t o things t h a t were mentioned i n my testimony, 

24 yes, t h a t ' s c o r r e c t . 

25 Q. Well you want t o make sure they s a t i s f y the bond 
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1 covenant, correct? 

2 A. Well there i s an issue, Mr. C l e a r f i e l d , on how those 

3 requirements are to be s a t i s f i e d as f a r as who pays, but yes. 

4 Q. The Commission should f e e l comfortable t h a t the bond 

5 covenants are going t o be s a t i s f i e d , from whatever sources. . . 

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

7 Q. I t h i n k we said t h a t i f PGW was not able t o maintain i t s 

8 l i n e of c r e d i t t h a t backs up i t s commercial paper i t would be 

9 very serious consequences f o r both the company and i t s 

10 customers, wouldn't you agree t o that? 

11 A. Yes. 

12 Q. S i m i l a r l y i f PGW was not able t o issue long-term debt, i t 

13 would be very serious questions f o r both the company and the 

14 customers? 

15 A. Yes. 

16 Q. As a general matter, Mr. Lelash, a l l companies have a 

17 need f o r cash working c a p i t a l i n order t o have the cash t o pay 

18 other b i l l s when they come due, don't they? 

19 A. Yes. 

20 Q. In f a c t , you t e s t i f i e d i n thousands of rat e cases, on 

21 allowance f o r cash working c a p i t a l i n company's r a t e base i s a 

22 common claim f o r an i n v e s t o r owned u t i l i t y , r i g h t ? 

23 A, Yes. 

24 Q. They would receive a r e t u r n on t h a t cash working c a p i t a l 

25 on the rate? 
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1 A. The cost of t h a t working c a p i t a l i s incorporated i n t o the 

2 r a t e . 

3 Q. You are not d i s p u t i n g t h a t PGW has a cash working c a p i t a l 

4 needy i f I understand your testimony, you are d i s p u t i n g where 

5 the cash working c a p i t a l should come from, i s t h a t a f a i r 

6 c h a r a c t e r i z a t i o n of your testimony? 

7 A. Well we seem to be d i s p u t i n g both the amount and where i t 

8 comes from, but yes. 

9 Q. Well you are not saying t h a t they don't have a need? 

10 A. No, i t ' s c l e a r l y cash requirement f o r the company. The 

11 g u a n t i f i c a t i o n i s perhaps at issue as w e l l . 

12 Q. Again, I believe you agree, don't you, t h a t at l e a s t w i t h 

13 PGW, i t has a need f o r l i q u i d i t y or cash at the end of i t s 

14 f i s c a l year i n order t o have s u f f i c i e n t cash t o pay i t s short 

15 term o b l i g a t i o n s , debt service, t h a t come due i n the next 

16 several months a f t e r the end of the f i s c a l year, leading up t o 

17 the b i g January f i r s t debt service payment, t h a t i t has? Would 

18 t h a t be f a i r ? 

19 A. PGW would have an ongoing need f o r cash working c a p i t a l 

20 continuous. 

21 Q. But doesn't i t have a need to have a p o s i t i v e cash 

22 working c a p i t a l , I am not asking you to agree t o a p a r t i c u l a r 

23 amount, at the end of i t s f i s c a l year, i n order t o have enough 

24 to pay i t s o b l i g a t i o n s i n the next several months a f t e r t h a t 

25 f i s c a l year? 
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1 A. I t h i n k my answer I said yes, to t h a t because i t has a 

2 continui n g need, which of necessity would include year end. 

3 Q. That's f a i r . I f you want to t e l l me how I can i n t e r p r e t 

4 your answer next time t o get to yes, I would appreciate t h a t . 

5 But i n terms of PGW's need f o r cash at the end of the year, and 

6 would you agree t h a t i t s need f o r cash working c a p i t a l i s 

7 a f f e c t e d by the l e v e l of gas costs i t incurs? 

8 A. Yes. 

9 Q. Again, j u s t as a general matter, you understand t h a t PGW 

10 has access to GCR f i l i n g or 1307F mechanism t h a t changes gas 

11 costs on an ongoing basis t o r e f l e c t i t s a c t u a l costs, don't 

12 ' you? 

13 A. Yes. 

14 Q. That does not take away the cash working c a p i t a l a f f e c t 

15 of increased gas cost on the company, does i t ? 

16 A. Well i n d i r e c t l y i t does, i f the GCR i s readjusted upward 

17 and the rates are c o l l e c t e d f o r t h a t gas, t h a t ' s an improvement 

18 i n the cash p o s i t i o n . So i t ' s a balance, the costs obviously, 

19 i f gas costs go up, the company pays more i n cash out. But by 

20 the same token, w i t h some lag on the b i l l i n g basis you should 

21 h o p e f u l l y get i t back. 

22 Q. So there i s a l a g that they create cash working c a p i t a l ? 

23 A. Yes. 

24 Q. I n f a c t i n September, which i s the p e r i o d of time t h a t 

25 PGW's GCR or 1307F begins, even i f i t sets a GCR at a p r o j e c t e d 
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1 l e v e l f o r gas costs f o r the next year, i t ' s not going to s t a r t 

2 c o l l e c t i n g those increased amounts u n t i l i t gets i n t o the w i n t e r 

3 heating season when i t a c t u a l l y s t a r t s b i l l i n g customers f o r the 

4 m a j o r i t y of i t s usage, i s n ' t t h a t r i g h t ? 

5 A. The impacts of gas costs changes would be f e l t most 

6 severely during w i n t e r because of the volume of gas. 

7 Q. So the gas costs have gone up, they are c o l l e c t i n g based 

8 on MCF's during September, October, November, where usage and 

9 sales are low, correct? 

10 A. Lower. 

11 Q. Lower. They are making gas costs payments at these 

12 higher l e v e l s , which are not f u l l y r e f l e c t e d i n the GCR, so i t 

13 creates a cash working c a p i t a l need, doesn't i t ? 

14 A. There i s no question t h a t the company's cash working 

15 c a p i t a l requirements go up as the cost of gas goes up. 

16 Q. Maybe I don't need to make t h i s p a r e n t h e t i c a l , but some 

17 of these things while they are very f a m i l i a r to you and I , they 

18 are not as f a m i l i a r to the Commission. I j u s t want to make sure 

19 they are c l e a r on the record. 

20 A. Okay. 

21 Q. Now w i t h respect t o PGW's cash needs I am r i g h t , aren't 

22 I , i n your o r i g i n a l testimony you never provided a monthly cash 

23 flow statement f o r FY, f i s c a l year 2001, where you compared 

24 month by month the monthly disbursements and r e c e i p t s of revenue 

25 f o r PGW, d i d you? 
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1 A, No, I d i d not. 

2 Q, And i n your s u r r e b u t t a l testimony you i n d i c a t e d t h a t you 

3 d i d not need to because you looked at Mr. Bogdonavage 1s estimate 

4 -- there was an estimate of I guess i t was f i v e months a c t u a l , 

5 seven months p r o j e c t e d at the time, which showed a 37 m i l l i o n 

6 d o l l a r end of year cash balance. Do you remember t h a t testimony? 

7 A, Well there were several during t h a t period. I t h i n k i n 

8 February the number was 37, one. Then I believe i t was updated 

9 i n March, i t was 34, three or f o u r . 

10 Q. I n f a c t , the 34, three, rounded, t h a t ' s shown on JRB, 

11 two, page one? 

12 A, I believe t h a t ' s c o r r e c t . 

13 Q, I f you want to get i t out you can. But the questions are 

14 going t o be more general. 

15 At Do you have a s p e c i f i c reference? 

16 Q, JRB-2, schedule attached, page one. I t ' s the second 

17 column to the l e f t . I'm sorry, t h a t ' s the wrong . . . 

18 A, I f i g u r e d I needed my glasses. 

19 Q. I was so sure I had the r i g h t one, then I provided the 

20 wrong one. I t has the s i m i l a r number, but t h a t ' s not the 

21 c o r r e c t column. I apologize. I t ' s JRB, page two, the t h i r d 

22 column on the l e f t . 

23 A, Yes, t h a t has ending cash of 30, w e l l depending on your 

24 assumptions. 

25 Q, T h i r t y - f o u r m i l l i o n ? 
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1 A. T h i r t y - f o u r i s under the 18 m i l l i o n . 

2 Q. Well l e t ' s j u s t s t i c k w i t h how he has presented i t . 

3 That's the basis on which you concluded t h a t the company had 

4 adequate cash, r i g h t ? 

5 A. W e l i t h e r e were several other f a c t o r s I considered. But 

6 34 m i l l i o n i s almost i d e n t i c a l t o the number t h a t Mr. Knudsen 

7 stated was end of p e r i o d requirement. And t h a t 34 m i l l i o n i s 

8 predicated on a bond f l o t a t i o n of 100 m i l l i o n . My understanding 

9 i s th a t the bond f l o t a t i o n w i l l be somewhat higher. 

10 So i t was w i t h r e l i a n c e on the 34, understanding 

11 t h a t t h a t moves, but also w i t h the p o t e n t i a l of a d d i t i o n a l 

12 funding from the bonding, t h a t made me draw the conclusion f o r 

13 the f i s c a l year 2001, the cash would be adequate. 

14 Q. You were not here f o r Mr. Bogdonavage's r e j o i n d e r 

15 testimony e a r l i e r t h i s week, were you? 

16 A. No, I was not. 

17 Q. Did you receive a re p o r t on t h a t testimony? 

18 A. Not on any s p e c i f i c s . 

19 Q. Maybe we could do i t t h i s way. Would you accept subject 

20 to check t h a t Mr. Bogdonavage i n d i c a t e d t h a t 34 m i l l i o n d o l l a r s 

21 was inf l u e n c e d by the f a c t t h a t i t included a f u l l 45 m i l l i o n 

22 c i t y loan? 

23 A. Yes, the 34 m i l l i o n t h a t you referenced does indeed take 

24 i n t o account the p r o v i s i o n of the C i t y loan. 

25 Q. Would you accept, subject to check, t h a t he t e s t i f i e d 
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1 t h a t i t also includes the f u l l amount a v a i l a b l e from the c a p i t a l 

2 funds, i f you w i l l , the a b i l i t y t o use the funds from the 

3 issuance of new debt t o fund operations or to reimburse PGW 

4 f o r p r e v i o u s l y funded c a p i t a l improvement at the amount of 24 

5 m i l l i o n d o l l a r s ? 

6 A. His documentation f o r cash flows d i d not show t h a t . But 

7 I w i l l accept t h a t r e p r e s e n t a t i o n . 

8 Q. F i n a l l y , would you accept subject to check t h a t he also 

9 t e s t i f i e d t h a t 34 m i l l i o n d o l l a r s includes the a f f e c t of 

10 d e f e r r i n g c e r t a i n gas purchases t h a t the PUC authorized from 

11 t h i s f i s c a l year, t h a t i s the f i s c a l year ending August 2001 

12 u n t i l the next f i s c a l year, about ten m i l l i o n d o l l a r s ? 

13 A. I a c t u a l l y t h i n k the number i s a l i t t l e more than t h a t . 

14 But, yes, I understand t h a t i t does incorporate a d e f e r r a l of a 

15 c e r t a i n amount of gas purchases. 

16 Q. A l l of those items are a l l one-time events, aren't they, 

17 they are not the kind of normal things t h a t you would expect t o 

18 see on a normalized p r o j e c t e d basis? 

19 A. Well as you are aware my testimony i s t h a t perhaps some 

20 of those elements should be ongoing. 

21 Q. So the only way we could include the 45 m i l l i o n as an 

22 ongoing source of funds i s i f somehow the ordinance changed and 

23 the C i t y decided not to requ i r e the pay back of the 45 m i l l i o n 

24 d o l l a r s , i s t h a t r i g h t ? 

25 A. E i t h e r through the mechanism of extending the 45 m i l l i o n 
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1 or through p o t e n t i a l l y other measures. 

2 Q. But from a simple standpoint, t h a t ' s a one-time event, 

3 the 4 5 m i l l i o n loan i s not something t h a t the company has 

4 r e g u l a r l y received? 

5 A. No, as s t r u c t u r e d t h a t was a one-time event. 

6 Q. With respect t o the money from the bond fund, i f we would 

7 look i n t o the f u t u r e t o determine whether t h a t kind of funding 

8 w i l l be a v a i l a b l e you would have t o assume another bond issuance 

9 at the end of the next year, wouldn't we, to be able t o say t h a t 

10 t h a t was a normal source of cash f o r the company? 

11 A. Well given recent experience w i t h the company, new bond 

12 issuances are indeed r e l a t i v e l y r o u t i n e f o r operation. 

13 Q. So the answer would be, you would agree t h a t i t would not 

14 be normal unless -- i n your view bond issuances on a ye a r l y 

15 basis i s something you can expect f o r PGW? 

16 A. Well h o p e f u l l y not i n long term, but c e r t a i n l y during the 

17 past several years the company has r e l i e d on ex t e r n a l bond 

18 fi n a n c i n g f o r s u b s t a n t i a l amount of i t s c a p i t a l requirement. 

19 Q. Well we a l l agree t h a t t h a t i s not a good way to run the 

20 company, i s i t ? 

21 A. That i s not a good way to run the company. 

22 Q. Do you know when i n f a c t at t h i s p o i n t i n the company's 

23 present f i v e - y e a r plan i t i s a n t i c i p a t i n g i s s u i n g another bond 

24 to fund c a p i t a l improvements? 

25 A. I'd f i r s t ask f o r a c l a r i f i c a t i o n what five-y e a r plan? 
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1 Q. I w i l l s t r i k e t h a t p a r t . Do you know when they are 

2 p r e s e n t l y planning or a n t i c i p a t i n g t h a t they w i l l have to issue 

3 another long-term bond? 

A A. I believe there was some discussion, I don't remember 

5 the source, t h a t there would be another bond p o t e n t i a l l y , I 

6 believe around 18 months. 

7 Q. So i t would not be u n t i l , i t would not be another bond 

8 issuance at the end of f i s c a l year 2002, would there, under the 

9 company's present plan? 

10 A. Mr. C l e a r f i e l d , I r e a l l y can't t e l l you. That was j u s t a 

11 r e c o l l e c t i o n on my p a r t . I don't r e a l l y know s p e c i f i c a l l y what 

12 the company's plans are. 

13 Q. But i f we take out the bond issuance j u s t f o r the sake of 

14 argument, you take out the C i t y ' s loans, you take out the 11 

15 m i l l i o n , t h i s 34 m i l l i o n d o l l a r p o s i t i v e , becomes considerably 

16 negative number? 

17 A. I t would c e r t a i n l y be le s s . 

18 Q. Now w i t h respect to 12 months a f t e r the end of t h i s FY 

19 2001, you d i d not do any analysis of the l e v e l of cash t h a t the 

20 company was p r o j e c t i n g at the end of f i s c a l year 2002, d i d you? 

21 A. At the time t h a t I prepared my testimony the company d i d 

22 not have a forecast f o r 2002. 

23 Q. Would t h a t be no, you d i d not do that? 

24 A. No, I d i d not analyze anything. As I s t a t e d i n my 

25 testimony I thought t h a t the relevant time p e r i o d f o r s e t t i n g 
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1 rates i n t h i s proceeding was 12 to 18 months. 

2 Q. I understand your p o s i t i o n . But f o r the sake of 

3 h y p o t h e t i c a l l y maybe the Commission or the A d m i n i s t r a t i v e Law 

4 Judge would l i k e t o know whether the company w i l l be able to 

5 continue to provide service at the end of 2002. So, you r e c a l l 

6 t h a t Mr. Bogdonavage very h e l p f u l l y d i d present a schedule 

7 showing the r e s u l t s of your recommendations on cash at the end 

8 of 2002? 

9 A. I b e l i e v e t h a t popped up here i n the s u r r e b u t t a l stage. 

10 I would caution a l l of the people you are seeking to have look 

11 at t h a t t h a t i s extremely speculative. By nature of the time 

12 i n t e r v a l t h a t ' s involved and by nature of the u n c e r t a i n t y on the 

13 company's c o l l e c t i o n s , the u n c e r t a i n t y on the bonding s t a t u s , 

14 the u n c e r t a i n t y on i t s bad debt, i t ' s very, very d i f f i c u l t , and 

15 I would, suggest very s t r o n g l y , not appropriate to look that f a r 

16 out. 

17 I can understand the company's concerns f o r the 

18 end of f i s c a l year and perhaps f o r several months t h e r e a f t e r . 

19 But our goal here I c e r t a i n l y b elieve i s to set rates based on 

20 f i s c a l year 2001. 

21 Q. Mr. Lelash, i f we have an analysis t h a t shows th a t 

22 we are going to be i n a serious negative cash p o s i t i o n at the 

23 end of f i s c a l year 2002, don't you believe t h a t t h a t i s a 

24 piece of relevant i n f o r m a t i o n t h a t the Commission should 

25 consider? 
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1 A. Mr. C l e a r f i e l d , I don't wish to become argumentative 

2 w i t h you. But the company st a t e d t h a t they would be i n bankrupt 

3 p o s i t i o n or ph y s i c a l c r i s i s l a s t f a l l , and we are now present 

4 a f t e r an i n c r e d i b l e number of very adverse a f f e c t s and the 

5 company i s okay, i t ' s s t a b l e . 

6 So I am suggesting t o you th a t I t h i n k t h a t 

7 looking out as the company has done, 18, 24 months out u n t i l the 

8 end of f i s c a l year 2002, i s j u s t not h e l p f u l t o the process of 

9 s e t t i n g rates i n t h i s proceeding. 

10 Q. You would agree t h a t the analysis t h a t Mr. Bogdonavage 

11 put i n h i s r e b u t t a l shows under your recommendation the company 

12 would have a negative 32 m i l l i o n d o l l a r cash balance at the end 

13 of f i s c a l year 2002, which i s August 31st, 2002, r i g h t ? That he 

14 used the same p r o j e c t i o n technique and f o r e c a s t i n g methodology 

15 that he used f o r f i s c a l year 2001 t e s t year, hasn't he? 

16 A. Well I was hoping i n the broad sense t o avoid. I do not 

17 agree w i t h the forecast t h a t has been p r o j e c t e d f o r 2002. 

18 Q. I s th a t because of the gas costs? 

19 A. Among other thi n g s , but c e r t a i n l y the gas costs, w i t h the 

20 a d d i t i o n of 106 m i l l i o n d o l l a r s of a d d i t i o n a l expenditures. 

21 I t ' s not even a question I believe i t t o be wrong, i t i s wrong. 

22 I t i s not c o r r e c t . And i t i s not a v a l i d assumption. 

23 Q. You do agree t h a t Mr. Bogdonavage used Mr. White's 

24 p r o j e c t i o n of gas costs, t h a t Mr. White has used f o r h i s 

25 r e c e n t l y f i l e d , or soon t o be f i l e d GCR/1307F claim, don't you? 
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1 A. That was the repre s e n t a t i o n made i n discussing the 

2 p r o j e c t i o n . 

3 Q. Well you don't have any reason t o dispute t h a t 

4 representation, do you? 

5 A. I haven't seen i t . I j u s t don't know. 

6 Q. Well would you accept subject t o check the same 

7 p r o j e c t i o n s were used i n both cases? 

8 A. Well you implied by your question t h a t i t has not been 

9 f i l e d yet. Has i t been f i l e d ? 

10 Q. I t ' s going to be f i l e d on June f i r s t . I t was p r e f i l e d 

11 w i t h the Commission. We provided a l l of those, yes. But 

12 t e c h n i c a l l y i t gets f i l e d on June f i r s t . But there i s a 30 day 

13 p r e f i l i n g involved. 

14 A.. I'm aware of t h a t . 

15 Q. That's why I was . . . 

16 A. I t j u s t has not been f o r m a l l y f i l e d . I understand the 

17 company's representations t h a t when i t f i l e s i t s GCR f i l i n g , 

18 t h a t i t w i l l contain the numbers t h a t are r e f l e c t e d i n the 

19 , company's p r o j e c t i o n s . 

20 Q. They have used the DRI, Standard and Poors DRI forecast 

21 t o come up w i t h those numbers, r i g h t ? 

22 A. I t ' s my understanding t h a t Mr. White predicated i t on 

23 what we c a l l e d DRI numbers, which are the gas forecasts f o r gas 

24 a v a i l a b l e i n t o the p i p e l i n e i n the producing area. That's my 

25 understanding of what underlies the for e c a s t s . 



020 

1 Q. These are a couple of confirming questions. That DRI 

2 forecast i s the same f o r e c a s t i n g methodology t h a t the company 

3 used i n i t s l a s t DCR, the f i r s t DCR t h a t i t f i l e d w i t h the PUC, 

4 i s n r t i t ? 

5 A. The company has t y p i c a l l y forecasted based on the DRI, 

6 and the DRI forecast has t y p i c a l l y been changed before i t has 

7 been f i n a l i z e d . 

8 Q. I s th a t a yes? 

9 A. The DP.I does not e s t a b l i s h gas costs. I t i s the basis on 

10 : which the company f i l e s and f r e q u e n t l y modified f o r updated 

11 mformatron, as I suggested t o you would be very necessary now, 

12 because Mr. White's forecast i s very misleading as to the l e v e l 

13 ox gas costs. 

14 Q. Mr. Lelash, I am j u s t t r y i n g t o confirm or e s t a b l i s h on 

l b the record t h a t the DRI f o r e c a s t i n g method th a t Mr. White used 

16 i n the present, 1307, i s also the one which he used i n the p r i o r 

17 , case? 

18 A. I b e l i e v e the t r a n s c r i p t w i l l show t h a t I already 

19 answered t h a t and said, yes. 

20 Q. And you t e s t i f i e d i n the p r i o r case? 

21 ' A. Yes. 

22 Q. Did you dispute the use of the DRI forecast as the basis 

23 f o r coming up w i t h the i n i t i a l gas p r i c e s t h a t were used f o r 

24 t h a t GCR f i l i n g , i f you r e c a l l ? 

25 A. I have no problem, I have not stated a problem. Indeed I 



1 believe i f you would check the h i s t o r i c a l records, I believe I 

2 was involved w i t h the company, and I suggested the DRI as a 

3 standard to u t i l i z e . But t h a t does not n e c e s s a r i l y mean t h a t 

4 the answer i s c o r r e c t . The DRI i t s e l f , the DRI index Mr. White 

5 used, has been reduced downward by the company, by Standard and 

6 Poors, subsequent to h i s use of i t . 

7 I t i s now considerably lower. Even the forecast 

8 he used has now been o f f i c i a l l y lowered bv DRI, Other forecasts 

9 are we11 below i t and the s t r i p i s wel1 below i t . The answer 

10 1 i s , while I appreciate and say t h a t h i s methodology i n doing 

11 | t h i s i s compatible w i t h what has been done i n the past, already 

12 since t h a t has been prepared, evidence i s very strong t h a t t h a t 

13 ; overstates gas p r i c e s . 

14 Q. Your view i s we should not be concerned about the cash 

l b flow r e s u l t s t h a t Mr. Bogdonavage showed f o r the end o f f i s c a l 

16 year 2002 because we can't have confidence t h a t t h a t i s a c t u a l l y 

17 going t o be the company's gas costs during t h a t period, because 

18 i t ' s a forecast i t ' s going to be higher and i t ' s going to be 

19 lower? 

20 A. The company forecasts increased by 106 m i l l i o n d o l l a r s . 

21 I am going to suggest to you, w i l l continue to suggest t o you 

22 t h a t t h a t i s grossly overstated. So t h e r e f o r e making a 

23 determination to say we are going to end up negative 34 m i l l i o n 

24 i n cash i s an i n v a l i d statement because the underlying 

25 assumption i s i n c o r r e c t . 
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1 Q. Well Mr. Lelash, d i d you make a cash flow analysis using 

2 the company's o r i g i n a l forecast t h a t was put i n t o , t h a t they 

3 submitted on January f i f t h f o r t h i s f i s c a l year 2002 period? 

4 A. No, I r e l i e d on the cash flows t h a t were prepared by the 

5 company. 

6 Q. You d i d not dispute t h a t l e v e l of gas costs t h a t was 

7 f i l e d January f i f t h , when we made our i n i t i a l f i l i n g s , d i d you? 

8 A. No,- I d i d not, 

9 MP.. CLEARFIELD: Your Honor, can I have marked 

10 f o r . i d e n t i f i c a t i o n a three- page document w h i c h w e ha v e p r e m a r k e d 

11 as PGW Cross-examination E x h i b i t One. 

12 JUDGE FORDHAM: Do you want to put Mr. Lelash 's 

13 name i n here? 

14 MR. CLEARFIELD: I f you would l i k e , t h a t's f i n e , 

l b . JUDGE FORDHAM; I t w i l l be PGW Lelash Cross-exam 

16 E x h i b i t One. 

17 (Whereupon, document marked PGW Lelash CE-1 f o r 

18 i d e n t i f i c a t i o n . ) 

19 MR. KEENE: I would l i k e a c l a r i f i c a t i o n of what 

20 t h i s i s and where i t came from? 

21 MR. CLEARFIELD: I was going t o t r y to do t h a t 

22 through Mr. Lelash. 

23 JUDGE FORDHAM: Since t h i s has j u s t been given t o 

24 counsel. . . 

25 MR. CLEARFIELD: What we have provided i s an 
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analysis of Mr. Lelash's revenue requirement recommendations 

displayed f o r the f i s c a l year 2002, w i t h the o r i g i n a l gas cost 

p r o j e c t i o n s , o r i g i n a l FY 2001 p r o j e c t i o n s t h a t Mr. Bogdonavage 

submitted i n h i s o r i g i n a l f i l i n g and t h a t were contained i n 

volume two of h i s supporting i n f o r m a t i o n . That's the f i r s t 

sheet. The second and t h i r d sheet have s l i g h t v a r i a t i o n s i n 

terms of the assumptions. 

I would l i k e t o show Mr. Lelash and also ask him 

some ques t ions about, to show our D.roi ect ions,- p r o i ections are 

made e x a c t l y the same way as Mr. Bogdonavage's cash flow 

statements t h a t were put i n the o r i g i n a l case and also put i n t o 

h i s r e b u t t a l testimony. As f a r as I know1, I t h i n k i n response 

to questions t h i s morning, Mr. Lelash says he does not take 

issue w i t h i n terms of methodology. Obviously there are issues 

about the i n p u t s . 

MR. KEENE: Your Honor, I am going to o b j e c t . I 

t h i n k t h i s i s completely u n f a i r . We j u s t saw t h i s schedule. 

Now they had an o p p o r t u n i t y to put t h i s i n r e b u t t a l i f they 

wanted t o do i t . They also had an o p p o r t u n i t y t o do r e j o i n d e r 

t h i s week. They have done i t . 

For them t o come i n on the l a s t day of the hearing 

while they are crossing our witness and. throw a schedule i n 

f r o n t of him and expect him to answer questions i s completely 

u n f a i r . I t ' s too l a t e . They had an o p p o r t u n i t y t o do t h i s . 

They d i d not. 
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1 MR. CLEARFIELD: Your Honor, t h i s i s standard 

2 cross-examination. We have a r i g h t to confront the witness 

3 based upon -- w i t h respect t o statements t h a t he made. I asked 

4 him whether he considered the cash a f f e c t s of h i s recommendation 

5 at the end of f i s c a l year 2002. He said no, because he was 

6 concerned about the gas costs p r o j e c t i o n s . 

7 This schedule shows what happens i f you put the 

8 o l d gas cost p r o j ect ions i n , the ones that he never took issue 

9 w i t h . And we have a r i o h t t o ask him about t h a t and to show 

10 t h a t the issue t h a t he raised and to explore whether the issue 

11 , t h a t he r a i s e d i n terms of the reason why he was not concerned 

12 about those cash p r o j e c t i o n s i s a v a l i d issue or not. 

13 I t ' s standard cross-examination, Your Honor. 

14 MR. KEENE: I t ! s not standard to present a new 

l b schedule t h i s l a t e i a the proceeding. We d i d not have a chance 

16 t o do any discovery on i t . I have not even had a chance to look 

17 at i t but f o r a minute. I don't t h i n k t h a t i s f a i r . They had 

18 Mr. White do r e j o i n d e r about Mr. Lelash's testimony about gas 

19 p r i c e s coming down. Mr. Bogdonavage has had an o p p o r t u n i t y t o 

20 do r e j o i n d e r as w e l l to Mr. Lelash's s u r r e b u t t a l . 

21 So the purpose of t h i s i s to cross Mr. Lelash on 

22 h i s s u r r e b u t t a l and on h i s d i r e c t testimony. I t ' s not an 

23 o p p o r t u n i t y f o r the company to put i n a d d i t i o n a l schedules t h i s 

24 l a t e i n the game. I t ' s j u s t not f a i r , Your Honor. 

25 MR. CLEARFIELD: Your Honor, I asked Mr. Lelash 
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questions about h i s p o s i t i o n about cash flow at the end of 2002 

during h i s cross-examination. He answered he was not concerned 

about t h a t . I'm not t r y i n g to mischaracterize h i s testimony, 

but f o r among other reasons t h a t he disputed the accuracy of the 

gas cost p r o j e c t i o n s t h a t Mr. White put i n and Mr. Bogdonavage 

r e l i e d on i n h i s r e b u t t a l . 

This schedule shows t h a t when you change the gas 

costs p r o j e c t i o n and vou qo back to the o r i g i n a l gas cost 

p r o j e c t i o n s t h a t Mr. Lelash never took issue w i t h . I t shows 

what happens using the same tnethodology at the end of f.1.sea 1 

year 2002. 

I want to ask him whether t h a t ' s a concern to him 

or not. That !s p e r f e c t l y v a l i d cross-examination. 

JUDGE FORDHAM: I guess one of the problems we're 

having wi th anything to do wi th a i l o f t h i s , August 31, 2 002, i s 

the question as t o whether t h a t i s relevant or not. 

MR. CLEARFIELD: I understand t h a t i s the issue 

t h a t the other p a r t i e s want to take. But our p o s i t i o n i s t h a t 

the cash flow method requires t h a t we examine what the actual 

cash flows are going t o be f o r the company during the period of 

time t h a t the rates are going t o be i n a f f e c t . I understand 

t h a t i s argument. We are going to have to put t h a t i n our 

b r i e f . I f t h a t i s the case, i f we do have t o be concerned w i t h 

what the company's cash p o s i t i o n i s going t o be i n t h i s period, 

or at l e a s t a year out, then t h i s i s r e l e v a n t . 



1 Now i f the Commission decides we are not going t o 

2 look at t h i s , we're only going t o look at FY 2001, then so be 

3 i t . We w i l l show why our r a t e increase i s j u s t i f i e d on t h a t 

4 basis. But t h i s i s to explore t h a t issue. 

5 MR. KEENE: Your Honor, i f t h a t ' s t h e i r case they 

6 should have put i t i n t h e i r d i r e c t case. I n f a c t , they t r i e d t o 

7 do i t i n t h e i r r e j o i n d e r testimony and t h e i r r e b u t t a l case. We 

8 had cross of everybody on those issues. This i s j u s t an attempt 

9 t o introduce another schedule l a t e i n the game to b o l s t e r t h a t 

10 case. They had the chance and they d i d n ' t . 

11 You know 2002, they haven't even f i l e d t h e i r 

12 operating budget w i t h the Gas Coromission f o r t h i s year. This 

13 , i s a l l speculation. 

14 MR. CLEARFIELD: Your Honor, t h a t ' s argument. 

l b ; MR. KEENE: We can deal wi th that i n the b r i e f s . 

16 MR. CLEARFIELD: This i s . . . 

17 JUDGE FORDHAM: Because t h i s i s r e l a t i n g t o August 

18 31st, f i s c a l year ending August 31st, 2002, also because i t has 

19 been submitted t o the witness, and t h i s i s the l a s t day of the 

20 hearing, during h i s cross-examination, I w i l l not allow any 

21 testimony on t h i s . 

22 BY MR. CLEARFIELD: 

23 Q. Have you made any analysis of the cash a f f e c t s on the 

24 company at the end of 2002 i f you use the o r i g i n a l gas costs 

25 p r o j e c t i o n the company submitted i n January, Mr. Lelash? 
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1 Did you submit any analysis of that? 

2 A. No. 

3 Q. So you don't know whether the company w i l l have enough 

4 cash or not enough cash t o pay i t s b i l l at t h a t period? 

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

6 MR. CLEARFIELD: Your Honor, I have another cross-

7 examination e x h i b i t which we f i r s t premarked as E x h i b i t One and 

8 now i s changed t o E x h i b i t Two= I suppose we should keep i t 

9 as. . . 

10 ' JUDGE FORDHAM: Yes. 

11 MR. CLEARFIELD: This i s several questions and 

12 answers t h a t Mr. Lelash provided i n h i s discovery. I would l i k e 

13 , to have i t marked as PGW cross-examination Lelash E x h i b i t number 

14 Two. 

16 JUDGE FORDHAM: S h a l l be so marked. 

16 (Whereupon, document marked PGW Lelash E x h i b i t 

17 i CE-2 f o r i d e n t i f i c a t i o n . ] 

18 BY MR. CLEARFIELD: 

19 Q. Before I get t o t h a t though, l e t ' s assume, Mr. Lelash, 

20 f o r the sake of argument t h a t Mr. Bogdonavage i s r i g h t and gas 

21 costs are as he pr o j e c t e d them and as the company has r e f l e c t e d 

22 them i n the GCR, and your recommendation produces a negative 32 

23 m i l l i o n d o l l a r balance at the end of f i s c a l year 2002. Where 

24 does the company get t h a t money? 

25 A. Where do they get what money? 
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Q. You agree i f they have a negative 32 m i l l i o n d o l l a r 

balance they w i l l have a whole set of o b l i g a t i o n s t h a t they w i l l 

not be able to pay when they come due i n the months f o l l o w i n g 

August 31st, 2002, won't they? 

A. Well given your h y p o t h e t i c a l , which I would s t a t e I don't 

n e c e s s a r i l y agree w i t h obviously, there are other sources, such 

as funding from the C i t y . There are p o t e n t i a l l y incremental 

sources as I stated, the bond appears to be s l a t e d to be issued 

higher than 100 m i l l i o n , which i s an assumption i n the baseline 

case. The company, although there i s a question on i t might 

very w e l l do b e t t e r on i t s c o l l e c t i o n s . 

They have a s u b s t a n t i a l , I believe a 200 m i l l i o n 

plus receivable outstanding and conceivably the company w i l l do 

b e t t e r than what i t a n t i c i p a t e s and could r e a l i z e funds from 

l i q u i d a t i n g those r e c e i cables i n to r e c e i v i n g cash. 

So there are a number of things t h a t could, i n 

your h y p o t h e t i c a l , balance what you claim to be a 32 m i l l i o n 

d o l l a r d e f i c i e n c y . 

Q. Were you aware t h a t Mr. Bogdonavage t e s t i f i e d t h a t the 

140 m i l l i o n d o l l a r s , the a d d i t i o n a l amount cannot be used f o r 

c a p i t a l fund, t h a t the a d d i t i o n a l amount, between 110 and 140 i s 

f o r r e - f i n a n c i n g of e x i s t i n g o b l i g a t i o n s or p a r t of e x i s t i n g 

o b l i g a t i o n s ? 

A. 1 was not aware of t h a t , but I w i l l take your 

representation. 
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1 Q. I f t h a t ' s t r u e , and again the record w i l l speak f o r 

2 i t s e l f , t h a t would not be a source of funding f o r the company 

3 to make up t h i s huge d e f i c i t ? 

4 A. I f i n f a c t those funds are encumbered then they would not 

5 be a v a i l a b l e , but t h a t does not speak t o as I say p o s s i b i l i t y of 

6 ' generation of a d d i t i o n a l cash from receivables or 'from funding 

7 from the C i t y . 

8 Q, Let's take each one. E s s e n t i a l l y you have not disputed 

9 the companv1s claim f o r accounts receivable or bad debt i n the 

.10 t e s t year. i n f a c t , you recommended th a t i t be increased, didn' t 

11 you? 

12 A. I went from what was, as I understand i t , about a 65 

13 . m i l l i o n d o l l a r bad debt allowance to the company's revised 

14 schedule or revi s e d forecast which had 72. 

lb Q. That's an increase? 

16 A. That would be an increase, yes. 

17 Q. So r e a l l y what you are saying i s t h a t i f the company has 

18 a d d i t i o n a l cash i t should go t o the City? 

19 A. No, what I am suggesting i s since I have made i n my 21 

20 m i l l i o n d o l l a r recommendation allowance f o r 72, the company has 

21 , a f a i r l y good shot at beating t h a t . I f they beat t h a t they w i l l 

22 f r e e up cash. 

23 Q. But you are not making an adjustment t o an a n t i c i p a t e 

24 t h a t they w i l l beat t h a t , are you, i n your testimony or i n the 

25 adjustments t h a t you made i n the case? I n f a c t , you suggested 
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t h a t i t would be higher than what the company, even what the 

company . . . 

A. Well what the company f i l e d , not what the company was 

c u r r e n t l y p r o j e c t i n g . My understanding i s t h a t Mr. Knudsen has 

brought t o the record good news r e l a t i v e t o c o l l e c t i o n s . My 

understanding i s t h a t , t h i s was represented t o me, I don't vouch 

i t , but I t h i n k sta tements have been made pr e v i o u s l y t h a t the 

company i s now c o l l e c t i n g at b e t t e r than a n t i c i p a t e d l e v e l s . 

0. That wasn't the testimony, Mr. Lelash. The testimony was 

tha t w i t h the assumptions of bad debt expense that they already 

made t h e i r c o l l e c t i o n p r o j e c t i o n s were h i t t i n g t a r g e t . Does 

t h a t change your view? 

A. You're sayung, assuming a 72 mi11ron d o l i a r w r i t e o f f ? 

A. 

Q. 

A. 

Q. 

A. 

i 0 5 . 

Having taken that o f f the table, i f you w i l l . . . 

I t ' s h i t t i n g the t a r g e t on t h a t basis? 

Right. 

That's not cause f o r c e l e b r a t i o n , i s i t ? 

Well i t ' s my understanding t h a t the company asserts t h a t 

i t s b i l l i n g systems are back on l i n e . I know t h a t remedial 

a c t i o n i s being taken i n the C a l l Center. There i s an attempt 

to improve the procedures t h a t are used there, and one would 

hope w i t h those f a c t o r s i n place t h a t there may be improvement. 

Q. Well l e t ' s t r y t o put t h i s i n perspective, Mr. Lelash. 

I f i n f a c t the company i s r i g h t , and i t needs 35 to 40 m i l l i o n 
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d o l l a r s p o s i t i v e at the end of the f i s c a l year, take f i s c a l year 

2001, and they are at zero, or they are at a negative p o i n t , 

p o i n t i n terms of cash at the end of the f i s c a l year, and as we 

t a l k e d about t h a t i f we remove the non-normal items, i t would 

have a negative balance at the end of t h i s f i s c a l year, f i s c a l 

year, 2001. 

That's a s u b s t a n t i a l chunk of d o l l a r s , t h a t ' s 30 

to 40 m i l l i o n d o l l a r s t h a t they would have to o b t a i n somewhere, 

i f your proposed r a t e increase i s allowed. I s n ' t the only r e a l 

source that they w i l l have f o r t h a t be the C i t y or major source 

f o r that? 

ne c f '"ur A. Let me r s i t o r a t o t h a t we a 

Q. I know you always enjoy my h y p o t h e t i c a l s . 

A. I c e r t a i n l y l i k e co remind everybody that we are i n the 

middle of t h i s h y p o t h e t i c a l . You are asking to q u a n t i f y i n a 

time p e r i o d out i n the f u t u r e . 

Q. No, I'm t a k i n g i t back t o the end of f i s c a l year 2001. 

I f i n f a c t we are r i g h t , those d o l l a r s w i l l be negative, i f you 

took them on a normalized basis and the company needed t o get a 

s u b s t a n t i a l amount of d o l l a r s , on a p o s i t i v e basis, the m a j o r i t y 

of those d o l l a r s would have to come from the C i t y i f they 

couldn't come from rates? 

A. I disagree.What you are s e l e c t i v e l y doing i n your 

h y p o t h e t i c a l i s assuming bad news, which i s understandable 
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1 i n a r a t e proceeding. But there are other f a c t o r s . I f you have 

2 a f r e e form h y p o t h e t i c a l here, l e t ' s assume t h a t the company's 

3 bad debts went back to i t s h i s t o r i c a l l e v e l s . 

4 Q. How much could t h a t produce? 

5 A. I have not done a c a l c u l a t i o n , but my guess i s perhaps 

6 20, 25 m i l l i o n d o l l a r s . 

7 Q. I f our cash needs i s represented by the d i f f e r e n c e 

S between our claim and your recommendations, 65 versus 21, then 

9 we're t a l k i n g about close to 45 m i l l i o n d o l l a r s t h a t we would 

]_ Q need t o meet the t argot s i n the f i n a n c i a l go a I s t ha t we1 set 

"i i f o r t h i n our case 
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Abs o l u t e l y not, because the 65 luirement bv the 

company and my 21, f i v e recommendation w i l l not a f f e c t the 

current f i s c a l year at a l l . 

Q. On an ongoing basis though . . . 

A. That was not your question. You had said t o me t h a t the 

h y p o t h e t i c a l was t a l k i n g about using gas cost r a t e s , and what 

the a f f e c t would be at the end of the current f i s c a l year. Now 

are we back to t a l k i n g about f i s c a l year 2002 again? I thought 

your h y p o t h e t i c a l was predicated on what would happen i n f i s c a l 

year 2001. 

Q. Well we can do i t e i t h e r way. 

A. I am asking you to t e l l me which way we are doing i t 

because you seem to be jumping back and f o r t h . 

Q. Well l e t ' s use f i s c a l year 2001, and l e t ' s take out a l l 
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the non-normal items, so t h a t the company i s i n a s i g n i f i c a n t 

negative p o s i t i o n at the end of f i s c a l year 2001, i f you remove 

the C i t y loan, and assume th a t t h a t w i l l have t o be paid back, 

i s not a v a i l a b l e , remove the c a p i t a l fund because t h a t i s not 

going t o be a v a i l a b l e on an ongoing basis, and you make an 

adjustment f o r 10 to 15 m i l l i o n d o l l a r s f o r gas costs t h a t would 

be deferred i n t o the f u t u r e p e r i o d . 

So i f they have t h a t kind of negative balance, 

using a normalized kind of h y p o t h e t i c a l analysis of cash flow, 

they have a si gni-f i cant ho^e, i f they only receive 21=5 m i l l i o n 

d o l l a r s . p -̂ra-n1 +- t^*s w ^f-^i^g to have to look to the owner, i s n ' t 

the ownsr ths only e n t i t y t h a t w i l l bs al 1 o •^rpo n-.-, t.r-i 4-V, -HI-, r. -H 

A. No. You have taken us i n t o the realm ot making 

assumpLions, what i f : s , to the e x i s l i n g l o r e c a s t o f f i s c a l year 

2001. You're making h y p o t h e t i c a l assumptions t h a t a series of 

bad events w i l l happen. I could s i t and give you an equally 

o p t i m i s t i c or a f l i p side of t h a t by making a number of 

hy p o t h e t i c a l s t h a t would be favorable. 

What I am suggest t o you, i s t h a t I have not done 

t h a t a n a l y s i s , and I w i l l have t o t e l l you I don't ne c e s s a r i l y 

believe t h a t you have done any analysis t o make the h y p o t h e t i c a l 

assumptions t h a t you are g i v i n g . And I would, t h e r e f o r e , 

suggest t h a t t h i s i s a f u t i l e exercise. This i s akin to saying 

what i f the Federal Government gave the C i t y of Philadelphia a 
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100 m i l l i o n grant to PGW. 

Q. Is t h a t a v a i l a b l e ? 

A. I don't know, but i t ' s as equ a l l y l i k e l y as a l o t of the 

h y p o t h e t i c a l s t h a t you're making. 

Q. Mr. Lelash, l e t ' s t r y i t t h i s way. A l l I am t r y i n g t o 

es t a b l i s h , you i n your testimony, t e s t i f i e d already, t h a t the 

Commission, t h a t i s the PUC, should not allow cash flow and 

working c a p i t a l to be the basis f o r any r a t e r e l i e f . Do you 

remember t e s t i f y i n g to that? 

A. Yes. 

n 

4 - l _ _ ^ „ . „ 7\v-.p----.--~ -4- ̂  T - . - l - — ^ - ^ - ^ ^ - . 4 i - V - - 4 - . - ^ . „. -J 1 

i , i J c ; J - c r , ^ i j i o v i f c x c-kv j . j j i. c J . - L a L J — L C T J t , j i a u vv c o c L-i _y w , J - I W / W J I . 

at 7—B. You sard t h a t , "Mr . Le lash as s'urue s t h a t the comp any' s 

working cap!Lai wi11 be provided Irom funds Irom opera Lions, 

r h i r d - p a r t y loans and loans of e q u i t y provided by the C i t y of 

Phila d e l p h i a . " Do you see that? 

A. Yes. 

Q. Am I understanding t h a t you believe to the extent t h a t 

the company has a cash working c a p i t a l d e f i c i e n c y caused by your 

recommendation, i n other words, they don't have enough cash to 

pay t h e i r b i l l s when they come due, t h a t you b e l i e v e the C i t y at 

l e a s t i n p a r t , should provide t h a t cash, e i t h e r through a grant 

back of the 18 m i l l i o n d o l l a r s or a loan or some other fa<shion? 

Is t h a t f a i r t o say? 
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A. Well you have two premises, one t h a t I b e l i e v e t h a t the 

working c a p i t a l f o r f i s c a l year 2001 i s i n s u f f i c i e n t , which I do 

not. But yes, i f unforeseen events come up I am suggesting t h a t 

one of the considerations t h a t the PUC should make would be the 

p o t e n t i a l of the C i t y back stopping of the operations, yes. 

Q. The C i t y should provide assistance and not get -- so t h a t 

the Commission would not have to r a i s e rates t o produce the cash 

working c a p i t a l , i s that r i g h t ? That's what you're saying, 

i s n ' t i t ? 

A. No . 

Okay. 

A. Bscau^^ '~'̂ ~'T7"''~'',"isly have rscommended t c ths PUC t h a t i t 

„ „ , . J - ^ / „ „ „ ^ „ „ „ J - „ , , _ _ „ . , V - . - l - - — J . 4 - V , „ ^ r v ^ n J - n - l " — +-

y - i - v ^ a - L C i L - o _ i . j i i „ r c c i j c ; u i_/ t - x v c i_ i - /J i tpc i J J J , ^ o i t , a o t-ty i _ J i c i L i c j y i i j . i _ L J . ^ j c r 

some p o m t m time I b e i i e v e t h a t the 3 u s t r f i c a t i o n f o r the 

rates does uot warrant a d d i t i o n a i x'ale increases Lo the r a t e 

payers, but the PUC should look t o funding from several sources, 

one of which would c e r t a i n l y be the C i t y , t h a t ' s c o r r e c t . 

Q. Just to c l a r i f y , you mentioned t h i r d - p a r t y loans. I 

t h i n k you already mentioned t h a t the commercial paper l i n e of 

c r e d i t i s maxed out, correct? 

A. Well the company has c e r t a i n l y represented t h a t r i g h t now 

i t was maxed out at about 97 m i l l i o n . As I understand i t , the 

issue on renewal i s unclear at t h i s time. 

Q. I f we were to determine the cash working c a p i t a l needs of 

PGW, the way i n which i n v e s t o r owned u t i l i t i e s cash working 
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c a p i t a l needs are determined would you use a lead lag study or 

some other e s t i m a t i o n method t o do that? 

A. Lead l a g i s one. There are a v a r i e t y of ways of 

estim a t i n g . 

Q. I s t h a t one-eighth method? 

A. Well one-eighth i s not r e a l l y used any more. The balance 

sheet method i s used, and lead l a g i s used. There are a v a r i e t y 

of ways t h a t working c a p i t a l are c a l c u l a t e d f o r an inve s t o r 

owned. I would j u s t so t h t a there i s no confusion on the 

record- r a t e payers are asked to pay a re t u r n ori the working 

capital,- they are not asked t o provide the working c a p i t a l . 

Q. I f we could, the one—eighth method i s s o r t of a f a s t way 

w o . t_vy.tit_i-.iiy I - V J . U I I a n ct t ^ J - K-rsi. -Li t i t i i_ -L L ^ J J W J . t - J i c I ^ U J J J fir ^yj . A. J . i - i y o U J-J J- L. CJ J -

t h a t the corripany would need, would you agree w i t h that? 

A. No, Lhe lead lag xueLhou, Lu my knowledge i s e s s e n t i a l l y 

not u t i l i z e d . 

Q. Lead l a g , I'm sorry, d i d I say lead lag? 

A. I t h i n k you sai d formula method. 

Q. And you answered by lead l a g . You meant the one-eighth 

method? 

A. The one-eighth method i s ge n e r a l l y not -- I have not 

researched i t r e c e n t l y , but the l a s t time I d i d I would say 

i t has p r e t t y much been d i s c r e d i t e d . 

Q. But i t has been used by the PUC i n gas r a t e proceedings, 

would you accept t h a t subject t o check? 
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MR. KEENE: Objection, Your Honor. He has 

already said t h a t t h i s i s not u t i l i z e d . This i s w e l l beyond the 

scope of h i s d i r e c t , h i s d i r e c t and s u r r e b u t t a l testimony. 

MR. CLEARFIELD: No, i t ' s not. Your Honor, we are 

t r y i n g -- he i s i n d i c a t i n g t h a t the company has a cash working 

c a p i t a l need beyond his recommendations, they should get i t from 

some other source. I'm t r y i n g t o determine what the size of the 

cash working c a p i t a l amount might be f o r t h i s kind of company, 

i f we look to some other source. I was asking him questions i n 

PI W^V nf r r v i n n t o iHpntif'" t b a t . HP Hnps nnf. have to a^ree 

t h a t the one -eio'ht^ 1 me^^od i s the r i g h t m 

j u s t one method to make an approximation. 

r i g h t method then why aok him questions about i t . I t ' o j u s t not 

re l e v a n t . 

JUDGE FORDHAM: There are three methods t h a t have 

been i d e n t i f i e d , would you accept h i s proposal from any one of 

the three methods? 

MR. CLEARFIELD: I c e r t a i n l y would. But the 

problem i s none of us w i l l be able to I don't believe you can 

estimate s i t t i n g here the amount of cash working c a p i t a l t h a t 

PGW would need on any method other than the one-eighth method. 

Could we, n r , Lelash? 

THE WITNESS: I don't t h i n k you could do i t on 

any of the methods. 
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BY MR. CLEARFIELD: 

Q. Well the one-eighth method takes the t o t a l non-cash 

operating and maintenance expenses and determines as a 

percentage, i n essence, o n e - t w e l f t h of those. 

A. Which i s one of the primary reasons why I don't use t h a t . 

Q. But i f you use t h a t . . . 

MR. KEENE: Objection, Your Honor, the company-

does not use i t . We're not using i t i n t h i s proceeding. I 

don' f. b e l ieve t h i s i s a proper l i n e of cross-examination. 

MR . CT .F.APi FTFT.D: Y o u r H n n n r . T h a v e a r i g h t t .0 

ra c 1' • f - h i c : i . ' i ' h n o c c ; a V i m i i - h " i c : r - o ^ ^ r n m o n n ' a h i / - inc : T-To Q ^ H H - l - h o r ^ a c i V i 

-F -

tycj^ers, i f h io recojiuiiendation i s i u jUj - j - iC icnu o i i i i t . J . _y J . i i y i _ k y 

f i n d out h o w iviU c l i c a s h working c a p i t a l h e 11"i inks w e should get 

from other sources. 

JUuGt; JUKuuAiyi: i f we cannon make a determination. 

MR. CLEARFIELD: Let me t r y i t t h i s way. 

JUDGE FORDHAM: Let's take a five-minute break. 

(Whereupon, break taken f o r court r e p o r t e r t o 

change paper.) 

JUDGE FORDHAM: We're back on the record. 

Mr. C l e a r f i e l d . 

BY MR. CLEARFIELD: 

Q. Let's continue w i t h t h i s discussion, t r y i t t h i s way. You 

have considerable experience i n the u t i l i t y i n d u s t r y , don't you? 
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A. Yes. 

Q. You have examined hundreds of companies/ t h e i r cash 

working c a p i t a l requirements; haven't you? 

A. I have looked at cash working c a p i t a l f o r a number -- I 

have not done t h a t f r e q u e n t l y i n the l a s t l e t ' s say f i v e years. 

Q. But based on your p r e e x i s t i n g experience, approximately 

how much cash i n the bank at any one time would you expect or 

believe a company t h a t has 800 m i l l i o n d o l l a r s i n revenues would 

need? 

A. T t h i n k the easiest way, and T don't want to f r u s t r a t e 

you i n your l i n e / I would suggest t h a t the company i n i t i a l l y set 

100 m i l l i o n d o l l a r short-term l i n e , which would be used f o r 

working c a p i t a l . So t h a t obviously, which i s the company's 

opinion, as to a reasonable amount f o r working c a p i t a l 

requireiuenLs . 

Q. net's j u s t take i t a step forward. At t h i s p o i n t t h a t i s 

maxed out and the company has i n d i c a t e d i t s need f o r a d d i t i o n a l 

r a t e increase t o o b t a i n a d d i t i o n a l working c a p i t a l . So i f we 

weren't going to get i t through r a t e s , we would have to o b t a i n 

another 100 m i l l i o n d o l l a r s from some source to replace what we 

would get from r a t e s ; i s n ' t t h a t f a i r ? 

A. No, there are a couple o f premises to your question, but 

I t h i n k at t h i s time when you have exceedingly or you c e r t a i n l y 

had exceedingly high wholesale n a t u r a l gas p r i c e s there would be 

an expectation t h a t the company's working c a p i t a l requirements 
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1 — t h i s i s r e a l l y almost the worst conditions t h a t you could 

2 imagine. As we back o f f of those very high wholesale p r i c e s I 

3 b e l i e v e t h a t the company's working c a p i t a l would come down and 

4 the company would f r e e up some excess, not excess, but w i l l f r e e 

5 up some a d d i t i o n a l incremental cash. 

6 Q. But i s n ' t i t your p o s i t i o n t h a t we have to look at f i s c a l 

7 year 2001, the circumstances t h a t are e x i s t i n g i n t h a t f i s c a l 

8 year to determine the company's f i n a n c i a l c o n d i t i o n s and i t s 

9 revenue requirements? 

10 A. 1 am suggesting t o you t h a t h o p e f u l l y , f o r example, t h i s 

11 summer there w i l l be a d d i t i o n a l cash made a v a i l a b l e from 

12 c o l l e c t i o n s . I know the company r i g h t now given the c o n d i t i o n s 

13 i s c u t t i n g back on expenditure l e v e l s . There are a d d i t i o n a l 

14 ways. I am not denying to you, I have said t h a t I believe the 

15 C i t y should step forward and during what I consider to be a 

16 t r a n s i t i o n a l p e r i o d , should step i n , and backstop the company to 

17 a degree. 

18 Q. Well how much would t h a t be? I'm not t r y i n g t o ask you 

19 to p i n p o i n t e x a c t l y where the other d o l l a r s would come. But 

20 accounting f o r these other sources t h a t you mentioned, how much 

21 would the C i t y have t o c o n t r i b u t e i f the company i s not going t o 

22 o b t a i n i t s cash working c a p i t a l from rates? Can you give me an 

23 approximation, please? 

24 A. I t ' s extremely d i f f i c u l t t o t e l l . By v i r t u e of the f a c t , 

25 you're suggesting t o me t h a t the company has done a p r o j e c t i o n , 
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1 and has a p r o j e c t i o n w i t h a p o s i t i v e 34 m i l l i o n . You are now 

2 suggesting i n a h y p o t h e t i c a l t h a t i t ' s zero. 

3 Q. Well I am saying t h a t Mr. Bogdonavage t e s t i f i e d t h a t i t ' s 

4 zero, i f you would remove non-normal sources of cash. 

5 A. There are, and I am not t r y i n g to be f a c e t i o u s , there 

6 are probably 100 d i f f e r e n t elements t h a t one would look at to 

7 determine how cash flow may play out between now and the f i s c a l 

8 year. Yes, there are bad events t h a t can happen and yes, there 

9 are some favorable events t h a t can happen. 

10 So f o r you to ask me, w e l l q u a n t i f y t h i s t h i n g , 

11 look there i s no way to q u a n t i f y , there are pluses and minuses. 

12 That's why we use the t e s t year concept. 

13 Q. Well l e t ' s do i t t h i s way, l e t ' s p u l l back a second and 

14 t r y i t one more way. That i s without going i n t o the s p e c i f i c s 

15 of the tes t year, i f the company was attempting to i d e n t i f y cash 

16 working c a p i t a l from a -- s t r i k e t h a t . You have already said 

17 100 m i l l i o n d o l l a r s would be roughly the amount of cash working 

18 c a p i t a l t h a t you thought the company would need. You are not 

19 i d e n t i f y i n g the sources, j u s t 100 m i l l i o n d o l l a r s t h a t would 

20 produce enough cash so t h a t i t would not have to ask r a t e payers 

21 to pay a d d i t i o n a l r a t e s , t o produce the cash working c a p i t a l , 

22 I s t h a t f a i r ? 

23 A. No. I t ' s a long question, too. What I s a i d was t h a t was 

24 the company's measurements of what i t believes, I am assuming, 

25 e x t r a p o l a t i n g t h a t i f they had 100 m i l l i o n l i n e , t h a t probably 
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1 was t h e i r assumption of the requirement. 

2 Q. Well the problem I have w i t h t h a t , Mr. Lelash, t h a t you 

3 ra i s e d i t , so I thought you said t h a t t h a t was reasonable. 

4 A. No. 

5 MR. KEENE: Your Honor, t h a t ' s not what he said. 

6 He said t h a t the company's short-term l i n e of c r e d i t was 100 

7 m i l l i o n d o l l a r s . I don't how many ways Mr. Lelash can say t h a t 

8 he can't q u a n t i f y t h i s need f o r cash working c a p i t a l . I t seems 

9 to be going nowhere. 

10 JUDGE FORDHAM: Well the o r i g i n a l question was how 

11 much would PGW need, t h a t was the ei g h t m i l l i o n -- how much d i d 

12 you . . . 

13 MR. CLEARFIELD: I n terms of the c o n t r i b u t i o n of 

14 cash working c a p i t a l how much would the company --

15 JUDGE FORDHAM: You mentioned e i g h t . . . 

16 MR. CLEARFIELD: For an 800 m i l l i o n d o l l a r 

17 company. 

18 JUDGE FORDHAM: For an 800 m i l l i o n d o l l a r company. 

19 And Mr. Lelash said t h a t he believed t h a t , he laughed f i r s t — 

20 MR. CLEARFIELD: He does i t a l o t on my questions. 

21 JUDGE FORDHAM: And then he sai d he beli e v e d t h a t 

22 the company thought they needed 100 m i l l i o n d o l l a r s . And t h a t 

23 was what he i s basing h i s answers on. 

24 MR. CLEARFIELD: Mr. Lelash, Do you accept t h a t 

25 c h a r a c t e r i z a t i o n ? 
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1 THE WITNESS: Yes. 

2 BY MR. CLEARFIELD: 

3 Q. And would you also agree t h a t your testimony i s t h a t i f 

4 i n f a c t t h a t was going t o be the way the company would produce 

5 i t s cash working c a p i t a l , some p o r t i o n would have t o come from 

6 the C i t y , i n the present circumstances? 

7 A. Yes. I don't want to become argumentative. Obviously I 

8 have not done a study t o t e l l you what the d e f i c i e n c y i s . But 

9 i f there i s a d e f i c i e n c y i t i s my testimony t h a t the C i t y be 

10 looked t o as one of the a l t e r n a t i v e s t h a t PGW would have to 

11 close the gap. 

12 Q. You heard Ms. Davis' testimony t h i s morning, were you 

13 here f o r that? 

14 A. Yes. 

15 Q. She t e s t i f i e d t h a t the C i t y does not have a s u b s t a n t i a l 

16 sum of money to c o n t r i b u t e to PGW unless i t reduces i t s other 

17 programs. Is t h a t a f a i r c h a r a c t e r i z a t i o n ? 

18 A. There i s no question . . . 

19 Q. I mean, t h a t ' s what she said. 

2-0 A, She said t h a t the C i t y would not have the resources t o 

21 provide stop gap fund. That i s her testimony. 

22 Q. You are not disagreeing t h a t , i n f a c t , i f the Commission 

23 were to accept your testimony i t would be r e q u i r i n g the C i t y t o 

24 make these choices about which programs t o fund, t o choose 

25 between schools, f o r example, or stadiums and PGW? 
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1 MR. KEENE: Objection, Your Honor. I f the 

2 Commission accepts Mr. Lelash's testimony then they don't 

3 need t o go to the C i t y . 

4 MR. CLEARFIELD: Yes, they do, because they w i l l 

5 be i n very b i g t r o u b l e i f they get 21.5 . . . 

6 MR. KEENE: The company's forecast, not 

7 Mr. Lelash's f o r e c a s t . 

8 MR. CLEARFIELD: There i s no forecast on 

9 the planet t h a t would allow t h i s company to survive under 

10 Mr. Lelash's . . . 

11 MR. KEENE: That's not a proper question. Your 

12 Honor. 

13 BY MR. CLEARFIELD; 

14 Q. The p o i n t t h a t I was making. I f i n f a c t the cash working 

15 c a p i t a l came from the C i t y , and the C i t y i f we accept Ms. Davis' 

16 testimony t h a t some other program would have to be reduced, you 

17 are t e s t i f y i n g t h a t t h a t doesn't t r o u b l e you, t h a t i t ' s 

18 p e r f e c t l y acceptable f o r the C i t y t o have t o make those k i n d of 

19 choices because of i t s o b l i g a t i o n s under the management 

20 agreement of other places? Would t h a t be f a i r ? 

21 A. We're going a f i e l d but j u s t to st a t e my opinion, because 

22 you asked i t , i n a 2.8 b i l l i o n d o l l a r budget company, I am 

23 confident, excuse me, the Ci t y , I am confident, could f i n d 18 

24 m i l l i o n d o l l a r s . There are contingencies funds w i t h i n the 

25 budget. We're t a l k i n g such a very small percentage of i t . 
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1 So I appreciate, and I am not i n any way 

2 suggesting t h a t Ms. Davis i s not g i v i n g her view of the 

3 s i t u a t i o n , t h a t i s t h a t the finances f o r the C i t y are t i g h t . 

4 But obviously the finances f o r PGW are p o t e n t i a l l y t i g h t e r . 

5 So I be l i e v e t h a t the C i t y not only should, but 

6 probably could come up w i t h the 18 m i l l i o n — i f i t i s re q u i r e d . 

7 And I am not saying t h a t i t ' s n e c e s s a r i l y going t o be requ i r e d . 

8 You are saying i t i s . I am not sure of t h a t f a c t . 

9 Q. Would you t u r n t o your answer t o request number 27 i n the 

10 packet. I was focusing on the answer t o B. Now your 21.5 

11 m i l l i o n d o l l a r s was c a l c u l a t e d t o allow the company absolute 

12 minimum coverages allowed under i t s debt service coverage 

13 covered, i s n ' t t h a t r i g h t ? 

14 A. Yes, t h a t ' s what we are discussing. 

15 Q. I n t h i s answer you i n d i c a t e though t h a t the coverages of 

16 up to two times would be reasonable, assuming t h a t I guess the 

17 funds would come from other sources t o make up the two times. 

18 I s t h a t a f a i r c h a r a c t e r i z a t i o n of your answer? 

19 A. No. I t h i n k the question i s q u i t e generic i n nature. 

20 I t ' s suggesting what would be reasonable. I suggested the zone 

21 -- I was surprised a c t u a l l y , I was doing subsequent reading and 

22 I be l i e v e the PGC had set at the l e v e l of 1.6 to 1.9. But 

23 c e r t a i n l y something i n excess of 1.5 would be reasonable. And 

24 the only t h i n g I am saying there you have t o put t h a t reasonable 

25 range i n t o a context of what o v e r a l l rates are. 
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1 Obviously I said numerous times, r i g h t now o v e r a l l 

2 rates are very high. And so I be l i e v e t h a t a r e g u l a t o r would go 

3 to the bottom end of the acceptable range during t h i s t r a n s i t i o n 

4 period. I f gas costs were down 200 m i l l i o n d o l l a r s from what 

5 they are today I suspect t h a t reasonable rates could go higher 

6 up i n the range. 

7 Q. But i f we look at t h i s two p o i n t times, two times, as a 

8 reasonable range, PGW . . . 

9 A. That's not my testimony. What I am t e l l i n g you, i t i s a 

10 range, given circumstances, but given the current circumstances, 

11 i t has t o be at the low end of t h a t range. 

12 Q. Well the low end was 1.75 times, you said range of 1.75 

13 times t o two times, also would be reasonable. Didn't you say 

14 t h a t i n your Answer to I n t e r r o g a t o r i e s ? 

15 A. I t would be reasonable as a generic answer. I n the 

16 current circumstances I'm suggesting, and I have very c l e a r l y 

17 s t a t e d my testimony, the coverage should be at a minimal l e v e l . 

18 Q. Mr. Lelash, we asked you what would a range of — what 

19 would a contingency f a c t o r i n w i t h debt service coverages be f o r 

20 PGW. That's what the question was, and you said 1.75 two times 

21 would be reasonable. Do you see t h a t answer? 

22 A. Yes. 

23 MR. KEENE: Also would be reasonable. 

24 BY MR. CLEARFIELD: 

25 Q. Doesn't t h a t mean t h a t you believe t h a t coverage l e v e l o f 
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1 two times, assuming produced from a l l sources of fund, which I 

2 presume you mean, you mean i n c l u d i n g the 18 m i l l i o n d o l l a r s , 

3 would be a reasonable l e v e l of coverage f o r the company to 

4 achieve as a r e s u l t of t h i s r a t e increase? 

5 A. I f i n d i t hard to believe t h a t you are t r y i n g t o use t h i s 

6 when I am t e l l i n g you and c l a r i f y i n g what I said. So l e t ' s 

7 r e a l l y make i t so we won't have any misunderstanding. I w i l l 

8 withdraw t h i s answer, and l e t me give you a new answer, which I 

9 t h i n k i s the same answer. But l e t me give i t t o you. A range 

10 t h a t i s suggested here i s w i t h i n a reasonable range f o r the 

11 company to earn. 

12 I n the c u r r e n t circumstances, as was very c l e a r l y 

13 pointed out i n my testimony, I s t a t e d t h a t the PUC should set 

14 r a t e s to the minimum l e v e l of coverage because of the 

15 circumstances t h a t are extant r i g h t now. 

16 Q. And t h a t would be . . . 

17 A. So now t h i s range i s not a p p l i c a b l e . Five, ten years 

18 from now, gas costs down a couple hundred m i l l i o n d o l l a r s , 

19 f u r t h e r up i n the range. That i s my answer. I don't want you 

20 t o mischaracterize t h a t , and I don't want you to r e f e r back to 

21 t h a t . That i s my answer. 

22 Q. Forgive me, Mr. Lelash. I was j u s t going by what you 

23 said i n your i n t e r r o g a t o r i e s . 

24 A. I don't t h i n k what I j u s t said i s i n c o n f l i c t w i t h what 

25 i a s t a t e d here. But I c e r t a i n l y have given a c l a r i f i c a t i o n now. 
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1 Q. I t ' s your testimony. . . 

2 A. Which you don't l i k e . . . 

3 Q. . . .that i n t h i s context or i n t h i s environment the 

4 company should receive no contingency or cushion over and above 

5 the absolute minimum coverages t h a t i t needs to meet i t s bond 

6 . coverages, f o r the reasons t h a t you state? 

7 A. For the next 12 t o 18 months, t h a t ' s c o r r e c t . That i s 

8 what I am s t a t i n g . 

9 Q. I n f a c t , i f we go forward over the next 12 months, the 

10 numbers t h a t you provided i n your testimony f o r the Commission, 

11 are f u l l y normalised numbers? I n other words, the sales, are a l l 

12 based on normal weather, r i g h t ? 

13 A. I t i s my understanding, yes, they are. I am not sure 

14 whether you used the 4600 or the 450. But b a s i c a l l y , yes. 

15 Q. The 45, 55 was used. 

16 A. Okay. 

17 Q. But i t ' s a normal l e v e l of sales, normalized l e v e l of 

18 sales? 

19 A. That's my understanding. 

20 Q. And i f i n f a c t i n the next year, when the rates are i n 

21 e f f e c t the company experiences a considerably warmer than normal 

22 w i n t e r i t ' s going t o receive less income than i t would receive 

23 • under normal circumstances; i s n ' t t h a t r i g h t ? 
i 

24 A. Less or more depending on the weather. 

25 Q. I j u s t said i f i t ' s warmer they would receive yes? 
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1 A. And I would say to you i f i t was colder, they would 

2 receive more. 

3 Q. That's f i n e . I should have expected you to add t h a t . I f 

4 i t i s warmer and they do receive less revenue and less income., 

5 they w i l l not make the coverages t h a t you in d i c a t e d , a l l othe 

6 things being equal? 

7 A. Well I t h i n k t h a t ' s an u n f a i r assumption t o take one 

8 element and say i f they don't f u l f i l l t h i s , they wouldn't do i t . 

9 Q. I sa i d a l l other things being equal. 

10 . A. I t h i n k t h a t ' s an u n r e a l i s t i c assumption. 

11 Q. Well I get to make the assumptions, Mr. Lelash. This i s a 

12 h y p o t h e t i c a l . H y p o t h e t i c a l l y a l l other things being equal, i t ' s 

13 f i v e percent warmer than normal, you have given them a b s o l u t e l y 

14 no contingency, no cushion, i t ' s f i v e percent warmer than normal 

15 next year, they're going t o d e f a u l t on t h e i r bonds, aren't they? 

16 A. No. 

17 Q. A l l other t h i n g s being equal. 

18 ' A. No. 

19 Q.. How would t h a t be? There wouldn't be a t e c h n i c a l d e f a u l t 

20 on t h e i r bonds? 

21 A.. I mean we're t a l k i n g about how many angels can be on the 

22 head of a p i n . 

23 Q. That's my next question. 

24 A. Let me j u s t s t a t e i t t h i s way. I f they f a i l t o 

25 make t h e i r coverages, they won't make t h e i r coverages. 
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1 But I don't t h i n k t h a t ' s a l i k e l y event. 

2 Q. Okay. I f i n f a c t you set the rates, saying there was a 

3 contingency of say two times, i n f a c t , you set the revenue 

4 requirements t h a t they would achieve at two times coverage, i t 

5 would be much less l i k e l y t h a t i f they had a normal than warmer 

6 wi n t e r they would be at r i s k of t e c h n i c a l l y d e f a u l t i n g on t h e i r 

7 debt service coverage, wouldn't you agree w i t h that? 

8 A. Warmer weather and a host of other things would h u r t the 

9 coverage t e s t s and would obviously put the company, would make 

10 i t more d i f f i c u l t t o do i t . But since we're harping on t h i s 

11 t h i n g , I w i l l also mention the t i g h t n e s s of the coverage t e s t 

12 was modified by the company i t s e l f and made easier. 

13 And had the company not done the two classes of 

14 debt and changed the covenant p r o v i s i o n , they would have had f a r 

15 more l a t i t u d e when they made coverage. And t h i s i s something 

16 t h a t the company d i d . So obviously i t wasn't t e r r i b l y concerned 

17 about contingencies, when i t changed the formulas. Had i t been 

18 concerned about contingencies, they wouldn't have changed. 

19 Q. Are you r e f e r r i n g t o the 1998 bond ordinance? 

20 A. Yes. 

21 Q. The l a s t time I checked PGW doesn't pass ordinances, only 

22 the C i t y does. So the company d i d n ' t change the coverage, d i d 

23 i t ? 

24 A. Are you suggesting t h a t PGW had no input i n t o the 

25 process? 
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1 Q. Mr. Lelash, i t ' s a bond ordinance passed by C i t y 

2 Council. 

3 A. Well under your c l a r i f i c a t i o n , I w i l l change, the C i t y 

4 apparently d i d not t h i n k t h a t the company needed contingencies. 

5 Q. What you are r e f e r r i n g to i s the f a c t t h a t Mr. Knudsen 

6 discussed i n h i s r e b u t t a l t h a t i n 1998 the coverage t e s t s f o r 

7 bonds t h a t are issued from 1998 forward i n a sense only had to 

8 be one times coverage to g r e a t l y s i m p l i f y i t , whereas the bonds 

9 that were issued p r i o r to 1998 had to have a f u l l 1.5 times 

10 coverage to s a t i s f y the bond covenant; i s t h a t r i g h t ? 

11 A. I b e l i e v e the essence of i t was t h a t i n c a l c u l a t i n g the 

12 new coverage t e s t s f o r the new issues of one percent could be 

13 assumed on the o l d bonds, thereby, i n making the 1.5 on the new 

14 bonds easier to o b t a i n . 

15 Q. So when you r e f e r r e d to the coverages t h a t were set by 

16 the PGC, i n past years p r i o r to 1998, they were set on the 

17 s t r i c t e r coverage t e s t s , the t e s t s t h a t was a t r u e 1.5 times 

18 coverage, weren't they? 

19 A. Yes, and apparently the C i t y decided t h a t was 

20 unnecessary. 

21 Q. But the p o i n t t h a t I am making, you can't compare the 

22 standard t h a t the PGC set at 1.7 I t h i n k you mentioned and 1.9, 

23 p r i o r to 1998, w i t h the c u r r e n t standard because they have 

24 s i g n i f i c a n t l y changed the coverage c a l c u l a t i o n s , correct? 

25 A. I honestly don't -- I j u s t r e c a l l reading t h a t 1.6 to 1.9 
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1 statement. I don't know the time frame. I t might have been 

2 before or might have been a f t e r . 

3 Q. Do you remember Mr. Knudsen fs testimony t h a t p r i o r t o the 

4 change i n 1998 when the bond covenant, debt service covenants 

5 were c a l c u l a t e d because they were a f u l l 1.5 times, t h a t i n f a c t 

6 produced enough cash working c a p i t a l o r d i n a r i l y f o r the company, 

7 so th a t i t d i d n ' t need to ask f o r a d d i t i o n a l allowances of cash 

8 working c a p i t a l . Do you remember t h a t testimony? 

9 7\. Yes. By f u l f i l l i n g the o l d standard, euphemistically 

10 c a l l i n g i t t h a t , the company had a f a r b e t t e r chance to 

11 accumulate r e t a i n e d earnings I b e l i e v e t h a t Mr. Knudsen said 

12 t h a t 20 m i l l i o n d o l l a r s was a q u a n t i f i c a t i o n of what has been 

13 l e f t on the table because of that change. 

14 Q. Now . . . 

15 A. We were t a l k i n g about the need f o r contingency. I would 

16 say t h a t not very long ago apparently the C i t y decided t h a t i t 

17 r e a l l y d i d n ' t need a l o t of contingency, because they 

18 l i b e r a l i z e d the coverage t e s t . That's a l l I'm saying. 

19 Q. I understand what you're saying. 

20 A. Okay. 

21 Q. Now t h a t produces a need to f i n d cash working c a p i t a l 

22 from other sources, i n order to meet i t s debt service? 

23 A. Well I r e f e r t o t h a t as r e t r o a c t i v e r a t e making. I know 

24 you don't. 

25 Q. You mentioned a f f o r d a b i l i t y a couple of times, page four 
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1 of your testimony of your s u r r e b u t t a l you i n d i c a t e t h a t you 

2 believe t h a t r a t e payers can only a f f o r d t o pay the lowest 

3 possible base ra t e at t h i s point? 

4 A. Yes. 

5 Q. I n answer t o request four of our i n t e r r o g a t o r i e s , we 

6 asked you the basis f o r your view t h a t customers could not 

7 a f f o r d t o bear any more r a t e increases. Am I r i g h t t h a t you're 

8 r e f e r r i n g there to the t r a n s c r i p t from the Public Input 

9 Hearings? 

10 A. Yes. 

11 Q. You also mentioned bad debt, u n c o l l e c t a b l e . Beyond those 

12 items t h a t you l i s t then I take i t t h a t you have not referenced 

13 or don't know of any study t h a t compares PGW's rat e l e v e l s 

14 versus the change i n the cost of l i v i n g i n Philadelphia or any 

15 other comparable comparison over time? 

16 A. My basis, i f you are suggesting now aside from t h i s 

17 evidence t h a t I quoted, i s there i n d i c a t i o n s o f PGW's rates 

18 r e l a t i v e t o others. I would j u s t suggest t h a t i n other 

19 j u r i s d i c t i o n s where I operate, the commissions have not provided 

20 the gas companies w i t h f u l l recovery of gas p r i c e . Because of 

Lhe unprecedented nature of the increase t h i s year, there have 

22 been a number of u t i l i t i e s t h a t have been forced t o hold t h e i r 

23 gas cost l e v e l lower than would be otherwise i n d i c a t e d . 

24 The basic reason f o r t h a t , I w i l l p a r e n t h e t i c a l l y 

25 say, t h e i r increases would have been a l o t less than what PGW 
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1 has a c t u a l l y taken. The PUCs or r e g u l a t o r y boards or commissions 

2 i n those instances have held back under a determination t h a t the 

3 rates at those l e v e l s were unreasonable to c o l l e c t . 

4 Q. But t h a t doesn't have anything to do w i t h any study 

5 about the a b i l i t y of present customers t o pay the present rates? 

6 A. Let me j u s t say . . . 

7 Q. For example . . . 

8 A. Well l e t me j u s t t e l l you how I e x t r a p o l a t e . I believe 

9 t h a t the demographics i n Philadelphia would i n d i c a t e g e n e r a l l y 

10 speaking, a lower a b i l i t y to pay than i n most other areas. What 

11 I'm suggesting t h a t i n most other areas t h a t I'm f a m i l i a r w i t h , 

12 the commissions held back increases of gas costs on the basis 

13 t h a t they would not represent reasonable rates t o the r a t e 

14 payers. 

15 Q. They deferred them? 

16 A. They deferred them, yes. 

17 Q. You have not done any studies t o determine what p o r t i o n 

18 of an average family's disposable income i s the PGW b i l l over 

19 time, have you? 

20 A. I have not done such a study. 

21 Q. Did you review the engineering r e p o r t s comparison o f a 

22 t y p i c a l w i n t e r b i l l f o r various Pennsylvania u t i l i t i e s ? 

23 A. I was not aware t h a t they had a study, a contemporary 

24 study, so . . . 

25 MR. KEENE: I f we could have a minute, Your Honor. 
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1 MR. CLEARFIELD: I f you have not reviewed i t , then 

2 we don't need to have the discussions. 

3 THE WITNESS: Well I question whether the 

4 engineering study had anything t h a t measures the impact of the 

5 rates a f t e r the large GCR increase. I j u s t was asking f o r 

6 c l a r i f i c a t i o n , d i d t h a t engineering r e p o r t do i t s study i n th a t 

7 environment? 

8 MR. CLEARFIELD: Yes. What you are looking a t , i s 

9 i t B-32? 

10 THE WITNESS: I have B-32 i n f r o n t of me. 

11 MR. KEENE: Yes, i t i s . B-32 of the Black and 

12 Veatch study, Your Honor. 

13 BY MR. CLEARFIELD: 

14 Q. As Mr. S u l l i v a n t e s t i f i e d yesterday, t h a t was performed 

15 at the time a f t e r the GCR increase had gone i n t o a f f e c t , a l l of 

16 the GRC increases had gone i n t o e f f e c t , d i d not include the 65 

17 m i l l i o n d o l l a r s case r a t e increase, i t does include the i n t e r i m 

18 r a t e . 

19 A. Does i t say that? 

20 MR. KEENE: I don't r e c a l l t h a t . 

21 JUDGE FORDHAM: Give me one minute. 

22 MR. CLEARFIELD: I t includes a l l of those numbers, 

23 t h a t was the testimony, i f we have t o -- we can submit an 

24 a f f i d a v i t t o t h a t e f f e c t . 

25 THE WITNESS: As I say, u n f o r t u n a t e l y the document 
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1 t h a t you referenced me to does not have a time i n t e r v a l . 

2 MR. CLEARFIELD: I understand. 

3 BY MR. CLEARFIELD: 

4 Q. Would you accept, subject t o check, on the assumption 

5 th a t t h a t includes a l l of those increases t h a t I have j u s t 

6 i n d i c a t e d , i n c l u d i n g the i n t e r i m , i t would i n d i c a t e t h a t PGW's 

7 rates are r e l a t i v e l y competitive or compare favorably w i t h the 

8 rates of the other companies i n the surrounding service 

9 t e r r i t o r i e s , doesn't i t ? 

10 A. Well I would suggest to you t h a t t h a t i s not a d e f i n i t i v e 

11 answer t o the question I t h i n k you are seeking, because I don't 

12 the demographics of the r a t e payers i n Phila d e l p h i a would be 

13 comparable t o the demographics f o r those people being served by 

14 these companies. 

15 Q. That's a f a i r p o i n t . I n f a c t , a t l e a s t t h a t ' s one f a c t o r 

16 t h a t you would consider, the com p a r a b i l i t y of the rates? 

17 A. Yes. Obviously, yes. 

18 Q. You know t h a t PGW has the l a r g e s t CAP or CRP program of 

19 any gas u t i l i t y i n Pennsylvania, 60,000 p a r t i c i p a n t s ? Would you 

20 accept t h a t subject to check? 

21 A. Columbia has a very large program as w e l l on a per cap i t a 

22 basis. You're asking me, I wasn't t r y i n g t o play coy w i t h you, 

23 and say no. I believe t h a t on a pre c a p i t a p e n e t r a t i o n basis, 

24 Columbia's, which I t h i n k i s s l a t e d to go up to 30,000, may be 

25 comparable. 
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1 But PGW c e r t a i n l y has one of the broadest 

2 p a r t i c i p a t i o n i n the CAP program. 

3 Q. And examining t h a t comparison again, are you aware t h a t 

4 Mr. Knudsen presented a schedule t h a t showed t h a t at the end of 

5 t h i s base r a t e case, assuming t h a t the GCR t h a t PGW would be 

6 f i l i n g would be put i n t o a f f e c t , j u s t at t h a t l e v e l t h a t i n f a c t 

7 r e s i d e n t i a l customers would r e a l i z e a 2.8 percent reduction i n 

8 t h e i r b i l l , even i f the f u l l r a t e increase was allowed? 

9 A. I understand Mr. Knudsen made statements to t h a t a f f e c t . 

10 Q. Does th a t impact your view of the a f f o r d a b i l i t y of rates 

11 coming out of t h i s proceeding? 

12 A. Yes. 

13 Q. For r a t e of customers? 

14 A. I t ' s l i k e the stock market, i t ' s a r e l a t i v e t h i n g . 

15 Q. I have j u s t one other l i n e , that has to do w i t h your 

16 statements about p r i o r r a t e making methodology. I f you look at 

17 question three or answer to question three i n the package of the 

18 Cross-examination, E x h i b i t Two, Mr. Lelash, we asked you i f you 

19 would agree t h a t the p r i o r r a t e making methodology used by the 

20 PGC was set f o r t h i n Section Seven of the Management Agreement. 

21 Do you see t h a t i n "A"? 

22 A. Yes. 

23 Q. Your answer was " I t i s Mr. Lelash's understanding t h a t 

24 the PGC d i d not e s t a b l i s h long-term revenue requirements f o r 

25 PGW, but r a t h e r established annual operating budget. " 
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1 Do you see that? 

2 A. Yes. 

3 Q. Do you have the e x h i b i t t h a t Mr. Bogdonavage put i n t h a t 

4 included the '82 and '83 r a t e proceedings, orders of the PGC? 

5 A. No. 

6 MR. CLEARFIELD: E x h i b i t JRB Rejoinder Two, 

7 Your Honor. I have a copy. Do you have a copy f o r him? 

8 BY MR. CLEARFIELD: 

9 Q. Mr. Lelash, you were not here on Tuesday. With Your 

10 Honor's permission, the f i r s t several tabs are the three 

11 documents t h a t make up the 1982 r a t e proceeding, r a t e order by 

12 the PGC. The l a s t tab i s the document t h a t r e f l e c t s the 1983 

13 r a t e proceedings f o r the PGC. Mr. Bogdonavage t e s t i f i e d t o t h a t 

14 on a Tuesday. 

15 A. Okay. 

16 Q. Do you understand that? 

17 A. I am w i t h you so f a r . 

18 Q. I f you don't mind, go to the f i r s t tab, the document t h a t 

19 i s marked opinion and order. I t says f i l i n g date June 19, 1981. 

20 A. Yes, I have t h a t . 

21 Q. Turn to page f i v e . 

22 A. Yes. 

23 Q. You see the f i r s t paragraph there under discussion. Do 

24 you want to read t h a t , you can read i t t o y o u r s e l f , then I can 

25 ask you a question. Whichever way you would l i k e t o do i t . 
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1 A. Yes, I have read i t . 

2 Q. Doesn't t h a t i n d i c a t e , doesn't t h a t say i n t h i s r a t e 

3 proceeding t h a t PGC was bound i n the f i r s t instance by the 

4 PFMC Agreement i n s e t t i n g rates? 

5 A. Yes, t h a t ' s what i t says. 

6 Q. Would you accept, subject t o check, t h a t there i s a 

7 s i m i l a r statement i n the 1983 r a t e order t h a t i s attached here? 

8 A. I would accept t h a t . 

9 Q. So i n f a c t you were wrong when you said t h a t the PGC d i d 

10 not use Section Seven of the Management Agreement to set rates 

11 f o r PGW i n the past? 

12 A. No, I'm r e a l l y not wrong. 

13 Q. Well we j u s t demonstrated t h a t they said i n t h e i r order 

14 t h a t they d i d use i t . 

15 A. May I explain? I t ' s a very simple explanation, you would 

16 consider i t a t e c h n i c a l i t y , but the PGC i n u t i l i z i n g the 

17 Management Agreement fundamentally uses i t to set a budget. 

18 That budget then i s u t i l i z e d on a secondary basis to set revenue 

19 p r i o r i t y , h i s t o r i c a l l y has. 

20 And what I am suggesting t o you t h a t i t i s a 

21 two-step process. To set the budget, yes, t h a t ' s what i t i s 

22 used f o r . I t ' s r e a l l y s t r i c t l y speaking i n my opinion, i s 

23 r e a l l y not a b l u e p r i n t f o r r a t e s e t t i n g per se. I t ' s a budget 

24 document. 

25 Q. Mr. Lelash, once they set the budget i n cases or years i n 
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1 which the company has asked f o r a r a t e increase, and they use 

2 the same process to set the r a t e , don't they? 

3 A. No, I don't b e l i e v e they have. 

4 Q. Turn to the order on the l a s t tab, Mr. Lelash, page s i x , 

5 t h a t would be the '83 r a t e proceeding. 

6 A. Right. 

7 Q. Page s i x , do you have that? 

8 A. Yes. 

9 Q. I'm going t o read t h i s one, because I'm having t r o u b l e 

10 understanding your testimony. This i s the '83 r a t e proceeding,, 

11 PGC d e c i s i o n . I t says "Section Seven, Paragraph One of the 

12 Agreement," t h a t ' s the Management Agreement, "requires i n t e r 

13 a l i a t h a t the Commission f i x and regulate rates and charges f o r 

14 supplying gas to customers which w i l l i n each f i s c a l year 

15 produce revenues at a minimum." Then i t l i s t s four d i f f e r e n t 

16' t h i n g s . Do you see that? 

17 A. Right. 

18 Q. Doesn't t h a t i n d i c a t e t h a t they are required to use 

19 Section Seven of the Management Agreement to set rates f o r PGW? 

20 A. No. Because i t ' s very c l e a r t h a t i f you were to look at 

21 the budgets and the analysis t h a t was done by the PGC, over 

22 l e t ' s say, the l a s t three or four years, i t ' s very c l e a r t h a t 

23 the company had working c a p i t a l requirements f a r i n excess of 

24 the l e v e l of rates t h a t were set by the company. 

25 Q. You're talking about — I'm sorry. 
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1 A. So i t i s obviously c l e a r t h a t i n doing i t s r a t e s e t t i n g 

2 process f o r at l e a s t three or four of the l a s t years the PGC d i d 

3 not set rates predicated on reasonable working c a p i t a l f o r the 

4 company. Now t h a t ' s a l i t t l e b i t more current than the 1980's. 

5 And I am saying t o you i f t h a t was tr u e and 

6 absolute, how i n the world could PGC, have set rates to allow 

7 the company to f a l l i n t o the f i n a n c i a l c r i s i s t h a t i t i s i n now, 

8 and has been a slow process, i t has been a c o n t i n u i n g process. 

9 The answer i s , the PGC was not s e t t i n g rates based 

10 on the requirements of the management agreement. The second step 

11 -- they set a budget on what they f e l t was appropriate, but i n 

12 s e t t i n g r a t e s , they c l e a r l y were not f u l f i l l i n g the management 

13 agreement. 

14 Q. I'm t o t a l l y confused. Are you speaking of the l a s t three 

15 or four years p r i o r t o the j u r i s d i c t i o n being transferred? 

16 A. Yes. 

17 Q. When was the l a s t base r a t e increase f o r PGW, before the 

18 PGC, i f you know? 

19 A. I t was i n 1992. 

20 Q. So i n f a c t what you're saying t h a t the PGC d i d not grant 

21 a ra t e increase t o PGW i n the l a s t four years, because PGW d i d 

22 not asking f o r a rate increase; i s n ' t t h a t r i g h t ? 

23 A. The PGC i s supposed to set rates according t o the 

24 agreement. I'm saying i n the past four t o f i v e years they 

25 obviously d i d not f o l l o w the l e t t e r of the grant. And 
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1 i t ' s i r r e l e v a n t to me whether the company f i l e d a base ra t e 

2 increase. They are overseeing and s e t t i n g r a t e s , year i n and 

3 year out, t h a t i s t h e i r r e s p o n s i b i l i t y . 

4 What I'm saying, c l e a r l y they d i d not f a c t o r i n 

5 p r o v i s i o n of management agreement i n judging whether the rates 

6 should be changed or not. They l e f t them the way they were. 

7 Q. Do you know i n the Management Agreement or any other 

8 document, PGC even has a u t h o r i t y t o revise PGW rates upwards 

9 i f the company hasn't asked f o r a r a t e increase? 

10 A. I have never see a p r o h i b i t i o n on a r e g u l a t o r y a u t h o r i t y 

11 which would not allow them on t h e i r own motion t o open an . . . 

12 Q. You don't know of any p r o v i s i o n t h a t would . . . 

13 A. A l l I'm saying i s I have t e s t i f i e d and worked before 

14 many, many j u r i s d i c t i o n s , I have never seen a j u r i s d i c t i o n that 

15 doesn't have the a u t h o r i t y . But you can represent i t doesn't. 

16 Q. I t h i n k I understand your p o s i t i o n , but l e t ' s go back to 

17 instances where PGW asked f o r a r a t e increase, which i s what I 

18 thought we were a l l t a l k i n g about. Would you agree i n every 

19 instance i n which PGW asked f o r a ra t e increase, the PGC 

20 i n d i c a t e d t h a t i t was bound by Section Seven of the Management 

21 Agreement to set rates t h a t covered a l l of the items t h a t are 

22 l i s t e d on page s i x of the '83 r a t e order? 

23 A. The document speaks f o r i t s e l f . I wasn't around . . . 

24 Q. I s th a t a yes? 

25 A. Since they said they d i d , I assume they do. 
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1 Q. One of those items i s a reasonable amount of cash working 

2 c a p i t a l , i s n ' t t h a t r i g h t ? 

3 A. One of the p r o v i s i o n s i s a reasonable amount of working 

4 c a p i t a l , c o r r e c t . 

5 Q. Every case i n which PGC set rates f o r the company, i t had 

6 to determine a reasonable amount of cash working c a p i t a l f o r 

7 PGW, correct? 

8 A. You are representing t h a t i t had t o . Whether they d i d or 

9 d i d n ' t i s the issue. I'm sure they d i d . 

10 Q. Were you aware t h a t Mr. Bogdonavage t e s t i f i e d that at 

11 l e a s t three of the cases of the eight cases i n the l a s t , I guess 

12 since the mid 70's were s p e c i f i c a l l y cash working c a p i t a l cases, 

13 d r i v e n by the company's need f o r a d d i t i o n a l cash? 

14 A. I f he s a i d t h a t , he said t h a t . 

15 Q. Were you aware of t h a t before you submitted your 

16 testimony? 

17 A. I have no person knowledge of i t . 

18 Q. So you were not aware of t h a t when you submitted your 

19 testimony? 

20 A. No. 

21 Q. One other case, i s the '83 case, which i s the second 

22 tab. I t h i n k you said you weren't around at t h a t time? 

23 A. Well I was around. 

24 Q. You t e s t i f i e d i n t h a t case, d i d n ' t you? 

25 A. I n which case? 
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1 Q. I n the 1983 r a t e proceeding. 

2 A. I t h i n k I p o s s i b l y d i d . 

3 Q. So you probably reviewed the order at t h a t time, wouldn't 

4 you expect? 

5 A. I would expect. 

6 Q. Wouldn't you agree, and you can check the document, th a t 

7 the PGC made a s p e c i f i c allowance f o r cash working c a p i t a l over 

8 and above the amount t h a t was needed f o r debt service? 

9 A. I r e a l l y don't remember. 

10 Q. Would you accept subject t o check t h a t they did? 

11 MR. KEENE: The document i s an e x h i b i t . I t speaks 

12 f o r i t s e l f , Your Honor. 

13 MR. CLEARFIELD: Well I asked the witness t o 

14 accept something subject to check. He can e i t h e r say no or 

15 yes. I t ' s i n the document. I was j u s t s o r t of moving t h i s 

16 along. I know Mr. Lelash i s q u i t e capable of lo o k i n g at these 

17 documents. 

18 THE WITNESS: Thank you. 

19 MR. CLEARFIELD: And reading. 

20 THE WITNESS: I w i l l accept your representation 

21 t h a t i t says t h a t . 

22 BY MR. CLEARFIELD: 

23 Q. You t e s t i f i e d i n t h a t proceeding, and do you r e c a l l what 

24 the Public Counsel's p o s i t i o n was i n th a t case w i t h respect t o 

25 cash working c a p i t a l ? 
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1 A. I represented the Public Counsel, I t was a very complex 

2 case. 

3 Q. Dig back. 

4 A. I t was a s i t u a t i o n again of at t h a t time r e l a t i v e l y high 

5 gas costs, and c o l l e c t i o n s were not going w e l l f o r the company. 

6 And I t e l l you my only, my major r e c o l l e c t i o n from the case was 

7 t h a t the e n t i r e r a t e increase was premised on the company's 

8 i n a b i l i t y to c o l l e c t i t s revenues. So, yes, my r e c o l l e c t i o n 

9 would a f f i r m what you're saying. 

10 Q. Do you r e c a l l i n t h a t case t h a t Public Counsel t e s t i f i e d 

11 t h a t the rates f o r PGC, I'm sorry, PGW, should be set only to 

12 cover — s t r i k e t h a t . You r e c a l l i n t h a t case they d i d permit a 

13 s p e c i f i c allowance f o r cash working c a p i t a l ? I'm sorry, i f you 

14 j u s t s a i d t h a t , I apologize. 

15 A. Yes. 

16 Q. Let's look at the '82 case. Did you t e s t i f y i n t h a t 

17 case, do you r e c a l l ? 

18 A. I don't r e c a l l . 

19 Q. Would you accept, subj ect to check, and you can take a 

20 look at i t , i n the 1982 case, the People's Counsel s p e c i f i c a l l y 

21 argued t h a t the rates f o r PGW should be set only to cover debt 

22 service and should not include any allowance f o r cash working 

23 c a p i t a l , and any cash working c a p i t a l t h a t the company needed 

24 should be "borrowed from the C i t y or outside sources to meet 

25 those needs"? 
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A. I f I t e s t i f i e d t o t h a t , obviously i t ' s c o n sistent w i t h 

what I'm saying now. I don't r e c a l l . I w i l l accept your 

rep r e s e n t a t i o n t h a t i t says t h a t . 

Q. Would you t u r n t o the Supplemental Opinion o f the '82 

case, which i s the second tab in? 

A. Keep going. 

Q. Page seven. 

A. I have i t . 

Q. The paragraph s t a r t s , "Since the Court i n Action 

A l l i a n c e " — 

A. Yes. 

Q. -- "has found t h a t the ordinance/agreement t o have the 

e f f e c t of the act of assembly, and t h a t the cash flow method, 

which includes i n t e r a l i a the annual f i x e d payment to the C i t y , 

p r e v a i l s we now conclude t h a t the Commission i s governed and 

bound by the terms of the sa i d ordinance agreement and t h a t the 

cash flow method comprised of a l l of the items contained i n 

Section Seven of said ordinance agreement i s j u s t and reasonable 

f o r r a t e making purposes i n t h i s case. Accordingly, we r e j e c t 

a l l arguments to the contrary. " 

Do you see that? 

A. Yes. 

Q. So i n t h a t p r o v i s i o n the PGC r e j e c t e d the Public 

Counsel's p o s i t i o n t h a t cash flow should be obtained from 

sources other than rates? 
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1 A. I n t h a t case. 

2 Q. And t h a t ' s e x a c t l y your p o s i t i o n i n t h i s case, i s n ' t i t ? 

3 A. Let's s t i c k w i t h t h i s one. I n t h a t case they said t h a t 

4 i t was c o n t r o l l i n g and r e s u l t e d i n j u s t and reasonable r a t e s . 

5 Q. But i n t h i s case you are making e s s e n t i a l l y the same 

6 argument, to the extent t h a t the company has a d d i t i o n a l cash 

7 flow needs they should get i t from the Ci t y , among other places? 

8 A. Among other places, under the conditions t h a t we are 

9 fa c i n g r i g h t now. 

10 Q. How could t h a t p o s i t i o n p o s s i b l y be con s i s t e n t w i t h the 

11 p r i o r r a t e making methodology and requirements of PGC when they 

12 r e j e c t e d t h a t exact p o s i t i o n ? 

13 A. The PGC obviously can make determinations on a case by 

14 case basis. My b e l i e f i s t h a t i t ' s not as hard and f a s t a r u l e 

15 as you are suggesting. C e r t a i n l y not f o r the PUC, which I t h i n k 

16 i s r e a l l y the end r e s u l t of where we are going t o , and t h a t i s , 

17 i f the PUC u t i l i z e s quote, the procedures used by the PGC 

18 h i s t o r i c a l l y , do they have t o , t o every sentence and requirement 

19 and f o l l o w t h a t i n s e t t i n g r a t e s . And i t ' s my b e l i e f , and I 

20 have st a t e d t h i s , i t ' s my b e l i e f they do not. 

21 Q. I guess we have to see what the Commission says about 

22 that? 

23 A. I t h i n k t h a t ' s a very wise t h i n g to do. 

24 MR. CLEARFIELD: Your Honor, I be l i e v e t h a t 

25 concludes my cross-examination w i t h t h i s caveat, t h a t there are 
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1 one or two a d d i t i o n a l i n t e r r o g a t o r y answers here t h a t I would 

2 l i k e t o include i n the packet and have moved i n t o the record 

3 because they s t a t e Mr. Lelash's p o s i t i o n . I can do cross on 

4 them and develop them, but i f we can move them i n t o the record 

5 we w i l l be f i n i s h e d . 

6 MR. KEENE: I have no o b j e c t i o n , Your Honor. 

7 JUDGE FORDHAM: PGW Cross-examination, Lelash 

8 E x h i b i t Two i s admitted without o b j e c t i o n . Mr. Keene. 

9 (Whereupon, the aforementioned document was 

10 received i n t o evidence.) 

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

12 moment. 

13 JUDGE FORDHAM: We're back on the record. 

14 Mr. Keene. 

15 MR. KEENE: We have no r e d i r e c t f o r Mr. Lelash. 

16 JUDGE FORDHAM: Thank you, Mr. Lelash. You may be 

17 excused from the stand. 

18 THE WITNESS: Thank you. Your Honor. 

19 JUDGE FORDHAM: Would you l i k e t o move the 

20 e x h i b i t s ? 

21 MR. KEENE: Yes, Your Honor, move f o r the 

22 admission of OCA Statement Number One and attached e x h i b i t s 

23 and OCA Statement Number 1-S and attached e x h i b i t s . 

24 JUDGE FORDHAM: Hearing no ob j e c t i o n s , they are 

25 admitted without o b j e c t i o n . Thank you. 
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1 (Whereupon, OCA Statement No. 1 and OCA Statement 

2 No. 1-S were received i n t o evidence.) 

3 JUDGE FORDHAM: Mr. Knudsen has been r e c a l l e d . 

4 He has already been sworn. You're s t i l l under oath. 

5 Mr. Be r t o c c i . 

6 MR. BERTOCCI: Your Honor, could we go o f f the 

7 record j u s t f o r a moment? 

8 (A discussion was held o f f the record.) 

9 JUDGE FORDHAM: Back on the record. Mr. Bertocci 

10 has d i s t r i b u t e d CEPA's Cross-examination E x h i b i t One. 

11 (Document marked CEPA CE-1 f o r i d e n t i f i c a t i o n . ) 

12 CROSS-EXAMINATION 

13 BY MR. BERTOCCI: 

14 Q. Good afternoon. 

15 A. Good afternoon. 

16 Q. I r e f e r you to CEPA, question CEPA 1-1. 

17 A. Yes. 

18 Q. CEPA, i n connection w i t h t h i s i n t e r r o g a t o r y , CEPA i s 

19 requesting an adjustment of $41,000. This question asks about 

20 PGW's p o l i c y regarding employee p a r t i e s , c e l e b r a t i o n s , and i t 

21 asks -- and PGW's response i s , "We have only one of these. We 

22 have no w r i t t e n p o l i c y , we only have one employee c e l e b r a t i o n , 

23 what they c a l l a Quarter of Century Banquet attended by a c t i v e 

24 and r e t i r e d employees. " I s t h a t response c o r r e c t t o the best of 

25 your knowledge? 
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1 A. That's h i s t o r i c a l l y c o r r e c t , yes. We d i d not pay f o r i t 

2 t h i s year. I t was budgeted but not paid f o r . So adjustment i f 

3 you want to make one would be appropriate. 

4 Q. So PGW cancelled the p a r t y f o r f i s c a l year 2001? 

5 A. No, i t has been funded by p a r t i c i p a n t s . 

6 MR. CLEARFIELD: Covered dish. 

7 THE WITNESS: BYO covered dish. 

8 JUDGE FORDHAM: That's f o r f i s c a l year 2001. 

S BY MR. BERTOCCI: 

10 Q. Moving to the next one, CEPA 1-8. 

11 A. Yes. 

12 Q. The next series of I n t e r r o g a t o r i e s deal w i t h company 

13 cars. CEPA i s requesting an adjustment of $50,000 i n connection 

14 w i t h 23 unmarked cars which are used f o r commuting and personal 

15 use by PGW management. I r e f e r you to CEPA 8. The page th a t 

16 follows CEPA 8, i s t h a t a l i s t of the automobile b i l l s , and the 

17 persons to whom they are assigned? 

18 A. You said i t was 40 of them? 

19 Q. On t h a t I t h i n k there are 33. 

20 A. I want t o be precise. I don't want to f o l l o w Mr. Lelash, 

21 and not be precise here. But 33, t h a t ' s f i n e . 

22 Q. And tha t breaks down as 11 cars t h a t are used i n category 

23 one, which i s commuting and business use and 22 cars i n category 

24 two, which i s commuting use, business use and personal use, 

25 r i g h t ? 
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1 A. Yes. 

2 Q. And commuting use means going from work t o a person's 

3 home i n the C i t y of Philadelphia, r i g h t , and back? 

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

5 Q. And a l l of these management employees l i v e w i t h i n the 

6 C i t y of Philadelphia because there i s a residency requirement, 

7 i s t h a t r i g h t ? 

8 A. Some of them are grandfathered. I f they worked f o r the 

9 company I t h i n k before 1983 or four, they do not have t o l i v e i n 

10 ' the C i t y l i m i t s . 

11 Q. There i s generally a requirement t h a t management l i v e 

12 w i t h i n the C i t y l i m i t s ? 

13 A. That's a general requirement . That has been imposed by 

14 : management since 1984. 

15 I Q. Personal use, the d e f i n i t i o n of personal use, would be 

16 any kind of use t h a t a person wants t o use f o r the automobile, 

17 i s t h a t r i g h t ? 

18 A. Yes, by and l a r g e . 

19 Q. For use of automobile f o r personal use the person using 

20 t h a t , t o the extent t h a t the person using t h a t automobile f o r 

21 personal use, as opposed t o commuting use, they must pay a 

22 mileage fee t o the company of approximately 15 cents a mile? 

23 A. For commuting and personal use there i s a fee, yes. 

24 Q. Okay. 

25 A. I would say t h a t because there i s a s l i g h t d i s t i n c t i o n . 
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1 A c t u a l l y Mr. Beiden i s the b e t t e r witness f o r t h i s , but I w i l l 

.2 answer. 

3 Q. As I understand i t f o r commuting use the employee does 

4 not pay anything? 

5 A. That's not c o r r e c t . Commuting there i s a fee regardless 

6 of whether you commute or f o r personal use. 

7 Q. What i s the fee f o r commuting use? 

8 A. Right now I'm paying a mileage fee of 15 cents per mile, 

9 t h a t applies to whether i t ' s commuting or personal. 

10 Q. So your testimony i s chat people who use the car f o r 

11 commuting use . . . 

12 A. I t ' s not f r e e . There i s a charge. 

13 Q. For bo th commuting use miles and the other personal use 

14 miles? 

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

16 MR. CLEARFIELD: Mr. B e r t o c c i , i f t h i s helps we 

17 w i l l double check t h a t . I recognize there i s an answer to an 

18 i n t e r r o g a t o r y t h a t i n d i c a t e s . . . 

19 MR. BERTOCCI: I thought t h a t was so undisputed I 

20 d i d not bother t o include t h a t i n t e r r o g a t o r y i n the new packet. 

21 MR. CLEARFIELD: But you had i t i n the o l d packet. 

22 Mr. Knudsen i s t e s t i f y i n g t h a t t h a t i s s l i g h t l y d i f f e r e n t than 

23 t h a t . Mr. Bogdonavage confirmed t h a t . But we w i l l double 

24 check, and i f there i s a misunderstanding we w i l l r e p o r t i t t o 

25 you or as a data request on the record. 
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1 MR. BERTOCCI: Could we go o f f the record, Your 

2 Honor? 

3 JUDGE FORDHAM: Sure. 

(A discussion was held o f f the record.) 

5 JUDGE FORDHAM: Let's go back on the record. 

6 There was a question about the l a s t i n t e r r o g a t o r y , CEPA 8. 

The answer t h a t Mr. Knudsen gave, not t o t h i s p a r t i c u l a r 

8 I n t e r r o g a t o r y , but to another I n t e r r o g a t o r y r e l a t i n g to t h i s , 

9 was d i f f e r e n t from the answer pr e v i o u s l y given. Mr. C l e a r f i e l d 

10 has i n d i c a t e d t h a t Mr. Bogdonavage has i n d i c a t e d Mr. Knudsen's 

11 answer i s c o r r e c t . 

12 Mr. C l e a r f i e l d i n d i c a t e d he would have t h a t 

13 checked and get that i n f o r m a t i o n to Mr. Bertocci e i t h e r t h i s 

14 afternoon or p r i o r t o the close of the record, and i f there i s 

15 a d d i t i o n a l i n f o r m a t i o n t h a t i s needed t h a t Mr. Bertocci should 

16 contact him and t h a t i n f o r m a t i o n would be forthcoming. 

17 MR. BERTOCCI: Thank you. 

18 BY MR. BERTOCCI: 

19 Q. CEPA 1-9, t h i s i s a, the procedures used by -- a p o l i c y , 

20 PGW's p o l i c y concerning r e p o r t i n g , and bookkeeping concerning 

21 cars used f o r commuting and f o r business excuse me -- f o r 

22 commuting and f o r personal use. Do you agree t h a t t h i s p o l i c y 

23 speaks f o r i t s e l f ? 

24 MR. CLEARFIELD: I s t h i s the present p o l i c y , 

25 Mr. Knudsen? Can you make sure t h a t t h a t i s the case? 
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1 THE WITNESS: I believe i t speaks f o r i t s e l f . I 

2 t h i n k t h i s i s the standing p o l i c y r i g h t now. I f there are any 

3 di f f e r e n c e s w e ' l l supply t h a t as w e l l . 

4 BY MR. BERTOCCI: 

5 Q. The next I n t e r r o g a t o r y i s CEPA 1-18. That asked f o r the 

6 costs, the annual costs t o PGW p r o v i d i n g personal company cars 

7 to PGW management employees i n f i s c a l 2000 f o r commuting, 

8 business and other personal use. The response i n d i c a t e d , i f you 

9 do the a r i t h m e t i c , the cost was 1,964.26 per v e h i c l e . We are not 

10 d i s p u t i n g the way i n which the cost, at t h i s time the way i n 

11 which i t was c a l c u l a t e d . 

12 Do you have any o b j e c t i o n to t h a t f i g u r e as to the 

13 cost of p r o v i d i n g a car t o an employee f o r commuting and 

14 personal use? 

15 A. I'm only Smiling because I'm having a very d i f f i c u l t 

16 time. We put i n a new computer system. We've not had good 

17 numbers f o r a period o f time. I'm looking at the numbers, 

18 i n q u i r i n g how they were derived. But I w i l l accept them. 

19 Q. CEFA 1-20, also another p o l i c y of PGW, I don't t h i n k i t ' s 

20 i n c o n s i s t e n t w i t h the Pol i c y Number 776.01, which was pr e v i o u s l y 

21 discussed. Do you agree t h a t t h i s p o l i c y speaks f o r i t s e l f ? 

22 A. I t h i n k i t speaks f o r i t s e l f . 

23 Q. CEPA i s requesting an adjustment of $195,000 having to 

24 due w i t h the PGW c a f e t e r i a . Would you agree t h a t the document 

25 attached t o CEPA 1-21 i s the current c o n t r a c t w i t h Aramark? 
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1 A. Can I be clear on something, what i s the d e r i v a t i o n of 

2 the 195,000 as the premise? 

3 Q. The 195,000 i s the amount I understand was budgeted i n 

4 the f i s c a l 2001 budget f o r the c a f e t e r i a subsidy. 

5 A. I w i l l accept t h a t subject to check. I want t o be sure 

6 that's what was shown there. What are you proposing for the 

7 automobiles at t h i s point? 

8 Q. $50,000.That was based on a — i f there were 33 cars, 

9 we t h i n k at the most ten cars i s absolu t e l y generous. 

10 A. Do I get one? 

11 Q. I f you want.The 23 unmarked cars, we are asking f o r an 

12 adjustment r e f l e c t i n g 23 unmarked cars being used f o r commuting 

13 and business use or commuting, business, personal use by those 

14 two categories. 

15 A. I f I understand, you made, on some basis you made a 

16 d i s t i n c t i o n between people i n management who re q u i r e a car f o r 

17 some p a r t i c u l a r business purpose that they should have a car on 

18 a regular basis. 

19 Q. Wouldn't you agree t h a t a car t h a t i s being used f o r 

20 commuting and personal use should have some d i r e c t b e n e f i t to 

21 r a t e payers? 

22 A. Yes, I do. 

23 Q. That i s CEPA's standard, too. 

24 A. I f I might. . . 

25 MR. CLEARFIELD: We'll get a chance t o do t h a t . 



876 

1 BY MR. BERTOCCI: 

2 Q. Coming back t o the c a f e t e r i a , I was going t o ask you to 

3 v e r i f y . I t ' s my understanding, from the Philadelphia Gas 

4 Commission proceeding, t h a t $195,000 had been budgeted f o r 

5 f i s c a l 2001 f o r the payment to Aramark i n connection w i t h the 

6 c a f e t e r i a ? 

7 A. I w i l l accept t h a t . 

8 Q. Would you agree t h a t CEPA 1-21 i s the contract t h a t i s i n 

9 e f f e c t ? 

10 A. Yes. 

11 , Q. CEPA 1-23 i s a response to an I n t e r r o g a t o r y concerning 

12 ! what i s the formula by which the Aramark subsidy/refund i s 

13 determined. That's more of a summary of what i s i n the c o n t r a c t 

14 i t s e l f . CEPR recognizes the c o n t r a c t c o n t r o l s . Would you agree 

15 w i t h that? 

16 A. Yes. 

17 Q. CEPA 1-24 was a review o f the amounts, t o t a l sales of, 

18 basic c o n t r a c t elements f o r c a l c u l a t i n g the refund, going back 

19 t o 1996. So 1996 through the year 2000. Do you accept t h a t as 

20 an accurate h i s t o r y of previous costs of the c a l c u l a t i o n of a 

21 subsidy or a refund f o r the c a f e t e r i a ? 

22 A. Yes. 

23 Q. You agree t h a t a l l of these f i g u r e s , subsidy/refunds, i n 

24 cases from 1996 through the year 2000 a l l of them involved not a 

25 refund t o PGW from Aramark, but a payment from PGW to Aramark? 
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A. Correct. 

Q. Would you aiso agree as a general jnatter, without g e t t i n g 

i n t o d e t a i l s of how much a meal costs, t h a t PGW c a f e t e r i a does 

not come anywhere near p r o v i d i n g a meal to every to even a 

quarter of PGW employees on an annual basis? 

A. Well i t ' s designed as a f a c i l i t y f o r the headquarters 

b u i l d i n g . I don't know what we have i n there, 400 people or 

something l i k e t h a t . I t ' s designed to provide service because 

there are no restaurant f a c i l i t i e s r e a l l y w i t h i n convenient 

walking distance of Montgomery, unless you want the c a r t s at 

Temple. 

Q. You're gen e r a l l y f a m i l i a r w i t h the Philadelphia custom of 

trucks whi ch go t o pia ess where t h ere are demands f o r d e I i c i ous 

food? 

A. Talking d i r t y water hot dogs. We can get i n t o now i f you 

l i k e , Mr. Bertoccoi, I t h i n k j u s t as a matter of common courtesy 

to employees t h a t you provide something on the order of a 

c i v i l i z e d o p p o r t u n i t y f o r a meal. 

Q. You would agree t h a t p r o v i d i n g a space, these numbers 

don't include, approximately $70,000 i n costs f o r maintaining 

the c a f e t e r i a , throughout the year; i s that r i g h t ? 

A. The c a f e t e r i a space you mean? 

Q. The c a f e t e r i a space. 

A. Well the whole f i r s t f l o o r , p o r t i o n of the f l o o r , devoted 

to eating services, no, we don't. I t h i n k t h a t ' s r i g h t . 
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Q. PGW also pays f o r c a p i t a l costs of a kitchen. I t pays 

f o r j a n i t o r i a l services. I t pays f o r garbage disposal, a l l of 

the things associated w i t h the c a f e t e r i a , i s t h a t r i g h t ? 

A. As f a r as I know, t h a t ' s r i g h t . 

Q. This contract was r e a l l y l a s t negotiated -- has not been 

re-negotiated since 1974, r i g h t ? 

A. Unfortunately, yes. 

Q. So PGW r e a l l y hasn't explored the p o s s i b i l i t y of 

pro v i d i n g a c i v i l i z e d space, vending machines, things t h a t do 

not r e q u i r e a payment of a quarter of a m i l l i o n d o l l a r s a year? 

A. I don't consider vending machines appropriate n u t r i t i o n . 

We have a problem..The problem, i s we have 400 or so employees 

who need access t o ea t i n g f a c i l i t y , hot food, appropriate menus 

t h a t ' s what t h i s f a c i l i t y i s designed t o provide. I n terms of 

the Aramark, subsidy, i t ' s a b i t of misnomer. But I w i l l accept 

your term. I t ' s a cost plus c o n t r a c t . 

I have had conversations w i t h Aramark sometime i n 

the past, which say look, the reason that we have a subsidy, 

because the food i s not good enough and service i s not good 

enough. I f we were to pass more people through t h i s restaurant 

f a c i l i t y , the subsidy would go down. I have said t h a t they have 

a pe r i o d of about s i x months to prove t h a t they can put t h i s 

t h i n g on a paying basis t h a t s u b s t a n t i a l l y reduces or e l i m i n a t e 

the subsidy or they would not be there, we would out source the 

put out an RFP f o r an a l t e r n a t e s u p p l i e r of services. 
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So i t ' s f a i r t o say you believe t h a t the standard •p-' -L \J -

The issue, i t ' s a f u n c t i o n of q u a l i t y of the food,, 

a b i 1 i t y of them to provide t i m e l v service when people want i t . 

And t h a t ' s where we are r i g h t now. 

Q. 

operating the c a f e t e r i a , t h a t there should be at most a minimal 

subsidy? I don't want to dispute your use o f the term, but t h a t 

e s s e n t i a l l y the c a f e t e r i a , once space has been provided f o r by 

PGW, and reasonable c a p i t a l costs, t h a t food services i t s e l f 

should pay f o r i t s e l f ? 

A. As a matter, general matter, yes. 

MR. BERTOCCI: No more questions. Your Honor. 

JUDGE FORDHAM: I have one r e l a t e d t o t h a t l a s t 

rema r k f TOTS Mr. Knuds en . Wh en d i d you ma ke t h i s rema rk to 

Aramark, and vjhen i s the s i x months up? 

THE WITNESS; There have been ongoing discussions. 

I only got i n t o i t a month or s i x weeks ago. There have been 

conversations w i t h , i n f a c t , Mr. Ambrose, who provided these 

responses, has had conversations w i t h them. I wasn't pleased 

w i t h the lack of progress. I r e a f f i r m e d our p o s i t i o n w i t h 

them. They are now much more a t t e n t i v e t o our requirements. 

I met w i t h executives w i t h Aramark, said t h i s i s i t , you e i t h e r 

d e l i v e r f o r us or you're out. There were immediate changes and 

we are seeing some other improvements. 

JUDGE FORDHAM: Any other p a r t i e s have anything 

f o r Mr. Knudsen? 
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MR. CLEAR FIELD: Your Honor, I t h i n k we could use 

a few minutes t o go over these issues, i f you could indulge us. 

JUDGE FORDHAM: Let's take f i v e minutes. 

MR. CLEARFIELD; Maybe ten. 

JUDGE FORDHAM: Ten minutes. 

(Whereupon, a b r i e f recess was taken.) 

JUDGE FORDHAM: Back on the record. 

REDIRECT EXAMINATION 

BY MR. CLEARFIELD: 

Q. F i r s t w i t h respect to company cars, do you have a 

c l a r i f i c a t i o n as to the company's p o l i c y w i t h respect t o 

reimbursements f o r commuting use f o r management employees? 

A. Yes. I'm l o o k i n g a t my own s i t u a t i o n s , i t wasn't as 

simple. I t ' s more complex. We'll put t h i s on one response. 

Ail personal use is presently cal .ated .ts a mi l e . 

I thought i t was 15, looking at changes, t o make sure i t i s 

compensatory. 

JUDGE FORDHAM: Please keep up your voice. 

THE WITNESS: A l l personal use i s c a l c u l a t e d at 13 

cents per m i l e . Commuting only, w i t h no personal use, i t ' s $3.00 

per day f o r tax purposes. So i t ' s r e f l e c t e d on your tax r e t u r n 

as a $3.00 per day income to you. Commuting w i t h personal use, 

t h i s gets t e r r i b l y complicated, I w i i l read i t , and then w e ' l l 

c l a r i f y i t , commuting w i t h personal use, a l l non-business miles 

taxed at the IRS r a t e of 34 and a h a l f cents per m i l e . 
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Then a deduction of 13 cents f o r personal use i s 

taken so that no employee has a deduction f o r persona1 use a f t e r 

13 cents. I ' l l c l a r i f y a l l of t h i s i n a response to you. To 

your p o i n t , I was not c l e a r . f o r ccrnmuting there rs no per mile 

chary'e. I t ' s a d a i l y charcfs t h a t i s recocimzed as a d d i t i o n a l 

income to the employee. But there i s no compensation back to 

the company f o r t h a t , which was your p o i n t . 

MR. BERTOCCI: By the charge you mean. . . 

THE WITNESS: No money coming back from the 

employee to the company, i t ' s simply a tax deduction. 

I mean, a d d i t i o n a l , i t ' s taxable income. 

MR. BERTOCCI: Taxable income t o the employee f o r 

the b e n e f i t of having a car f o r commuting r i s c a l c u l a t e d as 

taxable income t o the employee, and recorded as such on the 

company's books. 

THE WITNESS: Right. Coiffffiuting, no personal use, 

r e l a t i v e l y few. 

BY MR. CLEARFIELD: 

Q, Would you expla i n how t h i s p o l i c y b e n e f i t s r a t e payers, 

the p o l i c y t o allow management t o have cars f o r personal and 

commuting use? 

A. Look, I t h i n k there are two issues here. One, what i s 

common practice.A great many u t i l i t i e s do provide cars f o r 

employees f o r a v a r i e t y of purposes. So I don't t h i n k we're 

unique i n th a t regard. 
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Second 1 y,. we ' re ha^^ing- a ry d i f f ici111 time 

rstainincj' our people,- p a r t i c u l a r l y senior executives. There 

i s an enormous temptation because of experience that they have 

,J~ T-„"1~^.->^l - J - F>/-r.7 W ~ „ , .̂-C ^ .4- 1 1 * J-1 

i n d u s t r y and the f a c t t h a t compensation l e v e l s f o r us are lower 

than comparable l e v e l s i n our s i s t e r u t i l i t i e s . For example, we 

l o s t somebody from marketing, took a demotion i n terms of three 

l e v e l s of grade and got a s u b s t a n t i a l r a i s e i n the process. She 

went from PGW i n t o PECO. There seems to be a shortcut between 

Ninth and Montgomery and 23rd and Market. 

So to answer the question, I t h i n k maintaining, 

allowi n g people to have cars f o r t h e i r own purposes i n these 

instances i s a t r a d i t i o n a l compensation itern. I t h i n k you have 

to look at t h i s question i n the la r g e r context of the i n d u s t r y 

p r a c t i c e s and the uniqueness of PGW's circumstance and what we 

can o f f e r employees as b e n e f i t s . 

Q. Do you have anything else w i t h respect to the cars? 

A. No. 

Q. With respect to the c a f e t e r i a payment t h a t PGW makes 

c u r r e n t l y , how does maintaining c a f e t e r i a at the headquarters 

provide a b e n e f i t to rat e payers? 

A. I t ' s a s u b s t a n t i a l b e n e f i t . Even i f , having i t there, 

not only as a matter of j u s t decency i n terms of the l o c a t i o n 

that we are in.But i t i s enormously e f f i c i e n t f o r the 

company. I would say, I don' t know how many,, f o r the times t h a t 
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I go down there, most people do not s i t i n the plaza area. They 

take t h e i r meal hack to t h e i r desks. So r a t h e r than people 

doing a f u l l hour cr h a I f hour, depending en where they are i n 

lunch, go back.I get a l o t of p r o d u c t i v i t y b e n e f i t s . Those 

get passed onto customers. 

I t h i n k on the face of i t , i t looks l i k e there may 

be some i n e q u i t y here. Given the o v e r a l l p i c t u r e and b e n e f i t 

t h a t we are d e r i v i n g , I t h i n k i t ' s a cost w e l l i n c u r r e d . That's 

not to say i t can't be a managed cost. I t should be lower. I 

t h i n k t h a t ' s r i g h t . 

Q. Just to c l a r i f y , you i n d i c a t e d you were looking at 

changes, you're not loo k i n g at changes that would preclude the 

p o s s i b i l i t y of continu i n g t o o f f e r the subsidy, i f necessary? 

A. No, l e t ' s assume we put an RFP out, and we had to entice 

someone to come out and o f f e r the service, I wou1d pay t h a t 

g l a d l y . Again, the b e n e f i t s are enormous f o r having t h a t . 

Q. To c l a r i f y , how many employees are at Montgomery? 

A. Six to seven hundred, not four hundred. 

Q. Have to be a b i g t r u c k on the s t r e e t ? 

A. You would have long l i n e s . 

Q. Can you t e l l us whether the Philadelphia Gas Comnsission 

ever d i r e c t e d you not to make any of these expenditures? 

A. Directed the company? 

Q. Yes. 
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A. J don't remember them having done t h i s , s p e c i f i c a l l y f o r 

t h i s . i n any of the proceedings 

Q. Did they make any disallowances f o r any c f these items? 

A. Not t h a t I know of. I stand to be cor r e c t e d by 

Mr. B e r t o c c i i f he has another memory, but, no. 

Q. Has the company taken steps to ensure these expenditures 

are at the lowest reasonable leve l ? 

A. Yes, c e r t a i n l y from the c a f e t e r i a , program t h a t 'I j u s t 

described, I am q u i t e adamant, there i s no reason, i f i n f a c t 

our subsidy i s a f u n c t i o n of through put, the q u a l i t y of the 

food, q u a l i t y of service, there i s no basis f o r t h a t . We'll 

improve i t . 

I n terms of cars, the f l e e t i s aging, and we have 

not been re p l a c i n g cars. We are t r y i n g to keep t h a t cost under 

c o n t r o l as w e l l . 

Q. One l a s t question, i f i n f a c t the Commission -were to 

d i s a l l o w the items as included i n revenue requirements, what 

would the options be i n the company w i t h respect to p o l i c i e s ? 

A. I f a l l else being equal, we don't have a l o t of options. 

These happen to be r e l a t i v e l y small items, but l e t ' s assume 

la r g e r items, we f e l t compelled t o spend the money, f o r whatever 

reason, and i t had to disallowed, then something else has to 

give, i t f a l l s t o the bottom l i n e . I t a f f e c t s the coverage, 

p r o f i t a b i l i t y of company. 

Q. Would you have to consider d i s c o n t i n u i n g the p o l i c y ? 
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A. Snrp. These as T sny. are important because Ih^y I t h i n k 

they irepr^s en t issues of ecpji t y betv.'een empl oy ee and. cus t oip.ers 

{-Vi ici v- T : c : i - c : C1 T v a i m i i i.rr^n i ] H Vi 3 r.-i i- ^ Sut i f t h ^ y 1 ^s siiiblsi"at^ 

u L 'thsirL ou i_ / no que s i_ j-v̂ n • 

Q. I f we cou I d yet the 65 HLX 11 ion do I i a r s wo u I d you t a ke a 

disaliuwance on these 1 cems? I withd-navt t h a t . 

A. Happily. 

MR. CLbARFiKLU: That's a l l we have. 

JUDGE FORDHAM: Anything else, Mr. Bertocci? 

MR. BERTOCCI: No questions. I need to move t h i s 

i n t o evidence. Your Honor. 

MR. CLEARFIELD: No o b j e c t i o n . 

MP.. BERTOCCI: I would l i k e t o move CEPA 

Cross-exam E x h i b i t Number One i n t o evidence. 

JUDGE FORDHAM: Hearing no o b j e c t i o n , so admitted. 

(Whereupon, document marked f o r i d e n t i f i c a t i o n as 

CEPA CE E x h i b i t No. 1 received i n t o evidence.) 

MS. BURAK: I need to move i n t o the record the 

testimony of Mr. Baudino. I have before me two documents. The 

f i r s t consists of d i r e c t testimony of Mr. Richard A. Baudino, as 

w e l l as four e x h i b i t s , RAB-1 through RAB-4. I would l i k e to have 

t h i s i d e n t i f i e d and marked as PICGUG Statement Number 1. 

JUDGE FORDHAM: Sh a l l be so marked. 

(Whereupon, documents mentioned above were marked 

a?? PICGUG Stat^m^nt- No. 1 f o r i d ^ n f i f i r a t i on . ) 
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MS . RTTRAK: Thf* s p r n r i d d o r n m p n t i . ^ fhe^ r r p h n f f R 1 

test i i t iony n f Mr HHud-ino And X would, l i k e t l i i s i d e n t i f i ^ ^ 3.3 

Q (- -a }- ,~i in c* n f- i i r" K &, t- 1 — C 

v-\r>; 

(Svli ere upon, docurrten u ma JTried Fl^GUG 31 a t eruen t No . 

o I-S fox i d e i i L i i i c d L i o i i . j 

7 MS. BURAK: I n a d d i t i o n , Your Honor I have two 

8 I e x h i b i t s ac t h i s p o i n t t h a t 1 would l i k e to include m the 

9 record.- These are, the f i r s t e x h i b i t i s a one-page e x h i b i t 

10 I c o n s i s t i n g of page number 54 from PECO Energy Company's t a r i f f . 

11 t The main purpose f o r t h i s , t h i s page i s addressed by Mr. Baudino 

12 I i n h i s d i r e c t testimony. 

13 JUDGE FORDHAM: PGW'S t a r i f f ? 

14 MS. BURAK: No, i t ' s PECO Energy's t a r i f f . 

15 Mr. Baudino references t h i s page i n h i s testimony. Mainly 

16 f o r ease of c i t i n g purpose throughout the proceeding -we thought 

17 • i t might be best to make i t an e x h i b i t . 

18 j I n addition,- E x h i b i t Number Two, two pages of 

19 | Columbia Energy's t a r i f f , also referenced by Mr. Baudino I n h i s 

20 j testimony. I w i i l be happy to pass t h i s out t o the p a r t i e s . 

21 | (PECO tariff was marked as PICGUG No. 1.) 

2 2 (Co I uutbia t a ri f f was marked PICGUG No. 2) 

23 MS. BURAK: At t h i s time I would l i k e to move 

24 PICGUG Statement Number 1 and PICGUG Statement Number 1-S and 

2 5 PICGUG F v h i b i t 1 and PICGUG E x h i b i t Nnmbpr Two i n t o thp 
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1 JUDGE FORDHAM: Any objections? 

2 MR. HOLLAND: No. 

3 JUDGE FORDHAM: Hearing none, the documents are 

4 admitted without obj e c t i o n s . 

5 (Whereupon, the aforementioned documents were 

6 received i n t o evidence.) 

7 MS. BURAK: Thank you. 

8 JUDGE FORDHAM: I bel i e v e t h a t i s a l l f o r the 

9 various testimony.I w i l l j u s t q u i c k l y go through to make sure 

10 we have not missed anything. On May 22nd we had the statements 

11 and e x h i b i t s of Barbara Bisgaier. Next we had Mr. S u l l i v a n ' s 

12 Statement Eight and e x h i b i t s . Next we had Mr. White's statement 

13 and e x h i b i t s and Rejoinder E x h i b i t . We had Mr. Bogdonavage's 

14 statements and e x h i b i t s and r e j o i n d e r e x h i b i t s . Then we had 

15 Mr. Knudsen's statements and e x h i b i t s and r e j o i n d e r e x h i b i t s . 

16 However, Statement 1.2 w i t h E x h i b i t s TEK three 

17 through s i x were marked on tha t day, but admitted the next day. 

18 On May 23 we had Mr. Gorman's statements and e x h i b i t s . Volume 3. 

19 Next we had Mr. Lukens' statements and e x h i b i t s . Next we had 

20 Mr. Wheaton, A d m i n i s t r a t i v e Counsel witnesses' statements, 

21 e x h i b i t s , and Attachment One, which was a management a u d i t . We 

22 had Mr. Metro's statements and e x h i b i t s , Mr. Keim's statements 

23 and e x h i b i t s , Mr. Kubas statements and e x h i b i t s , Mr. Deardorff's 

24 statements and e x h i b i t s , Mr. M i l l e r ' s statements and e x h i b i t s , 

25 Mr. Kalcic's statements. Mr. Weakley's statement and e x h i b i t s . 
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1 Then today we had Ms. Davis, Mr. Lelash's 

2 statements and e x h i b i t s and the cross-examination, PGW Lelash 

3 cross-examination E x h i b i t 2. And then next we had CEPA Cross-

4 Examination Statement, excuse me, E x h i b i t Number One. And then 

5 the d i r e c t s u r r e b u t t a l and e x h i b i t s f o r Mr. Baudino. 

6 MR. HOLLAND: Your Honor, I j u s t wanted t o confirm 

7 Mr. Knudsen's supplemental r e b u t t a l was admitted yesterday, as 

8 was TEK 3 through s i x . 

9 JUDGE FORDHAM: Yes, I d i d say i t was marked on 

10 the 22nd, but admitted on the 23rd. I be l i e v e t h a t ' s i t . We 

11 also had scheduled hearings f o r Friday, May 25th, Wednesday, 

12 May 30th, and Thursday, May 31st. There i s no need f o r those 

13 hearings. Thoee hearings are cancelled. We said the close of 

14 the record would be on May 31st. We do have a couple t h i n g s 

15 outstanding. So I ' l l s t i l l leave the close o f the record on 

16 May 31st. 

17 On the 23rd there was a request that Mr. White 

18 provide i n f o r m a t i o n to Ms. Burak regarding the date of a 

19 meeting. Then today there were some requests f o r Mr. B e r t o c c i . 

2'0 Do you need anything else, Mr. Bertocci? 

21 MR. BERTOCCI: No. 

22 JUDGE FORDHAM: So tha t ' s the only outstanding 

23 t h i n g , the date of the meeting from Mr. White to Ms. Burak? 

24 MR. CLEARFIELD: I th i n k Mr. Knudsen i n d i c a t e d 

25 t h a t he would summarize f o r . . . 
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MR. BERTOCCI: When I said no, I thought you meant 

i n a d d i t i o n t o what they were going t o provide. 

JUDGE FORDHAM: So There are two outstanding 

t h i n g s , the on-the-record request f o r Mr. White, and the 

on-the-record request f o r Mr. Knudsen. 

MR. CLEARFIELD: Yes. 

JUDGE FORDHAM: Anything f u r t h e r ? The main b r i e f s 

are due on Thursday June 21st, and r e p l y b r i e f s w i l l be due on 

Friday, June 2 9 t h . I w i l l give you some more i n f o r m a t i o n . I 

w i l l send out a b r i e f i n g order w i t h more in f o r m a t i o n regarding 

the format of the b r i e f s . 

Anything else we need to do before we end today. 

I would l i k e to thank the p a r t i e s . Off the record. 

(Whereupon, a discussion was held o f f the record.) 

JUDGE FORDHAM: Back on the record. On the 

record I w i l l thank the p a r t i e s f o r t h e i r p a r t i c i p a t i o n and look 

forward to the b r i e f s . Thank you very much. 

MR. CLEARFIELD: Thank you. 

MR. KEENE: Thank you. 

MS. BURAK: Thank you, Your Honor. 

(Whereupon, at 1:35 p.m. the hearing was 

adjourned.) 
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